NO. A-39066

CHARLES E. NEARBURG, d/b/a IN THE DISTRICT COURT

NEARBURG EXPLORATION COMPANY,
PLAINTIFF,
VS.

§

§

§

§

S

§

S

JOHN H. TRIGG AND PAULINE V. §

TRIGG, AS TRUSTEES OF THE §

TRIGG FAMILY TRUST, YATES 5
PETROLEUM CORPORATION, § OF MIDLAND COUNTY, TEXAS

YATES DRILLING COMPANY, §

ABO PETROLEUM CORPORATION, §

MYCC INDUSTRIES, INC., s

H. M. BETTIS, INC., TURNCO s

INC., L. E. OPPERMAN, BETTIS s

BROTHERS, INC., M. CRAIG s

CLARK AND DAVID CROMWELL, §

§

§

DEFENDANTS. 142ND JUDICIAL DISTRICT

SPECTIAL APPEARANCES OF YATES PETROLEUM CORPORATION, YATES
DRILLING COMPANY, AND ABO PETROLEUM CORPORATION, PURSUANT TO
RULE 120a OF THE TEXAS RULES OF CIVII. PROCEDURE, TO
OBJECT TO ANY CLAIMED JURISDICTION OF THE COURT OVER THE
CORPORATE PERSONS AND PROPERTIES OF THESE DEFENDANTS

TO THE HONORABLE JUDGE OF SAID COURT:

Yates Petroleum Corporation, Yates Drilling Company and Abo
Petroleum Corporation, who have been named as Defendants in the
captioned case, acting by the undersigned attorneys, make and file
this Special Appearance to object to any claim of jurisdiction by
the Court over either the corporate persons of these Defendants or
the properties the subject of this suit on the ground that such
corporate persons and properties are not amenable to either the
jurisdiction of this Court or the process of the courts of this
State, and move the Court to dismiss this action as brought against
these Defendants for want of jurisdiction of the corporate persons
and property of these Defendants, respectfully showing:
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1.

Each of Yates Petroleum Corporation, Yates Drilling Company
and Abo Petroleum Corporation, who have been named as Defendants in
the captioned case, are corporations duly organized and existing
under the laws of the State of New Mexico, having principal offices
in Artesia, New Mexico. None of these corporation is qualified to
do business in the State of Texas, none of them is conducting
business in the State of Texas, and none are amenable to process
issued by the courts of the State of Texas in this case. Accord-
ingly, these Defendants move the Court to dismiss this suit as
brought against themn.

2.

Without in anywise waiving the foregoing special appearances,
these Defendants move the Court to dismiss this action against them
for want of jurisdiction of the subject matter, namely, the estates
in 0il, gas and other hydrocarbons in Section 27, Township-18-
South, Range-37-East, N.M.P.M., Eddy County, New Mexico, and the
interests therein, and for want of Jjurisdictional power to
adjudicate matters involved in this suit that are exclusively
entrusted to the courts and administrative agencies, state or
federal, within the territorial jurisdiction of the State of New
Mexico.

3.

Without in anywise waiving the foregoing special appearances,
these Defendants would show that on consolidated competing
applications heard on April 30 1992, by the 0il Conservation
Division, Energy, Minerals, and Natural Resources Department of the
State of New Mexico, for compulsory pooling of interests and for
appointment of the operator of the unit so pooled (being Case No.
10467, filed by Yates Petroleum Corporation, and 10473, later filed
by Nearburg Exploration Company, an assumed name of Charles E.
Nearburg, Plaintiff in this case) the 0il Conservation Division, on
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June 3, 1992, ordered the compulsory pooling of the North Half
(N/2) of said Section 27 from a depth of 5,000 feet beneath the
surface to the base of the Morrow Formation underlying said land,
and ordered that Yates Petroleum Corporation be the operator of the
pooled unit under the terms and provisions set forth in the June 3,
1992 Order of the 0il Conservation Division. Judicial review of
this Order is exclusively within the power, jurisdiction and domain
of New Mexico courts following New Mexico statutory judicial review
procedures that deal with New Mexico lands, and interests in oil,
gas and other hydrocarbons therein or that may be produced
therefrom, in judicial review of orders of the 0il Conservation
Division, Energy, Minerals, and Natural Resources Department of the
State of New Mexico. As the first state to adopt compulsory
pooling and the statutes and procedures for resolving conflicts
involving compulsory pooling and the designation of the appropriate
operator of a pooled unit, the State of New Mexico is quite adept
at resolving any issues which the Plaintiff has sought to litigate
by its commencement of this action.
4.

Without waiver of the special appearances hereinabove set
forth, in addition to its appointment as operator of the New Mexico
properties the subject of this suit, as ordered by the New Mexico
0il Conservation Division, these Defendants would show that by the
express provisions of the March 7, 1967 Operating Agreement between
Sinclair 0il Corporation and John H. Trigg and wife, Pauline V.
Tricg, Yates Petroleum Corporation has been duly and timely
selected as the Operator of the New Mexico oil and gas properties
the subject of this proceeding by those entitled under the
provisions of the Operating Agreement to make such selection, a

process that was completed in December, 1991.
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5.

Without in anywise waiving the special appearances hereinabove
set forth, these Defendants would show that, this being an action
for declaratory judgment, these Defendants are entitled to the
award of their reasonable attorneys’ fees.

WHEREFORE, premises considered, it is prayed this action be
dismissed against these named parties defendant for lack of
jurisdiction of their corporate persons and of the subject matter
of this suit, or, in the alternative, without waiving the special
appearances of these Defendants, because of the fact, and the New
Mexico Order, that Yates Petroleum Corporation 1is the duly
constituted Operator of the o0il and gas leasehold estates in
Section 27, Township-18-South, Range-37-East, N.M.P.M., Eddy
Counity, New Mexico, from 5,000 feet beneath the surface down to the
base of the Morrow Formation, and that these parties have their
costs and reasonable attorneys’ fees.

Respectfully submitted,

KERR, FITZ-GERALD & KERR, L.L.P.
P. 0. Box 511

Midland, Texas 79702
Telephone No. 915/683-5291
Telecopier No. 915/683-5257

1

.

By- | ”V/L/L/’ [/L-————’
WM. MONROE KERR
State Bar I.D. No. 11347000

ATTORNEYS FOR DEFENDANTS
YATES PETROLEUM CORPORATION,
YATES DRILLING COMPANY AND
ABO PETROLEUM CORPORATION
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THE STATE OF TEXAS §

COUNTY OF MIDLAND §

BEFORE ME, the undersigned authority, on this day personally
appeared, WM. MONROE KERR, who, on his oath by me first duly
administered, deposed and said:

The law firm of Kerr, Fitz-Gerald & Kerr, L.L.P., Midland,
Texas, and I, as a member of that firm, have been engaged by
John H. Trigg and Pauline V. Trigg, as Trustees of the Trigg Family
Trust, to represent them in Cause No. A-39,066 in the District
Court of Midland County, Texas, 142nd Judicial District, to make a
special appearance for them to obtain the dismissal of the case
against them for want of jurisdiction of their corporate persons,
jurisdiction of the subject matter, and otherwise to present their
defenses therein. I know of my own knowledge and investigation
that Yates Petroleum Corporation, Yates Drilling Company and Abo
Petroleum Corporation are New Mexico corporations, have their
principal offices and places of business in Artesia, New Mexico,
and that none of such corporations are qualified to do business in
the State of Texas. I also know that the subject matter of the
cited lawsuit exclusively involves rights in lands and interests in
0il, gas and other hydrocarbons in such lands, all of which are
situated in Eddy County, New Mexico. Based on my factual knowl-
edge, study and investigation, none of Yates Petroleum Corporation,
Yates Drilling Company or Abo Petroleum Corporation are amenable to

process issued by the courts of this State in the cited case.

; /\_/\/[/\_/\_, l/\_______—

WM. MONROE KERR
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SUBSCRIBED AND SWORN TO BEFORE ME on the ;. day of June,

1992, to certify which witness my hand and official seal.

e o P
veavsessesasaszaset ~ Notary Public in and for
------------------ ‘ulJ-OYCE F1ELDS The State Of Texas

% Natary Public, State of Texas

«
TYITLILLLAS

My commission expires:

s ept. 30,1992 %
\'{’{?’5’:"';{3"’ My Comm. Exp. Sep : 3 |

!
----- -c-----n--u---‘-

CERTIFICATE OF SERVICE

Oon this the Lﬁ; day of June, 1992, a true and correct copy of
the above Special Appearance of Yates Petroleum Corporation, Yates
Drilling Company, and Abo Petroleum Corporation was placed in the

United States Mail, Certified Mail, return receipt requested,
postage prepaid, addressed to counsel as follows:

John A. Davis, Esquire

Kemp, Smith, Duncan & Hammond
P. O. Box 2796

Midland, Texas 79702

”(_/,';, 1’ L_, — 2 - ——

WM. MONROE KERR
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NO. A-39066

CHARILES E. NEARBURG, d/b/a IN THE DISTRICT COURT

NEARBURG EXPLORATION COMPANY,
PLAINTIFF,
VsS.

JOHN H. TRIGG AND PAULINE V.
TRIGG, AS TRUSTEES OF THE
TRIGG FAMILY TRUST, YATES
PETROLEUM CORPORATION,

YATES DRILLING COMPANY,

ABO PETROLEUM CORPORATION,
MYCO INDUSTRIES, INC.,

H. M. BETTIS, INC., TURNCO
INC., L. E. OPPERMAN, BETTIS
BROTHERS, INC., M. CRAIG
CLARK AND DAVID CROMWELL,

OF MIDLAND COUNTY, TEXAS
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DEFENDANTS. 142ND JUDICIAL DISTRICT

ORIGINAL ANSWER OF DEFENDANTS MYCO INDUSTRIES, INC.,
H. M. BETTIS, INC., TURNCO INC., I.. E. OPPERMAN,

BETTIS BROTHERS, INC., M. CRAIG CIARK AND DAVID CROMWELL

TO THE HONORABLE JUDGE OF SAID COURT:

MYCO INDUSTRIES, INC., H. M. BETTIS, INC., TURNCO, INC., L. E.
OPPERMAN, BETTIS BROTHERS, INC., M. CRAIG CLARK and DAVID CROMWELL,
some of the defendants in the above cited and numbered cause, make
answer to Plaintiff’s Original Petition to present their defenses
thereto as follows:

1.

This is a suit involving interests in the o0il and gas
leasehold estate created by the United States of America covering
and pertaining to the North Half (N/2) of Section 27, Township-18-
South, Range-37-East, N.M.P.M., Eddy County, New Mexico, and
perhaps other neighboring New Mexico lands, which property rights
include management and control of such properties. The action is
a local action and not a transitory action that is within the
exclusive jurisdiction of the State of New Mexico, with respect to
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which the courts of the State of Texas have no subject matter
jurisdiction. For this reason, the action should be dismissed for
want of jurisdiction of the subject matter.

2.

This suit as brought by Plaintiff seeks a declaration that
Plaintiff is or should be the Operator of the New Mexico oil and
gas properties the subject of this suit. This issue has twice been
rendered moot because Yates Petroleum Corporation is the duly
constituted operator of the property. After Sinclair 0il Corpora-
tion, in November, 1991, assigned its undivided one-half (1/2)
interest in the leasehold estate in the North Half (N/2) of said
Section 27 to Plaintiff, and within sixty (60) days thereafter, the
owners of the remaining fifty percent (50%) interest unanimously
selected Yates Petroleum Corporation to be the operator of the
properties. This selection process conformed to the provisions of
Paragraph 19 of the March 7, 1967 Operating Agreement made and
entered into between the Sinclair 0il Corporation and John H. Trigg
and Pauline V. Trigg. Furthermore, on June 3, 1992, the 0il
Conservation Division, Energy, Minerals, and Natural Resources
Department of the State of New Mexico entered its order based on an
April 30, 1992 hearing in which Plaintiff fully participated, that
Yates Petroleum Corporation be designated as operator of the oil,
gas and other hydrocarbons leasehold estate in the North Half (N/2)
of said Section 27 from a depth of 5,000 feet beneath the surface
down to the base of the Morrow Formation, pursuant to the terms and
provisions of the June 3, 1992 Order. These 0il Conservation
Division proceedings dealt with competing applications for
compulsory pooling and the appointment of the operator, the first
of which, Case No. 10467 was filed by Yates Petroleum Corporation,
and the other of which was later filed by Plaintiff. Among other
findings and conclusions of the 0il Conservation Division was that
under the New Mexico compulsory pooling statutes, it was in their
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power and was their duty to select the best qualified operator,
which they found to be Yates Petroleum Corporation. This order is
subject to judicial review under the statutes of the State of New
Mexico by New Mexico courts, and none other. Thus, Plaintiff’s
cause of action has been rendered moot on two separate grounds.
Accordingly, this case should be dismissed as moot, as well as
because of the Court’s lack of subject matter jurisdiction.
3.

The Court does not have jurisdiction of the persons of several
of the Defendants who are necessary parties to this suit, namely,
John H. Trigg and Pauline V. Trigg, as Trustees of the Trigg Family
Trust, Yates Petroleum Corporation, Yates Drilling Company, and Abo
Petroleum Corporation. The only courts that have jurisdiction of
the subject matter of this suit and of the named parties, and the
power to obtain jurisdiction of the persons of all of the necessary
parties to this suit, within the concepts of constitutionally
protected due process of 1law, are courts having territorial
jurisdiction of the State of New Mexico, whose jurisdiction is
sufficient to determine the rights and issue in New Mexico real
property interests, and to afford judicial review to action of the
New Mexico 0il Conservation Division. Thus, a further reason is
given for the Court to dismiss this action.

4.

Except as these Defendants may hereafter admit or stipulate,
each of these Defendants deny all of the allegations contained in
the Plaintiff’s Original Petition and demand strict proof thereof.

5.

This being a declaratory judgment action, these Defendants are
entitled to recovery of their reasonable attorneys’ fees.

WHEREFORE, premises considered, it is prayed that the Court
dismiss this suit on the grounds hereinabove set forth, or, in the
alternative, that they have final judgment that Plaintiff take
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nothing by this suit and that these Defendants have their costs and
attorneys’

H. M.

fees.

On this the !
the above Original Answer of Defendants Myco Industries, Inc.,

Bettis,

Inc.,

i o

L~

Respectfully submitted,

KERR, FITZ-GERALD & KERR, L.L.P.
P. 0. Box 511
Midland, Texas 79702
Telephone No. 915/683-5291
Telecopier No. 915/683-5257
By:! ¢ R L

WM. MONROE KERR

State Bar I.D. No. 11347000

ATTORNEYS FOR DEFENDANTS
MYCO INDUSTRIES, INC., H. M.
BETTIS, INC., TURNCO INC.,
L. E. OPPERMAN, BETTIS
BROTHERS, INC., M. CRAIG
CLARK AND DAVID CROMWELL

CERTIFTICATE OF SERVICE

day of June,

Turnco Inc.,

1992, a true and correct copy of

L. E. Opperman, Bettis Brothers,

Inc., M. Craig Clark and David Cromwell was placed in the United

States Mail,

Certified Mail,

return receipt requested, postage

prepaid, addressed to counsel as follows:

John A. Davis,

Esquire

Kemp, Smith, Duncan & Hammond

P. 0. Box 2796
Midland, Texas

79702

[
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WM. MONROE KERR
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THE STATE OF TEXAS
CCQUNTY OF MIDLAND

|, Vivian Wood, Clerk of the ___142ND JUDICIAL DISTRICT of Midland County, Texas, do hereby
cerlify that the foregoing is a true and correct copy.

GIVEN UNDER MY HAND AND SEAL OF SAID COURT this 12TH day of AUGUST
AD., 19_92. .

VIVIAN WOOD, District Clerk by , Deputy.
ANGIE /WELCH
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NO. A-39066

CHARLES E. NEARBURG, d/b/a IN THE DISTRICT COURT

NEARBURG EXPLORATION COMPANY,
PLAINTIFF,
VSs.

JOHN H. TRIGG AND PAULINE V.
TRIGG, AS TRUSTEES OF THE
TRIGG FAMILY TRUST, YATES
PETROLEUM CORPORATION,

YATES DRILLING COMPANY,

ABO PETROLEUM CORPORATION,
MYCO INDUSTRIES, INC.,

H. M. BETTIS, INC., TURNCO
INC., L. E. OPPERMAN, BETTIS
BROTHERS, INC., M. CRAIG
CLARK AND DAVID CROMWELL,

OF MIDLAND COUNTY, TEXAS
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DEFENDANTS. 142ND JUDICIAL DISTRICT

SPECIAL APPEARANCE OF JOHN H. TRIGG AND PAULINE V. TRIGG,
AS TRUSTEES OF THE TRIGG FAMILY TRUST, PURSUANT TO
RULE 120a OF THE TEXAS RULES OF CIVII, PROCEDURE, TO
OBJECT TO ANY CLATIMED JURISDICTION OF THE COURT OVER THE
PERSONS AND PROPERTIES OF THESE DEFENDANTS

TO THE HONORABLE JUDGE OF SAID COURT:

John H. Trigg and Pauline V. Trigg, Trustees of the Trigg
Family Trust, who have been named as Defendants in the captioned
case, acting by the undersigned attorneys, make and file this
Special Appearance to object to any claim of jurisdiction by the
Court over either the persons of these Defendants or the properties
the subject of this suit on the ground that such persons and
properties are not amenable to either the jurisdiction of this
Court or the process of the courts of this State, and move the
Court to dismiss this action as brought against these Defendants
for want of jurisdiction of the persons and property of these
Defendants, respectfully showing:

PGER

DATE

nes 7 DATB,Q:[_‘é’q Z“RECEIVED JUN 15 182



1.

Defendants’ legal residence is outside the State of Texas and
is in Chaves County, New Mexico. The persons of these Defendants
are not amenable to process issued by the courts of this State in
this case, and Defendants move the Court to dismiss this suit as
brought against them.

2.

Without in anywise waiving the foregoing special appearances,
these Defendants move the Court to dismiss this action against thenm
for want of jurisdiction of the subject matter, namely, the estates
in o0il, gas and other hydrocarbons in Section 27, Township-18-
South, Range-37-East, N.M.P.M., Eddy County, New Mexico, and the
interests therein, and for want of Jjurisdictional power to
adjudicate matters involved in this suit that are exclusively
entrusted to the courts and administrative agencies, state or
federal, within the territorial jurisdiction of the State of New
Mexico.

3.

Without in anywise waiving the foregoing special appearances,
these Defendants would show that on consolidated competing
applications heard on April 30 1992, by the 0il Conservation
Division, Energy, Minerals, and Natural Resources Department of the
State of New Mexico, for compulsory pooling of interests and for
appointment of the operator of the unit so pooled (being Case No.
10467, filed by Yates Petroleum Corporation, and 10473, later filed
by Nearburg Exploration Company, an assumed name of Charles E.
Nearburg, Plaintiff in this case) the 0il Conservation Division, on
June 3, 1992, ordered the compulsory pooling of the North Half
(N/2) of said Section 27 from a depth of 5,000 feet beneath the
surface to the base of the Morrow Formation underlying said land,
and ordered that Yates Petroleum Corporation be the operator of the

pooled unit under the terms and provisions set forth in the June 3,
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1992 Order of the 0il Conservation Division. Judicial review of
this Order is exclusively within the power, jurisdiction and domain
of New Mexico courts following New Mexico statutory judicial review
procedures that deal with New Mexico lands, and interests in oil,
gas and other hydrocarbons therein or that may be produced
therefrom, in judicial review of orders of the 0il Conservation
Division, Energy, Minerals, and Natural Resources Department of the
State of New Mexico. As the first state to adopt compulsory
pooling and the statutes and procedures for resolving conflicts
involving compulsory pooling and the designation of the appropriate
operator of a pooled unit, the State of New Mexico is qguite adept
at resolving any issues which the Plaintiff has sought to litigate
by its commencement of this action.
4.

Without waiver of the special appearances hereinabove set
forth, in addition to its appointment as operator of the New Mexico
properties the subject of this suit, as ordered by the New Mexico
0il Conservation Division, these Defendants would show that by the
express provisions of the March 7, 1967 Operating Agreement between
Sinclair 0il Corporation and John H. Trigg and wife, Pauline V.
Trigg, Yates Petroleum Corporation has been duly and timely
selected as the Operator of the New Mexico o0il and gas properties
the subject of this proceeding by those entitled under the
provisions of the Operating Agreement to make such selection, a
process that was completed in December, 1991.

5.

Without in anywise waiving the special appearances hereinabove
set forth, these Defendants would show that, this being an action
for declaratory judgment, these Defendants are entitled to the
award of their reasonable attorneys’ fees.

WHEREFORE, premises considered, it is prayed this action be
dismissed against these named parties defendant for lack of
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jurisdiction of their persons and of the subject matter of this
suit, or, in the alternative, without waiving the special appear-
ances of these Defendants, because of the fact, and the New Mexico
Order, that Yates Petroleum Corporation is the duly constituted
Operator of the o0il and gas leasehold estates in Section 27,
Township-18-South, Range-37-East, N.M.P.M., Eddy County, New
Mexico, from 5,000 feet beneath the surface down to the base of the
Morrow Formation, and that these parties have their costs and
reasonable attorneys’ fees.
Respectfully submitted,

KERR, FITZ-GERALD & KERR, L.L.P.
P. O. Box 511
Midland, Texas 79702
Telephone No. 915/683-5291
Telecopier No. 915/683-5257
By: ' C ~ [u — |,

WM. MONROE KERR

State Bar I.D. No. 11347000

ATTORNEYS FOR DEFENDANTS
JOHN H. TRIGG AND PAULINE V.
TRIGG, TRUSTEES OF THE TRIGG
FAMILY TRUST

THE STATE OF TEXAS §

COUNTY OF MIDLAND )

BEFORE ME, the undersigned authority, on this day personally
appeared, WM. MONROE KERR, who, on his oath by me first duly
administered, deposed and said:

The law firm of Kerr, Fitz-Gerald & Kerr, L.L.P., Midland,
Texas, and I, as a member of that firm, have been engaged by
Johrni H. Trigg and Pauline V. Trigg, as Trustees of the Trigg Family
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Trust, to represent them in Cause No. A-39,066 in the District
Court of Midland County, Texas, 142nd Judicial District, to make a
special appearance for them to obtain the dismissal of the case
against them for want of jurisdiction of their persons, Jjurisdic-
tion of the subject matter, and otherwise to present their defenses
therein. I know of my own knowledge that John H. Trigg and
Pauline V. Trigg are residents of Chaves County, New Mexico, and
that they there maintain the office and conduct the business
affairs of the Trigg Family Trust which they serve as trustees. I
also know that the subject matter of the cited lawsuit exclusively
involves rights in lands and interests in o0il, gas and other
hydrocarbons in such 1lands, all of which are situated in Eddy
County, New Mexico. Based on my factual knowledge, study and
investigation, neither John H. Trigg nor Pauline V. Trigg, as
Trustees of the Trigg Family Trust, are amenable to process issued
by the courts of this State 1in the cited case.

i
WM. MONROE KERR

SUBSCRIBED AND SWORN TO BEFORE ME on the i~ day of June,
1992, to certify which witness my hand and official seal.

e 22y ;’W/é/

JOYCE FIELDS Neotary Public in and for
" Motary Public, State of Texas The State of Texas

& My Comm. Exp. Sept. 30, 1992

-

: My commission expires:
< cemeMLALARGSEASEasLASBLOEURENBE snbsbuist 19
, .
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CERTIFICATE OF SERVICE

On this the /2;’ day of June, 1992, a true and correct copy of

the above Special Appearance of John H. Trigg and Pauline V. Trigg,

as Trustees of the Trigg Family Trust, was placed in the United

States Mail, Certified Mail, return receipt requested, postage
prepaid, addressed to counsel as follows:

John A. Davis, Esquire

Kemp, Smith, Duncan & Hammond

P. O. Box 2796

Midland, Texas 79702
./(_/&—/;”L—\_/ L\____-
WM. MONROE KERR
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NO. A-39066

CHARLES E. NEARBURG, d/b/a IN THE DISTRICT COURT

NEARBURG EXPLORATION COMPANY,
PLAINTIFF,
Vs.

JOHN H. TRIGG AND PAULINE V.
TRIGG, AS TRUSTEES OF THE
TRIGG FAMILY TRUST, YATES
PETROLEUM CORPORATION,

YATES DRILLING COMPANY,

ABO PETROLEUM CORPORATION,
MYCO INDUSTRIES, INC.,

H. M. BETTIS, INC., TURNCO
INC., L. E. OPPERMAN, BETTIS
BROTHERS, INC., M. CRAIG
CLARK AND DAVID CROMWELL,

OF MIDLAND COUNTY, TEXAS
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DEFENDANTS. 142ND JUDICIAL DISTRICT

SPECIAL APPEARANCES OF YATES PETROLEUM CORPORATION, YATES
DRILLING COMPANY, AND ABO PETROLEUM CORPORATION, PURSUANT TO
RULE 120a OF THE TEXAS RULES OF CIVIL PROCEDURE, TO
OBJECT TO ANY CLAIMED JURISDICTION OF THE COURT OVER THE
CORPORATE PERSONS AND PROPERTIES OF THESE DEFENDANTS

TO THE HONORABLE JUDGE OF SAID COURT:

Yates Petroleum Corporation, Yates Drilling Company and Abo
Petroleum Corporation, who have been named as Defendants in the
captioned case, acting by the undersigned attorneys, make and file
this Special Appearance to object to any claim of jurisdiction by
the Court over either the corporate persons of these Defendants or
the properties the subject of this suit on the ground that such
corporate persons and properties are not amenable to either the
jurisdiction of this Court or the process of the courts of this
State, and move the Court to dismiss this action as brought against
these Defendants for want of jurisdiction of the corporate persons
and property of these Defendants, respectfully showing:
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1.

Each of Yates Petroleum Corporation, Yates Drilling Company
and Abo Petroleum Corporation, who have been named as Defendants in
the captioned case, are corporations duly organized and existing
under the laws of the State of New Mexico, having principal offices
in Artesia, New Mexico. None of these corporation is qualified to
do business in the State of Texas, none of them is conducting
business in the State of Texas, and none are amenable to process
issued by the courts of the State of Texas in this case. Accord-
ingly, these Defendants move the Court to dismiss this suit as
brought against them.

2.

Without in anywise waiving the foregoing special appearances,
these Defendants move the Court to dismiss this action against them
for want of jurisdiction of the subject matter, namely, the estates
in o0il, gas and other hydrocarbons in Section 27, Township-18-
South, Range-37-East, N.M.P.M., Eddy County, New Mexico, and the
interests therein, and for want of Jjurisdictional power to
adjudicate matters involved in this suit that are exclusively
entrusted to the courts and administrative agencies, state or
federal, within the territorial jurisdiction of the State of New
Mexico.

3.

Without in anywise waiving the foregoing special appearances,
these Defendants would show that on consolidated competing
applications heard on April 30 1992, by the 0il Conservation
Division, Energy, Minerals, and Natural Resources Department of the
State of New Mexico, for compulsory pooling of interests and for
appointment of the operator of the unit so pooled (being Case No.
104567, filed by Yates Petroleum Corporation, and 10473, later filed
by Nearburg Exploration Company, an assumed name of Charles E.
Nearburg, Plaintiff in this case) the 0il Conservation Division, on
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June 3, 1992, ordered the compulsory pooling of the North Half
(N/2) of said Section 27 from a depth of 5,000 feet beneath the
surface to the base of the Morrow Formation underlying said land,
and ordered that Yates Petroleum Corporation be the operator of the
pooled unit under the terms and provisions set forth in the June 3,
1992 Order of the 0il Conservation Division. Judicial review of
this Order is exclusively within the power, jurisdiction and domain
of New Mexico courts following New Mexico statutory judicial review
procedures that deal with New Mexico lands, and interests in oil,
gas and other hydrocarbons therein or that may be produced
therefrom, in judicial review of orders of the 0il Conservation
Division, Energy, Minerals, and Natural Resources Department of the
State of New Mexico. As the first state to adopt compulsory
pooling and the statutes and procedures for resolving conflicts
involving compulsory pooling and the designation of the appropriate
operator of a pooled unit, the State of New Mexico is quite adept
at resolving any issues which the Plaintiff has sought to litigate
by its commencement of this action.
4.

Without waiver of the special appearances hereinabove set
forth, in addition to its appointment as operator of the New Mexico
prorperties the subject of this suit, as ordered by the New Mexico
0il Conservation Division, these Defendants would show that by the
express provisions of the March 7, 1967 Operating Agreement between
Sinclair 0il Corporation and John H. Trigg and wife, Pauline V.
Trigg, Yates Petroleum Corporation has been duly and timely
selected as the Operator of the New Mexico o0il and gas properties
the subject of this proceeding by those entitled under the
provisions of the Operating Agreement to make such selection, a
process that was completed in December, 1991.
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5.

Without in anywise waiving the special appearances hereinabove
set forth, these Defendants would show that, this being an action
for declaratory judgment, these Defendants are entitled to the
award of their reasonable attorneys’ fees.

WHEREFORE, premises considered, it is prayed this action be
dismissed against these named parties defendant for lack of
jurisdiction of their corporate persons and of the subject matter
of this suit, or, in the alternative, without waiving the special
appearances of these Defendants, because of the fact, and the New
Mexico Order, that Yates Petroleum Corporation is the duly
constituted Operator of the o0il and gas leasehold estates in
Section 27, Township-18-South, Range-37-East, N.M.P.M., Eddy
County, New Mexico, from 5,000 feet beneath the surface down to the
base of the Morrow Formation, and that these parties have their
costs and reasonable attorneys’ fees.

