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EASTECHOLS PROSPECT 
T/2SECTION 30, T-10-S, W W E 
"TEA COUNTY, NEW MEXICO " 

SugarbeiTyVGIobal Nat Resources I imam LEASE 
Nations Geophysical/RnaJ> 1/8 40.000000 
George W. Horst 2/57 11.200000 LEASE 
Edra Mauldin 3/400 2.400000 LEASE 
John W. Horst 3/400 2.400000 LEASE 
Oleta McMurtrie 3/400 2.400000 LEASE 
Darlene Austin 3/400 2.400000 LEASE 
Patsy Mancini 3/400 2.400000 LEASE 
David Mauldin 3/400 2.400000 LEASE 
Pansy Evans 3/400 2.400000 LEASE 
Geraldine Randall 3/400 2.400000 LEASE 
Wanda Little 3/400 2.400000 LEASE 
Maxine Cadwaller 3/400 2.400000 LEASE 
Povune Stirm 3/400 2.400000 LEASE 
Sharrin Houssaye 3/400 2.400000 LEASE 
Lula Evans Wheelock/Don Birdwell 1/8 40.000000 LEASE i 
Frank 0. Elliott, Trustee 1/16 20.000000 FARMOUT 
Edna lone Hall, Trustee 1/16 20.000000 FARMOUT 

, Alice J. Dicke£^> 1/16 20.000000 
John-J FIPPT 1/24 13.333333 

" William B. Osborn. J r jndv . 1/36 8.888889 
William B. Osborn, Jr., Trustee ~~̂ > 1/48 6.666667 
Betty Osborn Biedenhorn, Indv. 1/36 8.888889 
Betty Osborn Biedenhorn, Trustee 1/48 6.666667 
Charlotte Osborn Barrett Trust 1/48 6.666667 LEASE 
Marcus Thurman Barrett, III 1/72 4.444444 LEASE 
William Osborn Barrett 1/72 4.444444 LEASE 

TOTAL j 1 132Q.00000C 
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MERIDIAN ©OL 
October 13, 1995 

Mr. Jim Daniels 
Nations Geophysical, Inc. 
1031 Andrews Highway 
Midland, Texas 79701 

Re: Request for Waiver 
3-D Seismic Data 
Lea County, New Mexico 

Dear Mr. Daniels 

In order for Meridian Oil Inc. ("Meridian") to comply with full disclosure concerning our attempts to 
drill the Aunt Lula 30 #1, Meridian may be required to reveal confidential seismic data covering all or 
portions of Sections 19,20,29 and 30, T-30-S, R-38-E, Lea County, New Mexico. Meridian respectfully 
requests Nations Geophysical Inc. waive provision 12 of that certain seismic Data License Agreement 
dated April 15, 1995, between Meridian Oil Inc., Licensee, and Nations Geophysical Inc., Licensor, to 
allow Meridian to disclose confidential seismic data to the examiner of the New Mexico Oil 
Conservation Division, if necessary. 

Please signify your agreement to waive said provision by executing in the space provided below and 
returning one original of this letter to the undersigned on or before October 20, 1995. 

Very truly yours, 

MERIDIAN OIL INC. 

Lesfyn M. SwJerc, CPL 
Senior Landman 

LMS/cs 
Encl. 

NATIONS GEOPHYSICAL, INC. AGREES to waive the confidentiality provision of that certain 
Seismic Data License Agreement dated April 25, 1995. 

NATIONS GEOPHYSICAL, INC. 

By:_ 
Title: BEFORE THE 

P.O. Box 51810. Midland, Texas 79710-1810, Telephone 915-688-6800 

OIL CONSERVATION DIVISION 
Case No. 11417 Exhibit No„3 
Submitted By: 
MERIDIAN Oil iiur 



MERIDIAN ©DL 

September 21,1995 

Mr. Brian Lucas 
Nations Geophysical, Inc. 
1031 Andrews Highway, Suite 207 
Midland, Texas 79701 

Re: East Echols Prospect 
T-10-S.R-38-E 
Section 30: E/2 
Lea County, New Mexico 

Dear Brian: 

In our previous discussions, it was brought to Meridian's attention that Nations Geophysical, Inc. 
("Nations") is the current lessee ofthe l/8th mineral interest owned by Fina Oil and Chemical 
("Fina") in the captioned lands. The oil and gas lease held by Nations reserves to Fina a l/4th 
royalty before payout, increasing to a 30% royalty after payout of each well. 

Meridian Oil Inc C'Meridian") is proposing the drilling ofthe Aunt Lula 30 #1 (the "Well"), a 
9,900' Wolfcamp test located 1980* FSL & 660' FEL Section 30, T-10-S, R-38-E, Lea County, 
New Mexico. Enclosed for your review and execution is an AFE in the amount of $820,000 to 
drill, complete and equip the Well. If you elect to participate in the drilling ofthe Well, please 
execute and return the AFE to the undersigned by October 6,1995. Upon Meridian's receipt of 
said AFE, Meridian and Nations will enter into a mutually-acceptable Operating Agreement 
using AAPL form 610 (1982) Joint Operating Agreement which (a) designates Meridian Oil Inc. 
as operator, (b) provides in Article VI.B.2. for recoupment of 300% of all well costs through the 
wellhead in the event of operations by less than all parties, (c) omits the provision for the 
preferential right to purchase, and (d) provides in Article VII.D.l. for a casingpoint election. An 
Exhibit "C" (Accounting Procedure), Exhibit "D" (Insurance Requirements) and Exhibit "E" 
(Gas Balancing Agreement) will also be forwarded for your review. 

If, however, Nations should elect not to participate in the drilling of the Well, Nations could 
propose to grant Meridian a term assignment of its 12.5% leasehold interest under the E/2 
Section 30, T10S, R38E, which would result in Meridian owning an additional 12.5% working 
interest in the Well, relieving Nations of any costs to drill same. With the heavy burdens Fina 
has placed upon its interest (75% effective net before payout, 70% effective net after payout) 
Meridian could not accept a term assignment. Therefore, Meridian respectfully requests that 
Nations release the captioned lands to Fina so that Meridian may attempt to negotiate a lease 
from Fina which delivers a higher net revenue interest to Meridian. 

P.O. Box 51810, Midland, Texas 79710-1810, Telephone 915-688-6800 
.1.inn M "A" Qt Rlr ln fi 7Q7rK-Rdnfi 



Mr. Brian Lucas 
Nations Geophysical, Inc. 
September 21,1995 
Page 2 

It is essential that Meridian be delivered no less than an 80% net revenue interest in the proposed 
well. Should Nations release the E/2 Section 30 to Fina and Meridian and Fina are unable to 
reach mutually-acceptable lease terms to provide for the drilling ofthe Well by October 15, 
1995, this well will be scheduled for a compulsory pooling hearing to be held on November 2, 
1995. 

If Nations does not release the acreage to Fina, Meridian is prepared to seek appropriate remedies 
from the New Mexico Oil Conservation Division for the excessivej?urdens attached to the l/8th 
mineral interest leased by Nations. If Nations is forced pooled, there are existing cases wnicn 
actually set aside the excessive burdens until an operator has achieved payout plus the 
appropriate penalties. This means that Nations could potentially be held responsible to Fina for 
the difference between a l/4th royalty and a l/8th royalty. 

I would prefer to discuss this proposal in person; however, I am presenting same in writing in 
accordance with your request. I may be reached at 688-6928 to answer any questions you may 
have with respect to this matter. Thank you for your prompt attention. 

Very truly yours, 

MERIDIAN OIL INC. 

Senior Landman 

LMS/cs 

cc: Jim Behrmann 
Don Davis 

Tom Kellahin 
Kellahin & Kellahin 
P. O. Box 2265 
O *„ Cm XT.,.,, \A™:~* QisnA-iizs. 



Midfand Region Date: 
P.O. Box 51810 AFE No.: 
Midland, Texas 79710-1810 ~ 

(915)688-6800 

MERIDIAN OIL INC. 

AUTHORITY F O R EXPENDITURE 

Foreman Area Team Name Hobbs Foreman Area 
DP No. ' 

LeaseAVeli Name: Aunt Lula '30' #1 Lease No. ~ ~ ~ ~ ~ ~ ~ ~ ~ 
Field/Prospect East Echols (Wolfcamp) Field Region: Midland 
Location: 1980' FSL & 660' FEL, Sec 30, T10S, R38E County: Lea State: New Mexico 
AFE Type: New Drill Well Original X Supplement Addendum Cost Center 
API Well Type: Exploratory Operator Meridian Oil ' 
Objective Formation: Wolfcamp Authorized Total Depth (Feet) 9,900' 
Project Description: Drill, complete and equip a Wolfcamp wildcat well in the East Echols Field. 

Est. Start Date: Oct. 15,1995 Prepared By ChetA. Babin 
Est. Completion Date: Nov. 7,1995 

GROSS WELL COST DATA 
DRILLING WORKOVER CONSTRUCTION 

DRY HOLE SUSPENDED COMPLETION OR FACILITY TOTAL 
DAYS: ~ ~~~~~ 
THIS AFE: $428,800 $522,300 $107,200 $190,500 $820,000 
PRIOR AFE's: Z Z Z Z " 
TOTAL COSTS: $428,800 $522,300 $107,200 $190,500 $820,000 

JOINT INTEREST OWNERS 
WORKING INTEREST NET $ EXPENDITURES 

COMPANY PERCENT % DRYHOLE $ COMPLETED $ 

OTHERS 62.5% 268,000 512,500 
MERIDIAN OIL INC.: 37.5% 160,800 307,500 

AFE TOTAL: 100.0% $428,800 $820,000 
ft 

MERIDIAN OIL A P P R O V A L 

Recommended: Date: Approved: Date: 
Recommended: Date: Approved: Date: 
Recommended: Date: Approved: Date: 

P A R T N E R A P P R O V A L 

Company Name: Authorized By: 
Date: Title: 



September 5, 1995 

Meridian Oil 
P. 0. Box 51810 
Midland, Texas 79710-1810 

ATTN: Leslyn Swierc, Land Department 

Re: Oil and Gas Lease Request 
E/2 of Sec. 30,T10S, R38E 
Lea County. New Mexico 
Fina 09RPTX1560-000 

Dear Leslyn, 

In response to your letter of July 5, 1995 regarding the above referenced, please be 
advised that Fina Oil and Chemical Company is agreeable to leasing the subject lands 
on the following terms: 

1. $100.00 per mineral acre bonus 

2. 1 year paid-up lease on Fina's lease form 

3. 1/4 royalty 

A copy of Fina's lease form is being forwarded herewith for your review. 

Should these terms be acceptable, please contact me at (915) 688-0646 and thank 
you for your interest in Fina minerals. 

Sincerely, 

Darrell Garrett 
Senior Landman 

P.O. Box 2990 • Midland, TX 79702 • (915) 688-0600 



OIL AND GAS LEASE 

STATE OF NEW MEXICO § 
§ 

COUNTY OF [INSERT} § 

THIS AGREEMENT made t h i s [INSERT] day of [INSERT], 1994, between FINA OIL 
AND CHEMICAL COMPANY, 6 Desta Drive, Suite 4400, P. 0. Box 2990, Midland, Texas 
79705, h e r e i n a f t e r r e f e r r e d to as "Lessor", and [INSERT], whose address i s 
[INSERT], h e r e i n a f t e r r e f e r r e d to as "Lessee": 

W I T N E S S E T H : 

1. Lessor, i n consideration of Ten Dollars ($10.00) i n hand paid and other 
valuable consideration, r e c e i p t of which i s hereby acknowledged, and of the 
r o y a l t i e s herein provided and of the agreements of the Lessee herein contained, 
hereby GRANTS, LEASES and LETS ex c l u s i v e l y unto Lessee f o r the purpose of 
i n v e s t i g a t i n g , exploring, prospecting, d r i l l i n g and operating f o r and producing 
o i l and gas, i n j e c t i n g gas, waters, other f l u i d s , and a i r i n t o subsurface s t r a t a , 
l a y i n g pipe l i n e s , s t o r i n g o i l , b u i l d i n g tanks, roadways, telephone l i n e s , and 
other s t r u c t u r e s and things thereon to produce, save, take care of, t r e a t , 
process, store and transport said minerals, on the f o l l o w i n g described land i n 
[INSERT] County, New Mexico, t o - w i t : 

TOWNSHIP (INSERT] SOUTH. RANGE (INSERT] EAST 

Section [INSERT] 

For purposes provided f o r herein, said land s h a l l be considered as containing 
[INSERT] acres, whether more or less. 

2. Subject to the other provisions herein contained, t h i s lease s h a l l 
remain i n force f o r a term of 1 year from t h i s date ( c a l l e d the "primary term") 
and as long t h e r e a f t e r as o i l or gas i s produced i n paying q u a n t i t i e s from said 
land. 

3. The r o y a l t i e s to be paid by Lessee are: 

a. On o i l , i n c l u d i n g condensate, d i s t i l l a t e , and a l l hydrocarbons produced 
i n a l i q u i d form at the mouth of the w e l l or recovered from o i l or gas run 
through a separator or other equipment, 1/4 of the gross production or the market 
value thereof, at the option of Lessor; such value t o be determined by the 
highest posted p r i c e f o r o i l , condensate, d i s t i l l a t e , or other l i q u i d 
hydrocarbons of a l i k e type and g r a v i t y f o r the county where produced and where 
run. 

b. On gas, i n c l u d i n g casinghead gas, f l a r e d gas, gas used i n lease 
operations, and any other gaseous substances, 1/4 of the gross production or the 
market value thereof. 

c. On gas processed i n a plant f o r the recovery of gasoline or other 
l i q u i d hydrocarbons, 1/4 of the residue gas and the l i q u i d hydrocarbons extracted 
or the market value thereof. 

d. Lessor may, at any time or from time to time, require that the payment 
of any or a l l of the above reserved r o y a l t i e s be made i n kind upon s i x t y (60) 
days w r i t t e n n o t i c e . Any gas contract executed by Lessee s h a l l provide that upon 
s i x t y (60) days w r i t t e n n o tice of Lessor's i n t e n t i o n t o take i t s r o y a l t y gas i n 
kind, such r o y a l t y gas s h a l l be released from the contract. 

e. At any time when t h i s lease i s not v a l i d a t e d by other provisions hereof 
and there i s a gas and/or condensate w e l l on a p r o r a t i o n u n i t comprised of said 
land, or land pooled therewith, but gas or condensate i s not being so sold or 
used and such w e l l i s s h u t - i n , then on or before 90 days a f t e r said w e l l i s shut-
i n , and t h e r e a f t e r at annual i n t e r v a l s , Lessee may pay or tender an advance shut-
i n r o y a l t y equal to Five Hundred and No/100 Dollars ($500.00) f o r each w e l l so 
sh u t - i n under the terms of t h i s lease. As long as said s h u t - i n r o y a l t y i s paid 
or tendered, on a w e l l by w e l l basis, t h i s lease, as to acreage found w i t h i n the 
p r o r a t i o n u n i t a t t r i b u t a b l e to such gas w e l l s h a l l not terminate and i t s h a l l be 
considered t h a t gas i s being produced from the leased premises i n paying 
q u a n t i t i e s f o r a period of twelve (12) months .commencing from the date such 
payment i s made. Subsequent shut-in payments s h a l l be i n l i k e amounts as 
aforementioned and payable on or before the anniversary date of the f i r s t payment 
made, and upon each t i m e l y and proper payment, t h i s lease, as to the acreage 
w i t h i n the said p r o r a t i o n u n i t , s h a l l not terminate f o r twelve (12) months from 
the anniversary date established by the f i r s t payment. 

The payment of shu t - i n r o y a l t i e s s h a l l not extend t h i s lease f o r a period of more 
than two (2) consecutive years beyond the e x p i r a t i o n of the primary term or f o r 
shorter periods of more than two (2) years i n the aggregate. 



f . Lessor s h a l l have the f i r s t and p r e f e r e n t i a l r i g h t of r e f u s a l to 
purchase o i l or gas produced pursuant to the terms of t h i s lease. This r i g h t 
s h a l l be exercised by acceptance i n w r i t i n g conveyed to Lessee w i t h i n t h i r t y (30) 
days from date Lessor received w r i t t e n notice of the terms and conditions of a 
t h i r d - p a r t y o f f e r to purchase o i l or gas. 

Not withstanding anything contained i n A r t i c l e 3. a hereinabove, 
proceeds from any sale between Lessee and any n o n - a f f i l i a t e d company or person 
negotiated i n good f a i t h and at arms' length s h a l l be deemed to be market value 
f o r the purposes of A r t i c l e 3. 

g. Lessor's r o y a l t y , i n c l u d i n g that paid i n kind, i s to be fre e and clear 
of a l l exploring, producing, developing, processing, gathering, marketing, 
compressing, dehydrating, separating, t r e a t i n g , and t r a n s p o r t i n g costs as w e l l 
as a l l claims, charges, expenses, taxes, o v e r r i d i n g r o y a l t i e s , and other 
r o y a l t i e s , provided, however, that Lessor's r o y a l t y s h a l l bear i t s proportionate 
part of a l l w i n d f a l l p r o f i t taxes, i f any, and ad valorem, severance, gross 
production, and other s i m i l a r taxes l e v i e d on or measured by production from the 
leased premises. 

4. This i s a paid-up lease and Lessee s h a l l not be o b l i g a t e d during the 
primary term hereof to commence or continue any operations of whatsoever 
character or to make any payments hereunder i n order to maintain t h i s lease i n 
force during the primary term; however, t h i s p r o v i s i o n i s not intended t o r e l i e v e 
Lessee of the o b l i g a t i o n to pay r o y a l t i e s on actual production pursuant to the 
provisions of A r t i c l e 3' hereof. 

5. Lessee i s hereby granted the r i g h t and power to pool or combine t h i s 
lease, the land covered by i t or any part or horizon thereof w i t h any other land, 
leases, mineral estates or parts thereof f o r the production of o i l or gas. Units 
pooled hereunder s h a l l not exceed the standard p r o r a t i o n u n i t f i x e d by law or by 
the O i l Conservation d i v i s i o n of the Minerals Department of the State of New 
Mexico or by any other l a w f u l a u t h o r i t y f o r the pool or area i n which said land 
i s s i t u a t e d , plus a tolerance of ten percent. Lessee s h a l l f i l e w r i t t e n u n i t 
designations i n the county i n which the premises are located and such u n i t s s h a l l 
be designated before the completion of w e l l s . D r i l l i n g operations on or 
production from any part of any such u n i t s h a l l be considered f o r a l l purposes, 
except the payment of r o y a l t y , as operations conducted upon or production from 
the land described i n t h i s lease. There s h a l l be a l l o c a t e d to the land covered 
by t h i s lease included i n any such u n i t that p o r t i o n of the t o t a l production of 
pooled minerals from wells i n the u n i t , which the net o i l or gas acreage i n the 
land covered by t h i s lease included i n the u n i t bears to the t o t a l number of 
surface acres i n the u n i t . The production so a l l o c a t e d s h a l l be considered f o r 
a l l purposes, i n c l u d i n g the payment or d e l i v e r y of r o y a l t y , to be the e n t i r e 
production of pooled minerals from the p o r t i o n of said land covered hereby and 
included i n said u n i t i n the same manner as though produced from said land under 
the terms of t h i s lease. Any pooled u n i t designated by lessee, as provided 
herein, may be dissolved by lessee by recording an appropriate instrument i n the 
County where the land i s s i t u a t e d at any time a f t e r the completion of a dry hole 
or the cessation of production on said u n i t . 

6. I f , a f t e r the e x p i r a t i o n of the primary term, any w e l l upon said land 
should become incapable of producing f o r any cause, the lease s h a l l not terminate 
i f Lessee commences operations f o r a d d i t i o n a l d r i l l i n g or f o r reworking w i t h i n 
s i x t y (60) days t h e r e a f t e r . I f any d r i l l i n g , a d d i t i o n a l d r i l l i n g , or reworking 
operations hereunder r e s u l t i n production, then t h i s lease s h a l l remain i n f u l l 
force so long t h e r e a f t e r as o i l or gas i s produced i n paying q u a n t i t i e s 
hereunder. I f at or a f t e r the e x p i r a t i o n of the primary term any w e l l ceases to 
produce, but Lessee has commenced actual d r i l l i n g or reworking operations 
thereon, t h i s lease s h a l l remain i n force so long as operations are prosecuted 
w i t h no cessation of more than t h i r t y (30) consecutive days, whether such 
operations be on the same w e l l or on a d i f f e r e n t or a d d i t i o n a l w e l l or wells, and 
i f said operations r e s u l t i n the commercial production of o i l or gas, so long 
t h e r e a f t e r as o i l or gas i s produced from said land. 

7. Lessee s h a l l have the r i g h t f o r 120 days a f t e r the e x p i r a t i o n of t h i s 
lease, or any part thereof, to remove a l l property and f i x t u r e s placed by Lessee 
on said land, i n c l u d i n g the r i g h t to draw and remove a l l casing. When required 
by Lessor, Lessee w i l l bury a l l pipe l i n e s on c u l t i v a t e d lands below ordinary 
plow depth, and no w e l l s h a l l be d r i l l e d w i t h i n two hundred fe e t (200 f t . ) of any 
residence or barn now on said land without Lessor's consent. F a i l u r e to remove 
a l l property and f i x t u r e s from the above terminated leased acreage w i t h i n the 
time period s p e c i f i e d above s h a l l , at Lessor's option, cause a f o r f e i t u r e of said 
property and f i x t u r e s f o r the b e n e f i t of Lessor. 

8. The provisions of t h i s lease s h a l l extend to and bind the successors 
and assigns of the p a r t i e s hereto and s h a l l c o n s t i t u t e covenants running w i t h the 
land hereby leased, and any assignment of t h i s lease, i n whole or i n p a r t , s h a l l 
contain i n d e m n i f i c a t i o n language as set f o r t h i n Paragraph 17 herein. I n order 
to assure Lessor that operations hereunder s h a l l be conducted by responsible 
p a r t i e s and that the maximum amount of production s h a l l be obtained hereunder, 
Lessee agrees that no assignment of Lessee's i n t e r e s t s h a l l be made without the 
p r i o r w r i t t e n consent of Lessor, and Lessor s h a l l be furnished w i t h a complete 
address and telephone number of any assignee of t h i s lease, i n a d d i t i o n to 
recorded copies of any and a l l assignments of t h i s lease. 
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9. Should Lessee be prevented from complying w i t h any express or implied 
covenant of t h i s lease, or from conducting d r i l l i n g or reworking operations 
hereunder, or from producing o i l or gas hereunder by reason of s c a r c i t y or 
i n a b i l i t y to obtain or use equipment or m a t e r i a l , or by operation of force 
majeure, or by any Federal or state law or any order, r u l e or r e g u l a t i o n of 
governmental a u t h o r i t y , then while so prevented, Lessee's duty s h a l l be 
suspended, and Lessee s h a l l not be l i a b l e f o r f a i l u r e to comply therewith; and 
t h i s lease s h a l l be extended while and so long as Lessee i s prevented by any such 
cause from conducting d r i l l i n g or reworking operations or from producing o i l or 
gas here- under; and the time while Lessee i s so prevented s h a l l not be counted 
against Lessee, anything i n t h i s lease to the contrary notwithstanding. 

10. I t i s expressly understood and agreed that t h i s lease i s executed by 
Lessor without any warranty, expressed or implied. 

11. I f t h i s lease covers a less i n t e r e s t i n the o i l or gas i n a l l or any 
part of said land than the e n t i r e and undivided fee simple estate (whether 
Lessor's i n t e r e s t i s herein s p e c i f i e d or not) then the r o y a l t i e s , shut-in 
r o y a l t y , and other payments, i f any, accruing from any part as to which t h i s 
lease covers less than such f u l l i n t e r e s t , s h a l l be paid only i n the propo r t i o n 
which the i n t e r e s t t h e r e i n , i f any, covered by t h i s lease, bears to the whole and 
undivided fee simple estate t h e r e i n . Shut-in r o y a l t y as provided f o r i n A r t i c l e 
3.e hereinabove, s h a l l not be reducible by t h i s p r o v i s i o n . 

12. Lessee, i t s or his successors, h e i r s and assigns, s h a l l have the r i g h t 
at any time to surrender t h i s lease, i n whole or i n pa r t , to Lessor or his h e i r s , 
successors and assigns by recording a release i n the county i n which said land 
i s s i t u a t e d and m a i l i n g a c e r t i f i e d copy of said release thereof to the Lessor. 
Lessee thereupon s h a l l be r e l i e v e d from any f u t u r e o b l i g a t i o n s , expressed or 
implied, of t h i s agreement as to acreage so surrendered. 

13. At the e x p i r a t i o n of the primary term created hereby or at the 
conclusion of the continuous d r i l l i n g program as h e r e i n a f t e r defined, whichever 
occurs l a t e r , t h i s lease s h a l l terminate as to 1) a l l of the land covered hereby 
except as to those lands which are included w i t h i n the geographical boundaries 
of a p r o r a t i o n u n i t i n conformity w i t h f i e l d r u l e s or spacing laws of the 
applicable governmental body on which there i s located a w e l l capable of 
producing o i l and/or gas and 2) a l l depths f i f t y f eet (50') below the deepest 
producing formation i n each p r o r a t i o n u n i t . A continuous d r i l l i n g program i s 
defined as the period commencing at the e x p i r a t i o n of the primary term during 
which Lessee conducts good f a i t h d r i l l i n g operations w i t h no cessation of more 
than one hundred twenty (120) days between completion or plugging and abandonment 
of one w e l l and commencement of actual d r i l l i n g operations on a succeeding w e l l , 
and w i t h d r i l l i n g operations on each w e l l being conducted w i t h no cessation of 
more than t h i r t y (3 0) consecutive days. 

I f at any time a f t e r the e x p i r a t i o n of the primary term or at the 
conclusion of the continuous d r i l l i n g program, the applicable f i e l d r u les are 
changed or the w e l l or wells located thereon are r e c l a s s i f i e d as o i l or gas wells 
so t h a t less acreage i s t h e r e a f t e r a l l o c a t e d to said w e l l or wells f o r spacing 
purposes, t h i s lease s h a l l thereupon terminate as to a l l acreage not t h e r e a f t e r 
a l l o c a t e d t o said w e l l or wells f o r spacing purposes unless Lessee begins a 
continuous development program on the unproductive acreage as o u t l i n e d i n 
Paragraph 13 above. 

Lessee agrees to execute and record release or p a r t i a l release of lease, 
as applicable, and forward the recorded release to Lessor w i t h i n ninety (90) days 
f o l l o w i n g the date t h i s lease expires or terminates as to that acreage or depth 
which expires or terminates or i s to be released under the terms and provisions 
hereof. F a i l u r e to f u r n i s h such recorded release or p a r t i a l release of lease to 
Lessor w i t h i n the a l l o t t e d n inety (90) day period s h a l l incur a penalty of F i f t y 
and No/100 Dollars ($50.00) per day u n t i l such release or p a r t i a l release of 
lease i s received by Lessor. 

14. P r i o r to commencement of d r i l l i n g operations i n connection w i t h any 
w e l l d r i l l e d on said land, Lessee s h a l l f u r n i s h to Lessor, at Lessee's expense, 
n o t i f i c a t i o n of the date of commencement of d r i l l i n g operations i n c l u d i n g a 
survey p l a t of the d r i l l s i t e l o c a t i o n . 

15. During d r i l l i n g operations of any w e l l d r i l l e d pursuant to A r t i c l e 
14 hereinabove, and other provisions of t h i s lease, Lessee, agrees to f u r n i s h 
Lessor, at Lessee's expense, the f o l l o w i n g items: 

a. U n t i l the w e l l i s completed, weekly d r i l l i n g and geological r e p o r t s . 
A d d i t i o n a l l y , Lessor s h a l l be furnished copies of hydrocarbon logging u n i t 
charts, two (2) copies of e l e c t r i c a l log surveys, geophysical surveys, cores and 
core data, f l u i d sample analysis and completion information on a l l d r i l l s t e m 
t e s t s made, i n c l u d i n g pressure charts, w i t h i n f o r t y - e i g h t (48) hours of the date 
received by Lessee. 

Lessor s h a l l also have the r i g h t to receive marked samples and d r i l l i n g 
time at ten foo t (10') i n t e r v a l s from surface to t o t a l depth d r i l l e d , i f 
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requested by Lessor. 

b. N o t i f i c a t i o n to Lessor s h a l l be made p r i o r to t e s t i n g , coring, logging, 
and i n t e n t to complete or plug. 

c. Copies of a l l notices and reports, i n c l u d i n g production reports, f i l e d 
w i t h the O i l Conservation D i v i s i o n of the Energy and Minerals Department of the 
State of New Mexico and/or other governmental regulatory agencies having 
j u r i s d i c t i o n . 

d. Copies of a l l t i t l e opinions and cu r a t i v e . 

The items l i s t e d above s h a l l be forwarded to Lessor at 6 Desta Drive, Suite 
4400, P. O. Box 2990, Midland, Texas 79705, to the a t t e n t i o n of the Land 
Department, u n t i l otherwise n o t i f i e d by Lessor and s h a l l be tr e a t e d by Lessor as 
c o n f i d e n t i a l . 

16. The o b l i g a t i o n s contained i n Paragraph 14 and Paragraph 15 s h a l l be 
deemed conditions and not mere covenants of t h i s agreement. Should Lessee be i n 
breach of any of said conditions, Lessor s h a l l give w r i t t e n notice to Lessee of 
said breach at which time Lessee s h a l l be given seven (7) days a f t e r n o t i f i c a t i o n 
to remedy said breach. F a i l u r e to remedy said breach on or before seven (7) days 
s h a l l r e s u l t i n termination of t h i s lease, at option of Lessor. Notwithstanding 
the automatic reversion of t i t l e i n t o Lessor as s e t f o r t h herein, Lessee s h a l l 
promptly make, execute, and d e l i v e r to Lessor any instrument or instruments 
reassigning and reconveying record t i t l e to Lessor. F a i l u r e of Lessee to 
execute and d e l i v e r to Lessor said instrument or instruments reassigning or 
reconveying record t i t l e to Lessor w i t h i n t h i r t y (30) days of w r i t t e n notice from 
Lessor to Lessee, s h a l l r e s u l t i n a penalty of Seventy-Five and no/100 Dollars 
($75.00) per day beginning on the 31st day a f t e r w r i t t e n n o t i f i c a t i o n i s received 
by Lessee u n t i l such time as said instrument or instruments reassigning or 
reconveying record t i t l e to Lessor i s received by Lessor. Lessor hereby agrees 
and a l l persons are hereby given notice t h a t , upon the termination of t h i s lease 
i n whole or i n part (with or without an instrument of release, assignment or 
reconveyance) Lessor's i n t e r e s t i n said land or any part thereof s h a l l be free 
and cl e a r of any o v e r r i d i n g r o y a l t y , payment out of production, net p r o f i t 
o b l i g a t i o n or c a r r i e d i n t e r e s t , or any o b l i g a t i o n to which i t may have been 
subjected by Lessee. Any such o b l i g a t i o n s s h a l l cease and terminate and be of 
no f u r t h e r force and e f f e c t as to such part of said land reassigned or 
reconveyed. 

17. Lessee agrees to f u l l y defend, protect and indemnify, and hold 
harmless Lessor, i t s employees and agents, from and against each and every claim, 
demand, a c t i o n , cause of acti o n or lawsuit, and any l i a b i l i t y , cost, expense, 
damage or loss ( i n c l u d i n g environmental), i n c l u d i n g attorneys' fees and court 
costs, that may be asserted against Lessor and Lessee by any t h i r d party, 
i n c l u d i n g Lessee's employees and agents, a r i s i n g from or on account of any 
operations conducted by Lessee or f o r the ben e f i t of Lessee on the leased 
premises. 

18. I n the event a w e l l or wells are brought i n on adjacent land and 
dr a i n i n g a p o r t i o n of the leased premises, Lessee agrees, w i t h i n one hundred 
twenty (120) days a f t e r such o f f s e t w e l l commences actual production, to d r i l l 
such o f f s e t w e l l or wells as are necessary to prevent such drainage. I n l i e u of 
d r i l l i n g an o f f s e t to any such o i l or gas w e l l , Lessee s h a l l have the option of 
e i t h e r r e l e a s i n g t h i s lease as to the s t r a t i g r a p h i c equivalent of the zone or 
horizon which corresponds w i t h that being produced i n the o f f s e t w e l l and w i t h i n 
a t r a c t of land, the size and c o n f i g u r a t i o n of which s h a l l be determined by using 
the formula set out i n A r t i c l e 13 above, w i t h Lessee r e t a i n i n g a l l other r i g h t s 
w i t h i n such t r a c t , or pay Lessor monthly, as compensatory r o y a l t y , a sum equal 
to the payments which would be payable under t h i s lease on the production from 
such o f f s e t w e l l had same been produced from the above leased premises and, as 
long as Lessee may el e c t t o pay such r o y a l t y i n l i e u of d r i l l i n g an o f f s e t w e l l , 
Lessee s h a l l have s a t i s f i e d i t s o f f s e t o b l i g a t i o n to Lessor as to such w e l l . 

DEFINITIONS AND STANDARD OF CONDUCT: The p a r t i e s hereto agree that f o r 
purposes of t h i s lease, the f o l l o w i n g d e f i n i t i o n s and standards s h a l l be 
applicable: 

a. "production", "production i n paving q u a n t i t i e s " , "production 
i n commercial q u a n t i t i e s " , and "production i n paying or commercial q u a n t i t i e s " 
s h a l l have the same meaning f o r purposes of t h i s lease, namely production i n 
q u a n t i t i e s s u f f i c i e n t to y i e l d a r e t u r n to the holders of the working i n t e r e s t 
excluding severance taxes, i n excess of operating and equipping expenses and 
costs i n c l u d i n g overhead and depreciation of assets, even though d r i l l i n g costs 
may never be recouped by working i n t e r e s t owners. The review period f o r purposes 
of determining whether production i s i n paying or commercial q u a n t i t i e s s h a l l be 
the 365 consecutive day period chosen by Lessor. There s h a l l be no review period 
where production ceases. Production i n less than paying or commercial q u a n t i t i e s 
s h a l l never be considered as production f o r purposes of t h i s lease. 
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b. " o i l and/or qas" s h a l l have the meanings or d e f i n i t i o n s derived 
from the s t a t u t e s , laws and court precedent of New Mexico, as such d e f i n i t i o n s 
and or meanings may change from time to time. 

c. "operations f o r d r i l l i n g " , " d r i l l i n g operations" , "commencement 
of d r i l l i n g operations", "commence operations", "commence d r i l l i n g operations", 
"commences d r i l l i n g operations", "commencement of a w e l l " and "actual d r i l l i n g 
operations" s h a l l have the same meaning being (1) the actual entry of the 
d r i l l b i t of a d r i l l i n g r i g , capable of achieving the t o t a l depth permitted and 
approved by the O i l Conservation D i v i s i o n of the Energy and Minerals Department 
of the State of New Mexico, i n t o the s o i l of leased premises and the timely 
prosecution of such actual d r i l l i n g operations i n good f a i t h and w i t h reasonable 
d i l i g e n c e to the completion of same as a dry hole or commercial w e l l and (2) the 
actual r e - e n t r y i n t o an e x i s t i n g wellbore w i t h a d r i l l i n g or workover r i g capable 
or r e - e n t e r i n g such w e l l f o r the purpose of completing such w e l l i n previously 
uncompleted an unproduced zones and the timely prosecution of such actual re­
entry operations i n good f a i t h and wi t h reasonable d i l i g e n c e , toward the 
completion of such previously uncompleted and unproduced zone or zones 
encountered i n such wellbore, as e i t h e r producing or dry zones. 

d. "operations f o r reworking", "reworking operations", 
"commencement of reworking operation" , "commence reworking operations" , commences 
reworking operations", and "actual reworking operations" s h a l l have the same 
meaning being the actu a l re-entry i n t o an e x i s t i n g wellbore w i t h a d r i l l i n g or 
workover r i g capable of re-entering and reworking an e x i s t i n g zone, or deepening 
or plugging back i n t o a new zone of any w e l l or wells located on the leased 
premises i n c l u d i n g any reworking, r e p a i r i n g or replacement of any personal 
property, f i x t u r e s , and equipment used and/or associated therewith and the re-
establishment or enhancement of commercial production of any such w e l l or w e l l s . 
Such personal property, f i x t u r e s and equipment may include but are not l i m i t e d 
to the f o l l o w i n g : gas l i f t systems, production equipment, storage f a c i l i t i e s and 
compressors. Such act u a l reworking operations must be tim e l y prosecuted, i n good 
f a i t h and w i t h reasonable d i l i g e n c e and without cessation of more than t h i r t y 
(30) days, toward the re-establishment of commercial production of o i l and gas 
from such previously producing zone or zones or newly completed zone or zones. 

e. "operations" and "other operations" s h a l l be defined as a l l 
other lease operations which may be conducted by Lessee under t h i s lease except 
those defined i n c. and d. above, "operations" and "other operations" as defined 
i n t h i s subparagraph e. s h a l l never be the basis f o r perpetuation of t h i s lease. 

f . "completed", or "completion" s h a l l have the same meaning and 
the date a w e l l i s completed s h a l l be on (1) the date of the p o t e n t i a l t e s t 
conducted f o r O i l Conversation D i v i s i o n of the Energy and Minerals Department of 
the State of New Mexico purposes or (2) t h i r t y (30) days a f t e r the d r i l l i n g r i g 
i s released from such w e l l or (3) the date a w e l l i s abandoned as a dry hole, 
whichever happens sooner. 

g. "shut-in": A w e l l s h a l l be considered and defined as "s h u t - i n " 
on the e a r l i e r of the f o l l o w i n g dates: (1) the date of the p o t e n t i a l t e s t 
conducted f o r O i l Conservation D i v i s i o n of the Energy and Minerals Department of 
the State of New Mexico purposes; (2) t h i r t y (30) days a f t e r the d r i l l i n g r i g i s 
released; or (3) the day that commercial w e l l ceases act u a l production. 

h. "standard of conduct": The standard of conduct of Lessee i n 
performing a l l expressed as w e l l as implied o b l i g a t i o n s , covenants and conditions 
imposed upon Lessee a r i s i n g out of t h i s agreement, s h a l l be that of "utmost good 
f a i t h and f a i r dealing." Further, Lessee agrees to comply w i t h a l l l o c a l , s t a t e 
and f e d e r a l laws, rules and regulations. 

IN WITNESS WHEREOF, t h i s instrument i s executed as of the day and 
year f i r s t above w r i t t e n . 

LESSOR: 

FINA OIL AND CHEMICAL COMPANY 

By: E. A. Nash 
T i t l e : Attornev-in-Fact 
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MERIDIAN ©ML 
July 5, 1995 

Fina Oil & Chemical Company 
P.O. Box 2159 
Dallas, Texas 75221 

Re: East Echols Prospect 
T-1Q-S, R-38-E 
Section 30: E/2 
Lea County, New Mexico 
containing 320 acres, more or less 

Gentlemen: 

Meridian Oil Inc. is interested in acquiring an oil and gas lease covering the undivided l/8th 
mineral interest owned by your company in the captioned acreage. The mineral interest in the 
captioned acreage stated herein is based upon an examination ofthe records of Lea County, New 
Mexico. Meridian is offering to acquire this lease under the following terms: 

Bonus: 
Royalty: 
Primary Term: 
Delay Rental: 

$40/net acre 
l/6th 
Five (5) years 
$1.00/acre 

The offer detailed herein is subject to verification and delivery of clear title. If you are in 
agreement with these terms, please execute the enclosed Oil and Gas Lease and draft, fill in your 
Social Security number and depository bank on the lease and deposit the lease and draft with 
your bank for collection. 

