
AMOCO-RED BLUFF FEDERAL #3 WELL 

LOCATED IN THE NW/4 NE/4 OF SECTION 28 

TOWNSHIP 26 SOUTH, RANGE 29 EAST, NMPM 

EDDY COUNTY, NEW MEXICO 

2.8 

O 

O 

Federal Lease NM NM-71599 
Record T i t l e - Red Bluff Water Power Control Dis t r i c t 
Operating Rights - G.P. I I Energy, Inc. 
11.384 acres within the 40 acre spacing unit 
28.46% of the Amoco-Red Bluff Federal #3 well 

Federal Lease NM-38636 
Record T i t l e - Amoco Production Company 
Operating Rights - Mallon Oil Company, et al . 
28.616 acres within the 40 acre spacing unit 
71.54% of the Amoco-Red Bluff Federal #3 well 





Phone and Conversation Log 

Joe Cox - Re: Amoco-Red Bluff-Federal #3 

7- 21-89 Terry Lewis - called to discuss AirDCO-Federal #2 dry 
hole i n SENE Sec 29, T265,R29E. 

8- 03-89 George Reubleman - Archeologist for BLM Carlsbad -
called - He had not received archeological survey for 
ARBF #3 APD. 

8-07-89 Jim Hart - Pecos Archeological - Has been busy, w i l l 
complete report and send to BLM. 

8-11-89 George Reubleman (BLM) - Going to well site (original 
stake) today to assess archeological f i n d . He w i l l 
c a l l with recommendation on what can be done. 

8-17-89 Attempted calling Terry Lewis (George Mitchell I I ) 
returning his c a l l . Left message on answering machine 
at George Mitchell's phone number. 

8- 21-89 George Reubleman (BLM) - Will need to move stake 
100-200' North and East to avoid archeological 
problems. 

9- 07-89 Barry Hunt - (BLM) Wi l l meet with George Reubleman and 
John West Engineering today at well site to 
re-survey. 

11- 27-89 Mike Stogner (JMOCD) - Called with authorization 
number for non-standard location - NSL 2716. 

12- 09-89 Discussion with Karen McClintock - George Mitchell 
w i l l not be participating i n ARBF#3. Karen leaving 
town for two weeks. 

12-14-89 George Mitchell - Called him to f i n d out where his 
discussions with Karen McClintock had l e f t o f f . He 
said he had offered 75% NRI Farmout. He i s waiting 
for her to send an agreement i f accepted. 

12-15-89 Robert Mclosky - JSM O&G - Decided not to send royalty 
reduction proposed back approved. They would be 
interested in discussing another form of royalty 
reduction proposal allowing them to come back i n for 
their f u l l royalty after some multiple of pay out. 

12-19-89 Began calling partners to t r y to distribute Mitchell 
interest to allow well to be d r i l l e d . 



12-21-89 Called CapStar D r i l l i n g on r i g a v a i l a b i l i t y 

12-21-89 Calling partners on working interest allocations. 

12-22-89 Calling partners on working interest allocations. 

12-22-89 Called Jim Burleson to start d i r t work on well-site. 
He w i l l start Tuesday (12-26-89). Work should take 
2-3 days. 

12-22-89 Called Frank's Rat Hole Service to have conductor set 
around 12-29-89. 

12-22-89 Notified BLM (Adam Salam) that d i r t work would begin 
12-26-89. 

12-27-89 Finished calls to partners regarding allocation of 
Mitchell interest. 

12-28-89 Rob Hobson - CapStar D r i l l i n g - Called to say r i g 
should be available around January 6. 

- other calls were made and not recorded during this 
period including a conversation with Terry Lewis 
around 9-08-89 i n which a phone meeting was set up for 
10:00 a.m. on 9-12-89 to discuss our concerns about 
their AFE. George Mitchell and Terry Lewis were to 
c a l l and did not. Several other calls were made 
regarding the actual d r i l l i n g of the well. 



Force Pooling Amoco-Red Bluf f #3 well 
Karen E. McClintock's notes 

2/2/89 
Contacted Mr. Fuller with Red Bluff and offered a 5% ORRI on the Amoco-Red 
Bluff #2 (the 30 day time period had lapsed for AFE response). Mr. Fuller 
said that the committee is meeting on the 13th and he would contact me 
after the meeting. 

2/20/89 
Mr. Fuller called to t e l l me that the 5% was unacceptable. Red Bluff 
looking to put together a block in 27 & 28 and would we be interested? I 
told him that MOC would be interested but not with a heavy burden. Mr. 
Fuller said that a 10% would probably be acceptable to the committee. I 
explained that MOC was not exactly t h r i l l e d with the production in Pecos 
River an a 10% ORRI would not allow for a high enough NRI for us to 
j u s t i f y d r i l l i n g . I also explained that i f we can't reach a compromise, 
we would have to force-pool, which we would prefer to avoid. 

3/29/89 
Called and talked with Jim Ed Miller (new General Manager) told him we 
would s t i l l l i k e to offer a 5% on one d r i l l s i t e , but i f they would 
farm-out the entire Red Bluff acreage position in Sections 27 & 28 we 
would give them a 7.5% ORRI with a 180 day continuous d r i l l i n g commitment, 
tied to Amoco Farmout. 
The committee meets • every second Monday of the month (April 10th) Mr. 
Miller indicated that a 10% ORRI would be the best they could do. 

4/17/89 
Mr. Fuller called. S t i l l want a 10% ORRI. Possibly two packages put 
togther, one for 27 & 28 and another for the remainder. 

5/4/89 
Mr. Fuller called. Will s i t for now with our offer. Will t r y to sell but 
w i l l not be forced-pooled. I explained that we w i l l have to i n i t i a t e a 
force-pooling by later part of June, due to our deadline with Amoco. He 
requested the expenses for the Amoco-Red Bluff #1 well. 