Respectfully submitted,

KERR, FITZ-GERALD & KERR, L.L.P.
P. O. Box 511

Midland, Texas 79702
Telephone No. 915/683-5291
Telecopier No. 915/683-5257

j i
By: ,‘ /\_/L/’ ;’/L/'v.///\

WM. MONROE KERR
State Bar I.D. No. 11347000

ATTORNEYS FOR DEFENDANTS
YATES PETROLEUM CORPORATION,
YATES DRILLING COMPANY AND
ABO PETROLEUM CORPORATION
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THE STATE OF TEXAS §

COUNTY OF MIDLAND §

BEFORE ME, the undersigned authority, on this day personally
appeared, WM. MONROE KERR, who, on his oath by me first duly
administered, deposed and said:

The law firm of Kerr, Fitz-Gerald & Kerr, L.L.P., Midland,
Texas, and I, as a member of that firm, have been engaged by
John H. Trigg and Pauline V. Trigg, as Trustees of the Trigg Family
Trust, to represent them in Cause No. A-39,066 in the District
Court of Midland County, Texas, 142nd Judicial District, to make a
special appearance for them to obtain the dismissal of the case
against them for want of jurisdiction of their corporate persons,
jurisdiction of the subject matter, and otherwise to present their
defenses therein. I know of my own knowledge and investigation
that Yates Petroleum Corporation, Yates Drilling Company and Abo
Petroleum Corporation are New Mexico corporations, have their
principal offices and places of business in Artesia, New Mexico,
and that none of such corporations are qualified to do business in
the State of Texas. I also know that the subject matter of the
cited lawsuit exclusively involves rights in lands and interests in
0il, gas and other hydrocarbons in such lands, all of which are
situated in Eddy County, New Mexico. Based on my factual knowl-
edge, study and investigation, none of Yates Petroleum Corporation,
Yates Drilling Company or Abo Petroleum Corporation are amenable to
process issued by the courts of this State in the cited case.

; ,
J/\./'_"/,/W}/\___—-————‘

WM. MONROE KERR
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ABO PETROLEUM CORPORATION,

PERSONS AND PROPERTIES OF THESE DEFENDANTS

SUBSCRIBED AND SWORN TO BEFORE ME on the |.* day of June,
1992, to certify which witness my hand and official seal.

. —_ IS
AN — L

Notary Public in and for
The State of Texas

TTLLLL L

7 Notory Public, State of Texas
o My Comm. Exp. Sept. 130, 1992

, 19

My commission expires:

A
R »
e

CERTIFICATE OF SERVICE

On this the |- day of June, 1992, a true and correct copy of
the above Special Appearance of Yates Petroleum Corporation, Yates

Drilling Company, and Abo Petroleum Corporation was placed in the
United States Mail, Certified Mail,

return receipt requested,
postage prepaid, addressed to counsel as follows:

John A. Davis, Esquire

Kemp, Smith, Duncan & Hammond
P. O. Box 2796

Midland, Texas 79702

|
/(;’,/\__, i L_, — Z'L_____———-

WM. MONROE KERR

SPECIAL APPEARANCE OF YATES PETROLEUM CORPORATION,

YATES DRILLING COMPANY, AND
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NO. A-39066

CHARLES E. NEARBURG, d/b/a IN THE DISTRICT COURT

NEARBURG EXPLORATION COMPANY,
PLAINTIFF,
vS.

JOHN H. TRIGG AND PAULINE V.
TRIGG, AS TRUSTEES OF THE
TRIGG FAMILY TRUST, YATES
PETROLEUM CORPORATION,

YATES DRILLING COMPANY,

ABO PETROLEUM CORPORATION,
MYCO INDUSTRIES, INC.,

H. M. BETTIS, INC., TURNCO
INC., L. E. OPPERMAN, BETTIS
BROTHERS, INC., M. CRAIG
CLAFX AND DAVID CROMWELL,

OF MIDLAND COUNTY, TEXAS
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DEFENDANTS. 142ND JUDICIAL DISTRICT

ORIGINAL ANSWER OF DEFENDANTS MYCO INDUSTRIES, INC.,

H. M. BETTIS, INC., TURNCO INC., I.. E. OPPERMAN,

BETTIS BROTHERS, INC., M. CRAIG CILARK AND DAVID CROMWELL

TO THE HONORABLE JUDGE OF SAID COURT:

MYCO INDUSTRIES, INC., H. M. BETTIS, INC., TURNCO, INC., L. E.
OPPERMAN, BETTIS BROTHERS, INC., M. CRAIG CLARK and DAVID CROMWELL,
some of the defendants in the above cited and numbered cause, make
answer to Plaintiff’s Original Petition to present their defenses
thereto as follows:

1.

This 1s a suit involving interests in the o0il and gas
leasehold estate created by the United States of America covering
and pertaining to the North Half (N/2) of Section 27, Township-18-
South, Range-37~East, N.M.P.M., Eddy County, New Mexico, and
perhaps other neighboring New Mexico lands, which property rights
include management and control of such properties. The action is
a local action and not a transitory action that is within the
exclusive jurisdiction of the State of New Mexico, with respect to
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which the courts of the State of Texas have no subject matter
jurisdiction. For this reason, the action should be dismissed for
want of jurisdiction of the subject matter.

2.

This suit as brought by Plaintiff seeks a declaration that
Plaintiff is or should be the Operator of the New Mexico ©0il and
gas properties the subject of this suit. This issue has twice been
rendered moot because Yates Petroleum Corporation is the duly
constituted operator of the property. After Sinclair 0il Corpora-
tion, in November, 1991, assigned its undivided one-half (1/2)
interest in the leasehold estate in the North Half (N/2) of said
Section 27 to Plaintiff, and within sixty (60) days thereafter, the
owners of the remaining fifty percent (50%) interest unanimously
selected Yates Petroleum Corporation to be the operator of the
properties. This selection process conformed to the provisions of
Paragraph 19 of the March 7, 1967 Operating Agreement made and
entered into between the Sinclair 0il Corporation and John H. Trigg
and Pauline V. Trigg. Furthermore, on June 3, 1992, the O0il
Conservation Division, Energy, Minerals, and Natural Resources
Department of the State of New Mexico entered its order based on an
April 30, 1992 hearing in which Plaintiff fully participated, that
Yates Petroleum Corporation be designated as operator of the oil,
gas and other hydrocarbons leasehold estate in the North Half (N/2)
of said Section 27 from a depth of 5,000 feet beneath the surface
down to the base of the Morrow Formation, pursuant to the terms and
provisions of the June 3, 1992 Order. These 0il Conservation
Division proceedings dealt with competing applications for
compulsory pooling and the appointment of the operator, the first
of which, Case No. 10467 was filed by Yates Petroleum Corporation,
and the other of which was later filed by Plaintiff. Among other
findings and conclusions of the 0il Conservation Division was that
under the New Mexico compulsory pooling statutes, it was in their
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power and was their duty to select the best qualified operator,
which they found to be Yates Petroleum Corporation. This order is
subject to judicial review under the statutes of the State of New
Mexico by New Mexico courts, and none other. Thus, Plaintiff’s
cause of action has been rendered moot on two separate grounds.
Accordingly, this case should be dismissed as moot, as well as
because of the Court’s lack of subject matter jurisdiction.
3.

The Court does not have jurisdiction of the persons of several
of the Defendants who are necessary parties to this suit, namely,
John H. Trigg and Pauline V. Trigg, as Trustees of the Trigg Family
Trust, Yates Petroleum Corporation, Yates Drilling Company, and Abo
Petroleum Corporation. The only courts that have jurisdiction of
the subject matter of this suit and of the named parties, and the
power to obtain jurisdiction of the persons of all of the necessary
parties to this suit, within the concepts of constitutionally
protected due process of 1law, are courts having territorial
jurisdiction of the State of New Mexico, whose jurisdiction is
sufficient to determine the rights and issue in New Mexico real
property interests, and to afford judicial review to action of the
New Mexico 0il Conservation Division. Thus, a further reason is
given for the Court to dismiss this action.

4.

Except as these Defendants may hereafter admit or stipulate,
each of these Defendants deny all of the allegations contained in
the Plaintiff’s Original Petition and demand strict proof thereof.

5.

This being a declaratory judgment action, these Defendants are
entitled to recovery of their reasonable attorneys’ fees.

WHEREFORE, premises considered, it is prayed that the Court
dismiss this suit on the grounds hereinabove set forth, or, in the
alternative, that they have final judgment that Plaintiff take
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nothing by this suit and that these Defendants have their costs and
attorneys’ fees.
Respectfully submitted,

KERR, FITZ-GERALD & KERR, L.L.P.
P. 0. Box 511

Midland, Texas 79702
Telephone No. 915/683-5291
Telecopier No. 915/683-5257
By: ! (AA,,' |

WH. MONROE KERR

State Bar I.D. No. 11347000

ATTORNEYS FOR DEFENDANTS
MYCO INDUSTRIES, INC., H. M.
BETTIS, INC., TURNCO INC.,
L. E. OPPERMAN, BETTIS
BROTHERS, INC., M. CRAIG
CLARK AND DAVID CROMWELL

CERTIFICATE OF SERVICE

on this the / ' day of June, 1992, a true and correct copy of
the above Orlglnal Answer of Defendants Myco Industries, Inc.,
H. M. Bettis, Inc., Turnco Inc., L. E. Opperman, Bettis Brothers,
Inc., M. Craig Clark and David Cromwell was placed in the United
States Mail, Certified Mail, return receipt requested, postage
prepaid, addressed to counsel as follows:

John A. Davis, Esquire

Kemp, Smith, Duncan & Hammond
P. O. Box 2796

Midland, Texas 79702

{//L/A_/ [4—\_, LL
WM. MONROE KERR
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CHARLES E. NEARBURG, d/b/aﬁ éLﬁfoéfHB.DISTRICT COURT
NEARBURG EXPLORATION COMPANY' B

PLAINTIFF,
Vs »

JOHN H. TRIGG AND PAULINE V.
TRIGG, AS TRUSTEES OF THE
TRIGG FAMILY TRUST, YATES
PETROLEUM CORPORATION,
YATES DRILLING COMPANY,

ABO PETROLEUM CORPORATION,
MYCO INDUSTRIES, INC.,

+H.M. BETTIS, INC., “TURNCO
INC., L.E. OPPERMAN, BETTIS
BROTHERS, INC., M. CRAIG
CLARK AND DAVID CROMWELL,

OF MIDLAND COUNTY, TEXAS
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i 3 JUDICIAL DISTRICT

ORIGINAL PETITION OF CHARLES E. NEARBURG d/b/a
NEARBURG EXPLORATION COMPANY

DEFENDANTS.

TO THE HONORABLE JUDGE OF SAID COURT:

Charles E. Nearburg d4/b/a Nearburg Exploration Company
("Nearburg") files this his Original Petition against John H. Trigg
and Pauline V. Trigg, as Trustees of the Trigg Family Trust, Yates
Petroleum Corporation, Yates Drilling Company, ABO Petroleum
Corporation, MYCO Industries, Inc., H.M. Bettis, Inc., Turnco Inc.,
L.E. Opperman, Bettis Brothers, Inc., M. Craig cClark and David
Cromwell and re;pectfully shows the following:

1. Nearburg is an individual residing in Dallas County,

Texas.
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2. John H. Trigg and Pauline V. Trigg are individuals
residing in Chavez County, New Mexico upon whom process may be
served by registered mail, return receipt requested, at P.O. Box
520, Roswell, New Mexico 88201.

/3. Yates Petroleum Corporation is a corporation authorized
to conduct business in the State of Texas, upon whom process may be
served through its registered agent for service, Donald Logan, 201
Wall Towers, Midland, Texas 79701.

4. Yates Drilling Company is corporation upon whom process
may be served by serving its registered agent for service, S. P.
Yates, 105 South 4th, Artesia, New Mexico 88210.

5. ABO Petroleum Corporation is a corporation upon whom
process may be served by serving its registered agent for service,
John A. Yates, 105 South 4th, Artesia, New Mexico 88201.

S 6. MYCO Industries, Inc. is a corporation authorized to
conduct business in the State of Texas upon whom process may be
served through its registered agent for service, Tom Dyches, 306
West Wall, Suite 140, Midland, Texas 79701.

7. H.M. Bettis, Inc. is a corporation authorized to conduct
business in the State of Texas upon whom process may be served
through its registered agent for service, H.M. Bettis, 505 5th
Street, .Graham, Texas 26046.

8. Turnco Inc. is a corporation authorized to conduct

business in the State of Texas upon whom process may be served
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through its registered agent for service, H.M. Bettis, 613 3rd
Street, Graham, Texas.

19, L.E. Opperman is an individual residing in Midland County
upon whom process may be served at 500 West Texas, Midland, Texas
79701.

“10. Bettis Brothers, Inc. is a corporation authorized to
conduct business in the State of Texas upon whom process may be
served through its registered agent for service, Harry M. Bettis,
Jr., 500 West Texas #830, Midland, Texas 79701.

11. M. Craig Clark is an individual residing in Midland
County upon whom process may be served at 310 West Texas Avenue,
Suite 714, Midland, Texas 79701.

v 12. David Cromwell is an individual residing in Midland
County upon whom process may be served at 2819 Shandon, Midland,
Texas 79705.

13. This Court has jurisdiction of the subject matter and
parties involved in this dispute. Venue is proper in Midland
County because this suit is based on a contract which was made and
performed, in whole or in part, in Midland County. In the
alternative, venue is proper in Midland County because one or more

of the Defendants herein are residents of Midland County.

FACTUAL STATEMENT

14. The Trigg Family Trust (the "Trigg Trust") is a record

owner of an oil and gas lease located in Eddy County, New Mexico.
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Said lease is more particularly described as Lease No. NM LC-
060122, covering among other lands the N/2 of Section 27, T-18-5,
R-27-E, Eddy County, New Mexico, (the "Lease"). John H. Trigg and
Pauline V. Trigg (the "Triggs") (Predecessors-in-interest in the
Lease to the Trigg Trust) executed a Farmout Agreement with
Sinclair 0il & Gas Corporation ("Sinclair") dated November 4, 1966,
a true copy of which is attached hereto as Exhibit "A" (the
"Farmout Agreement"). The Farmout Agreement provided that Sinclair
would be assigned a fifty percent (50%) interest in the "operating
rights" of the Lease upon its completion of a commercially
producing oil and gas well on the Lease. Sinclair did, in fact,
conplete a commercially producing oil and gas well on the Lease,
which became known as the Chalk AKH Federal #2 well (the "AKH #2").
Sinclair was assigned a fifty percent (50%) working interest in the
Lease, insofar as it covers the N/2 of Section 27, T-18-5, R-27-E,
Eddy County, New Mexico, effective March 26, 1969, pursuant to the
terms of the Farmout Agreement. A true copy of said Assignment,
which is duly recorded in Vol. 68, p. 704 of the Miscellaneous
Records of Eddy County, New Mexico, is attached hereto as Exhibit
"B"., The Assignment was executed for Sinclair by a representative
of Atlantic Richfield Company ("ARCO") which merged with Sinclair
and acquired all of its interests, effective March 4, 1969.

15. The T;@ggs and Sinclair (ARCO) executed an operating
agreement (the '"Operating Agreement") <covering the Lease

contemporaneously with the Assignment evidenced in Exhibit "B". A
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true copy of the Operating Agreement is attached hereto as Exhibit
"C", Under its terms, Sinclair (ARCO) was designated as operator
of the Lease and the Triggs were designated as non-operators. The
Operating Agreement was expressly made subject to the terms and
conditions of the Farmout Agreement.

16. ARCO operated the AKH #2 for approximately twelve (12)
years before it was plugged and abandoned. Prior to the plugging
and abandonment of the AKH #2 other wells were drilled on other
tracts encompassing the Lease which were commercially producing oil
and gas wells. Said wells have produced, and continue to produce,
oil and gas in commercial quantities thus perpetuating the Lease.

17. By Assignment dated November 21, 1992, ARCO assigned all
of its fifty percent (50%) interest in the Lease to Nearburg. A
true copy of said Assignment, which is duly recorded in Vol. 100,
p. 949 of the "Eddy County records," Eddy County, New Mexico, is
attached hereto as Exhibit "D". As transferee of ARCO, Nearburg
became operator of the Lease pursuant to the Operating Agreement.

18. Defendants Yates Drilling Company, ABO Petroleum
Corporation, MYCO Industries, Inc., H.M. Bettis, Inc., Bettis
Brothers, Inc., Turnco Inc., L.E. Opperman, M. Craig Clark and
David Cromwell are all purported beneficial interest owners in the
Trigg Trust’s fifty percent (50%) record interest in the Lease.
Attached hereto_as Exhibit "E" is a schedule of the purported
beneficial interest owners and their respective percentages of

ownership.
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CAUSE OF_ACTION

19. One or more of the Defendants named herein (the
"Defendants'") dispute the validity of the Operating Agreement and
deny that Nearburg is the lawful operator of the Lease. A genuine
controversy has arisen and now exists between Nearburg and the
Defendants regarding the validity of the Operating Agreement and
the identity of the lawful operator of the Lease. This dispute
concerns all persons who purport to own an interest in the Lease,
whether of record or beneficially, and has necessitated that all of
the Defendants be joined in this suit. |

20. Nearburg seeks a declaratory Jjudgment pursuant to the
Uniform Declaratory Judgments Act, Civil Practice and Remedies Code
Section 37.001, et. seq., decreeing (i) that the Operating
Agreement is effective as between Nearburg and the Defendants, and
(ii) that Nearburg is the lawful operator of the Lease pursuant to
his acquisition of the operating rights in the Lease from ARCO
(Exhibit "A") and pursuant to the terms and conditions of the
Opefating Agreement.

21. A declaratory judgment will terminate the uncertainty and
controversy giving rise to this dispute as to the validity of the

Operating Agreement and the identity of the lawful operator of the
Lease. -
22. Nearburg prays for such reasonable and necessary costs

and attorneys’ fees (both trial and appellate) for the prosecution
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of this action as the Court finds just and equitable, pursuant to
Texas Civil Practice and Remedies Code § 37.009.

23. All conditions precedent to Nearburg’s right to the
relief requested herein have been performed or have occurred.

WHEREFORE, Nearburg prays that the Defendants be cited to
appear and answer herein; that the Court enter declaratory judgment
that the Operating Agreement covering the Lease is effective as
between Nearburg and the Defendants and that Nearburg is the lawful
operator of the Lease as pleaded 1in paragraph 6 above; that
Nearburg be granted just and equitable attorneys’ fees (both trial
and appellate) as pleaded above; that Nearburg be granted costs of
suit; and that Nearburg be granted such other and further relief,

at law or in equity, to which he may be shown lawfully entitled.

Respectfully submitted,

KEMP, SMITH, DUNCAN & HAMMOND, P.C.
400 W. Illinois, Suite 1400 (79701)
P.O. Drawer 2796
Midland, Texas™

John AL "“Jad" Davis, Jr.
State/Bar No. 05511400
J. Ragndy Turner

State Bar No. 20321500

Attorneys for PLAINTIFF CHARLES E.
NEARBURG d/b/a NEARBURG EXPLORATION
COMPANY
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FARMOUT AGREEMENTY

THIS ACXEPMENT, mads and sntersd into thip _ﬁ{édny of November,
1966, by and between JOAN K, TRIGG snd PAULINE V, TRIGG, his wife, whoss
address ta Post Offica Box 520, Roewell, Wew Mexico, hereinaftar referrved
te as "Trigg”, and SINCLAIR OIL & GAS COMPANY, vhose address {s Pest Off{ce

Box 1470, Midland, Texas, hersinefter referred to as "Sinclair"y

WITHNESSETN
WHEREAS, Trigg is the owner snd heldar of thet certein 011 and Gas
Lease from the United States of Americs to J. T. Donner as Lesess, dated
April 1, 1948, besring Sarial Number LC-060122, ineofar as seid lesse coverm

Township 18 Bouth, Range 27 Rapc, N .M. P.M,, Eddy County, Rew Mexico

Section 22; 8%

Containing 760,00 acrse, wore or less, herainsfter vreferred to se
"Said Land"} and

WHEREAS, Trigg's interest in ssid leass covering Said Land is ox
vwill be subject to an overriding royslty intersst of 6.25% of sll eil and
gas produced, saved and marketed from the 8¢id Land vhich {3 or will be
ovned by the children of Trigg, (h.u'-inn!tor called "Children's Overrida'),
and;

WHEREAS, Sincleir desires te scquive snd Trigg desiras to farmeut to
8inclair csrtain interssts in end under the above dascribsd lesse insefar
ss 1t covers 8sid Land, upon the terms and conditions hereinafter set forths

HOW THEREFORE, for and in consideration of the premises snd mutusl

covenants hersin contained ths partias herato sgres as followsm CJ ).1"
. A .

1, finclair sgrees to commance on or before D.e.n\!!!.'l?. 1966, the
drilling o€ s test well for oil and gas, hereinafter raferrsd to as the
"Initisl Tast Well", st a location in the SWANWk of Ssctfen 27, Township 138
South, Rangs 27 Fase, N.M.P.M., Eddy County, New Hexico, snd to drill and
comp'llto such well on or before ninety (90) days {rom date of comencemant,

vith due diligence and in & good and workmanlike manner, at the sole cosc,

risk and sxpense of Sinclai{r, to @ depth of 9,000 feer from the surfsce of

EXHIBIT A




the grouad or te a depth sufficient to sdequately test the Clsece formation
of Pennsylvenise age, vhichever 13 the lesaer depth, all {n the opinien of
Trigg's goologicel departagnt,

2. BShould Sinelaiy timely ccwmence and complate o5 s commereial
producsr or plug and absnden as s dry hole the Inttial Test Well ss pro-
vidad in Parsgraph 1 hereof, then Sinelair shall have the opeien, but mnot
the obligstien, for s period of stz (6) menths from ths date of completion
of ssid Initisl Tast Well to commenee the drilling or deepsning of 2 test
vell for eil snd ges, hersinafter referred to ss the "Option Well", at s
location of sinnlnlr'; cheica on Said Land, and o drill snd complete ssid
Option Well with dus diligence snd 1in & good snd wvorkasnlike manner, at the
sola cost, risk and expense of Sinclair, to s depth sufficient to sdequately
tast the Morrow formation of Pannsylvenian sge, or to a depth sufficient
to adequately test the Davonian formstion, all in the opinion of Trigsg's
geeloginal department, said Opcion Well to be drilled and completeéd within
ninety (90) days of coomencement.

3. (a) 8heuld Sisclair complate the Initial Test Well, as pro-
vided fn Paragraph L hereof, ss & well capable of producing oil smd/ox
gas in commaroisl quantities, Trigg agrees to couvey to Einclair am
undivided one-half (1/2) {nterest {n the eperating rights from the surfsce
of tha ground dowa to and tneluding one hundred (100) feet below the
deepent dapth drilled, in, to snd under Said Lend, subject to its proportionste
pare of the Chtldren's Override.

{d) Should Sinecleir érill snd complets the Option Well, 2e
provided im Parsgraph 2 hareof, as 8 well capadble of producing otl lpdlor
gas in commercial quancitiss, rrt'; agreas to convey to Sinclair sn undivided
ons-half (1/2) interest in the opexating rights down to and including one
hundred (100) feet below che deepest depth drilled, in, to and under Said Lend,
subject to its proportionate part of the Children's Override, provided hovever,
should 84melair have earned the rights provided in (s) of this Parsgraph 3,
then Trigg shell convey an undivided one-half (1/2) interest in, to end
under Sa1d Lands from tha depth of the rights conveyed under (e) of this
Parsgraph 3, down to snd {ncluding one hundred (100) feet below the deepest

depth drilled in the Option Well,

!




&, After cowpletien of the Initisl Test Well, vhether as a preducer
or dry hole, Sinclatr, ot tes election, shall either (2) conduet ecentinuous
drilling operstions on the rematinder of $aid Land with not more than ona
hundred rventy (120) daye elepsing betwssn the completion of a well,
vhether ss & producer or dry hole, and the commencement of sctusl drilling
of the next succesding well until Simnclair shell have drilled ene well to
esch standard spacing or proration unit fixed by sny speciel field rulss
pyeuulnud by the Nev Mexicoe 041 Conservatisn Commigsion, or {z the absence
of such rules, one well to eaech 160 acre governmeatal quarter sectiem in
S8aid Lend; sach such additional wvall to be drilled and completed vithin
ninsty (90) days frow cocmencemeant thereof, er (b) surrander snd releass .to
Trigg all of $aid Land axcept asch tract an defined t{a (s) of this Paragraph &,
upon vhich s producing well has besn completed, warrsnting same to be fres
snd clesr of sill liens, obligations or encumbrances suflfersd by Sinelasir.
All other provisions spplicable to the Initial Tast Well shall be aquslly
spplicable to esch additionsl well., Peilors of Sinclatr to condust eomtinusus
drilling operations as herein prwi:lod shall oot prsclude Bincleir from
exercising the sption grented under Persgraph 2 te drill cthe Optien Well.

S. Bhould sny well required or permitted under this Ferweut Agree-
went be lost or junked through no negligance er cersiessnass of Sisclatfr,
or its sgents or employess, or {f {n the drilling of such valls, grenite or
othar practically impanetrable subatance or condition 1s sncountersd rendering
further drilling i{mpracticsl aceording te the standsrds of the immediate sres
or field, then snd {n either of gsuch events, and within thirey (30) days from
the data such vell {3 lost or junked or sbandoned on encountering such
practieslly {apenetrable substsnes or cendftion, $inclair mey, at its
election and without penaity, commence the drilling of a substitute vell at
s locstion of Stnelsir's chofce on the same querter-quartsr section of $aid
Land, provided, however, such location shall conforn te and comply with the
suled and regulstions of the Naw Mexico Oil Conservation Commfssion, snd such
subseirute well, in order to qunlt!‘y_ as » substitute well, ahall be drilled
and coapleted t;n the seme manner as herein specified for the well so lost,

junked er sdandoned, snd as to all of which the decision of Trigg's Ceologicsal




Department shall be oonclusive, BSheuld finclair timely commenee and
diligently complete such a substitute well pursnant te the terms of this
paragraph, then in such event it shall ba considevred for all purpeses
hersof that the vell for wvhich Lt is s substitute wes commenced, drilled
and completad within the tims, to the depth, snd {n the manner previded
therefer,

6. The parties hereto agres thet the locatien of the Inteisl Tese
Well, an providad in Paregraph 1 heveof, has been selscted by Sinclair te
provide Trigg with a esrried f£1fty (30%) per cemt workimg tncerese {n said
Inteinl Tast Well completed ints the tenks fres of all coest and expense te
Trigg: sheuld the New Mexice 011 Conservation Cowmisnisn establish speeisl
fis1d rules providing for 640 acre spacing or preration units, Bimelstr anmd
Trigg's vorking tnterest {a the Inftial Test Well vould be reduced pro-
portionstaly; in such svemt, st Sinclair's sole cost and expanse, Sinelair
agress to carry Trigg in the drilling of s subsequent vell om Ssid Lend
{n fection 22, to the extent of the difference between Trigg's working
fatersst in the Initial Tast Well gud f£ifty (50%) per cent. If Bimelair
tlects not te drill such sdditi{onsl well within the tims specified ia
Taragraph 4(s), the provisions of Peragraph 4(d) hareef will spply.

7. 1t is egreed betwaen the parties hereto thst upon comvaysnce of
the operating rights earned by the performsnce ;t the obligstions set forch
herein all subsequant operstions on 8aid Land will de conducted in acoordence
with the terms of the form of jolnt'ép.rntinu Lir'o-nt sttached hersto and
marked Xxhibit “A"; and that ot sush time as Si{nclair shall have serned its
intevest in Seid Land sil parties hereto shall properly execuce satd foine
Operating Agresment,

8. Trigg will make s bons fida effort (vith ne pensicy er Llability
for overwight {n this connection) to psy sll rentals oy minimum roysity
becoming dus after tha date of thia Parmout Agresment under the termse
of the sbeve described lease, insofar ss it covere Seid Land; snd Sincleir
shall f!iﬂbuti.‘ffill for one-half (1/2) of such remtels or winimum royslty
within thirty (30) days sfter vecsipt of Trigg's inveics therefoy,

9. 8tnelair agrass to keap Trigg's lessehold interast free !roi

ltens, encumbrances and clsims created by, through or under Stnclafr and

o
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that Sinclsir, {ts eontrscter or subcontrector shall carry {nsurames with
sstisfactory compsnies end of sufficient covarags to insure ageinst the
risks speaified in Parsgraph 26 of kxhibir "A™ attached hereio.

16. Sinclair shall sllew the representatives and duly sutherised
agents of Trigg te have eacess to $sid Land, as well es the derrick floor
of any well or wells drilled pursuasat to this Farmout Agresment, at asy and
all timss during the drilling, completing, rewerking and/er eperating of
any sueh well or wells, and shall furnish Trigg wich any and ell (nfermetion
available pertaining to the drilling, cowpleting, rewerking end/or eperation
of any such well, including but not limited toy

{(a) One ocopy ef all reperts partaining ta the drilling of any
such well filed by Si{nelalr with any governmentsl suthority, such reports
to be delivered to Trigg at the same time such reports ere filad with such
govermmental sutherity;

(b) Copies of daily drilling veports showing the ststus, prograss
snd changes in formetion sncountered {n the drilling of sny such well, snd
complets results of dirsctional electric, crooked er streight hela surveys,
eore snalyses end eny and all other teets or surveys made {n cenasetien
with such well;

(e) A full set of sswple cuttings from sny such well, ts ba '
delivered to the Nev Mexico 011 Sceuts Association, Inc., 115 Nerth Colemss,
Xobbs, Mew Mexico, no lster than fifteen (1%) days efter the completion oz
plogging ef such wells

{d) Dusl Induction-Latereleg and Camma-Ray-Somic logs ov
squivalent loge shall be made and two primts and one reproducible cg,lc
copy therssf shall ba furmished Triggy

(2) In the event & shovwing of otl or gas {e encountared at any
depth or upon encountering s proapective oil or gus zone at aay depth in
sueh well, Eincla{y shall give Trigg ressonsble notice theareof fn sufficient
time to have a representativa present when such zene iz testad or covred,
snd {f, (n Tr!g;'u opinion 1t {s justified, any showing of c¢il or ges shell
be sdequataly tested {n s prudent manner {n sccordancs with good ofl flald

practicess
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{0) All notices herein requivred shail be given te Trigg or eny
of his employees at Post Office Box 320, Roswsll, Mew Mexico, talaphese
number 623-3140 {f given during normal vorking hours or if given on veeksnds
or sfter regular working hours to Nr. G, B. Harringten, Geologist, st Roswall,
Nov Mexiece, telephene nuwbar 623-3418.