Thank you in advance for your consideration of this request. If you have any questions or 
comments regarding this proposal, please do not hesitate to call me at (915) 688-6928. I shall 
look forward to your reply. 

Very truly yours, 

MERIDIAN OIL 

Lejnyn 
Senior \A 

wierc, CPL 
!dman 

LMS/cs 
Ends. 

P.O. Box 51810. Midland. Texas 79710-1810, Telephone 915-688-6800 
3300 N. "A" St., Bldg. 6, 79705-5406 



. Prospect East-Echo I s i'i ~ - i I 

-I! 
I if Nat lonsB«nkofT«x. S ,1 jT !Mikr^^ 

P.O. Box 830200 
Dallas, TX 75283-0200 

Pink Coov - Ft . Worth iT— 

.1 
' t -

AUTHOfUZEO SIGNATORY 

Pink Copy - F t . W o r t h General Accounting 
- Worth Lend Department 

White Copy - Regional Accounting 
CM. ACCOUNT COOING 

PROPERTY NUMBER TRANSACTION 
CODE 

MO-0018 (12/88) 

AFE 



Prc&cers 88 

Rocky Mountain (Regular) 

OIL AND QAS LEASE 
i:.Ci;-rO :•: .,'.;,« - • • • - • • • - - •• 

THIS LEASE AGREEMENT I? .made w/rfttwi Ififh riaynf July 199J5 ( F i n a Oil & Chemical Company. 
P. 0. Box 2159. Dallas. Texas 75221 

. is Lessor (whether one or more) and 

MeridiflTjLgil Inc»> L ' ^ U J * n J L ^ d 1 ^ I ! r i ?!? J 9 7 1 , " " 1 ff1n «<•«"«•PrtntedP<"«O"*°f«*<«»«™pnpwd"y 
the parVherelnabovrnarned-a Lessee, but all otherprcvlsions (indurfing me ^ 
1 • D?^crtS?Hn* i " c o n s W e r a , i o n ° ' 1 a t h b o n u s l n h i n d P a W a n d * • covenants herein contained, Lessor hereby grants exclusively to Lessee the following described land (use attachment for 
ong esc poons). . j ^ C O ^ , v>;.<,:4 

T-10-S, R-38-E, N.M.P.M. 
Section :30* E/2 

:.• f t , ..V;|. 

, ' : ! : i ' . . : ; .USi r i p.'. ! . £ M'.iX",' <v£..-e JVI i . ' . ...'t'V'.-.': <;ii: i-. •.•':•' ' 

* t ! ! « W raqfKiBi:*! >t:'JVlH V« ' W - S ' l W . : : : - * ' - • ' • . . . . . . . . . 

•NotMtKsYaiiai'ng ahy£hing~c6htaihed herein to the contrary, the royalties payable under 
Paragraph 4 herein shall be l/6th instead of the stated l/8th. 

in'the'cmr^'of " ' * L e a .State of — K e w M e x l c p containing .3~?QrO acres, more or less (Including any Interests therein 
which Lessor may hereafter acquire by reversion, prescription or otherwise), for the purpose of exploring for, developing, producing and marketing on and ga along with all hydrocarbon and 

. . . . .^ ... , ^ . . . . . ^ —-1 . - W(|jjgrein indudes.lteliuiju catbonjioxlde arKTothetcommercial gases, as wella hydrocarbon gases. In nonh#ipca^o.su|istanen^^ "gas!' ajiset . . , , , 
"dftfon 18 tMlffioVwescrlBed-lind-,1 trierleue'also covers accretions! and any small strips or parcels of land now or hereafter owned by Lessor which artPeontiguous or adjacent to the 

i,«bt̂ !ajqremerrt!pried rasrj-.b^nujf, JLtjtojr, agrees to t ^ e c u t j ^ j L a j i j ^ ^ or,supp!emer̂ .irAstnirnenfXjk}̂ a,(̂ r» complete or 
_so covered, 

2. ^rmjffLease. Tfils tose shafl be In force to;a primary[term rf T f i s ^ ? ^ars from the date hereof̂ and for a long thereafter a oil or«s or Mt»r substances covered hereby ire 
- - • ' • • ^ ^ ^ • ' - ^ ^ M m ^ M ^ ^ ' r t m i t i ot from lands pooled therewith or this lease is otfirrv^se rr^naineff In"effect pursuant to ttv - : ' * ' ' produced ffl w i n y qtttrot^ from lands pcWd'merewfm or this lease is btfte'rwise'rfuilnMnwriri effect pursuant to the provisions hereof. 

3. Rental Payment If on or before the first anniversary date hereof operations for the drilling of a welt for oil or ga or other substances covered hereby have not been commenced on the 
leaetf premises or land porfed-therevr1tn;-or-if tore thenls no-production in paying quantities from the leaed premises or land pooled therewith, then subject to Paragraph S below this 

lean shall termlnatt a to both parties unless Lessee on or before that date pays to Lessor or to Lessor's credit-In the 

Bank at - , - ,-or Its-successors, which shall be Lessor's depository agent for receiving payments regardless of changes In the 
ownership of said land, the sum of $ 32Qt QQ a rental covering the privilege of deferring the commencement rf operations for the drilling rf a well for a period rf twelve 
months from said anniversary date. In like manner and upon like payments, the commencement of operations for,, the drilling rf a well may be further deferred for one or more Neva-month 
periods durinatr**rjmary term of (Ms lease-. All payments may be made by-check or draft mailed or delivered on or-before the rental-payment date, rf the depository bank should fiquidata or be 
succeeded by another bank, or for any reason fall or refuse to accept rental payment hereunder, Lessee shall not be held In default for failure to make such payment uniess Lessor ha delivered 
to Lessee a proper recordable Instrument naming another bank a depository agent to receive payments and Lessee ha failed to make such payment within 6o days after receipt of such notice. 
It Is agreed |t>at the cash bonus »ruldera«on,first netted above covers .not .only the right to. defer drilling. .cltartnaJhe.Brst year ol. this lease, but alsojfl subsequentdeferrala of drilling a 
aforesaid, alonfl-wtth it other rights-of l&see hereunder. If on or before any rental payment date Lessee in good faith makes an erroneous rental payment by paying the wrong person, the 
wrong depository, or the wrong amount. Lean shall be unconditionally obligated to make proper rental payment for the period Involved and this lease shall continue In effect a though such 
rer^payment had been properly made, prodded that proper rental payment shall be made within 30 days after receipt by Lessee of written notice of the error from Lessor, accompanied by any 
docuir^ tndotheiwMencioae«tt«y;tOi.Misjil6.LitiMto malteproptf payment . , . i - . v . - w S s i . 

* 4. Royalty' PaptnL Royalties oh bB; ga arid other substances produced and saved hereunder shall be paid by Lessee to Lessor as follows: (a) For oil and other BqukYnydroeutions separated 
at Lessee* separator facilities, Jhe royalty shall beon.e-elphth pf.such productton t̂obe delivered at Lessee's optJoruo. Lessor at the wellhead or to Lessor's credit at^4^s*M'sc4 purchaser's 
transportatldrl faellitJa'.̂ rovlded •hatLesmshalttiave me continuing right to purchase such production at the wellhead market price then prevailing In the same or nearest field for production 
of similar grade and gravity; (b) For ga (Including casinghead ga) ana all other substances covered hereby, the royalty shall be one-eighth rf the proceeds real tad by Lessee from the sale 
thereof, lea a proportionate part of tne costs Incurred by Lessee In delivering, compressing, processing or otherwise making such ga or other substance merchantable, provided that Lessee 
shafUave tne"ii^riulng~n™ market price paid for production of similar quality In the tame or nanst field pursuant to comparable 
purchase contracts entered Into on the same or nearest preceding date a the date on which.Lessee commenca Its purchasu hereunder; and (c) If a well on the leasehold premfstt or lands 
pooled therewith Is capable of producing ga (Including casinghead ga) but such well is-either shut-in or production therefrom It not being told or purchased by Lessee or royalties on 
production therefrom are not othtrwttt being paid to Lessor, and If this lease It not otherwise maintained In effect, sueh wen shall neverthelea be considered a though tt were producing ga In 
paying quantities for the purpose of maintaining this lease, whether during or after the primary term, if Lessee pays shut-in royalty of One Dollar per acre then covered by this lease, such 
payment to be made to Lessor or to Lessor's credit in the depository bank designated above, on or before the next ensuing anniversary date of this lease, or within 90 days after such 
anniversary date, and thereafter on or'before each anniversary date hereof while the wed Is shut-In or production therefrom Is not being sold or purchased by Lessee or royalties on production 
therefrom are r&otherwise Jbelng paid to=tessor«For the purpote.of cslculatlng shut-in royalties, the number of, lease acres described In Paragraph 1 shall be deemed correct, whether actually 
more or lea, 

5. Operations. If Lessee drifts t wed Incapable rf producing In paying quantitiM (hereinafter called "dry. hole") on the leased premises or lands pooled therewith, or K production In paying 
quantities permanently ceases from any cause, then In the event this lease Is hbtotnerwfse being maintained In force It shaU neverthelea remain in force if Lessee commenca operations for 
reworking an existing well or for drilling an additional well on the leaed premises or lands pooled therewith within 90 days after completion of operations on such dry hole or within 90 days 
after sucn-cessation of prodtKtlon,-or; should the-tease be within the primary term, If Lessee pays rental on or before the next rental payment dan (If any) next ensuing after the expiration of 
said 90-day period; provided that should completion rf operations on the dry hole or cessation of production occur less than 90 days before the last rental payment date, no rental payments or 
further operations shall be required to maintain this lease for the remainder ot the primary term. If at the end of the primary term or at any time thereafter tMt lease It not otherwise being 
maintained In force. It-shalt nevertheless remain In force a long a lean, without an Interruption of more than 90 consecutlvt days, engaga In drilling, reworking-or any other operations 
reasonably calculated to obtain or restore production on the teased premises or lands pooled therewith, and. If such operations result In the production of or) or ga or other substances covered 
herebv, a long thereafter as there Is production in paying quantities. 

6. Pooling. Lessee shall have the right but not the obligation to pool all or part of the leaed premises or Interest therein with any other lands or interests, a to any or an depths or zona, and 
a to oil or pa or both, either before or after the commencement of production, whenever Lessee deems It necessary or proper to do so In order to prudently develop or operate the leaed 
premlsM, wnetheror not slmllr pooling eufhorrty edstrwrth respect to such other lands or interests. The tnltlormed by such pooling for an off well shall nor exceed 40 acres plus's maximum 
acreage tolerance rf 10%, and for a ga wed shall not exceed 640 acres plus a maximum acreage tolerance of 10%, except that larger units may be formed for oil wefls or ga weds to conform 
to any weH spacing or density pattern that may be prescribed or permitted by any governmental authority having jurisdiction. To exercise Its pooling rights hereunder, Lean shsR file of record s 
written 'declaratlorv.'descrlbing^nt!untt and stating the effective date of pooling. Production, drilling or mrtroofcimnt^ a umt which Includes ail or any part of the leaed 
premlsa shaft be treated a if It were production, driiling or reworking operations on the leaed premises, except that the production on which Lessor's royalty Is calculated shall be that 
proportion of the total unit production produced and saved which the net acreage covered by this leau and Included In the unit bears to the total gross acreage in the unit Pooling In one or 
mdn instanCtttflsJt'flrt t>f^ have the recurring right butnot the obligation to revise any unit formed hereunder by expansion or 
contneborMMLteth! ermttbefbrt'>or after ramrnencement of productlon.^rtorder.toi conform to the well spacing ordenslty pattern prescribed or permitted by the governmental authority having 
Jurisdiction, or to conform to any productive acreage determination made by such governmental authority. In making such a revision, Lessee shall die of record a written declaration describing 
the-revlseovtfnit and stating the effective date of revision. To the extent any portion of the leased premlsa Is Included In or excluded from the unit by virtue of such revision, the proportion of unit 
prodiicflori'Ch wnia? rOTtraaart payable* hereunder shaft thereafterbe adjusttdiaccbrdlngly. In the absence ot production In -paying qoantttltt from a unit, or upon permanent cessationthereof, 
Lesseemry tarmlmftetri* ohrlty: fumg rf recMawrttten4eciaratlon:describim unit and stating the date of termination. TtamtrWlaw aM reoulren^trftres Paragraph 6-ShaJ not apply 
to computswy pooftno^4rra^«icti^ euthorih/^riavrngi-jurlsdlction/ buPair-tn^ireftrenew tb 'pMllr^ 
mimmm^m^^ '•' •'"•• '••"•-> * rf«;" >» f»-•'•> • •'• ••' • r " - r • 
7;<-.teaePlmsWstPW!uttttP'c^'^ the rcryalties, snut-ln royafba and rentals herein 

Srev ldad^MipiJ* t imt>oi^ to the whole and undivided mineral estate In said land or portion thererf. Ar̂  Interest In the production from 
ie1tndt;frsWd»61ltf»^ - '*•?*• ' : 

••• zitMf H yu i t v n < ^ •. ••••• •' ' •"••'•'• ••• 1 '•• «'•*'•'«' ••• 
8. Ownership Changes, the (merest of either Lessor or Lessee hereunder may be aalgned, devised or otherwise transferred In whole or In part, by area and/or by depth or zone, and the rights 
ant?4blrgradfcM1rro shaft bxtsrri to meir.respectrveb No change in Lessor's ownership shall have the 
effect WrWucfrW^r«ht*br'erlira In ownership shaU be Wndlnfforf Lessee- until 45 days after Lessee ha been furnished the originals 
drckflfftM fx^WtWdttamerwet Lessee's usual form of dMslbn order; which Lessor hereby 
agfees'-ttSxeW-prtof ttttl tittrhMtf royt f t l^ ofthe death ot any person emitted tffrenfatt «sM-lrtroyaioes nereimder, Lesseefniy. pay to rentals or shut-in 
r ^ ^ ^ 5 t m - m i ^ m o t > 6 b i * ^ t U t 3 i » \ a theideposltorybanktesignaied above.-It at any time: two ot more persons anemmed to rentals or smrt-WrcyaltJahenju^ 
may p^'tWrerrttft l ^ m . ^ ' T ^ ^ t i K t i - - M n o m Dt \ ^ M t credltln the depository bank, either jointly,«r aparately in proportion to the Interest whlcfreach-owns. If Lessee transfers 
Its trrnrest hereunder In wholt or ft part Lessee shall be relieved of all obligations thereafter arising with respect to the transferred Interest, and failure of transferee to satisfy such obligations 
VrrbYrttpect>tttr*transftrre6 rights'Ofiassee.wlth respect to the Interest not so transferred. If Lean transfers a fun or undivided Interest in an or any portion rf the 
area covenKPr#-trfe'letia>tr»' hereimderahartbe dMded between Lessee and the transferee hi proportion tb the net acreage Interest Ih this lease then held by each, and 
forsucK'PuiticWlrMMmmaMk^ ••*•*• 1 

•una nusufift «Oi«i»rt(Ji((iittrt «A itpsas r.K OB»». Kiiir-w^t.- a,'*oti!0 !«A hotjiOk M--»<;' .••rf-w-.--̂ . r» r«?w -i.- < •••-.»> ''•'-. . •• • t-.Vjyw r^* ec-.: 
9i' fltlesWbf UtSe. <tB^SN'mayi.'tttnyHmrand4ram dmeitoUme; dellvertBlessot otffle of record rwrtttervreieaa of this lean asloa full or ondMdetffntefest m̂ aft of any portion of the 
ara cifttrtaWthl«1«atitir all obligations thereafter arlslna wtthrespectto the Interest i i fMi»r^ »• • — -



10. Ancillary Rights. In exploring for, developing, producing and marketing on, gu and other substances covered hereby on tne leasee- premua or • » iwwa «• , _. 
primary and/or enhanced recovery, lessee shall nave the right ol Ingress and egress along with the right to conduct such operations on the leased premises as may be reasonably necessary lor 
such purposes. Including but not Bmited to geophysical operations, the drilling of welts, and the construction and use of roads, canals, pipelines, tanks, water weds, disposal wefts, injection 
wells, pfts, electric and telephone lines, power stations and other facilities to discover, produce, store, treat and/or transport production. Lessee may usa in-such operations, free of cost, sny 
011, gas, water and/or other substances produced on the leased premises, except water from Lessor's wells or ponds. The right of Ingress and egress granted hereby than apply to the entire 
leased premises rctwrthstandlng any release or other termination affecting any portion thereof. When requested by Lessor In writing, Lessee shallbury Its pipeRnet below plow depth. No wen 
shan be located less than 200 feet from any house or bam now on the leased premises without Lessor's consent, and Lessee shall pay for damage caused by Its operations to buildings and 
other Improvements now on the leased premises, and to Umber and growing crops thereon. Lessee shall have tha right at any time to remove its fixtures, equipment and materials, including 
well casing, from the leased premises during the term of this least or within t reasonable time thereafter, 

11. Regulation and Delay; Lessee's obligations under this lease, whether express or Implied, shall be subject to all applicable laws, rules, regulations and orders of any governmental 
authority having Jurisdiction, Including restrictions on the drilling and production of wells and the price of oil, gas and other substances covered hereby. When drilling, reworking, production or 
other operations are prevented, materially Impeded or delayed by such laws, rules, regulations or orders, or by Inability to obtain equipment, services, material, water, electricity, fuel, access or 
easements, or by Are, flood, war, rebellion, insurrection, riot, strike or labor disputes, or by Inability to obtain a utJafactory market for production or failure oi purchasers or carriers to take or 
transport such production, or by any other cause not reasonably within Lessee's control, this lease shall not terminate because of such prevention or delay, nor shall Lessee be liable for breach 
ol any express or Implied covenant, and, at Lessee's option, the period of such prevention or delay shall be added to the term hereof. 

12. Bread) or Default No Wgatton shaU be initiated by Lessor with respect to any breach or default by Lessee hereunder, for a period of at least 90 days after Ussor has given Lessee written 
notice fully describing the breach or default, and then only If Lessee fails to remedy the breach or default within such period. In the event the matter is litigated and there Is a final Judicial 
determination that a breach or default ha occurred, this lease shall not be forfeited or cancelled in whole or In part unless Lessee Is given a reasonable time after said Judicial determination to 
remedy the breach or default and Lessee fails to remedy said breach or default This Paragraph 12 shall not apply to the matters covered in Paragraph 3 hereof. 

13. Warranty ot Title. Lessor hereby warrants and agrees to defend Lessee's title hereunder, and agrees that Lessee at Lean's option may pay and discharge any taxes, mortgages or liens 
existing, levied or assessed on or against the leased premlsa. If It sxerctsa such option, Lessee shall be subrogated to the rights of the party to whom payment is made and, in addition to Its 
other rights, may reimburse Itself out of any rentals, royaltia or shut-In royaltia otherwise payable to Ussor hereunder. In the event Lessee is made aware of any dalm Inconsistent with 
Lessor's title, Lessee may suspend the payment of rentals, royaltia and shut-in royaltia hereunder until Lessee ha ban furnished attsfactoiy evidence that such dalm ha been resolved In 
Lessor's favor. 

IN WITNESS WHEREOF, this lease is executed to be effective a of the data first written above, but upon execution shall be binding on the signatory and the signatory's heirs, devisees, 
executors, administrators, successors and aalgns, whether or not this leae ha been executed by all parties hereinabove named a Lessor. 

WITNESSES AND/OR ATTESTATION: LESSOR (WHETHER ONE OR MORE) 
FINA OIL & CHEMICAL COMPANY 
B_j 

SSfli 

ACKNOWLEDGEMENTS 

For use In Rocky Mountain Stata (Arizona, Colorado, Idaho, Montana, New Mexico, North Dakota, South Dakota, Wyoming. Utah) 

State of 

\ INDIVIDUAL 

County of. , . -» 

Before me, the undersigned Notary Public, personally appeared. 

known to me to be the person or persons whoa nama are subscribed to the foregoing instrument, and acknowledged to me that they executed the urne for the purposes therein set forth. 

Given under my hand and seal of office on this day of _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ , 10 

My Commission Expires:. 

State of . 

County of. } 

Notary Public 

INDIVIDUAL 

Before me. the undersigned Notary Public, personally appeared 

known to me to be the person or persons whoa names are subscribed to the foregoing Instrument, and acknowledged to me that they executed the same for the purpose therein set forth. 
Given under my hand and seal of office on this day of , ig 

My Commission Explra:. 

State of T e x a s 

County of__£f_____. } 

Notary Public 

CORPORATE 

Before me, the undersigned Notary Public, personalty appeared . 

known to me to be the person whose name Is subscribed to the foregoing Instrument and known to me to be ol 

F i n a O i l & C h e m i c a l Company a corporation, and acknowledged to me that he or she executed the same a the act of aid corporation for the purposes 
therein set forth. 

Given under my hand and seal of office on this day of , ig. 95 

My Commission Expires:. 
Notary Public 

RECORDING INFORMATION 

State of. 

County of. } 
This Instrument wa filed for record on the day of , 19 , at o'clock, M., and 

duly recorded In Book Page of the , - record, of this office. 

By (Deputy) 
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W. B. OSBORN 
O I L AND CAS OPERATIONS 

MAILING ADDRESS: SHIPPING A0DRCS3: 

P.O. BOX SC N.S, LOOP 410, SUITE 800 
CAN AMTOW>, TSXA* 78317*199 O c t o b e r 2 6 , 1 9 9 5 SAN ANTONIO, TEXAS 7&2O0-1S3S 

OFFICE: (210) 828^654 FAX: (210) 824-7318 

Ms. Leslyn M. Swierc 
Meridian Oil Inc. 
P.O. Box 51810 
Midland, TX 79710-1810 

RE J Your "New" Offer to Lease 
E/2 S e c t i o n 30, T10S-R38E 
Lea County. New Mexico 
K.C. BATES *0093-NM-666 

Dear Leslyn: 

I t i s with surprise that I acknowledge receipt of your le t t e r 
dated October 25, 1995, received by fax today. Rather than contact 
you d i r e c t l y at (915) 688-6928, I thought I'd fax back, since 
you're faxing me. 

Yes, SURPRISED/ that at this late hour you'd make a counter­
offer after a month of silence subsequent to ours (save & except a 
written pooling notice). SURPRISED, that the royalty offer has 
increased, when only a month ago there was absolutely, matter-of-
fac t l y , no way you could economically offer more than a l/5th? Was 
i t the price?? No, i t couldn't be. Oil is $1.37/bbl lower than a 
month ago. I t must be that you adjusted something i n your 
engineering model to make a lower NRI economical now. (Fancy that.) 
And f i n a l l y , SURPRISED, that you expect we'd jump through hoops to 
give Meridian exactly what i t wants, and moreover, rush to close 
the deal just before the hearing. 

NO, YOUR OFFER IS UNACCEPTABLE! We have spent more time, 
energy and money on what could have been a simple deal, to now 
believe that tha pooling process should proceed as you have 
planned. And that's a shame, because had you approached these 
negotiations with an open mind and the respect due any professional 
in t h i s industry, we would have closed an amicable deal long- ago. 

sincerely, 

W.E> OSBORN OIL & GAS OPERATIONS 

Rex Bourland 
Land Manager 

RB/rrb 
P.S, That goes f o r your subsequent counter,, counter-offer of 3.1:00 a.m., too. 

BEFORE THE 
OIL CONSERVATION DIVISION 

Case No. 1 U 1 7 Exhibit No. 
Submitted By: 
MERIDIAN OIL, INC. 
Hearing Date: November 2, 1995 



MERIDIAN ©DL 
October 25, 1995 (11:30 a.m.) 

Mr. Rex Bourland 
W. B. Osborn Oil & Gas Operations 
P. O. Box 8C 
San Antonio, Texas 78217 

Re: East Echols Prospect 
Offer to Lease 
T-10-S. R-38-E 
Section 30: E/2 
Lea County, New Mexico 

Dear Mr. Bourland: 

Reference is made to your letter of September 22, 1995, wherein you stated that W. B. Osborn, Jr., 
Individually and as Trustee of the William B. Osborn, Jr. Trust ("Osborn") would support Meridian's 
activity concerning the drilling of the Aunt Lula "30" #1 in Section 30, T-10-S, R-38-E, Lea County, 
New Mexico, however "you would be unable to do so under the terms" which Meridian proposed. You 
provided a copy of an oil and gas lease dated July 1, 1995, but executed and acknowledged on September 
22,1995, which reserved unto Osborn a l/4th royalty under the captioned land. 

Realizing that this lease is currently in effect, Meridian would like to make the following proposal in lieu 
of compulsory pooling: 

• W. B. Osborn Oil and Gas Operations would release the oil and gas lease dated July 1, 1995 to W. B. 
Osborn, Jr., Individually and as Trustee of the William B. Osborn, Jr. Trust. 

• Meridian would pay to Osborn $200/net acre for a mutually-acceptable oil and gas lease covering all 
the captioned acreage, providing for a one-year primary term and a 180-day continuous development 
provision. 

• Osborn would reserve unto itself a 22.5% royalty interest 

• Closing would occur on or before November 1, 1995. 

Please consider our proposal and contact me directly at (915) 688-6928 to discuss further details. Your 
prompt attention is greatly appreciated. 

Very truly yours, 

Senior Landman 

LMS/cs 
cc: Don Davis 

Tom Kellahin 
P.O. Box 51810, Midland. Texas 79710-1810, Te ;ephone 915-688-6800 
3300 N. "A" St., Bldg. 6, 79705-5406 
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MERIDIAN OIL INC. 
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MERIDIAN ©ML 
October 25, 1995 

Mr. Rex Bourland 
W. B. Osborn Oil & Gas Operations 
P. O. Box 8C 
San Antonio, Texas 78217 

Re: East Echols Prospect 
Offer to Lease 
T-10-S.R-38-E 
Section 30: E/2 
Lea County, New Mexico 

Dear Mr. Bourland: 

Reference is made to your letter of September 22, 1995, wherein you stated that W. B. Osborn, Jr., 
Individually and as Trustee of the "William B. Osborn, Jr. Trust ("Osborn") would support Meridian's 
activity concerning the drilling ofthe Aunt Lula "30" #1 in Section 30, T-10-S, R-38-E, Lea County, 
New Mexico, however "you would be unable to do so under the terms" which Meridian proposed. You 
provided a copy of an oil and gas lease dated July 1, 1995, but executed and acknowledged on September 
22,1995, which reserved unto Osborn a l/4th royalty under the captioned land. 

Realizing that this lease is currently in effect, Meridian would like to make the following proposal in lieu 
of compulsory pooling: 

• W. B. Osbom Oil and Gas Operations would release the oil and gas lease dated July 1, 1995 to W. B. 
Osborn, Jr., Individually and as Trustee of the William B. Osborn, Jr. Trust. 

• Meridian would pay to Osborn $200/net acre for a one-year oil and gas lease covering all the 
captioned acreage 

• Osborn would reserve unto itself a 22.5% royalty interest 

• Closing would occur on or before November 1, 1995. 

Please consider our proposal and contact me directly at (915) 688-6928 to discuss further details. Your 
prompt attention is greatly appreciated. 

Very truly yours, 

MERIDIAN OILiNC^ 

Lesiyn Ml Swierc, CPL 
Senior Landman 

LMS/cs 
cc: Don Davis 

Tom Kellahin 

P.O. Box 51810, Midland, Texas 79710-1810, Telephone 915-688-6800 
3300 N. "A" St.. Blda. 6. 79705-5406 
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W. B. OSBORN 
OIL AND GAS OPERATIONS 

MAIUNG ADDRESS: SHIPPING ADDRESS: 

P.O. BOX 8C 1250 N E. LOOP 410. SUITE 600 
SAN ANTONIO, TEXAS 78209-1535 SAN ANTONIO, TEXAS 78217-8199 September 22, 1995 

OFFICE: (210) 826-8654 
Ms. Leslyn M. Swierc 
Meridian o i l 
P.O. Box 51810 
Midland, TX 79710-1810 

FAX: (210) 826-7318 

RE: Your Well Proposal 
E/2 Sec. 30, T10S-R38W 
Lea County,. New Mexico 
K.C. Bates #0093-NM-666 

Dear Leslyn: 

I n response t o your l e t t e r of September 11, 1995, please be advised 
t h a t , while W.B. Osborn O i l & Gas Operations (WBO) appreciates very much 
the opportunity t o consider p a r t i c i p a t i n g i n your Aunt Lula 3 0 #1, we must 
decline at t h i s time i n t h a t t h i s t e s t i s not compatible w i t h our 1995 
ex p l o r a t i o n program or budget. 

Referencing your request f o r a "farmin" i n l i e u of j o i n i n g , we do want 
t o support your a c t i v i t y , however, w i l l be unable t o do so under the terms 
you propose. Enclosed herewith y o u ' l l f i n d a copy of an O i l And Gas Lease 
under which the mineral i n t e r e s t of Mr. Osborn i s subject, and w i l l note 
t h a t i t provides f o r a one-quarter (1/4) r o y a l t y , making i t impossible f or 
WBO t o d e l i v e r an 80% NRI. 

As an a l t e r n a t i v e , WBO proposes a farmout of the leasehold i n t e r e s t 
covering the p r o r a t i o n u n i t t o be dedicated t o the 9900' t e s t providing 
f o r , among others, the f o l l o w i n g basic terms: A $100 per net acre 
consideration, 90 days t o spud and production-to-earn a 75% NRI leasehold 
i n t e r e s t l i m i t e d i n depth t o 100' below the deepest producing perforations. 

I f these terms are acceptable, please advise, and we w i l l prepare a 
formal agreement f o r your execution. Your f a i l u r e t o accept, i n w r i t i n g , 
w i t h i n 10 days of your r e c e i p t of t h i s l e t t e r , w i l l render t h i s o f f e r n u l l 
and v o i d . Should you have any questions regarding t h i s matter, don't 
h e s i t a t e t o c a l l . 

Very Truly Yours, 

W.B. OSBORN OIL & GAS OPERATIONS 

RB/rrb 

Rex B o u r l a n d 
Land Manager 



OIL ANO GAS LEASE 

This Agreement made andentered into this l s * - day of J u l Y , 1 9 9 5 , which shall be the effective dale ofthis aa cement for all 
purposes, by and between W.B. Osborn, J r . , I n d i v i d u a l l y ancTas "Trustee_ of the W i l l i a m B. Osborn, J r . Trust 
hereinafter called "Ussor", whose mailing address is "L2~50 N . E . L o o p ~ T 1 0 " , " S u i t e 6 0 0 " / San" "ArTtZbnio" , ~ T X ~ 7 8 2 0 9 - I 5 3 5 
and W.B. Osborn O i l & Gas Operations , hereinafter called""! ,c«cc" who* mailing address is f - O . "Box_8C7_Sari Antonio, 
TX 78217-8199 ' 

W I T N E S S l i ' l ' l l : 

Ussor, in consideration ofthe sum of t e n a n d N o / 1 0 0 Dollars ( $ . _ 1 0 . 0 0 ) in hand p»iJ, u v l other good and valuable considerations, 
of ihe royallics herein provided, and of Uie other agreements of lessee herein conlained, does lierel)y Oii ANT , I.KASE and LET, subject lo the terms und condiiions 
hereinafter set foitli, exclusively unto lessee and lessee's successors und assigns, for the sole and only purpose of investigating , exploring, prospecting, drilling, and operating 
for and producing oil and gas, associated liquid and gaseous hydrocarbons, and other minerals contemporaneously produced with said oil and gas, including, but nd limited 
lo, sulphur; laying pipelines and building tanks, communication lines and other structures thereon and maintaining such works, to produce, save, lake care of, treat, stoic, 
transport and own such products obtained hereunder, ai|d, for constructing roads and bridges necessaiy fur 0|)cratioru> hereunder, Ihe following described land in 

L e a . County, N e w M e X I C O > tt„d , s described as follows, Co-wil: 

11 

I essor expressly reserves the ful l enjoyment and use ofthe properly covered hereby and all rights with respect to the surface and subsurface thereof for any and all 
purposes except those granted and to (he extent granted lo Ussec hereby. Without limiting the foregoing, Ussor expressly reserves lire right lo explore for hy any method, lo 
drill, operate, produce, treat, store and transport any and all oil and gas and associated liquid and gaseous hydr ocar bons as to depths nut leased or subsequently forfeited 
hereunder; lo explore and prospect for by any method, lo develop and mine, process, mill, treat, remove, handle and transport all minerals, ores, metals and substances of 
every nature and character from Ihe land covered hereby other than substances leased hereunder, to hunt, trap, farm, graze, reclaim, improve and otherwise use any and all 
portions ofthe Lease Premises; lo construct canals, roads, ditches, ponds, levees, dams, fences, building, tanks, pipelines, power stations, conuuunicaiiou lines and other 
facilities, structures and improvements; to receive, store and transport Ussor's royalty production hereunder; lo garrge or lo witness lire gauging of all production attributable 
to the I ease Premises, and, lo use any canal or road constructed by Ussee hereunder. All of lite rights retained hy Ussor and die rights granted lu Lessee herein shall be 
exercised in such manner that neither shall unduly interfere wilh Ihe opcralions ofthe oilier upon tire I .case Premises 

111 

Subject to Ihe other provisions hereof, this lease sliall be for a term of s i x ( 6 ) m o n t h S _ horn the dale hereof (hereinafter called "primary term"), and as 
long thereafter as oil, gas, or associated liquid or gaseous hydrucaibons is produced hereunder in paying quantities or any operation is conducted, payment is made, or 
condition exists which continues this lease in force, according lo ils lenns. 

IV 

A. If, at the expiration of ihe primary term oil, gas ur associated liquid or gaseous hydrocarbons is not being produced hereunder, hut on or before that 
dale (or ou or before the end of sixty (60) days following cessation of produclion or abandonincnl of a well, if a weil he abandoned or production should cease within aivly 
(60) days prior to llic expiration of the primary term) Ussco commences actual drilling or actual rewuiking operations on ihe Lease Premises in an ell'ott to nuke the 
premises produce any such leased substances, or production is commenced or resinned during such sixty (60) day per iod, then this lease shall conlinue in force so long as such 
operaliuus are being conducted in good faith without lapse of more than sixty (60) consecutive days between cessation of operations and their re-coruineucemenl whether un 
Ihe same well or on different wells successively or so long as the production so commenced or resumed is obtained iu paying quantities. If, al any lime or limes after Ihe 
expiration ofthe primary term, production hereunder should for any reason cease or lenuiiiale, 1 xssce shall have (he right al any lime wrihiti sixly (60) days from cessation ul 
produclion to resume produclion or actual drilling or actual reworking operations in an effort lo make Ihe I .case Premises again produce airy of such leased substances, in 
which event this lease shall remain in force to lung as such operations are continued as above provided l l as a result of any such operations,oil, gas ur associated liquid or 
gaseous hydrocarbons be found and produced or the produclion of any of them be restored, this lease shall continue in force so long as any of them is produced hereunder in 
paying quantities or this lease is otherwise being maintained as herein provided. 

B Whenever in this lease i l is provided that Lessee shall begin ihe drilling of a well, il is lire iulcul of (lie parties thai a derrick and the necessary operating 
machinery, capable of drilling such a well lo the applicable depth, be fully set up and equipped and actual downhole opcralions be commenced within the lime specified As 
used herein "reworking" or "reworked" shall mean perforating, cleaning out, acidizing, reconditioning, fracturing, attempted recompletion in or plugging back lo a separate 
interval of an existing well, or any other good faith operations for the purpose of restoring or increasing pioduclion which does not involve the drilling of additional hole. 
Actual drilling operations shall be deemed to terminate on Ihe last day actual operations are conducted in a diligent and good faith manner for ihe purpose of attempting to 
discover leased substances or to complete a well as a producer, including the installation of equipment, to and including, but not beyond, Ihe wellhead connections, in such a 
.veil being drilled or deepened. Reworking operations sliall be deemed lo terminate on the last day such operations are conducted in a diligent and good faith manner for the 
uirpose of establishing, increasing or restoring production. 

V 

l i re obligations set forth inthi l Article are applicable only wilh respect to wells drilled un property which is not part of either ihe I ease Premises or a pooled unil 
outairiiiig all or any portion ofthe Uasc Premises, which properly is hereinafter described in ibis Article as "adjoining property". Ussee agrees lo drill any and all wells 
iccessary lo protect the Uasc Premises: from drainage of oil, gas or associated liquid or gascuus hydrocarbons by a well or wells on adjoining property or to lake any oilier 
teps reasonable necessary to protect the Uasc Premises against such drainage. I f Ussee is the Operator of or has a woiking interest in any well on adjoining property, 
.eiscc shall be obligated to begin actual drilling operations for a well on Ihe Uasc Premises or lo take sueh other steps as may he reasonably necessary lo protect the Lease 
'remises within sixty (60) dayi from Ihe time Lessee knows or reasonably should know thai drainage is occurring. In all other cases Ussee shall be obligated to begin such 
peralions or lake such other steps only within sixty (60) days after receipt of written notice from I .essor. 

VI 

Unless Lessor elects lo lake in kind all or any part of ihe portion due Ussor ns royally on leased substances provided and saved hereunder, which option is 
epressly reserved by Ussor and which option is exercisable hy written notice to Ussee al any lime and from lime lo lime while Ihis lease is in cft'ecl and either prior lo or 
fler acceptance by laasor of royalties on prior production, it being understood that nothing contained herein shall be interpreted as limiting or waiving said option, Ussee 
rail pay or deliver to Ussor Ihe following: 

(a) As a royally on oil and all hydrocarbons produced and suved in a liquid form at the mouth of ihe well, including, w ithout limitation, condensate, 
slillale and oilier liquid hydrocarbons removed from oil or gas run through a separator or other equipment as hereinafter provided, O n e - q u a r t e r ( 1 / 4 ) 
n i ofthe gross production or the market value thereof, at the option ofthe Ussor, such value to be determined hy I) the highest posted pi ice, plus premium, i f any, ollered 
- paid for oil, condensate, distillate or other liquid hydrocarbons, respectively, of a like grade and quality and quantity in Ihe general area where produced and when run, or 
) the highest market price thereof offered or paid in the general area where produced and when run, ur 3) ihe gloss proceeds of Ihe sale thereof, whichever is greater. Lessee 
y ces lh.il before any gas produced from the Uase Premises is sold, used or processed in a plant, il will be run free of cost lo Ussor through an adequate oil and gas 
paulor of conventional type or other equipment al least as efficient to the end thai all liquid hydrocarbons recoverable from the gas by such means will be recovered Upon 



written consent o f I cssor, ll ic requirement that such gas he run through sueh a separator or oilier equipment may he waived upon such terms anJ condiiions as prescribed by 
lessor. 

