
GALLEGOS LAW FIRM 
A Professional Corporation 

460 St. Michael's Drive 
Building 300 
Santa Fe, New Mexico 87505 
Telephone No. 505-983-6686 
Telefax No. 505-986-1367 
Telefax No. 505-986-0741 

- * 1995 

MICHAEL J. CONDON 

November 28, 1995 

HAND-DELIVERED 
William J. LeMay, Director 
New Mexico Oil Conservation Division 
2040 South Pacheco Street 
Santa Fe, NM 87505 

Re: Case No. 11434; Application of Meridian Oil Inc. for Compulsory Pooling 
and an Unorthodox Gas Well Location, San Juan County, New Mexico, 
Proposed Seymour Well No. 7A 

Dear Mr. LeMay: 

This office represents Doyle and Margaret Hartman d/b/a Doyle Hartman, Oil 
Operator. We are filing today an Intervention and Motion to Dismiss in this matter, which 
is currently scheduled for hearing on December 7,1995. Due to scheduling conflicts, we 
are unable to attend the hearing next Thursday and would request that this matter be 
continued to the next hearing docket. 

Thank you for your cooperation in this matter. If you have any questions, please 
feel free to contact me. 

MJC:sa 
Enclosure 
cc: Doyle Hartman 

Tom Kellahin 
Carolyn Sebastian 

Very truly yours, 

GALLEGOS LAW FIRM, P.C. 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

APPLICATION OF MERIDIAN OIL INC. 
FOR COMPULSORY POOLING AND AN 
UNORTHODOX GAS WELL LOCATION, SAN 
JUAN COUNTY, NEW MEXICO - PURPOSED CASE NO. 11434 
SEYMOUR WELL NO. 7A 

INTERVENTION AND MOTION TO DISMISS 
BY DOYLE HARTMAN. OIL OPERATOR 

Doyle Hartman and Margaret Hartman, doing business as Doyle Hartman, 

Oil Operator (hereafter "Hartman") oppose the application filed in this matter and move 

the Oil Conservation Division to dismiss the application of Meridian Oil Inc., as grounds 

stating: 

1. Hartman owns a . 12500 working interest in the E/2 Section 23 T31N, 

R9W, NMPM, which is the 320 acre proration unit relevant to the proposed infill well. 

2. The E/2 Section 23, T31N, R9W, NMPM is a Mesa Verde proration 

unit dedicated to the Seymour No. 7 well which is productive from the Blanco Mesa Verde 

Pool. The Seymour No. 7 well is located in the NE4 of said Section 23. 

3. The E/2 Section 23 is comprised of federal lease SF 078505 dated 

May 1, 1948 leased to John C. Dawson and federal lease NM 03601 dated May 1, 1948 

leased to Claude A. Teel. The then owners by mesne assignments of those leasehold 

interests, on March 30, 1953 entered into a Communitization Agreement (Contract No. 

14-08-001 -917) by which they pooled their interests in the two separate separately owned 

tracts insofar as the Mesa Verde formation underlying those lands. A copy of that 

agreement is attached and adopted by reference as Exhibit "A". 



4. Correspondingly, on April 10, 1953, the interest owners in the E2 

Section 23 entered into an Operating Agreement which designated Southern Union Gas 

Company as the operator. A copy of that agreement is attached hereto and adopted by 

referenced as Exhibit "B". Hartman knows of no other effective communitization or 

operating agreements governing this property and controlling the rights and 

responsibilities of the operator and other interested parties to the subject 320 acre tract 

as to the Mesa Verde formation. 

5. The 1953 Operating Agreement covering the entire 320-acre standard 

proration unit authorized the drilling of one well and one well only on the subject 320 acre 

proration unit. That well was drilled and is known as the Seymour No. 7. The 1953 

Operating Agreement does not provide for "additional operations," "additional wells" or any 

similar terms or conditions by which the operator can propose the Seymour 7A well, 

circulate an AFE, and especially does not authorize the imposition of penalty provisions 

for "non-consent" interest owners. 

6. The statutory authority relied on by the applicant in bringing this 

proceeding and which defines the jurisdiction and authority of the Oil Conservation 

Division is NMSA 1978 Section 70-2-17(C). That law, in pertinent part, provides: 

Where, however, such owner or owners have 
not agreed to pool their interests, and where 
one such separate owner or owners, who has 
the right to drill has drilled or proposes to drill a 
well on said unit to a common source of supply, 
the division, to avoid the drilling of unnecessary 
wells or to protect correlative rights or to 
prevent waste, shall pool all or any part of such 
lands or interests or both in the spacing or 
proration unit as a unit. (Emphasis added). 
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The statute does not authorize forced pooling where, as here, the owners have already 

pooled their interests under a communitization agreement. Under these circumstances, 

the communitization and operating agreements control the means by which the property 

would be developed. 

7. In the present case, 

A. The diverse interest owners have already agreed to pool their 

interests (in accordance with the terms and provisions of the 1953 Communitization 

Agreement) and have authorized the drilling of only one well, the Seymour No. 7. 

B. Meridian does not have the authority to drill the proposed well under 

either the 1953 Communitization Agreement or § 70-2-17(C). 

C. The Oil Conservation Division need not and cannot order a 

compulsory pooling because the tracts are already contractually pooled as to the Mesa 

Verde formation and the subject 320 acre unit, under the provisions of the 1953 

Communitization Agreement 

WHEREFORE Hartman requests that the Oil Conservation Division 

(a) cancel the evidentiary hearing now set on the Examiner's Docket for 

December 7, 1995; 

(b) dismiss the application of Meridian Oil Inc. as being outside the 

statutory authority of the Division; and 

(c) grant such other relief as the Division deems proper. 
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Respectfully submitted, 

GALLEGOS LAW FIRM, P.C. 

J.E. GALLEGOS/ 
MICHAEL J. CONDON 

460 St. Michael's Dr(/e, Bldg. 300 
Santa Fe, New Mexico 87505 
(505) 983-6686 

Attorneys for Hartman 

CERTIFICATE OF SERVICE 

I hereby certify that I have caused a true and correct copy of the foregoing 
to be hand-delivered on this^2,/yt^ day of November, 1995 to the following: 

Tom Kellahin 
117 N. Guadalupe 
Santa Fe, NM 87501 
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RECEIVED 

E x h i b i t "A" 



1. Che lands covered by this agreement (hereinafter referred to as "com­

munitized ares") are described as follows: 

Township HoTth, Rung* 0 Weatj_ H.M.P.H. 
Ban J'ffiV CountyV Haw Mux-icq ** 

Section 231. 

containing acres, more or leas, 

and this agreeaent shall extend to and include only the Meflaverfla 

formation -underlying said lands and the dry gas and associated liquid hydro-

carbons (hereinafter referred to- as "ccmimunitized substances") producible from 

such formation. 

2. Attached hereto, and made a part of this agreement for a l l purposes, i s 

Exhibit A designating the operator of the eemmtunitlzed area and shoving the 

acreage, percentage and ownership of o i l and gas interests i n a l l lands within 

^ \ ^ ^ : $ ^ f f ^ ^ ^ $ e ^ ^ the communitized area, and the authorization, I f any, for communitizing or pool­

ing any patented or fee lands within the conmunitized area. -

3. A l l matters of operation shall be governed by the Operator under and 

pursuant to the terms and provisions of this agreement. A successor operator 

may be designated by the owners of the working interest i n the coroaunitized area 

and four (h) executed copies of a designation of successor operator shall be 

f i l e d v i t h the Oil and Gas Supervisor. 

h. Operator shall furnish the Secretary of the Interior, or his author­

ized representative, v i t h a log and history of any v e i l drilled on the commun­

itized area, monthly reports of operations, statements' of gas sales and royalties 

and auch other reports as are deemed necessary to compute monthly the royalty 

due the United States, as specified in the applicable o i l and gas operating 

regulations. Operator, in operations hereunder, shall not discriminate against 

any employee or applicant for employment because of race, creed, color or national 

origin and an identical provision shall be Incorporated i n a l l subcontracts.-

5« The communitized.area shall be developed and operated as an entirety 

v i t h the understanding and agreement between the parties hereto that a l l 

-2-



communitized substances produced therefrom 3hall be allocated among the lease­

holds comprising said area in the proportion that the acreage interest of each 

leasehold bears to the entire acreage interest committed to this agreement. 

6. The royalties payable on conmiunitlzed substances allocated to the in­

dividual leases comprising the commanltized area and the rentals provided for i n 

• Baid leases shall he determined and paid on the basis prescribed in each of the 

individual leases. Payment of rentals under the terms of leases subject to thia 

agreement shall not be affected by this agreement except as provided for under 

the terms and provisions of said leases or as may herein be otherwise provided. 

Except as herein modified and changed, the o i l and gaa leases subject to this 

agreement shall remain ln f u l l force and effect as originally made and Issued. 

7> There shall be no obligation on the lessees to offset any dry gas veil 

or vellB completed i n the same formation as covered by this agreement on separate 

component tracts into vhich the communitized area is new or may hereafter be di ­

vided, nor shall any leasee be required to measure separately communitized sub­

stances hy reason of the diverse ownership thereof, but the lessees hereto shall 

' ^ f ^ ' ^ ^ i f ^ f e j j i ^ ^ y ^ ^ i f t art be released from their obligation to protect said communitiaed area from 

drainage of communitized substances by a v e i l or veils which may be drilled 

offsetting said area. 

8. The commencement, completion, continued operation or production of a 

v e i l or veils for communitized substances on the communitized area shall be con­

strued and considered as the commencement, completion, continued operation, or 

production on each and a l l of the lands within and comprising said communitized 

area, and operations or production pursuant to this agreement Bhall be deemed 

to be operations or production as to each lease committed hereto. 