11, In connaction with the performance of work under this egreement,
Sincleir agress to comply with all of the provisioms of Section 301 (1) to
(7, inclusive, of Executiva Ordar 10925 (28 ¥, 1. 648%), which sre barabdy
{ncorperatesd by reference in this sgreemest,

12. It {s understaod that this agreesent snd the ebl{gations hare-
under sre personal and not sssignsble by Binclair without Trigg's expressed
consant {n vriting and that satid ebligations are several and not jeint and
neching hersin contained shsll cometitute or be construed te comstituta a
partnership, eithar gensrsl or mining, as between Sinclair and Trigg.

13. (#) It 4s understood that 1if Binclair fails to comply with
the terme and provisions of this contresct with respect to the coomence«
ment, drilling and completion of the wells herein previded for, Trigg,
in addition te sny other reliaf te which it mey be entitled, mey demend
surrender snd relesse of the intersst trasnsferred herein of sil of Said
Land except each tract as defined 1n (s) of Parsgraph & hareef, upen
which & producing well has bsen completsd, and Sinclair shall thereupon
sxscute and deliver to Trigg an approprists recordablsa instrument
warvanting the {ntarest so surrendered and realsssed to be frese snd olear
of 211 l{ens, obligations or ancumbrances suffersd by Sincletr.

(b) Upon bresch of any of the terms and conditions hersot by
fineleatir, (oihcr than failure to comply with respect to commencemsat,
drilling and completion of the weils »s harein provided), Trigg shall notify
Sincletlr in writing alleging specificslly the respects in vhich Trigg con-
siders Sinclair has failed to comply, snd Sincleir shall have thirty (30)
days after the matling of such noties by Trigg wichin vhich to remedy such
default so slleged by Trigg. In the event Sinclair hes not cured said
dlchult vithin sueh time, Trigg mey at {Cs optien, terminste this sgreement
vhersby any rights hsreundsr, will revert to Trigg, excspt es to eoch tract
ss defined in (a) of Paragraph 4 hereof upon which a producing well has

been completad,
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The terms of this sgreement shall dind the parties hersco end shsll
foure to tha bensfit of their respective heirs, devisess, sucoessors and
apsigne.

IN VITNESS WNEREOP, this inscrument (s executed oo the day end yosr

firat herainabave written.

Pauline V. Trigg

SIRCLAIR OTL & CAS COMPANY A

g
By Py LT wlead é
5

STATE OF IRV MEXI00 |
1 os.
COUNTY OF CRAVES |

The feregoing fnetrumant vas ackoowledged befors me this Q’ﬁ day
of November, 1966, by JOHM R, TRIGG and PAULINE V. TRIGG, bis vife.

‘Y T/ ¢
|

- Notary ie

Hy‘ muaton Expiress

STATE OY TEXAS. )
Y ss.
COUNTY OF MKIDLAND ) 4
the foregoing instruwent was scknowledged before me this /‘ day
of Wevanber, 1966, by R, M, KOBDISH, Yice Fresident of Sinclair 011 & Oas
Company, a Msim corporation, on behalf of ssid corperstien,

Notary Public

9&»-1:-10‘ .prireu
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DATED
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OPERATING AGREEMENT

THIS AGREEMENT, entered into this day of. 19 between
SINCLAIR QIL & OAS COMPANY
hereafter designsted as “Opaerator”, and the signatory parties other than Operator.

WITNESSETH, THAT:

WHEREAS, the parties to this agreement are owners of oll and gss leases covering snd, if so Indicated,
unleased mineral interests In the tracts of land described in Exhibit “A", and all parties have resched an
sgreament to explore and develop these leases and interests for oil and gas to the extent and as hereinafter
provided:

NOW, THEREFORE, it is sgreed as follows:

1. DEFINITIONS
As uped in this agreement, the following words and terms shail have the meanings hers uscribed to

tham,

{1) The words “party” and “parties” shall always mean a party. or parties, to this agreement.

(2) The parties to this agreement shall always be referred to as “it" or “they”, whether the parties be cor-
porate bodies, partnerships, associations, or persons resl.

(3) The term “ofl and gas” shall include oil, gas, casinghend gas, gas condenzate, and al) other liquid or gase-
ous hydrocarbons, unless an intent to limit the inclusiveness of this term is specifically stated.

(4) The term “oil and gos interests” shall mean unleased fee and mineral interests in tracts of land lying
within the Unit Area which are owned by parties to this agreement.

(5) The term “Unit Area" shall refer to and inciude ail of the lands. il snd gas lessehold interests and oil
aAnd gas interests intended (0 be developed and operated for oil and gas purposes under this agreement.
Such lands, oil and gas leasehold intarests and oil and gas inferests sre described in Exhibit “A".

(8) The term “drilling unit” shall mean the ares fixéd for the drilling of one well by order or rule of any
state or federal body having authority. If a drilling unit is not fixed by any such rule or order, s driliing
unit shall be the drilling unit as established by the patiern of drilling in the Unit Ares or ss fixed by ex-
press agreement of the partiea.

(1) All exhibits attached to this agreement are made a part of the contract as {ully ss though copied in full
in the contract. )

(#) The words “equipment™ and “materials” as used here are synonymous and shall mean and Include all
oil tield supplies and personal property acquired for use in the Unit Area.

2, FFLB-EAAMINATION; LOSS OF LEASES AND OIL AND GAS INTERESTS
~Ar-Pitie—Ercrminationr-

recent date, together with all title papers in its possession covering leases and ofl and gas interests wi
subjecting to this contruct. All of these sbetracts and title records shail be examined for the be
ties by Operator’s sttormeys.

Operator shall promptly submit abstracts certified from deginning to recepi-€ate, together with all title
papers in its possession covering leases and oil and gas interests which i subjecting to this agreement, to
for ination by the latter's

of all par.

attorney for the benefit of all parties.
All title examinations shell be made without
n the abstract record and title papers submitted to him. Each

ge. Each examining atlorney shall prepare a com-
plate title report on esch ssparata tract based
title report shall contain a list of fee owpefs and their Interests, shall state the attorney's opinion concerning
velidity of their interests, and s ) ntain an enumeration snd description of title defects, f any, @ report up.
on mortgages, taxes, pen sults, and judgments, and unreleased oil and gas leases, and a list of require.
ments, {{ any, upo {ch the examines's approval of tiile 10 the lease or ol and gas interest is contingent. The

titls report 1 also contaln a specifie description of the oil and gas lesse being subjected to this contract,
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of each supplemental opinion. and of all final opinions, shall be sent promptly to each party. The opi
the examining stlorney concerning the validity of the title 16 each oi) and gas interest and e
amount of interest covered thereby shall be binding and conclusive on the parties, but
ieaset az to primary term, royalty provisions, drilling obligations, sand specis!
approval and acceptance by an authorized representative of each party.

scoeptability of
ons, shall be s matter for

All title examinations shall be made, and title reports sub
submission of abstracts and title papers. Each party sha,
examining attorneys concerning its ieases and inte;
receipt of title report for this purpose. If ¢t
the examining attorney, all parties s
defects and pt the | ¢
parties refuse to waive

, within a period of days after the

n good faith, try to satisty the requirements of the
, and each shall have s period of. days from
le to sny lease, or ofl and gus interest, is finally rejected by
then be asked to state in writing whether they will waive the title’
erests, or whether they will stand on the attorney’s opinion. 1f one or more
defects, this agreement shall, In that case, be terminated and abandoned, and all

obligations and special burdens, sll subsequent provisions of this sgreement shail become operative

adaasal Py a4 aka il Y thai £ Y . Iy H rry d o dond
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B. Failure of Title:

After all titles sre spproved or accepted, any defects of title that may develop shall be the joint re-
sponsibility of all parties and, if a title loss occurs, it shall be the loss of all parties, with each bearing its pro-
portionate part of the loss and of any liabilities Incurred in the loss. If such a lcss occurs, thers shall be ne
change in, or adjustment of, the interests of the parties in the remasining portion of the Unit Ares.

C. Lets of Leases For Other Than Titla Failure:

If any lease or interest subject to this agreement be lost through fallure to devsiop or because express
or implied covenants have not been performed, or if any lease be permitted to expire at the end ot its primary
term and not be renewed or extended, the loss shall not be considered a fallure of title and all such losses shall
be joint losses and shall be borne by all parties in proportion to their interests and there shs)} be no readjust-
ment of interests in the remaining portion ot the Unit Area.

3. UNLEASED OIL AND GAS INTERESTS

It any party owns an unieased olt and gas interest in the Unit Ares, that interest shall be treated for
the purpose of this agreement ss if it were & leased Interest under the form of oll and ges lease sttached as
Exhibit “B" and for the primsry term therein stated. As to such interests, the owner shall recsive roysity on
production as prescribed In the form of ofl and gas lease attached hereto s Exhibit “B". Such party shall,
however, be subject to all of the provisions of this agreement relating to lessees, to the sxient that it owns
the lesses interest.

4. INTERESTS OF PARTIES

4

Exhibit “A"” lists all of the parties, and their respective percentage or fractional interests under this

" agreement. Unless chenged by other provisions, all costs and Habilities incurred in operations under this con-
tract shall be borne and paid, and all equipment and materisl acquired i%opermgm on the Unit Area shall be
owned, by the parijes as their interests are givan in Exhibit “A",/gAqurjég\Pc\ion of oll and gas from the
Unit Area, subject to the payment of lessor's royaities, shell also be owned by the parties in the same manner,

*Joint Loss”
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If any oil and gas lease covered by this agreement is subject to an overriding rovaity, production pay.
ment, or other charge over and above the usual one-eighth (%) royaity, the party contributing that lease shall
assume and alone bear all such excess obligations and shall account for them to the owners thereof out of its
share of the working interest production of the Unil Ares.

§. OPERATOR OF UNIT

8incleir Oil & Gas Company shall be the Operator of
the Unit Area, and shall conduct and direct and have ful) control of ali operations on the Unit Ares as pere
mitted and required by, and within the )imits of, this agreament. It shall conduct all such operations in a good
and workmaniike manner, but it shall have no lisbility ss Operator to the other parties for losses sustained,
or liabilities incurred, except such as may result from gross negligence or {rom bresch of the provisions of
this agreement.

4. EMPLOYRES
The number of employees and their selection. and the hours of labor and the compensstion for services
peariormed, shall be determined by Operator, All employees shail be the amployess of Operator.
7. TEST WELL
On or before the. day of. 19 Operator shall commence the drill.
ing of a well for oll and gas in the following location:

NONE
and shall thereaftar continue the drilling of the well with due diligence to

.

unless granite or other practicslly impenstrable substance is encountered at & lesser depth or unless all parties
agres to complete the wall at & lesser depth,

Operator shail make reasonable tests of ail formations ancountered during drilling which give Indles-
tion of containing oil and gas in quantities sufficient to test, unless this sgreement shall be iUnited in its ap-
plieation (o a specitic formation or formations, in which event Operator shall be required to test only {he
formation or formations to which this agreement may apply.

I( In Oparator's judgment the well will not produce oil or gas in paying quantities, and it wishes to
plug and abandon the test as a dry hole, it shall first secure the consent of all parties to the plugging, and the
well shall then be pligged and sbandoned as prompuy as possible.

§. COSTS AND EXPENSES
Except a1 herein otherwise specifically provided, Operator shall promptly pay and discharge ail costs
and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon tha cost and expense basls
provided In the Accounting Procedure attached hereto snd marked Exhibit “C". If any provision of Ex-
hibit “C” should be inconsistent with any provision contained in the body of this agreement, the provisions in
the body of this agreement shall prevail

Operator, at its election, shall have the right from time (o time to demand and recelve from the other
parties payment in advance of their respective sharas of the estimated amount of the costs to be incurred in
operstions hereunder during the next succeeding month, which right may be exercised only by submission to
each such party of an itemized statement of such estimated coats, together with an invoice for its share thers-
of. Each such statement and involce for the payment In advance of estimated costs shall be submitted on or

_befora the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of

such estimate within fifteen (15) days after such estimate and Invoice is received. If any party fails to pay ita
share of sald estimate within ssid time, the amount due shall bear interest at the rate of&“&}(ﬁm:ﬁ’“
snnum until paid. Proper adjustment shall be made montbly between advances and actusl cort, to the end
that each party shall besr and pay its proportionate share of actusl costs Incurred, and no more.
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9. OPERATOR'S LIEN

Operator s given & first and preferred lien on the intereat of each party covered by this contract, snd
in each party's interest in oll and gas produced and the proceeds thereo!, and upon sach party's interest in ma-
terial and equipment. to secure the payment of ali sums dus from each auch party to Operator.

In the event any party fails to pay sny amount owing by it to Operstor »s its share of such costs and
expense or such advance estimate within the time limited for payment thereof. Operator, without prejudice to
other sxisting remedies, i3 authorized, at ite election, to collect from the purchaser or purchasers of oil or gas,
the proceeds sccruing to the working interest or interests in the Unit Ares of the delinquent party up to the
amount owing by such party, and each purchaser of oil or gas is authorized to rely upon Operstor's statement
as to the amount owing by such party.

In the event of the neglect or fallure of any non-operating party to pramptly p.ly its proportionate part
of tha cost and expense ot development and operation when due, the other non-operating parties and Operator,
within thirty (30) days after the rendition of statements therefor by Operator, shail proportionately contribute
to the payment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled
to the same lisn rights as are granted to Operstor in this section. Upon the payment by such delinquent or
defaulting party to Operator of any amount or smounts on such delinquent indebtedness, or upon any recovery
on behalf of the non-opersting parties under the lien conterred sbove, the amount or smounts 86 paid or re-
covered shail be distributed and paid by Operator to the other non-operating parties and Operator propors
tionately in accordance with the contributions therstofors made by them.

14. TERM OF AGREEMENT

This agresment shall remain in full force and effect for as long ss any of the oll and gas leases subjected
{o this sgreement remain or are continued in force as to any part of the Unit Area. whether by production, #x-
tension, renewal or otherwise; provided, however, that In the event the first well drilled hereunder results in
a dry hole and no other weil is producing oil or gas in paying quantities from the Unlt Area, then at the end
of ninaty (90) days after abandonment of the first test well, this egreement shall terminste unlese one or
more of the parties sre then engaged in drilling a well or wells pursuant to Section 13 hereof, or all partles
have agreed to drill an sdditional well or wells under this agreement, in which event this sgreement shall con-
tinue in force until such well or wells shall have been drilled and completed. If production resuits therse
{rom this agreement shall continue in force thereafter at if said first test well had been productive in paying
quantities, but if production In paying quantities does not regult therefrom this agreement shall terminste
at the end of ninety (90) days after sbandonment of such well or walls. It ls ggreed, however, that the terme
ination of this agreement shall not relieve any party hereto from any labllity which has scerued or attached
prior to the date of such termination,

11. LIMITATION ON EXPENDITURES
Without the consent of all parties: (a) No well shall be drilled on the Unit Ares axcept any well ex»

. pressly provided for in this agreement and except any well drilled pursuant to the provisions of Section 12

of this agreement, it being understood that the consent to the drilling of a well shall include consent te all
necemsary sxpenditures in the drilling, testing, completing®and equipping of the well, including necessary
tankage: (b) No well shall be reworked, plugged back or deepened except a well reworked, plugged back or
deepened pursusnt to the provisions of Section 12 of this agreement, it being undersiood that the consent to
the reworking, plugging back or deepening of a well shall include consent 1o sll necessary expenditures in
conducting such operstions and completing®and equipping of said well to produce, including necessary tanke
age; (¢) Operator shall not undertake any single project ressonably estimated to require an expenditure in

excess of Mars ($.5,000.00 )

except in connection with a well the drilling, reworking, deepening, or plugging back of which has been pree

viously authorized by or purnilnt to this agresment: provided, however, that in case of explosion, fire, flood,

or other sudden emergency, whether of the same or different nature, Operator may take such steps and incur

such expenses as in its opinion are required to desl with the emergency and to safegusrd life and property,
but Operator shall, as promptly as possible, report the emergency to the other parties. Operator shall, upon
request, furnish copies of {ts  “Authority for Expenditures” for any single project costing in exe

cess of $2,500.00

% See Section 30(c) for additiocnal prov?;tt;l-.




13. OPERATIONS BY LESS THAN ALL PARTIES

1f all the parties cannot mutually agree upon the drilling of sny well on the Unit Area other than the
test weil provided for in Section 7, or upon the reworking, deepening or plugging back of a dry hole drilled
at the joint expense of all parties or a well jointly owned by ali the parties and not then producing in paying
quantities on the Unit Ares, any party or parties wishing to drill, rework, deepen or plug back such s well
may give the other parties written notice of the proposed operation, specifying the work to be performed,
the jocation. proposed depth, objective formation and the estimated cost of tha operstion. The parties receive
ing such a notice shall have thirty (30) days (except as to reworking. plugging back or drilling deeper, where
s drilling rig ia o«ii uuoj. the period shall be limited to forty-eight (48) hours exclusive of Saturday or Bun-
dl!)/lc}ar arecﬂ%t o ?R'l notice within which to notify the partiss wishing to do the work whether they elect
1o participate in the cost of the proposed operation. Failure of s party receiving such a noties to so npiy to
it within the period above fixed shall constitute an election.by that party not to participate in the cost of the
proposed operation.

If any party receiving sush a notice elects not to participate in the proposed operation (such party or
parties being hereafter referred to as “Non.Consenting Party”), then {n order to be entitied to the banafita
©f this section, the party or parties giving the notice and such other parties as shall slect to participate in the
operation (all such parties being heresfier referred 1o a8 the “Consenting Parties”) shall, within thirty (30)
days after the expirstion of the netice period of thirty (30) days (or as pramply as possible after the expire
ation of the 48-hour period where the drilling rig is on location, as the case may be) sctuaily commence work
on the proposed operation and complete it with dus diligence.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportions that their respective interests as shown in Exhibit “A” bear to the totsl interests of s}l Consenting
Parties, Consenting Parties shail keep the leasehold éstates involved in such operations tree and clear of all
liens and encumbrances of every kind created by or arising trom the operstions of the Consenting Parties. If
suth sn operation results in » dry holes, the Consenting Parties shall plug and absndon the wail at their soie
cost, risk and expense. If any well drilled. reworked. deepened or plugged dack under the provisions of this
section results in a producer of oil and/or gas in paying quantities, the Consenting Parties shall complete and
squip the weill to produce at their sole cast and risk, and the well shall then be turned over to Oparator and
shall be operated by it at the expenze and for the account of the Consenting Parties. Upon commencemant of
opsrations for ths drilling, reworking, deepening or piugging \;nck ot any such well by Consenting Partles
in accordance with the provisions of this section, each Non.Consenting Party shall be deemed to have ralin-
quished to Consenting Parties, and the Consenting Partles shall own snd be entitled io receive, in proportion
to their respective interests, all of such Non-Consenting Party's interest in the weil, its lessehold operating
rights, and share of production thersfrom until the proceeds or market value thereof (after deducting pro-
duction taxes, royaity, overriding royalty and other interests payable out of or measured by the production
from such wall sccruing with respect 10 such interest until it reverts) shall equs) the total of the féllowing:

(A) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment
beyond the wellhead fons (including. but not limited to, stock tanks, spparstors, treaters,
pumping equipment and piping). plus 100% of each such Non-Coneenting Party's share of the cost of

operation of the well commencing with first production and continuing until esch such Non.Consenting
Party's relinquished interest shall revert to it under other provisions of this section, it being agreed that
each Non-Consenting Party's share of such costs and equipment will be that interest which would have
been chargeable to each Non-Consenting Party had it participated in the well from the beginning of
the operation; and

(B) 2009 of that portion of the costs and expenses of drilling, reworking, deepening or plugging back,

o testing snd completing, after deducting any cash contributions received under Section 24, and 200%
of that portion of the cost of newly scquired equipment in the well (16 and including the weilhead
connections), which would have been chargeable lo such Non-Consenting Party if it had participated

thersein.
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In the cese of sny reworking, plugging back or deeper drilling operation, the Consenting Parties shsll
be permitted to use, free of cost, all casing, tubing and other equipment in the weil, but the ownership of ali
such equipment shall remain unchanged; and upon abandonment of a well after guch reworking, plugging
back or deeper drilling, the Congenting Parties shell account for sll such equipment to the cwners thereof,
with each party receiving its proportionate part in kind or in value,

Within sixty (80) days after the complietion of any operation undar this section, the party condueting
the operstions for the Consenting Parties ahall furnish esch Non.Consenting Party with an inventory of
the equipment in and connected to the well, and an itemized statement of the cost of drilling, deepening.
plugging back, testing, completing, and equipping the well for production; or, at its option, the operating
party. in lieu of an ltemized statement of such costs of operation, may submit a detailed statemnent of monthly
billings. Eech month therenfter, during the tims the Consenting Parties sre being reimbursed as provided
above, the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of ail
tosts and Habilities incurred in the operation of the well, together with a statsment of the quantity ot oil
and gas produced from it and the amount of proceeds realized from the sale of the well's working interest
production during the preceding month. Any amount realized from the sale or other disposition of equip-
ment newly acquired in connection with any such operstion which would have been owned by 8 Non-Cone
senting Party had it participated therein shall be credited agninst the total unzeturned costs of the work done
and of the aquipment purchased. in determining when the intersst of such Non-Consenting Party shall revert
to it as above provided: if there i3 a credit balance it shall be paid to such Non-Consenting Purty.

If and when the Consenting Parties recover from a Nen-Consenting Party’s relinquished interest the
amounts provided for above, the relinquishad Interests of ruch Non-Consenting Party shall sutomnaticelly
revert to it and from and after such reversion such Non-Consenting Party shall own the same interest in such
well, the operating rights and working interest therein, the material and equipment in or pertaining thersto,
and the production therefrom as such Non-Consenting Party would have owned had it participated in the
drilling, reworking, deepaning or plugging back of sald well. Thereafter, such Non-Consenting Party shall be
charged with and shall pay its proportionate part of the further costs of the operstion of said well in secorde
ance with the terms of this agreament snd the accounting procedure schadule, Exhibit “C”, sttached hereto.

Notwithstanding the provisions of this Section 13, it is agreed that without the mutual consent of all
parties, no wells shall be completed In or produced from a source of mpply from which a voll ocgted else-
where on the Unit Ares ls producing, unless such well conforms to PRREZARGRRS Ik RR
Ixpbacooteanx by the governmantal agency having Juriadiction.

The provisions of this section shall have no applicstion whatsoever to the drilling of the initial test
well on the Unit Area, but shall apply to the reworking, deepening, or plugging back of the initial test well
after it has been drilled to the depth specitied [n Section 7, It {t i3, or thereaftar ghall prove to be, a dry
hole or non«commercial well, and (o all other wells drilled, reworked, deepened, or plugged back, or pro-
posed to be drilled, reworked, deepened, or plugged back, upon the Unit Ares subsequent to the drilling of
the initial test well.

13. RIGHT TO TAKE PRODUCTION IN KIND

Each party shall take in kind or separately dispose of {la proportionate share of all oil and gas pr‘o-
duced from the Unit Ares, exclusive of production which may be used in development and producing oper-
ations and in preparing and treating oil for marketing purposes and production unavoidably lost. Each party
shall pay or deliver, or cause to be paid or delivered, all royalties, overriding royslties, or other payments
due on its share of such production, und shall hold the other parties free from any liabllity therefor, Any
extra expenditure incurred In the taking in kind or seperate disposition by any party of its proportionate
share of the production shall be borne by such party.

Esch party shail execute all division orders and contracts of sale pertaining to its interest in produc
tion from the Unit Ares, and shall be entitled 10 recelve payment direct from the purchaser or purchasers
thereof for ita share of all production.
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In the svent any party shall fall to make the arrangements necessary to take in kind or separstely
dispose of iz proportionate shere ot the oil snd gus produced from the Unit Area, Operator shall have the
right, rubject to revocation at will by the party owning it, but not the obligation, to purchase such oil and
g48 ar sell it to others for the time being, at not less than the market price prevsiling in the sres, which
shall in no event be less than the price which Operator receives for its portion of the oil and gas produced
from the Unit Area. Any such purchase or sale by Operator shail be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or separstely dispose of, ita share of
all oil and ges not previousiy delivered to a purchaser, Notwithstanding the foregoing, Operator shall not
make 8 3ale into interstate commerce of any other party's share of gas production without flrst FWRNPORIN

SNBCRIRNOLE KPSV S TO E0NEINSNDGRE. obtatning such other party's vritten congent

14. ACCESS TO UNIT AREA

Bach party shall have sccess to the Unit Ares at ali ressonsble times, at its sole risk, to inspeet or
abserve operations, and shall have access at reasonable times to information pertaining (o the development
or operation thereat, including Operator's books and records relating thereto. Operator shsll, upon request,
furnish each of the other parties with coples of all drilling reports, well logs, tank tadles, daily gauge and
run tickets and reports of ttock on hand st the first of esch month, and shsll make svailable samples of any
cores or cuttings taken from any well drilled on the Unit Area.

1§. DRILLING CONTRACTS

All weils drilled on the Unit Ares shall be drilled on a competitive contract basis st the usual rates
prevalling in the area, Opaerator, if it s0 desires, may employ its own tools und equipment in the drilling
of wells, but its charges therefor shali not exceed the prevailing rates in the fledd, and the rate of such
charges sha)l ba agreed upon by the parties in writing belgro arilling operstions sre commenced, and such
work shall be performed by Operator under the same terms 4nd conditions as shall be custormary and ususl
fn the fleld in contracts of Independent contractors who are doing work of s similer nature, '

18. ABANDONMENT OF WELLS

No well, other than any well which has been drilled or reworked pursusnt to Section 13 hereof for
which the Consenting Psrties have not been fully reimbursed as therein provided, which has been com-
pletad as & producer thall be plugged and abandoned without the consent of all parties; provided, however,
it all parties do not agree 10 the abandonment of any well, those withing to continue its operation shall tender
to ench of the other parties its proportionate share of the value of the well's salvable material and equip-
ment, determined in sccordence with the provisions of Exhibit “C", less the estimated cost of salvaging and
the estimated cost of plugging and abandoning. Each abandoning party shall then assign to the non-
sbandoning parties, without warranty, express or implied, as to title or as to quantity, quality, or fitness for use
of the equipment and material, all of {ts interest in the well snd its equipment, together with {ts Interest in
the leasehold estate as to, but only as 1o, the interval or intervals of the formation or formations then open
to production. Tha assignments 3o limited shall encompass the “drilling unit” upon which the well is located,
The paymenis by. and the assignments to, the assignees shall be In a ratio based upon the relationship of
their respective pcmnugu of participation In the Unit Area to the aggregate of the percentages of pastiel-
pation in the Unlt Area of all nu\gneea. There shail be no readjustment of interest in the remaining portion
of the Unit Aru

After the astignment, the sssignors shall have no further responsibility, lisbility, or interest in the
Omr;;(on of or production from the well in the interval or intervals then open. Upon request of the assignees,
Operstor shall continue to operate the assigned well for the sccount of the non-abandoning parties at the
fates and charges contemplated by this sgreement, plus any sdditlonal cost and charges which may arise ax
the result of the separate ownership of the assigned well,

—-—
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17. DELAY RENTALS AND SHUT.IN WELL PAYMENTS

Esch party shail pay sil delay rentais and shut-in well payments which may be required under the
terma of its lease or leases and submit evidence of each payment to the othar parties at least ten (10) days
prior (o the payment date. The paying party shall be reimbursed by Operstor for 1009% of any such delay
rental payment and 100% of any such shut-in well payment. The amount of such reimbursement shall ba
;harud by Operator to the joint account of the parties and treated in all respects the same as costs incurred
in the deveiobment and operation of the Unit Area. Each party responsible for such payments shall diligently
sttempt to make proper payment, but shall not be held liable to the other parties in damages for the los of
any lease or interest therein if, through mistake or oversight, any renta) or shut-in weil payment i not paid
or is erronecusiy paid. The loss of any lease or {nterest therein which resuits from a fajlure to pay or an er-
ronsous payment of rental or shut-in well payment shall be a joint loss and there shall be no resdjustment of
interests in the remaining portion of the Unit Ares. If any party secures a new lease covering the terminated
intarest, such acquisition shall be subject to the provisions of Parsgraph 23 of this agreement.

Operator shall promptly notify esch other party hereto of the date on which any gas weil located on
the Unit Area is shut in and the reason therefor.

18. PREFERENTIAL RIGHT TO PURCHASE

L Y T L O TY TS T A SIS S PR Y W VRTY AR Y der-4hie T
terests in the Unit Area, it shall promptly give written notice 1o the other parties, with full inf con.
cerning its proposed sale, which shail include the name and address of the prospective (who must
be ready, willing and able to purchase), the purchase price, and sil other e offer. The other parties

shall then have an optional prior right, for a period of ten (10) da er receipt of the notice, to purchase
on the same terms and conditiona the interest which the o arty proposes to sell; and, if this optional right
is exercised, the purchasing parties shall share chased interest in the proportions that the intarest of
ench bears to the total interest of all ing parties. However, there shall be no preferential right to pur-
chase in thoss cases where arty wishes to mortgage its Interests, or (0 dispoes of its interests by merger,
reorganization, cg atlon, or sale of all of its assets, or = sule or transfer of its interests to a subsidiary or
parent ny, or subsidiary of u parent company, or to any company in which any ons party owns a ma-

Shouid a saie be made by Operator of its rights and intarests, the other psrties ahall have the right
within sixty (60) days after the date of such sale, by majority vote in interest, to select a new Operstor. It
& new Operator is not 80 selected, the tranaferes of the present Operator shall assume the duties of and act as
Operator, In sither case, the retiring Operator shall continue to serve as Operator, and discharge its duties
in that capacity under this agreement, until its successor Operator is selected and begins to function, but the
present Operator shall not be obligated to continue the performance of its duties for more than 130 days sfter
the sale of ita rights and interests has been completed.

“Joint Loss"




19. MAINTENANCE OF UNIT QWNERSIIIF

Tor the purposs of maintaining uniformity of ownership in the oil and gas leasehold intsrests covered by
this eontract, snd notwithstanding any other provisions to the contrary, no party shall sell, encumber, transier
or make other disposition of its interest in the leases embraced within the Unit Ares snd in wells, equipment
and production uniess such disposttion covers sither;

(1) the entire interest of the party in all leases and equipment and production; or
(2) an equal undivided interest in all leases and equipment and production in the Unit Area.