6/12/89 
Mr. Fuller and Mr. Miller called to l e t me know that they would not 
execute the C/A for the Amoco-Red Bluff #1 well, pursuant to their 
attorney's request. I reached their attorney. B i l l Kerr (915)683-3291 and 
explained what needed to be done. C/A executed. 
Offered 5% on one well and 7.5% on a l l locations. 

6/28/89 

Jim Ed Miller requested costs for #1 well. 

6/30/89 
Mr. Fuller called. Farmed-out to: 

G.P. I I Energy, Inc. 
Box 50682 
Midland, TX 79710 

(915)684-4748 - George P. Mitchell I I 
A six month continuous d r i l l i n g clause indicated. 
Attorney firming up deal. 

7/10/89 
Called Mr. Mitchell. Explained the situation, as to our deadline. He 
indicated willingness to participate in the well, but needed an AFE and 
Operating Agreement. We discussed operations, but I told Mr. Mitchell 
that we wanted to maintain operations. 
Mailed an AFE and Operating Agreement for the well on the 12th of July. 

I had another phone c a l l with Mr. Mitchell concerning the Non-consent 
penalty for Operating Agreement. Explained that 400% the same as the 
other Agreements with our Working Interest Partners. He expressed a 
desire to meet with Joe Cox and myself to discuss the AFE cost (too high) 
Would we be willing to give up operations? Would be happy to meet and 
li s t e n to their ideas and suggestions. 



11/28/89 
Mailed out new AFE to Mitchell for #3 well, with new location. 

12/5/89 
Mitchell called to l e t me know that he would not participate, wanted to 
Farm-out the interest. I expressed my suprise at the decision, as the 
meeting with him and Terry Lewis, he said that he would participate 
regardless of the Operator issue. I told him to put i t in writing, with a 
proposal. 

12/26/89 
Called Mitchell to l e t him know that the 75% NRI too low. I wanted to 
know i f he could go back to Red Bluff and see i f they would ease up on 
their ORRI, in order to deliver an 83% NRI. Mr. Mitchell told me he had 
tried to talk with Red Bluff, but i t was no use. I cla r i f i e d his reasons 
for not participating were because the AFE was too high and they wanted to 
d r i l l the #2 location rather than the #3. I explained that I would talk 
with my people as to a solution to the problem. 

12/29/89 
Called Mitchell to le t him know that we are force-pooling trie Red Bluff 
Interest. 
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RECEIVE: FED Q 1 igŝ  
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FADiLLA & SNYDER 
A T T O R N E Y S A T L A W 

P.O. BOX 2523 

SANTA FE. NEW MEXICO S75C4-2523 

(5C5i 9S6-7577 

January 30, 199 0 

FAX 9 8 8 - 7 5 9 2 

AREA C C C E SOS 

HAND-DELIVERED 

William ?. Carr, Esq. 
Campbell & Black 
P. 6. Box 2208 
b e . - <= / n e w / I C X J - C O O J O U X 

Re: Mallon CCD Application 
Case No. 9867 

Dear Mr. Carr: 

Enclosed are portions of Compensated Nuetron Formation 
Density and Dual Laterolog logs f o r the east o f f s e t t o 
Mallon's proposed w e l l . 

should ycu have any cuestions please l e t me know 
rs 

a:2V t r u l y yours, 

5rr~nsst L. 'Padilla 

EL?/mg 
Enclosures as stated 
cc: Mall'cn O i l Company 



CAMPBELL 5 BLACK, P.A. 

J £ - - E = S O N = . i c : 

S o l " i - i O N O S T B G j i : i L U ? : 

P O S T C f - I C i S C X = 2 C 8 

SANTA FE. NEW MEXICO S7504-220S 

T : . ; = - O V £ : ( S O S ! 9 S 3 - " 2 

January 11, 1990 

CERTIFIED MAIL 
RETURN RECEIPT REQUESTED 

Mallon Oil Company 
1099 18th Street* 
Suite 2750 

Denver, Colorado 80202 

Attn: Joe Cox 

Re: Application of George Mitchell d/b/a G.P. I I Energy, Inc. for Compulsory 
Pooling, Eddy County. New Mexico 

Gentlemen: 

This letter is to advise you that George Mitchell d/b/a GJ?. I I Energy. Inc. has filed an 
application with the New Mexico Oil Conservation Division seeking an order force pooling 
of all mineral interests from the surface to the base of the Cherrv Canvon formation for 
any and all formations and/or pools developed on 40-acre spacing, in and under the NW/4 
NE/4 of Section 28, Township 26 South, Range 29 East, N.M.P.M., Eddy County, New 
Mexico. George Mitchell d/b/a G.P. I I Energy, Inc. proposes to dedicate the referenced 
pooled unit to a well to be located at a standard location in the NW/4 NE/4 of said 
Section 28. 

This application has been set for hearing before a Division Examiner on February 7, 
1990. You are not required to attend this hearing, but as an owner of an interest that 
may be subject to pooling, you may appear and present testimony. Failure to appear at 
that time and become a party of record will preclude you from challenging the matter at 
a later date. 