- 9' Production of communitized substances and disposal thereof shall be in 

conformity v i t h allocation, allotments and quotas made or fixed by any duly 

authorized person or regulatory 'body under applicable Federal or State statutes. 

This agreement shall be subject to a l l applicable Federal and State lavs or 

executive orders, rulea and regulations, and no party hereto shall suffer a 

forfeiture or be liable i n damages for failure to comply v i t h any of the pro­

visions of this agreement i f such compliance is prevented by, or i f such failure 

results from, compliance v i t h any such lavs, orders, rulea or regulations. 
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10. This agreement shall he effective as of the date hereof, upon execution 

by the necessary parties, notwithstanding the date of execution, and upon approval 

by the Secretary of the Interior, or his duly authorized representative, and shall 

remain i n force and effect for a period of two (2) years and so long thereafter 

as communitized substances are produced from the communitized area ln paying 

quantities; provided, that prior to production in paying quantities from the 

communitized area and upon fulfillment of a l l requirements of the Secretary of 

the Interior, or his duly authorized representative, with respect to any dry hole 

or abandoned v e i l , this agreement may be terminated at any time by mutual agree­

ment of the parties hereto, ' • 

11. I t is agreed between the parties hereto that the Secretary of the 

Interior, or his duly authorized representative, shall have the right of super­

vision over a l l operations within the communitized area to the seme extent and 

degree as provided i n the o i l and gas leases under which the United States of 

America i s lessor and in the applicable o i l and gas regulations of the Department 

of tbe Interior, 

12. Tha covenants herein shall be construed to be covenants running with 

the land v i t h respect to the coiimiunitized interests of the parties hereto and 

their successors l n interest u n t i l this agreement terminates, and any grant, 

transfer or conveyance of any such land or interest subject hereto, -whether 

voluntary or not,.shall be and hereby is conditioned upon the assumption of a l l 

obligations hereunder by the grantee, tranaferree or other successor in interest, 

and as to Federal land -shall he subject to approval by the Secretary of the 

Interior. 

13. This agreement shall he hinding upon the parties hereto and shall 

extend to and be binding upon their respective heirs, executors, administrators, 

successors and assigns. 

l l u This agreement may be executed i n any number of counterparts, no 

one of vhich needs to be executed by a l l parties, or may be ra t i f i e d or con­

sented to by separate instrument,1 i n writing, specificaTLy referring hereto, 

and shall be binding upon a l l parties who have executed such a counterpart, 



( •• ( 

ratification or consent hereto vith the ssae force and. effect as i f a l l parties 

had signed the same document. 

IN WITNESS WHEREOF, the parties hereto have executed this agreement as of the 

day and year f l r o t above vritten and. have set opposite their respective' names the 

date of execution. 

ATTEST: 

Secretary 

SOUTHERN UNION GAS COMPA 

*>yj 
:?>-, President 

O P E R A T O R 

ohn C. Davson 

—, tyMkL 
Lucyild a . Davson, hiB v l f e 

Claude A. Teel 

M A M W - Teel, his viTe 

SLLY OIL COMPANY.-:""/ ,= 

f /• ' ' ' /•''' 
U . - f \ j - President 

?pprp 

ferr 

( 
LESSEES AND Wl INTEREST OWNERS 

cAdams, his v l f e 

A. W. Rutter 

Butter , h is v l f e 

. I t . H- Ernest 

_Emeet, his v l f e 

ATTEST: 

-l!^iirt^-^l-f'f•-^>«-v<^ 

ALBUCjUERfiUE ASSOCIATED OIL COMPANY 

EATirciNG OVmiHTOJlOXALTr^l^^S 



STATE OF 
7 7"™ ) ss 

COUNTY. OF H fit/? IS ) 

On this 3 *~ of V u / J e , 19 53 hefore tie 

personally appeared John C. Dawson and /,vcy//e X? Cava on, his vlfe 

known to me to he the person(s) who executed the.above and foregoing in­

strument and acknowledged to me that thisy executed the same as thelr_ 

free act and deed. 

EN WITNESS WHEREOF, I have set my hand and seal of office on this 

3 ~ day of <7ovcZ , 19J3 

My Commission Expires: ' "Notary Public i ^ i and for 
f. a STORY, J*. I I r - j — -

H£rri& . County, /eUSS 
M y Conwifwten £ x p i ' « Juno U 1955 

STATE OF TEXAS 
1 SS 

mmtmrnm?* cowr OF PAima ) • 
On this 7 - ^ day of ^ j y ^ j t , 19 53 . , before 

me appeared fl. , , to me personally known, who, 

being by me duly sworn, did say that he is the y* c 9 President of 

SOUTHERS PSIOa OAS COWAgi a n d that, the seal 

affixed to the foregoing instrument is the corporate seal of said corporation 

and that said instrument was signed and sealed in behalf of said corporation 

by authority of i t s Board of Directors, and said J?m ^f_, 

acknowledged said instrument to be the free act and^deea of said corporation. 

IN WITNESS WHEREOF, I have set my hand and seal of office on this £ 

day of 19 5 3 

My commission Expires.' Notary Public in and for 

Jww 1, 1953 EnlLfi county, Texas 



r • r 
STATE OF ' _ ) 

) SS 
COUBTT OF ) 

On t h i s £ 7 day of < £ r f C s ^ - - f l , 19 5? > before mo 

personally appeared Clauda A. Tool and A ^ ^ y Teel, h ln y j f o 

known to me t o be the person(s) who executed the.above and foregoing i n ­

strument and acknowledged to me that thgy executed the same as thai? 

f ree act and deed. 

IN WITNESS WHEREOF, I have set my hand and seal of o f f i c e on th i s 

e2 7 day of 6&1£SLALJ- , 19 53 

My Commission Expires: 1 yBotary Public i n and f o r 

_ County, 

(7 

(2MJLJ STATE OF 

COUNT! OF 

On tMs;?/..C,4 day of ^ ' / ' / ? . .•' , 19 5 3 , hefore 

me appeared f'.-f'* • / ^ , / '« to me personally known, who, 

being by me duly sworn, did. say that he is the/^.,;- ./* President f0f 

&ZS2X OIL COHPABX _ ftni t b a t , t h e seal 

affixed to the foregoing instrument is the corporate seal of said corporation 

and that said instrument was signed and sealed in behalf of said corporation 

hy authority of i t s Board of Directors, and said O f •<••'*') < - V ^ >*-< ̂  , 

acknowledged said instrument to be tbe free act and deed of said corporation. 

IN WITNESS WHEREOF, I have set my hand and seal of office on this . ' .-./ .C/~^ 

day of / ' / . • r ^ < 1 s , • 19 53 



r 

THE STATE OP NEW UEXICO 

COUNTI OF BERNALILLO 

Oa this 87th day of April , 19$}, 
before ne parlonXEIy oppoarea Georgia ucAaams, to aa known to b* the 
person who axcooted the foregoing instrument in behalf of C. A. ltoAdama, 
and acknowledged that aha exeoutod the HSD as a froa act and deed of 
aald G. A. liCAd&ms. 

Ot WITNESS WHEREOF, I h&va herounto set my hand tnd affixed ay 
aaal oa this, the day and year first abova written. 

THB STATE OF KE* MEXICO ^ 

COUNTI OF BERNALILLO ) . 

On this 27th day of April , 
before m peraonaUyTppearea Georgia iteAdama, wile or c. A. UcAdsm*, 
to m known to be th* person dowribod la and who executed tha foregoing 
instrument, and acknowledged to na that aha executed tha sans as nor fxes 
aet and deed. 

Si WITNESS TTHftlEOF, I hare hcraunto set my hand and «ffixed my seal 
on this, ths day and year first above written. 

County, Nev k«xico. 

Ly commission expires i 
Mr Coudiijoa TtpbM 3*pt*mhn ST, 13S3 

County, Haw Uexloo. 



STATE QF ) 

_ ^ ^ 

COUNTY. OF ) 

On this day of „- , 19 53 , hefore me 

personally appeared Ct A. KcAdaaa at^^.^"g-->y / o HcAda.'BS, Ms vifo , 

known to me to be the person(s) who executed tne abore and foregoing in-

strument and acknowledged to me that tticy executed the same as their 

free act and deed. 

m WITNESS WHEREOF, I have set my hand and 6eal of office on this 

day of , 19 53 

1 Notary Public in and for 

My Commission Expires: County, 

STATE OF ) 
) SS 

COUMTY. OF ) 

On this day of 19 33 before me 

personally appeared A* W. Butter aad Butter, hia wife t 

known to me to be the peraon(s) who executed the above,and foregoing in­

strument and acknowledged to me that they executed the same es t a a l r 

free act and deed. 

XN WITNESS WHEREOF, I have set my hand and seal of office on this " 

day of , 19 53 

My Commission Expires: 

notary Public l n and for 

________ County, 



STATE OF ) 
) SS 

COITSTX OF ) 

On this day of , 19 53 > hefore ne 

personally appeared n. 3. Krttost and Ernatt, his vtft 

known to oe to he the person(s) who executed the above and foregoing in­

strument and acknovledged to me that thay executed the same as tholr 

free act and deed. 

IN WITNESS WHEREOF, I have set my hand and seal of office on this 

day of , 19 53 . 

My Commission'Expiress ""t Notary Public ln and for 

_______________ County, 

STATE OF fij.n ftti,/,, „•_, ) 

COUNT* OF t £ u ^ ^ L J L U ) 

0 1 1 t h i B ^? a ^ ^ X ^ j J j U , 19 53 • , before 

me appeared &-**^JLLL*^ 0 -̂*-~*~U*-J to me personally known, who, 

being by me duly Bvorn, did say that he is the President of 

AiaUQUgnqUS ASSOCIATED OH, COMMl ft„ that the seal 

affixed to the foregoing instrument is the corporate seal of said corporation 

and that said instrument was Blgned aud sealed in behalf of said corporation 

by authority of its Board of Directors, and said /Su.<^LjL^(^^^^jt^ 

acknowledged said instrument to be the free act and deed of said corporation. 