B RRSUMBE LoD OF OblIEATians Nereander th WrTEfnE oy assignesy
sub Q:('." ﬂ &ﬁ agr mcn&?lnd uhanL %u&t wnhout pre?u ice to the rights of tﬂﬁothyr purlha.g ’

If at any time the interest of any party s divided emong and owned by four or more co-owners, Opera-
tor may, st I1ts discretion, require such co-owners to appoint a single trustee or agent with full authority to re-
ceive notices, approve expenditures, receive billings for and spprove and pay such party’s share of the joint
axpenses, and to deal generally with, and with power to bind, the co-owners of such party’s interests within
the scope of the operations embraced in this contract; however, all such co-owners shall enter into and execute
all contracts or agreements for the disposition of their respective shares of the oil and gas produesd from the
Unit Area snd they shall have the right 10 receive, separately, payment of the sale proceeds therwot.

20. KESIGNATION OF OPERATOR

Operator may resign from .ts duties and obligations ss Operator at sny time upon writlen notice of not
133 than ninety (90) days given to all other parties. In this case, &l parties to thia contract shall aselect by
majority vote in interest, not in numbers, a new Operator who shall assume the responsibilities and duties, snd
have the rights, prescribed for Operator by this agreement. The retiring Operator shall deliver to its successor
all records and information necessary to the discharge I{y the new Operator of its duties snd obligations.

21. LIABILITY OF PARTIES

The liability of the parties shall be several, not joint or collective. Each party shall be responsible
only for its obligations, and shall be liable only for its proportionate shure of the costs of developing and
opsrating the Unit Ares, Aoccordingly, the lien granted by each party to Operator in Bection ¢ is given to se-
cure only the debts of each severally. It is not the intention of the parties to create, nor shall this agreement
be construed ss creating, a mining or other partnership or associstion, or to render them liable as partners.

21. RENEWAL OR EXTENSION OF LEASES

I any party secures a renewal of any oll and gas lease subject to this contract, each and all of the other
parties shail be notified promptiy, and shall have the right to participate in the ownership of the renswasl lease
By paying to the parly who scquired it their several proper proportionate shares of the acquisition cost, which
shall be in proportion to the interests held at that time by the parties in the Unit Area.

If somse, but less than all, of the parties elect to participate in the purchase of a renewsi leass, it shall
be owned by the parties who elect to participate therein, in a ratio based upon the relstionship of their respec~
tive percentage of participation in the unit area to the nggregate of the percentages of participation in the unit
arss of all parties participating in the purchase of such renewal lsase. Any renewal lesse in which less than
all the parties elect to participate shall not be subject to this sgreement.

Each party who participates in the purchase of a renewal lesse shall be given an assignment of its pro-
portionate interest therein by the acquiring party.

The provisions of this section shall apply lo renewal lsases whether they are for the entire interest
coverad by Lhe expiring lease or cover only » portion of itz area or an interest therein. Any renewal lense
taken before the expiration of it predecessor lease, or taken dr contracted for within six (6) months afier
- the expiration of the existing lease shall be subject to this provision; but sny lease taken or contracted for
more than six (8) months after the expiration of an existing leace shail not be deemed a renewal lease and
shail not be subject to the provisions of this section.

The provisions in this section shall apply slso and in like manner 10 extensions of oil and gas leases.
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23. SURRENDER OF LEASES

The leases covered by this agreement. In 35 far as they ambrace screage in the Unit Ares, shall not be

surrendered in whole or in part unless all parties consent.

However, should any party desire 1o surrender its interest in any lease or in any portien thereof, and
other parties not agree or consent, the party desiring to surrender shall assign. without express or implisd
warranty of title, all of its intereat in such lease, or portion thereof. and any well, material and equipment
which may be Jocated thereon and any rights in production thereafter secured, io the parties not desiring to
surrender it. Upon such assignment, the assigning party shall be relieved from sli obligations thereafter ac.
cruing. but not theretofore accrued. with respect to the acresge assigned and the operation of any well there-
on, and the assigning party shali have no (urther interest in the lesre assigned and its equipment and production.
The parties assignee shall pay to the party sssignor the ressonable salvage value of the latier's interest in any
wells and equipment on the assigned acresge. determined in accordance with the provisions of Exhibit “C™,
less the estimated oost of salvaging and the estimated cost of plugging and abandoning. If the assignmant is in
favor of more than one party, the assigned interest shall be shared by the parties sssignee in the proportions
that the interest of each bears to the interest of all partiet asignes.

Any assignment or surrender made under this provision shall not reduce or change the assignors’ or sur.
rendering parties’ jnterest, as it was immediately before the assignmens, in the balance of the Unit Ares: and
the acreage assigned or surrendered, and subsequent operations (hereon, shall not thereafter be subject to the
terms and provisions of this agreement.

24, ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement {z in force a contribution of cash toward the drilling of a
well or any ather aoperation on the Unit Area, such eu;mb\mon shall be peid to the party who conducted the
drilling or cther operation snd shall be applied by it against the ecost of such drilling or other W@ﬂdelf
the contribution be in the form of acresge, the party to whom the contridution is made shail promptly Keexot
an assignment of the screage, without warranty of title, to all parties to this agreement in proportion to their
interests in the Unit Area st that time, and such acreage shall becoms & pert of the Unit Area and be governed
by all the provisions of this contract. Each party shall promptly notify all other parties of all acresge or
money contributions it may obtain in support of any well or any other operstion on the Unit Area,

25. PROVISION CONCERNING TAXATION

Esch of the parties hereto elects, under the suthority of Section 7€1(a) of the Internal Revenue Code of
1954, 1o be excluded from the application of all of the provisions of Subchapter K of Chapter | of Subtitle A of
the Internal Revenue Code of 1954. 1f the income tax Jaws of the state or states in which the property coversd
hereby is located contain, or may hereafter contain. provisione similar to those contained in the Subchapter of
the Interhal Revenue Code of 1954 above referred to under which a similar election is permitted. each of the
partles sgrees that auch election shall be exercired. Each party suthorizes and dirscts the Operator to execute
such an election or elections on its bohalf and to file the election with the proper governmentsal offics or
agency. If requeated by this Operatlor so to do, each party agrees to execute and join in such an election.

Operator shall render for ad valorem taxation all property subject to this agreement which by law
shouid be returned for such taxes, and it shall pay all such taxes assessed thereon bafore they become delin.
quent. Operuo'r shall bill all other parties for their proportionate share of all tax payments in the manner
provided in Exhibit "C". '

If any tax ascessment iz considered unreasonsble by Operator, it may at its discretion protest such valua.
tion within the time and manner prescribed by law, and prosecute the protest to s final determination, unless
all parties agree to abandon the protest prior to final determination. When any such protested valustion shalt
have been finally determined, Operator shall pay the sssessment for the joint account, together with interest and
penalty accrued, and the tots! cost shall then be asscssed against the parties, and be paid by them, aa provided
in Exhibit “C".

—_10 =




———

26. INSURANCE
{a) Operator shall at all times during the term of this agreement
carry insurande to protect the parties hereto as set forth in Exhibit
"D" hereto attached and made a part hereof, and no other insurance for
the benefit of the parties in connection with operations under this
agreement shall be carried by Operator, and no change in the insurance
set forth in Exhidit "D" shall be made unless agreed to in writing.

{b) Operator shall require all contractors performing work under this
agreement to carry insurance as set forth in Exhibit "E" attached

hereto and made a part hereof.
| € JIn the avent Automobile Public Liability Insurance is specified in said Exhibit “D". or subsequently re-

ceives Lhe approval of the parties, no direct charge shall be made by Operator for premiums paid for such ine
surance for operater's fully owned automotive equipment.

17. CLAIM8 AND LAWSUITS

If any party to this contract is sued on an slleged csuse of action srising out of operations on the Unit
Area, or on an alieged cause of action invoiving title to any lease or oil and gas interest subjected to this con-
tract, it shall give prompt written notice of the suit to the Operator snd all other parties.

The defense of lawsuits shall be under the general direction of a committee of lawyers representing the
parties, with Operator's sttorney as Chairman, Suits may be settled during litigation only with the jeint eon.
sent of ali parties. No charge shall be made for services psrformed by the staff attorneys for any of the
parties, but otherwise all expenses incurred in the defense of suits, logether with the amount psid to discharge
any final judgment, shall be considered costs of operation and shall be charged to and paid by all parties in
proportion to their then interests in the Unit Area. Attorneys, other than staff attorneys for the parties. shail
be employed In lawsuits involving Unit Area operations only with the consent of all parties; if outside counsel
1s employed, their fees and expenses shall be considered Unit Ares expense and shall be paid by Operator and
charged to all of the parties in proportion to their then interests in the Unit Area. The provisions of this
parsgraph shall not be applied in any instance where the Joas which may resuit from the suit is treated a3 an
individual loss rether than a joint Joss under prior provisions of this agreement. snd al! such suits shall de
handled by and be the sole responsibility of the party or parties concerned.

Damage claims caused by and arising out of operstions on the Unit Ares, condueted for the joint ac-
count of all parties, shall be handled by Operator and its attorneys. the settlement of claims of this kind shall
be within the discretion of Operator so long af the amount paid in settlement of any one claim does not exceed
one thousand ( $1000.00) dollars snd, if settled, the sums paid in settlement shall be charged m rxpense to
snd be paid by all partiea in proportion to their then interests in the Unit Ares.

28. FORCE MAJEURE

Il any party is rendered unable, wholly or in part, by force msjeure to carry out its obligstions under
this agreement, other than the obligation to make money payments, that party shall give to all other parties
prompt written notice of the force majeure with ressonably full particulars concerning it; thnrgupon. the
obligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended
during, but no fonger than, the continuance of the force majeure. The affected party shall use ail possible
diligence to remove the force majeure as quickly as possible.

The requirement that sny force majeure shall be remedied with all reasonable dispateh shall not require
the settiement of strikes, lockouts, or other labor difficulty by the party involved, contrary to its wishes; how
sll such ditficuities shall be handled shall be entirely within the discretion of the party concerned.

The term "force majeure” as here employed shall mean an act of God, strike, lockout, or other industris)
disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, gove
ernmental restraint, unavailability of equipment, and any other cause, whether of the kind specifically enum-
erated above or otherwise, which is not reasonably within the control of the party claiming suspension.

29. NOTICES

All notices suthorized or required between the parties. and required by any of the provisions of this
agreement, shall, unlegs otherwise specifically provided, be given in writing by United States mail or Western
Unlon Telegram, postage ar charges prepsid, and addressed to the party to whom the notics is given at the
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addrozges listed on Exhibit “A". Thc originating notice to be given under any provision hereof 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 response thereto shall run from the date the originating notice is received. The second or any re-
spongive notice rhsll be deemed given when deposited In the United States mail or with the Western Union
Telegraph Company, with postage or charges prepaid. Each party 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.

36. OTIIER CONDITIONS, IF ANY, ARE:

(a) No well shall be drilled in the Unit Ares until after title to the drillsite
lease has been examined by an asttorney approved by sll parcies perticipating in the
cost of the well, and the title has baen approved by said exsmining attorney and the
title haa been accepted by all parties participating in che costs. All costs incurred
in connection with examining titles shall be charged to the joint account of the parties
hereto.

(b) This Operating Agreement {s subject to all the terms snd provisions of that
certain Farmout Agreement between John H, Trigg, et ux, and Sinclair 01l & Gas Company,

-dated November 4. 1966 , ¥hich by refarence is incorporated herein for all
purposes.

(¢) 1In spite of any provision to the contrary sppesring in Section 11 hersof,
consent to the drilling of & well shell not be desmed #s consent to the setting of
of casing and & completion sttempt. Aftar any well drilled pursuant to this sgree-
ment hae resched {ts suthorised depth, Operstor shall give immediate notice to Nome
Operators. The parties receiving such notice shall have fortyeeight (48) hours
(exclusive of Saturday or Sundey or legal holidays) in which to slect whether or not
they desire to set casing and to participate in a completion attempt. Psilure of a
party receiving such notice 80 to teply within the period sbove fixed shsll constitetre
an election by that perty not to parti{cipate in the cost of a completion atteape. 1f
all of the parties elect te plug and adandon the well, Operstor shell plug snd abanden
same at the expense of sll of the parties. If one or more, but less than all, of the
parties elect to set pipe snd to attempc a completion, the provisions of Bection 12
shall spply to the operations theresfter conducted by less then all partiee.
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,
¥, repr. atives and assigns.

SINCLAIR OIL & GAS COMPANY
ATTEST:

By

Asgistant Secretary Vice President

OPERATOR

ATTEST:

Joehn H, Trigg

ATTEST:

Pauline V. Trigg

—13—
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suwrore b0 EXHIBIT “c¢' Norm
7 > Altached 10 and made & part of._.._Opexating Agreement betuesd. ...

_Sinclair.0il & Gas CoRpARY,..88.0pLLaL0L,..a0d.Jokn. b
__Irige, 5 wx..as Non-Opsratar, cavering.land.ia.
Eddy County, New Mexico

ACCOUNTING PROCEDURE

(JOINT OPERATIONS)

1. GENERAL PROVISIONS

- 'Jdnt“l’.:peﬂy" shall mean the real and personal property subject to the agreement to which this “Accounting Pro-

* is sttached.
?o:t. op:nuw" shall mean all operations necessary or proper for the development. operstion, protection and
maintensnoe of the Joint Property. )
“Operator” lh:n mean the party designated to conduct the Joint Operations,
“Non-Operators” shail mesn the nonopetating parties, whether one or more. )
“Jolnt Ascount” shali mean the sccount showing the charges and credits accruing becauss of the Joint Operations
lndwhiamtohngnnd by m::m_ag o
“Parties” 1 mean Qperator and Non-Operstors.
"Inw'i.:r’h:m mean personal proparty. equipment or supplies scquired or heid for use on the Joint Property,
“Controllable Msterial” shail mean material which at the time (s 80 ciasified in the Material Classilication Manuai
a3 most recently recammended by the Council of Petroleum Accountants Societies of North Amarics.

Confliet with Agreement
* 1n \he wvent of & conflict between the provisions of this Accounting Procedure and the provisions of the agree-
ment to which this Acoounting Procedure s attached, the provisions of the agreement shall control

& Collective Action by Nea-Operaters :
Where an sgresment or other action of Non-Operators is expressly required under this Accounting Procedure
anhd if the agreement 10 which this Accounting Procedure is attached containg no contrary provisions in regard
thareto, the agresmment or action of a majority in intarest of the Non-Operators shall be controiling on all Non.
Operators.
4 Statemaats xnd Bllllopn .
Operator shall bill Non~Operators on or before the last day of each month for their proportionste share of costs and
sxpenass, for ths poeceding month. Such bills will be accompanied by statements reiflecting the total charges
and credits as set forth under Subparagraph. . .Locen.—.. below:
A. Statement in detail of sll charges and credits to the Joint Account.
B, Statament of all charges and credits to the Joint Account, summarized by sppropriste classifications indicative
of the nature thereof,
C. Statement of sll charges and credits 1o the Joint Account summarized by approprists classificstions indicative
of the nature thersol, exoept that items of Controllable Material and unusual charges and credits shall be detalled.

& Paymest and Advaness by Nen-Operaters
Nou-Operator shall pay its proportion of all such bills within fifteen (15) days aftar receipt thereol. If pay-
::‘::‘:&ma within such time, the unpaid balance shalli besr interest at the rate of ﬁwmﬂ“ pe

Adjustaents
Payment of any such bills shall not prejudice the right of any Non-Operators to protest or question the correciness
thereot; provided however, all bills and statements rendered to Non-Operators by Operstor during any calendar
yoar shall conclusively be presumed to be trus and correct sfler twanty~four (34) months following the end of any
such calandar year, unless within the said twenty-four (24) month period a Non-Operator takes written axcep-
tion thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shail be made
unless it la made within the same prescribed period. The provisions of this paragraph shall not prevent adjust-
ments resulting from a physical inventory of the Joint Property as provided for in Section VIL
7. Audits
A Non-Operator, upon notice in writing to Operator and all ather Non-Operstors, shall have the right to audit
Operator's accounts and records relating to the socounting hereunder for any calendar year within the twenty-four
{24) month period follawing the end of such cslendar year; provided however, the making of an audit shall not ex-
tend the time for the laking of written exception o and the adjustment of sccounts as provided for in Paragraph
§ of this Section 1. Where thers are two or more Non-QOperators, the Non-Operators shall make every ressonabie
.u'xtog ta conduct Jolat or simultaneous sudits in & manner which will result {n & minimum of inconvenience (o
& Operator, .

. 1L DIRECT CHARGES
Subjoct (o limitations bersinafter prescribed, Operater shatl charge the Jeint Account with the fellewing items:

1. Rentals and Reyalties
Dt.tl;: ;r other rentais and royalties when such rentals and royalties sre paid by Operator for the Joint Account
o arties.

Laber

A Salaries and wages of Operator's employees directly engaged on the Joint Property in the conduet of the Joint
Operations, end salsries or wages of lechnical employees who are temporarily sssigned t0 and directly
employed on the Joint Property.

B. Operator's cost of holiday, vacstion, sickness and disability denefits and other customary allowances paid to the
smployess whose salaries and wages are chargeable (o the Jaint Account under Paragraph 2A of this Section II
and Paragraph } of Section 11I; except that in the case of those employeas only & pro rata portion of whose
salaries and wages are chqrupbh to the Joint Account under Paragraph 1 of Section 111, not more than the same
Pro rata portion of the benofits and allowances herein provided for shail be charged to the Joint Account. Cost
under this Parsgraph 3B may be charged on a “when and as paid basis™ or by "percentage sssessment” on the
amount of salsries and wages chargeable 10 the Joint Account under Paragraph 2A of this Section [I and Parae
graph llot Section 111 If percentage assessment is used, the rate shall be based on the Operator’s cost experience,

C. Expenditures or contributions made pursuant to atsessments impored by governmental sutharity which are ap-
plicadble to Operator's Isbor cost of salsries and wages chargeable to the Joint Account under Paragraphs 24
and 2B of this Section Il and Paragraph 1 of Section JI.

D. Reasonable persons) expenses of those empioyecs whose aalaries and wages sre chargeable {o the Joint Account

under Paragraph 3A of this Section 1l and for which expenses the cniplos £ '
i ; cmployees sre reinibursed under Operator’s

—]




3. Employee Benelits ‘
(perator x curient cost of established plans for employees' group life infurance. hospifalization. pension. retire.

ment, stock purchase, thrifl, donus, and other benefit plans of a like nature, applicable to Operitor's labor cost; pro.

vided however. the total of such charges shall not exceed ten percent (107 ) of Operator's Iabor costs chargeable

10 1be Jount Account under Paragrephs 2A and 2B of this Section }l and Paragraph i of Section III.

4. Material

Mulerial purchased or furmished by Operator for use on the Joint Property. So far ss it is reasonablv practi-

enl ahet conmment with efficient and cennomical operstion. only such Materal rhatt he purchased for o transferred

lo tise Joint Property as may be required for immediste use: anad the accumulation of surplus stocks shall be avoided.
§. Transportation

Tronsportation of employecs and Material necessary for the Joint Operations but subject ta the following limitations:

A. If Malerial ls moved to the Joint Property {rom the Operstor's warehouse or otherrproperties, no charge shall
be made 1o the Joint Account for » distance greater than the distance {rom the nearest reiiable supply store or
railway receiving point whera like materwl is avarlable, excepl by agreement with Non-Operators.

B. Il surplus Msterial ia moved to Operator's warehouse or other slorage point. no charge shall be made (o the
Joint Account for a distance greater than the distance to the nearest reliable supply store or railway receiving
point, except by agreement wilth Non-Operators. No charge shati be made 10 Joint Account for moving Material
to other properties belonging to Operator, except by agreement with Non-Operators.

C. In the application of subparagraphs A and B above, there shail be no equalization of sctual gross trucking costs
of $100 or less.

§. Services

A. The cost of contract services and utilities procured {from outside sources ather than sarvices covared by Para.
graph 8 of this Section 11 and Paragraph 2 of Section 1lI. .

B. Use and sarvice of equipment and facilitles furnished by Operator sa prowided in Paragraph 8 of Section IV.

7. Damages and Losses 10 Joint Property

All costs v oxpenses necessary for the repair or replacement of Joint Property made necessary becauss of damages

or losses incurred by fire, {lood, storm, theft. sccident, or any other cause, except to the extent that the damage or

1o¢s couid have been avoided through the exercise of reasonsble diligence on the part of Operator. Oparator shall
furnish Non-Operators writlon notice of damages or losses incurred as soon as practicable afles 8 report thareot
has been received by Qperator.

$. Legal Expense

All costs and expenses of handling. investigating snd settling litigation or claims srising by reason of the Joint

Operalions or necessary io protect or recover the Joinl Property. inciuding, but not Jimited to, attorneys' fees.

court costs, cost of investigation or procuring evidence and amounts paid in seltlement or satisfaction of any

such litigation or claims: provided. (a) no charxe shali be made for the services of Operator’s legal staff or other reg-
ularly employed personnel (such services being considered 10 be Administrative Overhead under Section lII), ex-
cept by agreement with Non-Operators. snd (b) no charge shall be made for the fess and expenses of outside at-
torneys uniess the employment of such stiorneys is agreed (o by Operater and Non-Operators.
9. Taxes .
All taxes of every kind and nature sssessed or levied upon or in connection with the Joint Property, the operation
thereof, or the production therefrom, and which taxes hive been paid by the Operator for the benefit of the Parties.
14. Insuranes Premiums
Premiums paid for insurance required (o be carried on the Joint Property tor the protection of the Parties.
11. Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section IIL

and which (s incurred by the Operstor for the necessary and proper conduct of the Joint Operastions.

11. INDIRECT CHARQGES
Oparator may charge the Joint Aceount for indirect costs either By use of an allocation of district expense items plus o
fixed rate for administrative overhead. and plus the warehousing charges. ail as provided for tn Paragrephs 1, 3. snd 3 of
this Sogtlo_n 111 OR by combining all three of said items under the fixed rate provided for in Paragraph ¢ of this Section
111, as indicated naxt below:

OPERATOR SRALL CHARGE THE JOINT ACCOUNT UNDER THE TERMS OF:
[J Paragraphs 1, 2 and 3. (Allocation of district expense plus fixed rate for adminisirative overhesd plus
warehousing.)
[ Parsgraph 4. (Combined fixed rate)
1. Distriet Expense

Operator shall charge the Joint Account with a pro rata portion of the salaries. wages and expenses of Operator's
production supevintandent and other smployees serving the Joint Property and other properties of the Operator in
the same operating sres. whose time is not allocated directly to the properties, and a pro rata portion of the cost of
maintaining and operating & production office known as Operator's .. .
office located at or near . ... ... ... ... (or a rable office if Jocation changed), and neces-
sary nub-omeo'n (if any). mainteined for the convenience of the above-described office. and all necessary camps,
ineluding housing facilities for employees If required. used In connactlon with the operations of the Joint Property
and other properties in the same operating srea. The expense of, less any revenue from, such facilities may, st the
option of Operator. include depreciation of investment or & falr monthly rental in lieu of deprecistion. Such

;};:::::. shall be spportioned to all properties served on some equitable basis consistent with Operator's accounting

2. Administeative Overhead
Operstor shall charge administrative overhead to the Joint Account at the following rates, which charge shall be in
Heu of the cost and expense of all offices of the Operator not coverad by Parsgraph | of this Seetion IIL ineluding
salaries. wages and expenses of personnel assigned to such offices. Such charges shall be in addition to the salaries.
;u:odc ;nt: ;xp:nu:lol empioyees of Operator authorized {0 be charged as direct charges as provided in Paragraphs
a [+} ection . N

WELL BASIS (RATE PER WELL PER MONTH)
PRODUCING WILL RATE

PAILLING WILL RATR
(ove Turer sopr) {Ute Curient Freducing Depth} —
Wl Bepth Taeh Well Firse flve Noat Bive Over Ten

The cost And expense of services from outside sources In comnection with matters of taxation. traffie, sccounting, o2
matters before or involving governmenta) agencies shall be considered as included in the overhead rates provided for iz
this Paragraph 2 of Section II1. unless such cost and expense are agreed upon between Operator and Non-Operators
a3 a divect charge to the Joint Account.
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3. Operater’s Fully Owned Warehouse (peraiing and Malntenanee ‘nse
) ( Descrine fuily the sgreed proceduce o he futlowpa by the Opera.

. Coembined Fixed Rates . ‘
! Operstor shall charge the Joint Account {or the services covered by Paragraph 1, 2 and 3 of this Section 1], the
{ollowing fixed per well rates:
WELL BASIS (RATE PER WELI. PER MONTH)
PRODVCING WIELL SATE

BRiLLING WLl RATE luse Cutrpnt Pradusing Depthi

(Ure Torel Demtd) A% Walle

Weil Depth fach Wel First Pive Munt Fve Over Ton
0' - 4,000 § 425 $ 85 $ 75 $ 65
4,000' - 8,000°' 550 108 9s 85
8,000' -12,000' 650 125 115 105
Below 12,000¢ 7150 140 130 120

Said fixed rate gsheid (shall not) include saiaries and expenses of production foremen,

. \ieation of Administrative Overhesd or Combined Fixed Rates )
: ;Iu”lollowml limitations, instructions and charges s:hlil nr.}?;y in the spolication of the per weli ratet as provided
under either Parsgraph 4 or Paragrsph 4 of this Section JII.

A. Charges for drgllir,:g weils shail begin on (he date each weil is spudded and terminate on the date the drilling or
compietion rig is reiensea, whichever is later, except that no charge shall be made during the suspension of
drilling operations {or fifteen ‘(l)!) or more consscutive days.

B. The status of wells shai! be as follows:

(1) Producing gas wells, injection wells for recovery operations, water supply wells utilized for weter flooding
operations and sait water disposal wells shall be considered the same as producing wells.

(3) Wells permanently shut down but on which plugging operstions are deferred shall be dropped from the
wel] schedule at the time the shutdown is sifected. When such » well is plugged a charge shall be made
at the producing well rates.

(3) Wells being plugged back, drilled deeper, converted to & source or input well, or which are undergoing any
type ot workover that requires the use of a drilling or workover rig shall be considered the same as drilling
wells,

(4) Temporarily shut-down wells, which are not produced or worked upon for & pariod of a full eslendar month,
shall not be included in the weil schedule, provided however, welis shut in by governmental reguistory
body shall be included in the well schedule only in the event the allowabie production is transferred lo some
othar well or weiis on the Joint Property, In the event of & unit sliowsble, all wells capabis of producing
will be counted in determining the charge.

(3} Gas wells shali be inciuded in the weil scheduie if directly connected to a permanent sales outlet even
though temporarily shut in dus to overproduction or failure of purchaser to tske the allowed production.

(8) Wells compieted in multiple horizons, in which the production 1 not commingled down hols. shsll be con-
sidered as & producing well for each separately producing horizon.

C. The well rates sha}l spply o the tola) number of wells being drilied or operated under the sgreement to which
this Accounting Procedure i8 attached, irrespective of individual lesses.

D. The well rates shall be adjusted on the first day of April of each year {following the effective date of the sgree
ment 10 which this Accounting Procedurs i3 attached. The adjustment shall be computed by multiplying the
rate currently in uss by the parcentage increass or decreass in the average weekly earnings of Crude Petroleum
and Gas Production Workers for the last calendar year compared to the preceding calendar year as shown by
“The Index of Average Weekly Earnings of Crude Petroleum and Oas Production Workers” ss published by the
United Statas Department of Labor, Buresu of Labor Statistics. The sdjusted rates shell be the rates currently

§ : in use, plus or minus the computed sdjustment.

I Ls speniticelly wadeiatood thet the shove averhend rates pply enly te drilling sod predusing eperations sué

are aet [ntonded to cover the constivation or oparetion of sddltieonal facilities swah a5, but wet liaited Co, .
gaveling plants, comprecser planty, tepresturing prejects, talt vatar dlapessl facilities, end simtlas (astelles .
tions, If 4t any time any or oil of these become necessary to the eparation, 8 sepetats sgeeumat will b :
no_em relative do " ovechead shatrge and nllocetlion of district sxpunse, oo

% P

", RS "“. "“.'i" At : , T - i :.‘.. .‘; ;t: et T,
1. “ITie apecitic rates providea for in thy Section [l may be amended from time to time by mutual agreement between
the Parties hereto if, in practice, the rates are found to be insufficient or excessive.
1V. BASIS OF CHARGES TO JOINT ACCOUNT
Subject to the further provisions of this Section 1V, Operator will-procure all Material and services for the Joint Prop-
n;y.r Aththe Operstor's option, Non«Operator may supply Material or services {or the Joint Property,
. archases
Material pureh-qod and service procured shall be charged at the price paid by Operator after deduction of all dis-
counts actuaily received.
2, Material} furnished frem Operator’s Warehouse er Other Propertiés
A. New Material (Condition “A")
(1) Tubular goods, two inch (2”) and over, shall be priced on Eaxtern Mill base (1. ¢. Youngsiown, Ohio; Lorain,
Ohlo; and Indiana Harbor, Indiana) on » minimum carload basis effective st date of movement and {. 0. b.
railway receiving point nearest the Joint Property, regardless of gquantity. In equalized hauling charges,
Operator s permitted 10 include ten cents (10¢) per hundred-weight on all tubular goods furnished {from
his stocks in lleu of loading snd unloading costs sustained.
(3) Other Material shall be priced at the current replacement cost of the same kind of Material, effective at date
of movement and {. 0. b. the supply store or railway receiving point nescest the Joint Property where
Material of the same kind is avaijable.
(8) The Joint Account shall not be crediied with cash discounts spplicable 10 prices provided for in this Para-
‘graph 2 of Section IV.
B. Used Material (Condition "B" snd “C") -
(1) Material in sound and serviceable condition and ruitable for reuse without reconditioning. shall be classified
ss Condition “B' and priced al seventy-flve per cent (7859% ) of the current price of new Material,
(3) Material which cannot be classilied as Condlition “B" but which,
(8) After reconditioning will be further serviceable for originsl function st good secondhand Material
{Condition "B"), or
(b) Is serviceable for orig.ial function but substantially not suitable for reconditioning, shall be classifi-
ed as Condition "“C" and priced st fifly per ceat (50%) of current new price.
(3) Obsolets Material or Material which cannot be classified as Condition “B*” or Condition “C" shall be priced
at & value commensurate with its use. Materiai no longer suitable for tts originsl purpose but usable for
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2UMe LINET PUIPOSE, SNALL Le price@ ON & DRsIY COMDATADIE With tnst of Jemi hurmaily used for suen otner

purpose.
(4] Materini involving erection casts shell he charged ot applicable percentsge of the current knocked-down

orice of nawdslasial.
PREMURLAAICES .