WILLIAM F. CARR 
ATTORNEY FOR GEORGE MITCHELL d/b/a G.P. ENERGY, INC. 
WFC:mlh 

RECEIVED JAM 1 5 inog 



PADILLA & SNYDER 
ATTORNEYS AT LAW 

2 0 0 W. M A R C Y . S U I T E 2 1 2 

P.O. B O X 2 5 2 3 

E R N E S T L. P A D I L L A S A N T A F E . NEW M E X I C O 8 7 5 0 4 - 2 5 2 3 FAX 9 8 8 - 7 5 9 2 

M A R Y J O S N Y D E R A R E A C O D E 5 0 5 

( 5 0 5 ) 9 8 8 - 7 5 7 7 

January 9, 1990 

CERTIFIED MAIL 
RETURN RECEIPT REQUESTED 

TO: ALL NON-CONSENTING WORKING INTEREST OWNERS (See 
atta c h e d l i s t ) 

RE: Notice o f A p p l i c a t i o n f o r Compulsory P o o l i n g , Red 
B l u f f Federal #3, Eddy County, New Mexico 

Pursuant t o the Rules and Regulations o f t h e General 

Rules o f th e O i l Conservation D i v i s i o n o f New Mexico, n o t i c e 

i s hereby g i v e n of t h e above-referenced a p p l i c a t i o n . You 

may p r o t e s t t he enclosed a p p l i c a t i o n by appearing a t the 

hea r i n g o f t h i s a p p l i c a t i o n which w i l l be heard on February 

7, 1990, beginning a t the hour o f 8:15 a.m., a t t h e o f f i c e s 

of t h e O i l Conservation D i s i v i o n , S t a t e Land O f f i c e 

B u i l d i n g , 310 Old Santa Fe T r a i l , Santa Fe, New Mexico. 

Ernest L. P a d i l l a 

ELP:pmc 
Enclosure: Copy o f A p p l i c a t i o n 

173.18 



NON-CONSENTING WORKING INTEREST OWNERS: 

Red B l u f f Water * Power Control D i s t r i c t 
H I w. 2nd Street 
Pecos, Texas 79772 

George P. M i t c h e l l I I 
p O. BOX 50682 
T ^ d l a n d ^ T e x a s 79710 _ „ 

A SENDER: Complete Items 1 and 2 when additional services are desired, and cornp«*» 

^ ^ ^ S S L 2. Q RMtttettd Oothwy 
1. • Show to w . h o P - d 8 , , w ^ i ^ J e ) n d a d d r e s S e 8 a 0 Q r e a s - *• gxoactogt; 

l < — 1 - Article Number 3. Article Addressed to: 

Red Bluff Water & Power Control 
District 

111 W. 2nd Street 
Pecos, TX 79772 

Type of Service: 
Q Registered • Insured 
•"Certified LJCOD . 

A SENDER: Complete items 1 and 2 when additional services are desired, and complete hems 
™ 3 and 4. 
Put your address In the "RETURN TO" Space on the reverse-side. Failure to do this will prevent this 
card from beina returned to you. The return receipt fee will provide you the name of the person delivered 
to and the date of delivery. For additional fees the followina services are available. Consult postmaster 
for fees and check boxles) for additional service(s) requested. 
1. • Show to whom delivered, date, and addressee's address. 2. • Restricted Delivery 

(Extra charge) (Extra charge) 
3. Articla Addressed fb : 

George P . "^Mi tche l l I I 
P. 0 . Box 50682 ;* 

j M i d l a n d , TX 79710 V?' 
» 
i 

/ 

4. Article Number 3. Articla Addressed fb : 

George P . "^Mi tche l l I I 
P. 0 . Box 50682 ;* 

j M i d l a n d , TX 79710 V?' 
» 
i 

/ 

Type of Service: 
Cjjieglstered L~] Insured 
EJcertlfled • COD 
• Express Mail • ft»sa 

3. Articla Addressed fb : 

George P . "^Mi tche l l I I 
P. 0 . Box 50682 ;* 

j M i d l a n d , TX 79710 V?' 
» 
i 

/ 
Always obtain signature of addressee 
or agent and DATE DELIVERED. 

BvSignaturfl — Adtjwss 8. Addressee's Address (ONLY if 
requested and fee paid) 

6. Sigrtature ^7%Bnt 

X 

8. Addressee's Address (ONLY if 
requested and fee paid) 

7. Date of Delivery j ^ j 

8. Addressee's Address (ONLY if 
requested and fee paid) 



PADILLA & SNYDER 
ATTORNEYS AT LAW 

2 0 0 W. MARCY. SUITE 2 1 2 

P.O. BOX 2 5 2 3 

ERNEST L PAOILLA SANTA FE, NEW MEXICO 8 7 5 0 4 - 2 5 2 3 FAX 9813.7592 
WARY JO SNYDER AREA CCOE 505 

(505) 988-7577 

January 3, 19 90 

HAND DELIVERED 

Mr. W i l l i a m J. LeMay, D i r e c t o r 
;> = .-.' r i C A i C O U i i L U U S c j . V a i . l O i l U I V 

State Land O f f i c e B u i l d i n g 
310 Old Santa Fe T r a i l 
Santa Fe, New Mexico S7501 

Re: Force Pooling A p p l i c a t i o n 
Amoco Red E l u f f Federal =3 
Section 28-26S-29E 
Eddy County, New Mexico 

Dear Mr. LeMay: 

Enclosed please f i n d , i n t r i p l i c a t e , Mallon O i l 
Company's A p p l i c a t i o n f o r Compulsory Pooling f o r i t s Amoco 
Red B l u f f Federal #3. 

r,LP:pmc 
Enclosure as s t a t e d 
cc w / e r i c i : I ' s l i c r i Oxi Company 

173 . 



BEFORE THE OIL CONSERVATION DIVISION 

OF THE STATE OF NEW MEXICO 

IN THE MATTER OF THE APPLICATION ) 
OF MALLON OIL COMPANY COMPULSORY ) CASE NO, 
POOLING, EDDY COUNTY, NEW MEXICO ) 

) 

APPLICATION 

COMES NOW, MALLON OIL COMPANY, by and through its; 

attorneys, Padilla & Snyder, Attorneys At Law, and i n 

support hereof, r e s p e c t f u l l y states: 

1. Applicant has the r i g h t t o d r i l l i t s Amoco Red 

Blu f f Federal #3 Well t o t e s t a l l formations and zones; 

c o n s t i t u t i n g the Delaware Mountain Group as an o i l we l l , 

which i s t o be located at a standard l o c a t i o n i n the 

NW/4NE/4, Section 28, Township 26 South, Range 29 East, 

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

2. The applicant has dedicated the NW/4NE/4 of said 

section t o t h i s w e l l , and there are i n t e r e s t owners i n the 

proration u n i t "who have not agreed t o pool t h e i r i n t e r e s t s . 