IN WITNESS WHEREOF, I have set my hand and seal of office on this 2 f 

day of <£juuJU , 19__3_. 
r 

My Commission Expires: Notary Public in audTor 

/-g-J-g-J*^ y__^-*<-^~ County, ?l±u) 7?ttjL*_, 



Exhibit A to Communitization Agreement 
dated March' 30, i953,' embracing: E$ of Section 23, 

Township 31 Worth, Range 9 West, N.M.P.M., San Juan County, Hev Mexico 

Operator of Communitized Area: Southern Union Gas Company. 

DESCRIPTION OFJ25A6ES COMMITTED 

Tract Ho. 1 

Lessor: United States of America 

Lessee of Record: John C. Davson 

Serial No. of Lease: Santa ?e 078505 

Date of Lease: May 1, lykS 

Description of lands Committed: Township 31 North, Range 9 West, N.M.P.M. 

Section 23: HEt "~ 

Number of Acres: l6o 

Working Interest and Percentage: John C. Davson 64_- $ 
0.R.R.I, and Percentage: C. A. McAdams 3/k of 1$ 

A. W. Rutter l A of 1# 
R. H. Ernest l/k of 1$ 
Albug.ueraue Associated Oil Co. 1 - 3/k $ 

Tract No. 2 

Lessor: United States' of America 

Lessee of Record: Claude A. Teel 

Serial Ho. of Lease: NM-03601 

Date of Lease: May i, 19W} 

Description of Lands Committed1 Township 31 North, Range $ West, N.M.P.M. 
Section 231 SE_-

Number of Acres: 160 

Working Interest and Percentage: Skelly Oil Company 8l_- $ 

0.R.R.I, and Percentage: Claude A. Teel 1 56 
(This interest is subject to CFR 192.83) 

Albuquerque Associated Oil Co. 5 f 

Recapitulation 

No. of Acres Percentage of interest 
Tract Number Committed r In Co—nunitlzed Area 

1 160 50* 



-Uthort-ei to do business ln tha State of SOT Haxteo, aad baring lt». .prtacipal 

off lee la Sella-, Texas (hereinafter called "South—a Union" or 'Operator"), and 

RlffiT.T.V njL COMPANY 

m 

_ _ ^ 
(hereinafter called "Ron-ape ratar", -whether one or mora), rj 

tHIESSMH tIAI ! A 
: : ro 

" 7- t ^ ^ V l ^ ^ X ^'Hg^'jig Hfel̂ t VHEBEAS, under data of March 30. 1953 , a eertaln eosam_ltlsa> 

tion (er pooling) agreement vas made and entered Into providing for the eeemmn-

ititation, pooling and consolidation of certain oil and gai lauas therein 

described so aa to form a grilling unit (hereinafter referred to aa "unit"), 

esibraelng the follcvlng described land in San Juan County, 

Her Mexico: 

Totfnshin 31 North. R&npe 9 West, N.M.P.M. 

Section 23: z£ 

to vhleh agreement reference Is here made for all purpose*; aad 

WHEREAS, tbe parties hereto desire to provide for the economical and joint 

operetion of said unit for the production of ges 

carbon— producible from 1*.**™** t n r ^ i ^ . 

subject te aad in accordance -with tbe terms end prerisions of this agreement: 

I0V, THERSPORE, In consideration cf the premises and of the mutual covenants 

and premises herein contained, the parties hereto agree as fallen s 

I . 

OSgMTOB 

Section 1. Southern union Cas Company la hereby designated aa Operator ot 

Exhibit "B" 



*4 
the above described unit and, subject to the terms and conditions of this agree­

ment, shall have full control of and shall conduct and msna&e all operations on 

said unit for the joint account of the parties hereto. Southern Union may re» 

sign as Operator at any time by giving notice to eaeh Ron-operator in writing 

sixty (60) days In advance of the effecti— date of such resignation and, ln 

sneh erant, the vorxing interest owners of said unit shall immediately select a 

successor. 

Section 2. In the event Southern Union shall sell or otherwise dispose of 

all of ita interest in sail unit, the right of operation herein conferrsi shall 

not ran vith the transfer or assignment of such interest or Inure to the benefit 

sf South—rn Onion's assignee, but Non-operator and Southern Union's assignee 

' ahall Immediately select h nev operator. 

Section 3. The number of employees, the selection of such employees, tbe 

hours of labor end the compensation for services to be paid any end a l l employees, 

1_ connection with operations hereunder, shall he determined by Operator. All 

employees sad contractors used in operations hereunder shall be employees and 

contractors of Operator and shall never be considered the employees or can-

tractors of Eon-operator. 

n. 
PSHC-MIASS Of I ~ S ~ ~ 

I t is agreed that for purposes of this agreement the interest of each party 

hereto is said unit is as follows: 

SAME IC.'i5__ST 

SOUTHERN UNION GAS COMPANY 50£ 

SEE LLI OIL COMPANY 50* 



n i . 

DBTT.r.TiTj dpgRATICBS 

Seetloa 1. Subjeet to —1 other applicable provisions of tale •are—sat, 

Op—rater, OB er before sixty (Ga) d-vs. from «.t>ppravâ  of the above describe^ 

coamuaitization agreement by the Pnited States geolo^gal Survey 

ehell eoa— see, or causa to be eo—asneed, operations for the drilling of a n i l 

for the Joint eeeount ef tha parties hereto, at tha following loeatlon: 

Township 31 Korth, Range 9 Vest. H.M.P.M. 

Section 23: 

aad aauae aaid veil to be diligently drilled without —aneeeeea— delay aad la 

a good vorT—inTtitlrr na——r to- a aufficient depth to teat the M..», r.^„ 

fo mat ion, unleaf tbe partiaa hereto mutually agree to discontinue drilling op­

eration* at a leaser depth. Zt ia understood and agreed that the eoavwneeaent 

date for aaid veil shall be extended for a reasonable period vnen necessary to 

perfect title te tha lands iiasa tttcd to tbe unit. 

fimtfta (*• Tfrna) rnirrrat *f "r"~^ft~. "n-h Wnn njnTntur nhrM far-aae anl 
I 

deliver te -Operator ita proportionate-* 

diilling eeaijatat wi-ally fur—ahedty e ertlllnc 

•<pi<eol ee i sa j l in a_A aaeep, sat* «a—L> 

8eetion 3. Trior to e—aaaaeemeat of drilling operations, as provided ln 

Section 1 hereof, Operator aaall furnish each Eea-operator an estimate of the 

costs expected to be.- incurred in drilling end equipping aaid vei l . 

Seetion *. All eosts and expense a incurred IB eonaaetion vith the drilling, 

completing, testing, equipping, and If a dry hole, the plugging and abandoning, 

of aaid veil thall be borne by the parties hereto in tbe proportions aet eat 

under Artiele XX hereof. 

XT. 

LOSS OR FAffl—j OP TX~— 

Is tbe event ef the loaa or failure ef the title, ln whole or ln part, ef 

-3-



any party hereto to any lease, or to any interest taenia, tbe interest of such 

party la. andjfco the production ohtalaed froa tbe unit •ball be reduced Is pro­

portion to such lote or fall—a of title as of tbe data neb. loss or failure of 

title ia finally data rained; provided, tbat such revision of ovnexehlp Interest 

shall not be retroaetiTe as to operating coats and expenses iao—red or as to 

raTenuea or production obtained prior to ouch, date; and provided, further, tbat 

-each party hereto whose title has been lost or has failed, aa aforesaid, shall 

Indemnify and bold the other parties hereto harmless from and against any aad 

all lose, coat, damage aad expense which may result from, or arise because of, 

the delivery to such party of product ion obtained hereunder or the payment ef 

proceeds derived from tbe sale of any aoeb production, prior to tbe date loss or 

fall—e of title is finally determined. 

V. 

TERM OT AGR—KSST 

This agreement shall remain ln full force and affect, _lees_sooner ters_n- _ 

ated by tbe mutual agreement of the partiaa hereto, as long as the ec—sunitlaat—n 

(or pooling) agreement hereinabove described shall resaia in force and effect. 

VI. 

COSTS AED &T-EBSES 

Section 1. tfaless Operator electa to require Son-eperstor to advance Its 

share of tbe costs and expenses, as hereinafter provided, Operator shall Initially 

advance and pay all eosts and expanses for the drilling of tbe veil provided for 

under Article I H hereof aa veil aa operation expenses of said unit aad shall 

charge aach son-operator vith ita pro rata part thereof on tbe basis of its pro­

portion-to interest ln tbe unit as set out under Article IX hereof. 

Section 2. All such eosts, expenses, eredits and related matters, and tbe 

method of the accounting vith respect thereto, shall be In accordance 

with tha provisions of the Accounting Procedure, attached hereto as Exhibit "A" 

tad made a part hereof for all purposes. 

Seetion 3> la tbe event tbat Operator elects to require any Ton-operator 



to advance ita proportionate aha— of tbo above mentioned eoata and expenses, 

Operator shall submit an itemized estimate of such costs aad expense* for tbe 

succeeding calendar month to such Son-operator, a having therein the proport ionate 

pert of the estimated eosts and expenses chargeable to such Kon-operator. Within 

fifteen (15) days after receipt of said estimate, such Ron-operator «*"»H pay 

to the Operator its proportionate share of the estimated costs aad expenses. I f 

payment or tbe estimated eosts and expenses is not made Then due, the unpaid 

balance thereof shall bear interest at the rate of six per cent (6jt) per annua 

from the due date until paid. Adjustments betveen estimated and actual eosts 

and expenses snail be made by Operator at the close of each calendar month and 

the account of the respective parties adjusted accordingly. 