(b) As a royal ly on any gas and all hydrocaihons and gaseous substances not included iu subparagiaph (a) above produced and saved from the Lease 

Premises (except as provided herein w i lh respect lo gas processed in a plant for Ihe extraction o f gasuline, l iquid hydrocarbons or other p r o d u c t s ) , ° J 1 ? Z 5 U ^ 5 ' f 1 / 4 ) 

pai l o f the gross production or the market value thereof, al the option o f Ihe Ussor, such value lo be based on lite highest maike l juice paid or offered for gas of l i te kind "and 

qual i ty and quantity in the general area where and when produced, or the gross price paid or olfcred lo Ihe producer, whichever is the greater; 

(c) As a royal ly on any gas, including casinghead gas, processed in a gasoline plant or other plant for Ihe recovery of gasoline or other l iquid 

h y d r o c a r b o n s . O n e - q u a r t e r ( 1 / 4 ) part o f t he residue gas and lire l iquid hydrocarbons extracted or, al llic option o f Ibe Ussor, the value thereof as hereinafter 

determined. The value o f such product ! (or Lessee's share thereof) shall be lire price or prices received by Lessee i f sold under a contract or contracts prudently negotiated 

under the facts and circumstances existing at the l ime o f execution wi lh an independent parly or parlies. I f such products are sold other than lo art independent parly under a 

prudently negotiated contract, Ihe value o f die products shall be their fair market value al Ihe plant al lire time sold. The value o f any such products (or Ussee's share iheieol) 

not sold under contract but taken by Lessee for its own use sliall he the fair market value al Ihe plant for such products, or i f no products are being sold al Ihe plant, lire 

average o f l l ic market values for l ike products o f the same grade and quality and quantity in (he general area when processed. When Ihe cost o f processing is nut met by 

retention by l l ic processor o f a share o f t h e products or in any other case in which Ussee is to deduct from the value of such products the cost of processing, the charges sliall 

be determined as fol lows; ( i ) ) i f the g u i i processed by an independent pany or parties under a contract prudently negotiated under ihe facts and circumstances existing at the 

t ime o f execution, the charges deducted shall be those provided in such contract 1; and, ( i i ) in all oilier cases, including processing by those other than an independent patty or 

parlies and diose in which Ussee itself or in conjunction w i lh others owns tbe plant, Ihe charges shall he determined by conltacl between Ussee and Lessor, provided, 

however, in the absence o f such a contract, the charges to be deducted shall include only Ihe proportionate pai l of: ( I ) the direct cosl o f operating and maintaining the plant, 

computed annually, including cost o f labor and on-site supervision, materials, supplies and ordinary repairs, (2) plant fuel and slirinkagc; (3) depreciation ol llic plant 

computed over die l i fe or lives o f (lie Held or fields served by Ihe planl, or by such other method as is agreed upon by Lessor and Ussee; and (-4) ad valorem taxes In all of 

ihe cases provided for in this subparagraph (c) , Ussor shall he entitled lo Ihe royalty for gas provided iu subparagraph (Ii) o f (his At t ide based on the value o f l cssec's share 

o f the residue gas sold or otherwise disposed o f after processing. 

(d) As a royal ly on sulphur ur any other ptoducls produced or numufacuued from gas (excepting l iquid hydtncatlums) whether said gas be "casinghead", 

"dry" or any other gas, by fractionating, burning or any other processing, O n e - q u a r t e r ( 1 / 4 ) part o f the gross production of such products, or ihe market value 

thereof, at tbe option o f Usso r , such value to be based on tbe highest market price paid or offered for each product in the general area where pioduccd and during the same 

mouth in which produced. 

(e) As royal ly on any substances not included in subparagraph (a), (b), (c) or (d) above produced ami saved from the Lease Premises, 

O n e ~ q U a r t e r ( 1 / 4|)at1 o f t he gross producl ion o f such substances or the mat kcl value thereof, al the option o f Ussor , such value lo be based orr the highest market 

price paid or offered for each such substance in the general area where pioduccd and drrr ing the same mouth in which produced 

(f) Ussee agrees l l ial all royall ics paid lo Ussor hereunder in value, not k ind, shall be without deduction for the cosl of producing, gathering, storing, 

separating, treating, dehydrating, compressing, processing, and otherwise making Ihe o i l , gas and other products produced hereunder ready for sale or use and transporting 

pi oduclion on the lease or to a commingled faci l i ty in the f ield. 

(g) I f Usso r requires that payment o f any royalties accruing lu it hetciuidcr he made in k ind, all such royalty production taken in k ind sliall be without 

deduction for the cost o f (1 ) producing, gathering, or transporting producl ion on Ihe lease or lo a commingled facil i ty in Ihe f ield, (2) handling, treating, separating, 

dehydrating or processing production by ordinary lease equipment lo make i l marketable, or (3) storage on the lease or in Ihe Held i f the holder o f the lease erects storage 

tanks for its own production hereunder, but, any royal ly production so taken in k ind shall hear and pay i l own costs o f processing Ihrough a plant, transportation outside the 

lease or, i f applicable, beyond any commingled field faci l i ty outside Ihe lease, compression for insertion into a pipeline, storage tanks at Ihe well i f Lessee docs not erecl tanks 

on the lease or in the f ield for its own producl ion hereunder, and otherwise making Ihe o i l , gas and oilier products produced hereunder reaJy for sale or use 

(h) On or before die 25lh day o f each month, Lessee shall mail or deliver lo Lessor an itemized staleinenls showing the total production of each leased 

substance included in subparagraph (a), (d) and (e) above during the preceding calendar month, Ihe royalties payable thereon, Ihe data used to compute sueh royalties, and an 

explanation o f the manner in wh ich such royalties were determined and computed. Al the same l ime, Lessee shall remit to 1 .cssor Ihe royalties due hereunder on such 

produclion during such preceding month lo the extent that Usso r has not elected lo take such production in k ind 

( i ) On or before the 2 3 i l l day o f each inonl l i . Lessee shall mail or deliver to Lessor an itemized slaleiucnl showing the total production of each leased 

substance included in subparagraph (b) and (c) above during Ihe second preceding calendar monlh, Ibe royalties payable thereon, the data used lo compute such r oyalties, 

and an explanation o f lire manner in which such royalties were determined anil computed. A l llic same l ime, I .esscc shall remit to Lessor the royallics due hereunder on such 

production dur ing such second preceding month lo the extenl that Ussor has nut elected lo lake such production in kind. 

V I I 

A. Lessee agrees that it w i l l at al l limes indemnify and save and keep Ussor harmless f rom and against any and all losses, actions, damages, claims, 

expenses, and injuries lo or deaths o f persons that may he asserted against 1 .cssor fur or on account of any operations or activity conducted by 1 essee, lis agents, servants, 

contractors or invitees, or for the benefit o f Ussee on the Lease Premises. 

Ik 1 .cssee shall propei ly p lug al l wells dr i l led on lire Lease Premises in compliance with ihe slat tiles, r riles, regulations, rciji i i icinents and urders of any 

giiveii i i i ienl. i l agency having jur isdict ion thereof and does hereby indemnify, defend and hold lessor harmless against any expense, claim or cause of action brought against 

I cssor arising from Lessee's fai lure to properly p lug any wel l dr i l led hereunder. 

C. f o l l o w i n g Ihe complet ion o f each operation hereunder. Lessee shall promptly remuve all dr i l l ing rrnrd ran J t i l l and level all pus and excavations and 

restore the surlirce u f Ihe land as nearly as possible lo its former condition 

I ) . When required by Lessor, Ussee w i l l bury all pipelines below the bultoms of existing ditches, bayous, canals and other water bottoms and to a 

sul l icienl depth, or otherwise alter or mod i fy same, so as not lo interfere wi th existing cult ivation, (rapping, hunting or grazing operations un the land covered hereby or 

existing structures, facil it ies or improvements thereon. 

L No wel i shall be dr i l led nearer than two hundred (200) feel to any structure now on the land covered hereby lu ihe event ol pioduclion hereunder. 

Lessee shall isolate all facil it ies relat ing to said production from activities o f any and all surface owneis ur surface tenants of Ihe land coveted heteby 

p. Ussee shall not i fy Lessor five (5) or more days before Lessee shall fell or remove any standing trees or destroy any felled tiees oi brush piles ur 

natural debris on or from the land covered hereby specifying the dale, l ime and place o f such fell ing or destruction 

G, When required by Ussor , Lessee shall construct and install such steel "cattle guards" on roads and br idges consiiucied by I essee and shall fence sump 

holes or oilier openings as may be necessary lo safeguard any livestock or w i ld game orr Ihe land covered hereby. I essee binds itself that due consideration wil l be given by 

Lessee 10 bog holes, the escape o f noxious vapors and substances, and other hazards thai might conceivable cause the death or disabil i ty ol any livestock, wi ld game oi 

aquatic w i ldl i fe on the land covered hereby. 

11. Ussee shall pay the surface owner or surface tenant o f the land covered hereby, as appropriate, lor damages lo limber, crops, pasture, roads, livestock, 

water supply, bui ld ing, machinery or other tangible items o f any nature cause in whole or in part by I cssec's operations. I essee also shall scenic Irom any and all snilace 

owners and surface tenants o f t he laud covered hereby a satisfactory release f rom damages and promptly furnish a copy lo I cssor. 

I. Ussee agrees lo develop Ihe U a s c Premises as a pnidenl operator would under the same or similar circumstances 

J. Ussee shall lake such cores and sidewall samples nl such intervals as are indicated hy good oil f ield practices or as s|iccilicd by Lessor, and shall 

maintain same in good condit ion for examination by representatives o f Ussor . A l l showings o f oi l or gas which, iu Lessor's opinion, just i fy testing shall be tested in a manner 

and lo an extent consistent w i th good operating practice lo determine Ihe producing possibilities thereof lo ihe snlisfitcliuu o f Lessor. 

K. (.essee shall have l l ic right lo free use o f all water on the Lease Premises lo which Lessor may have l i l le fur all opcralions hereunder. 
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1 Lessee shall have ihe righl ul any lime Ulilil six (6) monllis after the expiialiuu ul this lease lu remove all piopcity and lixtvi.es ol Lessee oo the I ease 
I'leuilses 

VIII 

In Ihe event that any well on the Uuse Premises is capable oi"jirovJnciuy gas or gasenus subslanees in paying (|uaiililies, hut I essee is unable tu produce such gas 
(or, i f previously produced, lessee is unable to continue lu prudticc the same) because of a lack ot'a treasonable maikel or of maikcling facilities or because of governmental 
resliiclious, then I .cssce's riglils maybe maintained in Ihe absence of actual gas produclion hum such a well by the payment lo Lessor of shm-in gas well payments at the tale 
of five Hundred ($500.00) Dollars per each such well per year, Ihe first paynieiil lo he due within ninety (90) days alter Ihe shut-in of sueh a well, or the cessation of 
produclion, and shall extend Lessee's riglils for one year from Ihe dale of slml-in or cessation of production; and il shall be considered that gas has been produced in paying 
quantities from said well from Ihe date of the shut-in gas well payment and during such period covered by said payment. Thereafter, Ussce's tights may be continued hum 
year to year by making yearly payments in die amount staled above on or before Ihe anniversary ofthe dale lite well was shut-in; provided, however, Lessee's righl to 
maintain this tease solely by virtue ofthe shut-in gas well payment provided for herein is hereby limited lo a period of no longer than (2) consecutive years (or for lesser 
periods which aggregate two (2) years in all) after die end ofthe primary term of this lease Such payment shall not affect the obligation of 1 essee lo reasonable develop ihe 
Lease Premises or lo prevent the drainage thereof or lo use reasonable efforts lo find a mat kcl for said gas or lo procure from lite appropriate governmental agencies the 
necessary permits and aulhority to produce and sell Ihe gas from each such well and 10 continence or resume ihe maikcling of same when a maikel is available 

IX 

The performance of any ofthe obligations of Ussee hereunder shall, notwithstanding anything contained in this lease tu the contrary, be suspended while and su 
long as the Ussee is prevented from complying wilh such obligations iu part or iu whole hy slrikcs, lock outs, acls of God, action uf the elements, accidents, laws, rules and 
regulations ofany federal, stale, county, municipal, or other governmental agency, zoning or laud use oidinanccs of any goveniincnl.il agency, acts or icquests of any 
governmental officer or agent purporting lo act under authority, delays in transportation, inability lo obtain necessaty materials in Ihe open nuiket, inadequate facilities for 
Ihe transportation of materials or for the disposition ofproduction, or other mailers beyond the reasonable control of the Ussee whether similar to the nutters herein 
specifically enuuieraled or not. 

X 

'litis lease is granted and accepted without any warranties, expiess or implied, of tide or iiieicbanlibilily or lilness for any particular puipuse oi otherwise, and 
without any recourse against Lessor whatsoever, il being expressly agreed Ihal Ussor shall not be required lo relurn any consideration paid heiefor or its value oi any 
payments received hereunder or be otherwise responsible to Ussee therefor; provided, however, il is agreed that i l l cssor has leased an interest hereunder in any liacl ol land 
covered by this lease less than llic entire mineral eslale, then the royalties to he paid Ussor applicable to such a tract shall he reduced proportionately. I essee will nut lease 
from any person claiming adversely to Ussor without Ussor's prior written consent, nor undertake title cm alive work without fust consulting I .cssor. Title curative work 
shall be such as lo inure to the benefit of Ussoi's title and Ussee shall promptly furnish lo I cssor copies of all title opinions, papers, materials, and curative work seemed by 
I .essee. 

XI 

Ussee may al any lime or times pool and consolidate lliis lease, iu whole ur in part, or as lu any stratum ur strata, with adjacent lands and leases, so as to 
constitute a unit or units not substantially exceeding the size required fur Ihe most efficient and economical location and spacing of w ells in the field ur pool, or the si/e (if 
any) approved by Stale or federal authorities, by delivering to Lessor an instrument so declaring. Drilling or reworking opcralions upon, or production fiom any part ofany 
such unil shall be treated, for al) purposes hereunder, as such operations upon or such production from this lease Upon produclion fiom any part ofany such unit, Ussor 
shall be entitled lo royalties calculated as follows: there shall be allocated lo the portion of this lease included in such unil a fractional part uf such production, in the ratio that 
ihe number of acres of Ibis lease included in such unit bears lo Ihe lolal number of acres of all lands and leases included iu such unit, and Ussut shall be entitled lo (he 
royalties in this lease provided, on such fractional part of such produclion, and no more. Ptuvided, that i f Slate or Federal auihotilies shall prescribe a different method of 
allocation, Ihe method so prescribed shall prevail. This provision is not applicable lo field wide unitization, which is expressly piuhibiled wilhuul written consent o f l cssor. 

XII 

Lessor shall al ils sole Cost, risk, and expense have unreslticted access lo the Lease Premises and any units iu which ll icy may be included lor lire purpose of 
witnessing all opcralions Iheieon and of measuring and gauging, or witnessing the measuring and gauging, ofthe production obtained ihetehoni Ussee shall furnish lu 
1 cssur at the ofTices and addresses set forth, free of cost to Ussor and currently as available, the following informal iorr and data as lo all wells dr illed on the lands covered 
hereby oi on any units in which Ihey may be included. In-wit: To Lessor, P.O. Box 8C, San Anlorrio, Texas 78217, AllmP.K. Huberts, Phone: 2 10/826-86 51 Lax: 210'826-
7118 

No. ol't.'onieS 

( a ) Dai ly Dr i l l ing Kcport (faxed) 

(b) Cure Description and Analysis 
fur ins Ui Government Agencies 

(d) l. leetrical, Sonic, Radioactive, and other 

Wel l Survey Logs 

le) Survey Plat o f Location 

(f) Mud I ogger, i f used 

Cd) Dri l l ing T ime Record or l ienlograph 

XIII 

II I essee elects to abandon any well located on tbe Lease I'tenhses, Ussee shall so notify Lessor and I cssor, if it so desires, shall have the tight to take over the 
opei alhui of such well for pin poses of oil and gas operations as hi depths or subslanees not leased hereunder or for any other purpose that does not conllicl with the i ighls 
gi anted I essee hereunder; but, ill order lo exercise said righl, Ussor must notify 1 essee of ils iiilcnlion to lake over the operation of such well w nl.ni [weuty-four (2-1) hours 
(Saturday, Sunday and legal holidays excepted) after (i) receipl of notice fiom Ussee of ils intention lo abandon and (ii) the receipt of a lick! prim uf all electric, sonic, 
radioactive and other survey logs run iu the well, whichever is the later lime. I f Ussor exercises such righl of take over, 1 essor may also lake over any salvable materials or 
equipment al the welt site and in ihe well and reimburse Lessee fur the reasonable value uf Ihe salvable materials ur equipment taken uver, less Ihe estimated cost of salvaging 
I cssor shall assume all liabilities in Connection with Ihe operation ofany such well occurring after Lessor takes over such operation, including the obligation to abandon the 
well and restore the surface. 

XIV 

Lessee may, at any time, execute and deliver lo Lessor a release or releases ofany portion or portions ofthe Uasc Premises anil be relieved of all obligations 
thereafter accruing under this lease as to the portion or portions so released. All partial releases, however, shall be made su thai, insofar as possible, the property not released 
shall be a compact body in one single block, as nearly contiguous as the Lease Premises will pet mil, and shall not he divided into any pattern which would prevent tbe order ly 
development thereof. All releases shall be made free of encumbrances created by or under lessee. 

XV 

Al Ihe expiration ofthe primary tenu hereof Lessee, ils successors and assigns, shall be entitled lo iclain only Ihosc producing proration units, a ptoralioii unit 
being delind as the amount of acreage allocated to a well hy the governmental authority having jurisdiction in order thai said well can produce a full allowable, upon which a 
well has been completed and is then producing oil and/or gas in commercial quantities All other acreage covered by this lease and riglils below 100' below the deepest depth 
drilled in each retained pruralion unit shall be forfeited and all rights thereto shall revert lo Lessor, ll being under stood, however, Ihal 1 essee may maintain ils rights to the 
entire leased acreage after Ihe end ofthe primary term whether or not Lessee obtains or has obtained Ihe produclion uf oil and/or gas in paying qiianlilics only by conducting 
couliuuous drilling operations on the leased premises. Continuous drilling opcralions is hereby dclined as drilling operations wilh not more [Iran 180 days between the 
completion or abandonment ot'a well on the leased premises and Ihe commencement nf operations for the drilling of another well on the leased premises. If Lessee has 



fllllljllclcd a We'll OH Iho lewd premises, whether us u dry hole or a commercial producer, within 180 days prior lu Ihe end of the primary term Lessee shall have 180 Jays 
alter ihe dale of such completion within which to continence additional operations iu order lo maintain ils rights. 11*1 essee has not completed a well on the leased premises 
whether as a dry hole or a producer, within 180 days priur lo ihe end of Ihe primary term, then lessee, in order lo maintain its riglils, must commence operations lor lire 
diillingofa well on the leased premises on or before the end of Ihe primary term. Al the expitation ofthe primary term or after cessation of continuous drilling operations, 
whichever is the laler event, Lessee agrees lo immediately place of record und deliver lo Lessor a recorded Release of Oil and Oas Lease covering all acreage not dedicated to 
a producing proration unil, as defined above, and all riglils below 100'below lite deepesl depth drilled riming the leiur hereof in each retained puliation unit Lor the purposes 
of ibis provision, "the leased premises" shall be deemed to mean the leased premises or "lands pooled therewith" as piovided for in provision XT hereof. 

XVI 

This lease is expressly made subject lo any and all easements, servitude's, surface leases, rights-of-way and other contracts oflessor allecling the surface of said 
land, and if any instrument creating such an casement, servitude, surface lease, right-of-way or olher contract of Lessor aiTecling Ihe surface of said land contains surface 
restrictions in excess of or in addition lo the restrictions on Lessee's operations contained in Article V|| hereof, I essee agrees lo comply with such excessive or additional 
restrictions. 

XVII 

Il is not Ihe intention of die patties lo create, nor shall Ibis agreement be cunstnted as creating, a mining or other pathieislnp or association, or lo render them liable 
as partners. 

XVIII 

The provisions of Uiis lease shall extend lo and hind the successors and assigns of ihe parlies herclo and shall constitute covenants running with the laud hereby 
leased; provided, however, Ussee shall not assign, sublease nor otherwise transfer litis lease or any interest therein, except as to any Irausfer resulting fiom a corpoiaic 
merger, consolidation or reorganization, without lessor's prior wrillen consent, which consent shall uol he arbitrarily withheld; und no change or di\ ision of ownership ol the 
Uasc Premises or of the royalties herein reserved shall operate lo enlarge Ihe obligations or diminish lire riglils of Lessee 

IN WITNESS W1IEKEOF, this instrument is executed by Lessor and accepted by I essee as ofthe dale I'nst above written 

LESSOR: 

Trust 

LESSEE: 
W . B . OSBORN O I L S GAS OPERATIONS 

.Id. 
W.B. Osborn, I I I , Managing Partner 

ACKNOWLEDGMENTS 

STATE Of TEXAS 

COUNTY Of ... BEXAR 

DEl'ORE MU, the undersigned aulhoiily, a Notary Public in and fur said County and Slate on Ibis day personally appeared 

. W. B. OSBORN, JR., JOCK IMIVIDUALLYA I__7... '.1. 
known lo me to be the person whose name is subscribed lo the foregoing instrument. \MXX3tl£KSd&gv.i*HXK:dKlX^ 

for the purposes and consideration arid irt the capacity therein expressed 

STATE OP" ... . 

COUNTY OL 

TEXAS 

BEXAR 

HEI'ORE ME, the undersigned authority, a Notary Public in and for said County and Slale on ibis day personally appeared 

- - 1 L - B . 0SB0RN_HI for----U_B^-JDSB0r*N-01I^^ — - - - — -
known lo me lo be (lie person whose name is subscribed to the foregoing instrument, who acknowledged to me that he executed tne same as Ihe act anJ deed ol the said 

MANAflTNfi PAftTt/folftc purposes and consideration and in Ihe capacily therein expressed 

GIVEN UNDER MY HAND AND SEAL OL OITTCT. this 2 2 n d d a y of S e p t e m b e r 
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MERIDIAN ©DL 

September 11, 1995 

Mr. Rex Bourland 
W. B. Osborn, Jr., Individually and 
Trustee of the William B. Osborn, Jr. Trust 
P. O. Box 8C 
San Antonio, Texas 78217 

Re: Well Proposal - East Echols Prospect 
Aunt Lula 30 #1 
1980' FSL & 660* FEL Section 30 
T-10-S, R-38-E 
Lea County, New Mexico 

Dear Mr. Bourland: 

Meridian Oil Inc. ("Meridian") hereby proooseŝ the drilling di the Aunt Lula "30" #1 Cthe 
"Well"), a 9,900' Wolfcamp test located in th^E/2^ction 30, T-\iQ-S, R-38-E, Lea ColfflTCTew 
Mexico, to be spud in October, 1995. Our records indicate that W. B. Osborn, Jr., individually, 
owns a 4/144th mineral interest and the William B. Osborn, Jr. Trust (collectively called 
"Osborns") owns a 3/144ths mineral interest in said acreage. 

Enclosed for your review and execution is an AFE in the amount of $820,000 to drill, complete 
and equip the Well. I f you elect to participate in the drilling of the Well, please execute and 
return the AFE to the undersigned by October 1, 1995. Upon Meridian's receipt of said AFE, 
Meridian and the Osborns will enter into a mutually-acceptable joint Operating Agreement using 
AAPL form 610 (1982) Joint Operating Agreement which (a) designates Meridian Oil Inc. as 
operator, (b) provides in Article VI.B.2. for recoupment of 100%/300%/300% of all well costs 
through the wellhead in the event of operations by less than all parties, (c) omits the provision for 
the preferential right to purchase, and (d) provides in Article VII.D.l. for a casingpoint election. 
An Exhibit "C" (Accounting Procedure), Exhibit "D" (Insurance Requirements) and Exhibit "E" 
(Gas Balancing Agreement) will also be forwarded for your review. 

If, however, the Osborns should elect not to participate in the drilling of the Well, Meridian 
respectfully requests a farmin ofthe Osborns' interests in the E/2 Section 30, said farmin shall (i) 
deliver to Meridian an 80% net revenue interest, (ii) require the Well to be spud on or before 
November 1, 1995, and (iii) provide for a 180-day continuous develomnent 



Mr. Rex Bourland 
September 11,1995 
Page 2 

As this well is a wildcat in the Tatum Basin, it is essential that Meridian be delivered no less than 
an 80% net revenue interest or the drilling of the Well becomes uneconomic. In the event 
Meridian and the Osborns are unable to reach mutually-acceptable farmout terms to provide for 
the drilling ofthe Well by October 1,1995, please be advised that this proposal will be scheduled 
for a compulsory pooling hearing to be held on November 2, 1995. 

I will be happy to discuss any issues or questions you may have with respect to this proposal. As 
time is of the essence, I will be available to prepare agreements, if necessary, to expedite this 
process. You may reach me by phone at (915) 688-6928 or by fax at (915) 688-6010. 

Thank you very much for your response. 

Very truly yours, 

MERIDIAN OIL INC. 

Lesfyn M. Swierc, CPL 
Senior Landman 

LMS/cs 
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MERIDIAN ©DL 
July 5, 1995 

Mr. Wm. B. Osborne, Jr. 
P. 0. Box 17968 
Houston, Texas 78286 

Re: East Echols Prospect 
T-10-S. R-38-E 
Section 30: E/2 
Lea County, New Mexico 
containing 320 acres, more or less 

Dear Mr. Osborne: 

Meridian Oil Inc. is interested in acquiring an oil and gas lease covering the undivided 4/144ths 
mineral interest owned by you in the captioned acreage. The mineral interest in the captioned 
acreage stated herein is based upon an examination of the records of Lea County, New Mexico. 
Meridian is offering to acquire this lease under the following terms: 

The offer detailed herein is subject to verification and delivery of clear title. If you are in 
agreement with these terms, please execute the enclosed Oil and Gas Lease and draft, fill in your 
Social Security number and depository bank on the lease and deposit the lease and draft with 
your bank for collection. 

Thank you in advance for your consideration of this request. If you have any questions or 
comments regarding this proposal, please do not hesitate to call me at (915) 688-6928. I shall 
look forward to your reply. 

Very truly yours, 

Leslyn M/Bwierc, CPL 
Senior Landman 

LMS/cs 
Ends. 

PO Box 51810. Midland. Texas 79710-1810. Telephone 9i5-688-6Rnr 

Bonus: 
Royalty: 
Primary Term 
Delay Rental: 

$40/net acre 
l/6th 
Five (5) years 
Sl.OO/acre 



P.O. Box 830200 
Dallas, TX 752834200 

Pink Copy - Ft. Worth General Accounting 
Blue Copy a Ft. Worth Land Department' 
White Copy -Regional Acceding 

• OA. ACCOUNT CODING K- . 

J 
AUTHORIZED SIGNATORY 

MO-0018 (12/88) 

: ' PROPERTY NUMBER . 

_ _ _ ___ _ _ 

TRANSACTION 
CODE AFE 



Prtfifcys 88 
RoĉMoM (Regular) 

OIL AND GAS LEASE 

THIS msE iQREEMEHT Ly mad* «.t.nt ttw lOth rt»y nf July 1995 iMnwMn W m - B - Osborne, J r . , P. 0. Box 
17968, Houston, Texas 78286 

-— : — : : —— as Lessor (whether ope or more) ant) 
M e r i d i a n O i l I n c . . P . O . B o x 5 1 8 1 0 M i d l a n d T V 7 Q 7 1 Q - - ) f i i n a s Lessee All orinted oortions ol this lease wer« nronareri bv 
ths psrVltereinahovr named ts Lessee, but all other provisions (Including the completion of blank spaces) were prepared jointly by Lessor and Leslee P V 

lonQDdKĉ prJons)" e o n , l d 8 r a t i o n ° ' ' c a s h b o n u s l n h i n d p a W a n d c o v a n 4 n t s n e r e i n contained, Lessor hereby grants exclusively to Lessee the following described land (use attachment tor 

T-10-S, R-38-E, N.M.P.M. 
.Section ;30-» Z/2 

•*Natwith8tahding anything contained herein to the contrary, the royalties payable under 
Paragraph 4 herein shall be l/6th instead of the stated l/8th. 

_ t _ C ^ ' e f ^i- '-^L'ea .State of , N e y M e x i c o containing 32Q.Q a c r e S i m o r , o r \ K S (including any Interests therein 
which Lessor may hereafter acquire by reversion, prescription or otherwise), for the purpose of exploring for, developing, producing and marketing oil and gas along with all hydrocarbon and 
^ ^ t o ^ a . w b ^ ^ ^ ^ ^ u s o c i i m merewrth..Thetorm "gas" as used herein Includes helium, carton dioxide and other commercial gases, as welfu hydrocarbon gases. In 
addition* file above-descrirjedlafldy thta lease also covers accretions and any small strips or parcels of land now or hereafter owned by Lessor which are contiguous or adjacent to the 
abova^ese$edjsiid:.ind|^ cupqnus, Lessor agrees to execute atLeuee'srequest any additional or supplemental instruments fora more complete or 

2. Tirol of U rn . .Thta (usa shall be In fores for a primary term of £ i v e (Shears | r o m the date hereof, and for as long thereafter as oil or gas or other substances covered hereby are 
produced In paying qiahtfrJts Mm the leased premises or from lands pooled therewith or this lease Is otherwise maintained In effect pursuant to the provisions hereof. 

3. Rental Payment If on or before the first anniversary date hereof operations for the drilling of a well for oil or gas or other substances covered hereby have not been commenced on the 
leased premises or land pooled therewith; or-lf there then-Is no-production In paying quantities from the leased premises or land pooled therewith, then subject to Paragraph 5 below this 

leass shall terminate as to both parties unless Lessee on or before that date pays to Lessor or to Lessor's credit In the : 
Bank tt — - _ - — ^ — ————:—, or Its successors, which shall be Lessor's depository agent for receiving payments regardless ol changes in the 
ownership ot said land, the sum ol t 3 2 0 1 QQ as rental covering the privilege of deferring the commencement of operations for the drilling of a well for a period of twelve 
months from said anniversary date. In like manner and upon like payments, the commencement of operations for the drilling of a well may be further deferred for one or more twleve-month 
periods during, the j»lin<iy term of this lease-. All payments may be made by-check or draft mailed or delivered on or before the rental payment date. If the depository bank should liquidate or be 
succeeded by another bank, or tor any reason fall or refuse to accept rental payment hereunder, Lessee shall not be held In default for failure to make such payment unless Lessor has delivered 
to Lessee i proper recordable Instrument naming another bank as depository agent to receive payments and Lessee has failed to make such payment within 60 days after receipt of such notice. 
It Is agreed-flat, the cash bonus ..consideration first recited above covers not only the right to defer drilling during the.first year of this lease, but aiso all subsequent deferrals of drilling as 
aforesaid, sld'ngwi t l other'rights of Lessee hereunder. It on or before any rental payment date Lessee in good faith makes an erroneous rental payment by paving the wrong person, the 
wrong depository, or the wrong amount, Ussee shall bt unconditionally obligated to make proper rental payment for the period involved and this lease shall continue in effect as though such 
rerttif payment had been properly made, provided that proper rental payment shall be made within 30 days after receipt by Lessee of written notice of the error Irom Lessor, accompanied by any 
documents tflftolntptvfdsaot oacss^tftsraole Ussee to make proper psyment...... > •.•:..v.i-:5*i.: ^ - - j . 

* f. Royalty PaynenCTtoyiBes w POas and" oth'ef substances produced Wsavetf hereunder shall be paid by Lessee to Lessor as follows: (aj For oil and other liquid hydrocarbons separated 
at UsMfe saparsjtt^^ shall bejnMlgMn.Qf, tuch.prrjductloD.io.be delivered at Lessee's option-to Lessor at theweilhead or to Lessor's credit at-the-Ussee's oil purchaser's 
transp^rtaflcfl1acltlts,'̂ rov«»fl twaswshalf rovi ttie corrtfnulng right to purchase such production at the wellhead market price then prevailing In the same or nearest field for production 
of similar grade and gravity: (b) For gu (Including casinghead gu) and all other substances covered hereby, the royalty shall be one-eighth of the proceeds realized by Lessee from the sale 
thereof, leu a proportionate part of the costs Incurred by Lessee In delivering, compressing, processing or otherwise making such gu or other substance merchantable, provided that Lessee 
sfttf t a f t i hVHn lhu^ market price paid for production of similar quality in the same or nearest field pursuant to comparable 
purchase contracts entered into on the tame or nearest preceding date u the date on whlclt.Lessee commences Its purchases hereunder; and (c) If a well on the leasehold premises or lands 
pooled therewith It capable of producing gu (Including casinghead gu) but such well Isjelther shut-in or production therefrom is not being sold or purchased by Ussee or royalties on 
pmductlon ttterttrotn-aa not otherwiŝ belng paid to Lessor, and.if tnta-leuelt not otherwise maintained In effect, such well shall nevertheless be considered u though It were producing gas In 
payvtg quantities for the purpose of maintaining this lease, whether during or after the primary term, rf Ussee pays shut-in royalty of One Dollar per acre then covered by this lease, such 
payment to be made to Lessor or to Lessor's credit In the depository bank designated above, on or before the next ensuing anniversary date of this leue, or within 90 days after such 
anniversary data, and thereafter on or before each anniversary date hereof while the well is shut-in or production therefrom is not being sold or purchased by Lessee or royalties on production 
therefrom art riot otherwise being paid tolessor. For the purpose of calculating shut-in royalties, the number ol, lease acres described in Paragraph 1 shall be deemed correct, whether actually 
more or leu. 

5. Operations. If Ussee drills a well incapable of producing In paying quantities (hereinafter called "dry hole") on the leued premises or lands pooled therewith, or it production In paying 
quantities permanently ceases from any cause, then in the event this leue Is not.ottierwtse being maintained (h forte It shall nevertheless remain In fores If Usiee commences operations for 
reworking an existing well or tor drilling an additional well on the leued premises or lands pooled therewith within SO days attar completion of operations on such dry holt or within SO days 
after such cessation of production.-or; should the- leue be within the primary term, If Uuee pays rental on or before the next rental payment date (if any) next ensuing after the expiration of 
said SO-day period; provided that should completion of operations on the dry hole or cessation of production occur leu than SO days before the last rental payment date, no rental payments or 
further operations snail be required to maintain thia lease for the remainder of the primary term. If at the end of the primary term or at any time thereafter this leue Is not otherwise being 
maintained In force,- it-shall ntvertheleu remain In force u long u lessee, without an Interruption of more than SO consecutive days, engages In drilling,-reworklng-or any-other operations 
reasonably calculated tt obtain or restore production on the leased premises or lands pooled therewith, and, If such operations result in the production oi oil or gas or other substances covered 
hereby,u long tijtrtaftar u there Is production In paying quantttlu. 

6. Pooling. Ussee shall have the right but not the obligation to pool all or part of the leued premises or Interest therein with any other lands or Interests, as to any or all depths or zones, and 
u to oil or pu or both, either before or after the commencement of production, whenever Lessee deems It necessary or proper to do so In order to prudently develop or operate the leased 
premlsuf wrotheroT not similar pooling authority exists wtth respectio such ether lands or Interests. TheDnftlormed by such pooling for an oil well shall not exceed 40 acres plus's maximum 
acreage tolerance of 10%, and for t gu well shall not exceed 640 acres plus a maximum acreage tolerance of 10%, except that larger units may be formed for oil wells or gu wells to conform 
to any wtll spacing or density pattern that may ba prescribed or permitted by any governmental authority having jurisdiction. To exercise its pooling rights hereunder, Lessee shall file ot record a 
wrrttsna»ciaratlow.descdWOB;tha;unlt and stating the effective date of pooling. Production, drilling or. rawondngifljierations anywruKe.cn a unit which includes all or any part of the leased 
premises shall be treated u If It were production, drilling or reworking operations on the leased premises, except that the production on which Lessor's royalty Is calculated shall be that 
proportion of the total unit production produced and saved which the net acreage covered by this leue and Included In the unit bears to the total gross acreage In the unit. Pooling In one or 
more.InstanceS'tnalt̂  exhaust Us»ei"-poolr^ to revise any unil formed hereunder by expansion or 
contnetiOttotfathi etWtiBtforaor after commencement of production."** order .ta conform to the well spacing octf entity pattern prescribed or permitted by the governmental authority having 
jurisdiction, or to conform to any productive acreage determination made by such governmental authority. In making such a revision, Lessee shall file of record a written declaration describing 
fie revisedBWt and stating tha effective date of revision. To the extant any portion of the leued premises Is Included in or excluded from the unit by virtue of such revision, tha proportion of unit 
proiueflorticflwhlcttrtwijWereptyi^ 
UtMrntir termini* tf* QAttrby nttng of record* *rlttantlecfiiitionidtscriWng,tht unit and stating tha date of termination, the-restrictions and requirements of mta PareOraphr«'-!ihall hot apply 
to'Computwry poMMp«t;lrrterur»nsctad ̂  rjyorttet-ofany jjovemmental authority havlng-jurlsdictlon; bufall other references to pooling contained In this lease shall 
tarau*fc«WmdUlt^^ ':' ''•'': ': '-" - ;TV- • : 

7''-Usur,lra^rts£>tf.'tastef-Owflt above-described landorany portion-thereof, the royalties. shut-In royalties and rentals herein 
provided shin W 'pM Lessor's Interest bears to the whole and undivided mineral estate In said land or portion thereof. Any Interest In the production from 
ttelanforareln'oetcribVlttwhlch^^ 1 

4U3CP H 0>fSOU' i'ivWw W-f ~ l-.f.<i*t :<!.--ii> iv f * W«x ••. !•• •; •• .'.->: ••: --ii- m'lS*;';* l - ' i - : - . . : . .. ; . - V - ' . - ' . • r-= -. 
8 Ownership Changes, tha Interest of either Ussor or Ussee hereunder may ba assigned, devised or otherwise transferred In whole or In part, by area and/or by depth or zona, and the rights 
and oblldatloM'of Ai)ii^"l»retindaf shall extend to their respective heirs; devisees, executors, administrators, successors and assigns. No change In Lessor's ownership shall have the 
effect ot MudrWfflrtg^ of Lessee hereunder, and no change In ownership shall bet)tndln}on'Uss»a' untlf45days attar Lessee hu bean furnished the originals 
or cartifM topm'bY tM 0^nt«wMftcting sacK c t ^ ^ Lessee's usual form of division order', which Ussor hereby 
aoreu'to fcbJWbt'prior tt the paymamotroyaM«'h«reurKlar;ln tha'everit of the death of any person entitled to'rentals or shut-lft royalties hereunder, Lessee niay. paysiich rentals or shut-In 
royalties to the-credit of dacOdtm or'decedent's estate In the depository tank designated above. If at any time two or more persons are entitled to rentals or thtrt-lnroyalties hereunder, Lessee 
may pay'fu'ch1 rentals of ihut-M'fO^asto" such-persons orto-thelr credit In the depository bank, either jolntty,«or separately in proportion to the Interestwhlcheacfrownst If Ussee transfers 
Its Interest hereunder In whole or In part Ussee shall be relieved of all obligations thereafter arising with respect to the transferred Interest, and failure of transferee to satisfy such obligations 
with'rumtt'thttrahsferts^ rights of Ussee wlth respect-to-C-.e Interest not so transferred, if Lessee transfers a full or undivided interest in all or any portion of the 
area r^eteT'by-thla'ieata^thecbM^ hereundershall be divided between Lessee and the transferee Improportlon to the net acreage Interest In'thls lease then held-by each, and 
for sucn rjuRiow the ?wm^ 
•..'!«-• !tU.ili!5» tf6»V.l Stw tS&SM Oipn. h',:<> i j i . ' . i fr. -A* .Vjy.tu j .e . .-r-^x •• .-. •• ••',•.••.«;,-> t c - t S f . . 
9, RtlttsSiof Ut t t . Ijmeamay'f'atejWtlme and-from time-to time; dellverta lessor or file of record awritten release ot this leue as-to a full or undivided Interest Inciter any portion ot the 
area cover** bythl* leasSflVW deptht;opionu< thareundaa'SndithjII'thereupon be'telleved of all obligations thereafter arising with respect-to the Interest so" released. It Ussee releases all or 
arfuridrvldadlnttrest'-ln lmthan-alliotthetret cowrad-hsn^^Lesua!siObllgatlons tO'payjentals and shuMivToyaltles shall be proportionately reduced In accordance with the net acreage 
Inttrett fttalrisd nereoridtr, tMforsocrvpOTpoM thenumber.ofilaueacres ducribed.ln Paragraph 1 shall be deemed correct, whether actually nw» nr i»« 



10. Ancillary Rights. In exploring lor, developing, producing and marketing oil, gas and other substances covered hereby on the leased premises or lands pooled or unitized therewith, In 
primary and/or enhanced recovery, lessee shall have the right of Ingress and egress along with the right to conduct such operations on the leased premises ts may be reasonably necessary for 
such purposes, including but not limited to geophysical operations, the drilling of wells, and the construction and use of roads, canals, pipelines, tanks, water wells, disposal wells, Injection 
wells, pits, electric snd telephone Ones, power stations md other faculties to discover, produce, store, treat and/or transport production. Lessee may utt In such operations, fret of cost, tny 
011, gu, water end/or other substances produced on the leased premlsM, except water from Lessor's wells or ponds. The right of Ingress and egress granted hereby shall apply to the entire 
leased premises notwithstanding" any release or other termination affecting any portion thereof. When requested by Lessor In writing, Lessee shall bury Its pipellnu below plow depth. No well 
ahall be located less than 200 feet from any house or barn now on the leased premises without Lessor's consent, and Lessee shall pay for damage caused by Its operations to buildings and 
other improvemtnts now on the leased premises, and to timber and growing crops thereon. Lessee shall have the right at any time to remove Its fixtures, equipment and materials, Including 
wed casing, from the leased premises during the term of this lease or within a reasonable time thereafter. 