3. Applicant should be designated the operator of the 

well and the proration u n i t . 



4. To avoid the d r i l l i n g of unnecessary wells, to 

protect c o r r e l a t i v e r i g h t s and to a f f o r d t o the owner of 

each i n t e r e s t i n said u n i t , the opportunity to recover or 

receive without unnecessary expense, his j u s t and f a i r share 

cf the o i l i n said u n i t , a l l mineral i n t e r e s t s , whatever 

they may be, i n a l l formations and zones c o n s t i t u t i n g the 

Delaware Mountain Group underlying the NW/4NE/4 of said 

Section 23 should be pooled. 

5. That any non-consenting working i n t e r e s t owner 

that does not pay his share of estimated w e l l costs should 

have withheld from production his share of the reasonable 

well costs, plus an ad d i t i o n a l 200% thereof as a reasonable 

charge f o r the r i s k involved i n the d r i l l i n g of the w e l l . 

6. Applicant should be authorized t o withhold from 

action the proportionate share of a reasonable 

super-/isicn charge f o r d r i l l i n g and producing v e i l s 

a t t r i b u t a b l e to each non-consenting working i n t e r e s t owner. 

Vu.ij_irCJlj J. urCij , a u p i i u a l l i . p i a ^ S u i c L • 

A. This application be set f o r hearing before an 

examiner and that notice of said hearing be given as 

required by law. 

ir i n g , the Division enter i t s order pooling 

i l l mineral i n t e r e s t , whatever they may be, from a l l 

D a n e r> »j _ Z 



formations and zones c o n s t i t u t i n g the Delaware Mountain 

Group underlying the NW/4NE/4 of said Section 28, Township 

26 South, Range 29 East, N.M.P.M., Eddy County, New Mexico, 

to form a 4 0-acre spacing u n i t dedicated t o applicant's 

w e l l . 

C. And for such other r e l i e f as may be j u s t i n the 

E*=rres- L. Pad i l l a 

PADILLA & SNYDER 
P. 0. Box 2523 

Santa Fe, New Mexico 87504-2523 

Attorneys f o r Applicant 
173.18 

Page 3 



Amoco-Red Bluff-Federal #3 
NW/4 NE/4, Sec 28, T265, R29E 

Eddy Co., New Mexico 

February 6, 1990 

Anticipated D r i l l i n g and Completion Costs: 

D r i l l i n g to casing point $ 87,070 
Completion costs 157,725 

Total completed well costs 244,795 

Administrative and Overhead costs: 

During d r i l l i n g 3,056.60/month 
During completion 3,056.60/month 
During production operations 334.88/rrDnth 

A l l overhead costs are to be adjusted according to the Amoco-
Federal Lease Operating Agreement Exhibit 'C Accounting 
Joint Operations (COPAS 1984 Format). 

Anticipated Operating Expenses: 

Operating expenses through July 1989 averaged $2,441 per 
month, per w e l l , excluding severance and advalorem taxes. 
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HIE FUIl/MltJJ IJYIA Hi KHfJJJUiD ON 'JHE WELL SJUl 

KECEiVLXi litiV 2 7 

UL'IKA'IUIS NAM'. HAL I ,OH (Ul , COMI'ANY / # Q ^ fll^- WELL 1U. & NAME Amoco-Red ISluCf Federal No. 
uxmm no "p_Ti_ L T JU1B5 
IMSEMJ. "NFF38(V:T6 

F I1'. L iilU. 
(JUUIfiY Eddy 

23 , T. 26 S, tt. 29 E • 

'Jlie ajxicial ul lpulatluiuj duck iniickoJ beLow ute applicable Lo Uni above described we.ll und approval of 
ll via application to d r i l l IJJ ax*J LLloked uixxi cuiiplLanee with audi utlpulaLittiu i n addltlai to t ie 
General Ile<iali.cujL".uLu. 'UKI j^nalttoe ulxAild be funlJlar with Lite General llwiukuuenLH, a copy oC wiiich 
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Ull lce , Wll u l leuut working dayu prior to cuiiixu icing CMUJttuetlou at (l>05) ^ ^ 7 ~ l } ^ > • 

{") Roudu uni tlie di ILL pud lor lldu well uuot be uurfuoed wiLlt */ iuelieii of compacted L\ C fi-<^ . 

( ) A l l topooii and veyetatlxAi encountered during tlie axiutruellon of tlie drJLl ulte area w i l l be 
utodcjdLed uul in.*le uvuLluble for teuurlnclug of tl>e disturbed areu after completion of tlie d r i l l i n g 
operutlou. Tupooli <«i tlie uubjecl Jjoeallou la upprwlwulely indiea lu depth. AppruidiiiaLely 

aililc yaadu of LopooLl uiulAirlal w i l l be olodkpLLed lor lecJiinatloiu 

0') Oilier Co ' I ~o i ' \~ ea r / l c - ' i h u h ) dyounA^ou A 1 ( / m (j'-e t <\ H a r i d c f / . i ^ ) , 

i.a. miLLUi; ortHAnac; MjuiiUMau'.; Carlsbad ConSrolloc.' Waier Basin 

'Jive Ixneuu of Land Mauugunent ol l lce la to be notified at (1W5) Bt3T-6g44- , in wiff ic ieut tlue for 
iientutl.ve to witneuu: 

(X 1. Spulllug 

( ) 3. 1KJ1' teuUi 
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{ / ) 2. Cenent cuulng & % Indi S^e indi 

( ) Oilier 

inch 
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lUsiiedlal canentiu}- w i l l be done prior to d r i l l i n g out of U»uL u t r L ^ . 
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Ik^back MSO' )y\[ 0 b(K<? ;iiL0ii^.7^"Q / 

tn term? Hti liir mwfa^j *i*r"vm> 
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RKSHKVK PIT CONSTRUCTION STANDARDS 

The reuerve p i t w i l l be. count cue ted almost; e n t i r e l y ;lu cut m a t e r i a l and l i n e d 
w ith 6 m i l l pl.au t i c . j 

The excavated mute r i a l may be uued f o r conu tr u c l . ion of the pad and acceuii road 
au needed. 