Seetloa k. Operator ahall make ao single expenditure In excess of One 

Thousand Dollars ($1,000.00) without f irst obtaining the consent thereto of each 

Non-operator. The approval of the drilling of the well provided for hereinabove, 

however, shall include a l l expenditures for the drilling, completing, testing 

and equipping of such veil, including the necessary lines and separators. 

TO. 

DISPOSAL OF PRODUCTION 

Each Ron-operator shall own its proportionate share of a l l gas, casinghead 

gaa and other hydrocarbon substances produced aad saved rrom the unit, and shall 

be entitled to take a l l or any part thereof in kind, but i f any Ron-operator 

takes a l l or any part of its proportionate part of such production in kind, i t 

shell beer any extra expense incurred by Operator in making such delivery tn 

kind. In ease of sales of production, each Hon-operator shall collect direot 

from the purchaser or purchasers of such production for its proportionate part 

thereof. 

VIII. 

IMSnRASgE 

Seetlon 1. Operator, or Operator's contractors or subcontractors, shall 

carry for the benefit of the joint aceount insurance to cover drilling operations 



I 

on tb* vsit as follow 

KTJB FOLIC? FORM MTJriMOM LIMITS OF LIABILITY 

Workmen's Statutory statutory 
Compensation 

Contractor's Comprehensive (including coverage B.I. (4> 50,000 each person 
Public Liability under all sections of. policy) (8100,000 each accident 

lT100,000 aggregate 
7.D. (4 10,000 eacb accident 

($ 50,000 -gaxegate 

Motor Vehicle Comprehensive (including non- B.I. (& 50,000 each person 
ownership liability and hired i: 100,000 each accident 
automobile coverage) P.D. ( T 10,000 each accident 

Section 2. Vith respect to producing operations conducted hereunder on the 

unit by the Operator for the Joint account of the parties hereto, Operator shall 

maintain in effect at a l l times voile operations are so conducted hereunder the 

following insurance coverage: 

yjRD FOLIC? FORM MINIMUM LIMITS OF LlABHTTf 

Workmen's Statutory Statutory 
Compensation 

Contractor's Comprehenilva (including coverage B.I. (4100,000 each person 
Public Liability under all sections of policy) (5300,000 eacb accident 

($300,000 aggregate 
P.D. 1x100,000 each accident 

($100,000 aggregate 

Motor Vehicle Comprehensive (including non- S.I. (4100,000 each person 
ownership liability and hired f?300,000 each accident 
automobile coverage) P.D. ( i 10,000 each accident 

Operator will, upon request, furnish to Non-operator certificate(s) evidencing 

such Insurance. 

IX. 

ABAHDORMSflT OF WELL 

Rc well on the unit vhich ls capable of producing gas and/or condensate 

from the formations covered by thia agreement shall he abandoned without the 

vutua' consent of the parties hereto. If any of the parties desire to abandon 

such veil, such party or parties shall so notify the other party or parties ln 

writing and the latter shall have ten (10) days after receipt of such notice 

la vhich to elect whether to agree to such abandonment. If a l l parties hereto 

agree to such abandonment, such well shall be abandoned and plugged by operator 

at the expense of the Joint account, and as much B.B possible of the casing and 



other physical eouipment ia and on sail veil ahall he salvaged for the benefit 

of the Joint account, If any party or parties do not agree to said abaaoanmemt, 

such party or parties *W\ purchase the interest(s) of the party or partlee de­

siring to abandon said veil ln the physical equipment therein and thereon j end, 

•?-rl'f̂ :. -"̂^ Ĥ''̂  vithin twenty.five (25) days after the receipt of notice hy the party or parties 

act electing to at anion, the party or parties desiring to abandon ahall execute 

and deliver to the other party or parties an assignment, without varranty of 

title, of its er their Interest In said veil and physical equipment, aad ln the 

vorkiag interest end gas leasehold estate, insofar as It covers the formatlon(s) 

covered by this agreeaent, ln said unit. In exchange for aaid assignment, the 

purchasing party or parties shall pay to the assigning party or parties the sal-

vage value of the latter*s Interest ln the salvable casing and other physical 

equipment in end on seid veil, such value to be determined ln accordance vith 

the provisions of the Accounting Procedure, attached hereto as ExhibJt "A". 

I . 

> ^ p ^ - $ ^ ? ^ 0 ^ ^ ^ ^ ^ ^ TAXES 

Ihe Operator shall render, for ad valorem tax purposes, the entire lease­

hold rights end interests covered by this Agreement and all physical property 

located thereon or used in connection therewith, or such part thereof as may be 

subject to ad valorem taxation under existing lavs of tbe State of Nev Mexico, 

or vhich may he mads subject to taxation under future lavs, aad shall pay for 

the benefit of the Joint account all such ad valorem taxes at the time and in 

the murtnrr required by lev vhich may be assessed upon or against all or any 

portion of such leasehold rights and Interests and the physical property located 

thereon or used Is connection therewith. Operator shall hill each Ron-operator 

for its proportionate share of such tax payments provided by the Accounting 

Srctt :are, attached hereto as Exhibit "A*. 

XI. 

OPTION TO PURCHASE 

Seetion 1. In the event that any party hereto receives a bona ride offer 
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which it if willing to eeeept for the purchase of Its Interest in the unit, or 

any part thereof, from a person, firm or corporation ready, able and willing to 

purchase suoh interest or pert thereof, the party hereto receiving such offer 

•T-n immediately give vritten notice thereof to each of the other parties here­

to, including in such, notice the name and address of such offeror, tbe price 

offered and all other pertinent terms and conditions of the offer, Tbe other 

parties hereto, fora period of seven (7) days after the receipt of the notice, 

•win bare the prior and preferred right and option to purchase tbe leaae or 

leases, or part thereof, covered hy the offer, at the price and according to 

tbe terms end conditions specified therein. 

Seetion 2. If the other parties hereto fail to exercise their right and 

option hy giving vritten notice of aeeeptance vitain seven (7) days after re­

ceipt of the above mentioned notice, the party vhich received the offer shall 

accept it and complete the sale to tha offeror in accordance vith its offer 

within sixty (60) days after the expiration of said seven (7) day period; 

provided, that if tbe party vhich received the offer falls to accept it or to 

complete the sale within said period of sixty (60) days, the preferred right 

and option of tha other parties hereto under this Article XX shell be con­

sidered as revived, and the party vhich received the offer ahall not complete 

such sale to the offeror unless and until the offer again haa been presented 

to the other parties hereto, aa hereinabove provided, and the other parties 

again have failed to elect to purchase on the terms and conditions of tbe 

offer. All offers, except as hereinafter specifically excepted, at any time 

made to any party hereto for tbe purchase of its interest ls tbe pooled unit, 

or a part thereof, shall be subject to all the terms and conditions of this 

Article XI. 

Section 3. It is expressly agreed that the foregoing provisions of this 

Article XI shall not apply to a transfer by a corporate party hereto made in' 

connection with a merger, consolidation or reorganliation involving such party 

and its parent subsidiary or as affiliated company, nor the transfer by any 

party to a wholly owned subsidiary or to any other person, firm or corporation 

having an identity of interest or an option agreement covering any of tbe land 



and leases subject to this agreement. 

RELATXOK OF PARTIES 

Tb* rightduties, obligations aad liebilltiee ef tbe parties hereto ahall 

be several aad not Joint or collective, It being the ezpreas purpose and Intan* 

tion of th* parties hereto that their ownership In said unit shsll be as tenants 

la ocenonj and nothing herein contained shall ever be oonstrued aa creating a 

partnership of any kind, joint venture, aa association or a trust or as imposing 

upon any one er mere of the parties hereto eny partnership duty, obligation or 

liability. Each party hereto ahall be inttviiuallrresponslble only for Its 

obligations, aa set out in this agreeaent. 

an, 
ACCESS TO FKBCSSS, LOOS ARD REPORTS 

Operator shall keep accurate logs of the wall drilled on aald. unit, which 

logs ahall be available at all reasonable tinea for inspection by any Hon-

operator. Open request by any Ron-operator, Operator shall furnish to such 

Ban-operator a copy ef said logs, samples of cores and cuttings of formations 

encountered, and, monthly progress reports relative ta the development and oper­

ation of aald unit, together with any other lnforaBtien which may be reasonably 

requested pertaining to -oca well. Each Ron-operator shall have aeeess to said 

unit aad to all books and records pertaining to operations hereunder for tbe 

purpose of inspection at aU reasonable times. 

XIV. 

6TJHREHDER. EglBATIOS, ABAHDOHMgOT OR RELEASE OF LEASE 

Ko lease or leases subject to this agreement shall be surrendered, let to 

expire, abandoned or released, ln whole or In part,, unless the parties mutually 

consent thereto ln writing. In tbe event that less than all tbe parties hereto 

should, elect to surrender, let expire, abandon or release all or any part of a 

lease or leases subject' to this agreement end the other party or parties do not 

consent or agree, the party so electing ahull notify tbe other party ar parties 

not less than sixty (60) days in advance of such surrender, expiration, abandon-



sent cor release tad, if requited so to do ty tbe party aot eo electing, iamed-

iately ahall aeaign without warranty to the latter party or partiea all of ita 

rights, title aad interest ia aad to aaid leaae or leases, tbe well or veil* 

located thereon, and tbe eating and other physical equipnast la or oa aaid well 

or wella. If the party or parties not so electing rail(a) to request rush assign­

ment within such sixty (60) day period, the party se electing shall have tbe 

right to surrender, let expire, abandon or release said lease or leases, or any 

part thereof. In the event such assignment is so requested, the party or parties 

to vhon such assignaent is Bade, upon the delivery thereof, shall pay to tbe 

assigning psrty the salvage value of its Interest ln all the aalvahle easing 

and other physical equipment ln or on the unit, said value to he determined In 

accordance with the provisions of tbe Accounting Procedure, attached hereto as 

Exhibit "A", After the delivery of any such assignment, the party making the 

assignment shall be released from and discharged of all the duties aad obliga­

tions thereafter accruing or arising hereunder, in connection vith the operation 

end development of the unit, with respect to the assigned lease or leases. 