11. Regulation snd Deity. Lessee's obligations under this lease, whether express or implied, shall be subject to all applicable laws, rules, regulations and orders of any governmental 
authority having Jurisdiction, Including restrictions on the drilling and production of wells and the price of oil, gu and other substances covered hereby. When drilling, reworking, production or 
other operations art prevented, materially impeded or delayed by such laws, rules, regulations or orders, or by Inability to obtain equipment, services, material, water, electricity, fuel, access or 
easements, or by Sre, flood, war, rebellion, msurrection, riot, strike or labor disputes, or by Inability to obtain a satisfactory market tor production or failure of purchasers or carriers to take or 
transport such production, or by any other cause not reasonably within Lessee's control, this lease shall not terminate because of such prevention or delay, nor shall Lessee be liable for breach 
of tny express or Implied covenant, and, at Lessee's option, the period of such prevention or delay shall be added to the term hereof, 

12. Breica or QttauK. No litigation shail be Initiated by Lessor with respect to any breach or default by Lessee hereunder, for a period of at least 90 days after Lessor hu given Lessee written 
notice fully describing the breach or default, and then only If Lessee falls to remedy the breach or default within such period. In the event the matter Is litigated and there is a final judicial 
determination that a breach or default hu occurred, this lease shall not be forfeited or cancelled In whole or In part unless Lessee Is given a reasonable time after said judicial determination to 
remedy the breach or default and Lessee falls to remedy said breach or default. This Paragraph 12 shall not apply to the matters covered in Paragraph 3 hereof. 

13. warranty of Tttlt. Lessor hereby warrants and agrees to defend Lessee's title hereunder, and agrees that Lessee at Lessee's option may pay and discharge tny taxes, mortgages or liens 
existing, levied or assessed on or against the leased premises. If It exercises such option, Lessee shall be subrogated to the rights of the party to whom payment Is inade and, In addition to Its 
other rights, may reimburse Itself out of any rentals, royalties or shut-In royaltiu otherwise payable to Lessor hereunder. In the event Lessee Is made aware of any dalm inconsistent with 
Lessor's titia, Lessee may suspend the payment of rentals, royaltiu and shut-in royaltiu hereunder until Lessee hu been furnished satisfactory evidence that such dalm hu been resolved In 
Lessors favor. 

IN WITNESS WHEREOF, this lease ts executed to be effective u of the date first written above, but upon execution shall be binding on the signatory and the signatory's heirs, devisees, 
executors, administrators, successors tnd assigns, whether or not this lease hu been executed by all partiu hereinabove named u Lessor. 

WITNESSES AND70R ATTESTATION.' LESSOR (WHETHER ONE OR MORE) 

Wm. B. Osborne, Jr. 
S S # j 

ACKNOWLEDGEMENTS 

For use In Rocky Mountain Statu (Arizona, Colorado, Idaho, Montana, New Mexico, North Dakota, South Dakota, Wyoming, Utah) 

n ( T e x a s 

r M ^ M H a r r i s 
^ INDIVIDUAL 

Before me, the undersigned Notary Public, personally appeared - W m * B < O s b o r n e , J r < 

known to me to be tha person or persons whose names are subscribed to the foregoing Instrument, and acknowledged to me that they executed the same for the purposes therein set forth. 

Given under my hand and seal of office on this day of , 19________ 

My Commission Expires: _ _ _ _ _ 
Notary Public 

State of. 

INDIVIDUAL 

County of. 

Before me, the undersigned Notary Public, personally appeared. 

} 

known to me to ba the person or persons whose names are subscribed to the foregoing instrument, and acknowledged to me that they executed the urne for tha purpose therein set forth. 
Given under my hand and seal of office on this day of , , 19 

My Commission Expires: 

State of 

County ot_ 

Before ma, the undersigned Notary Public, personally appeared. 

} 

Notary Public 

CORPORATE 

known to me to be the person whose name is subscribed to the foregoing Instrument and known to me to be. of 

, a corporation, and acknowledged to me that he or she executed the same as the act of said corporation for the purposes 
therein set forth. 

Given under my hand and seal of office on this day of , 19 

My Commission Expires:. 
Notary Public 

RECORDING INFORMATION 

Stats of. 

County of. } 
This Instrument wu filed for record on the day of , 19 , at o'dock, M., and 

duly recorded in Book Page , of the records of this office. 

By (Deputy) 
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Thank you for using Return Receipt Service. 



MERIDIAN ©DL 
July 5, 1995 

Estate of Jewell H. Storey, Deceased 
P. O. Box 17968 
Houston, Texas 78286 

Re: East Echols Prospect 
T-1Q-S.R-38-E 
Section 30: E/2 
Lea County, New Mexico 
containing 320 acres, more or less 

Gentlemen: 

Meridian Oil Inc. is interested in acquiring an oil and gas lease covering the undivided 1/16th 
mineral interest owned by the Estate of Jewell H. Storey in the captioned acreage. The mineral 
interest in the captioned acreage stated herein is based upon an examination of the records of Lea 
County, New Mexico. Meridian is offering to acquire this lease under the following terms: 

Bonus: 
Royalty: 
Primary Term: 
Delay Rental: 

$40/net acre 
l/6th 
Five (5) years 
Sl.OO/acre 

The offer detailed herein is subject to verification and delivery of clear title. If you are in 
agreement with these terms, please execute the enclosed Oil and Gas Lease and draft, fill in your 
Social Security number and depository bank on the lease and deposit the lease and draft with 
your bank for collection. 

Thank you in advance for your consideration of this request. If you have any questions or 
comments regarding this proposal, please do not hesitate to call me at (915) 688-6928. I shall 
look forward to your reply. 

Very truly yours, 

MERIDIAN OIL INC. 

Les4yn M! jSwierc, CPL 
Senior Landman 

LMS/cs 
Ends. 

P.O. Box 51810, Midland, Texas 79710-1810, Telephone 915-688-6800 
3300 N. "A" St., Bldq. 6, 79705-5406 
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nouucet* oo 
-P.ock̂  Mountain (Regular) 

OIL AND QAS LEASE 

THISUMEAqREIMptTfemideu ofthe TOfh , mynt J u l y b r t W M n Estate of Jewel l H. Storey. Dec'd. , 
P. 0. Box 17968, Houston, Texas 78286 

- '—— : ; _ . as Lessor (whether one or more) ana 

^ A ^ ^ L ^ t a l i S J I ^ ^ ^ S i X JUSEltl iHL mfi&Si X r ™ °' ™,ease wer{ prepsred by 

ions *S«®ner c o n s W e r , t i o n o f * C M h b o n u * i n h a n d p i l d a n d * • C 0 V B n a n l J n e r ( l n contained, Lessor hereby grants exclusively to Lessee the following described land (use attachment for 

Bf'CO':'v r"">;i0'4 
T-10-S, R-38-E, -N.M.P.M. 
Section :30t E/2 

•Notwithstanding anything contained herein to the contrary, the royalties payable under 
Paragraph 4 herein shall be l/6th instead of the stated l/8th. 

containing 3 2 0 . 0 in the County ol L e & State ol New M e x i c o containing acres, more or less (including any interests therein 
which Lessor may hereafter acquire bv reversion, prescription or otherwise), for the purpose ol exploring lor, developing, producing and marketing oil and gas along with all hydrocarbon and 
rcmhydrocariQQ.eul^^ therewith. The term "gas" as used herein includes helium, carbon dioxide and other commercial gases, as wellas hydrocarbon gases In 
addrabh to V k ' m i M m m ' m ^ thft lease'also covers accretions and any small strips or parcels of land now or hereafter owned by Lessor which 'are contiguous or ad|acent to t 
abovejHjejwMiedJand̂ .̂  aforementioned easti.bpnus, Lessor agrees lo execute atLessee's, request any additional or supplemental instruments lor a more complete 
accurate demotion ol the land so covered. , l 

the 
or 

2. Term o i l 
produced in 1 

f i ve shall be In force for a primary term of 
wleased prerftlaea' of from lands pooled therewil ties triJrri 

X-L\ears from the date hereofLand for as long thereafter as oil or gas or other substances covered hereby are 
viihdrt" — ' - ' .. - ••• r this lease IS otherwise'maintained in effect pursuant to the provisions hereof. 

3. Rental Payment If on or before tha first anniversary data hereof operations for the drilling of a well for oil or gas or other substances covered hereby have not been commenced on the 
leaae* premise* w land pooled tntrewimr or-tf there then-lsflo-production In paying quantities from the leased premises or land pooled therewith, then subject to Paragraph 5 below this 

lease ahall terminate aa to both parties unless Lessee on or before that date pays to Lessor or to Lessor's credit in the 
Pjnlr . t " . - o r - f t s successors, which shall be Lessor's depository agent for receiving payments regardless of changes in the 
ownership of said land, the sum ot i 32Q?QQ as rental covering the privilege of deferring the commencement of operations for the drilling of a well for a period of twelve 
months from said arsirvernry data. In tike manner and upon like payments, the commencement of operations,for,the drilling of a well may be further deferred for one or more twleve-month 
W\ykjb^1t»idaVYtom of this tease-, All payments may be made by-check or draft mailed or delivered on Or-before the rental payment date. If the depository bank- should -liquidate or be 
succeeded by another bank, or for any reason fall or refuse to accept rental payment hereunder. Lessee shall not be held In default for failure to make such payment unless Lessor has delivered 
to Lessee a proper recordable Instrument naming another bank as depository agent to receive payments and Lessee has failed to make such payment within 60 days after receipt of such notice. 
It la egraedthai t ^e iA bopw.e^deratlonfi* covers not only the right to deter drilling..during the .first year of this lease, but also all subsequent deferrals of drilling as 
aforesaid, auongnamti iff ofterrlgntt w Ussee hereunder, If on or before any rental payment date Lessee In good faith makes an erroneous rental payment by paying the wrong person, the 
wrong depository, or tha wrong amount, Lessee shall be unconditionally obligated to make proper rental payment for the period Involved and this lease shall continue In effect as though such 
rem* payment had bean properly mada.-provlded that proper rental payment shall be made within 30 days after receipt by Lessee of written notice of the error from Lessor, accompanied by any 
ooajme^ and omee evidence necessary;to. enaŴ^ , . " -551 ; 

* f. floytfty H/mSL flojfflbttdn^oTpanTothtf eubeWicea produced and Saved hereunder shall bef paid by Lessee to Lessor as follows: (a) For oil and other liquid hydrocarbons separated 
at Less*;* secarator,iac)lraes.. r̂njyw shall becne-elphth of such production, to be delivered at Lessee's option.to Lessor it the wellhead or to Lessor's credit it the Lessee's oil purchaser's 
trans'pfirtatlen factltou.̂ rovtoed that Lessee shall have the continuing right to purchase such production at the wellhead market price then prevailing in the same or nearest field for production 
of similar grade and gravity; (b) For oas (Including casinghead gas) and all other substances covered hereby, the royalty shall be one-eighth of the proceeds realized by Lessee from the sale 
thereof, lass a proporwnata pah of tna costs Incurred by Lessee in delivering, compressing, processing or otherwise making such gu or other substance merchantable, provided that Lessee 
shafttiave ffla'eamnumff'right to twrchase"»ueh production at the prevailing wellhead market price paid for production of similar quality In the same or nearest field pursuant to comparable 
purchase contracts ante red Into on the same or nearest preceding date as the date on which Lessee commences Its purchases hereunder, and (c) If a well on the leasehold premises or lands 
pooled therewith It capable of producing gas (including casinghead gas) but such well Is tetther shut-In of production therefrom is not being sold or purchased by Lessee or royalties on 
prad^n-the«from-are not othtrwite^elng paid to Lessor, and-lf this-lease It not otherwise maintained In affect, such well shall nevertheless be considered as though ft were producing gas In 
paying quantities (or the purpose of malrrtalning this lease, whether during or after the primary term, if Lessee pays shut-In royalty of One Dollar per acre then covered by this lease, such 
payment to bt made to Lessor or to Lessor's credit In the depository bank designated above, on or before the next ensuing anniversary date of this lease, or within 96 days after such 
anniversary date, and thereafter on or'before each anniversary data hereof while the well Is shut-in or production therefrom Is not being sold or purchased by Lessee or royalties on production 
therefrom are rtototherwise.being pald toiessor^For the-purpose ot caleulatirB shut-jo royalties, the number of, lease acres described in Paragraph 1 shall be deemed correct, whether actually 
more or less. 

5. Operations. If Lessee drills a weft Incapable of producing In paying quantities /hereinafter called "dry bole") on the leased premises or lands pooled therewith, or if production In paying 
quantities permanently ceases from any cause, then m the event thia lease Is rtbtOTierwise being .rtalritained. Oi force It shall nevertheless remain In force If Lessee commences operations for 
reworking an existing well or for drilling an addrtionai weU on the teased premises or lands pooled therewith within 90 days after completion of operations on such dry hole or within 90 days 
after sucn cessation of produetion.-or; should the lease be within the primary term, If Lessee pays rental on or before the next rental payment date (If any) next ensuing after the expiration of 
said 90-day period; provided that should completion of operations on the dry hole or cessation of production occur teas than 90 days before the last rental payment date, no rental payments or 
further operations thai bt required to maintain this lease for the remainder of the primary term. If at the end of the primary term or at any time thereafter thia lease Is not otherwise being 
maintained In force, ft ahall nevertheless remain In force as long as lessee, without an Interruption of more than 90 consecutive days, engages in drilling, reworking or any other operations 
reasonably calculated to obtain or restore production on the leased premises or lands pooled therewith, and, If such operations result in the production of oil or gas or other substances covered 
iwrtby, at long ftmtJltr M thw k proditflon In paying ouanttttu. 

6. Pooling. Lessee thai have the right but not the obligation to pool all or part of the leased premises or Interest therein with any other lands or interests, as to any or all depths or zones, and 
as to oil or gu or both, either before or after the commencement of production, whenever Lessee deems it necessary or proper to do so In order to prudently develop or operate the leased 
premises, whether or not almllar pooling authority exists with respect to such other lands or Interests. The unit formed by such pooling for an oil well shall not exceed 40 acres plus a maximum 
acreage tolerance of 10%, and for a gu well ahall not exceed 640 acres plus a maximum acreage tolerance of 10%, except that larger units may be formed for oil wells or gas wells to conform 
to any well spacing or density pattern that may be prescribed or permitted by any governmental authority having jurisdiction. To exercise its pooling rights hereunder, Lessee shail file of record a 
wrhien'decwa^describlng^the^nlt and stating the effective date ot pooling, production, drilling or rewondngjojaratjons anywhere on a unit which includes all or any part ol the leased 
premises ahall be treated u if It were production, drilling or reworking operations on the leased premises, except that the production on which Lessor's royalty Is calculated shall be that 
proportion of Iht total unit production produced and saved which the net acreage covered by this lease snd Included in the unit bears to the total gross acreage in the unit. Pooling in one or 
more Instaneet'ehaii not' exhaust Lessee'ŝ pooling right* hereunder, and Lessee: shall have the recurring right butnetthe obligation to revise any unit formed hereunder by expansion or 
contradlorvotboth! ertnefiOefore or after commencement of production, In order to conform to the well spacing ordenslty pattern prescribed or permitted by the governmental authority hiving 
Jurisdiction, or to conform to any productive acreage determination made by such governmental authority. In making such a revision, Lessee shall file of record a written declaration describing 
merevlseddnit and atrtno the effective date of revision. To the extent tny portion ot the leased premises is Included In or excluded from the unit by virtue of such revision, the proportion of unit 
producSorf'ohWn!cttnw»wa»peyaWf h 
uttesmity ttnfnlntWwfinltitMfiiig of reeordt vrrh^ deciaratloivdescriblng.the unit and stating the date oftermination. The restrictions and requirementsthu Pirigraph«:shiii not apply 
to;oimo0ftw fJo^BM^ aumornyinavlhgvloittdlc^ to poollr̂  confaineo In this lease shall 
IrWiKfaSttMontp^ - *••<•>? :JP rce.w!' j . rot;,,--i , -.--i--' 

7"ttiaaMMrtstPtt4fclBSOPm^ abovewlescribediland-onany'portion'thereof, the royaffu,~*but-ln royalties and rentals herein 
prdvfo^WillMlpaJdWtsWftWIy^ bean to the whole and undivided mineral estate In said land or portion-thereof .-Any interest In the production from 
fata^MhW'dSctfbed^ :>;:--'-< • 
,,r atsasp ui Galenic ><e |ii>f>swiu an?* pa vtam ff tmv.mft <*tv-:t jc tf* Ci#«ji <v«i.:- r.* ? .v,m<.- •.C-IOIH.W K-I .• : v..---. .; v*.- «.-•?• . r** w -
8 Ownershlfl Cfeangu. The Interest of either Lessor or Lessee hereunder may be assigned, devised or otherwise transferred In whole or In part, by area and/or by depth or zone, and the rights 
an8$NlMMn*M«w No change In Lessor's ownership shail have the 
effettoiwucMPfhVmm^ In'owrwrtlpshaJI bsStr^ng^ 
o'rctfflftsd' toflM'STtM'ttkumw Lessee's Usual form of division order; which Lessor hereby 
asraea'-to %»fcW-f>nVW ttl p t m ^ af r v w ^ ' i m m ^ ^ ^ t ^ of the death of any person entitled tffrem^ or shut-lftrcyilties hereunder, Lesseernay pay such rentals of shut-in 

^•'Vtj i iJStOTfl ttte:depdsttoty~bankdesignated above;- If at any time twoot more persons are entitled to rentalt or-stttt-Wroyaltiu Wrwndw? 
'•fOWrtfftafs eri(hW-to*oyaitlw^*uefcpers^ cnditfn the depository bank, either lolmty;*r separately In proportion to the Merest whktf'each own* ff lessee transfers 

wwndtr In whole or in part Lessee shall be relieved of all obligations thereafter arising with respect to the transferred Interest, snd failure of transferee to satisfy such obligations 
m ^ t t i l i ( i ^ l H » t t R l ^ M i a M l ^ rightsaofiessee.wlth respectto'the Interest notso transferred. If Lessee transfers a full or undivided Interest in ail or any portion of the 

« I H Ofcle^tto^oblig^Wpay^rerrotf htrtundtrjhaBlit dlvided between Lessee and tha transferee ihtproportlon to the net acreage interestlhTfils tease then held by each, and 
(OrStJCH'PUhXWltor t l fnteot l •- •-•.....in--; • 
•-?«) f:u'uS!i> it-an..:-::;*K:A sw- «s--:t8 r. hts« i'''.-:> •<,:<.''?!••• %A ••.«*.:•'!'.• i.« • {«••-; >. ' -. - ~:-<--
•91' Rtltttfol Ua St. 'ts4SMrmyr'Sttr^time |j>d trom timetotlmeiideliverta lessor or. file of record e-wrttten release of this lease utoa full or undivided tatsrest In alt orany portion of the 
arts'CO\irt0b¥«Jt!t'tfeMtir-iW all obligation thereafter arising v^.respert-to the Irtei^stfrelsased, If Ussee releases all or 
a»u«lvld«*tte«tPinqtt ' ' ' " " " J " ' J - — ^ — — — 
interest rtttinedhettOnder, 
>D vueiiftU fi' 

vririyoepTOWzoriU'tmreuriservv^ JJI ooiiflnior» ro«Ba«er insing wrtn.respecMo uw imerisrsff reuiseo, ir Lsssw muses an or 
ittthanialliotmt t m eDvtr«#nariOK>Utt^iobw be proportionately reduced Irr'accordance With tht'net acreags 
ir.'utd-tortot^parpoM'lhtuxm^ whether actually more Or less; ' <-r >-



10. Ancillary Rights. In exploring for, devsloplng, producing and marketing oil, gas and other substances covered hereby on the leased premises or lands pooled or unitized therewith, In 
primary and/or enhanced recovery, Lessee ahall have the right of Ingress and egress along with tha right to conduct sueh operations on the leued premises as may be reasonably necessary for 
sueh purposes, Incluoing but not limited to geophysical operations, ths drilling of wella, and the construction and uaa of roads, canals, pipelines, tanka, water wella, disposal wells, Injection 
weUs, pits, electric and telephone Ones, power stations and other facilities to discover, produce, store, treat and/or transport production. Lessee may uaa In such operations, free of cost, any 
oU, gu, water and/or other substances produced on the leased premises, except water from Lessor's wells or ponds. The right of Ingress and egress granted hereby shall apply to the entire 
leased premises rwtwlthstanding tny release or other termination affecting any portion thereof. When requested by Lessor In writing, Lessee shall bury ns pipelines below plow depth. No well 
thai be located less than 200 feet from any house or bam now on the leased premises without Lessor's consent, and Lessee shall pay for damage caused by Its operations to buildings and 
other Improvements now on the leased premises, and to timber and growing crops thereon. Lessee shall have the right at any time to remove its fixtures, equipment and materials, Including 
wel casing, from the leased premises during the term of this lease or within a reasonable time thereafter. 

11. Regulation tad Delay. Lessee's obligations under this lease, whether express or Implied, shall be subject to all applicable laws, rules, regulations and orders of any governmental 
authorityraving Jurisdiction, Including restrictions on the drilling and productJon of wells and the price of oil, gu and other substances covered hereby. When drilling, reworking, production or 
other ooeraoons are prtvtrrted, materially Impeded or delayed by such laws, rules, regulations or orders, or by Inability to obtain equipment, services, material, water, electricity, fuel, access or 
easements, or by are, flood, war, rebellion, insurrection, riot, strike or tabor disputes, or by inability to obtain a satisfactory market for production or failure of purchasers or carriers to take or 
transport such production, or by any other cause not reasonably within Lessee's control, this lease shall not terminate because of such prevention or delay, nor ahall Lessee be liable for breach 
of any expreu or tripled covenant, and, at Lessee'a option, the period of such prevention or delay shall be added to the term hereof. 

12. Intel or Default No litigation shall bt initiated by Ussor with respect to any breach or default by Lessee hereunder, for a period of at leut 90 days after Lessor hu given Lessee written 
notice fully describing the breach or default, and than only tf Lessee falls to remedy the breach or default within such period, In the event the matter Is litigated and there It t final judicial 
dettrmlnKion that a breach or default hu occurred, this lease shall not be forfeited or cancelled In whole or in part unless Lessee Is given a reasonable time after said Judicial determination to 
remedy the breach or default and Lessee fails to remedy said breach or default. This Paragraph 12 shall not apply to the matters'covered In Paragraph 3 hereof. 

13. Warranty t i Tttit. Lessor hereby warrants and agrees to defend Lessee's title hereunder, and agrees that Lessee at Lessee's option may pay and discharge any taxes, mortgages or liens 
existing, levied of assessed on or against tha leased premises. If it exercises such option, Lessee shall be subrogated to the rights of the party to whom payment It made and, In addition to its 
other nghts, may reimburse itself out of any rentals, royaltiu or shut-in royaltiu otherwise payable to Lessor hereunder, In the event Lessee is made aware of any dalm Inconsistent with 
Lessor's tide, Lessee may suspend the payment of rentals, royaltiu and shut-in royaltiu hereunder until Ussee hu been furnished satisfactory evidence that such claim hu been resolved In 
Lessor's favor. 

IN WITNESS WHEREOF, this lease Is executed to be effective u of the date first written above, but upon execution shail be binding on the signatory and the signatory's heirs, devisees, 
executors, administrators, successors and assigns, whether or not this lease hu been executed by ail parties hereinabove named u Lessor. 

WITNESSES AND/OR ATTESTATION: LESSOR (WHETHER ONE OR MORE) 

ESTATE OF JEWELL H. STOREY 
By_ 

SS#: 

ACKNOWLEDGEMENTS 

For use In Rocky Mountain Statu (Arizona, Colorado, Idaho, Montana, New Mexico, North Dakota, South Dakota, Wyoming, Utah) 

State of T e x a 8 

County of 
INDIVIDUAL 

Harris } 
Before me, the undersigned Notary Public, personally appeared. 

known to.me to bt the person or persons whose namu are subscribed to the foregoing Instrument, and acknowledged to me that they executed the same for the purposes therein set forth. 

Given under my hand and seal of office on this day of , m 95 

My Commission Expires: 
Notary Public 

State of 

j . INDIVIDUAL 

County of J 

Before me. the undersigned Notary Public, personally appeared. 

known to me to be the person or persons whose namu are subscribed to the foregoing instrument, and acknowledged to me that they executed the same for the purpose therein set forth. 
Given under my hand and seal of office on this day of , ig 

My Commission Expires: 

State of 

County of_ 

Before me, the undersigned Notary Public, personally appeared. 

} 

Notary Public 

CORPORATE 

known to me to be the person whose name Is subscribed to the foregoing Instrument and known to me to be of 

— a corporation, and acknowledged to me that he or she executed the same u the act of said corporation for the purposes 
therein set forth. 

Given under my hand and seal of office on this day of . , 19 

My Commission Expires:. 
Notary Public 

RECORDING INFORMATION 

State of. 

County of. } 
This instrument wis filed for record on the day of 19 at o'clock, M., and 

duty recorded in Book Page , of the . , records of this office. 

By (Deputy) 



MERIDIAN ©ML 
October 2,1995 

Mr. Don Wadsworth 
Betty Osborn Biedenhorn Trust 
c/o Osborn Heirs Co. 
P. 0. Box 17968 
San Antonio, Texas 78286 

Re: East Echols Prospect 
Offer to Lease 
T-1Q-S. R-38-E 
Section 30: E/2 
Lea County, New Mexico 

Dear Mr. Wadsworth: 

Meridian Oil Inc. would like very much to consummate a trade with the Betty Osborn 
Biedenhorn Estate and Betty Osborn Biedenhorn Trust ("Biedenhorn") prior to November 1, 
1995, to avoid compulsory pooling. 

With a spirit of cooperation in mind, Meridian makes the following proposal: 

• Meridian would pay to Biedenhorn's $200/net acre for a mutually-acceptable oil and gas 
lease covering all the captioned acreage, providing for a one-year primary term and a 180 day 
continuous development provision.. 

• Biedenhorn's would reserve unto themselves a 22.5% royalty interest 

• Closing would occur on or before November 1,1995. 

Please consider our proposal and contact me directly at (915) 688-6928 to discuss further details. 
Your prompt attention is greatly appreciated. 

Very truly yours, 

Senior Landman 

LMS/cs BEFORE THE 

Case No. 11417 Exhibit No 
Submitted By: 
MERIDIAN OIL, INC. 

cc: Don Davis 

P.O. Box 51810, Midland, Texas 79710-1810, Telephone 915-688-6800 
33nf) N "A" St Rlr in fi 79705-54(1?; 



MERIDIAN OIL INC. 
P. O. BOX 51810 

MIDLAND, TEXAS 79710-1810 
(915) 688-6800 
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Fax No. Sending To: ( Q fO) cf ^ 6 - 70 Q ^ 

To: J^y^A^ Zo&<teMj~/^£c/. 

From: h \ ^ ^ y > y
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RETURN ADDRESS completed on the reverse side? It 

Thank you for using Return Receipt Service. 



MERIDIAN ©QL 

September 11,1995 

Mr. Don Wadsworth 
Betty Osborn Biedenhorn Estate and 
Betty Osborn Biedenhorn Trust 
c/o Osborn Heirs Co. 
P. O. Box 17968 
San Antonio, Texas 78286 

Re: Well Proposal - East Echols Prospect 
Aunt Lula 30 #1 
1980' FSL & 660' FEL Section 30 
T-10-S, R-38-E 
Lea County, New Mexico 

Dear Mr. Wadsworth: 

Meridian Oil Inc. ("Meridian") hereby proposes the drilling of the Aunt Lula "30" #1 (the 
"Well"), a 9,900' Wolfcamp test located in the E/2 Section 30, T-10-S, R-38-E, Lea County, New 
Mexico, to be spud in October, 1995. Our records indicate that the Betty Osborn Biedenhorn 
Estate owns a 4/144th mineral interest and the Betty Osborn Biedenhorn Trust (collectively 
called "Biedenhorns") owns a 3/144th mineral interest in said acreage. 

Enclosed for your review and execution is an AFE in the amount of $820,000 to drill, complete 
and equip the Well. If you elect to participate in the drilling of the Well, please execute and 
return the AFE to the undersigned by October 1, 1995. Upon Meridian's receipt of said AFE, 
Meridian and the Biedenhorns will enter into a mutually-acceptable joint Operating Agreement 
using AAPL form 610 (1982) Joint Operating Agreement which (a) designates Meridian Oil Inc. 
as operator, (b) provides in Article VI.B.2. for recoupment of 100%/300%/300% of all well costs 
through the wellhead in the event of operations by less than all parties, (c) omits the provision for 
the preferential right to purchase, and (d) provides in Article VII.D.l. for a casingpoint election. 
An Exhibit "C" (Accounting Procedure), Exhibit "D" (Insurance Requirements) and Exhibit "E" 
(Gas Balancing Agreement) will also be forwarded for your review. 

If, however, the Biedenhorns should elect not to participate in the drilling of the Well, Meridian 
respectfully requests a farmin ofthe Biedenhorns' interests in the E/2 Section 30, said farmin 
shall (i) deliver to Meridian an 80% net revenue interest, (ii) require the Well to be spud on or 
before November 1,1995, and (iii) provide for a 180-day continuous development. 

ZOlo-01OO 

P.O. Box 51810, Midland, Texas 79710-1810, Telephone 915-688-6800 
3300 N. "A" St., Bldg. 6, 79705-5406 



Mr. Don Wadsworth 
September 11,1995 
Page 2 

As this well is a wildcat in the Tatum Basin, it is essential that Meridian be delivered no less than 
an 80% net revenue interest or the drilling of the Well becomes uneconomic. In the event 
Meridian and the Biedenhorns are unable to reach mutually-acceptable farmout terms to provide 
for the drilling of the Well by October 1, 1995, please be advised that this proposal will be 
scheduled for a compulsory pooling hearing to be held on November 2,1995. 

I will be happy to discuss any issues or questions you may have with respect to this proposal. As 
time is of the essence, I will be available to prepare agreements, if necessary, to expedite this 
process. You may reach me by phone at (915) 688-6928 or by fax at (915) 688-6010. 

Thank you very much for your response. 

Very truly yours, 

MERIDIAN OIL INC. 

Lesljjn M. SWierc, CPL 
Senior Landman 

LMS/cs 
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you for using Return Receipt Service. 



MERIDIAN ©DL 

July 5,1995 

Ms. Betty Osborne 
P. 0. Box 17968 
Houston, Texas 78286 

Re: East Echols Prospect 
T-1Q-S.R-38-E 
Section 30: E/2 
Lea County, New Mexico 
containing 320 acres, more or less 

Dear Ms. Osborne: 

Meridian Oil Inc. is interested in acquiring an oil and gas lease covering the undivided 4/144ths 
mineral interest owned by you in the captioned acreage. The mineral interest in the captioned 
acreage stated herein is based upon an examination of the records of Lea County, New Mexico. 
Meridian is offering to acquire this lease under the following terms: 

The offer detailed herein is subject to verification and delivery of clear title. If you are in 
agreement with these terms, please execute the enclosed Oil and Gas Lease and draft, fill in your 
.Social Security number and depository bank on the lease and deposit the lease and draft with 
your bank for collection. 

Thank you in advance for your consideration of this request. If you have any questions or 
comments regarding this proposal, please do not hesitate to call me at (915) 688-6928. I shall 
look forward to your reply. 

Very truly yours, 

MERIDIAN OIL INC. 

Bonus: 
Royalty: 
Primary Term: 
Delay Rental: 

$40/net acre 
l/6th 
Five (5) years 
$1.00/acre 

LMS/cs 
Ends. 

P.O. Box 51810, Midland, Texas 79710-1810, Telephone 915-688-6800 
3300 N. "A" St., Bldg. 6, 79705-5406 
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rTj-ucwj 88 
Rocky Mountain (Regulai) 

OIL AND QAS LEASE 

THIS LEASlAQREEMfHT is made nd the. 10th **i<« July , io95 bttwwn Betty Osborne. P. 0. Box 17968 f 

Houston, Texas 78286 ^ 

. u Lessor (whether one or more) and 

ffi^teL?* L, T n PL' , L • P , , 9 , , l _
B n y

l l '
? 1 9 1 P j ^ f f ! 1 / ! _ 1 ? , r i J * 7971 fi-lfil 0 a Lessee. All printed portions of this least were prepared by 

ttaparVtteriinabon-narmd'tt v K ' 
1. Description. In consideration of a cash bonus In hand paid and the covenants herein contained, Lessor hereby Brants exclusively to Lessee the following described land (use attachment for 
long descriptions): 

T-10-S, R-38-E, N.M.P.M. 
Section :30: E/2 

•Notwithstanding anything contained herein to the contrary, the royalties payable under 
Paragraph 4 herein shall be l/6th instead of the stated l/8th. 

in t̂he'tount/ofC_ _ } ^ & , . • .State of New Mex ico — containing .320. Q acres, more or less (Including any Interests therein 
which Lessor may hereafter acquire by reversion, prescription or otherwise), for the purpose of exploring for, developing, producing and marketing oil and gas along with all hydrocarbon and 
nonhydp>eaiisn,tubttarm tjierewtui,..Th«.term "gas" as used herein Includes helium, carbon .dioxide and other commercial gases, as well as hydrocarbon gases. In 
addition to the ttjmrodoW'tadv thf* leaseaiSo covers accretions and any small strips or parcels of land now or hereafter owned by Lessor which are contiguous or adjacent to the 
abcAMwsrtbedJtncV^ .casl)..boJnus, Lessor agrees to execute, at Lessee:v»quest any additional or supplemental-instruments for.a more complete or 
accurate description of ths land so covered. 

2. Term of Lsasa. This least shall be In force for a primary term of l ix i_XLXears from the date hereof, and for as long thereafter as oil or gas or other substances covered hereby are 
produced in •paytntfqtiarnrâ  premises"or from lands pooled therewith Or this lease is otherwise"maintained in effect pursuant to the provisions hereof. 

3. Rental Payment. If on or before the first anniversary date hereof operations for the drilling of a well for oil or gu or other substances covered hereby have not been commenced on the 
leased premrsesw lartfpocled-trierBwhti, or if there then-is-no-production In paying quantities from the leased premises or land pooled therewith, then subject to Paragraph 5 below this 

lease shall terminate as to both parlies unless Lessee on or before that date pays to Lessor or to Lessor's credit-in We. 
Bank at • " —' —-——-. or Us successors, which shall be Lessor's depository agent for receiving payments regardless of changes In the 
ownership of said land, the sum of S.3,201 QO as rental covering the privilege of deferring the commencement of operations for the drilling of a well for a period of twelve 
months from said anniversary data. In Hks manner and upon like payments, the commencement of operations for the drilling of a well may be further deferred for one or more twleve-month 
period* toriitftttWiPdmaiy term ot mis lease. All payments may be made by-check or draft mailed or delivered on or-before the rental payment date. If the depository bank should liquidate or be 
succeeded by anolntr bank, or for any reason fall or refuse to accept rental payment hereunder, Lessee shall not be held in default for failure to make such payment unless Lessor has delivered 
to Lessee t proper recordable Instrument naming another bank as depository agent to receive payments and Lessee has failed to make such payment within 60 days after receipt of such notice. 
It is agreed that the cash bonus. cpnslderation first netted above covers not only the right to defer drillina during the first year of this lease, but also all subsequent deferrals of drilling as 
aforesaid, along1 wtm al other rights of Lessee hereunder. If on or before any rental payment date Lessee In good faith makes an erroneous rental payment by paying the wrong person the 
wrong depository, or the wrong amount. Lessee shaU be unconditionally obligated to make proper rental payment for the period involved and this lease shall continue in effect as"though such 
rental payment had been property made, provided that proper rental payment shall be made within 30 days after receipt by Lessee of written notice of the error from Lessor, accompanied by any 
tocmtimuetltoiimta iis«tsstiy.tOvie>able Ussee to makt:proptr payments . :-..-.\i-:5«;-. 

* f. KbjiKiHjSBL 'MiMWiKfrWBXff i i Substances produced aMsaved hereunder shall be paid by ffisee to Lessor as follows: (a)' For oil and other liquid hydrocartjbns separated 
at LesiM's»eDaiate4M^^ipym shtf beorje-eighth p j * ^ production, to be delivered at Lessee's optionta Lessor at the wellhead or to Lessor's credit at the Lessee's on purchaser's 
transportation' faefflties, provided thatLesmthalrriave the continuing right to purchase such production at the wellhead market price then prevailing in the same or nearest field for production 
of similar grade and gravity; (b) For pa (Including casinghead gas) and ail other substances covered hereby, the royalty shall be one-eighth of the proceeds realized by Lessee from the sale 
thereof, lest I proportionate part of tne costs Incurred by Lessee In delivering, compressing, processing or otherwise making such gu or other substance merchantable, provided that Lessee 
t tMtM WtBimif f l l^ price paid for production of similar quality In the same or nearest field pursuant to comparable 
purchase contracts entered into on the tame or nearest preceding data as tha date on whldf,Lessee commences Its purchases hereunder; and (c) If a well on the leasehold premises or lands 
pooled therewith It capable of producing gas (Including casinghead gas) but such well Isieither shut-In or jmrtufflion therefrom Is not being sold or purchased by Lessee or royalties on 
production therefromwiwt-otherwlsê  paid tt-Lessor, andff thie-lease.lt nototherwlse maintained In effect, such well shall nevertheless be considered as though ft were producing gu in 
paying' quantities for the purpose of maintaining this leue, whether during or after the primary term, If Lessee pays shut-in royalty of One Dollar per acre then covered by this lease, such 
payment to be made to Lessor or to Lessor's credit In the depository bank designated above, on or before the next ensuing anniversary date of this lease, or within 90 days after such 
anniversary date, and thereafter on or'before each anniversary date hereof while the well Is shut-In or production therefrom is not being sold or purchased by Lessee or royalties on production 
therefrom en nototherwlse .being pafdrtoa r̂;;forthepuroos» otealculatî ^ the number of; lease acres described Tn Paragraph 1 shall be deemed correct, whether actually 
more or less. 