RecLamatlou: Reclamation of t i l l s type of deep piL w i l l conulat of pushing the 
p i t w a l l s i n t o the p i t when u u f f l c i e n t l y dry to uupport truck, equipment. Tlie 
p i t l i n e r l u NOT TO DE RUPTURED to f a c i l i t a t e d r y i n g ; a ten month period a f t e r 
completion ol the w e l l i u allowed f o r d r y i n g of p i t contents. 

The p i t areu moot be contoured to the n a t u r a l t e r r a i n w i t h a i l contaminated 
d r i l l i n g mud burled w i t h a t le a s t 3 f e e t of clean uoi.l. The reclaimed area 
w i l l then be ueeded au IJ peel f l e d l u t h i s permit. 

Optional P i t Construction 5tuudardo 

The reuerve p i t may be conutructed i n predominantly i l l ! m a t e r i a l i f : 

1) Lined an s p e c i f i e d above and, 

2) A Lorrow/culIche/gravel p i t l o r road and pad aurLacing l u 
conutructed immediately adjacent to the reuerve p i t and i t l u 
capable ot c o u t u i u l n g a i l reuerve p i t couteutu. 

5 
Reclamation of the reuerve p i t w i l l c o n s i s t of b u l l d o z i n g a l l reuerve p i t 
contents and contaminants I n t o the borrow p i t and covering w i t h u minimum of 3 
f e e t of clean s o i l m a t e r i a l . The e n t i r e areu muot be recouloured, a l l tratih 
removed, and reueeded au u p e c l f l e d l u t h i s peruiLt. 

j 
1 

1 
I 
I! 
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1) 

Sute of New Mexico 
llneigy, Minerals <utd Naluial Kesouices Dcjai uncut 

OUL CONSERVATION DIVISION 
P.O. Box 2088 

Snnu Ix , New Mexico 87504-2088 

WELL LOCATION AND ACREAGE DEDICATION PLAT 
AH IHsbmooe IIIOKI bo horn Ow rxrtw booodwVsn o( Dm locAkxi 

_ ^ una 

I m m C-IOJ 
Reilatd 1-1-S9 
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29 East. 
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2118/.U 

.No.rjjj lit* and I.QOJL 
Fwi 

t w t f r o m l l K E a j R t tint-

_ 'B r tAs Vwu'P r (AAA/ 
i l tx huittjic nwilm on bcltrw,. 

I)cdicate<J Acreage: 

4tf A m i 
1. (.XUlioe tlie acreage (WKUCMM to llae aubjocl well hy c«)lottxl pencil 
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f.l)l'l'l,l;MI-.M.i:Al, DIULL.ING DATA 

MAl.iLi.3N Oil , COMPANY 
m\A, LR). 3 AMIXJO-LWI) i.UAjFF-l.TlDÎ IJAIj 

1 • SUPFACL-: BM1AT10N: Ouateruai.y. 

2. KJTIMATL;!) TOPS OF GLJOUXNC MARKERS: 

Rustler Anhydrite 3oo' 
beLaware 21170' 
BeLL Canyon 2<J00' 
('henry Canyon 3700' 
Brushy Canyon 5150' 

3 - ANTIC I F1 ATF!) IX>S:SJ Bl.ll HYDROCARBON MAKING ZONKS: 

Cheiriry Canyon O i l 

4. riy.>PC«l\l> CASINO AND CLMIKl'ING PROGRAM; 

£^ ;i^GJ'l_i_ :io_ WEIGHT ^'rr^li ' 

11-VU" " 0 400' 241 K-55 SIC 

5-1/2" 0 5200' 15.5011 J-55 STC 
0-5/U" easincj w i l l bo cemented wi th approximately 250 sacks o l 
Class "C" cement. Cement to ci i rculate . 

S'OO <2&S^ 
5-1/2" casinq w i l l be cemented with approximately 300 sacks of. 
cement. 

Equivalent oi: adequate qirades and weiqhts of. casinq may be 
substituted at time casinq is run, dependiiiq on availability. 

\ 

5. PlUSi'.UnE CONFIX)!, FQU1) WLHI'; 

A 3000 psi work itiq pressure, double tram type preventer w i l l be in 
use while d r i l i i n y below the surface casinq. 

A 1X3J' sketch is attached. 

-1-



6. CIRCULATING MF.DUJM: 

Surface tu 400 feet: Fresh water with gel or lime as needed for: 
viscosity control. 

4UU leet to Total Depth: Cut brine conditioned as necessary for 
control of viscosity, j J.I, and 
water-loss. Weighted as necessary for 
well control. 

7 . AUXILIARY l-QUU'MFNT: 

D r i l l string safety valves w i l l be maintained on tlie riq floor 
while d r i l l i n g operations are in progress. 

0. TESTING, frOGGLNG, AND CORING PROGRAMS: 

D r i l l stem test.*; w i l l lje made when samples, d r i l l i n g time, and 
other data indiciate a test is warranted. 

I t is planned that electric logs w i l l include DUr-GU, GR-CNLr-
Flxj logs. 

No coring is planned. 

9. ABNORMAL iqilSSSURFS , TI:MRI'.RAT\UIK>, OR HYDHOGKN SULFIDE GAS: 

No abnormal, pressures OI: temperatures are anticipated. 

No hydrogen sulfide is anticipated. 