::c::::tr:n‘t:r:n:a‘n;d ;wtp-nt are not vresdily ohtainabln st the auatomury supply polnk and at pricos spoeified
o~ gg g;n " . ol this 30ctlon 1[I beearusa of nartonal omorgancian, strikes ar otliier unutual counes avar
to tator a: no eontrol, tho Opnrntoer sy charge the jnint aceount for tha required matorials on the
ILT Y ad :l\e Oneratar's diroet cost anet expanaa Lncurred in procuring such marerinis, in making it suitahle for
:::‘;cznn :"::vl:c :c tnlth: location, pravided, hewever, thot at lcast ten doyr prior notice {n vriting is fure
adfee taat :'t, ::‘Tr‘of the propooed actien to bo takon by Opsrator in obtaining oc supnlying the materisl
nd/oe @ t:ao > rd for undar the provisions of tuis pnrgmeaph, whereipon HoneOperator whell bavae the right
: kln; ec "‘a and notifying Oporstor within sueh ten days after recoiving notice from tha Operstor, to furnish
;;orage' o:“n':::::g: a8 the ::r:::n a2y agred, at the loastisn, nearsst rniivay redeiving point, or Gparator's
torege ::e- rtehtn t;wr. a dletnnea, sll or part of his shave ef matarial and/or equipment suttabie for
iyl :han oy : Onutor.‘ T\{l\nlpo!tn!lon ¢nsts on any such matarisl furnished by Mon-Operstor, at any
Jink othar than ac the :a::cn. : hall bo borne by such Non-Operator. 1f, pacousnt te the provisions ef thia
iy o’.;"" PN 13 mt; :o satertnl and/or enuipment in Kind, sppropriste adjustments of sceounts be~
: Operstor shall he made, Opeoracer spreas to scquive the accessary shore supplies and .
whmu Tequired Co condect eperations upon the Jointly owned premisce end to sharge the joint scseuat thavefer
¢ hereln provided wniess Hon-Opevstor slecks to supply all or part of same within tha apecified patiod of time.

* B wam @i cimetme = ren g

sgeinst Joint Property operations. Rates for laboratory services shall not exceed those currsntly prevailing it
pertormed by outside service laborstoriss. Rates for trucks, tractors snd well service units may include wages
and expenses of operator.
B. Whenever requested, Operator shall inform Non-Operstors in advance of the rates it propases to charge.
C. Rates ahal} be revised and adjusted from time to time when found 1o ba either excessive or insufficient.
V. DISPOSAL OF MATERIAL
The Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus Condi-
tion “A” or “B" Material. The disposition of surplus Contrallable Materisl. not purchased by Oparator, shail be subject
to agreement between Operator and Non-Opaerstors, provided Operator shall dispose of normal accumulations of junk
and screp Materis! either by transfer or sale from the Joint Proparty.
1. Masterial Purchased by the Operator ar Non-Oparstors
Material purchased by either the Operator or Non-Operators shall be credited by the Operator to the Joint Acoount
for the month in which the Material is removed by the purchaser.
2. Divisien in Kind
Division of Material in kind, if made between Operator and Non-Operators, shall be in proportion to the respective
interests in such Material. The Parties will thereupon be charged individuslly with the vslue of tha Material re-
ceived ot receivable. Proper credits shall be made by the Operator in the monthly statement of operations.
3. Sales te Outsiders
Sales t0 outsiders of Material from the Joint Property shall be credited by Operator to the Joint Account at the net
amount collected by Operator from vendee. Any clairp by vendee related to such sale shall be charged back to the
Joint Account if and when paid by Operator.

V1. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT

Materisl purchased by either Operstor or Non-Operators or divided in kind, unless otherwise agreed ta between
Operator and Non-Operaters shell be priced on the fallowing basis: :

1. New Price Defined .
New price a1 used in this Section VI shall be the price specified for New Materisl in Section IV.

L. New Material '
New Matarial (Condition “A"), being naw Material procured for the Joint Property bui never used, at one hundred
per cent (100%) of current new price (plus sales tax if any).

3. Good Used Material
Cood used Material (Condition “B"), being used Matarial in sound snd serviceable condition, suitable for reuss
without reconditioning:
A. At seventy-five per cent (75% ) of current new price i{f Material wss charged to Joint Account ss new, or
B. At sixty-five per cont (85%) of current new price if Material was originally charged to the Joint Account as

secondhand at seventy-five percent (75%) of new price.

4. Othear Used Material
Used Material {Conditien “C"), st fifty per cent (509 ) of current new price, being used Material which:
A. Is not in sound and serviceable condition but suitable for reuse after reconditioning, or
B. 12 serviceable for original function but not suitable for reconditioning.

S. Bad-Order Material .
Mataria) (Condition “D"), no longer suitable for its original purpose without excessive repair cost but usable for
30me other purpose at a price comparable with that of items normaslly used for such other purposs.

§. Junk Material .
Junk Material (Condition “E"), being obsolete and scrap Materinl, at prevailing prices.

7. Temporarily Used Material
When the use of Material Is temporary and its service to the Joint Property does not justify the reduction in price as
provided for in Paragraph 3 B of this Section VI, such Material shall be priced on s basis that will leave & net charge
to the Joint Account consistent with the valus of the service rendered.

VIl. INVENTORIES
The Operator shall maintain detalled records of Material generally considered controllable by the Industry.

1. Periodie Inventories, Notiee and Representstion
At reasonable intervals, inventories shall be taken by Operstor of the Joint Account Material, which shall Include
all such Materis] a¢ is ordinarily, considered controilable. Written notice of intention to take Inventory shail be
given by Operator at least thirty (30) days.-before any inventory is to begin so that Non-Operators may be repre-
sented when any inventory is taken. Fallure of Non-Operators to be represented at an inventory shall bind Non.
Oh'pern!on to accept the inventory taken by Operator, who shall in that event furnish Non-Operators with a copy
thereof.

2. Reconcilistion and Adjustmant of Inventories
Reconcilistion of fnventory with charges to the Joint Account shall be made. and s list of oversges and shortages
shall be jointly determined by Operster and Non-Operators. lnventory adjustments shall be made by Operator
with the Joint Account for overages and shortages, but Operator shall be held sccountable to Non-Cperator enly
for shortages due 1o lack of ressonabdle diligence.

3. Special Inventeries
Special inventories may be taken whenever there is any ssle or change of interest in the Joint Property. It shall be
the duty of the party selling to notity sli other Parties as quickly as possible after the transter of Interest takas
place. In such cases, both the seller and the purchaser ahall be governed by such invantory.

—_—




ASSIGNMENT OF 'OPERATING RIGHTS

KNOW ALL MEN BY THESE PRESENTS:

That the undersigned, JOHN H. TRIOG and wife, PAULINE V.
TRIOG, Assignor, for and in consideration of the sum of TEN DOL-
' LARS, cash in hand paid, the receipt and sufficiency of whioch is
’ hereby acknowledged, do hereby transfer, sell, convey and asaign
unto SINCLAIR CIL . CORPORATION,. Assignee, an undivided 50% in-
" terest in and to the exclusive right and privilege of operating,
testing and developing the premises for oll, gas, casinghead gas
and other hydrocarbon minerals and in and to all the rights and
privileges granted to Lesses under the terms thereof, and in the
event of discovery and production of such minerals, the ownership
of production therefrom, covered by the following deseribed oil
and gas leaase:

Serial Number: LC 060122

Dated: April 1, 1948

Lessor: A United States of America
Lesnee: . John Tedrowe Bonner

Land Covered: (Among other lands not included
o ‘ herein) the minerals at the depth
and strata in land located in
-* Bddy County, New Mexioco, and
described as:

Township 18 South, Range 27 East, N.M.P.M.

N/2 of Section 27

ocontaining 320 acres, more or less, down to and
including the depth of 10,035 feet from the surface.

Overriding Royalty: 6.25%

together with a like interest in all personal property theraon
or pertinent thereto or used or obtained in connection thereivith
and subJject, however, to a like proportionate part of the basio
royalty and subject to a like proportionate part of the above
mentioned overriding royalty.

The above described oil and gas lease is subject to the Op-
erating Agreement covering the above described land, by and between
John H. Trigg and wife, Pauline V. Trigg and Sinclair 01l Corporation.

Assignor shall promptly furnish to Assignee copies of all
notices or other communications received from the Department of
the Interior or any representative or official thereofl pertaining
to said o1l and zas lease and shall upon request of Assignee make
application for any extansion or renewal of said o1l and gas lease

. to the.lands covered by this agreement where such renewal or ex-

- - tension is allowed or permitted by law or regulation, and upon
request of Assignes, make application for any drilling, rental,
royalty or other relief with respect to the lands covered by this
assignment which to ABsignee may be deemed proper and Assignee
shall pay or reimburse Assignor for Assigneer's proportionate part
of all expenses in c¢onnection therewith, insofar as the same cover
and affect the lands covered by this assiznment. Assignor hersby




does give and grant to Assignee full power and authority to do and
perform every act and thing, not otherwise expressly provided for
herein, necessary or required to be done or psrformed by Assignor
in connection with said oil and gas lease insofar as same covers
and affects the landas covered by this assignment.

’ In the event that Assignor shall desire to surrender or re-
linquisn said lease insofar as it covers those depths and strata
and any mineral or minerals in the lands first above described and
. retained by Assignor, or any part thereof, Assignor shall execute
and deliver to Assignee a proper assignment of said oil and gas
lease insofar as it covers the aforementioned premises, or such
portion thereof as Assignor may desirs to surrender or relinquish.
Assignee agrees to accept such asaignment, and immediately file
the same for approval along With necessary proof of its qualifioca-
tions tc hold a Federal lease in accordance with the regulations
of the Department of the Intarior, and to furnish Assignor with &
copy of the qualification papers so flled. After approval of said
aseignment by the Department of the Interior, Assignor shall be re-
lieved of their duty to pay rentals and/or minimum royalties as here-
inafter provided, which are apportionahble to the land covered by
such assignment; and thereafter the premisss soc assigned to Assignee
shall be free and clear of the terms of this ssaignment.

Assignor shall pay all rentals and/or minimum royaliies whioh
may becoms due and payable under tha terms of said oil and gas
lease hereinabove described with respect to the land covered here-
by, and Asaignee, in proportion to its ownership, shall reimburse
Assignor for one-half of all such rentals and/or minimum royalties
paid; provided, however, that Assignor shell not be liable for in-
advertent failure to pay such rentals and/or minimum royalties.

All of the parties hereto shall be entitled to any benefits
or oredits orn minimum royalty payments, as provided for inmid
lease, on account of the production of oil, zas, casinghead gas
&nd other hydrocarbon minerals upon any part of the land described
in said lease whether the same be on account of ths production of
sald products from the land retained by Assignor.and excepted from
the operation of this assiznmens or upon the land, or any part there-
of, covered by this assignment. )

EXECUTED as of Mareh 7

auline V. Trigg

ASSIONOR e - ————

Effective March 4, 1969, Sinclair 0itl Corporation, a New York
corporation, was merged into Atlantic Richfield Carpany, a Pennsyl-
vania corporation, and all interests of the merged company in the
within-essignment and any antecedent agreements by operation of law
vested in, and all obligations imposed on the merged company by the
vithin essignment and any antecedent agreemsnts were assumed by
Atlantic Richfield Compeny. For this reason the within assignment

8 .being pxecuted Ey Atlantic Riehfield Company, this 24% day of
zEzgggﬁz » 1969. e e
ATUANTIC RICHFIELD COMPANY

o L5kl

Its Attorney-in-Fact

] [
’ .

1220

ASSIGNEE
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STATE OF _ NEW MEXICO i
~ GOUNTY OF  CHAVES

The foregoing instrument was acknowledged before me this
7th  day of Mareh , 1969, by JOHN H. TRIGG and

wife, PAULINE V. TRIGC.

otary ¢

THE STATE OF TEXAS

{
COUNTY OF MIDLAND . )
The foregolng instrument wes ecknowledged before me this._

E%é!l day of el 1969, by C. S. TINKLER as . SVyo -
orney-in-fac ehall Sf ATDANTIC ARICHFIELD COMPANY, .& ..+ g;"’(-"s_
F R4 ] A

Pennsylvania corporation. S R'& <
Y = AN A g\
R s ' 7 -l L

Lo & { g s
My commission expires W, o x® L /

June 1, 1969. ' e equutt
S )
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MODEL FORM OPERATING AGREEMENT -1956
' NAEKL Federal Lands

OPERATING AGREEMENT =
DATED

199,

EFFECTIVE AS OF MARCH 7, 1967
FOR UNIT AREA IN TOWNSHIP. .18 South...., RANGE ... 27-Eant, N M P M

EDDY COUNTY, STATE OF.._._NEW MEXICO _ .

AMERICAN ASSOCIATION OF PETAOLIUM LANOMEN
APPROVED SQRM. AAPL NO. 410
MAY BE OADERED DIRECTLY FAOM THE PUBLISKHIR
RO3S - MARTIN COMPANY., BOX 300, TULSA T74l0}



e

A.A.P.L. FORM s10

OPERATING AGREEMENT
EFFECTIVE AS OF MARCH 7, 1967
THIS AGREEMENT, entered into thia day of 19.55_. betwaon

SINCLAIR QT CORPORATION
hereatter designated as “Operstor”, and the signatory parties ather than Operator.
WITNESSETH, THAT:
WHEREAS, the parties to this agreement are owners of oil and gas lesses covering and, if so indicated,
unleased mineral interests in the tracts of land described in Exhibit “A", and all parties have reached sn

agreement to explore and develop these leases and Interests for oil and gas to the sxtent and as hereinafter
provided;
NOW, THEREFORE, it is agreed as follows:

1. DEFINITIONS
As used in this agreement, the following words and terms shall have the meanings here sscribed to

(1) The words “party' and “parties” shall always mean a élrty. or parties, to this sgreement.

{2) The parties to this sgreement shall always be reforred to as “it" or “thay"”, whether the pasties be cor-
porate bodias, parinerships, associations, or persons real.

(3) The term “oil and gas” shall include ofl, gas, casinghead gas, gas condensate, and all other liquid or gase-
ous hydrooarbons, unless an intent to Mmit the inclusiveness of this term is specifically stated.

(4) The term “oll and gas intetests” shall mean uniessed fee and mineral interests in tracts of land lying
within the Unit Area which are owned by parties to this sgreement.

(8) The term “Unit Ares” shall refer to and ineclude all of the lands, oil and gas leasehold interests and oil
and gas interests intended to be developed snd operated for oil and gas purposes under this sgreement.
Such lands, ¢il and gos leasehold !ntornuvan.d oil and gas interests are deseribed in Exhibit “A”,

(8) The term “drilling unit” shall mean the area fixed for the drilling of one well by erder or rule of any
state or federal body having authority. 1f a drilling unit is not fixed by any such rule or order, s drilling
unit shall be the drilling unit as established by the pattern of drilling in the Unit Ares or as {ixed by ex-
pross agreement of the partiss.

(7) Al exhibits attached to this agresmaent are made a part of the contract as fuily as though copied in full

. in the contract. .

(8) The words “equipment” and “materials” as used here are synonymous and shall mean and include sll
ofl fleld supplies and partonal property acquired for use in the Unit Area. :

2. ANSBE-RNAMHNAPION, 1L.OSS OF LEASES AND OIL AND GAS INTERESTS
Ar—Bltie~Breaminationd

Tecent date, together with all title papers in itz porsession covering lesses and oil and gus interests wh ¢ is
subjecting to this contract. All of these abstracts and titla records shall be examined for the be of all par-
ties by Operstor's sttorneys. ot ' ’

Operstor shall promptly submit abstracts certified from beginning to recenidite, together with all title
papers in its possession covering leases and ofl and gas interests which it irfubjecting to this agreement, to
for examination by the latter's

sttorney for the benefit of sll parties.

All title examinstions shall be made without ¢ e, Each examining attorney shall prepare a com-
plets title report on each separate tract based A the abstract record and title papers submitied to him. Each
title report shall contsin a list of fee ow and their interests, shall state the attorney's opinion eoncerning
validity of their interests, and shali“Gontain an enumaration and description of title defects, if any, a report up-
on mortgages, taxes, pending sults, and judgments, and unreicased oil and gay leates, and & list of requires

__maents, it any, upon ch the examiner's spproval of title to the lease or oll and gas interest is contingent. The

{itle seport s also contaln a spoeific description of the oil and gas lease being subjected to this contrect,
with Ztement of Its form, term (which will be satisfactory if It has a primary term expiring not soonor

(X Y _ameunt-ol-roualt v -statunsol-delov-rantal Atbtnd ldsillina
+ Lol P¥ v L

—_ -
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' examining attorneys concerning its leases and inte
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of each supplemental opinion, and of all {inal opinions, shall be sent promptiy to esch party. The
the examining atiorney concerning the validity of the title to sach il and gas interest and ea
amount of interest covered thereby shall be binding and conclusive on the parties, but acceptability of
leases as (o primary term, royalty provisions, drilling obligations, and special b ns, shall be » matter for

approval and acceptance by an authorized representative of each party.

All titls axaminations shall be made, and title reports sub , within a period of _______days after the
submission of abstracts and title papers. Each party sha good faith, try to satis(y the requirements of the
%, and each shall have ¢ period of________ days from
receipt of title report for this purpose. 1f the«file to any lease, or oil and gas intarest, is finally rejected by
the examining sttorney, all parties s then be asked ts state in writing whether they will waive the title
defects and accept the leases o srasts, or whether they will stand on the sttorney's opinion. 1f one or more
parties refure to waive defects, this agreement shal], In that case, be terminated and abandoned, and all

B. Fallure of Title:

ARer )l titles are spproved or accepted, any defects of title that may develop shall be the joint re- -
sponuibility of il parties and, {f & title loss occurs, it shall be the loss of all parties, with each bearing its pro-
portionate part of the luss and of any llabilities incurred In the loss. If such a loss occurs, thers ghall be no
changs in, or adjustment of, the interests of the parties in the remsining portion of the Unit Area.

C. Loss of Leases Fer Other Than Titls Fallures

If any lease or interest subject 1o this agresment be lost through failure to develop or becauss express
of implied covenants have not been parformed, or if eny lease be permitted to explie at the end of its primary
term and not be renewed or extended, the loss shall not ba considered a failure of title and all such losses shall
be joint losses and shall be borne by all parties In proporiion to their interests and there shall be no readjunt.
ment of interests in the remaining portion of the Unit Ares.

8. UNLEASED OIL AND GAS INTERESTS

If any party owns an unleased oil and gas Interest in l'he Unit Area, that Interest shall be treated for
the purpose of this agreament as it it wars = leased interest under the form of ol and gas lesse attached as
Exhibit “B” and for the primary term therein stated. As to such interests, the owner shall receive royalty on
production as prescribed in the form of oll and gas lease sttached hereto ss Exhibit “B*. Such party shall,
howaever, be subject to all of the provisions of this agreement reiating to jessees, to the extent that it owns
the lessee interest, :

4. INTERESTS OF PARTIES

Exhlbit “A" lists all of the parties, and thelr respactive percentage or fractional Interests under this
agreement. Unless changed by othoer provisions, all costs and Habilities Incurred in operations under this con-
tract shall be borne and paid, sand ell cquipment and materisl sequired in opcrntigns on the Unit Area shall be
ownad, by the partles as thelr interests are given (n Exhibit “A"/ Aﬁ?%r%gatlor{ of oll and gas from the
Unit Area, subject to the payment of lessor's royalties, shall also be owned by the parties in the same mannor.

—2—
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1f any oll and gas lease coversd by this agreement is subject to an overriding royalty, production pay-
ment, or other charge over and above the usual one-eighth (%) royslty, the party contributing that Jesse shall
assume and alone bear all Juch excess obligations and shall account for them to the owners thereof out of its
share of the working interest production of the Unit Area.

5. OPERATOR OF UNIT

- Sinclair 041 Corpoxation ___ shall be the Operator of

the Unit Area, and shall conduct and direct and have full control of all cperations on the Unit Area as per-
mitted and required by, and within the limits of, this agreement. It shall conduct all such operations in a good
and workmanlike manner, but it shall have no lability as Operator to the other parties for losses sustained,
or liabilities Incurred, except such as may result from gross negligence or from breach of tha provisions of

this agreement.
4. EMPLOYEES

The number of employees and their selection, and the hours of labor and the compensation for services
performed, shall be determined by Operator. All tmﬁloyees shall be the employees of Oparator.
) 7. TEST WELL
On or before the day of 18 Opsrator shall commence the drill.
ing of 8 wall for oll and gas in the following loeation:

NONE

and shall thersafter continue the drilling of the well with due diligance to

unless granite or other practically impenetrable subst is tered at a lesser depth eor unless ail parties
agree 10 complete the wall at a lesser depth.

Oparator shall make ressonable tests of all formations encountered during drilling which give Indica«
tion of contsining oll and gas in quantities sufticient to test, unless this agreement shatl be limited in its ap-
plication to a specific formation or formations, in which event Operator shall be required fo test enly the
formation or formations to which this agreement may apply.

1f in Operator's judgment the well will not produce oll or gas in paying quantities, and it wishes to
plug and abandon the teat a8 & &ry hole, it shall first secure the conszent of all parties to the plugging, and the
well shail then be plugged and abandoned as promptly as possible.

8. COSTS AND EXPENSES
Except as herein otherwise specifically provided, Operator shall promptly pay and discharge all costs
and axpenses incurred in the development and operation of the Unit Arsa pursuant to this agresmeant and shall
charge sach of the parties hereto with thelr respective propo}tlonutn shares upon the cost and expense basis
provided in the Accounting Procedure attached hereto and marked Exhibit “C". If any provision of Exe
hibit “C" should be Inconsistent with any provision contained In ths body of this sgraement, the provisions in
the body of this agreement shall prevail.

Operator, at ita olection, shall have the right from time to time to demand and redelve from the other
parties payment In advahce of their respective shares of the estimated amount of the costs to be Incurred in
oparations hereunder during the next succeeding month, which right may be exarcised only by submission to
ssch such party of an itemized statement of such estimated costs, togather with an Inveice for its share there-
of. Each such statement and Involce for the payment in sdvance of estimated cests shall be submitted on or
- -before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of
such estimate within fifteen (13) days after tuch estimate and invoice is rocclved. If any party fails to psy its
share of said esttmate within said time, the amount due shail bear interest at the u?&&ﬂ&&&«&%ﬁ?"
snnum unti] paid. Proper adjusiment shall be made monthly between advances and actual cost, to the end
thet each party shall bear and pay {ts proportionate share ofJ actual coste incurred, snd no more,

—_—y—
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9. OPERATOR'S LIEN

Operator {s given a first and preferred lisn on the intersst of each party covered by this contract, and
in each party's interest in oll and gas produced and the proceeds thereof, and upen each party's interest in ma-
terial and equipment, to secure the payment of 21l sums due from esch such party to Operator.

In the svent any party fails to pay any amount owing by it to Operator as its share of such costs and
expense or such advance estimate within the time limited for paymaent thereot, Operator, without prejudice to
other existing remedies, is authorized, at its election, to collect from the purchaser or purchasers of oll or gas,
the proceeds sccruing to the working interest or interests in the Unit Ares of the dellnquent party up to the
amount owing by such party, snd sach purchasar of oil or gas is authorized 10 rely upon Operator's statement
as to the amount owing by suéh party.

In the event of the neglect or failure of any non-opersting party to promptly pay its proportionate part
of the cost and expense of development and operation when due, the other non-operating parties and Operator,
within thirty (30) days after the rendition of siatements therefor by Operator, shall proportionatsly contribute
to the payment of such dalinquent indebtedness and the non-opersting parties so contributing shall be entitled
to the same lien rights as are granted to Operator in this section. Upon the payment by such delinquent or
defauiting party to Operster of any amount or amounts on such delinquent indebtedness, or upon any recovery
on behalt of the non-operating parties under the llen conferred above, the amount or amounts so paid or re-
covared shall be distributed and paid by Operator to the other non-operating parties and Operator propor.
tionately in sccordance with the contributions thereiofors made by them.

10. TERM OF AGREEMENT

This agresment shall remain in full force and effect for as leng as any of the oil and gas lesses subjected
to this agreement remein or are continuad in force l; to any part of the Unit Area, whether by produetion, ex«
tension, renews!l or otherwise: provided, however, that in the event the firat weil drilled hereunder resuits in
8 dry hole and no other well {s producing off or gas in paying quantities from the Unit Area, then st the end
of ninety (90) days after abandonment of the first test well, this sgreement shail terminste unless one or
more of the parties are then engaged in drilling a well or wells pursuant to Section 13 herwof, or sll parties
have agreed to drill an sdditional well or wells under this agr , in which avent this agreement shail con-
tinue in force until such wall or wells shall have been drilled and completed. 1f produciion resuits thers-
from this agreemaent shall continue in force thereatter as if sdid first test well had been productive in paying
quantities, but It production In paying quantities does not result therefrom this agreement shall terminste
at the end of ninety (90) days after abandonment of such well or wells. It Is agreed, however, that the term-
ination of this agreement shall not relleve any party hereto from any Lability which has accrued or attached

priar to the date of such termination, N

11. LIMITATION ON EXPENDITURES

Without the consent of sll parties: (s) No wel) shall be drilled on the Unit Ares except any well ex-
pressly provided for in this agreement and except any well drilled pursuant to the provisions of Ssction 12
of this sgreement, it being understood that the consent to the drilling of a well shall include consent to sl
necessary expenditures {n the drilling, testing, completing, and equipping of the well, including necessary
tankage; (b) No wall shall be reworked, plugged back or deepened except & well reworked, plugged back or
deepened pursuant to the provisions of Section 12 of this u.r'nmom. it being understood that the consent to
the reworking, plugging back or deepening of & weil shsll Include consent to all necessary expenditures in
eonducting fuch operations and .compluln(“and equipping of said well to produce, including necessary tanke
age; (c) Operator shall not undertake any single project reasonably estimated to require an expenditure in
excess otEAve Thousand-----cecocvoowomoonoennooooooaaso Dollars (4.50000.00 )
sxcept in connection with a well the drilling, reworking, deopening. or plugging back of which has been pre-
~_Yious|y Iuthorizéd by or pursuant to this ;ireemcnl; provided, however, that in case of explosion, fire, flood, -
or other sudden emergency, whether of the same or different nature, Oparator may take such steps and incur

such expenses as in {ts oplnion sre required 1o deal with the emergeney and to sofeguard life snd property,
but Oporator shall, as promptly es possible, report the emergency to {he other parties. Operator shall, upon

requost, furnish copies of [ls “Authority for Expenditires” for any single project costing in exs
cesi of $_2,500.00

- #3¢e Section 31(¢) for additional Er‘o?ision.
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12. OPERATIONS BY LESS THAN ALL PARTIES

It all the parties cannot mutually agree upon the drilling of any well on tha Unit Area other than the
test well provided for in Section 7, or upon the reworking, deepening or plugging back of a dry hole drilled
3t the joint expense of all parties or a3 well jointly owned by all the parties snd not then producing in psying
quantities an the Unit Ares. sny party or parties wishing to drill, rework, deepen or plug back such a well
may give the other parties written notice of the proposed operation, specilying the werk to be performed,
the location, proposed depth, objective formation and the estimated cost of the operation. The parties receive
ing such s notica shall have thirty (30) days (except as to reworking, plugging back or drilling deeper, Whers
a drilling rig Is on location, the period shall be limited to forty.eight (48) hours exclusive of Saturday or Sun'-
dl)}flqte? rpc?%?'epx& notice within which to notify the parties wishing to do the work whether they slect
to participate in the cost of the proposed operation. Faillure of a party receiving such s notice to so reply to
It within the period sbove fixed shall constitute an election by that party not to participate in the cost of the
proposed operation,

If any party receiving such a notice elects not to perticipate in the proposed operation (sueh plrty. or
parties belng hereafter referred to as “Non-Consenting Party™), then in oréer to be entitled to the bsnefits
of thiz section, the party or parties giving the notice and such other parties as shall slect to participate In the
operation (all such parties being hereafter referred to as the “Consenting Partles”) shail, within thirty (30)
days after the expiration of the notice period of thirty (30) days (or as promptly as possible after the expir-
ation of the 48-hour period where the dritling rig is on location, as the case may be) sctually commancs work
on the proposed oparation and compiete it with due diligence.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportions that their respective Interests as shown In l:xhlb_l_t.“A" bear 10 the total Interasts of all Consenting

"Parties. Consenting Parties shall keep the lessehold estates involved in such operations free and clear of ali

liens and encumbrances of every kind creatod by or arising trom the operstions of the Consenting Parties. 1If
such an operation results in a dry hole, the Consenting Parties shall plug and abandon the weil st their sole
cost, risk and expense. If any weli drilled, reworked, despened or plugged back under the provisions of this
section results in s producer of ofl and/or gas in paying quantities. the Consenting Parties shall complete end
#quip the weil to produce at their sole cost and risk, and the. well shail then be turned over to Operator and
shall be operated by 1t at the expense and for the account of the Consenting Parties. Upon tommencement of
operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in sccordance with the provisions of this section, each Non-Consenting Party shall be deamed to have relin-
quished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proportion
to their respective interests, sll of such Non-Consenting Party's Intersst in the well, its leasehold operating
rights, and share of production therefrom until the proceeds or markst value thereof (sfter deducting pro-
duction taxes, royalty, overriding royalty and other interesis payabie out of or measured by the production
from such wall accruing with respect {0 such interest untii it reverts) shall ;qull the total of the following:

(A) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipmant
beyond the wellhead connections (including., but not limited to, stock tanks, separsiors, tresters,
pumping equipmaent and piping), plus 100¢5 of oach such Non-Consenting Party's share of the cost of
operation of the well commencing with first production and continuing untit esch such Non-Consanting
Party's relinquished interest shall revert to It under other provisions of this section, it being agreed that
ench Non-Consenting Party's share of such costs and equipment will be that intarest which would have
been chargeable to each Non-Consenting Party had it participated in the well from the beginning of

the operation; and

(B) 200% of that portion of the costs and expenses of drilling, rewerking, dcepening or plugging back,
testing and completing, after dcducting any cash contributions received under Section 28, and 2009
of that portion of the cost of newly acquired cquipment In ‘the well (to and including the wellhead
connections), which would have been chargeable to such NOn-Connming Party if 1t had participated

therein.