5. Operations. If Lessee drills a well incapable of producing In paying quarntjes (he.relnafter called "dry. bole") on the leased premises or lands pooled therewith, or tf production in paying 
quantities permanently ceases from any cause, then In the event this lease la rtototnerwtibelng tialrifined (fr force ft shall nevertheless remain in force if Lessee commences operations for 
reworking an existing wed or for drilling an additional well on the leased premises or lands pooled therewith wfthln 90 days after completion of operations on such dry hole or within 90 days 
after sucn -cessation of production,-er; should the lease be within the primary term, if Lessee pays rental on or before the next rental pavment date (tt any) next ensuing after the expiration of 
said 90-day period; provided that should completion of operations on the dry hole or cessation of production occur leu than 90 days before the last rental payment date, no rental payments or 
further operations shall be required to maintain this lease for the remainder of the primary term. It at the end of tha primary term or at any time thereafter this least Is not othtrwist being 
maintained In force,- ft-shaU nevertheless remain In force u Kmg as lessee, without tn Interruption of more than 90 consecutive days, engages In drilling, reworking -or any other operations 
reasonably calculated to obtain or restore production on the leued premises or lands pooled therewith, and, If such operations result in the production of oil or gas or other substances covered 
hereby, u long thereafter u there Is production In paying quantities. 

8. Pooling. Lessee shall have the right but not the obligation to pool all or part of the leased premises or interest therein with any other lands or interests, u to any or all depths or zones, and 
as to oil or gu or both, either before or after the commencement of production, whenever Lessee deems ft necessary or proper to do so In order to prudently develop or operate the leued 
premises, whether or not similar pooling authority exists with respect to such other lands or Interests. The unit formed by such pooling for an oil well shall not exceed 40 acres plus a maximum 
acreage tolerance of 10%, and for a gu well shall not exceed 640 acres plus a maximum acreage tolerance of 10%, except that larger units may be formed for oil wells or gu wells to conform 
to any well spacing or density pattern that may be prescribed or permitted by any governmental authority having jurisdiction. To exercise its pooling rights hereunder, Lessee shall file of record a 
written dectaraaonrdescriblnff;the'unit and sating the effective date of pooling. Production, drilling or reworMng;.ojierations anywhere on a unit which includes all or any part ol the leased 
premises shall be treated u H It were production, drilling or reworking operations on the leued premises, except that the production on which Lessor's royalty Is calculated shall be that 
proportion of the total unit production produced and saved which the net acreage covered by this lease and Included In the unit bears to the total gross acreage In the unit. Pooling in one or 
mflre . Instance'ahartflot exhaust Leueels .rxwlir̂  recurring right buttnot the obligation to revise any unit formed hereunder by expansion or 
contractio*Bttotfii etther-befDhiior after eommencemertofproductlon lit order.ta conform to the well spacing ortfenafty pattern prescribed or permitted by the flovemmental authority having 
jurisdiction, or to conform to any productive acreage determination made by such governmental authority. In making such a revision, Lessee shall die of record a written declaration describing 
(htTevised<'dnlt and sating the effective date of revision. To the extent any portion of the leued premises is Included in or excluded from the unit by virtue of such revision, the proportion ot unit 
prddOctldrt'Oh iwrreWrOyiftfee'tr*̂  Inihe absence cfpraduetlon-in payingqjamtties from a unftV- ortiponwrrror^ cessation'thereot, 
LUSeermiiy fermirWtwWrt^ tlHnji of rscbrta vrrltten'detiarallonidesertWngithe unit and stating the date of termination, fhertstrtstient'andrequlremem*t>f apply 
tocompuiiOry poOttrtrM^rtiririecttd byoperationJof 1tw:oe byordet'ofany'povernmental authorrtyhavlria.turtsdlction; bur all other references to" piling anfained In tntsTease shall 
litaudeeiieWie îalt̂ ^ r-t:.-,- v; .: - ••• -

ftatutHmthJttPWIiisW the royalties; Shut-In royalties and rentals herein 
provfded^lW^d'ttfcestttWrytothcproM to thewhole and undivided mineral estate in said land or portion thereof. Any interest in the production from 
th*1aiHitiheTiM'«itn^ t ^ b r deducted fromtherein hertfOTttewtd.' >••• ' - ' -: ••• •' , ! 

£• at*9«|l *i OM*H* i1" i'i'lW11' *lr:P V' -i-V.'iiui ii.' ,"i-.-'i5t..v.!.-'!:-.r.: i;« r.-l. c.•» r....\ i ,'i3!ii.u»' i-\ :, • ." .'.:> r<"1 
8. Ownership Changes, tne Interest of either Lessor or Lessee hereunder may be assigned, devised or otherwise transferred in whole or In part, by area and/or by depth or zone, and the rights 
aTHf4bllg«Wrrf « M l i M t i - t f m t n & t i n hdfS|ide>(sewexscutort, tdmWstratorâ occewre ajHf assigns. No change In Lessor's ownership shall have the 
effM'of M u c M ^ in ownership-shall bei(rKling<MTUss«e'ur#45ĉ  after UsteeTtft been tunShed 9* originals 
orctflMfd ( ^ & W t * t t W i t ^ Lessee's usual form of oMIOn order; which Uttor nsreby 
agrees'-tt eS '̂-prloMtr-tte Wr^MwjiitetMM«!tofa>WK& oftttf death of.any person emitted ttf rerrfats or shut-*! royalties hereunder, Lessee fsVpaysucfrreptat* orshut-in 
royiRfe*ll$1h7crt%ff meidepflsttoVt̂ Tleslgrarttd above:.-It at-any time'twoot more perstmtJt'entKfea to rtm^ortfttt^rcytW*^ 
may pfy^mfeTtltt «lnW4fflf tr^ credits tnsdeootitorytank. eftherjototiyyw septra^inprow^ tothe interest-whltt'tacfcown* tf-less* transfers 
its Interest hereunder In whole or m part Lessee shall ba relieved of all obligations thereafter arising with respect to the transferred interest, and failure of transferee to satisfy such obligations 
wlth rap^aoihttraMrttteoM rfgtfttf Jsssetwtn respect̂ tha fnterest notso transferred. If Lessee transfers a tun or undivided interest In al or am portion of the 
area covs^bv-thajfJaWthsM^^ terauodtrsrtfV^^ the transfers* Ih r̂aportiofitt the nrt-acreage lrrt»restTn%t'ieasl'tf«t&by tathfand 
ftfrtfitrl-puT^WSh^^ •'-•••< " •• >••'• •"•••aiiww M W ; - -
;..t«^ nwwcv <nnMi,^tnf%M *v UWiSltOipsi wmn;;.-,,. s.jrfi^: -M it(tt<.ov (--* .'• •• .-***•!•••' i^nt-yi. <r, - •••• A - . • • S.I^M-> oca Q'M y 
9, " ntleuttriLtit^'ttstetmwatejtyll^ 
arta1cOv»Tttfby:*lf1e»illdriir/idep^ slkobllgailoiis.ttw»atitrarla1m imuttfmM^Vt^maaatx 
arfuMMdeOimeTeafcln'l̂  t m covered-hereOyj.l̂ sseelSiobligatiô  reduced ln'aixorrjarK*-wtth IhtuM acreaoe 
'r«»rWttnih>d,heWn^,»T^to rtx:**s#*.U!*iJ: 
10' VUt!ll»« tf:V' (•.• •••<b>?«!Cf| <i7.s;r.h'--'<!- '.•••v.f>«* »,M •t«.«m-i.M >•••• M» •••..(; '-.•i-.-.t.->-s<yi••»; -!.--<n»o isr-f-v. •:; :s.» -vi-!'.'--1-•• • - -



VMS** 
vdudng and marketing oil, gas and other substances covered hereby on the leased premises or lands pooled or unitized therewith, to 
i right of Ingress and egress along with tha right to conduct such operttlorts on the leased premises M miy be rusorithly n*c*jtaryfor 

letted Mmjtft notwItttsM my rata or other tttmlnttlon lifecting any portion thereof. When requested by L*«or In wrranc, Lsssee shall bury Rt piDMnct MOW piwrem NO WIN 
sW be^Sd tetfS^OO ftet from arty house or bam now on the leased pTtrnses without Lessor's consent, ind Lessee thall ny for danuw ctwedfy Its operationsto buildhn and 
other improvsmtnts now on the leased premises, end to timber and growing crops thereon. Lessee shaU have the right tt eny time to remove Its fixtures, equipment end materials, Including 
weU casing, Irom me leased premises during the term of this lease or within s reasonable time thereafter, 

11 Regulation and Delay. Lessee's obligations under this lease, whether express or Implied, shall be subject to all applicable laws, rules, regulations and orders of any governmental 
authority having hirisdlcoon, Including restrictions on the drilling and production of wella and the price of oil, gaa and other substances covered hereby. Whin drilling, reworking, production or 
other operations art prevented, materially Impeded or delayed by such laws, rules, regulations or orders, or by inability to obtain equipment, services, material, water, electricity, fuel, access or 
easements or by fire, flood, war, rebellion, Insurrection, riot, strike or labor disputes, or by Inability to obtain t satisfactory market for production or failure of purchasers or carriers to take or 
transport such production, or by any other cause not reasonably within Lessee's control, this lease shall not terminate because ol such prevention or delay, nor than Lessee bt liable for breach 
of any express or Implied covenant, and, at Lessee's option, the period of such prevention or delay shall be added to the term hereof, 

12 Bread) or Default No litigation shall be Initiated by Lessor with respect to any breach or default by Lessee hereunder, for a period of at least 90 days after Lessor has given Lessee written 
notice fully describing the breach or default, and then only if Lessee falls to remedy the breach or default within such period. In the event the matter la litigated and there is a final judicial 
determination that a breach or default has occurred, this lease shall not be forfeited or cancelled in whole or in part unless Lessee Is given a reasonable time after said judicial determination to 
remedy the breach or default and Lessee fails to remedy said breach or default. This Paragraph 12 snail not apply to the matters covered In Paragraph 3 hereof. 

13. Warranty of Title. Lessor hereby warrants and agrees to defend Lessee's tide hereunder, and agrees that Lessee at Lessee's option may pay and discharge any taxes, mortgages or Hens 
existing levied or assessed on or against the leased premises. II It exercises such option, Lessee shail be subrogated to the rights of the party io whom payment Is made and, in addition to Its 
other rights may reimburse Itself out of any rentals, royalties or shut-In royalties otherwise payable to Lessor hereunder. In the event Lessee is made aware of any dalm Inconsistent with 
Lessor's title, Lessee may suspend the payment oi rentals, royalties and shut-in royalties hereunder until Lessee has been furnished satisfactory evidence that such dalm has been resolved In 
Lessor's favor. 

IN WITNESS WHEREOF, this lease Is executed to be effective as of the date first written above, but upon execution shall be binding on the signatory and the signatory's heirs, devisees, 
executors, administrators, successors and assigns, whether or not this lease has been executed by all parties hereinabove named as Lessor. 

WITNESSES AND/OR ATTESTATION: LESSOR (WHETHER ONE OR MORE) 

Betty Osborne 
SS#: 

ACKNOWLEDGEMENTS 

For use in Rocky Mountain States (Arizona, Colorado, Idaho, Montana, New Mexico, North Dakota, South Dakota, Wyoming, Utah) 

State ol T e x a s 

County of Harris } INDIVIDUAL 

Before me, the undersigned Notary Public, personally appeared B e t t y O s b o r n e 

known to me to be the person or persons whose names are subscribed to the foregoing instrument, and acknowledged to me that they executed the same for the purposes therein set forth. 

Given under my hand and seal of office on this day of . , 10 95 

My Commission Expires: 

State ol 

Notary Public 

County of. } INDIVIDUAL 

Before me, the undersigned Notary Public, personally appeared. 

known to me to be the person or persons whose names are subscribed to the foregoing instrument, and acknowledged to me that they executed the same for the purpose therein set forth. 

Given under my hand and seal ol office on this day ol . , 19 

My Commission Expires:. 

State of 

County ot_ } 

Notary Public 

CORPORATE 

Betore me, the undersigned Notary Public, personally appeared. 
known to me to be the person whose name Is subscribed to the foregoing Instrument and known to me to be. .of 

therein set forth. 

Given under my hand and seal of office on this. 

My Commission Expires: 

., a corporation, and acknowledged to me that he or she executed the same as the act of said corporation for the purposes 

. day of. ,,19_ 

Notary Public 

RECORDING INFORMATION 

State of. 

County of. } 
This instrument was filed for record on the 
duly recorded In Book Page. 

. day of. . o'clock, . M., and 
, of the. . records ol this office. 

(Deputy) 
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f
Fleet Family Mineral Properties 
4332 Livingston Avenue 
Dallas, Texas 76206 
(214) 622-6003 
(214)621-0016 Fax 

10/04/96 

Telefax Message 

To: Leslyn M. Swierc, CPL, Senior Landman 
Meridian Oil Inc. 

From: John J. Fleet, II 

Re: Form of Farmout and Lease 

Dear Leslyn: 

Here is our "Standard" Farmout and Oil and Gas Lease form. 

Of course, any Farmout we agree upon would be changed to be specific to 
our agreement 

Sincerely, 

John J . Fleet, II 

Fleet Family Mineral Properties 
P.O. Box 25028 
Dallas, Texas 75225-1023 
(214) 522-5003 
Fax: (214) 521-0016 
Email: johnfleet@deIphi.com 

BEFORE THE 
OIL CONSERVATION DIVISION 

Case No. 11417 Exhibit No._£? 
Submitted By: 
MERIDIAN OIL, INC. 
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Farmout Agreement 

10/04/95 

Eberty & M«adt, Inc. 
Attn: Susan Brown, Landaaanager 
One Grand Park, Suite 210 
777 Northwest Grand Boulevard 
Oklahoma City, OK 73118 

Re: TLA. Gage #6 Farm FQ288 (114) 
NE/4 NE/4 and B/2 NW/4 NE/4 of 31-3N-1W 
Garvin County, Oklahoma-

Dear Ms. Brora: 

We hare been advised of your exploration plans by Maurice Wbittenbcrg of Palo Duro Land Company. I also 
note that we have made a Fanoout Agreement with you in the past on this tract We are pleased to support 
your proposed exploration by again offering our Farmout under the following teams and conditions: 

1. FAx^y & Meade, Inc., hereinafter lmown as EM. agrees to driU a test well within six (6) morruM of the 
date hereof on the above captioned tract, or upon a drilling and spacing unit in which the above captioned 
acreage will be included under the Rules and Regulations of the Oklahoma Corporation Commission, and 
prosecute the drilling thereof in a diligent and workmanlike manner at EM'S sole cost, risk, expense, and 
liability, to s depth of approximately 5,700° to test the Deese Fonnation, in a good faith effort to establish 
commercial production of oil and/or gas. 

2. EM shall furnish us with all information pertaining to the drilling, testing and completing of all well* 
drilled on the above captioned tract, or upon any unit into which the above captioned acreage has been placed, 
including daily drilling reports, a copy of all drill stem tests or other fonnation testing data, a copy of all-well 
logs, completion reports, and production reports covering runs from the tine of first production, all reports to 
be mailed as set out below, and we shall have access to the derrick floor and the lease at all times. 

Reports and Well Information Mailed to Each of the Following: 

A John J. Fleet, D, P.O. Box 25028, Dallas, Texas 75225-1023 
(214) 522-5003, FAX (214) 521-0016 

B. Alice J, Dickey, 7608 K Shadow Mtn., Paradise Valley, AZ.85253 
(602) 991-0150, FAX (602) 443-8724 

3. Upon completion of said test well as above provided, and as a well capable of producing commercial 
quantities of oil and/or gas, and upon written request within thirty (30) days of the filing ofthe completion 
report with the Oklahoma Corporation Commission, wc will deliver to EM an Oil and Gas Lease on the form 
that is attached hereto and made a part hereof, providing for the payment of a 1/4 royalty to Lessors as 
consideration therefore, covering the drilling and spacing unit upon which the producing weU is located. 

4. If EM'S initial test well on the above captioned Farmout acreage is not commenced, tested and completed as 
herein provided, this agreement shall become null and void and without further obligation on either party. 

5. This Farmout Agreement covers, without warranty of title, the unleased interests of John J. Fleet, John J. 
Fleet, II and Alice J. Dickey, to the extent that either of them own an interest in the property covered by this 
Farmout Agreement- This agreement may be signed in counterpart. 

6. Payment made to Lessors hereunder for oil and/or gas produced herefrom shall be made direct to Lessors 
by the original purchaser under division orders executed by said Lessors. 
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7. This Agreement may not be amended, extended or assigned, in whole or in part, without the specific 
written approval of the parties hereto. 

If the terms and conditions of this Farmout are acceptable to you, please signify your acceptance hereof by 
signing in ftc space provided below and returning one fully executed copy to John J. Fleet in Dallas, and one 
copy to Alice J. Dickey in Arizona, within twenty (20) days of your receipt hereof. 

Sincerely, 

John J. Fleet 

John J. Fleet, H 

Alice J. Dickey 

JJFUAnsw 

The Above Farmout Agreement is Agreed To and Accepted on this day of 199 

Eberly and Meade, Inc.. 

Title 
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F L E E T F A M I L Y O I L & GAS LEASE Farm: H.A. Gage #6 Farm FQ288 f l 14̂> 

AGREEMENT, Made and entered into this dayof , 199 . by and between 
John J. Fleet and John J. Fleet, IL P.O. Box 25028, Dallas. Texas 75225-1028, and Alice J. Dickey, 7608 N. 
Shadow Mtn, Road, Paradise Valley, Arizona S5253, Parties ofthe first part, hereinafter called Lessor, 
whether one or more, and Eberiy & Meade. Inc., One grand Park, Suite 210,777 N.W. Grand Blvd., 
Oklahoma City, OK 73118, Party of the second part, hereinafter called Lessee. 

WITNESSETH, That the said Lessor, for and in consideration of Ten (SI 0.00) Dollars, cash in hand paid, 
receipt of which is hereby acknowledged and ofthe covenants and agreements hereinafter contained on the 
part of Lessee to be paid, kept and performed, has granted, demised, leased and let and by these presents does 
grant, demise lease and let unto tbe said Lessee, for the sole and only purpose of exploring by geophysical and 
other methods, raining and operating for oil (including but not limited to distillate and condensate), gas 
(including casinghead gas and helium and all other constituents), and for laying pipe lines, and building tanks, 
power stations and structures thereon, to produce, save and take care of said products, all that certain tract of 
land, together with any reversionary rights therein, situated in the County of Seminole, State of Oklahoma, 
described as follows, to-wit. 

Description: Northeast Quarter of the Northeast Quarter (NE/4 NE/4) and East One-Half of the 
Northwest Quarter ofthe Northeast Quarter (E/2 NW/4 NE/4) of Section 31, 

Township 3 North, Range 1 West, (Staining 60 acres, more or less. 

It is agreed that this lease shall remain in force for a term of One (1) Year from the date hereof (herein called 
Primary Term) and as long thereafter as oil or gas, or either of them, is produced from said land by the Lessee, 

In consideration ofthe premises the said Lessee covenants and agrees: 

To deliver to the credit of Lessor free of cost, in the pipe line to which it may connect its wells, the one-fourth 
(1 /4th) part of all oil (including but not limited to condensate and distillate) produced and saved from the 
leased premises. 

To pay Lessor for gas of whatsoever nature or kind (with all of its constituents) produced and sold or used off 
the leased premises, or used in the manufacture of products therefrom, one-fourth (l/4th) of the gross proceeds 
received for the gas sold, used off the premises, or in the manufacture of products therefrom, but in no event 
more than one-fourth (l/4th) of the actual amount received by the Lessee, said payments to be made monthly. 
During any period (whether before or after expiration ofthe Primary Term hereof) when gas is not being sold 
or used and the well or wells are shut in and there is no current production of oil or operations on said leased 
premises sufficient to keep this lease in force, Lessee shall pay or tender a royalty often Dollars ($10.00) per 
year per net royalty acre retained hereunder, such payment or tender to be made on or before the anniversary 
date of this lease next ensuing after the expiration of ninety (90) days from the date such weU is shut in and 
thereafter on the anniversary date of this lease during the period such well is shut in, to the royalty owners. 
When such payment is made it will be considered that gas is being produced within the meaning ofthe entire 
tease. Lessor shall have the privilege at his risk and expense of using gas from any well on the leased premises 
for stoves and inside lights in the principal dwelling thereon out of any surplus gas not needed for operations 
hereunder. 

To pay Lessor for gas produced from any oil wells and used off the premises, or for the manufacture of 
casinghead gasoline or dry commercial gas. one-fourth (l/4th) ofthe gross proceeds, at the mouth ofthe well, 
received by Lessee for the gas during the time such gas shall be used, said payments to be made monthly. 
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To deliver to Lessor at its address ss set out above a copy of all logs, core reports, formation tests, completion 
reports and plugging reports as filed with the Oklahoma Corporation Commission with respect to any well 
drilled on these premises and it is understood that Lessor shall have the right of access to all operations 
conducted hereunder. 

The Lessor shall have the right to take its produeuon in kind or separately dispose of its proportionate share of 
all oil and gas produced from these premises. Each Lessor shall execute such division orders and contracts as 
may be necessary for the sale of its interest in production from these premises and each Lessor shall be 
entitled to receive payment direct from the purchaser thereof for its share of all production 

If the Lessee shall commence to drill a well or commence reworking operations on an existing well within the 
term of this lease or any extension thereof, or on acreage pooled therewith, the Lessee shall have the right to 
drill such well to completion or complete reworking operations with reasonable diligence and dispatch, and if 
oil or gas, or either of them, be found in paying quantities, this lease shall continue and be in force with like 
effect as if such well had been completed within the term of years first mentioned. 

This Lease shall be limited in depth from the surface to the base of the deepest formation encountered in the 
first well drilled on the above land, or upon any land with which this Lease is pooled or consolidated by Order 
of the Oklahoma Corporation Commission Three (3) years after the end of the primary term of this Lease, the 
same shall temrinate as to all fonnations except the fonnation or fonnations which are actually producing oil 
or gas or either of them in commercial quantities, Three (5) years after the end ofthe primary term of this 
Lease, the same shall terminate as to all undeveloped locations. A "developed" location shall consist ofthe 
geographical ten (10) acres upon which a producing well is located, or i f drilling and spacing units have been 
established by Order ofthe Oklahoma Corporation Conmiission, then 3 developed location shall consist ofthe 
drilling and spacing unit upon which each producing well is located. 

Lessee is hereby granted the right at any time and from time to time to unitize the leased premises or any 
portion or portions thereof for the production of oil or gas or either of them. However, no unit for the 
production primarily of oil shall embrace more than 40 acres, or for the production primarily of gas, with or 
without distillate, more than 160 acres; provided that if any governmental regulation shall prescribe a spacing 
pattern for the development of the field or allocate a producing allowable based on acreage per well, then any 
such unit may embrace as much additional acreage as may be so prescribed or as may be used in such 
allocation or allowable. Operations upon and production from the unit shall be treated as if such operations 
were upon or such production were from the leased premises whether or not the well or wells are located 
thereon. The entire acreage within a unit shall be treated for all purposes as if it were covered by and included 
in this lease except that the royalty on production from the unit shall be as below provided, and except that in 
calculating the amount of any shut-in gas royalties, only the part of the acreage originally leased and then 
actually embraced by this lease shall bo counted. In respect to production from the unit, Lessee shall pay 
Lessor only such proportion of the royalties stipulated herein as the amount of his acreage placed jn the unit, 
or his royalty interest therein on an acreage basis bears to the total acreage in the unit. 

I f said Leaser owns a less interest in the above described land than the entire and undivided fee simple estate 
therein, then the royalties herein provided shall be paid to Lessor only in the proportion which its interest 
bears to the whole and undivided fee. Lessee shall have the right to use, free of cost, gas, oil and water 
produced on said land for its operations thereon, except water from wells of Lessor. When requested by the 
Lessor, Lessee shall bury his pipelines below plow depth Lessee shall pay for all damages caused by its 
operations to growing crops on said land Lessee shall have the right at any time to remove all machinery and 
fixtures placed on said premises, including the right to draw and remove casing. 

If the estate of either party hereto is assigned, and the privilege of assigning in whole OT in part is expressly 
allowed, the covenants hereof shall extend to their heirs, executors, administrators, successors or assigns, 
However, no change or division in ownership of the land or royalties shall enlarge the obligations or dirnmish 
the rights of Lessee. No change in the ownership of the land cr royalties shall be binding on the Lessee until 
after the Lessee has been furnished with a written transfer or assignment or a true copy thereof. In ease Lessee 
assigns this Lease, in whole or in part, Lessee shall be relieved of all obligations with respect to the assigned 
portion or portions arising subsequent to the date of assignment. 



OCT-04-35 12.44 FROM>JET INFO SYSTEMS - DALLAS ID.214B21001B PAGE 6 / 7 

All express or implied covenants of this lease shall be subject to all Federal and State laws, Executive Orders, 
Rules and Regulations, and this Lease shall not be terminated, in whole or in part, nor Lessee held liable in 
damages, for failure to comply therewith, i f compliance is prevented by, or such failure is the result of any 
such Law, Order, Rule or Regulation. 

This Lease shall be effective as to each Lessor on execution hereof as to his or her interest and shall be 
binding on those signing, notwithstanding some of die Lessors above named may not join in the execution 
hereof. The word "Lessor" or "Lessors* as used in this Lease means the party or parties wto 
as Lessors, although not named above. 

Lessee and his heirs and assigns shall be liable for, and shall exonerate, indemnify and defend Lessor and its 
successors in title, and all surface owners and surface renters of lands to which this oil and gas lease pertains, 
against any and all claims, losses, damages and costs including response costs, arising from any acts or 
omissions pertaining to activities or operations of Lessee, its employees, representatives, agents, invitees, 
guests or contractors, and any and all expenses connected therewith (including, without limitation, attorney's 
fees). Such liability, exoneration and indemnification shall, without limitation, (1) cover bodily injury, death, 
damage to property or natural resources, and compliance with all legal obligations (including, without 
limitation, any governmental order, directive or demand to test for, monitor, clean-up, remove, contain, treat, 
detoxify or neturaliw any pollutants or to conduct any corrective action and to undertake any response, 
removal or remedial activity, and to pay the costs thereof), arising from any presence, treatement, storage, 
disposal, dispersal, discharge, release or escape of hydrocarbons, chlorides, gas vapors or other irritants, or 
contaminants, pollutants, hazardous material, hazardous substance or waste, chemical waste, or any other 
toxic substance, or oil Or gas or fractions thereof even if not considered hydrocarbons, and any spillage 
therefrom, and (2) be deemed a continuing liability, exoneration and indemnification, without limitation of 
duration, that shall survive the expiration or tcrrmnation of this lease and ofthe activities and operations of 
Lease, and shall apply after discovery of conditions and matters that woe not actually discovered prior to such 
expiration or termination ofthe lease. 

Lessee may at any time and from time to time surrender this Lease as to any part or parts ofthe leased 
premises by delivering or mailing a release thereof to Lessor, or by placing a release of record in the proper 
County and furnishing Lessor a true copy thereof. 

Lessor hereby agrees that the Lessee shall have the right at any time to redeem for Lessor by payment any 
mortgages, taxes or other liens on the above described lands, in the event of default of payment by Lessor, and 
be subrogated to the rights of the holder thereof. 

IN TESTIMONY WHEREOF, *e sign this the day of , 19° , 

John J. Fleet 

John J. Fleetjt 

Alice J. Dickey 

State of Texas, County of Dallas, ss: 
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Before me, the undersigned, a Notary Public in and for said County and State on this day of 
, 199 , personally appeared John J. Fleet, to me known to be the identical person who 

executed the within and foregoing instrument and acknowledged to me that he executed the same as his free 
and voluntary act and deed for the uses and purposes therein set forth. 

Given under roy hand and seal of office the day and year last above written 

My Commission Expires 

Notary Public 

State of Texas, County ef Dallas, ss. 

Before me, the undersigned, a Notary Public in and for said County and State on this day of 
; 199 , personally appeared John J. Fleet, U, to me known to be the identical person who 

executed the within and foregoing instrument and acknowledged to me that he executed the same as his tree 
and voluntary act and deed for the uses and purposes therein set forth. 

Given under my hand and seal of office the day and year last above written. 

My Commission Expires _. 

Notary Public 

State of Arizona, County of Maricopa, ss: 

Before me, the undersigned, a Notary Public in and for said County and State on this day of 
, 199 personally appeared Alice J. Dickey, to me known to be the identical person who 

executed the within and foregoing instrument and acknowledged to me that she executed the same as her free 
and voluntary act and deed for the uses and purposes therein set forth. 

Given under my hand and seal of office the day and year last above written. 

My Commission Expires . 

Notary Public 
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Fleet Family Mineral Properties 
4332 Livingston Avenue 
Dallas, Texas 75206 
(214) 622-6003 
(214) 621 -0016 Fax 

10/03/96 

Telefax STessage 
To: Leslyn M. Swierc, CPL, Senior Landman 

Meridian Oil Inc. 

From: John J. Fleet, II 

Re: K. C. Bates #1, NMR-112(714) 
E/2 30-10S-38E, Lea Co, NM 

Dear Mr. Swierc: 

I am in receipt of a copy of your fax to my Cousin, AJ Dickey in Arizona, 
with respect to the above captioned acerage. 

I would be glad to support your intended exploration with our Farmout, 
where a commercial well will earn a restricted Oil and Gas Lease, but the 
20% royalty is unacceptable. We would require our normal 26%. 

Please direct all correspondence for John J. Fleet to the above address. 

Thanks. 

John J. Fleet, II 
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MERIDIAN ©flL 
September 11,1995 

Ms. Alice J. Dickey 
Mr. John J. Fleet 
c/o Alice J. Dickey 
7608 B. Shadow Mountain 
Paradise Valley, Arizona 85253 

Re: Well Proposal - East Echols Prospect 
Aunt Lula 30 #1 
1980* FSL & 660' FEL Section 30 
T-10-S, R-38-E 
Lea County, New Mexico 

Dear Ms. Dickey: 

Meridian Oil Inc. ("Meridian") hereby proposes the drilling of the Aunt Lula "30" #1 (the 
"Well"), a 9,900' Wolfcamp test located in the E/2 Section 30, T-10-S, R-38-E, Lea County, New 
Mexico, to be spud in October, 1995. Our records indicate that Alice J. Dickey ("Dickey") owns 
a l/16th mineral interest and John J. Fleet ("Fleet) owns a l/24th rnineral interest in said acreage. 

Enclosed for your review and execution is an AFE in the amount of $820,000 to drill, complete 
and equip the Well. If you elect to participate in the drilling of the Well, please execute and 
return the AFE to the undersigned by October 1, 1995. Upon Meridian's receipt of said AFE, 
Meridian and Dickey and Fleet will enter into a mutually-acceptable joint Operating Agreement 
using AAPL form 610 (1982) Joint Operating Agreement which (a) designates Meridian Oil Inc. 
as operator, (b) provides in Article VI.B.2. for recoupment of 100%/300%/300% of all well costs 
through the wellhead in the event of operations by less than all parties, (c) omits the provision for 
the preferential right to purchase, and (d) provides in Article VII.D.l. for a casingpoint election. 
An Exhibit "C" (Accounting Procedure), Exhibit "D" (Insurance Requirements) and Exhibit "E" 
(Gas Balancing Agreement) will also be forwarded for your review. 

If, however, Dickey and Fleet should elect not to participate in the drilling of the Well, Meridian 
respectfully requests a farmin of Dickey's and Fleet's interests in the E/2 Section 30, said farmin 
shall (i) deliver to Meridian an 80% net revenue interest, (ii) require the Well to be spud on or 
before November 1,1995, and (iii) will provide for a 180-day continuous development. 

As this well is a wildcat in the Tatum Basin, it is essential that Meridian be delivered no less than 
an 80% net revenue interest or the drilling of the Well becomes uneconomic. In the event 
Meridian and Dickey and Fleet are unable to reach mutually acceptable-farmout terms to provide 
for the drilling of the Well by October 1, 1995, please be advised that this proposal will be 
scheduled for a compulsory pooling hearing to be held on November 2,1995. 

P.O. Box 51810, Midland, Texas 79710-1810, Telephone 915-688-6800 
3300 N. "A" St., Bldg. 6, 79705-5406 



Ms. Alice J. Dickey 
Mr. John J. Fleet 
September 11,1995 
Page 2 

I will be happy to discuss any issues or questions you may have with respect to this proposal. As 
time is of the essence, I will be available to prepare agreements, if necessary, to expedite this 
process. You may reach me by phone at (915) 688-6928 or by fax at (915) 688-6010. 

Thank you very much for your response. 

Very truly yours, 

MERIDIAN OIL INC. 

Leslyn M. Swierc, CPL 
Senior Landman 

LMS/cs 
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MERIDIAN ©DL 
July 5,1995 

Mr. John J. Fleet 
c/o Ms. Alice J. Dickey 
7608-B Shadow Mountain 
Paradise Valley, Arizona 85253 

Re: East Echols Prospect 
T-10-S.R-38-E 
Section 30: E/2 
Lea County, New Mexico 
containing 320 acres, more or less 

Dear Mr. Fleet: 

Meridian Oil Inc. is interested in acquiring an oil and gas lease covering the undivided l/24th 
mineral interest owned by you in the captioned acreage. The mineral interest in the captioned 
acreage stated herein is based upon an examination of the records of Lea County, New Mexico. 
Meridian is offering to acquire this lease under the following terms: 

The offer detailed herein is subject to verification and delivery of clear title. If you are in 
agreement with these terms, please execute the enclosed Oil and Gas Lease and draft, fill in your 
Social Security number and depository bank on the lease and deposit the lease and draft with 
your bank for collection. 

Thank you in advance for your consideration of this request. If you have any questions or 
comments regarding this proposal, please do not hesitate to call me at (915) 688-6928. I shall 
look forward to your reply. 

Very truly yours, 

Bonus: 
Royalty: 
Primary Term: 
Delay Rental: 

$40/net acre 
l/6th 
Five (5) years 
$1.00/acre 

LMS/cs 
Ends. 

P.O. Box 51810, Midland, Texas 79710-1810, Telephone 915-688-6800 
3300 N. "A" St., Bldg. 6, 79705-5406 
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Producers 88 
RorJcyMountaln (Regular) 

OIL AND GAS LEASE 

TOISIiASEAqRff|«|KTfr^ 1 fir h day of, ,-July, _ , ig£5 , John J . F lee t , c/o Al ice J . Dickey, 
7608-B Shadow Mountain, Paradise Val ley . Arizona 85253 

— — ' ' ~ — 7 : as Lessor (whether one or more) and 

. M e r i d i a n O i l I n c . , P . O . Box 5 1 8 1 0 . M i d l a n d TX 7 9 7 1 0 - 1 8 1 0 as Lessee. All printed portions ol this lease were prepared by 
W panyrwrelratwvrRamed as Lessee; but all other-provisions (including the-completion of blank spaces) were prepared jointly by Lessor and Lessee. 

1. Description. In consideration of I cash bonus In hand paid and the covenants herein contained, Lessor hereby grants exclusively to Lessee the following described land (use attachment for 
long descriptions): 

T-10-S, R-38-E, N.M.P.M. 
Section :30* E / 2 

•Notwithstanding anything contained herein to the contrary, the royalties payable under 
Paragraph 4 herein shall be l/6th instead of the stated l/8th. 

in the County of — _Le§ , State of New M e x i c o containing 3 2 0 . 0 a c r e S i m o r e o r | e s s (including any Interests therein 
which Lessor may hereafter acquire by reversion, prescription or otherwise), for the purpose of exploring for, developing, producing and marketing oil and gas along with all hydrocarbon and 
nonhyd[pQâ n,substances produced.in association therewitĥ The term "gas" as used herein includes helium, carbon "dioxide and other, commercial gases, as wellas hydrocarbon gases. In 
addition tD tfa'above^escrioed'larid-,' thfs lease also covers accretions and any small strips or parcels of land now or hereafter owned by Lessor which are contiguous or adjacent to the 
above-described land, and, ̂ consideration of the aforementioned cash bonus, lessor agrees to execute at Lessee's, request any additional or supplemental- Instruments ̂ >ra more complete or 
accurate description of the land so covered. 

2. Term pi Lease. This lease shall be In force for a primary term of j [ i v§_LL^ears from the date hereof, and for as long thereafter as oil or gas or other substances covered hereby are 
produced in paying quantities Irom the leased premises or from lands pooled therewith or this lease Is otherwise maintained in effect pursuant to the provisions hereof. 

3. Rental Payment If on or before the first anniversary date hereof operations for the drilling of a well for oil or gas or other substances covered hereby have not been commenced on the 
leased premises or land; pooled therewith, or if there then-is no-production in-paying quantities from the leased premises or land pooled therewith, then subject to Paragraph 5 below this 

lease shall terminate as to both parties unless Lessee on or before that date pays to Lessor or to Lessor's credit In the 
Bank at : . , or Its successors, which shall be Lessor's depository agent for receiving payments regardless of changes in the 
ownership of said land, the sum of S. 

320.00 — as rental covering the privilege of deferring the commencement of operations for the drilling of a well for a period of twelve 
months from said anniversary date. In like manner and upon like payments, the commencement of operations for the drilling of a well may be further deferred for one or more twleve-month 
period* fludna-the .primary term of mis leas* All payments maybe made by-check or draft mailed or delivered on or before tha rental payment date. If the depository bank should liquidate or be 
succeeded by another bank, or for any reason fall or refuse to accept rental payment hereunder, Lessee shall not be held In default for failure to make such payment unless Lessor has delivered 
to Lessee a proper recordable instrument naming another bank as depository agent to receive payments and Lessee has failed to make such payment within 60 days after receipt of such notice. 
It Is agreedjiafthe cash bonus,.cprtsideratlon, first njcited above ravers not.only the right to. defer drilling..durlngJtieJrst year of .this lease, but also all subsequent deferrals of drilling as 
aforesaid, iJong'wnn i l l other* rignts-wliessee hereunder. If on or before any rental payment date Lessee In good faith makes an erroneous rental payment by paying the wrong person, the 
wrong depository, or the wrong amount. Lessee shall be unconditionally obligated to make proper rental payment for the period Involved and this lease shall continue In effect as though such 
rental payment had been property made, provided that proper rental payment shall be made within 30 days after receipt by Lessee of written notice of the error from Lessor, accompanied by any 
documents and othep evidence oecessary/towiable Ussee Umal«:proper payment,; ,, ; •-.•\i-.-t •A .s, 
(. f& t i l f f t i jm t tT l i f f lM i hereunder shall be*paid by Lessee to Lessor as follows: (a) Forblf arid other liquid'hydrocarbons separated 
at lesieei »»parator,4ac^»».̂ .rpyafty shall be .one-eighth of. such productions be delivered at Lessee's optionta Lessor, at the wellhead or to Lessor's credit at-the-Ussee's oil-purchaser's 
trartfponatJdh1 tadlrtJes "provided to Lessee shalihave the continuing right to purchase such production at the wellhead market price then prevailing in the same or nearest field for production 
of similar grade and gravity; (b) For gas (including casinghead gas) ana all other substances covered hereby, the royalty shall be one-eighth of the proceeds realized by Lessee from the sale 
thereof, less a proportionate part of the costs Incurred by Lessee In delivering, compressing, processing or otherwise making such gas or other substance merchantable, provided that Lessee 
ŝ haffJiave Ihrranunulh^ price paid for production of similar quality In the same or nearest field pursuant to comparable 
purchase contracts entered Into oh the same or nearest preceding date as the date on which Lessee commences its purchases hereunder; and (c) If a well on the leasehold premises or lands 
pooled therewith Is capable of producing gas (Including casinghead gas) but such well Is ̂ 'either shut-In or production therefrom Is not being sold or purchased by Lessee or royalties on 
pn^i^on therefrom-ar»not-otherwls»-b«ing paid to Lessor, and-if thiaJease-ls not otherwise maintained in effect, such well shall nevertheless be considered as though it were producing gas in 
paying quantities for the purpose of maintaining this lease, whether during or after the primary term, if Lessee pays shut-in royalty of One Dollar per acre then covered by this lease, such 
payment to be made to Lessor or to Lessor's credit In the depository bank designated above, on or before the next ensuing anniversary date of this lease, or within 90 days after such 
anniversary date, and thereafter on or before each anniversary date hereof while the well Is shut-in or production therefrom Is not being solo or purchased by Lessee or royalties on production 
therefrom are nbtothervrise being pald toiessor. For the purpose of calculating shut-in royalties, the number of lease acres described In Paragraph 1 shall be deemed correct, whether actually 
more or less. 