10. ANI'lC1BATED STARTING DATE: 

I t is planned that work w i l l commence u-xm approval ol: this 
application, with d r i l l i n g and conviction operations lasting 
a|>out 30 day;;. 
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SURFACE USE AND OPERATIONS I 'LAN 

FOR 

MALU)N O i l , COMPANY 
/ So' WELL NC). _3 AfVxXJ-RKD PLUFF-FEUERA1, 

5JQ ' f< l l j U ' i ' FEB _SEC-__2» ̂  T.2GS., R.29E. 

ips'-ffi'NY COUNTY, NEW MEXICO 

LOCATED: IG air miles soulh-southeast ol Malaga, New Mexico. 

FEDERAL LEASE NUMBER: NM 3UG36. 

LEASE ISSUED: February 1, 1900r for 10 years. 

RECOIL LESSEE: Amoco. 

ACRES IN LEASE: 1310.02. 

SURFACE OWNERSHIP: Federal. 

POOS: Brushy Draw Delaware Undesignated. 

1XX3L RULES: Statewide. 40 acre spacing for o i l . 

EXIHINTS: A. Iload Map 

B. Plat Showing Existing Wells and Existing Road 

C. Dr i l l i n g Rig Layout 

D. Tojx) Plat 



1. EXISTING ROANS: 

A. Exhibit "A" ir, a |X)i:tion of a Load nop showing the location ol; 
the pro'xosed well as staked. Tlie well site can Ix.' reached from the west 
or Iran the east. Point "A" on the plat is on US 2115 between mileposts 
3 and 4, approximately 13 miles south of Malaga, New Mexico, where a 
paved toad goes east. To no to the prooosed well site from this point, 
exit US 21)5 to the east onto the paved road and qo 4.2 miles, crossing 
the Pecos River at 3.7 miles, to where a g<xxl caliche road goes south. 
Turn south (on Eddy County 725) and go 3.1 miles to where a caliche road 
goes westerly. Turn west and go westerly and southeasterly (also see 
Exhibits "P>" and "U") 1.1 miles. Turn west through gate and proceed 
approximately 200' to well site. 

Point "IJ" i s on the El Paso pipeline road approximately 14 road miles 
north and west of the pro-xjsed wellsite. Point "13" can Ix; reached by 
turning south off of Mew Mexico Highway 1211 at miiejxDst 22.5 which is 
approximately 32 miles west of Jal, New Mexioo, and proceeding southward 
along a paved road toward Oria, Texas. At a |x»int 10.3 miles from 
Highway 120, turn west on the El Paso pipeline road and proceed about 
6.B miles to Point "P". from that point continue westward approximately 
9.75 miles to county road 725A (a total of 1G.5 miles along the pipeline 
road). Turn south on Highway 725A and proceed south and southwesterly 
about 4.4 miles as shown on Exhibits "A", "B" and "IJ". 

13. Exhibit "B" is a plat showing existing pertinent roads in the 
v i c i n i t y of the proposed well site. Existing roads are color coded. 

2- PIANNED ACCESS ROAN: 

A. '.Hie existing toad, as shown on Exhibit "13", w i l l be used foi: 
access. 

3. LOCATION OE EXISTING WELLS: 

A. Existing wells in the immediate area of tlie proposed well site 
are shown on Exhibit "B". 

4 . LCXIATION OF EXISTING AND/OR PRO)USED FACILITIES: 

A. • "Hiis well w i l l produce into the existing tank battery at the 
Amoco-Red Piuff-Federai well HI as shown in Exhibit "13". f t is proposed 
that flow line w i l l parallel the existing roads to that site.-



5. ) DCATJ.ON AND TYPE OF WATER SUPPLY: 

A. I t is not contemplated that a water well will. Ix? d r i l l e d . 
Water necessary for d r i l l i n g operations w i l l be purchased and trucked to 
tlie well s i t e , or w i l l Ix? moved to the well site by teii|XJtaty pipeline 
l a i d on the ground alongside existing roads. 

6. SOURCE UP CONSTRUCTION MATERIA!..: 

A. There should Ix? sufficient material on site to construct the 
well pad. However, i t additional material is needed for construction 
work, i t w i l l be t.iken from the existing p i t on federal land in the 
NW/4 NW/4 of Section 24, T.2r>S., 11.2915., Eddy County, New Mexico. 

7 • MEtHODS OP HANDLING WASTE D.ISI>OSAI ,: 

A. D r i l l cuttings w i l l be disposed of iu the d r i l l i n g pits. 

IJ. D r i l l i n g fluids w i l l be allowed to evajxirate in the d r i l l i n g 
p i t s u n t i l they are dry. 

C. Water prtxluced during tests w i l l Ix? disposed of in the d r i l l i n g 
p i t s . 

D. Oil produced during tests w i l l be stored in test tanks until. 
sold. 

E. Trash, waste paper, garbage and junk w i l l be buried in a 
seperate trash p i t and covered with a minimum of 24 inches of d i r t . All. 
waste materials w i l l be contained to prevent scattering by wind. 
Location of the trash p i t is shown on Exhibit "(..'". 

F. A l l trash and debris w i l l Ix? buried or removed from the well 
site within 3D days alter coiupietiou of d r i l l i n g and/or completion 
operations. 

13. ANC11.IARV FACILITIES: 

A. None required. 



9. WELL. .S ITE IVWOUT: 

A. Exhibit "C" shows the relative location and dimensions of the 
well pad, mud pi t s , reserve p i t , and trash p i t , and the location of the 
major d r i l l i n g r ig conponeiits. 

D. 'Jhe area around the well pad slojxes to tlie west, southwest and 
southeast. 'Ihe reserve p i t w i l l be bu i l t on the north side of the pad. 
Approximately fi feet of f i l l w i l l be required on the southwest side of 
the pad. A butm w i l l be constructed downslope from tlie p i t of 
sufficient height to contain reserve p i t volume. 