—_f—
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In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
be permitied to use, free of cost, sll casing, tubing and other equipment in the well, but the ownership of all
such equipment shall remsin unchanged; and upon sbandonment of a well after such reworking, plugging
back or deeper drilling, the Consenting Parties shall account for all such equipment to the owners thereof,

with each party receiving its proportionate part in kind or in value.

Within sixty (¥0) days after the completion of any operation under this section, the party conducting
the operations for the Consenting Parties ‘lhall furnish esch Non-Consentling Party with an inventory of
the squipment in and connected o the well, and an jtemized atatement of the cost of drilling, despening.
plugging back, testing, completing, snd equipping the well for production: or, st Its option, the operating
party, in lieu of an iternized statement of such costs of operation, may submit s detailed statement of monthly
billings. Rach month thereafter, during the time the Conaenting Parties are being relmbursed as provided
sbovs, the Consenting Parties shall furnish the Non-Consenting Parties with an itemised statement of all
costs and liabilities incurred in the operation of the well. together with a statement of the quantity of eil
and gas produced from it snd the amount of proceeds reslized from the sale of the weil's working interest
production during the preceding month. Any amount realized from the sale or other dispesition of squip-
ment newly acquired ln connection with any such operation which would have been cwned by a Non-Con-
senting Party had it participated therein shall be credited against the total unreturned costs of the work dono
and of the equipment purchased, in htnminlng when the interest of such Non-Consenting Party shall revert
to it as above provided: if there {s a eredit balance it shall be paid 16 such Non-Consenting Party.

It snd when the Consenting Partles recover from a Non-Conssnting Party's relinquished interest the
smounts provided for above, the relinquished Interests of such Non-Consenting Party shsll automastically
revert to it and from and sfter such reversion susk Non.Coarenting Party shall own the same intersst in such
well, the operating rights and working Interest thersin, the material and equipment in or pertaining thereto,
snd the production therefrom as such Non-Consenting Party would have owned had it participated in the
drilling, reworking, despening or plugging back of sald well. Thereafter, such Non-Consenting Party shali be
charged with and shall pay its proportionate part of the further costs of the operation of said well in accord-
ance with the terms of this sgreemaent and the accounting procedure schadule, Exhibit “C", attached hereto.

. Notwithstanding the provisions of this Section 12, it Is agreed ihnt wnhwt. the mutual consent of sll
parties, no wells shall be completed In or produced from a source of supply from which_a well Joeated else-

P P Spacine rules established
where on the Unit Area is producing, unless such well conforme to the )

oo xowxommbaursdx by the governmental agency having Jurisdiction.

The provisions of this section shall have no application whatsoevar to the drilling of the initlal test
wall on the Unit Ares, but shall apply to the reworking, daepening, or plu'l]int back of the initial test well
after it has been drilled f0 the depth spacifisd In Section 7, if it is, or therealter shall prove to be, a dry
hole or non-commercial well, and to all othar wells drilled, reworked, decpened, or pluggad back, or pro-
poted to be drilled, reworked, deepaned, or plugged back, upon the Unit Aren subsequent to the drilling ot
tha initial test weil.

13. RIGHT TO TAKE PRODUCTION IN KIND

Each party shall take In kind or separately dispose of its proportionate share of all oil and gas pro-
duced from the Unit Ares, exclusive of production which may be used in development and producing oper-
atlons and in preparing end tresting oil for marketing purposes and preduction unavoldably lost, Esch party
shall pay or delivor, or cause to be pald or dellvered, all royalties, overriding royalties, or other payments
due on its share of such production, und shall hold the other parties free from any liability therefor. Any
extra expenditure incurred in the taking 1 kind or separste disposition by any party of iis proportionste
‘share of the production shall ba borne by such party.

Each party shall exocuta oll division ordars end contracts of sale pertaining to its interest in producs
tien from the Unit Ares, and shall be entitled to recelve payment diract from the purchaser or purchasers

a

thereot for its share of a1l production.
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In the event any party shall fall to make the arrangements neccrsary to take {n kind or separately
dispose of its propartionate sharc of the oil and gas produced {rom the Unit Ares, Opecator shall have the
right, subject to revocation at will by the party owning it, but not the obligation, to purchase such oil and
gas or sell it to others for the time being, at not less then the market price prevailing in the ares. which
shall in no event be less than the price which Operstor receives for its portion of the oil and gas produced
from the Unit Area. Any such purchase or sale by Operator shall be subject slways to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of
all oil and gus not previousty delivered to a purchaser. Notwithstanding the foregoing, Oparstor shell not

. make a ssle inio interstate commerce of any other party’s share of gas production without firstgtutogiuex

ORI KT RIS % xooxtmme st totet xxdxob taining such other party's written
sonsent.

14. ACCESS TO UNIT AREA

.

Each party shall have access to the Unit Ares at all reasonable times, at its sole risk, to inspect or
observe operations, and shall have access at ressomable times 10 information pertaining to the development
or operation thereof, Including Operator's books and records relating thereto. Operator shall, upon request,
furnish each of the other parties with copiot of all drilling reports, weil logs, tank tables, dsity gauge and
run tickets and reports of stock on hand at the first of sach month, and shall make available samples of any
cores or cuttings taken from any well drilled on the Unit Area.

15. DRILLING CONTRACTS

All walls drilled on the Unit Area shall be drilled on & competitiva contract besie at the nurial rates
prevailing in the arss. Operator, it it so desires, may employ lts own tools and squipment in the drilling
of wells, but its charges therefor shall not exceed the prevailing retes In the field, and the rate ot such
¢charges shall be agreed upon by the parties in writing before drilling operations are NM, and such
work shall be performed by Operator under the ssme terms snd conditions as shall be customary snd ususl -
in the field in contracts of independent contractors who are doing work of s similer nature. ’

18. ABANDONMENT OF WELLS

No wall, other than any well which has been drilled or Teworksd pursuant to Section 12 hereof for
which the Consenting Parties have not been fully reimbursed as therein provided, which has been ecom.
plated as 3 producer shall be plugged and abandoned without the consent of sll parties; provided, howevaer,
if all parties do not agree to the abandonment of any wall, those wishing 1o continue its operation shall tender
to each of the other parties it3 proportionate share of the value of the well's salvable materisl and equip-
ment, determined in mccordance with the provisions of Exhibit “C”, less the estimated cost of salvaging and
the estimated cost of plugging snd abandoning. Esch abandoning party shall then asign to the none
ibandonin( parties, without warrenty, express or {mplied, es to title or as to quantity, quality, or fitness for use
of the equipment and material, all of i3 interest in the well and {ts equipment, togsther with its Interest In
the leasehold estate as to, but only as to, the interval or intervals of the formstion or formations then open

. to production. . The sssignments so limited shall encompass the “drilling unit” upon which the well is located.
The payments by, and the assignments 10, the assignees shall be in a ratio based upen the relationship ot
their respective-percentages of participation in the Unit Area to the aggregate of the percentages of particis
pation in the Unit Area of all assignecs. There shall be no readjustment of interest in the rematning portion
of the Unit Area. . —

After tha ;tsignment. the assignors shall have no further responsibility, labllity, or interest n the
operation of ar production from the well in the Interval or intervals then open. Upon request of the sssigness,
Operator shall continue t‘o operate the assigned woll for the sccount of the nen-sbandoning parties st the
rates and charges tontemplated by this agreement, plus any additional cost and charges which may arise as

the result of the separate ownership of the gssigned well.

—_
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17. DELAY RENTALS AND SHUT.IN WELL PAYMENTS

Each party shall pay all delay rentals and shut.in well payments which may be required under the
terms of ita lease or leases and submit evidence of each peyment to the other parties at lsast ten (10) days
prior to the payment date. The paying party shall be reimbursed by Operator for 100% of any such delay
rental payment and 100% of any such shut-in well payment. The amount of such reimbursement shall be
charged by Operator to the joint account of the parties and treated in sll respects the same as costs incurred
in the developrnent and operation of the Unit Area. Each party responsible for such payments shall diligently
attempt to make proper payment, but shall not be held liable to the other parties in damages for the loss of
any lesse or {nterest therein if, through mistake or oversight, any rental or shut.in well payment is not paid
or is erroneously paid. The loxs of any lease or interest thersin which resuits from a fallure to pay or an er-
ronecus payment of rental or shut-in well payment shall be & joint loss and there shall be no readjustment of
interests in the remaining portien of the Unit Area. If any party secures s new isase covering the terminated
intetest, such scquisiton shall be subject to the provisions of Section 23 of this sgreement. ) )

Cperator shall promptly notify each other party hereto of the date on which any gas wall located on
the Unit Ares is shut in and the rsason therefor.

.y PRV 2 VUl Py A d Ahi rs '
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terests in the Unit Ares, it shall promptly give wrilten notice to the other parties, with full infe

cerning its proposed sale. which shall include the name and address of the prospective {who must
be ready, willing and able to purchase), the purchase peice, and all other te e offer. The other parties
shall then have an optional prior right, for a pericd of ten (10) & t receipt of the notice, to purchase
on the same terms and conditions the intarest which the o iy proposes 1o sell: and, if this eptional right
is exercised, the purchasing parties shall share urchased interest {n the proportions that. the interest of
each bears to the total interest of all asing parties. However, there shall be no preferential right to purs
chase in those cases whers riy wishes {o mortgage its interests, or to dispose of its interests by merger,
reorgenization, ¢o atiop, or sale of all of its assets, or a sale or transfer of its interssts to & subsidiary or

ny, or subsidiary of & parent company, or to any company in which any one party owns & ma-

.

19. SELECTION OF NEW OPERATOR

) Should a sale de made by Operator of its rights and interests. the other psrties shall have the right
within sixty (60) days after the date of such sale, by majerity vote in interest, 1o select a new Operator.” If
[} n}w Operator is not 50 selected, the transferee of the present Operator shall assume the duties of and sct as
Operator. In either case, the retiring Operator shall continue to serve as Oparator, and discharge itz duties
in that eapacity under this sgreement, until its successor Operator is selected and begins te function, but the
present Oparator shall not be obligated to continue the performance of its duties for more than 120 days after
the sale of its rights and interests has been completed.

S
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20. MAINTENANCE OF UNIT OWNERSHIP

For the purpose of maintaining uniformity of ownership in the oil and gas leasshold interests soveresd by
this contract, and notwithstanding any other provisions to the contrary, no party shall ssll, encumber, transter
or maks other diaposition of its interest in the leases embraced within the Unit Ares and In wells, equipment
and production unless such disposition covers either:

(1) the entire interest of the party in all leases and equipment and production: or
(2) an equal undivided interest In 21l leases and equipment and production in the Unit Ares.

very |uch sale, encumbrance, nsler or other du :mo made by an pnrty |hnll be made expressly
with ‘a t10n of obﬁ tons h er in writin
subject to %hh ureemon}(‘:nd shall be rnade withom yn)udiee 10 the n;hu of &1 %Lhty“ ss"snee’

If st any time the interest of any party is dlvided among and owned by four or more co-ownars, Opera.
tor may, at its discretion, require such co-ownars 1o 3ppoint » single trustee or agent with full authority 1o re-
ceive notices, approve expenditures, recsive billings for and spprove and pay such party’s share of the joint
sxpenses, and to deal generslly with, and with power to bind, the co-owners of such party’s interests within
tha seope of the operations smbraced in this contract; however, il such cosowners shall enter into and exscute
Al oontracts or sgresments for the disposition of thair respective shares of the oli and gas produced from the
Unit Area and they shall have the right {o receive, separstely, payment of the sale proceeds thereot,

21. RESIGNATION OF OPERATOR

Operator may resign from Its duties and obligations s Operator at any time upon written notice ef not
Jess than ninety (90) days given to all other parties. In this case. all parties to this contract shail select by
majority vote in interest, not in numbers, 3 new Operator who thall sssume the responsibilities and duties, and
bave the rights, preseribad for Operator by this agreement. The retiring Operutor shall deliver to Its successor
all records and information necessary 10 the discharge by the new Operator of its duties and obligations.

22. LIABILITY OF PARTIES

The Mability of the parties shall be severa), not joint or collective. Each party shall de responsible
only for its obligations, and shall be liable anly for its proportionste share of the costs of developing snd
opersting the Unit Area. Accordingly, the lien granted by each party to Operstor in Section ¥ {s given to se-
cure only the debts of each gevergily, It [s not the intention of the parties to ereate, nor shall this agresment
be construed as creating. & mining or other partnership or associstion, or to render them lable az partners.

23. RENEWAL OR EXTENSION OF LEASES
It any party secures s Tenewal of any oil and gas lease subject o this contract, sach and all of the other
partiss shall be notifisd promptly, and shall have the right to participats in the ownership of the renewal lease
by paying to the party who acquired it their several proper proportionate shares of the n_:quultlcn cost, which
shall be in proportion to the interests held at that time by the parties in the Unit Area.

It soma, but less than all, of the parties elect to participate In the purchase of 8 renewal lasss, it shall
be ownad by the parties who elect to participate therein; in a ratioc based upen the relationship of their respec-
tive percentage of participation in the unit srea to the sggregste of (he percentages of partieipation in the unit
ares of all pn"tlu participating in the purchsse of such renewal lesse. Any renewsl lease in which less than
all the parties elect to participate shall not be subject to this agreement,

Kach party who participates in the purchase of a renewal lease shall be given an assignment of ita pro-
portionate interest therein by the acquiring party.

The provisions of this tection shaill apply to renewal 'hnu whether they are for the entire (nterest
coversd by the sxpiring leui or cover only a portion of its ares or an interest therain. Any renewal lesse
taken before the axpirstion of iis predecessor lease, or takan or contracted for within slx (8) monthe after
the expiration of the axisting lease shall be subject to this provision; but any Jesss taken or contracted for
morte than six {8) months after the expiration of an existing lesse shail not bs deemed a renewsl lcase and
shall not be subject to the provitions of thiz section.

The provisions in this section shall ipply al;o and in like manner 10 extensions of ofl and gas leases.

—f—
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24. SURRENDER OF LEASES

The leases covered by this agreement, in so far a3 they embrace scresge in the Unit Area, shall not be

gurrendered in whole or in part uniess sll parties consent.

However, should sny party desire to surrender its Interest in any lease or ln sny portion thereof, and
other parties not agree or consent, the party desiring to surrender shall assign, without express or implied
warranty of title, all of its Interest in such lease, or portion thereol, and any weil, muterial and equipment
which may be Jocated thereon and any righis in production thereafter secursd, to the parties not desiring to
surrender it. Upon such assignment, the sssigning party shall be relieved from sil obligations thereafter ac-
cruing, but not theretofors sccrued, with respect to ihe acreage asslgned and the operation of any well thece
on, and the assigning party shall have no further interst in the leate agsigned and its equipment and produetion.
The parties assignes shall pay to the party assignor the rexsonable salvage value of the latter's interest in any
wells and equipment on the assigned acreage, determined (n wccordance with the provisions of Exhibit “C",
less the estimated coat of salvaging and the sstimated cost of plugging and abandoning. If the assignment is In
faver of more than one party, the sssigned Interest shall be shared by the parties eszignes in the proportions
that the interest of each bears to the interest of all parties assignes.

Any assignment or surrender made under this provision shall not reduce or change the assignoes’ or sur-
rendering parties’ interest, as it was immedistely before the assignment, in the balance of the Unit Area; and
the ncreage assigned or surrsndered, and subsequent operations thereon, shall not thereafter be subject to the

* terms and provisions of this agreement,

28. ACREAGE OR CASH CONTRIBUTIONS

It any party receives while this agreement {s {n force a contribution of cash toward the dniling of &
well or any other cperation on the Unit Area, such contribution shall be paid to the party who conducted the
drilling or other operation and shall be applied by {t against the cost of such drilling or other eperst
the contribution be In the form of screage, the party to whom the contribution is made shall pranpugneulg.a
an assignment of the acreage, without warranty of titls, to all parties to this agresment in proportion to their
interests In the Unit Area at that time, and such acresge shall become a part of the Unit Area and bs governed
by all the provisions of this contract. Each party shall promptly notify all other parties of sll screage or
money contributions it may cbtain in support of any well or any other operation on the Unil Ares.

28. PROVISION CONCERNING TAXATION

Each of the parties hereto elects, under the authority of Section 7€1(a) of tha Internal Revenue Codw of
1984, to be excluded from the application of all of the provisions of Subchapter X of Chapter 1 of Bubtitle A of
the Internal Revenus Code of 1964. If the income tax laws of the state or states in which the property coversd
hereby is located contain, or may hereafter contain, provisions similar to those eontained In the Subchapter of
the Interhal Revenue Code of 1954 above referred to under which a similar election is permitted, each of the
parties agrees that such election shall be exercited. Each party authorizes and directs the Operator to executs
such an slection or elections on its behalf and to file the election with the proper governmentsl office or
agency. If requested by the Operator 3o to do, sach party agrees to execute and joln in such sn election.

Operator ahall render for ad valorem taxation all properly subject to this agreement which by law
should be rendered for such taxes, and it shall pay 81l such taxes assessed thereon before they become delin-
quent. Operstor shall bill sll other parties for their proportionate share of all {ax payments in the manner
provided in Exhibit “C”.,

If any tax asressment i3 consldered unreasonable by Operator, it may at its discretion protest such valua-
tion within the time snd manner pr?scrlbod by law, and prosecute the protest to » finsl determination, unless
all parties sgree to abandon the protest prior to final determination. When any such protested valuation shail
have been {inally determined, Operator shall pay the assessment for the joint account, together with Intarest and
Penalty accrued, and the total cost thall then be sssessed sguinst the parties, and be paid by them, as provided
in Exhibit “C", 4
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27, INSURANCE

insurance 0
ator shall at all times during the term of this agreement carry
(8 et jas bereto ss set forth in Exhibit D" hersto attacbed snd made a part

rotect the t ]
gnreof, and x’;:rother insurabee for the benefit of the parties in connesction vith opers
tions under this sgreement shall be carried by Operator, and no change ia the ;neu.rcnce

set forth in Exhibit D" shall be made unless agreed to in writing.

t to
retor sball require sll contractors performicg work under this agreemen
i:)_wo;z:.urm“ as uetqtarth in Exhibit "E" sttached hareto and made & part hereof.

(e }n the event Automobile Public Linbility Insurance is specifisd In said Exhibit D", or subsequently re-
celves the spproval of the parties, no direct charge shall be made by Operstor for premiums paid for such In-
surance for operator’s fully owned automotive equipment.

8. CLAIMS AND LAWSUITS

If any party to this contract is sued on an alleged cause of action arising out of operations on the Unit
Arm, or on an alteged cause of action Involving title to sny lesse or oil and gas interest subjected to this con-
tract, it shall give prompt written notice of the suit to the Operator and all other parties.

The defense of lawsuits shall be under the geners! direction of a committes of lawysrs representing the
parties, with Operator's attorney as Chairman. Suits may be settiad during litigation only with the joint con-
sent of all parties. No charge shall be made for services performed by the nafl attorneys for any of the
parties, but otherwise all expenses incurred in the defense of suits, together with the amount paid to discharge
sny final judgment, shall be considered costs of operation and shall be charged to and paid by all parties in
proportion to their then interests in the Unit Ares. Attorneys, other than staif attorneys for the parties, shall
be empioyed in lawsuits involving Unit Area operstions only with the consent of all parties; if outside counsel.
is employed, their fees and expenses shall be cors.dertd Unit Arva expense and shall be paid by Operstor and
charged to all of the parties in proportion to their then interests in the Unit Area. The provisions of this
paragraph shall not be applied in any instance where the Joss which may result from the sult is treated a3 an
individual loss rather then e joint loss under prior. provisions of this sgresment, and al) such sits shall be '
handled by and be the sole responsibility of the party or parties concerned.

Damage clalms caused by snd arising out of operations on the Unit Ares, conducted for the joint ac-
sount of ali parties, shall be handied by Operater and its attorneys, the settioment of claims of this kind shall
be within the discretion of Operator 30 jong as the amount paid n settiement 62 any one ciaim aoes not axcesd
one thousand ($1000.00) dollars and, {f seitied, the sums paid in settlement shali be charged a3 expense to
and be paid by all parties in proportion to their then interests in the Unit Area.

29. FORCE MAJEURE

If anyparty is rendered unable, wholly or in part, by force majeure lo carry out its obligations under
this sgreement, other than the obligation to make money payments, that party shall give to all other parties
prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the
obligations of the psrty giving the notice, so far a¢ they are allected by the force majeurs, shail bo suspended
during, but no longer than, the continuance of the force majeure. The affected party shall use il possidle
diligence to remoue the force majeure as quickly as possible.

The requirement that any force msjeure shall be remedied with all reasonable dlapatch shall not require
the sdttlement of strikes. lockouts, or other labor difficulty by the party involved, contrary to its wishes: how
1l such difficulties shall be handled shail be entirely within the discretion of the party concerned.

The term.“force majeure” as here employed shall mesn an sct of God, strike. lockout, or other industrial
disturbance, act of the public enemy, war, blockade, publie riot, lightning. {ire, storm, floed, explosion, gov-
ernmental restraint, unsvailability of equipment, and any other cause, whether ot the kind specifically enum-
erated above or otherwise, which is not renonabfy within the control of the party claiming suspension.

30. NOTICES

All notices authorized or required between the parties, and required by any of the provisions of this

¢
* agreement, shall, unless otherwise specifically provided, be given in writing by United States mail or Westorn
Union Telegram, postage or charges prepaid, and addressed to the party to whom the notice Is given at the
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sddreases listed on Exhibit “A™. The originating notice to be given under any provision hereot shall be deemed
glven only when receivad by the party to whom such natice is directed and the time for such party to give any
notice in response thereto shall run from the date the originating notice is received. The second or any re-
sponsive notice shall be deemed given when deposited in the United States mail or with the Western Union
- Telegraph Company, with postage or charges prepaid. Each party shall have the right to change l@t sddress
at any time, and from time to time, by giving written notice thereo! to all othar parties.

31. OTHER CONDITIONS, IF ANY, ARE:;

(a) No well shall be drilled in the Unit Aree until after title to
the drillsite leass has been examined by &n attorney approved by all
parties participating in the coet of the well, and the title has been
approved by said examining attorney and the title has been accepted by
&ll parties participating in the costs. All costs incurred in connec-
tion with examining titles shall ba charged to the Joint account of the
parties hereto.

(b) This Operating Agreement 1s subject to all the terms and provi-
sions of that certain Farmout Agreement between John H. Trigg, et ux.,
and Sinclair 0il & Gas Company (now Sinclair 0Oil Corporation), dated
November 4, 1966, which by reference is incorporated herein for all
purposes,

{(e¢) In apite of any provisions to the contrary appearing in Sec-
tion 11 hereof, consent to the drilling of a well shall not be deemed
&8 consent to the setting of casing and a completion attempt. After any
well drilled pursuant to this agreement has reached its authoriszed depth,
Operator shall give immediate notice to Non-Opsrators. The parties re-
celving such rotice shall have forty-eight (48) hours (excluasive of
Saturdays or Sundays or legal holidays) in which to elect whether or
pot they desire to set casing and to participate in a completion at-
tempt. PFailure of a party receiving such notice so to reply within
the period above fixed shall constitute an election by that party not
to participate in the cost of a completion attempt. If all of the
parties elect to plug and abandon the well, Operator shall plug and
abandon same at the expense of all of the parties. If one or more, but
less than all, of the parties elect to set pipe and to attempt & com-
Pletion, the provisions of Seotion 12 shall apply to the operations
thereafter conducted by less than all parties.
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This agreement may be signed in counterpart, and shail be binding upon the parties and upon their heirs,
successors, representatives and assigns.

Effective Merch &, 1959, Sinclair 011 Corperstion, a New York
gorporation, was merged into Atlantic Richfield Company, a Fennsylvania
corporatiocn, and all interesis of the merzed company in the within
operatiing agreement and any anteccedent egreements by operation of law
vested ir, and ell obligations impcsed on the rmerged company by the
within operating agzreement and eny antecedent agreements were assumed
by Atlantic Riehfield Company. TFor this reason the within operatin
agreement 48 belng executad by Atlantic Richfield Company this =&
day of 7 /) nc Ar , 1969,

ATLANTIC RICHFIELD COMPANY ¢ -

>

By /\7;;%

C. 8. Tinkler
Its Attorney-in-Fact

X

John H, Trigg

Pauline V. Trigg

-1




New Menicr
ACKNOWLEDG). [
(PERSONAL ACANOWLEDOMENT)
STATE OF

COUNTY OF
The foregoing {astrument was acknowledged bafore me thls....cccicaroreas day of i1 1)

»t

My sommision expirest Nevary Public

. {PERTORAL LClNOWllUC“lNTI
STATL OF NEW MEXICO
cOUNTY oF—__CHAVES } ;;L
The foregoing instrument was acknowledged delore me lhh......zu......_...dlv et.....ﬂ'ld‘ﬁ.c_d.z..._._., l!..é_f by
JOHN H. TRIOG end PAULINE V, TRIGG, his wife,

My sommision aplmt.m._z? /] (927 —m——m‘W

IPERSONAL ACXNOWLEDOMENT)
STATLE OF 1
COUNTY OF J
The foregoing instrumem was scknowledged before me this. day ol 19 by

My Jual i Neatary Publie

(ACKNOWLIDOMENT BY ATTORNEY!
STATE OF TEXAS

county or... MIDLAND

2 ¢
The fmnlnc: lnnémﬂ wal schnowledged before ma this.sd? ....é.: rendiy ol / )’) dae ‘(-,/ 18 69 b
o lo Se TINKLER tafact In behall of
“"”"ZKNTIC RICHFIELD COMPANY, & Pennsylvania corporation.

__.Zé..é..m..,. [ %{Lﬂ_—zcxl.._

My commision e.tpirm 1.14..1 L ﬂéj:..._..ﬂ.___.....

{ACKXNOWLEDGMIENT &Y CORPORATION)

sTATEZ OF TEXAS
COUNTY or...... .MIDLAND } »
Ths foregoing instrument was sckoowledged before me this.... day of . 190, by
ens — Yice. Preeidenr._m o DINCTAIR. QT QQRPQRATIQN SR
[¢, 115 )) {consonariow)
[ New. Yark poration, on behall of sald corparation.
My Iosl piress Notary Public "
(ACKNOWLEBGMENTY BY CORPORATION?
STATL OF
COUNTY OF *
Tbe foregoing Instrument was acknowledged belore me this...... day of. 19 by
- . of.
(NAMYR) . (TiTLe) (coNpoRATION) b
. poration, on behall of said corporation,
My lasion expires: - Notary Public

208~1083
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EXHIBIT "A"

TO OPERATING AGREEMENT BY AND BETWEEN
SINCLAIR OIL CORFPORATION, AS OPERATOR
AND JOHN H, TRIGG, ET UX., AS NON-
OPERATORS, COVERING LANDS IN EDDY
COQUNTY, NEW MEXICO

lands Subject to Contraect:

The S¢ of Section 22 and the N&, NEASWE and the N4SER
of Section 27, both in Township 18 South, Range 27
East, N,M.P.M,, Eddy County, New Mexice,

Restrictions, if any, as to Formations or Depths:

100 feet below the total depth drilled in the initial test
well or optional test well to be drilled by Sinclair 01l
Corporation, pursuant tc farmout agreemsgnt dated November
4, 1966, vetween Jonn H. Trigg, et ux., and Sinclair 01l
Corporation on the subject acreage, .

Percentage or Fractienal Interest of Parties Under Axresment:

Sinclair 011 Corporation 5C%
John H. Trigg 50%

Leasehold Interest of the Parties:

011 and Oas Lease from the United States of America to J. T,

Bonner, lessee of record, dated April 1, 1948, Serial Number

1C-060122, covering, among other iunds, the 5S4 Section 22 and
N&, NEtSWE and NiSE{ Section 27, Townsnip 18 South, Range 27

East, N.M.,P.M,, Eddy County, New Mexico.

Addresses of Parties to Whom Notices Should be Sent:

#8inclair 01l Corporation
P. 0. Box 1470
Midland, Texas 79701

John H. Trigg
P. 0. Box 520
Roswell, New Mexioco

#A11 accounting statements and billings should be matiled to
Sinolair 011 Corporation, P. O. Box 521, Tulsa, Oklahoma 74102,
Attention: Accounting Department. All other notices should be
mailed to the Midland Office.
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Attached to and mads a part of._Operating. Agreement covering |
Jlands..in. Eddy. . County,. New Mexico

ACCOUNTING PROCEDURE

(JOINT OPERATIONS)

1. GENERAL PROVISIONS

. Definitions

“Joint Property" shail mean the real and personal property subject to the agreemant to which this “Accounting Pro-
cedure” is attached. :

“Jolnt Operations” ghall mean all operations necessary or proper for the development, operation, protection and
maintentnce of the Joint Proparty.

“Operator” shall mean the party designated to conduct the Jeint Operstions.

“Non-Operators" shall mean the nonoparating parties, whether one or more.

“Joint Account” shall mean the account showing the charges and credits accruing because of tha Joint Operations
and which are to be ghared by the Parties.

“Parties” shail mean Operator and Non-Operstors.

“Materisl” shall mean personsl property, equipment or supplies acquired or held for use on the Joint Property.
“Centrollable Material” shall mean material which at the time is 30 classitied In the Material Classification Manual
a8 most recently recommended by the Council of Petroleurn Accountants Socisties of North Americs.