XV. 

LAWS AHP SBgJLATIOnS 

This agreeaent shall be subject to all valid and applicable State and. 

Federal lavs, roles, regulations and order*, and the operations conducted here­

under stall be performed Is accordance vith said lavs, roles, regulations and 

orders, la tbe event this agreeaent or any provision hereof ls, or tbe opera­

tions eonteaplated hereby are found to be, Inconsistent with or contrary ts any 

such lav, rule, regulation or order, the latter shall be deemed to control and 

this agreement shell be regarded as modified accordingly, end as so modified, 

shall continue in full force aad effect. 

XVI. 

705CE MAJ17JKB 

Section 1. In the event that any party hereto is rendered unable, wholly 

or in pert, by force majeure to curry out its obligations under this agreement, 

other than the obligation to make payments cf amounts due hereunder, upon such 
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party'• glrta* notice and. reasonably full particular, of such foroa majeure ia 

writing or sy telegraph, to the other parties hereto within a reasonable time 

after the occurrence of the eauae railed upon, the obligations of tb* party 

giving tald notice, ao far as they are affseted by such fore* majeure, ahall ba 

suspended daring the oentlauane* of any Inability so eaaaed, but for ao laager 

period) and tbe causa of the force majeure at far as possible ahall be remedied 

•with all reasonable dispatch. 

Seetloa 2. The ten "force majeure* as employed herein thall mean an est 

of God, strike, lookout or other industrial disturbance, act of tbe public enemy, 

war, blocked*, riot, lightning, fire, storm, flood, explosion, governmental re­

straint and any other cause, whether of the klad herein enumerated or otherwise, 

mot reasonably within tbe control of the party claiming suspension. 

Seetion 3. The settlement cf strikes, lockouts and other labor difficulty 

shall be entirely within tbe discretion of tbe party having tb* difficulty, tbe 

above requirement tbat any force majeure shall be remedied with all reasonable 

dispatch shall not require the settlement ef strikes, lookouts or other labor 

diff lenity by acceding to tb* dewing s of opponents therein when such course is 

inadvisable In tbe discretion of tbe party having tbe difficulty. 

XTO. 

HOT1C5S 

Except as bar a in otherwise expressly provided, all notices, reports and 

other communications required or permitted hereunder shall be deemed to have 

been properly given or delivered when delivered personally or when seat by 

registered mall or telegraph, with all postage or ebarges fully prepaid, and 

addressed to the parties hereto, respectively, as followst 

To Bon-operatort Skelly Oil Company 

ie.ua, mSmv itaas— 
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Te Operator: Southern talon Oa* Company 
110* Burt Building 
•alias 1, Taxaa 

The date of servlee hr mmil shall he tbe ante on rhleb neb vritten notice er 

other eoasnaleatlea le depoelted ia the United State* post office, addressed aa 

above provided, Saeh party hereto shall have tbe right to change its addr caa 

for ail purposes of this Article XTXI by notifying the other parties hereto 

thereof la vriting. 

XV Hi. 

ROYALTT, OTCTBIKEP ROXALTXSS, PRCffiOCTIOX PAPCaTS, RTC. 

Seetloa 1. The provisions of this agreement are based on the assumption 

tbat tb* respective leases or operating rights owned by tbe parties hereto esd 

asde subject hereto provide for a royalty of l/8th ef tne value of gas and 

associated liquid hydrocarbons produced, saved aad sold. In the event say lease 

er leases autjeet hereto previa* for a royalty BB such products in exeess of the 

current market value at tb* wall ef l/Sth of tbat produced, saved and sold, there 

shall be charged against tbe iaterewt nf tbe party owning such lease, leases or 

operating rights, tb* ameunt of such royalties in excess of tne said l/6tb. The 

amount of cost aad expense allocable to tbe leasehold Interests hereunder shall 

not be affected by any such charge or by tbe existence of any such excess royalty. 

Sectioa 2. All overriding royalties, production payments, carried worklag 

Interests and net profit obligations to vhich any party* s interest la tbe unit 

Is subject shall be borne aad paid by such party la accordance with tb* prorlsloas 

of tbe assignaent er other instrument creating or pertaining to such obligation^). 

XXX. 

JSF/iiCT CT AflREEJdfT 

The terms, covenants aad conditions of this agreement snail be binding upon 

aad shall inure te th* benefit ef the parties hereto and their respective sueeass-

ers sad assigns; aad said terms, covenants sad conditions shall be covenants 

running vith tbe lead and leasehold estates covered hereby sad vith eaeb trans­

fer or assignment ef said land or leasehold estates. 
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rx. 
OPERATOR'S LIEN 

Operator snail have an express contract lies, vhich is herehy granted, upon 

the interest of each Non-operator in said unit, in the oil, gaa or other minerals 

produced from such unit and In the materials and equipment losated thereon, to 

secure the payment hy each Non-operator of its proportionate part of the eosts 

snd expenses incurred or paid hy Operator hereunder, and Interest, If any, accrued 

on such pert. Sunh lien may he enforoed and foreclosed as any other contract 

lien. Moreover, Operator may to the full extent of any Indebtedness owed by it 

to any such non-operator, offset such debt against sums owing to Operator here­

under by such non-operator. 

IK WTXIIESS W3EK207, the parties hereto have executed this agreement aa of 

the day and year first above written. 

ATTEST: 

U1HCH GAS OOKPAHT 

i- : L SacieSayy A OPERATOR 

SKCT.T.Y Or TOMPAHY 

ATTEST: -j t / ^ / O J J ^ J L J X ^ e a t d e a t 

BOB-OPERATOR 



) 
) S3 

ST ASS OP ^ "7*^At 

CODHTT OP ^ A ? . W 5 

OD thii /</ 4 day of flfAtA 
anPOaTod o . / ^ L ^ 

by me duly rworn did say that he la tbe Z/. being 

, 19 'g 3, before ne 

, to ea personally known, who, 

President of 

.4. end that tbe seal affixed to 

tbe foregoing instrwaent is the corporate seal of said corporation snd tbat 

said instrument vas signed and sealed in behalf of said corporation by 

authority of its Board of Directors, and said / f ^ L * J ^ 

acknowledged said instrument to be tbe free act'and deed of aald corporation. 

I I VXTKESS VSKKEGP, I have sat ay hand and seal of office on this 

/ ¥ & 4*7 of rff^-S W ? ? : 

asion Zxpiree: ^̂ *BoTery ^iOitt ^n^a^ror^^" 

faSSf^f County, 

'«*Ma miro >M»J U H K 
a m i i i u i 

STATE OT 
SS /PM.-

phis^ / j ^ - day of , 1SLT;? , before me appeared 

r - ^ ^ * * afiifT 1^ • *° /Personally known, who, being by me duly 

svorn, did say that be ls the/>/>y^,- President of 

/Qt^f fifi***--" f and tbat the seal affixed to the foregoing i'natru-

aeat is the'Corporate seal of said corporation and that said Instrument vas 

signed, sad sealed in behalf of said corporation by authority ef its Board of 

Directora, and aaid • r ^ J - T < ^ acknowledged aaid in­

strument to be the free aet aad deed ef said corporation. 

TH VlfJOtSS WHEREOF, I bare set ay band aad seal of office on t h l s ^ ^ e ^ -

44 ^gg&w *2Tgl 

e»f 

Rotary Public ia and ft 

«X2 
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EXHIBIT "A « 

Attached to aad nude t part of Operating Agraaant betveea Supron 
tuXBT Corporation and sbrthvett Pipeline Corporation dated 
A»rt l 10. .covering the H I of taetloa 23. T-31-H. R-Q-tf. 
M.H.P.M.- g«t. .flyffl County. I>v Mexico 

ACCOUNTING PROCEDURE 
JOINT OPERATIONS 

L GENE&AL PROVISIONS 
L DeftaMaas 

K w e h e f t b * rel1 " d P e r " M l 1 0 * • « * » « ~ » t to which this Amount*, 

^ l ^ T L £ £ £ 0 P W t i a M n t ° ^ " ^ development, operation, protection and 

*\mVX&7Ty& S , ^«aSe , e h " , , , " i ̂  ^ * *« —« - *« *** 
"Operator" shall mean the party designated to eonduet th* Joint Operations. 
"Non-Operators" shall mean tha parties to this agreement other thin the Operator. 
"Parties " ihall mama Operator tad Non-Operator*. 
•TJm Level Supervisors" fhaU mean those employee* whose primary function io Joint Ooeritmr. i , 
L T o ^ . e J B t , I o 5 " « « d ' o r d l r W e - p b y * on S . J . i t pVopTr^ 

nrchnleai fcnployaai" than mean those employees havuij jpecf.1 specific engineering, geoloaie.l or mh.r 
ptrttaalonal skills, and whoa* primary function in Joint Operations ia thVhandUnt o f s p ^ ^ olSVaUnt « ^ 
ttoni and problems for the benefit of the Joint Property. »J»cuie operating condi. 