5. Operations. If Lessee drills a well Incapable of producing in paying quantities (hereinafter called "dry. hole") on the leased premises or lands pooled therewith, or if production in paying 
quantities permanently ceases from any cause, then In the event this lease is nolotnerwise being maintained Ih force it shall nevertheless remain in force if Lessee commences operations for 
reworking an existing well or for drilling an additional well on the leased premises or lands pooled therewith within 90 days after completion of operations on such dry hole or within 90 days 
after sucn cessation ef production,-orT should the tease be within the primary term, If Lessee pays rental on or before the next rental payment date (if any) next ensuing after the expiration of 
said 90-day period; provided that should completion of operations on the dry hole or cessation of production occur less than 90 days before the last rental payment date, no rental payments or 
further operations shall be required to maintain this lease for the remainder of the primary term. If at the end of the primary term or at any time thereafter this lease Is not otherwise being 
maintained in- force, It-shall nevertheless remain In force as long as lessee, without an interruption ol more than 90 consecutive days, engages In drilling, reworldng-or any other operations 
reasonably calculated to obtain or restore production on the leased premises or lands pooled therewith, and, If such operations result in the production of oil or gas or other substances covered 
hereby, as long thereafter as therejsproductfon in paying quantities. 

6. Pooling. Lessee shall have the right but not the obligation to pool all or part of the leased premises or Interest therein with any other lands or Interests, as to any or all depths or zones, and 
as to oil or gas or both, either before or after the commencement of production, whenever Lessee deems It necessary or proper to do so In order to prudently develop or operate the leased 
prem1sesrwnether"ornot similar pooling authority-exists with respecttosuch-other lands or interests. TheTinltformed by such pooling for an oil well shall nor exceed 40 acres ptusa maximum 
acreage tolerance of 10%, and for a gu well shall not exceed 640 acres plus a maximum acreage tolerance of 10%, except that larger units may be formed for oil wells or gas wells to conform 
to any well spacing or density pattern that may be prescribed or permitted by any governmental authority having jurisdiction. To exercise Its pooling rights hereunder, Lessee shall tile of record a 
wrttteaaecuuilkm.TJesaiWBjrtneiunlt and rating the effective date of pooling. Production, drilling ortreworx!ngyoj)en)tlonS'anywrie(&'On a unit which Includes all or any part of the leased 
premises shall be treated as tf It were production, drilling or reworking operations on the leased premises, except that the production on which Lessor's royalty Is calculated shall be that 
proportion of the total unit production produced and saved which the net acreage covered by this lease and Included In the unit bears to the total gross acreage In the unit. Pooling In one or 
mdreahelancait'anatt'itot'exhauw to revise any unit formed hereunder by expansion or 
rontraetio*oieoth; eitMtfDeibhiioraftePeommeiKementof production,^ order.to; conform to the weli spacing orsdensity pattern prescribed or permitted by the governmental authority having 
jurisdiction, or to conform to any productive acreage determination made by such governmental authority. In making such a revision, Lessee shall file of record a written declaration describing 
fMieviseo-'dntt and stating the effective date of revision. To the extent any portion ol the leased premises is Included in or excluded from the unit by virtue ot such revision, the proportion of unit 
prdoiicSoWfM'vMcfff'^ 
EisSe* w termli^tM^ftftiby flllrM of recORj a written declaratloa describlng.the unit and stating the date of termination, the restrictions and requirements-ofw Paragrabh 6:sha11 ftot apply 
to'CoTnputsory pMlIfiQ^ef4ntere*ftffe^'^ authorityihavlrig^urisdlctioni bufcall'tther;refererices tor pooling contained In thlslease shall 
iiWuc*s««ie^pUI*or>rp^ v ' < - rx-ys-v. rn •-.-:>.'•• i ;iv-,- : ; 

7ltUisWIMrtMP1Ktl^^ above-described1 land: or>any portion thereof, the royalties,- shut-in royalties and rentals herein 
pro^fdetf'ihaUibeipaidWt^ bears to the whole and undivided mineral estate in said land or portion thereof .Any interest In the production from 
tik'landsifcerelrt'oescrib^ 
S ^teaeti»ic*l**ir V!»»*f:F Tsirfw. *a :\i\z<.<».:•:• :«.-n«.:t ;siv.-".*; :\: -. i-ncwsi.-1-'-. : • r> :• ..?.: . <•«—.# •>• 
8. Ownership Changes, the Interest of either Lessor or Lessee hereunder may be assigned, devised or otherwise transferred In whole or In part, by area and/or by depth or zone, and the rights 
anil oblijatldrtfOf WparoWljertiinder shall extend to their, respective helrsj •• devisees;* executors, administrators, successors and assigns. No change in Lessor's ownership shall have the 
effect of rMuc^fh»twht*or en1arp̂  change In ownership shall be binding on'Lessee untiU5 days after Lessee has been furnished the originals 
frctftJflM f»0& !df tne-Oocurn^ Lessee's Usual form of division order; which Lessor hereby 
aVrees^execthe'-prfortt-tnt rrfyrr^of royaWM'hereunder/lirthe-event ol the death of any person entitled to'rentals or shut-lit royalties hereunder, Lessee may pay Such rentals or shut-in 
royalties to the'Creditdf 0>cM«it Ofidecedent's estate in the:deposltoryhank designated above. If at any time fwoor more persons are. entitled to rentals or shut-in royalties hereunder,: Lessee 
may pSrŷ O'Cfrrtfflaf* Of sTW '̂royaWestosuctvrjereons or totheir credit In the depository bank, either jolntiy;«r separately In proportion to the Interest whlch'each ownsi If Lessee transfers 
its interest hereunder In whole or In part Lessee shall be relieved of all obligations thereafter arising with respect to the transferred Interest, and failure of transferee to satisfy such obligations 
wKh'nfspecttf I h t t r aMf^ rightsof lessee.wlth respect-to the Interest not so transferred. If Lessee transfers a full or undivided Interest in all or any portion of tha 
area covsrstfby-tr&'leaW.MhVoUig^ hereuodershalt be dtvldedtetween Lessee and the transferee irt proportion to the net acreage Interest IMhts'lease then-held̂  by each, and 
forsucKpunJoWw ; • v •':->*m* '••'' 

siu,;w«> »aft!^5jsi>q«.,ii «w 'S\um c. ofjitt msu-yipis. i&;i>uZ siA hoitou i .»'•';' ;-• •:• r>- f ;rr; ••• .»•.--.;• e ;•.'•<.:•* r->iO* ti;-.-.-. v?<: 
•9l' RalessSiOf L^Slk lessee rnayr'at«itytinie and from time.to'1ime;;dellverto)Lessor. orflle of record a: written release ot this lease as-to a full or undividedlntertst Inallor any portion of the 
arta coVereffbywWIe^'jr.ari/ all obligations thereafter arising with;respecUO the Interest stf released. It-Lessee releases all or 
arPurMrVtdedimerest̂ ln t̂haniallioCthe are»:covere*r«reby,.Lesseeiioblla^or̂  to pay .rentals â  reduced In ĉccrdance-with the'net acreage 
imttre^fettined^crnaer.a : %?srA<&&. 
10' yuemeu Kieirfa' ?J ?>$<.r>z.A m' CUxrA-'r •i>«'.>"ti-v? •->!'"s* = - wise .'. ,: :") ."• '•'•'• l o O t ^ ; w u-us-x- -.-iv (2/82) 
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MERIDIAN ©UL 
July 5,1995 

Ms. Alice J. Dickey 
7608-B Shadow Mountain 
Paradise Valley, Arizona 85253 

Re: East Echols Prospect 
T-1Q-S.R-38-E 
Section 30: E/2 
Lea County, New Mexico V 
containing 320 acres, more or less 

Dear Ms. Dickey: 

Meridian Oil Inc. is interested in acquiring an oil and gas lease covering the undivided 1/16th 
mineral interest owned by you in the captioned acreage. The rnineral interest in the captioned 
acreage stated herein is based upon an examination of the records of Lea County, New Mexico. 
Meridian is offering to acquire this lease under the following terms: 

The offer detailed herein is subject to verification and delivery of clear title. I f you are in 
agreement with these terms, please execute the enclosed Oil and Gas Lease and draft, f i l l in your 
Social Security number and depository bank on the lease and deposit the lease and draft with 
your bank for collection. 

Thank you in advance for your consideration of this request. If you have any questions or 
comments regarding this proposal, please do not hesitate to call me at (915) 688-6928. I shall 
look forward to your reply. 

Very truly yours, 

Bonus: 
Royalty: 
Primary Term: 
Delay Rental: 

$40/net acre 
l/6th 
Five (5) years 
$1.00/acre 

LMS/cs 
Ends. 

P O Box 51810. Midland, Texas 79710-1810. Telephone 915-688-6800 
3300 N "A" St.. Bldg. 6. 79705-5406 





ttMUCHS ta 
Rocky Mountain (Regular) 

OIL AND OAS LEASE 

Wis LEASE AGREEMENT jsmadtasof the i"fh ifay.rf July. ig£5 t«twetn Alice J . Dickeyv 7608-B Shadow 
Mountain, Paradise Valley. Arizona 85253 

. as Lessor (whether pne or more) and 

Merid ian O i l Tnff. , P . O . Bnv STRIP. M ^ l * ^ TV 70710-1810 
as Lessee. All printed portions of this lease were prepared by 

the party hereinabove named » Lessee, but all other provisions (Including the completion of blank spaces) were prepared jointly by Lessor and Lessee. 
1. Description. In consideration of a cash bonus in hand paid and the covenants herein contained, Lessor hereby grants exclusively to Lessee the following described land (use attachment for 
long descriptions): . 

T-IO-S, R-38-E, N.M.P.M. 
Section "30: E/2 

*Notwithstaridihg anything contained herein to the contrary, the royalties payable under 
Paragraph 4 herein shall be l/6th instead of the stated l/8th. 

in the County of. I i £ § , State of — N e w M e x i c o containing 3 2 0 . 0 acres, more or less (Including any interests therein 
which Lessor may hereafter acquire by reversion, prescription or otherwise), for the purpose of exploring for, developing, producing and marketing oil and gas along with all hydrocarbon and 
rwnln^pcap)w,su|istanc^ ttorewim..The term "gas." as used herein includes helium, carbon dioxide and other commercial gases, as wellas hydrocarbon gases. In 
addition to tr« abovMescrloed land-,1 tnfs toase'tlso covers accretions and any small strips or parcels of land now or hereafter owned by Lessor which are contiguous or adjacent to the 

l,rtnjec^de/̂ on,c t̂he,aforemerrtionfd casif bonus, Lessor agrees to execute at Lessee.'s,request any additional or.supplemental instruments, lore more complete or 
i land so covered. 

2. Tern of Lena, This (ease shall be In force for a primary term of ? i v e ( 5 l e a r s f r o m the date hereof, and for as long thereafter as oil or gas or other substances covered hereby are 
produced In ''paying quantities' from':me1ea$ed prenilses or from lands pooled therewith or this lease is otherwise maintained in effect pursuant to the provisions hereof. 

3. Rental Payment If on or before the first anniversary date hereof operations for the drilling of a well for oil or gas or other substances covered hereby have not been commenced on the 
leased.prenitsestir landpocrtedtherew^ quantities from the leased premises or land pooled therewith, then subject to Paragraph 5 below this 

lease shall terminate as to both parties unless Lessee on or before that date pays to Lessor or to Lessor's credit In/the 

B a n k e t - ^ . - " ~ • - " 1 ,-orrts-successors, which shall be Lessor's depository agent for receiving payments regardless of changes In the 
ownership of said land, the sum of & 32Q.Q0 as rental covering the privilege of deferring the commencement of operations for the drilling of a well for a period of twelve 
months from said anniversary date. In like manner and upon like payments, the commencement of operations tor; the drilling ol a weli may be further deferred for one or more twleve-month 
period* Ajn^theJ^BWterm of this leas*. All payments may be made by-check or draft mailed or delivered on of-before the rental payment date. If the depository bank should liquidate or be 
succeeded by another bank, or for any reason fail or refuse to accept rental payment hereunder, Lessee shall not be held in default for failure to make such payment unless Lessor has delivered 
to Lessee a proper recordable Instrument naming another bank as depository agent to receive payments and Lessee has failed to make such payment within 60 days after receipt of such notice. 
It Is agreedthat the cash boqus..cpnsideration first recited above covers not only the right to deter drilling .during, the first year of this lease, but also all subsequent deferrals of drilling as 
aforesad. i w n g ^ a f l other r̂  If on or before any rental payment date Lessee in good faith makes an erroneous rental payment by paying the wrong person, the 
wrong depository, or the wrong amount Lessee shaU be unconditionally obligated to make proper rental payment for the period Involved and this lease shall continue in effect as though such 
rental payment had been properly made, provided that proper rental payment shall be made within 30 days after receipt by Lessee of written notice of the error from Lessor, accompanied by any 
doamejn*s^'0thepevl«r«oece3sa^^ -A -

* 4~. Royalty PaymeW RowltJes oh olirgas arid other substances produced and saved hereunder shall be paid by Lessee to Lessor as follows: (a) For oil and other liquid hydrocarbons separated 
at Lessee's separator iadlraes.^e royalty shall be one-eighth pi such production, to be delivered at Lessee's option to Lessor at the wellhead or to Lessor's credit at the Lessee's oil purchaser's 
transportation" facftm.itnivldifd that Lessee shall have the continuing right to purchase such production at the wellhead market price then prevailing In the same or nearest field for production 
of similar grade arid gravity; (b) For gas (including casinghead gas) ana all other substances covered hereby, the royalty shall be one-eighth of the proceeds realized by Lessee from the sale 
thereof, less a proportionate pah of the costs incurred by Lessee In delivering, compressing, processing or otherwise making such gas or other substance merchantable, provided that Lessee 
sfiafffuve ffle oSnMUIhYrlgM market price paid for production of similar quality in the same or nearest field pursuant to comparable 
purchase contracts entered into on the same or nearest preceding date as the date on which .Lessee commences its purchases hereunder; and (c) If a well on the leasehold premises or lands 
pooled therewith la capable of producing gas (including casinghead gas) but such well Is-either shut-in or production therefrom Is not being sold or purchased by Lessee or royalties on 
production therefrom-are not otherwise-being paid to Lessor, and-If this lease it not otherwise maintained In effect, such well shall nevertheless be considered as though It were producing gas in 
paying quantities for the purpose of maintaining this lease, whether during or after the primary term, if Lessee pays shut-In royalty ol One Dollar per acre then covered by this lease, such 
payment to be made to ussor or to Lessor's credit in the depository bank designated above, on or before the next ensuing anniversary date of this lease, or within 90 days after such 
anniversary date, and thereafter on or before each anniversary date hereof while the well Is shut-in or production therefrom Is not being sold or purchased by Lessee or royalties on production 
therefrom arerictottierwtsejbetag paidetostesspr.sFflrthep4irp^e:tf the number otlease acres described Tn Paragraph 1 shall be deemed correct, whether actually 
more or less. 

5. Operations. If Lessee drills a well incapable of producing In paying quantities /hereinafter called "dry hole") on the leased premises or lands pooled therewith, or if production in paying 
quantities permanently ceases from any cause, then In the event this lease Is rtotnberwist oeing malraaihed In force it shall nevertheless remain In force if Lessee commences operations for 
reworking an existing well or for drilling an additional well on the leased premises or lands pooled therewith within 90 days after completion of operations on such dry hole or within 90 days 
after such-cessation of-production.-orr should the lease be within the primary term, If Lessee pays rental on or before the next rental payment date (If any) next ensuing after the expiration of 
said 90-day period; provided that should completion of operations on the dry hole or cessation of production occur less than 90 days before the last rental payment data, no rental payments or 
further operations snail be required to maintain this lease for the remainder of the primary term. If at the end of the primary term or at any time thereafter this lease Is not otherwise being 
maintained in force, it-shall nevertheless remain in force as long as lessee, without an Interruption of more than 90 consecutive days, engages in drilling, reworidng-or any other operations 
reasonably calculated to obtain or restore production on the leased premises or lands pooled therewith, and, If such operations result In the production of oil or gas or other substances covered 
hereby, as long thereafter as there Is production in paying quantities. 

6. Pooling. Lessee shall have the right but not the obligation to pool all or part of the leased premises or interest therein with any other lands or interests, as to any or all depths or zones, and 
as to oil or gas or both, either before or after the commencement of production, whenever Lessee deems it necessary or proper to do so in order to prudently develop or operate the leased 
premises; whether tir not similar pooling authority exists~wfth respect to such other lands or interests. The unitformed by such pooling for an oil well shall not exceed 40 acres plus's maximum 
acreage tolerance ot 10%, and for a gu well than not exceed 640 acres plus a maximum acreage tolerance of 10%, except that larger units may be formed for oil wells or gu wells to conform 
to any weU spacing or density pattern that may be prescribed or permitted by any governmental authority having jurisdiction. To exercise Its pooling rights hereunder, Lessee shall file of record a 
written eclaratioTvtf McdWogTtha 'unit and stating the effective date of pooling. Production, drilling or nrworWngHjperatlons anywhere-on a unit which Includes all or any part of the leased 
premises shall be treated aa if It were production, drilling or reworking operations on the leased premises, except that the production on which Lessor's royalty Is calculated shall be that 
proportion of the total unit production produced and saved which the net acreage covered by this lease and Included In the unit bears to the total gross acreage in the unit. Pooling In one or 
more Instancw'slW Art exhaust lasswttpoo^ right* hereunder, and Lessee shall have: the recurring right binVnot the obligation to revise any unit formed hereunder by expansion or 
amtradloa'OtSothi ettutbefore-or after c r̂nerKement of production. In ordw.to contort to the well spacing ordensity pattern prescribed or permitted by the governmental authority having 
jurisdiction, or to conform to any productive acreage determination made by such governmental authority. In making such a revision. Lessee shall file of record a written declaration describing 
tMttvlseoVdhtt and stating the effective date of revision. To the extent any portion of the leased premises Is Included in or excluded from the unit by virtue of such revision, the proportion of unit 
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toVc^p îftoTjf pMn^frf|jfltere%Nrte^ aumority:havingi^ bufca^omer.refereriro ^ 

irare;anoiUiwrvww.mtnera.!«iaie in-me aoove-oescnoea-iano or>any poraorrmereor, me royalties, «nuwn royalties ana reman nerein 
n-l»hlcrrtj^s:lrneresl t)eara to theiwhole and undivided mineralestateinsaid land or pbrtorMhereof ̂ A^fntamtthrlhe'priMlticiJQn'from 
stawma^^Je^ alaB^ecidediJCt^^ « ii'- -•su*'. '•• *Q a** '-• * c •>«• 
q pi Hi'iSt.tmi'i.iew.r {" s>A piwp -ii ci-^!,./ ,:A fss>*s* iieiancqcr ,"H I'JIV. :. ,1-'.... r ?ysi ,*B >>'•? »••'»« r'>5«S9 . 

Indu<t#wa«(>«p^ effeetedionder^-Paragraph*' 

7;»Usteir,ttt*fi*tPWI«sc*iowM^ the royalties, «hut-ln royalties and rentals herein 
flNMMsjMttUf^^ *" — — - j > * - ~ 

;;r aiescp oi Detenu* no i&Ospou p» 'iMi»Wfl p>.; 
8 Ownership Changes. The Interest of either Lessor or Lessee hereunder may be assigned, devised or otherwise transferred In whole or In part, by area and/or by depth or zone, and the rights 
• M W i m W M ^ & ^ t i m i i M stJilt :*d«fd«tJielE«^^ No change In Lessor's ownership shall have the 
efMsttTOumOT ln;tnmerslilp;sbalff«ahdlnff wtl isse*uW45^aftef LessttWbeeTf InnMe f̂Jwbriglnals 
^ c M t f K t ^ f l ^ 

MMM fj«i«ejf»Wrt»ltle^^ ., 
iMhfcMeoTfleWIe^^ theidepotlWry*anlsileslgnated above;-1» atany bme-twofot more Mreonjawentfoea tbrehtsttePsfffii^ 
' lolSfmmtB ttttut-M^tfyarDeWWd^ credit In th»deposltory bank, elmenjointlyjw separately In proportion to; the InterW whlch'eadvownst frtessfcthmsfers 
t hereunder In whole or in part Lessee shall ba relieved of all obligations thereafter arising with respect to the transferred interest, and failure of transferee to satisfy such obligations 
t46 '9+V i tM&kWm thaS^hataffectlha tightstf:Ussee;with respect*) 3he interest notso transferred. If Lessee transfers a full or undivided Interest In all or any portion of the 

r̂ t>ssllease>thVMiQfatfMW hereooder^loeilivlded tfetween Lessee and the transferee irVpropOrtiorttd the net acreage lntAh)«Wlntt'le»s»'«e«^bV each,- and 
forsueKpunwMtJisnomM ' 

- tauter rfO^!!.rf--^t'j::.; «*• M^ae:\ v.;:si V-W r̂.,;... I&:V;A-:- m&Vi i-" ,«••. • .w>- •." ! * •' -: »• 

;!.5/ii)|i-

9; Rttsatvof Uase. LBSSM may^ateriy4lmrandfrom timeto'1lme(;dellvertoiessor or.flle of record awritten release of this lease as-to a full or undlyidetltitBrest m'fUfDfWportfOnof the 

:fl vue«|tU »>.:%• 



WUJO SWJ to SOJOOSJ — -

pue "w 'xoop.o 

^ ( 0 . g B l d soog u) ptpicou X|np 

jo Xep eta uo pjooej JOJ peitj st* jusuiruisui snu 

{ 
— • • — jo Xjunoo 

. — J0 8WS 

N0I1VWU(HNI 9NI0U033U 

anqn j Aeion _ ; s a J | ( j ) g ^ ^ ^ 0 3 Xj\ 

-6 t ' jo Xep smi uo eaujo jo tees pue pueq XUJ jepun ue/qg 

•qjioj ges uiajagi 

sssodind em JOJ uootiodjoa pies jo »e aqi se awes em pejrasxe eqs JO aq -sqi eiu 01 pefip8|MOU>pe pue 'uoRejodjoo e ' 

jo eq 01 auj oj UMOU5) pue jusuirujsui OU|QD«JOJ SIJJ oj pequosqns S) emeu esoqM uosjed eq) eq 0) eui oj UMOIDI 

pajeadde Xiieuosjad 'onqnd XiejpN peuflfsjapun eq) 'euj eiojea 

{ 
-JO Xjunoo 

aivuodaoa 
' 'josms 

Ojiqrtj AJB-O^ _ _ — _ UO|SS|UJUJOO XIN 

Si • jo Xep s|qj uo eoujo jo jew pue pueu. Xui jepun USAIO 

• LJJJOJ iss uiajsgi esodind eq> JOJ suies sq) psyiosxa Xeqj jegj BUI O) psfipsiMOiope pue 'jusujrujsui OuioOajoj eq) 0) paqjjosqns ue seuieu esoqM suosjed JO uosjed em eq 01 eui 01 UMOIDI 

- pejssdde Xneuosjed 'onqnd &e)ON peufi|SJepun eq) 'ew wojeg 

JO Xjunoo 

ivnaiAiaNi 
• jo siejs 

Ojiqnd AjejON . , 
—'—" 1 :saj|dx3 UO|SS|UIUJOO Xw 

{ 

6L' jo Xep sim uo eoujo jo jeas pue pueq Xui jepun USA© 

IJJJOJ les u|8J8ifl sesodjnd eq) JOJ sues eqj pajnosxe Xsq) jsifl siu 01 psBpsiMOiflpe pue 'jueiunjisui SujoBaioj eq) oj pequosqns we saiueu esoqM suosjed JO uosjed eq) eq oj eu 0) UMOUJ) 

AatqoT-q ' f 90T.T.V * > t m ' s ' l t *lieuosjed 'onqn,- XiejoN peuflisjepun em 'eui eiojsa 

; jo Xjunoo 

IVflOIAIONI { 
BUOZTJV ' ° m S 

(qein 'BUIUJOXM 'e}0)|ea qmos ' t w a quoN "oopce-fl Mfi 'eue-uow 'oqepi 'opejoioo 'euozu\f) ssjejs unaunofj Xxsoa u| asn JOJ 

S1N3W39Q31MONX0V 

:#ss 

(3H0W UO 3NO U3IU3HM) B0SS31 WOLOOSBJLiy UO/ONV S3SS3N1IM 

'JOSS8"| se psuieu SAoqeuiajsq sailed ne Xq psinoexe uaaq seq esaei siq) iou JO jeqjsqM 'suBjsse pue sjosseoons 'sjojeJiS|U|U)pe 'sjojnosxe 
'S88S1A8P 'sj|8q S,XJOJSUB|S sifl pue XioieuO|S SIQ UO Buipuiq eq iieqs uonnosxe uodn yiq '8Aoqe USUUM ISJU ejep aqi jo se SAROSJIS eq 01 pejnoexs s| eseai sim 'J03U3HM SS3N11M Nl 

-JOAEJ S.J0SS81 
ui psAjosw usaq seq tunep qons jeqi eousp|A8 XiopejsRes paqsiumj uaaq seq esssri |Run jepunaieq seajeXoj uwnqs pue saweXoj 'SJEJUSJ jo juemXed eqj puedsns Xeui evssei 'eaa ejossei 
qj!M )u»)S|suo3U| uirep Xue jo ejcMe epeui S[ sssssn )U8AS sqj u[ -jspunsjeq jossei 01 eiqeXed «s|MJsqio sefueXcu uj-jnqs JO SSIUEXOJ 's|ejU8J Xue jo pro Ji8sn es/nquiiej Xeui 'sjqfiu jeqjo 
su oj uoaippe u| 'pue epetu s- )ueujXed uoqM 01 Xjjed eqi 10 sjqS|j eqj 01 psjeSojqns eq ijeqs eessei 'uoado qons ssspjexe y j | 'S8S|UJ8jd peseei eq) jsujeBe JO uo possess* JO pe|Ae| 'Duuspa 
su9|| JO seBeByouj 'sexej Xue sOjeuosip pue Xed Xeu uoijdo s.sssssi ie essser jeqj sesjoe pue 'japunsjsq tan s,8esse-| pusjap 0) seeiBe pue sjuejjiM Xqejeq jossei *snu jo XjutueM 'Cl 

'josjeq e qdaiSejed u\ PSJSAOO SJSUCUJ sqj o) X|dde jou iieqs zi qdejOejad sjuj jjnBjsp JO upaajq pies Xpeuiai 0) s||ej cesser pue unejtp JO ipeaiq eq) Xpeutu 
oi uorjBU|Ujj8)9p (Epipnf pies jeue euiu aiqeuosaai a USAIO S| sassai sseiun jjed u| JO eioqM u| peneoueo JO pstiajjoj eq jou iieqs esee| sjq) 'paunooo seq unejep JO qoeajq t jeqj uooeuiuuejep 
lepipnj ituu e s| ejem pue paieBnii s| J8i)euj aq) }USAS eq) ui -popad qons uiqiiM unEiap JO qoeaiq eq) Xpsmai 0) sinu easssi j| X|uo uaq) pue 'jjnejsp JO qoeejq eq) Duiquosep X||nj eoppu 
USJJUM tesss-) uaAjB seq jossei jayE sXep 06 JSEOJ JS JO pouad e JOJ 'jspunsjeq sassar Xq uncjep JO uoeejq Xue 0) padssj qjjM JOSSSI Xq pajeRjui eq iieqs uopeDpji ON linsjea JO ueeeig %Zi 

joajeq uuaj sq) oi pappe eq iieqs Xiiep JO uonuexsjd qons jo poped eq) 'uondo s.eessf) ie 'pue *)ueu8Aoo peudui) jo sseJdxe Xue jo 
qoeaiq JOJ eigen eq eessei neqs JOU 'Xe|8p JO uojiuaAajd qons jo esneoeq e)eu|uu8) jou ueqs esesi siu) '|Oj)uoo s,sassT| uiq)|M Xiqeuoseaj )ou esneo jeq)o Xue Xq JO 'uononpoid qons jjodsutn 
JO exq 0) sjepjeo JO sjeseuaind 10 unitej JO uouonpojd JOJ jaxjaui Xjope;sp,es e uiqqo oj Xitnqeui Xq JO 'seyidsip Joqej JO ei|iqs 'jou 'uotpejunsui 'uoujeqej 'JCM 'poou 'OJU Xq JO 'sjueuiesee 
, n —v^. •.«». «.«.M •- . . „ . „ . .„.«,.,H,nh»,™— /. - • «- •"• - - ' 'oauwMJd ansuoaejedo jsqia 

q 'uopptpsunf Ihnwq Xujoinne 
-Xe|*a put uontinUsa ' u 

'jeueejein ewR eioeuoseej i u|taiM JO esni tnn jo UJJBJ em Quunp tesnuud peseei eq) UJOJJ 'flutseo H»M 
Buipnnui 'srepejeuj pu« uieuidinbe 'swnixu SJI SAOUJSJ ai eiun Xue je )qBu eq) eAeq ueqs eesse-) -uoajeip sdOJO SUIMOJB pus JequiR 0} put 'sesnuejd ptsiti eq) uo MOU t)ueuJtAOJduj| jeq)0 
pue sfluipnnq 04 suoaejedo SJI Xq pesneo eBeuiep JOJ Xed yeqs eessei pue 'IIKSUOO s^ossri jnoquM ssspaid psswi wp uo MOU uieq JO esnoq Xue uioji isej oat utq) tsei pepaot eq ntus 
II«M ON 'ijidep MOjd MOjeq teu|ied|d su Xinq ueqs eesser 'OURJJM UI jossei Xq petsenbej UOMM 'joajaq) uoojod Xui fiugoejje uofteutuut) jeujo JO estnaj Are ouipuet«a|M)ou seenueid peseei 
sjRus tia oj X|dde ireut Xqweq ptiuejo sstiSe pue ssejfiui jo )qB|j eqj. -spuod JO SIISM t^ossei mojj K m tdeaxe 'sesnuejd peseei eta in peonpojd seourqsqris jetpo jo/put jejeM 'seS 'no 
Xue isoojoeejj 'euoauedo qons u| sen Xeiu eessei uorjonpajd podsuea Jo/put teej) ' u m 'eonpcud 'JSAOosip 04 saatipej j«no pue suoaejs jtMod 'teug euaqdem put sttpefe -snd 'SIISM 
uorpefu) 'sffSM itsodqp 'SUSM jeptM 'epm 'seu||ed|d 'spues 'specu jo een put uaaoruisuoo em put 'spw jo Butt-up tm 'suoauedo reotsXqdoea q p e ^ iou jnq outpnpui teeodjnd qons 
. . . . , eu eAeu treut eessei 'XieAooej peoutuue JO/JX J 

JOJ Xnsseoeu Xjqeuoseaj eq Xeui ee teeiuiejd peseei eq) uo suoREjedo qone pnpuoo cq jqBu em miM Suoje ttejBe put ttejBui jo )qBu em exeu *njus eessei. '/jeAcbej peoutuue J0/pue XJtuitJd 
uj 'uuMejem pezfuun JO pejood spuq JO sesiunud peseei em uo Xqajeq paieAoo seoijetsqns jemo put seD 'go Buaexjetu put Butonpcud 'Bu-aojeAep 'JOJ Buuoidxe u| "inBnj Attflpay -Ql 



MERIDIAN ©ML 

October 31,1995 

TO: WORKING INTEREST OWNERS 

RE: Joint Operating Agreement 
T-10-S.R-38-E 
Section 30: E/2 
Lea County, New Mexico 
East Echols Prospect 

Ladies and Gentlemen: 

As of this date, Meridian Oil Inc. ("Meridian") has not consummated a lease/farmout of your 
mineral interest under the captioned. As a compulsory pooling hearing is set for November 2, 
1995, enclosed for your review and execution is Meridian's proposed Joint Operating Agreement 
("JOA") covering the captioned which has been prepared to cover operations pertauiing to the 
Aunt Lula 30 #1. Also enclosed for your review is an AFE in the amount of $820,000 to drill, 
complete and equip the Aunt Lula 30 #1, a 9900' Wolfcamp test located 1980' FSL and 660' FEL 
Section 30, T-10-S, R-38-E. 

If you agree to participate in the drilling of said well, please execute the JOA and the AFE and 
return to the undersigned at your earliest convenience. If you should have questions concerning 
this matter, you may contact me directly at (915) 688-6928. 

Very truly yours, 

MERIDIAN OIL INC. 

Leslyn M. Swierc, CPL 
Senior Landman 

LMS/cs 
Ends. 

cc: Charlotte Bay singer 
Paul Callaway 
Don Davis 

BEFORE THE 

P O Box 51810. Mid ard, Texas 79710-18'0. Te eD"one 915-638-6800 
3200 N "A" St.. Bldg 6 79705-5406 

Submitted By: 
MERIDIAN OIL, INC. 
H f i a r i n f l D a t f i 1 N n u e m h o r 9 1 Q Q K 



ADDRESS LIST: 

Nations Geophysical, Inc. 
1031 Andrews Highway, Suite 207 
Midland, Texas 79701 

Alice J. Dickey 
7608 B Shadow Mountain 
Paradise Valley, Arizona 85253 

John J. Fleet, II 
Fleet Family Mineral Properties 
P. 0. Box 25028 
Dallas, Texas 75225-1028 

William B. Osborn, Jr. 
c/o W. B. Osborn Oil & Gas Operations 
P. O. Box 8C 
San Antonio, Texas 78217 

W. B. Osborn, Jr., Trustee 
William B. Osborn, Jr. Trust 
c/o W. B. Osborn Oil & Gas Operations 
P. O. Box 8C 
San Antonio, Texas 78217 

Betty Osborn Biedenhorn Estate 
c/o Osborn Heirs Company 
P. O. Box 17968 
San Antonio, Texas 78286 

Betty Osborn Biedenhorn Trust 
c/o Osborn Heirs Company 
P. O. Box 17968 
San Antonio, Texas 78286 



Midland Region Date: 
P.O. Box 51810 AFE No.: 
Midland. Texas 79710-1810 
(915) 688-6800 

MERIDIAN OIL INC. 
AUTHORITY FOR EXPENDITURE 

Foreman Area Team Name Hobbs Foreman Area 
DP No. 60016A 

Lease/Well Name: Aunt Lula "30" #1 Lease No. 
Field/Prospect: East Echols (Wolfcamp) Field Region: Midland 
Location: 1,980' FSL & 660' FEL of Sec. 30, T10S - R38E County: Lea State: New Mexico 
AFE Type: New Drill Well Original X Supplement Addendum Cost Center 
API Well Type: Exp Operator Meridian Oil, Inc. \ 
Objective Formation: Wolfcamp Authorized Total Depth (Feet) 9,900' 
Project Description: Drill, complete and equip a Wolfcamp wildcat well in the East Echols field. _ ^ 

Est. Start Date: Nov. 15,1995 Prepared By Chet A. Babin 
Est. Completion Date: Nov. 30,1995 

GROSS WELL COST DATA 

DRILLING WORKOVER CONSTRUCTION 
DRY HOLE SUSPENDED COMPLETION OR FACILITY TOTAL 

DAYS: 
THIS AFE: $428,800 $522,300 $107,200 $190,500 $820,000 
PRIOR AFE's: 
TOTAL COSTS: $428,800 $522,300 $107,200 $190,500 $820,000 

JOINT INTEREST OWNERS 

WORKING INTEREST NET $ EXPENDITURES 
COMPANY PERCENT % DRYHOLE $ COMPLETED $ 

OTHERS: 32.6389% $139,955 $267,639 
MERIDIAN OIL INC.: 67.3611% $288,845 $552,361 

AFE TOTAL: 100.0% $428,800 $820,000 

MERIDIAN OIL APPROVAL 

Recommended: Date: Approved: Date: 
Recommended: Date: Approved: Date: 
Recommended: Date: Approved: Date: 

PARTNER APPROVAL 

Company Name: 
Date: 

Authorized By: 
Title: 



A.A.P.L. FORM 610-1982 

MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

DATED 

November 1 1995 , 

OPERATOR MERIDIAN OIL INC. 

CONTRACT AREA T-10-S, R-38-E 

Section 30: E/2 

COUNTY OR PARISH OF Lea STATE OF New Mexico 

COPYRIGHT 1982 — ALL RIGHTS RESERVED 

AMERICAN ASSOCIATION OF PETROLEUM 

LANDMEN, 2408 CONTINENTAL LIFE BUILDING, 

FORT WORTH, TEXAS, 76102, APPROVED FORM. 

A . A . P . L . NO. 610 - 1 982 REVISED 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

1 OPERATING AGREEMENT 
2 
3 THIS AGREEMENT, entered into by and between MERIDIAN OIL INC. 

4 , hereinafter designated and 

5 referred to as "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 
8 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 parties 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 
16 ARTICLE I . 
17 DEFINITIONS 
18 
19 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 produced 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 unleased fee 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 Area" shall mean all of the lands, oil and 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 
28 are described in Exhibit " A " . 
29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 
30 federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
31 ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties. 
32 F. The term "drillsite" shall mean the oil 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 
38 Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 
39 singular, and the neuter gender includes the masculine and the feminine. 
40 
41 ARTICLE I I . 

42 EXHIBITS 
43 
44 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
45 S] A. Exhibit " A " , shall include the following information: 
46 (1) Identification of lands subject to this agreement, 
47 (2) Restrictions, if any, as to depths, formations, or substances, 
48 (3) Percentages or fractional interests of parties to this agreement, 
49 (4) Oil and gas leases and/or oil and gas interests subject to this agreement, 
50 (5) Addresses of parties for notice purposes. 
51 S B. Exhibit " B " , Form of Lease. 
52 H C. Exhibit "C", Accounting Procedure. 
53 H D. Exhibit " D " , Insurance. 
54 H E. Exhibit "E", Gas Balancing Agreement. 
55 • F. Exhibit "F", Non-Discrimination and Certification of Non-Segregated Facilities. 
56 O G. Exhibit "G", Tax Partnership. 
57 If any provision of any exhibit, except Exhibits "E" and "G", is inconsistent with any provision contained in4?he body 
58 of this agreement, the provisions in the body of this agreement shall prevail. 
59 

60 fc. 
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1 ARTICLE III. 
2 INTERESTS OF PARTIES 

3 
4 A. Oil and Gas Interests: 
5 
6 If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement 
7 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 
8 shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder. 