C. The pad and p i t area is staked and flagged. 

IU. REAMS EOR RIIS'JORATiOH UF THE SURFACE: 

A. After completion of d r i l l i n g and/or completion operations, a l l 
equipment and other material not needed for o)>erations w i l l be removed 
from tlie well. site. Pits w i l l be f i l l e d and the location w i l l be 
cleaned of a i l trash and junk to leave the well site in an as 
aesthetically pleasing condition as possible. 

11. Any unguarded pits containing fluids w i l l be fenced. 

C. After abandonment, a l l equipment, trash, and junk w i l l be 
removed and the well site w i l l be cleaned. Any special rehabilitation 
requirements of the surface management agency w i l l Ixs com."Lied with and 
accomplished as rapidly as possible. 

1 1. OTHER INIWWJ'ION: 

A. Ubpcxji:aj£hy_: The laud surface in the area is gently undulating, 
ln tlie immediate area of the well site, the land surface slo):>es to the 
west, southwest and .southeast. Regionally, surface drainage in the area 
is to the west and southwest to the Pecos River. 

11. Soil : Top soi l in the area is a gravelly loam. 

c* .Pit"-a and Fauna: The vegetative cover is moderate and includes 
mesquite, yucca, creosote bush, catclaw, weeds, and range grasses. 
Wildlife in the area is that typical of semi-arid desert land and 
includes coyotes, rcibbits, rodents, reptiles, dove and quail. 

D. Ppuds and Streams: The Pecos River is approximately 11)00' 
southwest of the proposed well site. There are no other, ponds or 
streams. 



E. Residejices eind Oilier Structures: There are no occupied 
dwellings within a mile ol: the ptojxxsed well site. 

E. Ard lacologleal, Historical, and Cultural Sites: None observed 
in the area. However, an archaeological reconnaissance will, be made. 

G. band Use: Oil and gas production, grazing, and wil d l i f e 
habitat. 

I I . Surface Ownership: Federal. 

12. OPERATOR' S 11EFHES E11TAT1 VE: 

Joe Cox 
Mallon Oil Coupany 
1099 H3th Street, Suite 2750 
Denver, Colorado 00202 
Office Rhone: 303-293-2333 

I 3. CERTIFICATION: 

I hereby ce r t i f y that 1, or petsons under my diLect supervision, have 
inspected the proposed d r i l l site and access route; that .1 am familiar 
with the conditions which currently exist; that the statements made in 
this pJ an are, to the liest of my knowledge, ttue and correct; and, that 
the work associated with the operations proposed herein wijd be 
performed by Mallon Oil Conpany and i t s contractors and sub-contractors 
in conformity with this plan and the terms and conditions under which i t 
is approved. This statement is subject to the provisions of 10 U.S.C. 
1U01 for tlie f i l i n g of a false statement. 

July f>, 1909 
Date: 

Production Manager 
MALLON OIL COMPANY 

-5-
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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OiL CONSERVATION DIVISION 

November 27,1989 

Mallon Oil Company 
1099 18th Street 
Suite 2750 
Denver, CO 80202 

Attention: Karen E. McClintock 

Dear Ms. McClintock: 

Reference is made to your application of September 26, 1989 for a non-standard oil well 
location for your Amoco Red Bluff Federal Well No. 3 to be located 130 feet from the 
North line and 1805 feet from the East line (Unit B) of Section 28, Township 26 South, 
Range 29 East, NMPM, Brushy Draw Delaware Pool, Eddy County, New Mexico. Tne 
NW/4 NE/4 of said Section 28 shall be dedicated to the well forming a standard 40-acre 
oil so acing and proration unit for said DOOI. 

_ — _ _ 
By the authority granted me under the provisions of General Rule 104 F(I), the above-
described unorthodox oil well location is hereby approved. 

Administrative Order NSL-2716 

cc: Oil Conservation Division - Artesia 
NM Oil and Gas Engineering Committee - Hobbs 
US Bureau of Land Management - Carlsbad 
US Bureau of Land Management - Roswell 



MALLON OIL COMPANY 
!099 IKih Street, Suite 27M). Denver. Ooiu.u.I.i S02U2 

(303) 293-233.1 

September 26, 1989 

Mr. Mike Stogner 
New Mexico Oil Conservation Division 
P.O. Box 2088 
Santa Fe, New Mexico 87504-2088 

PLEASE RETURN THIS COPY 
TO MALLOW OIL COMPANY 

RE: Application for Administrative Approval of 
Unorthodox Location for Mallon Oil Corrpany 
Amoco-Red Bluff Federal #3 Well 130' FNL & 
1805' FEL, Sec. 28, T26S, R29E, NMFM, 
Eddy County, New Mexico 

Dear Mr. Stogner: 

We hereby request approval of an unorthodox location for the above 
captioned well under the provisions of 1SM0CD Rule 104-F. Copies of the 
C-102, the Archeological Report, the Location Verification Map showing 
the topography, and a plat showing lessees of record are attached for 
your reference. 

Mallon Oil Ccrnpany's original #3 location, which was 330' FNL and 1885' 
FEL, cannot be d r i l l e d due to the lack of an archeological clearance. 
The Archeological Report explaining the significant nature of the 
cultural remains is attached for your review. As evidenced by the 
atached Location Verification Map, the topography allows only 
an unorthodox location of 130'FNL & 1805' FEL to be d r i l l e d within this 
spacing unit. 

A copy cf this application is being submitted to a l l operators cf 
offsetting proration cr spacing units by certified t r a i l , with a reqi_est 
that they furnish your office with a waiver cf objection. 

Your attention to this rratter is greatly appreciated. 