• "Personal Expense," .hall mean travel and other reasonable reimbursable expenses ol Operator', employees 
"Material" shell mean personal property, equipment or supplies acquired or held for use on the Joint Property 
•Omtrollable Material" thall mean Material which at tbe Ume Is so classified in the Material Clasaificti™, M.„.'. .I 
at most recently recommended by the Council of Petroleum Accountants SocietiS of North ^ ^ 

S. Statement aad Billings 

Opetater shall bill Non-Operators en or before the last day of each month for their proportionate share ef 
Joint Account: for the preceding month. Such Ml], will be accompanied by staUm.nts w n k h ? U % U ^ j £ L t ? 
ity for expenditure, lease or f.eil>ty, a n d .11 chare., and credits, summ.rized by appropriate S i T t a 
vestment and expense except that items of Controllable Material aad unusual energcs and credit? S S f f c . « S 
arately identified and fully described in detail. «>u»u«i sauces ana cream shall be sep-

3. Advances and Payments by Nos-Osorators 

Unless otherwise provided for in the agreement, the Operator may require th* Non-OneMte.™ u ~ .w.i 
abarftof estimated cash outlay for the .feeding montt's operatic*OperatorshaU122? eachmo£h?v h l £ £ to reflect idvances received from the Non-Operators. « p « » ' « snau .ajust each monthly billing 

Xech Non-Operator shall pay ltt proportion of all buls within fifteen (IS) days after receipt II o.vment i . «<» 
Bade withm such time, the unpaid balance shall bear interest monthly «{ the rate of S ' p e r c e m m t t J « r 
aanum or th* maximum contract rate permitted by the applicable usury laws in the stauTin . £? T - ^ I 

2 ^ n ^ d W ^ °" 1WW- "» <~' mJTi^^^^^'X 
i . Adjuitaenia 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or Question the « m < * 
ne* tee«of; provided, however, all bill, and statements rendered to Non-Op*r . tor«VoWtor durt", » C 
calendar year shall conclusively be presumed to be true and correct after twenty-four C:«monUs%ollowta. 
the end of any tueh calendar y*ar. unless within the said twenty-four (84) month period , Non-oWtorMfce. 
written exception thereto and makes daim on Operator far adjustment. No adjustment favorable to Operator shaU 
be made unless it is made withir,, the sam. prescribed period. The provisions of this paragrsph ah.U no"prevent 
adjustments resulUng from a physical inventory of ControUabl* Materul as provided for in Section V. 

£ Audits 

A. Non-Operator, upon notice in writing to Operator and aU other Non-Operators, shall h.ve the right to audit oae-
**!£f y ? ™ 1 * w t 5 r d * "1?°"* , 0 t h e J o i B , A « 0 O B t ">r any calendar year within the twenty-four (14) month 
period foltewmg the .nd rf such calendar year; provided, however, the making of an audit shall not extend the 
time tor the taking of written exception to and the adjustments of accounts u provided for in Paraeraoh 4 of thii 

, Section I. Where there are two cr more Non-Operators, the Non-Operators shall make every reasonable effort to 
cmduet joint or simultaneous audits in a manner which will result in a minimum of Inconvenience to the"opera! 

° P , r « ! o r « h t I 1 "» PO»i« ol the Non-Operators' audit cost incurred under this paragraph units, aareed 
to by the Operator. r 

L Approval by Noa«Oparaters 
Whtr* an appvel or other agreemsnt of the Parties cr Non-Operators is expressly required under other sec. 
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains 
no contrary provision! in ngard thereto. Oparator shall notify all Non-Operators of the Operator's proposal, and 
the agreement er approval of a majority in interest of the Non-Operators shall be controlling on aU Non-Opera-
tors. 

— i — 
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a natcr CHAXGES 
OpCTBtor •bill charge UM Joint Account with the following Items:. 

L Beata* aie •aralttes 
Lease rentals and royalties paid by Operator for the Joint Opera tions. 

• L Leber 
A. (1) Salaries and wages ol Opermtor'a field employ tea directly employed on the Joint Property in the conduct 

tt Joint Opancuna. 
(») Salaries of Tim Level Supervisor* la the neld. 
(I) Salaries and wares of Technical Employees directly employed on the Joint Property if such charges arc 

excluded from the Overhead rates, 
B. Operator1* 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 IA of this Section 
IL Such costs under this Paragraph JB may be charged on a "when and as paid basis" or by "percentage as­
sessment" on the amount of salaries and wages chargeable to the Joint Aecount under Paragraph 2A of this 
Section IL If percentage assessment is used, the rate shall be based on the Operator's cost experience. 

C Expenditures or contributions made pursuant to assessment* imposed by governmental authority which are 
applicable to Operator's eosts chargeable ta the Joint Account under Paragraphs JA and IB ot this See* 
tlenZL 

S. Personal Expenses af those employees whose salaries and wages are chargeable to the Joint Account under 
Paragraph ZA of thia Scetien IL 

s. Employe* Benefits 
Operator's current costs of established plant for employees' group life icsuraoca, hospitalization, pension, re­
tirement, •lock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and SB of thia Section II shall be Operator's actual 
east not to exceed twenty per cent (20%). 

4, Material 
Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only 
such Material Shall be purchased for or transferred to the Joint Property as may be required for Immediate us* 
and ia reasonably practical and consistent with efficient and economical operations. The accumulation of sur­
plus itoeka shaU bs avoided. 

a. TtuupsrtaUea 
TranrpertaUon of employees and Material necessary for the Joint Operations but subject to the following limita­
tions: 

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

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

C In th* application Of Subparagraphs A and B above, there ahall be no equalization of actual gross trucking cost 
, of tK>0 or less excluding accessorial charges. 

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

7. Equipment and Facilities Furnished by Operator 
A. Operator (hall charge the Joint Account for use of Operator owned equipment and facilities at rates com­

mensurate with costs of ownership and operation. Such rates shall include casta of maintenance, repairs, other 
operating expense, insurance, taxes, depredation, and interest on Investment not to exceed eight per cent (8ft) 
per annum. Such rates shall not exceed average commercial rates currently prevailing is the immediate area 
of th* Joint Property. 

B- In lieu of charges in Paragraph TA above, Operator may elect to use average commercial rates prevailing in 
the immediate area of the Joint Property less too. Per automotive equipment. Operator may eieet to use rates 
published by the Petroleum Motor Transport Association. 

1 Damage* and Leases te Joint Property 
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam­
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's 
gross negligence or 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. 

I . Legal Expease 
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments 
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or 
necessary to protect or recover th* Joint Property, except that no charge for services of Operator's legal staff 
or fees or expense of outside attorneys shall be made unlets previously agreed to by the Parties. All other legal 
expense is considered to b* covered by the overhead provisions ot SecUon III unless otherwise, agreed lo by the 
Parties, except as provided in Section I, Paragraph 3. 

HARTMAN OIL r+?Vh~ HOME 0017/025 



1 ^ 1 
11/14/95 1?:50 091568^*16 EARTMAN OIL DH HOME 0018/025 

— — = - H , 

it. Tax** 

AU tax** of every kind and natur* an end or levied upon or In correction with tho Joint Property, tha apart-
tion thereof, or tha production therefrom, and which taxes have been paid by the Operator for th* benefit of the 
Partjea. 

U . laantrane* 
Net premium* paid for insurance required to be carried tor the Joint Operation! for the protection of the Par. 
tie*. In tha event Joint Operation* are conducted in a elate in which Operator mav act aa aclt-lnturet lor Work* 
man'i CompeiuaUon and/or Employer* Liability under the respective state's laws, Operator may, at ita election, 
include tha rilk under its self-Insurance program and ia that event. Operator thall include a charge at Operator'* 
coat not to exceed manual rate*. 

12. Other Expenditure* 
Any other esmendituie net covered or dealt with in the fore going previsions of this Section IT, or in Section IH, 
aad which Ss incurred by the Operator in the necessary and proper conduct ot the Joint Operations. 

trr ovKitnySn 

Overhead » DrUlisf and foreseeing Operettas* 
L Aa crrmpenastion for administrative, supervision, off ice services and warehousing costs, Operator shall charge 

drilling and producing operations on either: 
( X ) Tixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB. 

Coles* otherwtae agreed to by the Parties, such charge shall be in lieu of cosu and expenses of aU offices 
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable 
under Paragraph 2A, Seetion II. The cost and expense of services from outside sources in connection with 
matters of taxation, traffic accounting or nutters before or involving governmental agencies shall be considered 
aa included ln the Overhead rates provided for in the above selected Paragraph of this Seetion HI unless such 
east and expense are agreed to by the Parties aa a direct charge to the Joint Account. 

tt. The salaries, wages and Personal Expenses of Technical Employees and/or the eost of professional consultant 
services and contract services of technical personnel directly employed on tbe Joint Property shall ( ) shall 
eel ( ) be covered by the Overhead rates. 

A. Overhead • Fixed Rata Balis 
(1) Operator shall charge tht Joint Account st the following rates per well per month: 

Drilling Wall Rate » 
producing Well Rate « tw 

(2) Applicatioa of Overhead - fixed Rate Basis shall b* at follows; 
(a) Drilling Well Rate 

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

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

[S] Charges for walls undergoing any type of workover or recompletion for a period of five (5) con-
aecuttve 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, commence through date of rig release, except 
that no charge shall be made during suspension of operations far fifteen (15) or more consecutive 
days. 

(b) Producing Well Bates 
[13 An active well either produced er injected into tor any portion of the month shall be considered 

as a one-well charge tor the entire month 
[2} Each active completion in a multi-completed weU in which production ls not commingled down 

hole shall be considered as a one-well charge providing each completion is considered a separate 
well by the governing regulatory authority. 

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc­
tion ahall be considered as a one-well charge providing th* gas well is directly connected to a per. 
nsanent sale* outlet. 