9 
10 B. Interests of Parties in Costs and Production: 
11 
12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 
13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set 
14 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 
15 payment of royalties to the extent nf o n e - e i g h t h ( l / 8 t h ) which shall be borne as hereinafter set forth. 
16 
17 Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and 
18 payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or 
19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 
20 other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received 
21 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 
22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to 

23 such higher price. 

24 
25 Nothing contained in this Article III.B. shall be deemed an assignment or cross-assignment of interests covered hereby. 
26 
27 C. Excess Royalties, Overriding Royalties and Other Payments: 

28 
29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty, 
30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article III.B., such party so 
31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any 

32 and all claims and demands for payment asserted by owners of such excess burden. 

33 
34 D. Subsequently Created Interests: 
35 
36 If any party should hereafter create an overriding royalty, production payment or other burden payable out of production 
37 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 
38 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 
39 accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently created interest" irrespective of the 
40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 

41 to as "burdened party"), and: 

42 
43 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion 
44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or 
45 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party, 
46 or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest; 
47 and, 
48 
49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII.B. shall be 
50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of 
51 the burdened party. 
52 
53 ARTICLE IV. 

54 TITLES 
55 
56 A. Title Examination: 

58 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if 
59 the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to fie includ-
60 ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding 
61 royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases andiijrtiil and 
62 gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal le£se status 
63 reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession of or 
64 made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator.-Opeixjtor shall 
65 cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished to each party 
66 hereto. The cost incurred by Operator in this title program shall be borne as follows: 5 • -
67 2SP.W 
68 • Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminary;,-su^^^ental, 
69 shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as provide^4rr^m^rt**%''v 
70 and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside attorneys. 
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ARTICLE IV 
continued 

1 K! 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 the Drilling Parties 

3 in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-

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

5 functions. 

6 

7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection 

8 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 No well shall be drilled on the Contract Area until after (1) the 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 parties who are to par-

14 ticipate in the drilling of the well. 

15 

16 B. Loss of Tit le: 

17 

18 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a 

19 reduction of interest from that shown on Exhibit " A " , the party contributing the affected lease or interest shall have ninety (90) days 

20 from final determination of tide failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-

21 tion will not be subject to Article VIII.B., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil 

22 and gas leases and interests: and, 

23 (a) The party 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 entided to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred, 

25 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 which has 

27 been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title failure has oc-

28 curred, so that the interest of the party whose lease or interest is affected by the tide failure will thereafter be reduced in the Contract 

29 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 costs 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 the 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 VIII.B.. the interests of the parties shall be revised on an acreage basis, effective as of the 

48 date of termination of the lease involved, and the 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 the party who 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 onaccount of such interest, it 

52 shall be reimbursed for unrecovered actual costs theretofore 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: 

54 (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; 

56 (b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of 

57 oil and gas thereafter 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 basis, up to the 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 of thfcinterest 

61 lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. ,., 

62 tf . 
63 3. Other Losses: All losses incurred, other than those set forth in Articles IV.B. l . and IV.B.2. above, shall be joult*losses 

64 and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining pjoir-tion of 

65 the Contraa Area. 

66 

67 

68 

69 

70 
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, • ARTICLE V. 

2 OPERATOR 

3 
4 A. Designation and Responsibilities of Operator: 

5 
6 M e r i d i a n O i l I n c . shall be the 
7 Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and 
8 required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall 
9 have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 

10 negligence or willful misconduct. 

11 

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

13 
14 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 
15 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as 
16 Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator 
17 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 
18 affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit " A " remaining 
19 after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M. on the 
20 first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action 
21 by the.Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 
22 date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
23 porate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall not 

24 be the basis for removal of Operator. 

25 
26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by 
27 the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor 
28 Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest 
29 based on ownership as shown on Exhibit " A " ; provided, however, if an Operator which has been removed fails to vote or votes only to 
30 succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based 

31 on ownership as shown on Exhibit " A " remaining after excluding the voting interest of the Operator that was removed. 

32 
33 C. Employees: 
34 
35 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the 
36 compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator. 
37 
38 D. Drilling Contracts: 
39 
40 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 
41 desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing 
42 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 
43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-

44 dependent contractors who are doing work of a similar nature. 

45 
46 
47 
48 

4 9 ARTICLE VI . 

50 . DRILLING AND DEVELOPMENT 

51 
52 A. Initial Well: 

54 On or before the L s *- day of December 19 95 _ OperatorXbal commence the drilling of a well for 
55 oil and gas at the following location: 

5 6 Aunt Lula "30" #1 located 1980' FSL & 660' FEL Section 30, T-10-S, R-38-E, Lea 
^ County, New Mexico 
58 
59 

may 
60 and xbak thereafter continue the drilling of the well with due diligence to 
(1 ^ 

9,900', or to a depth sufficient to test the Wolfcamp formation U-
62 <.;.„ 
63 :e. 
64 _ m ^ 
65 unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impraqwal, is en-
66 countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. .yf^S^S^ 
67 _ , # | j r ] % 
68 Operator shall make reasonable tests of all formations encountered during drilling which give indication ^ccfltairfing ciil and 
69 gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or fomatie^s^iit which 
70 event Operator shall be required to test only the formation or formations to which this agreement may apply. ^^^ggj^Brnt, 
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ARTICLE VI 
continued 

1 If, in Operator's judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the 
2 well as a dry hole, the provisions of Article VI.E.l. shall thereafter apply. 
3 
4 
5 
6 
7 

10 

B. Subsequent Operations: 

8 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided 
9 for in Article VI.A., 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, rework, deepen or plug back such a well shall give the 
11 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 
13 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-
14 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 
15 limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within 
16 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or 
17 response given by telephone shall be prompdy confirmed in writing. 
18 
19 
20 

21 If aii parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice 
22 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-
23 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-
24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 
25 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 
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
27 

amination or curative matter required for tide approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if the 
28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 
29 if any party hereto still-desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
30 dance with the provisions hereof as if no prior proposal had been made. 
31 
32 
33 
34 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.l. or VTI.D.l. (Option 
35 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 
36 giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of 
37 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 
38 on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all 
39 work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 
40 a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
41 tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
42 senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and con-
43 ditions of this agreement. 
44 
45 
46 
47 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 
48 notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as 
49 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 
50 (exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
51 ticipation to such party's interest as shown on Exhibit " A " or (b)carry its proportionate part of Non-Consenting Parties' interests, and 
52 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 
53 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party, 
54 at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision. 
55 
56 
57 
58 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have 
59 elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involvejl in such 
60 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. 
61 If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location ,at their 
62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resultSJin a pro-
63 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost&rtd risk, 
64 r 

65 11 ; 
66 -yTfM 
67 
68 r r i •• • • 'V:'; 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

ARTICLE VI 
continued 

1 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-

2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 

3 in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenung Parties, 

4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting 

5 Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 

6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-

7 terests not excepted by Article III.D. payable out of or measured by the production from such well accruing with respect to such interest 

8 until it reverts) shall e,qual the total of the following: 

9 

10 

11 

12 (a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 

13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such 

14 Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non-

!5 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-

16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 

17 Party had it participated in the well from the beginning of the operations; and 

18 

19 

20 

21 (b)_300_% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing, 

22 after deducting any cash contributions received under Article VIII .C, and .300% of that portion of the cost of newly acquired equip-

23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had 

24 participated therein. 

25 

26 
27 
28 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-

29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 

30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such 

31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well 

32 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 

33 the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If 

34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-

35 plicable as between said Consenting Parties in said well. 
36 

37 

38 

39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the 

40 proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other 

41 taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar-

42 tide III.D. 

43 

44 

45 

46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free 

47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 

48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-

49 ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 

50 

51 

52 

53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the 

54 Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an 

55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its 

56 option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-

57 ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the 

58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-

59 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^iroceeds 

60 realized from the sale of the well's working interest production during the preceding month. In determining the quantity of qil and gas 

61 produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering or;periodic 

62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any sucrt.operation 

63 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturhed costs 

64 of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revertHo it as 

65 above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party. T.:; 

66 

67 T>4 
68 !•: 

69 Vj:^ 
70 & - i M r 
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ARTICLE VI 
continued 

1 If and when 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 the further costs of 
6 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 
11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 
12 well conforms to the then-existing well spacing pattern for such source of supply. 
13 
14 
15 
16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI.A. 
17 except (a) as to Article VII.D.l. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well 
18 after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-
19 duction, ceases to produce in paying quantities. 
20 
21 
22 

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 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever 
2 7 first occurs, and prior to agreement as to 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 as part 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 " bears 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 
36 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 (herein 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 does not own an interest in the 
39 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore 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 (b) 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 
55 In the event tha' notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 
56 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and 
57 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 time 
58 incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
59 by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each earing par-
60 ty's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all the electing parties. In all 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 .<^B^ft 
67 Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced frooA/ttie Contract Area, 
68 exclusive of production which may be used in development and producing operations and in preparing and <re^d|gi oi[ and gas for 
69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or sep^esis|j!Bitj& by any 
70 party of its proportionate share of the production shall be borne by such party. Any party taking its Dhoro of prodtktiot^^^^hall bo 

-7-
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1 required to pay for only its proportionate share of ouch part 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 Article VII.B., shall be entided to receive payment directly from the purchaser thereof 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 of 
8 the oil produced from the Contraa Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not 
9 the obbgation, 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 sale by Operator shall be subject always to the right of the 
11 owner of the production to exercise at any urne 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 (1) 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 and/or 
17 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 sales to 
18 be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing 
19 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 sole cost and risk to inspect or observe operations, 
24 and shall have access at reasonable times to information pertaining to 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 first of 
27 each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of 
28 gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
29 quests the information. N o t w i t h s t a n d i n g a n y t h i n g t o the c o n t r a r y , a n o n - o p e r a t o r who i s i n 
30 d e f a u l t under A r t i c l e V I I . B . s h a l l have no r i g h t s under t h i s A r t i c l e V I . D . 
31 E. Abandonment of Wells: 
32 
33 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.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 in 
38 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening 
39 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 as a 
44 producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall 
45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within 
46 thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well, 
47 those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other 
48 parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions of 
49 Exhibit "C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign 
50 the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and 
51 material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-
52 terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and 
53 gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
54 tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-
55 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit 
56 
57 
58 
59 
60 
61 
62 
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1 " B " . The assignments or leases so limited shall encompass the "drilling unit" upon which the well is located. The payments by, and the 
2 assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the 
3 Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of 
4 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 lease made under the terms of this 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 VT.E.1. or VI.E.2. above shall be applicable as between 
15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be 
16 permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified 
17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article 
18 VI.E. 
19 
20 ARTICLE VII . 
2 1 EXPENDITURES AND LIABILITY OF PARTIES 
22 

23 A. Liability of Parties: 
24 

^ 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 VII.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 the ob-
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 the amount of any default. Operator grants 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 bears to the interest of all such parties. Each party so paying its share of the 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 development 
51 and operation of the Contraa Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
52 tionate 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 the other parties payment in advance 
56 of their respective shares of the 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 party of an itemized statement of such estimated expense, together 
58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 
59 on or before the 20th day of the next preceding month. Each party shall pay to Operator its 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 shall bear interest as provided in Exhibit "C" until paid. Proper adjustment shall be made monthly between advances and-iafctual ex-
62 pense to the end that each party shall bear and pay its proportionate share of artual expenses incurred, and no more. fc| . 
63 
64 D. Limitation of Expenditures: y't 

66 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well d̂ iUed;dr̂ id̂ pened 
67 pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall include?'! ; \ ; \ 
68 : V'l '•'• ) 
69 fc v? \ 
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1 D 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 3 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 VI.B.2. shall be deemed to include "completing")shall apply to the operations thereafter conducted by less 
13 than all parties. 
14 
15 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or 
16 plugged back pursuant to the provisions of Article VI.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 parties, Operator shall not undertake any single project reasonably estimated 
21 to require an expenditure in excess of T h i r t y Thousand Dollars (S 30, 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 
25 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 furnish any Non-Operator so requesting 
27 an information copy thereof for any single project costing in excess of T w e n t y - F i v e Thousand 
28 Dollars (s25 , 000 . 00 ) t , u t \ e s s m a n 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 this agreement at its or their expense. In the event two or more parties own and have con-
34 tributed interests in the 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 borne in accordance with the pro-

38 visions of Article IV.B.Z3 , 

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 holidays), 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 joindy by the parties hereto under the provisions of Article IV.B.3. 

45 
46 F. Taxes: 
47 
48 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 
50 become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 
51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or 
54 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-
55 tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 
56 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 their proportionate shares of all tax payments in 
58 the manner provided in Exhibit "C". 
59 41-
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 protest prior to fin^l deter-
62 mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxe? and any 
63 interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for thejofht ac-
64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as 
65 provided in Exhibit "C". f::'"-. 
66 y^mm 
67 Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upc^Sflwitxt^f^^ect to 
68 the production or handling of such party's share of oil and/or gas produced under the terms of this agreement. ;7j | 1^ )''".] 
69 
70 \ : 
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1 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 laws 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 parties 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 

g law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 

9 
10 In the event automobile public 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 V I I I . 

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 part 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 parties 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 parties not consenting to such surrender an oil and gas lease covering 

26 such oil and gas interest for a term of one (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 respect to 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 

31 party assignor or lessor the reasonable salvage value of the latter's interest in any wells and equipment attributable to the assigned or leas-

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 parties in the proportions that the interest of each bears to the total interest of all such parties. 

35 

36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 

37 party'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 not thereafter be subject to the terms and provisions of this 

39 agreement. 
40 
41 B. Renewal or Extension of Leases: 

42 
43 If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties 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 acquired it their several proper pro-

46 portionate shares of the acquisition cost allocated to that part 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 parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties 

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 this 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 this 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 for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease takep 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"s^bject to 

61 the provisions of this agreement. T; 
, & °2 .̂ v ^ 

63 The provisions in this Article shall also be applicable to extensions of oil and gas leases. ;~ 
64 ,1; 
65 C. Acreage or Cash Contributions: k - 1 

i - ^ : , 
66 ,;.::u;^';>e 
67 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of 4 .^11. or far)},other 

68 operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other dperat)oh"andjsriall 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 ttTwhpIn the con-

70 tribudon is made shall prompdy tender an assignment of the acreage, without warranty of title, to the Drilling Par t ies^h^eja^^ons 
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1 said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be 

2 governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions 

3 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-

4 tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area. 

5 

6 If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such 

7 consideration shall not be deemed a contribution as contemplated in this Article VIII.C. 

8 

9 D. Maintenance of Uniform Interest: 

10 

11 For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no 

12 party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells, 

13 equipment and production unless such disposition covers either: 

14 

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

16 

17 2. an equal undivided interest in all leases and equipment and production in the Contract Area. 

18 

19 Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement 

20 and shall be made without prejudice to the right of the other parties. 

21 

22 If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may 

23 require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for 

24 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 

25 party's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter 

26 into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract 

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

28 

29 E. Waiver of Rights to Partition: 

30 

31 If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an 

32 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 

33 interest therein. 

34 

35 —Preferential Right to Purehacai 

36 
37 Should any po»y desire to Dell all or any part of iu intereoto under thia agreement, or ita righto and interest!) in the Contrjifil' 

38 Area, it shall prompdy give written notice to the other parties, with full information concerning its proposed sal^wjjich^h^uTnclude the 

39 name and address of the prospective purchaser (who must be ready, willing and able to purchase]jjhfi-ptrrCfTaseprice, and all other terms 

40 of the offer. The other parties shall then have an optional prior right, for a penod^oi-*<rrtTrj7days after receipt of the notice, to purchase 

41 on the same terms and conditions the interest which the otherjjailyTirCposes to sell; and, if this optional right is exercised, the purchas-

42 ing parties shall share the purchased interesurxjlw-pTopoftions that the interest of each bears to the total interest of all purchasing par-

43 des. However, there shall be_rjo-prcfer^rItial right to purchase in those cases where any party wishes to mortgage its interests, or to 

44 dispose ofitsjQtefWTjTjymerger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-

45 p«ffy~9rto n twbcidiary of a parent company, or to any company in which any one party owno a majority of the stock, 

46 

47 ARTICLE IX. 

48 INTERNAL REVENUE CODE ELECTION 
49 
50 This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association 

51 for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several 

52 and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax 

53 purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 

54 from the application of all of the provisions of Subchapter " K " , Chapter 1, Subtitle " A " , of the Internal Revenue Code of 1954, as per-

55 mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-

56 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 

57 United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, 

58 and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further 

59 evidence of this election, each such party shall execute such documents and furnish such other evidence as may be require-by the 

60 Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take jjijy other 

61 action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the-Contract 

62 Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter " K " , Chapter 1, 

63 Subtitle " A " , of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Code is per-

64 mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foreg6ir)g elec-

65 tion, each such party states that the income derived by such party from operations hereunder can be adequately determined wifhout the 

66 computation of partnership taxable income. A 

67 ' fcy. 
68 ! •'; P" 4 !'•! 
69 ^ 
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1 ARTICLE X. 

2 CLAIMS A N D LAWSUITS 

3 

4 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
5 does not exceed F i f t e e n T h o u s a n d Dollars 

6 fsl5,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-

7 ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is 

8 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-

9 pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is 

10 sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 

11 Operator bv this agreement, such party shall immediatelv notify all other parties, and the claim or suit shall be treated as any other claim 
12 or suit involving operations hereunder. A l l c l a i m s o r s u i t s i n v o l v i n g t i t l e t o any i n t e r e s t s u b j e c t 

13 t o t h i s a g r e e m e n t s h a l l be t r e a t e d as a c l a i m o r s u i t a g a i n s t a l l p a r t i e s h e r e t o . 

14 ARTICLE X I . 

15 FORCE MAJEURE 

16 

17 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than 

IS the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with 

19 reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force 

20 majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable 

21 diligence to remove the force majeure situation as quickly as practicable. 

22 

23 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes, 

24 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely 

25 within tlie discretion of the party concerned. 

26 
27 The term "force majeure", as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of 

28 the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 

29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 

30 not reasonably within the control of the party claiming suspension. 

31 
32 ARTICLE X I I . 

33 NOTICES 

34 

35 AU notices authorized or required between the parties and required by any of the provisions of this agreement, uniess otherwise 

36 specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 

37 the parties to whom the notice is given at the addresses listed on Exhibit " A " . The originating notice given under any provision hereof 

38 shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in 

39 response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given 

40 when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party 

41 shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties. 

42 

43 ARTICLE X I I I . 

44 TERM OF AGREEMENT 

45 

46 This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the 

47 period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any 

48 lease or oil and gas interest contributed by any other party beyond the term of this agreement. 
49 
50 —1 Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any part 

51 of the Contraa Area, whether by production, extension, renewal or otherwise. 

52 

53 E Option No. 2: In the event the well described in Article VI.A., or any subsequent well drilled under any provision of this 

54 agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such weli or 

55 wells produce, or are capable of production, and for an additional period of ~ 120~ days from cessation of all production; provided, 

56 however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-

57 ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-

58 tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In thejyent the 

59 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 

60 of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework -

61 ing operations are commenced within " 12Q~ days from the date of abandonment of said well. .. 

6 2 . 
63 It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has 
64 accrued or attached prior to the date of such termination. ' f - '[ 

65 ™ ' 
66 
67 
68 
69 
70 „^ate=aa»cife.. 
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ARTICLE XIV. 

COMPLIANCE WITH LAWS AND REGULATIONS 

A. Laws, Regulations and Orders: 

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules, 
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or­
dinances, rules, regulations, and orders. 

B. Governing Law: 

This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach, 
remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which 
the Contract Area is located. If the Contract Area is in two or more states, the law of the state of New Mexico 

shall govern. 

C. Regulatory Agencies: 

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights, 
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated 
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of weUs, on tracts offset­
ting or adjacent to the Contract Area. 

With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims 
and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application of rules, 
rulings, regulations 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 Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 
application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. 

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser 
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the "Crude Oil Windfall Profit Tax Act 
of 1980". as same m?y be amended from time to time ("Act"), and any valid regulations or rules which may be issued by the Treasury 
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information 
which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act. 

ARTICLE XV. 

OTHER PROVISIONS 

A. SUBSTITUTE WF.T.T, 

1. If, in the drilling of the Initial Well, Operator loses the hole or encounters mechanical 
difficulties rendering it impracticable, in the opinion of Operator, to drill the well to the Objective 
Depth, then, and in any of such events, on or before sixty (60) days after plugging, abandonment 
or cessation of drilling ofthe Initial Well, Operator shall have the option to commence the actual 
drilling of another well (Substitute Well) at a lawful location of Operator's selection on the 
Contract Area and prosecute the drilling of said well with due diligence and in a good and 
workmanlike manner to the Objective Depth. For all purposes of this Agreement, the drilling of 
the Substitute Well shall be considered as the drilling of the Initial Well. 

2. Any provision herein concerning the Initial Well shall also apply to the Substitute 
Well, and any provision herein excepting the Initial Well shall also except the Substitute Well. 

B. PRIORITY OF OPERATIONS 

Notwithstanding any provisions to the contrary in article VLB., whenever there is rajbre than 
one proposal in connection with any well subject to this Agreement, such proposalsfshall be 
considered and disposed of in the following order of priority: % 

1. Drilling the well to its objective depth. ^| ;; 

2. Attempting a completion at the objective depth, including testing and#ggin^Sf such 
depth. : v p f c ' i 

3. A proposal to plug back a well shall prevail over a proposal to deepen-^^r^r^vvhich 
has reached its objective depth; if there is more than one proposal to plug back, the 

-14-



proposal to plug back to the next deepest prospective interval shall have priority over a 
proposal to plug back to a shallower prospective interval. 

4. A proposal to deepen a well shall have last priority; and proposals of the same type and 
to the same depth shall be given precedence in order in which they were made. 

C. REGULATORY EXPENSES 

Notwithstanding anything to the contrary contained in this Operating Agreement or the 
Accounting Procedure (Exhibit "C"), the following items pertaining to the Contract Area shall not 
be considered as Administrative Overhead, but Operator shall be entitled to make a direct charge 
against the joint account for same: 

Fees for legal services, title costs, costs and expenses in connection with preparations and 
presentations of evidence and exhibits at Governmental Regulatory hearings, preparation and 
handling of application to and hearings before the Federal Energy Regulatory Commission and 
other governmental agencies or regulatory bodies. 

D. RELEASE FROM LOSSES 

With respect to operations hereunder, Non-Operators agree to release Operator from any and 
all losses, damages, injuries, claims and causes of action arising out of, incident to or resulting 
directly or indirectly from Operator's interpretation or application of rules, rulings, regulations or 
orders of the Department of Energy or predecessor or successor agencies to the extent such 
interpretation or application was made in good faith. Each Non-Operator further agrees to 
reimburse Operator for any amounts applicable to such Non-Operator's share of production that 
Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 
application, together with interest and penalties thereon owning by Operator as a result of such 
incorrect interpretation or application. 

E. EXECUTION OF DOCUMENTS 

This Agreement shall be binding upon Operator and each Non-Operator when this 
Agreement or counterpart thereof has been executed by any such Non-Operator and the Operator 
notwithstanding that this Agreement is not then or thereafter executed by all of the parties to 
which it is tendered or which are listed on Exhibit "A" as owning an interest in the Contract Area 
or which own, in fact, an interest in the Contract Area. The failure of any party to execute this 
Agreement shall not render it ineffective as to any party which does execute the same. This 
Agreement also may be ratified by separate instrument referring hereto, each of which shall have 
the effect of the original Agreement and of adopting by reference all of the provisions herein 
contained. 

It is not the intent of the parties that any provision herein violate any applicable law 
regarding the rule against perpetuities, the suspension of an absolute power of alienation or other 
rule regarding the vesting or duration of estates, and this Agreement shall be construed as not 
violating such rule to the extent that same can be so construed consistent with the intent of the 
parties. In the event, however, any such provision hereof is determined to violate such 
rule, then such provision shall nevertheless be effective for the maximum period (but not longer 
than the maximum period) permitted by such rule which will result in no violation. If any 
provision herein is rendered invalid, inoperative or illegal, all other provisions shall continue to be 
operative and effective as far as possible and reasonable. 

This Agreement is made solely for the benefit of those persons who are the signatory parties 
hereto (including those persons succeeding to all or a part of the interest of an original party if 
such succession is recognized under the other provisions hereof), and no other person or third 
party shall have or claim or be entitled to enforce any rights, benefits or obligations under this 
Agreement. 
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ARTICLE XVI. 

MISCELLANEOUS 

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

This instrument .may be 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 of 1s t day of November 1995 . 

O P E R A T O R 

MERIDIAN OIL INC. 

Dennis Sledge, Attorney-in-Fact 

N O N - OPERATORS 

NATIONS GEOPHYSICAL, INC. 

Alic e J. Dickey 

John J. Fleet, I I 

BETTY OSBORN BIEDENHORN ESTATE 

William B. Osborn, Jr. 

WILLIAM B. OSBORN, JR., TRUST 

By^ 

BETTY OSBORN BIEDENHORN TRUST 

Byj 

William B. Osborn, J r . , Trustee 



EXHIBIT "A" 

Attached to and made a part of that certain Operating Agreement 
dated November 1, 1995, by and between Meridian Oil Inc., Operator, 

and Nations Geophysical, Inc., et al, Non-Operators 

I . CONTRACT AREA AND DEPTH LIMITATION 

T-10-S.R-38-E 
Section 30: E/2 
limited in depth from the surface of the earth to 100' below total depth drilled in the 
initial well 

II . INTERESTS OF THE PARTIES TO THIS AGREEMENT 
AND ADDRESSES FOR NOTIFICATION PURPOSES 

Nations Geophysical, Inc. 
1031 Andrews Highway, Suite 207 
Midland, Texas 79701 

W I % 

12.50000 

NRJ% 

9.37500 

Alice J. Dickey 
7608 B Shadow Mountain 
Paradise Valley, Arizona 85253 

John J. Fleet, II 
Fleet Family Mineral Properties 
P. O. Box 25028 
Dallas, Texas 75225-1028 

6.25000 

4.16667 

5.46875 

3.64583 

William B. Osborn, Jr. 
c/o W. B. Osborn Oil & Gas Operations 
P. O. Box 8C 
San Antonio, Texas 78217 

2.77778 2.08333 

W. B. Osborn, Jr., Trustee 2.08333 1.5625 
William B. Osborn, Jr. Trust 
c/o W. B. Osborn Oil & Gas Operations 
P. O. Box 8C 
San Antonio, Texas 78217 

Betty Osborn Biedenhorn Estate 2.77778 2.43054 
c/o Osborn Heirs Company 
P. O. Box 17968 
San Antonio, Texas 78286 

Betty Osborn Biedenhorn Trust 2.08333 1.82291 
c/o Osborn Heirs Company 
P. O. Box 17968 
San Antonio, Texas 78286 

III. OIL AND GAS LEASES/FARMOUTS SUBJECT TO THIS AGREEMENT 

Lessor: • George W. Horst 
Lessee: Meridian Oil Inc. 
Lease Date: September 12, 1995 
Acreage Covered: E/2 Section 30, T-10-S, R-38-E 
Contribution: MOI - 100% 



Lessor: 
Lessee: 
Lease Date: 
Acreage Covered: 
Contribution: 

Patsy Mancini 
Meridian Oil Inc. 
September 12,1995 
E/2 Section 30, T-10-S, R-38-E 
MOI- 100% 

Lessor: 
Lessee: 
Lease Date: 
Acreage Covered: 
Contribution: 

David Mauldin 
Meridian Oil Inc. 
October 5, 1995 
E/2 Section 30, T-10-S, R-38-E 
MOI - 100% 

Lessor: 
Lessee: 
Lease Date: 
Acreage Covered: 
Contribution: 

Don E. Bird well 
Meridian Oil Inc. 
August 21, 1995 
E/2 Section 30, T-10-S, R-38-E 
MOI - 100% 

Lessor: 

Lessee: " 
Lease Date: 
Acreage Covered: 
Contribution: 

Sugarberry Oil & Gas Corporation and 
Global Natural Resources Corporation of Nevada 
(routing for execution) 
Meridian Oil Inc. 
To be determined 
E/2 Section 30, T-10-S, R-38-E 
MOI - 100% 

Lessor: 

Lessee: 
Lease Date: 
Acreage Covered: 
Contribution: 

Barrett Oklahoma Interests, Ltd. 
(routing for execution) 
Meridian Oil Inc. 
November 1, 1995 
E/2 Section 30, T-10-S, R-38-E 
MOI - 100% 

Farmor: 

Farmee: 
Dated: 
Acreage Covered: 
Contribution: 

Frank O. Elliott, Trustee and 
Edna lone Hall, Trustee 
Meridian Oil Inc. 
October 1, 1995 
E/2 Section 30, T-10-S, R-38-E 
MOI - 100% 
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Rocky Mountain (Regular) ^cached to and made a part of that certain Operating Agreement dated 

November 1, 1995, by and between Meridian Oil Inc., as Operator, 
and Nations Geophysical, Inc., et a l , as Non-Operators 

OIL AND GAS LEASE 

THIS LEASE AGREEMENT is made as of the day of 19 between 

. as Lessor (whether one or more) and 

. as Lessee. All printed portions of this lease were prepared by 
the party hereinabove named as Lessee, but all other provisions (including the completion of blank spaces) were prepared jointly by Lessor and Lessee. 

1 Description. In consideration of a cash bonus in hand paid and the covenants herein contained, Lessor hereby grants exclusively to Lessee the following described land (use attachment for 
ong descriptions): 

in the County of State of containing acres, more or less (including any interests therein 
which Lessor may hereafter acquire by reversion, prescription or otherwise), for the purpose of exploring for, developing, producing and marketing oil and gas along with all hydrocarbon and 
nonhydrocarbon substances produced in association therewith The term gas" as used herein includes helium, carbon dioxide and other commercial gases, as well as hydrocarbon gases. In 
addition to the above-described land, this lease also covers accretions and any small strips or parcels of land now or hereafter owned by Lessor which are contiguous or adjacent to the 
above-described land, and, in consideration of the aforementioned cash bonus, Lessor agrees to execute at Lessee's request any additional or supplemental instruments for a more complete or 
accurate description of the land so covered 

2 Term of Lease. This lease shall be in force for a primary term of years from the date hereof, and for as long thereafter as oil or gas or other substances covered hereby are 
produced in paying quantities from the leased premises or from lands poo ed therewith or this lease is otherwise maintained in effect pursuant to the provisions hereof. 

3 Rental Payment. If on or before the first anniversary date hereof operations for the drilling of a well for oil or gas or other substances covered hereby have not been commenced on the 
leased premises or 'and pooled therewith, or if there then is no production in paying quantities from the leased premises or land pooled therewith, then subject to Paragraph 5 below this 

lease snail terminate as to both parties unless Lessee on or before that date pays to Lessor or to Lessor's credit in the 

Bank at or its successors, which shall be Lessor's depository agent tor receiving payments regardless of changes in the 

ownersn.p of said land, the sum of S as rental covering the privilege of deferring the commencement of operations for the drilling of a well for a period of twelve 
months from said anniversary date In like manner and upon like payments, the commencement of operations for the drilling of a well may be further deferred for one or more twleve-month 
periods during the primary term of this lease All payments may be made by check or draft mailed or delivered on or before the rental payment date. If the depository bank should liquidate dr be 
succeeded by another bank, or for any reason fail or refuse to accept rental payment hereunder. Lessee shall not be held in default for failure to make such payment unless Lessor has delivered 
to Lessee a proper recordable instrument naming another bank as depository agent to receive payments and Lessee has failed to make such payment within 60 days after receipt of such notice. 
It is agreed that the cash bonus consideration first recited above covers not only the right to defer drilling during the first year of this lease, but also all subsequent deferrals of drilling as 
aforesaid, along with all other rights of Lessee hereunder. If on or before any rental payment date Lessee in good faith makes an erroneous rental payment by paying the wrong person, the 
wrong oepository, or the wrong amount. Lessee shall be unconditionally obligated to make proper rental payment for the period involved and this lease shall continue in effect as though such 
renta: payment had been properly made, provided that proper rental payment shall be made within 30 days after receipt by Lessee of written notice of the error from Lessor, accompanied by any 
documents and other evidence necessary to enable Lessee to make proper payment. 

4 Royalty Payment. Royalties on oil. gas and other substances produced and saved hereunder shall be paid by Lessee to Lessor as follows: (a) For oil and other liquid hydrocarbons separated 
at Lessee s separator facilities, the royalty shall be one-eighth of such production, to be delivered at Lessee's option to Lessor at the wellhead or to Lessor's credit at the Lessee's oil purchaser's 
transportation facilities, provided that Lessee shall have the continuing right to purchase such production at the wellhead market price then prevailing in the same or nearest field for production 
of similar grade and gravity; (b) For gas (including casinghead gas) and all other substances covered hereby, the royalty shall be one-eighth of the proceeds realized by Lessee from the sale 
thereof, less a proportionate part of the costs incurred by Lessee in delivering, compressing, processing or otherwise making such gas or other substance merchantable, provided that Lessee 
shall have the continuing right to purchase such production at the prevailing wellhead market price paid for production of similar quality in the same or nearest field pursuant to comparable 
purchase contracts entered into on the same or nearest preceding date as the date on which Lessee commences its purchases hereunder; and (c) If a well on the leasehold premises pr lands 
pooled therewith is capable of producing gas (including casinghead gas) but such well is either shut-in or production therefrom is not being sold or purchased by Lessee or royalties on 
production therefrom are not otherwise being paid to Lessor, and if this lease is not otherwise maintained in effect, such well shall nevertheless be considered as though it were producing gas in 
paying quantities for the purpose of maintaining this lease, whether during or after the primary term, if Lessee pays shut-in royalty of One Dollar per acre then covered by this lease, such 
payment to be made to Lessor or to Lessor's credit in the depository ban< designated above, on or before the next ensuing anniversary date of this lease, or within 90 days after such 
anniversary date, and thereafter on or before each anniversary date hereof while the wel! is shut-'n or production therefrom is not being sold or purchased by Lessee dr royalties on production 
therefrom are not otherwise being paid to Lessor For the purpose of calcu atmg shut-in royalties, the number of lease acres described in Paragraph 1 shall be deemed correct, whether actually 
more or less 

5 Operations, if Lessee drills a well incapable of producing in paying quantities (hereinafter called "dry hole") on the leased premises or lands pooled therewith, or if production in paying 
quantities permanently ceases Irom any cause, then in the event this lease is not otherwise being maintained in force it shall nevertheless remain in force if Lessee commences operations for 
reworning an existing well or for driiling an additional well on the leased premises or lands pooled therewith within 90 days after completion of operations on such dry hole or within 90 days 
after sucn cessat on ol production, or, should the lease be within the primary term, if Lessee pays rental on or before the next rental payment date (il any) next ensuing after the expiration of 
said 90-cay period; provided that shou!d completion of operations on the dry hole or cessation of production occur less than 90 days before the last rental payment date, no rental payments or 
further operations shall be required to maintain this lease for the remainder of the primary term If at the end of the primary term or at any time thereafter this lease is not otherwise being 
maintained in force, :t shall nevertheless remain in force as long as lessee, without an interruption of more than 90 consecutive days, engages in drilling, reworking or any other operations 
reasonably calculated to obtain or restore production on the leased premises or lands pooled therewith, and, if such operations result in the production of oil or gas or other substances covered 
hereby, as long thereafter as there is production in paying quantities. 

6 Pooling. Lessee shall have the right but not the obligation to pool all or part of the leased premises or interest therein with any other lands or interests, as to any or all depths or zones, and 
as to oil or gas or both, either before or after the commencement of production, whenever Lessee deems it necessary or proper to do so in order to prudently develop or operate the leased 
premises, whetner or not similar pooling authority exists with respect to such other lands or interests. The unit formed by such pooling for an oil well shall not exceed 40 acres plus a maximum 
acreage tolerance of 10%, and for a gas well shall not exceed 640 acres plus a maximum acreage tolerance of 10%, except that larger units may be formed for oil wells or gas wells to conform 
to any well spacing or density pattern that may be prescribed or permitted by any governmental authority having jurisdiction. To exercise its pooling rights hereunder, Lessee shall file ol record a 
written declaration describing the unit and stating the effective date of pooling. Production, drilling or reworking operations anywhere on a unit which includes all or any part of the leased 
prem-ses shall be treated as if it were production, drilling or reworking operations on the leased premises, except that the production on which Lessor's royalty is calculated shall be that 
proportion of the total unit production produced and saved which the net acreage covered by this lease and included in the unit bears to the total gross acreage in the unit. Pooling in one or 
more instances snail not exhaust Lessee's pooling rights hereunder, and Lessee shall have the recurring right but not the obligation to revise any unit formed hereunder by expansion or 
contract on or both, either before or after commencement of production, in order to conform to the well spacing or density pattern prescribed or permitted by the governmental authority having 
jurisdiction, or to conform to any productive acreage determination made by such governmental authority. In making such a revision. Lessee shall file of record a written declaration describing 
the revised unit and stating the effective date of revision. To the extent any portion of the leased premises is included in or excluded from the unit by virtue of such revision, the proportion of unit 
production on which royalties are payable hereunder shall thereafter be adjusted accordingly. In the absence of production in paying quantities trom a unit, or upon permanent cessation thereof, 
Lessee may terminate the unit by filing of record a written declaration describing the unit and stating the date of termination. The restrictions and requirements ot this Paragraph 6 shall not apply 
to compulsory pooling of interest effected by operation of law or by order of any governmental authority having jurisdiction, but all other references to pooling contained in this lease shall 
include such compulsory pooling as well as pooling effected under this Paragraph 6. 

7. Lesser Interest. If Lessor owns less than the entire and undivided mineral estate in the above-described land or any portion thereof, the royalties, shut-in royalties and rentals herein 
provided shall be paid to Lessor only in the proportion which Lessor's interest bears to the whole and undivided mineral estate in said land or portion thereof. Any interest in the production from 
the lands herein described to which the interest of Lessor may be subject, shall be deducted from the royalty herein reserved. 

8. Ownership Changes. The interest of either Lessor or Lessee hereunder may be assigned, devised or otherwise transferred in whole or in part, by area and/or by depth or zone, and the rights 
and obligations of the parties hereunder shall extend to their respective heirs, devisees, executors, administrators, successors and assigns. No change in Lessor's ownership shall have the 
effect of reducing the rights cr enlarging the obligations of Lessee hereunder, and no change in ownership shall be binding on Lessee until 45 days after Lessee has been furnished the originals 
or certified copies of the documents effecting such change, or until Lessor has satisfied the notification requirements contained in Lessee's usual form ot division order, which Lessor hereby 
agrees to execute prior to the payment of royalties hereunder. In the event of the death of any person entitled to rentals or shut-in royalties hereunder, Lessee may pay such rentals or shut-in 
royalties to the credit of decedent or decedent's estate in the depository bank designated above. If at any time two or more persons are entitled to rentals or shut-in royalties hereunder, Lessee 
may pay such rentals or shut-in royalties to such persons or to their credit in the depository bank, either jointly, or separately in proportion to the interest which each owns. If Lessee transfers 
its interest hereunder in whole or in part Lessee shall be relieved of all obligations thereafter arising with respect to the transferred interest, and failure of transferee to satisfy such obligations 
with respect to the transferred interest shall not affect the rights of Lessee with respect to the interest not so transferred. If Lessee transfers a full or undivided interest in all or any portion of the 
area covered by this lease, the obligation to pay rental hereunder shall be divided between Lessee and the transferee in proportion to the net acreage interest in this lease then held by each, and 
for such purpose the number of lease acres described in Paragraph 1 shall be deemed correct, whether actually more or less. 