Confliet with Agresment
In the svent of s conflict between the provisions of this Accounting Procedure and the provisions of the agree-
ment to which this Accounting Procedure (s attached, the provisions of the sgreement shall control.

Collective Action by Non-Operators

Where an agreament or other action of Non-Operators is expressiy reguired under this Accounting Procedurs

and {f the sgreement to which this Accounting Procedure is attached contains no- contrary provisions in regard

gurnmt agreemant ocr action of a majority in Interest of the Non-Operators shall be controiling on all Non-

perstors.

Statements and Billingy

Operator shall bill Non-Operators on or befors tha last day of sach month for their propertionata share of costs and

expenses, for the preceding month. Such bills wjll ba accompanied by statements reflecting the total charges

and credits as st forth under Subparagraph..—.. k. below:

A. Btatement in detail of sll charges and credits to the Joint Account.

B, Statement of all charges and cradits to the Joint Account, summarizéd by appropriste classitications (ndicative
of the nature thereof.

C. Statement of all charges and cradita to the Joint Account summarized by appropriate classitications indicative
of the nature thereot, axcept that items of Controllable Material and unusual charges and credits shall be detailed.

Payment and Advanees by Non-Operaters .
Each Non-Operator shall pay its proportion of all such bills within fiftesn (15) days after receipt thereof. If pay-
ment 18 not made within such time, the unpaid balance ghall bear interest at the rate S&M &r
annum uatl peid. \ nt
Adjustments .

Paymant of any such bills shail not prejudice the right of any Non-Operators to protest or question the correctness
thareof; provided however, all bills and statomenis rendored to Non-Operators by Operator during any calendar
year shell conclusively be presumed to be truc and correct after twenty-four (24) months following the end of any
such cslendar year, unless within the said twenty-four (24) month peried & Non.Oporator takes written excep-
tion thereto and makes claim on Opcrator for adjustment. No adjustment favorable to Operator shall be made
unless it {s made within the same prescribed period, The provisions of this parsgraph shall not prevent adjust-
maents resulting from a physical {nventory of the Joint Property as provided for in Section VII,

. Audits

A NoneOperator, upon notice in writing to Operator and a1l other Non-Operators, shall have tha right to audit
Operator's accounts snd records relsting to the sccounting hereunder for sny calendar yesr within the twenty-four
(24) month period following the end of guch calendar year: provided however, the making of an qudit shall not ex-
tand the time for the taking of written axception to and the sdjustment of accounts as provided for in Paragraph
8 of this Saction I. Whare there are two or more Non-Operators, the Non-Operators shall maks every reasonable
sffort 1o conduct joint or simultaneous sudits in a manner which will resuit in a minimum of inconvenience to

the Operatar.
: II. DIRECT CHARGES
Subjeet to Umitatlons hersinaficr prescribod, Operator shall charge the Joint Account with the following items:

Rentals and Royaities .
Delay or other rentals and royaltics when such rentals and royalties are paid by Operator for the Joint Aceount

o1 the Parties.

. Laber

A. Salarles and wages of Operator's employees directly engsged on the Joint Property in the conduct of the Joint
Operstions, and salaries or wages of technical employees who are temporarily assigned to and directly
employed on the Joint Property.

B. Oparator's cost of holiday, vacation, sickness and disability benefits and other customary sliowances paid to the
employees whose salarics and wages are chargeable to the Joint Account under Paragraph 2A of thls Section I
and Parsgraph 1 of Section I11. except that in the case of those employecs only 8 pro rats portion of whose
salaries and wages are chargesble to the Joint Account under Paragraph i of Section 111, not more than the same
pro rate portion of the benefits and sllowances herein provided for shall be charged to the Joint Account. Cost
under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage assessment” on the
amount ot sslaries and wages chargeable to the Joint Account under Paragraph 2A of this Section I1 and Para-
graph 1 of Section 111 If percentage assessment is used. the rate shatl be based on the Operator's ¢oat experiente.

C. Expenditures or conteibutions made pursuant (o assexsments impored by governmental authority which are ap-
plicable to Operator's labor cost of galarics and wages chargeablé to the Jalnt Account under Paragrephs 2A
and 2B of this Section II and Paragraph 1 of Scction I1L

D. Reoronable personal expenses of those employees whose salaries and wages sre chorgeable to the Joint Account
under Peragraph 2A of this Section I and for which gxpenses the employecs are reimbursed under Oparator's
usual practice.




I

3. Em ¢ Benelits

8.

. Transportation

.

Qpe. .r’s current cost of cxtablished plans for employeses' gr. llfe insurance. hospitalization. pension, retire-
ment, stock purchase, thrifl, bonus, and other benefit plans of a like nature. applicable to Oparator's laber cost; pro-
vided howevaer, the total of such charges shall not exceed ten percont (109 ) of Operator's labor costs chargeable
to ihe Joint Account under Paragraphs 2A and 2B of this Section 11 and Paragraph 1 of Sectlon 111

. Materin)

Material purchased or furnished by Operator for use on the Joint Property. So far as it is reasonably practi-

cal and consistent with efficient and economical speration. only such Materis! shall be purchased for or transferred .

to tho Joint Property ss may be required jor immediate use; and the accumulation of surplus stocks shall be avoided.

Transporistion of employees and Material necesssry for the Joint Operations but subject to the following limitations:

A. If Material {s moved te the Joint Property from the Operator's warehouse or other properties, no charge shall
be made 1o the Joint Account for a distance grester then the distance from the nearest reliable supply store or
railway receiving point where like material s available. except by sgresment with Non-Operators.

B. If surplus Maiterial is moved to Operator's warehouse or other siorage point. no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store or railway receiving
point. excopt by agreement with Non-Operators. No charge shall be made to Joint Account for moving Material
{o other propertics belonging 1o Operator, exceps by agresment with Non-Operators.

C. In the application of subparagraphs A and B abova, there shall be no equglization of sctual groes trucking coets
of $100 or Jess.

Services

A. The coet of contract services and utllities procured from outside rources other than services coversd by Parse
gr2ph 8 of this Section 11 and Parsgraph 2 of Section III.

B. Use and service of equipment and facilities furnished by Operstar ss providad in Paragraph § of Section IV.

. Damages and Losses ta Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages
or lossas incurred by fire, fload, storm, thaft, sccident, or any other csuse, sxcept 10 the axtent that the damage or
Joss could have been avolded through the exercise of reasonable diligence on the part of Operstor. Operstor thall
furnish Non.Operstors writien notice of damages or loszes incurred as scon as practicable afier » report thersof
has been received by Qperator.

Legal Expense .

All costs and expenses of handling. investigating and settling litigation or claims arising by reasom of the Joint
Operations or necessary to protect or recover the Joint Property, including, but not limited to, stiorneys’ fees,
court coats, cost of investigation or procuring evidence and amounts paid in settlement er satisfaction of sny
such litigation or claima: provided, (a) no charge shail be made for the services of Oparator's legal staff or other reg-
ularly employed personnel (such services being considersd to be Administrative Overhead under Section III), ex-
tept by agreement with Non-Operators. and (%) no ¢harge shall be made for the fees and expenses of outside at-
torneys uniess the employment of such attorneyvs is sgreed o by Operstor and Non-Operstors.

Taxes

All inxes of every xind and nature sasessed or levied upon or in connection with the Joint Property, the operation
thereot, or the production thersfrom, and which taxes have been paid by the Operstor for ths benefit of ths Parties,
Insurance Premiuins

Pramiums paid for insurance required to be carried on the Joint Property for the protection of the Parties.

Other Expenditures

Any other expenditure not covered or deslt with in the foregoing provisions of this Section I, or in Sectlon III,
and which is incurred by the Operator for the notessary and propor conduct of the Jolnt Operstions.

1. INDIRECT CHARGES

perstor may eharge the Joint Account for indiract costs either by use of an allocation of district expense itoms plus a
<ed rate fe. pdministritive overhead. and plus the warehousing charges, all as provided for in Parsgraphs 1, 3, and 3 of
is Section 111 OR by combining all three of sald jlems under the tixed rate provided for in Parsgraph ¢ of this Bection
1, as indicated naxt below: )

OPERATOR SHALL CIIARGE THE JOINT ACCOQUNT UNDER TIE TERMS OF:
[0 Paragraphs 1, 3 and 3. (Allocation of district expanse plus fixed rate for administrative overhead plus
warshousing.)

(@ Peragraph 4. (Combined fixed rate)
Distriet Expense )
Operator shall charge the Joint Account with a pro rata portion of the salaries, wages and expenses of Operstor's
production superintandent and other employees serving the Joint Property and other properties of the Operater in
the same operating area. whose time is not sliocated directly to the propertiss, and a pro rata pertion of the cost of
maintaining and opersting s production office known ss Operator's ........ .
office located st or nesr . v ... {OT & comparabie office if Jocstion changed), and neces-
sary sub-offices (if any). maintained for the convenience of the above-described office, and all necessary camps,
including housing {aciiities for smployees if required, used in connection with the operations of the Jeint Property
and other proparties in the same operating area. The expence of. lass any revenue from, such facllities may, at the
option of Operator, include depreciation of investment or a fair monthiy rental in leu of depreciation, Such
charges shall be appertioned to alli properties served on some equitable basis consistent with Operator's accounting
practice. .

Administrative Overhead

Operator shall charge administirative overhead to the Joint Account at the following rates. which charge :}‘!ll be in
lteu of the cost and expense of all affices of the Operator not covered by Paragraph 1 of this Section I1L lncluding
salaries, wages and expentes of personnel assigned to such offices. Such charges shail be in addition to the salaries,
w‘a:? snd expensas of employees of Operator authorized to be charged as direct charges as provided in Paragraphs
2 8 of Section 11, .

WELL BASIS (RATE PER WELL PER MONTH)
(ulrgoueing wat fart

PRILLING WELL RAYE — rrant Peoduting Capth
(Ute Terer Deotn) 19_Surraat Prodyding Papth) TET
Woll Depth Tosh_Woh i Yl Pivg Hest Pive Bmig:

cost and expense of services from outside rources In connection with matters of taxation. traffie, sccounting, or
ars before or invelving governmenta) agencies shall be considercd 83 included {n the overhoad rates provided for in
Paragraph 2 of Section 111, unless such cost and expense sre sgreed upon between Oparator and Non-Operstors
direct charge to the Joint Account. .




3. Operator's Fully Owned Warehouse Operating and Mulutenance Expense
(T be fully the agreed proccdure 10 be followoed by the Opr r.)

povey

1. —-C'omblned Fixed Rates
Operator shall chargs the Joint Account for the services covered by Paragraph 1, 3 and 3 of this Section 111, the
following fixed par well rates:
WELL BASIS (RATE PER WELL PER MONTH)

PRODUCING WIELL RATE
ORILLING weLl RATE {Use Corrent ’r&nln. DOQ_Q__H

o be (Vse Totel Depih) AN Woy
had pth Leah Wail First Pive Next five Qver ¥
TOi-_4,000L 3425 T B T ovE 5 KA
4,0001 -.8,0001 550 108 g8 : 8s
8,000 »12,000L . ... 650 125 e 115 108
Below.12,000L 750 . . 240 13Q........ 120

Seid fixed rate X)) (shall not) include snlaries and sxpanses of production foremen,

5. Application of Administrative Overhead o Combined Fixed Rates

The following limitations, instructions and charges shall apply in the application of the per well rates as provided

under either Parsgraph 1 or Paragraph ¢ of this Section III:

A. Charges for drilling walls shall begin on the date each well is spudded and terminate on the date ihe drilling or
completion rig is rel d, whichever i3 Jater, except that no tharge shall be made during ths suspension of
drilling operations for fifteen (13) or more consecutive daya.

B. The status of wells shall be as follows:

{1) Producing ges wells, injection wells for recovery operations, water supply wels utilited for water flooding
operations and salt watar disposal wells shall be conzidered the same as producing wells.

(2) Wells permanently gshut down but on which plugging operstions sre deferred shall be dropped from the
waell schedule at the time the shutdown is effected. When such a well is plugged a charge shail be made
at the producing well rates,

{3) Wells being plugged back. drilled deeper, converted to a source or input well, or which sre undargeing any
typl: of werkover that requires the use of a drilling or workover rig shsll be considered the same as drilling
weils.

{4) Temporarily shut-down wells, which are not produced or worked upon for s period of s full cslendsr month,
shall not be included in the well schedule, provided however, wells shut in by govarnmental regulatory
body shall beincluded in the well achedule only in the event the allowable production is transferred to some
other well or wells on the Joint Property. In the event of & unit aliowable, all wells capable of producing
will be ¢ounted in determining the charge.

(3) Gas wells shall be included in the wall schedule If directly connected (o & permanent sales outlst even
though temporarily shut in due {o overproduction or fatlure of purchaser t¢ taks the allowed production.

(8) Wells completed in multiple horizons, in which the production is not commingled down hole, shel} be cone
sidered a3 a producing well for each sepsrately producing horizon.

C. The well rates shall spply to the total number of wallg being drilled or operated under the agreement to which
this Accounting Procedure is attsched, irrespeciive of individual leases.

D. The well rates shall be adjusted on the first day of April of each year following the effective date of the agree-
ment (0 which this Accounting Procedure is attached. The adjustment shali Be computed by multiplying the
rate currently in use by the parcentsge increase or decrease in the sverage weckly earnings of Crude Petroleum
and Gus Production Workers for the Jast calendar yoar compared to ihe preceding calendar ywsr as shown by
“The Index of Average Weekiy Earnings of Crude Petroleum and Gas Productien Wirlers” as published by the
United States Departmant of Labor, Bureau of Labor Statistics. The adjusted rates shall be the rates currently
in use, plus or minus the computed adjustment.

¢ For the construction of compressor plants, water stations, secondary recovery syatems, salt water disposs) facill

6. It is specifically understocd that the above overhead rates apply only
to drilling and producing operations and are not intended to- cover the
construction or operation of additional facilities such as, but not limit.
ed to, gasoline plants, .compressor plants, repressuring projects, salt

water disposal facilities, and similar installations. If at any time any
or all of these become necessary to the operation, a separate agreement

will be reached relative to an overhead charge and allocation of distrioct

expense.

;ubject to the further provisions of this Section 1V, Operator will procure a)l Material and services for the Joint Props
rty.. At the Oparator's option, Non-Operstor msy supply Materis] or sarvices {or the Joint Property.
1. Purchases
Material purchased and service procured shall be charged at the price paid by Operator after deduetion of all dis-
counts actually received.
2. Material furnishsd from Operator's Warehouse or Qther Properties
A. New Materin! (Condition “A") .
(1) Tubular goods, two Inch (2°) and over, shail be priced on Eastern Milt base (l. a. Youngstown, Ohlo; Lorain,
Ohlo; and Indlans Harbor, Indiana) on a minimum carlosd basis effactive at date of movement and £, 0. b,
ra{lway recelving point nearast the Joint Property, regardless of quantity. In equalized hauling charges,
Operator is permitted to include ten cents (10¢) per hundred-weight on all tubuler goods furnished from
his stocks in lieu of loading and unloading costs sustained,
(3) Other Material shall be priced at the current replacement cost of the same kind of Material, effective at date
of movement and f. 6. b. the supply store or rallway receiving point nearest the Joint Property where
Material of the same kind Is available. o
(3) The Joint Account shall not be credited with cash discounts spplicable to prices provided for in this Para.
graph 2 of Section 1V.
B. Used Material (Condition “B* and "C")
-¢1) Material in sound and serviceable condition and suitable for reuse without reconditioning. shall be classitied
ss Condition “B" and priced at seventy-five por cent (7587 ) of the current price of new Material,
(2) Materis) which cannot be classificd ss Condition "B™ but which,
(8) After reconditioning will be further serviceable for original function as good secondhand Material
{Condition “B™), or
(b) Is serviceable for original function but aubstantislly not suitable for reconditioning, shall be classifi-
ed a3 Condition “C™ and priced at fifty per cent (307¢) of current new price,
(3) Obsolete Materisl or Materinl which cannot be classified as Condition “B” or Conditlon “C" shall be priced
st a value commensurate with its use. Material no longer suitable for its original purpose but usable for
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ame other purpose, thall be priced on a basis compars?  vith that of items normaily used for such other
purpase.
(4) Materinl involving eraction costs shall be charged at sppicable percentage of the current knocked-down
price of new Material.

3. Premium Prices

3. PREMIUM PRICES
Whenever materials and equipment are not readily obtainable at the custom-
ary supply point and at prices specified in Paragraphs 1 and 2 of this
Seotion III because of national emergancies, strikes or other unusual
causes over which the Operator has no control, the Operator may charge the
Joint account for the required materials on the basis of the Operator's
direct cost and expense incurred in procuring such materials, in making

it suitable for use, and in moving it to the location, provided, however,
that at least ten days prior notice in writing is furnished to Non~Opera-

"tor of the proposed action to be taken by Operator in obtaining or supply-

ing the material and/or equipment called for under the provisions of this
paragraph, whereupon Non-Operator shall have the right by so electing and
notifying Operator within such ten days after ‘receiving notice from the
Cperator, to furnish in kind, or in tonnage &2 the parties may agree, at
the location, nearest railway receiving point, or Operator's storage point
within & comparable distance, all or part of his share of material and/or
equipment suitable for use and acceptable to the Operator. Transportation
costa on any such material furnished by Non-Operator, -at any point other
than &t the location, shall be borne by such Non-Operator. If, pursuant
to the provisions ¢f this paragraph, any Non-Operator furnishes materisl
and/or equipment in kind, appropriate adjustments of accounts between
Operator and Non-Opsrator shall be made. Operator sgrees to acquire the
necessary short supplies and equipment requirsd toc conduct operations upon
the Jjointly owned premises and to tharge the Jjoint account therefor as
herein provided unless Non-Operator slects to supply all or part of same
within the specified period of time.

+ - — . .
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3. Sales te Ouisiders
Salss to outsiders of Materis! from the Jolnt Property shall be credited by Operator to the Joint Account at the net
amount ccllected by Operator from vendes. Any clalm by vendes related to such sale shall be charged back to the
Joint Account if and when paid by Operator.

VI. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT :
Material purchased by sithsr Operator or Non-Oparators or divided In kind, uniess ethenwise sgreed to between
Opserator and Non-Operators shall be pricad en the faliswing basis: :
1. New Price Defined
New price 83 used {n this 8ection VI shall be the prioce specitied for New Material in Section V.
2. New Material
New Matarial (Condlition “A'), being new Muteria] procured for the Joint Property but never used, at one hundred
per eant (100%) of current new price (plus sales tax if any). :
Geod Used Materisl
Good used Material (Condition “B"), being used Matarial In sound and serviceable condition, suitable for reuss
without reconditioning:
A. At seventy-flve per cent (185 ) of current new price it Matprial was charged 1o Joint Account s new, or
B. Atsixty-five per cent (0855) of current new price if Material was originally charged to the Joint Account as
secondhand at saventy-five parcent (75% ) of new price.
4. Other Used Matarial o
Used Materfal (Condition “C™), at fifty per cent (304 ) of currant new price, being used Material which:
A. Is pot in sound and serviceable condition but suitable for reuse after reconditioning, or
B. Is serviceable for original function but not suitable for reconditiening.
§. Bad-Order Material
Materis} (Condition “D"), no longer guitable for its originsl purpose without excessive repair cost but ussble for
some other purpose at & price comparsble with that of {tems normally used for such ather purpose.
8. Junk DMaterial .
Junk Material (Condition “E"), being obsolete snd scrap Materis], st prevailing prices.
7. Temporsrily Used Material
When the use of Materia! s temporary and its service to the Jolnt Property does not justity the reduction in price as
provided for in Paragraph 3 B of this Section VI, such Material shall be priced on a basis that will leave s net charge
to the Joint Account consistent with the value of the service rendersd.

VII. INVENTORIES
‘he Operator shall maintain detailed records of Material generally considersad controllable by the Industry.
1. Periedle Inventotrlos, Notice and Represeniation
At ressonsble intervals, inventories shall be taken by Operator of the Joint Account Materisl, which shall include
all such Material »s Is ordinarily considered controllable. Written notice of intention to take inventory shall be
given by Operator st least thirty (30) days beforc any inventory Is to begin so that Non-Operators may be repre-
sented when any inventory is taken. Failure of Non-Operators to be represented st an (nventory shall bind Non-
. Oporu‘orl to sceept the inventory taken by Operator, who shall in that event furnish Non-Operators with a copy
thereol.
2. Reconciliation and Adjustmaent of Inventories
Reconciliation of inventory with charges to the Joint Account shall be made, and a list of overages and shortages
shall be Jolntly determined by Operator and Non-Operators. Inventory adjustments shall be made by Operater
with the Joint Account for overages and shortages, but Operator shall be held accountable to Non-Operator only
for shortages due to Jack of reasonable diligence. “
3. Speeial Inventories
Special inventories may be taken wherever there is any sale or change of Interest in the Joint Property, It shall be
the duty of the party selling to notify all othar Parties as quickly ss possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventery.
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INSURANCE

‘D‘(‘HXBIT D — Operator shall at all times during the term of this Agreemeat carty insurance to protect the parties hereto as
oliows:

(1) Workmen's compensation and occupationsl disesse insurance a1 cequired by the lawt of the state or states in which
operstions will be conducted and empioyers’ lisbility insurance with a limit of not less than $100,000.

(2) Comprehensive genersl public liability insurance, excluding products linbility inturance, with limits of aot less then:
$100,000 spplicable to bodily injury, sickness or death of any onv petson snd $100,000 for more than one person in day one
sccident, end $100,000 for foss of or damage to property in any one accident and $100,000 aggregate limis spplicsbls to all loas
of or damage to property during the pelicy period.

(3) Automobile public liability insurance covering wll wutomotive equipment used in parformence of work under this
sgeeement with fimits of not Jess than: $100,000 applicable to bodily injury, sickness or desth of aay one person wnd $100,000
for more than one pecson in any one accident, lndPSH.OOO for loss of or damage to property in any one accident.

i

If autometive equipment used is owned exclusively by Operator, no charge will be made to the Joint Account for premiums
for this caverage except as provided in Section I, Paragraph 3 of the Accounting Procedure.

EXHIBIT B — Opentor sbaii require all contractors performing work ander this Agreement to carry the following insurance: .

(1)Workmen's compensation and occupational disease insurance as n?nind by the laws of the state or states {n which opec-
stions will be conducted and employen’ fiability insurance with a limit of not less than $100,000.

(2) Comprehensive genersl subllc lisbility insursace with limits of aot less than: $100,000 applicable to bodlly injury, sick-
vess 0t death of any one person and $100,000 for more than one person in'any one sccident, snd $100,000 for loss of or e to
‘eoperty ia sny one accident and $100,000 aggregate limit applicable to ail loss of or damage to property duting the policy period.

(3) Automobile public lisbility Insurance covering all autometive equipment used in Jafonn-m of work wader this agree-

wat with lmits of aot less than: 100,000 spplicable to bodily injury, sickness or death of any one person and $100,000 for
1ore than one person In any one accident, mdP $25,000 for loss of or damsge to property in sny one sccident.
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ASSIGNMENT OF OIL AND GAS LEASE
STATE OF NEW MEXICO ) (

COUNTY OF EDDY )¢

For a good and valuable consideration, the receipt and
sufficiency of which is hereby acknowledged, Atlantic Richfield
Company, whose address is 600 North Marienfeld, Midland, Texas
79701, (hereinafter referred to as "Assignor") doas hereby sell,
assign, transfer and convey unto Charles E. Nearbury, D/B/A
Nearburg Exploration Company, whose address is 3300 North Avenus
“A®", Building 8, Suite 100, Midland, Texas 79705 (hersinafter
referred to as "Assignee®), all of assignor's right, title and
interest .in and to the 0il and Gas Leasae set forth below
(hereinafter referred to as ¥Said Lease"), insofar and only insofar
as said lease covers the lands described below from the surfacs of
the earth to 10,035'.

Lease No.: M LC~-060122 ]

Lassor: Buresau of Land Management

Date: April 1, 1948

Description: Insofar and only insofar as said lease

covers the North Half (N/2) of
Section 27, T~18-S, R-27-E, ERddy
County, New Mexico

TQ HAVE AND TO HOLD the interest assigned in and to said laase
unte assignee, its successors and assigns; however, this assignment
is made without warranty of title express or implied on the part of
assignee.

Executed this 2/ day of Noverser , 1991.

ATLANTIC RICHFIZLD COMPANY

its: Attorney-in-Fact 7

STATE OF TEXAS }(
COUNTY OF _ MIOLAND X _
This instrument was acknowledged before me this,yﬁ_f day ot

, 1991, by _ _ T. L. HOLLAND ’
Attorney-in-Fact of ATLANTIC ‘RICHFIELD COMPANY, a Delaare

—5_d
in____ B0 330ace 949 _ofthe Eddy

cOrporat_ion .
“Notary Public /

k\i‘l&h V \ t.&&'\
\ 9:&(\2%?% ?S’m \2:
RECEPTION araid N s
12524 *

Xs

STATE OF NEW MEXICO, County of Eddy, ss. [hereby cértifythat thisinstrurent was filed for recard on the
ayof __ December _ AD.19 91 at 1:42 o'clock __P- M, andduly recorded

County Records. ,
KAREN DAVIS, County Clerk By _éZAQ_@%___ Deputy







Yates Petroleum Corporation
Yates Drilling Company

ABO Petroleum Corporation
MYCO Industries, Inc.

H.M. Bettis, Inc.

Turnco Inc.

L.E. Opperman

Bettis Brothers, Inc.

M. Craig Clark

David Cromwell

07847 00200/E148715/1/br

10.50000%
5.25000
5.25000
5.25000
2.91375
2.91375
1.16550

10.50700

3.12500

3.12500

50.00000%
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Chalk AKH Federal #2

Working Interest Owners

Yates Petroleum Corporation
Yates Drilling Company

Abo Petroleum Corporation
Myco Industries, Inc.

H.M. Bettis, Inc.

Turnco Inc.

L.E. Opperman

Bettis Brothers, Inc.

M. Craig Clark

David Cromwell

Nearburg Exploration Company

YATES PETROLEUM CORP.
3EFORE THE COMMISSION

NMOCD CASE NOS. 10467/10473
DATE: 08/13/92 De Novo
EXHIBIT NO.

10.50000%
5.25000
5.25000
5.25000
2.91375
2.91375
1.16550

10.50700
3.12500
3.12500

50.00000
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Mitens S. P. YATES
I E 5 CHAIRMAN OF THE BOARD
MARTIN YATES, il # N JOHN A. YATES
1912 - 1985 A 4 FETRDLEUM PRESIDENT
FRANK W. YATES W/ k E u R F u R H T I u N PEYTON YATES
1936 - 1386 Rt EXECUTIVE VICE PRESIDENT

RANDY G. PATTERSON

SECRETARY

105 SOUTH FOURTH STREET
DENNIS G. KINSEY
ARTESIA, NEWMEXIC0O88210 TREASURER
TELEPHONE (505) 748-1471 "

March 24, 1992

Nearburg Exploration Company

One Petroleum Center, Bldg. 8, Suite 100
3300 North "A" Street

Midland, TX 79705

RE: Chalk "AKH" Federal #2
Township 18 South, Range 27 East
Section 27: N/2
Eddy County, New Mexico

Gentlemen:

Yates Petroleum Corporation hereby proposes to drill the captioned well to the
Morrow formation at a location of 660' FNL and 1320' FEL of Section 27, Township 18
South, Range 27 East. Enclosed are two (2) copies of our Authority for Expenditure to
drill this well.

Also enclosed is a copy of our December 11, 1991, Operating Agreement covering the
lands under this spacing unit in which we own an interest, along with two (2)
Ratifications of Operating Agreement. If you wish to participate in the drilling of this
well, please sign and return one (1) copy of the AFE and one (1) copy of the
Ratification to our office.

Thank you for your prompt attention to this matter. Please give us a call if you have
any questions.

Very truly yours,
YATES PETROLEUM CORPORATION

17 ks Ptz

Mecca Mauritsen
Associate Landman

MM:jrw
enclosure(s)

YATES PETROLEUM CORP.
3EFORE THE COMMISSION
YMOCD CASE NOS. 10467/10473
DATE: 08/13/92 De Novo
EXHIBIT NO. -



SENDER:

* Complete items 1 and/or 2 for additional services,
* Complets items 3, and 4a & b

| also wish to receive the
following services (for an extra

¢ Print your name and address on the reverse of this form so that we can fee)

return this card to you.

* Attach this form to the front of the mailpiece, or on the back if space

does not permit.

* Wirite ‘’Return Receipt Requested’’ on the mailpiace below the article number
* The Return Receipt Fee will provide you the signature of the person delivered

to and the date of delivery.

. [ Addressee’s Address

2. [ Restricted Delivery
Consult postmaster for fee.

3. Article Addressed to:

Nearburg Exploration Company
One Petroleum Center, Bldg.:s,
Suite 100 L
3300 North "A" Street -
Midland, TX 79705

4a. Article Number
P 885 890 5613

Service Type
D Registered O tnsured
&l Certified ~Ocoo
[J Express Mail [ Return Receipt for
Merchandise

7. ?of Delove?,_, 92

5. Signature {Addressee)

C/ %"2‘2? 1 //([Z V4 M(/

8. Addressee’s Address {Only if requested
and fee is paid)

Chalk AKH #2

PS Form 3811, November 1990 «Us.GPo: 1991—287.066 DOMESTIC RETURN RECEIPT




77/ T3 < S. P. YATES
17 4 A I E 5 CHAIRMAN OF THE BOARD
R JOHN A. YATES
y PETROLELUM

MARTIN YATES, Il
1912 - 1985

FRANK W. YATES PEYTON YATES
1936 - 1986 E n R P D R H T I u N EXECUTIVE VICE PRESIDENT
RANDY G. PATTERSON
105 SOUTH FOURTH STREET DENZT;";’:;SEY
ARTESIA, NEWMEXIC0O88210 TREASURER

TELEPHONE (505) 748-1471

April 2, 1992

Nearburg Exploration Company

One Petroleum Center, Bldg. 8, Suite 100
3300 North "A" Street

Midland, TX 79705

RE: Chalk "AKH" Federal #3
Township 18 South, Range 27 East
Section 27: N/2
Eddy County, New Mexico

Gentlemen:

Enclosed are two (2) copies of our Authority for Expenditure to drill the captioned
well to the Morrow formation at a location of 660' FNL and 1980' FEL of Section 27,
Township 18 South, Range 27 East.