£4] A one-well charge may be made for th* month in which plugging and abandonment operations 
ara completed on any weil. 

[S] All other inactive wells (including but not limited to inactive wells covered hy unit allowable, 
leas* allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

(J) The well rates shall be adjusted as of the first day of April each year following the effective date ot the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi­
plying th* rate currently in use by the percentage increase or decrease in tht average weekly earnings ef 
Crude Petroleum and G u Produclion Workers for the last calendar year compared to the calendar year 
preceding as shown by the index of average weekly camincs of Crude Petroleum and Cas Fields Produc­
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or tho 
equivalent Canadian index as published by Statistics Canada, at applicable. Tht adjusted rates shall bt 
the rates currently in use, plus or minus the computed adjustment. 

— J — 
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(1) Opstrator ihall chart* tha Joint Account at the following rates: 
(a) Develotaneut 

( %) of tha coat ef Development of the Joint Piuperty exclusive of eora 
provided under Fan (rich i of Section H and all salvage credits. 

(b) Operating 
Pereant ( * ) of the coat of Operating the Joint Property exclusive of coats provided 

Under Paragraph* 1 and t ef Section n. all salvage credit*, the value of injected substances purchased 
for semnriiry lecoveiy and all tastea and tiieetmonts which are levied, eneaisd and paid upon the min­
eral interest in and to th* Joint Property. 

(3) Application of Overhead • Percentage Basis ahall be si follow*: 
Tor tna purpose of determining charges on a percentage basis under Paragraph IB ef this Section 171, de. 
vtlopment shall include all costs in connection with drilling, rtdrUling, deepening or any remedial opera-
sloes en any er all wells involving tht use of drilling crew and equipment; also, preliminary expenditures 
neststtary in preparation for drilling and expenditures incurred in abandoning when the well is not com­
pleted as a producer, and original cost of construction or installs tion of fixed asset*, the expansion of fixed 
assets and any other project clearly discernible as a fixed asset, except Major Construction as dei.ned in 
Paragraph 3 of this Section HI. All ether costs shall be considered at Operating. 

X. Overhead . Kajtr Ceastrsetiea 
Tb compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex­
pansion of fisted assets, and any other project clearly discernible as a fixed asset required for th* development and 
operation Of the Joint Property, Operator shall either negotiat* a rate prior to the beginning of construction, or shall 
charg* the Joint Account for Overhead baaed on the following rates for any. Major Construction project in excess 
«tl__2£i222 : 
A. S «• of total costs if such cosu are mors than t 23.000 >.ut ]«* than e 100 r OOO . pjg, 
8. 2 * of total cost* In excess of t 100.000 h„t i*** than 11,000,000; plus 
C. 1 «• of total costs in excess of 11,000,000. 
Total coat shall mean the groat cost of any one project. For the purpose of this paragraph, tha component parts 
of a single project shall not be treated separately and the cost of drilling and workover wells ahall be excluded. 

3. Jjnaaemeat af Bates 
The Overhead rates provided tor In this Section TH may bo 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. rXIONG OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS 

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

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

1 Transfers and Disposition* 
Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by tht 
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis­
counts: 
A. New Material (Condition A) 

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

(2) Line Pipe 
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of 

movement, as listed by a reliable supply atore nearest the Joint Property where such Material is ner. 
mally available. 

(b) Movement ef 30.000 pounds or more shall be priced under provisions of tubular goods pricing ln Para, 
graph 2A (1) of this Section IV. 

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

B. Good Used Material (Condition B) 
Material in sound and serviceable condition snd suitable for reuse without reconditioning: 
(1] Material moved to th* Joint Property 

(a) At seventy-five percent (75?J) of current new price, as determined by Paragraph SA of this Section IV. 
IZ) Material moved from tha Joint Property 

(a) At s*v*nty-five percent (75%) of current new price, ai determined by Paragraph 2Aof this Section IV, 
if Material was originally charged to the Joinl Account at new Material, or 
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(6) at sixty-five percent (65%) of current now price, u ô ttumined by Paragraph 2A of thii Section 
TV. if Kate rill « u originally charged to the Joint Account as food used Material at aeventy-flv* par. 
eant (TS%) of aurrant new price. 

The coat of reconditioning. If any. thall be absorbed by the transferrin* ytunsuty. 
C Other Uted K i Uriel (Condition C and O) 

(1) Condi tioa C 
Material vhich it net in sound tnd serviceable condition tnd not suitable for its original function until 
after reconditioning shall be priced at fifty percent (S8»i) of current new price as determined by Para­
graph 2A of thii Section TV. The cost ef reconditioning ihall be charged to the receiving property, pro­
vided Condition C value plus coat ot neenditidning does not exceed Condition B value. 

(3) Condition O 
~ AO other Material, including junk, shall be priced a l * value commensurate with its use or at prevailing 

prices. Material no longer suitable for its origintl purpose but usable for some other purpose, shall be 
priced on a basis comparable with that ot items normally used for such other purpose. Operator may dis­
pose of Condition O Material under procedures normally utilized by the Operator without prior approval 
af Neat-Operator*. 

D. Obsolete Material 
Material which is serviceable and usable for iu original function but condition and/or valua ef such Material 
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by 
tbe Parties. Such price should result in the Joint Account being charged with the value of the service ren­
dered by such Material. 

X. Pricing Conditions 
(1) Loading and unloading coats may be charged to Ute Joint Account at th* rate of fifteen cents (H<) per 

hundred weight on all tubular goods movements, in lieu of loading and unloading cost* sustained, whan 
actual hauling coat of such tubular goods are equalised uadtr provisions et Paragraph S of Section IL 

« ) Material involving erection cosu shall be charged at applicable percentage ef the current knocked-down 
price of new MateriaL 

X Praattem Prie** 
•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 tor the 
required Material at the Operator's actual cost incurred in providing such Material, in making it suitable for us*, 
and ln 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 ef his shirt 
of such Material suitable for us* and acceptable to Operator. 

4. Warranty ef Material Furnished by Operator 
Operator does not warrant the Material furnished. In case of defective Material, credit thall not be passed to the 
Joint Account until adjustment has been received by Operator from th* manufacturers or their agents. 

V. INVENTOBOES 
The Operator shall maintain detailed records of Controllable Material. 

1. Periodic tavtnterias, Notice and Representation 
At reasonable intervals. Inventories shall be taken by Operator of the Joint Account Controllable MattriaL 
Written notice of intention to take inventory shall be given by Operator at least thirty (30) day* before any inven­
tory Is to begin to that Non-Operators may b* represented when any inventory is taken, failure of Non-Operators 
ta be represented at an Inventory shall bind Non-Operators to accept the inventory taken by Operator. 

Z. BetanelUation and Adjustment •( Inventories 
RecooeiUation of a physical inventory with the Joint Account shall be made, and a list ot overages and shortages 
ahall b* furnished to the Non-Operators within six months following the taking of tht inventory. Inventory ad­
justments shall be mide by Operator with the Joint Account for overages and shortages, but Operator shall be 
held accountable only for shortages due to lack of reasonable diligence. 

3. Special Inventories 
Special Inventories may be taken whenever there is eny sale or change of interest in the Joint Property. It shall 
be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest tikes 
place. In such cases, both the teller tnd th* purchaser shall be governed by such Inventory. 

4. Expense ef Conducting periodic Inventories 
The expense of conducting periodic Inventories thall not be charged to the Joint Account unless agreed to by the 
Parties. 

— * — 
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AMENDMENT OF OPERATING AGREEMENT 

This Amendment is made and entered Into as of December 1, 1987 by and 
between Unlcon Producing Company, Operator and Atlantic Richfield Company and 
Northwest Pipeline Corporation, Non-Operators. 

WHEREAS, that certain Operating Agreement originally between Southern 
Union Gas Company and Skelly Oil Company dated April 10, 1953, covering the 
E/2 of Section 23-31N-9W, NMPM, San Juan County, New Mexico, contains no Gas 
Balancing Agreement. 

WHEREAS, 1t is the desire of the present parties to said Operating 
Agreement to amend the Operating Agreement so as to provide far a Gas Balanc­
ing Agreenent. 

NOW, THEREFORE, in consideration of One Dollar and other good and valu­
able consideration each paid to the other, the receipt and sufficiency of 
which Is hereby acknowledged by all the parties, Operator and Non-Operators 
hereby amend said Operating Agreement dated April 10, 1953, as follows: 

The Gas Balancing Agreement attached to this Amendment shall 
be attached to and made a part of that certain Operating 
Agreement between Southern Union Gas Company and Skelly on 
Company, dated April 10, 1953, as Exhibit "E". 

The parties hereto have executed this Amendment as of the date first above 
written. 

This Amendment may be executed 1n any number of counterparts, each of which 
should be considered an original for all purposes. 

OPERATOR 

UNICON PRODUCING COMPANY 

L. Charles S c h o l z ^ 
Director - U. S. Land Operations 
Union Texas Exploration Corporation, 
Managing Partner 

NOH-OPERATORS 

0067.doc 
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EXHIBIT -E" 

GAS BALANCING AGREEMENT 

Attached to and made « part of that certain Operating Agreenent 
dated APRIL 10, 1953 . between 

SOUTHETO UNION GAS COMPANY, OPERATOR, AND 
5KELLY OIL COMPWJY, AS NCN-QPERATOR 

(Covering the E/2 of Section 23-31N-9W, San Juan County, New Mexico) 

The parties to the Operating Agreement to vhich thla Saa Balancing 
Agreenent la attached own the working or operating Interests In the gaa rights 
underlying the Contract Araa covered by auch Agreenent and are entitled to 
share ln th* percentages as stated ln th* Operating Agreement. 