9 Release of Lease. Lessee may. at any time and from time to time, deliver to Lessor or file of record a written release of this lease as to a full or undivided interest in all or any portion of the 
area covered by this lease or any depths or zones thereunder, and shall thereupon be relieved of all obligations thereafter arising with respect to the interest so released. If Lessee releases all or 
an undivided interest in less than all of the area covered hereby. Lessee's obligations to pay rentals and shut-in royalties shall be proportionately reduced in accordance with the net acreage 
interest retained hereunder, and for such purpose the number of lease acres described in Paragraph 1 shall be deemed correct, whether actually more or less. 
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EXHIBIT " c 

Attached to and made a part of that certain Operating Agreement dated November 1, 1995, by and 
between Meridian Oil Inc., as Operator, and Nations Geophysical, Inc.. et a l . as Non-

1. Definitions 

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting Procedure 
is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 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 be shared by the Parties. 
"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators" shall mean the Parties to this agreement other than the Operator. 
"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct supervision 
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other profes­
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems 
for the benefit of the Joint Property. 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 
most recently recommended by the Council of Petroleum Accountants Societies. 

Statement and Billings 

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

3. Advances and Payments by 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. 

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made 
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Texas C.ammprrp 
Bank. Houston, Texas on the first day of the month in which delinquency occurs plus 2% or the maximum 
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever 
is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid amounts. 

4. Adjustments 

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

Operators 

ACCOUNTING P R O C E D U R E 
JOINT O P E R A T I O N S 

I . GENERAL PROVISIONS 

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies. 
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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, the making of an audit shall not extend the time 
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section 
I . Where there are two or more Non-Operators, the Non-Operators 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. 

I I . 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 the Joint Property if such charges are 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 I I . 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 I I . If percentage assessment 
is used, the rate shall be based on the Operator's cost experience. 

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

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

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 point nearest the Joint Property unless agreed to by the Parties. 
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B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint Ac­
count for a distance greater than the distance to the nearest 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 I I and Paragraph i , i i , and iii , of Section I I I . 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, —Oporator chall ohargo tho Joint Aaaount far usa of Operator owned equipment and facilities at rates eemmennHrntn 
with costs of ownership and operation. Such rates shall include rnsta nf mainrpnanry. rgpniri ullii I li|m ntinc nrprn n 
insurance, taxes, depreciation, and interest, nn grrnn invrintiiii nl ll ,'\ nmirnnInter! rlrprrrhtinn not to exceed 
— Pfrpmr ( |W annum snph rates shall not exceed average commercial rates currently pre­
vailing in thc~immodiato aroo of tho Joint Proportyi •—— — — . 

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 

All 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 liens, 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 I I I unless otherwise agreed to by the Parties, except as provided in Section I , Paragraph 
3. 

11. 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 I I . 

15. Other Expenditures 

Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I , or in Section I I I 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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Ci 
I I I . 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 IA, or 
( ) 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 I I . The cost and expense of services from outside sources in connection with matters of taxation, traffic, 
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates 
provided for in the above selected Paragraph of this Section I I I unless such cost and expense are agreed to by the 
Parties as a direct charge to the Joint Account. 

ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services 
and contract services of technical personnel directly employed on the Joint Property: 

( ) shall be covered by the overhead rates, 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 rates. 

A. Overhead - Fixed Rate Basis 

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

Drilling Well Rate $5.000 

(Prorated for less than a full month) 

Producing Well Rate $ -5HQ 

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

(a) Drilling Well Rate 
(1) 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 rate. 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 rate applies. 

(5) All other inactive wells (including but not limited to inactive wells 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 rate 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 Labor Statistics, or the equivalent Canadian index as published by Statistics 
Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad­
justment. 

D. Overhead—Poroontogo Baoio 

-f4-)—Operator ahall ohargo tho Joint Account at tho following rates; 
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: I I 
(a) Development — — 

Percent ( %) of the cost of development of the Joint Property exclusive of cosJs-t5fovided 

under Paragraph 10 of Section I I and all salvage credits. ^ ^ - ^ " ^ 

(b) Operating 

Percent ( %) of the cost of operating the Joint^nJperty exclusive of costs provided under 
Paragraphs 2 and 10 of Section I I , all salvage credits, the vabje^Tinjected substances purchased for secondary 
recovery and all taxes and assessments which are levisdfaXsessed and paid upon the mineral interest in and 
to the Joint Property. 

(2) Application of Overhead - PercentageBastsshall be as follows: 

For the purpose of determinjng^narges on a percentage basis under Paragraph IB of this Section II I , development 
shall include all costsjn^Snnection with drilling, redrilling, deepening, or any remedial operations on any or all 
wells involvinjkibe'use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop­
erty; alsoj>retiminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning 
v4}£Mftewell is not completed as a producer, and original cost of construction or installation of fixed assets, the 

^^€ipansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as 
defined in Paragraph 3 of thio Sootion UL All othor oootc shall bo ooncidorod ac oporatingi 

2. Overhead - Major Construction 

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 and 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 5 % of first $100,000 or total cost if less, plus 

B. 3 % of costs in excess of $100,000 but less than $1,000,000, plus \ 
j 

C. 2 % 0 f 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 

B 3 % of total costs in excess of $100,000 but less than $1,000,000; plus 

C 2 % 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 I I I shall apply. 

4. Amendment of Rates 

The overhead rates provided for in this Section II I 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 basis exclusive of cash discounts: 
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A. New Material (Condition A) 

(1) Tubular Goods 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 date 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. 

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. 

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. 

Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-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 % 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 % 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.(l)(a) as provided above. Freight charges shall be calculated from Lorain, Ohio. 

(c) Line pipe 24 inch OD and over and % 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 hy 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 (75%) 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 property, 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 as 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 all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking 
point. The above rate shall be adjusted as of the first day of April each year following January 1, 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. 

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. 

Warranty of Material Furnished By Operator 

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

V. INVENTORIES 

Operator shall maintain detailed records of Controllable Material. 

Periodic Inventories, Notice and Representation 

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. 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. 

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. 

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 party selling to notify all other Parties as quickly as possible after the transfer of interest takes 
place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases involving a change 
of Operator, all Parties shall be governed by such inventory. 

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-



"ONSHORE" 

EXHIBIT "D" 

Attached to and made a part of that certain Operating Agreement dated November 1,1995, 
between Meridian Oil Inc., as Operator, and Nations Geophysical, Inc., et al, as Non-Operators 

INSURANCE 

To protect against liability, loss or expense arising from damage to property, injury or death of 
any person or persons, incurred out of, in connection with, or resulting from the operations 
provided hereunder, Operator shall maintain in force during the entire period of this agreement the 
following Schedule A insurance coverage for the benefit of the joint account. Schedule B 
coverages are the minimum limits and type of insurances required to be maintained by Operator 
and each Non-Operator as to their respective working interest. All Schedule A and Schedule B 
insurance shall be obtained from financially sound, Best rate B+ Class VI or above reliable 
insurance companies authorized to do business in the state in which the operations are to be 
performed. Each policy shall provide for a waiver of subrogation rights against the other 
signatory parties. 

SCHEDULE A - OPERATOR FOR THE JOINT ACCOUNT 

COVERAGES LIMITS OF LIABILITY 

a. Workers' Compensation 

b. Employers' Liability 

Statutory 

Combined Single Limit 
Per occurrence of $1,000,000. 

SCHEDULE B - OPERATOR AND EACH NON-OPERATOR AS TO ITS WORKING 
INTEREST 

Each working interest owner's insurance is intended to cover such owner's working interest in 
the Joint Account and its coverages respond to such owner's pro-rata share of any Joint 
Account loss. 

COVERAGES LIMITS OF LIABILITY 

Comprehensive General Liability 
including Personal Injury, Premises/ 
Operations coverage, Owners and 
Contractors Protective Liability, 
Contractual Liability, Products and 
Completed Operation Liability 

Bodily Injury Liability/ 
Property Damage Liability 

Combined Single Limit 
Per occurrence of $5,000,000 

Comprehensive Automobile Liability 
including coverage of Owned and Non-
Owned Automobiles and Hired Car coverage 

Bodily Injury Liability/ 
Property Damage Liability 

Combined Single Limit 
Per occurrence of $5,000,000 

c. Control of Well including Clean-Up 
Containment, Seepage, Pollution, 
Contamination, and Redrilling Expense 

Per occurrence of each working 
interest owner's share of 
$20,000,000, but not less than 



(This coverage is maintained while $ 1,000,000 
drilling from spudding to completion.) 

COVERAGES LIMITS OF LIABILITY 

EXAMPLE: A Non-Operator owning a 20% 
working interest in the Joint 
Account properties is required 
to carry a minimum of 20% x 
$20,000,000 or $4,000,000 
Control of Well coverage, but 
a 4% Working Interest Owner is 
required to carry a minimum of 
$1,000,000 coverage. 

Note: If a Non-Operator elects not to 
purchase Control of Well coverage 
direct to protect his working in­
terest, he may elect to participate 
in Operator'scoverage at a premium 
rate heretofore determined by 
Operator and available to all 
Non-Operators upon request. 

d. If Aircraft, including helicopters, are 
used in operations, include Aircraft 
Liability, Passenger Liability and 
Property Damage Liability Insurance 
covering Owned, Non-Owned Aircraft 
and Hired Aircraft 

e. If Watercraft are used in any 
inland operations: 

(a) Protection and Indemnity 
Insurance on the SP23 form or 
equivalent, (or, in the alternative, 
deletion ofthe watercraft 
exclusion from the Comprehen­
sive General Liability Policy) 

(b) Hull and Machinery 
Insurance to the market value 
ofthe vessel or $1,000,000, 
whichever is greater, on the 
American Institute Hull Clause 
(June 2,1977) form or its 
equivalent 

f. Property (excluding Business Blanket limit 
Interruption) 

Operator may include the Schedule A coverage for the joint account under its self insurance 
program provided Operator complies with applicable laws, and in such an event Operator shall 
charge to the Joint Account manual rate premiums. 

Operator, as a working interest owner, shall also obtain for his own account the minimum 
insurances and limits required by Schedule B. These insurances obtained by Operator and Non-
Operators will respond to a loss on a pro-rata working interest basis, and not as primary, to any 
other valid and collectible insurances. Non-Operators will not be additional insurers on 
Operator's policy unless specifically agreed to by Operator and the appropriate premium charged 

Combined Single Limit 
Per occurrence of $5,000,000 

Combined Single Limit 
Per occurrence of $10,000,000 



EXHIBIT E 

GAS BALANCING AGREEMENT 

Attached to and made a part of Operating Agreement dated November 1,1995, 
between Meridian Oil Inc., as Operator, and 

Nations Geophysical, Inc., et al, as Non-Operators 

1. In accordance with the terms of the Operating Agreement to which this 
Agreement is attached, each party shall take its share of oil and gas in kind and separately 
dispose of its proportionate share of the oil and gas produced from the wells on the leases within 
the Contract Area. In the event any party hereto fails, or is unable, to take and market its share of 
the gas as produced for any reason, the terms of this Agreement shall automatically become 
effective. 

2. As long as any gas produced from any of said wells is subject to the regulations 
of the Federal Energy Regulatory Commission (FERC), or any successor governmental 
authority, under any section of the Natural Gas Act, the Natural Gas Policy Act of 1978 (NGPA), 
or other statutory authority, which establishes maximum lawful prices for the gas, each party 
should receive its allocated share of the category of gas in accordance with its interest in 
production from said well. It is the intent of this Agreement that balancing of gas taken will be 
based upon the allocated volumes of each category of gas. Any deregulated gas shall be treated 
as a separate category for purposes of balancing. 

3. During any period or periods when a party fails, or is unable, to take and 
market its full share of gas produced, each of the other parties shall be entitled to but not 
obligated to, take and deliver to its purchaser its proportionate part of all of such gas production 
not taken by others. Each party failing to take or market its full share of the gas as produced 
shall be considered underproduced by a quantity of gas equal to its share of the gas produced 
from the lease, less such party's share of the gas taken by such party or in behalf of such party, 
vented, lost, or used in lease operations. Those parties which are capable of taking and 
marketing the underproduced quantity of gas allocable to an underproduced party, in the absence 
of any other agreement between them, shall each take a share of the gas attributed to each 
underproduced party in the direct proportion that said producing party's interest bears to the total 
interest of all parties taking underproduced gas and each of said producing parties shall be 
considered to be overproduced. All gas (including overproduction or make-up) taken and 
marketed by a party in accordance with the terms of this Agreement, regardless of whether such 
party is underproduced or overproduced, shall be regarded as gas taken for its own account with 
title thereto being in such party. 

4. All parties hereto shall share in and own the liquid hydrocarbons recovered 
from all gas by primary separation equipment prior to processing in a gas plant in accordance 
with their respective interests as specified in the above described Operating Agreement, whether 
or not such parties are actually producing and marketing gas at such time. 

5. The Operator will maintain appropriate accounting on a monthly and 
cumulative basis of the quantities of gas each party is entitled to receive and the quantities of gas 
taken and marketed by each of the parties. For the sole purpose of implementing the terms of 
this Agreement and adjusting gas imbalances which may occur, each party disposing of gas from 
the lease in any month, to the extent required, shall furnish or cause to be furnished to the 
Operator by the last day of each calendar month a statement showing the total volume of gas sold 
by such party or taken in kind for its own account during the preceding calendar month (the 
"report period"). Within sixty (60) days after the end of each report period, the Operator shall 
furnish each party a statement showing the status of the overproduced and underproduced 
accounts of all parties. All gas volumes under this paragraph will be identified by the 
appropriate category provided under the NGPA or any other law or regulation in effect. In the 
event deregulation occurs, the gas volumes will be identified additionally in that category. Each 



party to this Gas Balancing Agreement agrees that it will not utilize any information obtained 
hereunder for any purpose other than implementing the terms of this Gas Balancing Agreement. 

6. Any party who is underproduced as to a given category of gas shall endeavor to 
bring its taking of gas of that category into balance. After written notice to the Operator, any 
party may begin taking and delivering to its purchaser(s) its full share of each category of gas 
produced. To allow for the recovery and make up of underproduced gas in a category and to 
balance the gas account for the interests, the underproduced party or parties for a category of gas 
shall after written notice to the Operator, also be entitled to take up to an additional fifty percent 
(50%) of the monthly quantity of that category of gas attributable to each overproduced party. In 
the event there is more than one underproduced or overproduced party, unless otherwise agreed, 
each underproduced and overproduced party's share of make-up gas shall be in the direct 
proportion of its interest to the total interests of all underproduced or overproduced parties taking 
or furnishing make-up gas. The first gas made up shall be assumed to be the first gas 
underproduced. 

7. If at the termination of gas production of a given category of gas, an imbalance 
exists between the parties, a monetary settlement of the imbalance between the parties shall be 
made within a reasonable length of time after such gas production permanently ceases. The 
amount of the monetary settlement will be limited to the proceeds actually received by each 
overproduced party at the time of overproduction, less royalties and taxes paid on such 
overproduction. If an overproduced party did not sell its gas but otherwise utilized such gas in 
its own operations, such gas will be valued at the maximum price which the overproduced party 
could have received for such gas at the time of overproduction under such party's sales contract, 
or, if none, the weighted average price received by all other parties for their gas sold at that time. 
That portion of the monies collected by each overproduced party which is subject to refund by 
orders of the FERC, may be withheld by the overproduced party until such prices are fully 
approved by the FERC, unless each underproduced party furnishes a bond or corporate 
undertaking agreement acceptable to the overproduced party to hold the overproduced party 
harmless from financial loss due to orders by the FERC. 

8. Nothing herein shall change or affect each party's obligations to pay its 
proportionate share of all costs and liabilities incurred in operations, as its share thereof is set 
forth in the above described Operating Agreement. 

9. Each party shall pay, or cause to be paid, all production and severance taxes 
due on all volumes of gas actually utilized or sold for its own account. 

10. Nothing herein shall be construed to deny any party the right, from time to 
time, to produce and take or deliver to its purchaser the full well stream for a period not to 
exceed seventy-two (72) hours to meet the deliverability test required by its purchaser. 

11. The parties recognize that at some time after the date of this Agreement, 
legislation, judicial decision(s) or executive action may cause part or all of the then remaining 
gas reserves subject to this Agreement to be deregulated and no longer be subject to Federal price 
regulation. If in such an event an imbalance exists between the parties as to a given category of 
gas which is deregulated, a monetary settlement of such imbalance between the parties shall be 
made. The amount ofthe monetary settlement will be limited to the proceeds actually received 
by each overproduced party at the time of overproduction, less royalties and taxes paid on such 
overproduction, up to and including the date deregulation occurs. After such monetary 
settlement has been fully made for any imbalance that existed for a given category of gas on the 
date of price deregulation, this Agreement shall continue to apply to all gas produced from lands 
covered by the Operating Agreement. 

12. Nothing herein shall be construed as ever altering, amending or negating any 
agreement heretofore entered into by any party hereto obligating such party to pay any overriding 
royalty, payment out of production or royalties payable under any lease out of its interest 
regardless of whether such party is or is not taking or selling its full share of production. 
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MERIDIAN OIL INC. 
DRILLING WELL COST ESTIMATE 

C addell "29" No. 1 
Lea / New Mexico 

LEASE WELL: 
COUNTY/STATE: 

PROPOSED TOTAL DEPTH: 
FOOTAGE TOTAL DEPTH: 

9,900 

PREPARED BY: 
' APPROVED BY: H. A. Lee 

AFE TYPE: 

T. J. FriesenhahnfffPATE: 

DEVELOPMENT DRILLING 
9,900 

ACCT 

248-

TOTAL DRILLING COST ESTIMATE 

A F E N O M E N C L A T U R E DRYHOLE COST SUSPENDED COST 

INTANGIBLE DRILLING COSTS D A Y S : 25 25 

2 Envi ronmental Studies 2 $1,200 2 $1,200 

3 Const ruc t ion ( locat ion, roads, etc) 3 $35,000 3 $35,000 

4 Surface restorat ion 4 4 

5 M o v e in , move out 5 5 

6 Cont ractor Fees-Footage; $/ f oo t : $17.70 6 $175,200 6 $175,200 

7 Cont ractor Fees-Daywork; $/day: $4,800.00 7 $28,800 7 $28,800 

8 Envi ronmental f i re and safety 8 $4,400 8 $4,400 

9 Dril l ing f lu ids 9 $12,000 9 $12,000 

10 Gas and Ai i Dri l l ing 10 10 

n Dril l ing f lu ids - Processing & Ma in t . equip 11 11 

12 Special ty f lu ids and chemicals 12 12 

13 Engineering services-f lu ids and chemicals 13 13 

14 Salt /br ine wa te r 14 $4,800 14 $4,800 

15 Salt wa te r disposal 15 15 

16 Water 16 $8,900 16 $8,900 

17 Bits, reamers and stabil izers 17 17 

18 Primary cement , services and accessories 18 $44,000 18 $68,000 

19 Squeeze cement , services and accessories 19 19 

20 M u d logging/paleo 20 $9,000 20 $9,000 

21 Wirel ine logging 21 $17,000 21 $17,000 

22 Coring and analysis 22 22 

23 Fuel 23 23 

24 BOP's and wel lhead rentals - sur face 24 $800 24 $800 

25 Dr i l l /work str ing rentals - subsurface 25 25 

26 Fishing too l rente's 26 26 

27 Tank rentals BEFORE THE 

28 Other rentals OIL CONSERVATION DIVISION 

29 Transpor ta t ion Case No. 11417 Exhibit No. j l _ 
30 Disposal services (of fs i te) Submit ted B y 
31 D ri|| s t e m tests MERIDIAN OIL, INC. 
32 D.rect.onal dri l l ing H e a r i n g D a t e : N o v e m b e f 9 g 5 

33 Tubular inspect ion 

1 7 27 27 Tank rentals BEFORE THE 

28 Other rentals OIL CONSERVATION DIVISION 

29 Transpor ta t ion Case No. 11417 Exhibit No. j l _ 
30 Disposal services (of fs i te) Submit ted B y 
31 D ri|| s t e m tests MERIDIAN OIL, INC. 
32 D.rect.onal dri l l ing H e a r i n g D a t e : N o v e m b e f 9 g 5 

33 Tubular inspect ion 

28 
27 Tank rentals BEFORE THE 

28 Other rentals OIL CONSERVATION DIVISION 

29 Transpor ta t ion Case No. 11417 Exhibit No. j l _ 
30 Disposal services (of fs i te) Submit ted B y 
31 D ri|| s t e m tests MERIDIAN OIL, INC. 
32 D.rect.onal dri l l ing H e a r i n g D a t e : N o v e m b e f 9 g 5 

33 Tubular inspect ion 

$5,900 29 $11,800 

27 Tank rentals BEFORE THE 

28 Other rentals OIL CONSERVATION DIVISION 

29 Transpor ta t ion Case No. 11417 Exhibit No. j l _ 
30 Disposal services (of fs i te) Submit ted B y 
31 D ri|| s t e m tests MERIDIAN OIL, INC. 
32 D.rect.onal dri l l ing H e a r i n g D a t e : N o v e m b e f 9 g 5 

33 Tubular inspect ion 

30 

27 Tank rentals BEFORE THE 

28 Other rentals OIL CONSERVATION DIVISION 

29 Transpor ta t ion Case No. 11417 Exhibit No. j l _ 
30 Disposal services (of fs i te) Submit ted B y 
31 D ri|| s t e m tests MERIDIAN OIL, INC. 
32 D.rect.onal dri l l ing H e a r i n g D a t e : N o v e m b e f 9 g 5 

33 Tubular inspect ion 

$10,000 31 $10,000 

27 Tank rentals BEFORE THE 

28 Other rentals OIL CONSERVATION DIVISION 

29 Transpor ta t ion Case No. 11417 Exhibit No. j l _ 
30 Disposal services (of fs i te) Submit ted B y 
31 D ri|| s t e m tests MERIDIAN OIL, INC. 
32 D.rect.onal dri l l ing H e a r i n g D a t e : N o v e m b e f 9 g 5 

33 Tubular inspect ion 

32 

27 Tank rentals BEFORE THE 

28 Other rentals OIL CONSERVATION DIVISION 

29 Transpor ta t ion Case No. 11417 Exhibit No. j l _ 
30 Disposal services (of fs i te) Submit ted B y 
31 D ri|| s t e m tests MERIDIAN OIL, INC. 
32 D.rect.onal dri l l ing H e a r i n g D a t e : N o v e m b e f 9 g 5 

33 Tubular inspect ion j $1,400 33 $3,100 

34 Cased hole logs 34 $700 34 $700 

40 Casing c rews and l a y d o w n services 40 40 

43 Consu l tants 43 43 

45 Roustabout and cont rac t labor 45 $2,000 45 $2,000 

46 Miscel laneous 46 $1,000 46 $1,000 
62 Envi ronmental compl iance 62 62 

72 Company supervis ion and overhead 72 $12,500 72 $12,500 

T O T A L INTANGIBLE C O S T $374,600 $406,200 

TANGIBLE DRILLING C O S T 
80 Casing 80 80 

450 f t . O 13 3/8 in . $17.50 / f t (SURFACE) $7,900 $7,900 
4.400 f t . IJ 8 5/8 in. $9.85 / f t (INTERMEDIATE) $43,300 $43,300 
9,900 f t . o 5 1/2 in . $5.75 / f t (PRODUCTION) $56,900 

f t . (if in . / f t (LINER) 

82 Downho le equipment (packers, br idge plugs) 82 82 
84 Downho le equ ipment accessories 84 84 
86 Wel lhead equ | ,ment . 86 $3,000 86 $8,000 
87 Miscel laneous 87 87 

T O T A L TANGIBLE C O S T $54,200 $116,100 

$428,800 $522,300 
$43.31 /ft . ftKO IR I** 



MERIDIAN OIL INC. 

WELL COST E^TII^ 

COMPLETION 

LEASE/WELL NAME: East Echols NDW 
LEASE/WELL TYPE: 
AFE TYPE: New Well Completion 

East Echols(Wolfcamp)Field 
PREPARED BY: 
APPROVED BY: 
COST CENTER: 

David Chapman DATE: 
DATE: 

ACCOUNT NO: 
COMP WORK 
249 244 
02 02 
03 03 
04 04 
05 05 
06 06 
07 , 07 
08 08 
09 09 
10 10 
11 11 
12 12 
14 U 
15 16 
16 16 
17 17 
18 18 
19 19 
20 20 
21 
22 21 
23 23 
24 24 
25 2S 
26 26 
27 27 
28 28 
29 2S 
30 30 
31 31 
32 32 
33 3c 
34 34 
36 36 
37 37 
38 38 
39 39 
40 4C 
41 41 
42 42 
43 43 
44 44 
45 45 
46 46 
48 48 
49 49 
50 50 
62 62 
63 63 
65 65 
68 68 
72 72 

80 80 
81 81 

82 82 
84 84 
85 85 
86 86 

AFE NOMENCLATURE BUDGET 
INTANGIBLE COSTS 7 Days 

Location, Roads or Canals (Pre-Constr.) 
Location, Roads or Canals - Construction and Maintenance $2,000 
Location, Roads or Canals - (Surface Restoration) 
Move-in, Move-out 
Fees of Contractor - Footage ( $/FT) 
Fees of Contractor - Daywork and Completion Rig ( $1,600/Day) $11,200 
Fire and Safety Equipment 
Drilling Fluid Systems - Liquids 
Drilling Fluid Systems - Oas and Air Drilling 
Drilling Fluid Systems - Processing and Maintenance 
Fluids and Chemicals - Specialty Fluids 
Salt/Brine Water $2,500 
Onsite Disposal Services 
Fresh Water 
Bits $1,500 
Primary Cement, Cement Services, 4 Acces 
Remedial Cementing 
Mud Logging 
Wireline Logging - Open Hole 
Coring and Analysis 
Fuel/Electricity 
BOP's and Wellhead Rentals (Surface) $2,500 
Drill/Work String Rentals (Subsurface) $3,000 
Fishing Tool Rentals 
Tanks Rentals $2,500 
Other Rentals $3,500 
Transportation $1,200 
Offsite Disposal Services $3,500 
Drill Stem Tests 
Directional Services 
Tubular Inspection 
Cased Hole Services 100 shots & CBL $5,600 
Production Testing $3,000 
Swabbing and Coiled Tubing 
Stimulation 7500 gal & 250 gal pickle $14,000 
Fracturing 
Casing Crews and Laydown 
Gravel Pack/Sand Control 
BOP Testing 
Consultants 
Technical Contract Services $1,000 
Roustabout Labor $1,500 
Miscellaneous $2,000 
Communication Systems 
Packer Rental $2,000 
Pumping Charges 
Environmental Compliance - Assessment 
Environmental Compliance - Remediation 
Company Vehicles 

Direct Labor Z ^ Z Z ! Z ! ^ Z ! ^ 
Company Supervision and Overhead $7,000 
"OTAL INTANGIBLES $69,500 

TANGIBLE COSTS 
Casing 
Tubing & Tiebacks $36,000 
( 9,900 ft, 2 7/8 in. $3.60/ft) 
( fl. in. $/ft) 
( fl. in. Vft) 
Packers and Bridge Plugs 
Casing/Liner Equipment 
Tubing Equipment $1,700 
Wellhead Equipment and Xmas Tree 
TOTAL TANGIBLE $37,700 

TOTAL COMPLETION $107,200 

REV 4/W 

07/KV95 c:\winwonfcMUtfm\CADDELLl DOC 

C:\WINWORD\COSTESTr.i\B REA.DOC 
!34 PM7/10/95 



W E L L C O S T E S T I M A T E 
FACILITIES / PRODUCTION FACILITIES 

LEASE/WELL NAME: 
COUNTY/STATE 
AFE TYPE: 
PROPOSED TD: 9,900' Wolfcamp 
JOB SCOPE NDW facilities 

Caddell 29 # 1 (East Echols) 
Lea County, New Mexico 

(06) Capital Facilities 

PREPARED BY 
PREPARED BY: 
APPROVED BY 

J.R. LaPlante 
Bill Rea 

DATE: 7/3/95 
DATE: 7/6/95 

ACCOUNT NO: _ 
247 FACILITIES' 

AFE NOMENCLATURE 

02 

03 
08 
12 
17 
43 
44 
47 
48 
49 
50 
57 
62 
63 
68 
73 

20 
27 

28 
29 
31 
32 

33 

35 
36 
39 
51 
53 
54 
55 
81 
82 
83 
84 
86 
96 

Intangible 
Install Labor 
Labor 
Dirt Work 
Painting 
Company Vehicles 
Location, Road:, or Canals 
Overhead 
Damages, Prope rty Losses and Other 
Safety 

Engineering/Lat/Technical Contract Services 
Rental Compressor & Maintenance 

Rental Equipment 
Cathodic Protection 
Right-of-Way @$ /rod.. 
Pulling Unit Cost - (Subsurface) 
Environment Compliance (Assessment) 
Environment Compliant* (Remediation) 
Company Supervision 
Freight / Transportation 
Total Intangible 

PRODUCTION 

$3,500 

0 
$500 

$500 

0 
$4,000 
$8,500 

Tangible 
Equipment Coating and Insulation 
Separators 

Unfired 30" x 10' 2 phase sep 
Fired n* x 20' 3 phaset htr trt 

Gas Sweetening Equipment 
Pumping Unit American Prod I C 640 - 365 - 144.. 
Prime Mover 60 Hp Nema D 
Tanks 

Oil Tank 3 500 BBL @ . 
Wtr Tank _ _ } 500 BBL @ 

0 
$51,000 

$1,600 

Tank Walkv.ay 
Metering Equipment 

1.ACT Unit 
Compressor - Company Owned 
Buildings 
Misc. Flowlines, .'ipes, Valves, & Fittings..(4 slod hdr.) 
Minor Pipelines 
Surface Pumps.... 
Electrical Accessories Size 4 Control Panel 
Miscellaneous - Facility Expense 
Tubing 
Rods 9,800' Norris 97 
Down Hole Pumps 2 V, X 1 V. 
Alternative Artificial Lift Equipment...Delta-X POC 
Conventional Artificial Lift Well Head Equipment 
Gas Dehydrator 
Total Tangible 

Total (Production / Facility) 

TOTAL FACILITY COST ESTIMATE 

0 
$1,600 

0 
0 

$21,000 
$2,300 
$3,500 

0 
0 

$81,000 

$89,500 

FACILITIES 

$8,000 
$3,000 
$2,000 

0 

0 
$2,000 
$1,000 

$16,000 

$3,000 

$3,000 
$10,000 

0 

$24,000 
$8,000 
$4,000 

0 

0 
$18,000 

0 

0 
$15,000 

0 

0 
$85,000 

$101,000 

ESTIMATED 
COST 

$17,000 

$ 0 
$ 0 
$ 0 
$ 0 
$ 0 
$500 
$ 0 
$ 0 
$ 0 
$ 0 
$ 0 
$ 0 
$ 0 

$2,000 
$5,000 
$24,500 

$3,000 
$13,000 

$ 0 
$51,000 
$1,600 
$36,000 

$ 0 

$ 0 
$ 0 

$18,000 
$ 0 
$ 0 

$1,600 
$15,000 

$ 0 
$21,000 
$2,300 
$3,500 
$ 0 
$ 0 

$166,000 

$190,500 
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STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

In the matter of the hearing called 
by the Oil Conservation Division 
for the purpose of considering: 

CASE NO. 11417 
Application of Meridian Oil Inc. 
for Compulsory Pooling, 
Aunt Lula 30 Well No. 1 
Lea County, New Mexico. 

CERTIFICATE OF MAILING AND COMPLIANCE WITH ORDER R-8054 

W. THOMAS KELLAHIN, attorney in fact and authorized 
representative of Meridian Oil Inc., states that the notice provisions of 
Division Rule 1207 (Order R-8054) have been complied wi th, that 
Applicant has caused to be conducted a good faith diligent effort to 
find the correct addresses of all interested parties entitled to receive 
notice, that on the 10th day of October 1995 I caused to be sent, by 
certified mail return receipt requested, notice of this hearing and a 
copy of the application for the referenced case along with the cover 
letter, at least twenty days prior to the hearing set for November 2, 
1995, to the parties shown in the application as evidenced by the 
attached copies of receipt cards, and that pursuant to Division Rule 
1207, notice has been given at the correct addresses provided by 

such rule. 

W. Thomas Kellahin 

SUBSCRIBED AND SWORN to before me on tai/ 1st day of^Nc/ember 1995. 

Notary Public 

My Commission Expires: June 15, 1998 
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SENDER: 
• Complete items 1 and/or 2 lor additional services. 
• Complete items 3, and 4a & b. 

[•'Meridian/Aunt Lula 11/2/95 
^October 10, 1995 

3 . A r t i c l e A d d r e s s e d t o : 

Betty Osborn Biedenhorn Estate & 

Betty Osborn Biedenhorn Trust 

c/o Osborn Heirs Co. 

POB 17968 

San Antonio, Texas 78286 
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f o l l o w i n g se rv i ces I for an e x t r a 

f e e ) : 

1 . L A d d r e s s e e ' s A d d r e s s 
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POB 17968 
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individually and as Trustee 

of the William B. Osborn, Jr Trust 
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• Complete items 1 and/or 2 for additional services. 
• Complete items 3, and 4a & b. 
• Pnnt your name and address sn the reverse of this form so that we can 
return this card to you. 
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Charlot te Osborn Barrett Trust 
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c/o Barrett Brothers Oil & Gas 
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STATE OF NEW MEXICO 
ENERGY. MINERALS AND NATURAL RESOURCES » 

DEPARTMENT f* 
OIL CONSERVATION DIVISION 

In the matter of the hearing called 0// c0. 
by the Oil Conservation Division 
for the purpose of considering: 

Apolication of Meridian Oil Inc. 
for Compulsory Pooling, 
Aunt Lula 30 Well No. 1 
Lee County, New Mexico. 

Case No. 11417 

PRE-HEARING STATEMENT 

This pre-hearing statement is submitted by Meridian Oil Inc. as required by 
the Oil Conservation Division. 

APPEARANCE OF PARTIES 

APPLICANT ATTORNEY 

Meridian Oil Inc. W. Thomas Kellahin 
P.O Box 51810 Kellahin and Kellahin 
Midland, Texas 79710 P.O. Box 2265 
Attn: Don Davis Santa Fe, New Mexico 
915-688-6800 (505)982-4285 



Pre-Hearing Statement 
Case No. 11417 
Page 2 

STATEMENT OF CASE 

APPLICANT: 

Meridian Oil Inc. seeks approval to pool all mineral interests in the 
Wolfcamp formation underlying the SE/4 of Section 30, Township 10 South, 
Range 38 East, NMPM in Lea County, New Mexico. Meridian has a working 
interest ownership in the oil and gas minerals underlying the said location. 

The subject well, Aunt Lula 30 Well No. 1, is to be drilled at a 
standard well location in the NE/4SE/4 of Section 30 to test any and all 
formations in the pooled interval. The primary objective being to test for 
Wolfcamp oil production. 

The well is to be dedicated to the appropriate sized spacing unit for 
the appropriate pool consisting of the NE/4SE/4 or the SE/4 of said Section 
30. 

Meridian needs an order of the Division pooling the identified and 
described mineral interests involved in order to protect correlative rights and 
prevent waste and for the drilling, completion and operations of the subject 
well at a standard gas well location upon terms and conditions which 
include: 

(1) Meridian Oil Inc. be named operator; 

(2) provisions for each working interest owner to participate in any 
production by reimbursing the applicant for the costs of drilling, 
completing, equipping and operating said well; 

(3) In the event a working interest owner fails to elect to participate, 
then provisions be made to recover out of production, 
reimbursement to the applicant for the costs of drilling, 
completing, equipping and operating the well, including a risk 
factor penalty of 200%; 

(4) Provision for overhead rates of $5,000 per month drilling and 
$500.00 per month operating and a provision providing for an 
adjustment method of the overhead rates as provided by COPAS; 
and 

(5) For such other and further relief as may be proper. 



Pre-Hearing Statement 
Case 11417 
Page 3 

APPLICANT 

PROPOSED EVIDENCE 

----^ArffNESSES 

Leslyn Swierc 
(Landman) 

Adam Szantay 
(Geologist) 

Tom Sago 
(Geologist) 

Chet Babin 
(Petroleum Engineer) 

EST. TIME 

20 min. 

20 min. 

10 min. 

10 min. 

EXHIBITS: 

8 total 

PROCEDURAL MATTERS 

None anticipated at this time. 

KELLAHIN AND KELLAHIN 

By: 
W. Thomas Kellahin 
P.O. Box 2265 
Santa Fe, New Mexico 
(505) 982-4285 



BEFORE THE 

NEW MEXICO DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES 

OIL CONSERVATION DIVISION 

ENTRY OF APPEARANCE 

COMES NOW CAMPBELL, CARR & BERGE, P.A., and hereby enters its 

appearance in the above referenced case on behalf of Nations Geophysical, Inc. 

Respectfully submitted, 

CAMPBELL, CARR & BERGE, P.A. 

IN THE MATTER OF THE APPLICATION 
OF MERIDIAN OIL INC. FOR 
COMPULSORY POOLING, 
LEA COUNTY, NEW MEXICO. 

WILLIAM F. CARR \ 
Post Office Box 2208 \ 
Santa Fe, New Mexico 87504 
Telephone: (505) 988-4421 

ATTORNEYS FOR NATIONS GEOPHYSICAL, INC. 



CERTIFICATE OF SERVICE 

I h ereby certify that on this ay of October, 1995,1 have caused to be mailed 
a copy of our Entry of Appearance in the above-captioned case to the following named 
counsel: 

W. Thomas Kellahin, Esq. 
Kellahin & Kellahin 
Post Office Box 2265 
Santa Fe, New Mexico 87504-2265 

ENTRY OF APPEARANCE, 
Page 2 



BEFORE THE 

NEW MEXICO DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE APPLICATION 
OF MERfDIAN OIL INC. FOR 
COMPULSORY POOLING, 
LEA COUNTY, NEW MEXICO. 

ENTRY OF APPEARANCE 

COMES NOW CAMPBELL, CARR & BERGE, P.A., and hereby enters its 

appearance in the above referenced case on behalf of W B Osborn Oil & Gas Operations. 

Respectfully submitted, 

CAMPBELL, CARR & BERGE, P.A. 

Santa Fe, New Mexico 87504 
Telephone: (505)988-4421 

ATTORNEYS FOR W B OSBORN 
OIL & GAS OPERATIONS 



CERTIFICATE OF SERVICE 

I hereby certify that on this "2,4 "day of October, 1995,1 have caused to be mailed 
a copy of our Entry of Appearance in the above-captioned case to the following named 
counsel: 

W. Thomas Kellahin, Esq. 
Kellahin & Kellahin 
Post Office Box 2265 
Santa Fe, New Mexico 87504-2265 

ENTRY OI APPEARANCE, 
Page 2 