Due to the pending force pooling, I have also enclosed the Operating Agreement,
Ratification and Joinder of Operating Agreement and the Authority For Expenditure
for the Chalk "AKH" Fed. #2 that we furnished to you last week. Please note that we
have revised the location of the Chalk #2 well to 660' FNL and 1330' FEL.

Please review the Authority For Expenditures and the Operating Agreement, and if
you wish to join in the drilling of these wells, execute and return one (1) copy of the
AFE's in addition to one (1) copy of the Ratification and Joinder.

Thank you. Please call if you have any questions.
Very truly yours,
YATES PETROLEUM CORPORATION

/ 77 €/ /f’li)aa/«’y‘;lm

Mecca Mauritsen
Associate Landman

MM:jrw
enclosure(s)

YATES PETROLEUM CORP.
3EFORE THE COMMISSION

NMOCD CASE NOS. 10467/10473
JATE: 08/13/92 De Novo
SXHIBIT NO. -



o

w,

TS T TR T i 20 S et e

' SENDER:

+ Complete items 1 and/or 2 for additional urvicos
.Complete items 3, and 4a & b. . ;

does not permit.

. ® Write “Return Receipt Requested’’ on the mailpiece below tho article number
.-.,.* TheReturn Receipt Fee will provlde you the signature of the person delwa
=" to and the date of delivery. i - *

.";'® Print your name and address on the reverse of thu form so that we can
I -return this card to you.
¢ Attach this form to the front of the mailpiece, or on the bnck if space

1 a|so wnsh to receive the
followmg services {for an extra ;
fee): . o

1. D Addressee s Address

2.'X_E_]__Restncted Dehvery S
ConsUlt postmaster for fee.

3 Amcle Addressed to:

Nearburg Exploration Company
One Petroleum Center, Bidg. 8,
Suite 100

3300 North "A" Street

Mld!and TX 79705

B - Ty

4a. Article Number
-P 885 890 618

Service Type i
D Registered " [J insured”

[ Certified +EecoD - i

0 ex Mail Return Receipt for
press Mail ] Merchandise

Tz

5. Signature (Addressee)

6. (Agent)

&ﬂ///m‘wp

8. Addressee’s Address (Only nf requested
- and fee is pald) L

.'Chalk AKH #3

L ’.A T T

PS Form 3811, November 1990 xus. GPO: 1091287066 DOMESTIC RETURN RECEIPT

'v;_,J




DAVID W. CROMWELL
Consulting Geologist

407 North Big Spring, Suite 200
Midland, Texas 79701
915-682-8319

April 23, 1992

0i1 Conservation Division
P.0. Box 2088
Santa Fe, New Mexico 87504-2088

RE: Yates #2 Chalk "AKH"
660' FNL and 1330' FEL
Section 27, T-18-S, R-27-E
Eddy County, New Mexico

Dear Sirs:

In the matter of the drilling application on the above referenced well
before the 0. C. D., I would Tlike to go on record as recommending Yates
Petroleum Corporation to be operator. As a working interest owner and
originator of this prospect, I believe that it is in the best interest of
all parties in the #1 Chalk "AKH" (tr. I, Section 22, T-18-S, R-27-E) of
which Yates Petroleum 1is the operator, to maintain the same operator in
order to equitably develop the reservoir,

Thank you for your consideration in this matter.

Sincerely,

MY Comal

David W. Cromwell

DWC/nh

YATES PETROLEUM CORP.
3EFORE THE COMMISSION
YMOCD CASE NOS. 10467710473
JATE: 08/13/92 De Novo
IXHIBIT NO.



April 9, 1992

Yates Petroleum Corp.

105 S. Fourth Street
Artesia, New Mexico

Gentlemen:

BeTtTis BROTHERS, INC.

AR ToY

ONE FIRST CITY CENTER g 1) |
500 WEST TEXAS, SUITE 830 \“ !
MIDLAND, TEXAS 79701 APR1O 97 ‘

915/685-4128
Fax# 915/685-0198

A TN
2 N A .
S R

APR 20 1997

RE: Chalk "AKH" Fed #2 &
Crhalk "AKH" Fed #3,
N,2 Section 27, T18S, R27E,
Eddy County, New Mexico

This letter is to serve as notice that Bettis Brothers, Inc.,

requests

that Yates

Petroleum Corporation be the designated

operator of the above referenced properties.

Yours very truly,

)

Harry M. Betti




L. E. OPPERMANN
One First City Center
500 W. Texas, Suite 830
Midland, Texas 79701
(915) 685-0593

April 9, 1992

Yates Petroleum Corp.
105 S. Fourth Street
Artesia, New Mexico

RE: Chalk "AKH" Fed #2 &
Chalk "AKH" Fed #3, :
N/2 Section 27, T18S, R27E,
Eddy County, New Mexico

Gentlemen:

This letter is to serve as notice that I would like Yates
Petroleum Corporation to be the designated operator of the above
referenced properties.

Yours very truly,

L. E. Oppérmann

LEQO/sg



BETTIS,

BOYLE AND STOVALL

0il Producers
P. O. Box 1240

Graham,

817-549-0780

April 9,

Yates Petroleum Corporation
105 S. Fourth Street
Artesia, New Mexico 88210

Re:

Gentlemen:

Texas 76450-7240

Fax 817-549-7405

1992

Chalk "AKH" Fed #2 &

Chalk "AKH" Fed #3,

N/2 Section 27, T18S, R27E,
Eddy County, New Mexico

This letter is to serve as notice that H. M. Bettis, Inc. and

Turnco, Inc.,

request that Yates Petroleum Corporation be the

designated operator of the above referenced properties.

WIC/sw

Yours very truly,
BETTIS, BOYLE & STOVALL

W Cmsthio——

Wayne T. Christian



M. CRAIG CLARK

Certified Protessional Landman
310 W. TEXAS AVE o SUITE 714 ¢ MIDLAND, TX 79701 ¢ (915) 684-3811

April 20, 1992

Mr. Ernest L. Carroll

Losee, Carson, Haas & Carroll, P.A.
P.0. Drawer 239

Artesia, New Mexico 88211-0239

Re: Application of Yates Petroleum
for Compulsory Pooling
Eddy County, New Mexico

Dear Mr. Carroll:

Enclosed please find waivers for Cause No. 10467 covering the
above captioned Application which I have executed stating that I
have no objection to Yates Petroleum Corporation’s proposed
locations for the Chalk "AKH" Federal No. 2 & No. 3 wells.

In addition, I fully support Yates Petroleum Corporation to be
Operator of the proposed wells.

Should you have any questions or problems, please do not
hesitate to contact me.

Very truly yours,
M. Ci Clark

MCC/s
Enclosures



A< pz7*i’;<?ﬂf
_.Form 3160--3 /\/\ﬂ/(/(/(&/ SUBMIT IN TRIPLICATE® Forf approved.

(November 1983) (Other Instructions on udget Bureau No. 1004-0136
ti;:,,ly 9 331C) UNITED STATES reverse side) Expires August 31, 1985
DEPARTMENT OF THE INTER]OR $. LEASK DESIGNATION AND BERIAL NO,
BUREAU OF LAND MANAGEMENT LC-060122
6. IF INDIAN, ALLO
APPLICATION FOR PERMIT TO DRILL, DEEPEN, OR PLUG BACK ALLOTTER OF TRISE NouE
la. TYPE OF WORK - _
DR'LL @ DEEPEN D PLUG BACK D « UNIT AGREEMENT NAME
b: TYPE OF WELL
(:::LL ?VAEBLL orHER gs’;‘;“ ;‘:NL:"L‘ 8. FABRM OR LLASE NAME
2. NAME OF (OPERATOR Chalk "AKH" Federal
Yates Petroleum Corporation 9. WILL No.
3. ADDRESS OF OPLEATOR 2
105 Scuth Fourth Street, Artesia, NM 88210 10. FIXLD AND FOGL, GE WILDCAT
4. xCATIQN 0F WELL (Report location vlearly and in accordance with any State requirements.®) Undesignated Morrow
suriace
660' ENL & 1330' FEL; Unit Letter B o T D S o e
At proposed prod. zone s 7 18 7
Same ec. 27, T18S-R27E
14. DIBSTANCE IN MILIS AND DIRECTION FROM NEARKST TOWN OR POST OFFICE® 12. COUNTY OR PARISH | 13. STATE
12 miles east of Artesia, NM ’ Eddy NM
10. DISTANCE FROM PROPUSED® 16. NO. OF ACRES IN LE4ASE 17. NO. OF ACRES ASSIGNED
LOCATION TO NEAREST 660! TO THIS WELL
PROPERTY OR LEASK LINE, FT. 320
{(Also to neareat drig. unit line, {f any)
18. DISTANCE FROM TROLOSED LOCATION® 19. TROPOSED DEPTH 20. ROTARY OR CABLE TOOLS
TO NEAREST WELL, DRILLING, COMPLETED,
OR APPLIEC FOR, ON THIS LEASE, FT. 10,025 Rotary
21. ELEVATIONS (Show whether DF, RT, GR, ete.) 22, APPROX. DATE WORE WILL B8TART®
3457. GR ASAP
23. PROPOSED CASING AND CEMENTING PROGRAM
SIZE OF HOLE 812K OFr CASING WEIGHT PER FOOT SETTING DEPTH QUANTITY OF CEMENT
17 1/2" 13 3/8" H-40 48# 350! 30Q _sx circulared
12 1/4" 9 5/8" J-55 364 1200'" 60Q sx circulated
8 3/4" 5 1/2" J-55 17. & 15.5 [0,025! 500 sx

We propose to drill and test the Morrow and Intermediate formations. Approximately 350!
of surface casing will be set and cement circulated to surface. Intermediate casing
will be set approximately at 1200' and cement circulated. Production casing will be
set to TD and cemented with adequate cover, perforated and treated as needed for
production.

MUD PROGRAM: Fresh water LCM 350', Fresh water 1200', Cut brine 9000', SW Gel/Starch to TD

BOPE PROGRAM: BOPE installed on 9 5/8" casing, tested daily for operational, Yellow Jacket
prior to drilling Wolfcamp.

IN ABOVE SPACE DESCRIBE PROPOSED PROGRAM : If proposal is to deepen or plug back, give data on present productive rone and proposed new productive
zone. If proposal IS to drill or deepen directlonally, give pertinent data on subsurface locations and measured and true vertical depths. Give blowout
preventer program, if any.

) sicxEn @/Q‘ﬂﬁ:—\» £~ )/) ’)42 nme _Permit Adent owee__T~R0~ 22,

{This spuce for Feteral or State office use)

PERMIT NO. API'ROVAL DATE

APPROVED BY TITLE DATE
CONDITIONSI OF APPROVAL, I¥ ANY !

YATES PETROLEUM CORP.
BEFORE THE COMMISSION
NMOCD CASE NOS. 10467/10473

Title 18 U.S... Section 1001, makes it a crim DATE: 08/13/92 De Novo : to a:y depar(me:( ar agency of the
iCc > r within 1ts jurnisdiction.
United States any false, fictitious or fraucule EXHIBIT NO. 5 )




L. "\\/Cm{ﬂ Y

Submit 10 A ate State of New Mexico Form C-102 i
District Orr.gcmpn Energy, Minerals and Nawral Resources Department Reviscd 1-1-89
State Lease - 4 copies
Fee Lease - 3 copies
DISTRICT OIL CONSERVATION DIVISION
P.0. Box 1980, Hobbs, NM 88240 ' aE g-o-ﬁox 2082 5042088
anta Fe, New Mexico 87504-
DISTRICT I
P.O. Drawer DD, Artesia, NM 88210
DISTRICT IIf WELL LOCATION AND ACREAGE DEDICATION PLAT
1000 Rio Brazos Rd., Auzec, NM §7410 All Distances must be from the outer boundaries of the section
Operator Tease Well No.
YATES PETROLEUM CORPORATION CHALK AXKH FEDERAL 2
Unit Letter Section Township Range County
B 27 18 SOUTH 27 EAST NMIM EDDY COUNTY, NM
Acuwual Footage Locatior. of Well:
660 feet from the NORTH line and 1330 feet from the EAST line
Ground level Elev. Producing Formation Pool Dedicated Acreage:
3457. morfo... bld et Marao 320 Acres

1. Qutline the acreage dedicated to the subject well by colored pencil or hachure marks on the plat below.
2 If more than one lease is dedicated 1o the well, outline each and identify the ownership thereof (both as to working interest and royalty).

3. If more than one lease of different ownership is dedicated 10 the well, have the interest of all owners been consolidated by communitization,
unitization, force-pooling, etc.?
D Yes [:] No If answer is "yes" type of consolidation
If answer is "no” list the owners and tract descriptions which have actually been consolidated. (Use reverse side of
this form if nsccessary.
No allowable will be assigned to the well until all interests have been consolidated (by communitization, unitization, forced-pooling, or otherwise)
or until a non-standard unit, eliminating such interest, has been approved by the Division.

OPERATOR CERTIFICATION

I hereby certify that the information
contained herein in frue and compiese 10 the
best of my knowledge and belief.

s.fg‘:%i

Printed Name
ﬁen Beardemph

[

Position
Landman

C !
Y3fls Petroleum Corporatign

al i
P§-17-92 |

SURVEYOR CERTIFICATION

I I hereby certify that the well location shown
I on this plat was plotted from field notes of|
| actual swrveys made by me or under my

—tn e——

supervison, and that the same is true and
correct 10 the best of my knowledge and
belief.

Date Surveyed

| . i i i 1 | i ' ' ]
0 330 660 990 1320 1650 1980 2310 2640 2000




YATES PETROLEUM CORPORATION

Chalk "AKH'" Federal #2
660' FNL and 1330' FEL
Section 27, T18S8-R27E
Eddy County, New Mexico

In conjunction with Form 3160-3, Application for Permit to Drill subject
well, Yates Petroleum Corporation submits the following ten items of
pertinent information in accordance with USGS requirements.

1. The geological surface formation is Alluvium.

2. The estimated tops of geologic markers are as follows:
San Andres 1,150¢
Bone Spring 4,460'"
3rd Bone Spring 6,980
Wolfcanp 7,100
Cisco 7,572"
Strawn 8,800
Atoka 9,350!
Mcrrow Clastics 9,700!
Lower Morrow 9,810!
Barnett Shale 10,000
TD 10,025"
3. The estimated depths at which anticipated water, oil or gas
formations are expected to be encountered:
‘Water: 250!
0il or Gas: Wolfcamp, Penn, Morrow
4. Proposed Casing Program: See Form 3160-3.
5. Pressure Control Equipment: See Form 3160-3 and Exhibit B.

6. Mud Program: See Form 3160-3.



7. Auxiliary Equipment: Kelly Cock; pit level indicators and flow
sensor equipment; sub with full-opening valve on floor, drill
pipe connection.
8. Testing, Logging and Coring Program:
Samples: 10' from surface casing to TD
DET's: None

Coring: None

Logging: CNL/LDT, TD to Casing with CNL to surface; DLL/MSFL TD to
casing, Sonic log TD to casing

9. No abnormal pressures or temperatures are anticipated. No H;S is
anticipated during the drilling of this well.

10. Anticipated starting date: As soon as possible after approval.



MULTI-POINT SURFACE USE AND OPERATIONS PLAN
" Yates Petroleum Corporation
Chalk "AKH'" Federal #2
660' FNL and 1330' FEL
Section 27-T18S-R27E
Eddy County, New Mexico

This plan is submitted with Form 3160-3, Application for Permit to
Drill, covering the above described well. The purpose of this plan is
to describe the location of the proposed well, the proposed construction
activities and operations plan, the magnitude of surface disturbance
involved and the procedures to be followed in rehabilitating the surface
after completion of the operations, so that a complete appraisal can be
made of the environmental effect associated with the operations.

EXISTING ROADS:

Exhibit A is a portion of BLM map showing the well and roads in the
vicinity of the proposed location. The proposed wellsite is
lccated approximately 12 miles east of Artesia, New Mexico

and the access route to the location is indicated in red and

green on Exhibit A.

DIRECTIONS:

1. Go east of Artesia on Highway 82 to Illinois Camp Road.

2. Turn south for approximately 4.5 miles to Eddy County Road
#234.

3. Turn west for 1/2 mile and cross cattleguard.

4. Follow caliche road for 2 miles to cattleguard and take left
after cattleguard for 1/4 mile.

5. New road starts here.

PLANNED ACCESS ROAD

A.

The proposed new access will be approximately 500' in length
from point of origin to the Northeast edge of the drilling
pad. The road will lie in a north to south direction.

The new road will be 14 feet in width (driving surface) and
will be adequately drained to control runoff and soil erosion.
The new road will be bladed with drainage on one side. No
traffic turnouts will be built.

The route of the road is visible.



Chalk "2KH" Federal #2
Page 2 :

3.

LOCATION OF EXISTING WELL

A.

B.

There is drilling activity within a one-mile radius of the
wellsite.

Exhibit D shows existing wells within a one-mile radius of the
proposed wellsite.

LOCATION OF EXISTING AND/OR PROPOSED FACILITIES

A.

B.

There are production facilities on this lease at the present
time.

In the event that the well is productive, the necessary
production facilities will be installed on the drilling pad.
If the well is productive o0il, a gas or diesel self-contained
unit will be used to provide the necessary power. No power
will be required if the well is productive of gas.

LOCATION AND TYPE OF WATER SUPPLY:

A.

It is planned to drill the proposed well with a fresh water
system. The water will be obtained from commercial sources
and will be hauled to the location by truck over the existing
and proposed roads shown in Exhibit A.

SOURCE OF CONSTRUCTION MATERIALS:

Private pit located NE/4NE/4 Sec. 26, T18S-R27E

METHODS OF HANDLING WASTE DISPOSAL:

A,
B.

Drill cuttings will be disposed of in the reserve pits.
Drilling fluids will be allowed to evaporate in the reserve
pits until the pits are dry.

Water produced during operations will be collected in tanks
until hauled to an approved disposal system, or separate
disposal application will be submitted.

0il produced during operations will be stored in tanks until
sold.

Current laws and regulations pertaining to the disposal of
human waste will be complied with.

All trash, junk and other waste materials will be contained in
trash bins to prevent scattering and will be removed and
deposited in an approved sanitary land fill. Burial on site
is not approved.



Chalk "AKH" Federal #2
Page 3

8.

10.

11.

12.

ANCILLARY FACILITIES:

A.

None required.

WELLSITE LAYOUT:

A.

Bi
C.

Exhibit C shows the relative location and dimensions of the
well pad, the reserve pits, the location of the drilling
equipment, rig orientation and access road approach. A cross
section of drill pad with approximate cuts, fills and pad
orientation is shown on Exhibit E.

The reserve pits will be plastic lined.

A 400' X 400' area has been staked and flagged.

PIANS FCR RESTORATION OF THE SURFACE:

A.

After finishing re-entry and/or completion operations, all
equipment and other material not needed for further operations
will be removed. The location will be cleaned of all trash
and junk to leave the wellsite in as aesthetically pleasing

a condition as possible.

Unguarded pits, if any, containing fluids will be fenced until
they have dried and been leveled.

If the proposed well is non-productive, all rehabilitation
and/or vegetation requirements of Bureau of Land Management
will be complied with and will be accomplished as
expeditiously as possible. All pits will be filled level
within 90 days after abandonment.

SURFACE OWNERSHIP: Bureau of Land Management

P. 0. Box 1778
Carlsbad, New Mexico 88220

OTHER INFORMATION:

A,

Topography: Refer to the existing archaeological report for a
description of the topography, flora, fauna, soil
characteristics, dwellings, historical and cultural sites.

The primary surface use is for grazing.



Chalk "AKH" Federal #2
Page 4 :

130

13.

OPERATOR'S REPRESENTATIVE:

A. Through A.P.D. Approval: B. Through Drilling Operations,
Completions and Production:
Ken Beardemphl, Landman Mike Slater, Operations Manager
Yates Petroleum Corporation Yates Petroleum Corporation
105 South Fourth Street 105 South Fourth Street
Artesia, New Mexico 88210 Artesia, New Mexico 88210
Phone (505)748-1471 Phone (505)748-1471
CERTIFICATION:

I hereby certify that I, or persons under my direct supervision,
have inspected the proposed drillsite and access route, that I am
familiar with the conditions which presently exist; that the
statements made in this plan are to the best of my kKnowledge, true
and correct; and, that the work associated with the operations
proposed herein will be performed by Yates Petroleum Corporation
and its contractors and subcontractors in conformity with this
plan and the terms and conditions under which it is approved.

This statement is subject to the provisions of 18 U.S.C. 1001 for
the filing of a false statement.

April 10, 1992 w< mﬁq

Date Clifton{R. May
' Permit Agent
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BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATION OF
YATES PETROLEUM CORPORATION FOR
COMPULSORY POOLING, EDDY COUNTY,
NEW MEXICO

CASE NO. 10467

WAIVER
As an offset operator, M. CRAIG CLARK has no objections
to Yates Petroleum Corporation drilling its proposed Chalk "AKH"
Federal No. 2 Well located at a point 660 feet from the North line
and 1320 feet from the East line of Section 27, Township 18 South,

Range 27 East, N.M.P.M., Eddy County, New Mexico.

4. te

M. Cral lark

4/ 20/4 Z—

Datée s

YATES PETROLEUM CORP.
BEFORE THE COMMISSION
NMOCD CASE NOS. 10467710473
DATE: 08/13/92 _ Do Novo
EXHIBIT NO.



BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATION OF
YATES PETROLEUM CORPORATION FOR
COMPULSORY POOLING, EDDY COUNTY,
NEW MEXICO

CASE NO. 10467

WAIVER
As an offset operator, TURNCO, INC. has no objections to
Yates Petroleum Corporation drilling its proposed Chalk "AKH"
Federal No. 2 Well located at a point 660 feet from the North line
and 1320 feet from the East line of Section 27, Township 18 South,
Range 27 East, N.M.P.M., Eddy County, New Mexico.

TURNCO, INC.

By: JL)M}M C%Mjhw»

President

Title
4zfar

Date



BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATION OF
YATES PETROLEUM CORPORATION FOR
COMPULSORY POOLING, EDDY COUNTY,
NEW MEXICO

CASE NO. 10467

WAIVER
As an offset operator, BETTIS BROTHERS, INC. has no ob-
jections to Yates Petroleum Corporation drilling its proposed
Chalk "AKH" Federal No. 2 Well located at a point 660 feet from
the North line and 1320 feet from the East line of Section 27,
Township 18 South, Range 27 East, N.M.P.M., Eddy County, New
Mexico.

BETTIS BROTHERS, INC.

e

) g

Title

b

Daté ”’




BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATION OF
YATES PETROLEUM CORPORATION FOR
COMPULSORY POOLING, EDDY COUNTY,
NEW MEXICO

CASE NO. 10467

WALIVER
As an offset operator, H. M. BETTIS, INC. has no objec-
tions to Yates Petroleum Corporation drilling its proposed Chalk
WAKH" Federal No. 2 Well 1located at a point 660 feet from the
North line and 1320 feet from the East line of Section 27, Town-
ship 18 South, Range 27 East, N.M.P.M., Eddy County, New Mexico.

H. M. BETTIS, INC.

By: / %’W/j«ém

JAE S

Title

4j-7-92
Date




BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATION OF
YATES PETROLEUM CORPORATION FOR
COMPULSORY POOLING, EDDY COUNTY,
NEW MEXICO

CASE NO. 10467

WAIVER
As an offset operator, ORYX ENERGY COMPANY has no objec-
tions to Yates Petroleum Corporation drilling its proposed Chalk
P"AKH" Federal No. 2 Well located at a point 660 feet from the
North line and 1320 feet from the East line of Section 27, Town-
ship 18 South, Range 27 East, N.M.P.M., Eddy County, New Mexico.

ORYX ENERGY COMPANY

By: tji/z3- /Q23#£196 é%,f2J§E?C<jpé;r—

GCG/&&: ca( MC.,«Q e -

Title = ~
S

«/s/72

Date /




BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATION OF
YATES PETROLEUM CORPORATION FOR
COMPULSORY POOLING, EDDY COUNTY,
NEW MEXICO

CASE NO. 10467

9 S8 09 a8 G

WAIVER
As an offset operator, DAVID W. CROMWELL has no objec-
tions to Yates Petroleum Corporation drilling its proposed Chalk
"AKH" Federal No. 2 Well located at a point 660 feet from the
North line and 1320 feet from the East line of Section 27, Town-

ship 18 South, Range 27 East, N.M.P.M., Eddy County, New Mexico.

g N\ ’ \ 1
\_/Co X \ind Yk,

David W. Cromwell

\> \3\%\\& “L

Date



BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATION OF
YATES PETROLEUM CORPORATION FOR
COMPULSORY POOLING, EDDY COUNTY,
NEW MEXICO

CASE NO. 10467

WAIVER
As an offset operator, BABER WELL SERVICING has no
objections to Yates Petroleum Corporation drilling its proposed
Chalk "AKH" Federal No. 2 Well located at a point 660 feet from
the North line and 1320 feet from the East line of Section 27,
Township 18 South, Range 27 East, N.M.P.M., Eddy County, New

Mexico.

BABER WELL SERVICING

By;M’é/é‘*\/’

PRESIDENT
Title

APRIL 2, 1992
Date




BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATION OF
YATES PETROLEUM CORPORATION FOR
COMPULSORY POOLING, EDDY COUNTY,
NEW MEXICO

CASE NO. 10467

WAIVER
As an offset operator, L. E. OPPERMANN has no objections
to Yates Petroleum Corporation drilling its proposed Chalk "AKH"
Federal No. 2 Well located at a point 660 feet from the North line
and 1320 feet from the East line of Section 27, Township 18 South,

Fange 27 East, N.M.P.M., Eddy County, New Mexico.

75 %,

L. E. Opfédrmann

ok 5/ 1992

Date




BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATIONS )
OF YATES PETROLEUM CORPORATION )
FOR COMPULSORY POOLING, EDDY )

)

COUNTY, NEW MEXICO. CASE NOS. 10467, 10472

CERTIFICATE OF MAILING
AND
COMPLIANCE WITH RULE 1207

In accordance with Division Rule 1207, I hereby certify
that copies of the applications filed in and notice of the
hearing of the above-referenced cases were mailed, at least
twenty days prior to the hearing of April 30, 1992, to the
operators and interested parties listed in Exhibit "A",.

Also attached hereto are representative copies of said
correspondence and evidence of its receipt as Exhibit "B".

o7 G

Ernest L. Carroll

LOSEE, CARSON, HAAS & CARROLL, P.A.
P. O. Drawer 239

Artesia, New Mexico 88211-0239
Attorneys for Applicant

STATE OF NEW MEXICO )
: ss
COUNTY OF EDDY )

SUBSCRIBED AND SWORN TO before me this April 29, 1992.

N vt

Notary P%gllc
My commission expires: {

November 17, 1992

YATES PETROLEUM CORP.
BEFORE THE COMMISSION
NMOCD CASE NOS. 10467/10473
DATE: 08/13/92 _ De Novo
EXHIBIT NO.



EXHIBIT "“A"

CHALK NO. 2

H. M. Bettis, Inc.
Turnco, Inc.
P. O. Box 1240
Graham, TX 76540

Bettis Brothers, Inc.
L.E. Oppermann
500 West Texas, Suite 830
Midland, TX 79701

M. Craig Clark
310 W. Texas, Suite 714
Midland, TX 79705

David W. Cromwell
2819 West Shandon
Midland, TX 79705

Nearburg Exploration Company
One Petroleum Center, Bldg. 8
330 North "A" Street, Ste. 100
Midland, TX 79705

Oryx Energy Company
P. O. Box 2880
Dallas, TX 75221-2880

Baber Well Servicing
P. 0. Box 1772
Hobbs, NM 88240

CHALK NO. 3

H. M. Bettis, Inc.
Turnco, Inc.
P. O. Box 1240
Graham, TX 76540

Bettis Brothers, Inc.
L.E. Oppermann
500 West Texas, Suite 830
Midland, TX 79701

M. Craig Clark
310 W. Texas, Suite 714
Midland, TX 79705

David W. Cromwell
2819 West Shandon
Midland, TX 79705

Nearburg Exploration Company
One Petroleum Center, Bldg. 8
Suite 100
330 North "A" Street
Midland, TX 79705
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' LAW OFFICES

LOSEE, CARSON, HAAS & CARROLL, P A.

ERNEST L. CARROLL 300 YATES PETROLEUM BUILDING TELEPHONE

JOEL M. CARSON P O.DRAWER 239 (505) 748-3505
JAMES E. HAAS
ARTESIA, NEW MEXICO 88211-0239 TELECOPY

A.J. LOSEE
— (305) 748-63i8

OEAN B. CROSS
MARY LYNN BOGLE

March 30, 1992

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

L. E. Oppermann
500 West Texas, Suite 830
Midland, Texas 79701

Re: Applications of Yates Petroleum Corporation
for Compulsory Pooling, Eddy County, New Mexico

Dear Mr. Oppermann:

This office represents Yates Petroleum Corporation. On March 24,
1992 Yates Petroleum Corporation filed its Application for com-
pulsory pooling for its Chalk "AKH" Federal No. 2 Well, and on
March 27, 1992 it filed its Application for compulsory pooling
for its Chalk "AKH" Federal No. 3 Well, both in Section 27, Town-
ship 18 South, Range 27 East, N.M.P.M., Eddy County, New Mexico.
Copies of both Applications are enclosed for reference.

The New Mexico 0il Conservation Division has set April 30, 1992
as the date for said hearing on both Applications. Any party
wishing to appear must file a prehearing statement by the Friday
prior to the date of hearing, and any party wishing to receive
other parties' prehearing statements or pleadings must file an
entry of appearance.

I am also enclosing Waivers for your execution and return to me
shculd you have no objection to said Applications. If you intend
to object to said Applications, please let me know. TIf you have
any questions, please do not hesitate to contact me.

Very truly yours,

LOSEE, CARSON, HAAS & CARROLL, P.A.

Ernest L. Carroll

ELC:bjk
Enclosures

EXHIBIT "B"
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