In accordance with the terms of tha Operating Agreeaent, each party •hell 
take Its share of gaa produced froa the Contract Area and market or otherwise 
diapeaa of ease. In tha event a part? harats doe* not take in kind or market 
Ita ahare of gaa or has contracted co aall ita share of gas produced free tha 
Contract Araa te a purchaser which, at any tlae while this Agreenent la ln 
affect, f a l l * to take the ahare of gss attributable to the interest of auch 
party, tha terms ef this Gas Balancing Agreement shell automatically become 
effective. 

The Operator haa the duty to eontrol gaa production end tha 
responsibility of adalnietering tha provisions of this Caa Balancing 
Agreement. The Operator shall cause deliveries to be made to the gas 
purchasers at auch ratas as nay ba required to give effect co the Intent that 
tho gaa production accounts of ell parties are to be brought Into balance 
pursuant to the provisions hereof. 

1. 

During any period or periods when any party hereto doea not take, haa no 
market for, or the saarket of a party ia not sufficient to take that party's 
full share of the ga* produced from any vail located an the Contract Area, or 
such party's purchsaer is unable to cake lea ahare ef gas produced from any 
eueh well located on the Contract Area, (auch a part; being herein referred to 
as an 'underproduced party") the other party or parties shall ba entitled, but 
not' required, to produce froa said wall on the Contract Area (and cake er 
deliver te a purchaser), each month, a l l or e part of that portion ef the 
allowable gaa production assigned to sueh well by the regulatory body having 
Jurisdiction; provided, however, that, with respect to gsa produced from a 
well classified aa a gas wall by the applicable regulatory body ("gaa wall 
gas"), no party nay, without the express written approval of the underproduced 
party, take or market gaa well gat ln quantities in exceaa of 1501 of sueh 
party's share of the gaa allowable assigned by the regulatory body having 
juriediction to such well or 150X of such party's share ef the then current 
deliverability of the well including associated production equipment flowing 
st the than current pipeline pressure, whichever ls the lesser quantity of gaa 
veil gas. Those parties which are capable of taking and/or marketing 
quantities of gaa allocable to an underproduced party, In the absence of any 
other agreement between then, shall each take a ahare of the gaa attributed to 
the underproduced party or parties In the direct proportion that their 
respective interests bear to tha total lntereat of all parties taking gas who 
are also considered overproduced. All parties hereto shall share ln and own 
the liquid hydrocarbons recovered from tueh gaa by prloary separation 
equipment ln accordance vith their respective Interests and subject to the 
teras of the above-described Operating Agreement, whether or not such parties 
are actually taking and/or marketing gaa at such time. 

CD/CBA.l 
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2. 

Each party unable to market ita chare of the gas produced or unable to 
take Its full share of the gas produced shall be considered underproduced and 
shall be credited with gas ln scorage equal to its ohare of the gaa produced 
under thia Agreement, less that portion of the gaa actually marketed or taken 
by such party, gaa uaed ln operations, vented, or loet. Each party taking gaa 
shall furnish or cause to be furnished to tha Operator a monthly written 
statement of gaa volumes taken and the identity of its gas purchaser, if any. 
Operator shall not be required to adjust ita gas accounting statements 
reflecting a different gas purchaser until the first day of the month 
following the month ln which such notice waa provided to the Operator. The 
Operator will maintain appropriate eccounclng on a monthly and cumulative 
basis of the quantities of gas each party ls entitled to receive and the 
quantities of gas taken and/oc asrketad by each of the parties to their 
respective gas purchasers. For the sole purpose of implementing the terms of 
thia Agreement and adjusting gaa imbalances which may occur, each party 
dlaposing of gas from che Contract Area in any month, co th* extent required, 
shsll furnish or causa to be furnished to Che Operator by che last day of each 
calendar month aucceedlng the producing calendar nonth a statement shoving the 
total volume of gaa marketed by such party or taken in kind for its own 
account during the producing calendar month and the identity of ita gas 
purehaaer. If any. Within ninety (90) daya after the end of each producing 
calendar month, the Operator shall furnish esch party a statement shoving the 
seacua of the overproduced and underproduced accounts of a l l parties. To 
determine respective volumes of gas taken by separate gaa pipelines connected 
to the well, measurement of gas for over and under production ahall be 
accomplished by use of sales meters, and lease measurement shall be ln 
accordance with ACA requirement*. Vith respect to gaa purchased from or 
transported for more than one party by or through one pipeline connected to 
che well, each party sailing to or transporting through such one pipeline 
shall furnish or cause lea ga* purehaaer or traaaporter to furnish to Operator 
monthly volume statements showing the split of ownership through its sales or 
pipeline inlet meter during the preceding calendar month. All gas volumes 
under this paragraph will be identified by th* appropriate category under che 
NCPA or any other law or regulation in effect including deregulated gas, as 
appropriate. Each party co thia Agreement agrees chat it will not utilize any 
information obtained hereunder for any purpose other than implementing the 
terms of this Caa Balancing Agreeaent. 

3. 

Any underproduced party shall endeavor to bring its taking of gas into 
balance. After written notice to che Operator, any party may at any time 
begin taking or delivering to its purehaaer its full share of the gas produced 
from said Contract Area (less any used in opereclons, vented, or lost). To 
allow for the recovery of gaa ln storage and to balance the gaa account ef cha 
pertlea in accordance wich their reapeetlve interests, a party wich gaa in 
storage shall be entitled to take or deliver to a purehaaer its full share of 
gas produced from aaid Contract Area (leas any uaed ln operations, vented, or 
lost) plus an amount up to an additional fifty percent (SOZ) of the monthly 
quantity of gaa attributable co the overproduced party or parties. If more 
Chan one underproduced party is encitled to take additional gaa, they shall 
divide the additional gaa in proportion to their respective underproduced 
accounts. The first gas made up ahall be aasuned to be the firat gas 
underproduced. 

CD/GBA.l 
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4. 

Nothing htreln shall be construed to deny any party the right, from time 
to time, to produce and cake or deliver to Ita purchaser up to 100* of the 
encirs well stream to meet the deliverability tests required by Its purchaser, 
provided that auch tests are reasonable ln light of overall Industry 
standarda. Each party shall, at all times, use its beet efforts to regulate 
its takes and deliveries from said Contract Area so that said Contract Area 
will nee be shut-in for overproducing the allowable assigned thereto by the 
regulatory body having jurisdiction. Additionally, each party shall 
communicate, as necessary, the contents of chis agreement to Its respective 
gss purchaser and shall monlcor its deliveries to its gaa purchaser so as to 
ensure co che greatest extent practicable that its gas purchaser does nac take 
gas in excess of the quantities provided for herein. 

5. 

At a l l tines while gas is produced from the Contract Area, each party 
shall pay or cause to he paid all royalty due and payable on its share of gas 
production as if each party ware taking or delivering to a purchaser Its share 
of production. Each party agreee to hold each other party harmless from any 
snd all claims for royalty payments asserted by Ita royalty owners. The tern 
"royalty owner" ahall include owners of royalty, overriding royalties, 
production payments, and similar Interests. 

6. 

Each party producing and taking or delivering gas to its purchaser shall 
pay, or cause co be paid, all production and severance taxes due on a l l 
volumes of gas actually taken or sold by such party. 

7. 

I f , ac the permanent termination of production of gas from a well located 
on the Contract Area, an Imbalance exlacs between Che parties, a monetary 
settlement of the imbalance between the parelea relative ts such well ahall be 
made within a reasonable length of dme after production permanently ceases. 
The amount of the monetary settlement will be limited to the proceeds actually 
received by tha overproduced party or parties at the time of overproduction, 
less ' produeclon and severance taxes paid en sueh overproduction. If the 
overproduced party or parties did not sell les gas, such gas will be valued in 
the same manner used for royalty and severance cax purposes when produced. 
That portion of the monies collected by che overproduced party or parties 
which ls subject co refund by ordsrs of che FERC nay be withheld by the 
overproduced party or parties until such prices ara fully approved by Che 
FERC, unless the underproduced party or percies furnish a corporate 
undertaking agreeing co hold the overproduced party or parties harmless froa 
financial loss due Co refund orders by che FERC. 

In order Co administer this provision. Operator shall requesc each 
overproduced party to furnish Operator a monthly statement of revenue and 
volume for each month during which the overproduction occurred. Within a 
reasonable dme efter the permanent termination of production of gaa from a 
well located on the Contract Area. Operator shall invoice each overproduced 
party for its proportionate share of aaid overproduction baaed on aald 
statements and shall distribute the amounts collected froa the' overproduced 
parties co each underproduced party proportionate to the relative voluaes of 
underproduction attributable co each such underproduced party based on the 
weighted average price received by each overproduced party during the period 
chat the underproduction occurred. Eaeh party sball retain a l l producer's 
records of volumes taken or sold and revenues or values accruing thereto for 
the full term of this Gas Balancing Agreement. Operator agrees that it will 
not utilise any information obtained hereunder for any purpose other Chan 
iopleaencing Che ceras of Chis Gas Balancing Agreeaent. 

CD/CBA.1 
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8. 

Toll Agreement ahall remain In force and effect as long as the Operating 
Agreement, to which it ls attached, remains in force and effect, and 
thereafter until the gas balance accounci between che parties are settled in 
fu l l , and shall inure to the benefit of and be binding upon the parties 
hereto, their heirs, successors, lsgal representatives and assigns. 

9. 

Nothing herein shall change or affect each party's obligations to pay lea 
proportionate share of all coses and liabilities incurred in operations on che 
Contrace Area as its share thereof is aet forth in the Operating Agreement Co 
which thla Agreement is attached. 

10. 

The provisions of this Agreement shall be applied to each well and to 
each producing formation in each well separately as if each well and each 
producing formation in each such well vas a separate veil and covered by 
separate but identical agreements. 

C0/CBA.1 