Ijandman 
Enclosures 

WAIVER 

application for unorthodox location. 
hereby waives objection to the above 

Date 



Mr. Mike Stogner 
September 26, 1989 
Page Two 

Operators of the offsetting proration or spacing units to the 
Amoco-Red Bluff Federal #3 well: 

Exxon Company, USA 
P.O. Box 1600 
Midland, TX 79702-1600 

Red B l u f f Vfeter Power Control D i s t r i c t 
111 W. 2nd Street 
Pecos, TX 79772 

George M i t c h e l l , J r . 
P . O / B O X 50682 
Midland, TX 79710 

United States of America 
Bureau of Land Management 
P.O. Box 1397 
Roswell. NM 88202-1397 



MALLON OIL COMPANY 
I099 ISth Street. Suite 2750. Denver. Colorado 80202 

(303) 293-2333 

September 26, 1989 

PLEASE RETURN THIS COPY 
TO MALLON OIL COMPANY 

RE: Application for Adrnini s t r a t i ve Approval of 
Unorthodox Location for Mallon Oil Company 
Amoco-Red Bluff Federal #3 Well 130' FML & 
1805' FEL, Sec. 28, T26S, R29E, NMPM, 
Eddy County, New Mexico 

We hereby request approval cf an unorthodox location for the above 

C-102, the Archeological Report, the Location Verification Map shaving 
the topography, and a plat showing lessees of record are attached for 
your reference. 

Mallon Oil Company's original #3 location, which was 330' FNL and 1885' 
FEL, cannot be d r i l l e d due to the lack of an archeological clearance. 
The Archeological Report explaining the significant nature of the 
cultural remains is attached for your review. As evidenced by the 
atached Location Verification Map, the topography allows only 
an unorthodox location of 130"FNL Sc 1805' FEL to be d r i l l e d within this 
spacing unit. 

A ccpy of this application is being submitted to a l l operators of 
offsetting proration or spacing units by certified mail, with a request 
that they furnish year office with a waiver of objection. 

Your attention to this matter is greatly appreciated. 

Red Bluff Water Power Control Dist. hereby waives objection to the above 
application for unorthodox location. 

IC^feTtE: 
Landman 

Enclosures 

WAIVER 

Date 



Mir • M__K3 StLOCTi6_r 
September 25, 1939 
Paae Two 

Operators of the of fse t t ing proration or spacing units to the 
Amoco-Red Bluff Federal #3 wel l : 

Exxon Ccatpany, ISA 
P.O. Box 1600 
Midland, TX 79702-1500 

Red Bluff Water Power Control D i s t r i c t 
1 1 1 UJ C - v 

Pecos, TX 79772 

George Mitchel l , Jr . 
P.O. Box 50682 
Midland, TX 79710 

United States of America 
Bureau of Land Management 
P.O. Box 1397 
Roswell, NM 88202-1397 



MALLON OIL COMPANY 
HW IKlli Siuct. Suile 27.M). iKuvcv. CoUmnlo K02U2 

(.MU) 2'.U-2.tU 

September 26, 1909 

Mr. Mike Stogner 
New Mexico Oil Conservation Division 
P.O. Box 2008 
Santa Fe, New Mexico 87504-2000 

RE: Application Cor Administrative Approval of 
Unorthodox I/OcatLon for Mallon Oii Company 
Ainxro-RcxJ Blurf Federal If3 Well 130' 1-NL. 5, 
1005* Fl'.l., Sec. 20, T2GS, R29E, NMIM, 
Eddy County, New Mexico 

Dear Mr. Stogner: 

We hereby request approval of an unorthodox location lor the above 
captioned well under the provisions ol NMOCD Rule 104-F. Copies of the 
C-102, the Archeological Report, tlie Location Verification Map showing 
the topography, and a plat showing lessees of record are attached for 
your reference. 

Mallon Oil Company's original 03 location, which was J30' IML and 1005' 
FEI., cannot bo d r i l l e d due to the lack of au archeological clearance;. 
Tlie Archeological Report explaining tho significant nature of the 
cultural remains is attached for your review. As evidenced by the 
atached Location Verification Map, the topography allows only 
an unorthodox location of 130'FML & 1005' FEL to be d r i l l e d within this 
spacing unit. 

A copy of this application is being submitted to a i l operators of 
offsetting proration or spacing units by certified mail, with a request 
that they furnish your office with a waiver of objection. 

Your attention to this matter is greatly appreciated. 

Landman 
Enclosures 

WAIVER 

hereby v«ives object ion to the alxwe 
appl ica t ion fo r unorthodox l o c a t i o n . 

By: Date 



Mi:. Mike Stognei: 
KcpUmlxT 26, 1909 
Page Two 

Operators oE the o f f s e t t i n g prorat ion or spacing units to tlie 
An^co-Red 131 uEE Federal If3 w e l l : 

Exxon Company, USA 
P.O. 13ox 1(>00 
Midland, 'IX 79702-1600 

Red B l u f f Water Power Control D i s t r i c t 
1.11 W. 2nd Street 
Pecos, TX 79772 

George M i t c h e l l , Or. 
P.O. Box !50G02 
Midland, 'IX 79/10 

United States ol: America 
Bureau o l Land Management 
P.O. Box 1397 
Roswell, NM 00202-1397 



MALLON OIL COMPANY 
l()W I Kl li Sued, Suite 2750, Denver, Colorado K0202 

CUM) 2lM-2333 

Septanber 26, 1989 

TO: ALL OPERATORS OFFSEJTING 
AMOCO-RED BLUFF FEDERAL If3 WELL 

RE: Application for Administrative Approval of 
Unorthodox I<x:aLion for Mallon O i l Company 
Amoco-Red Bluff Federal If3 Well 130' FNL & 
1(305' FEL, Sex:. 28, T26S, R29E, NMPM, 
Eddy County, New Mxico 

Ladies/Genttenon: 

Enclosed are copies of the instruments f i l e d with tlie New Mexico O i l 
Conservation Division regarding the Application for Administrative 
Approval of the Unorthodox Location for the above captioned w e l l , as 
well as a waiver which wo request you execute. 

I f you agree to waive any objection to the unorthodox location, please 
execute a l l three copies of tlie waiver, returning the indicated 1 copy to 
Mallon O i l Company, m i l l i n g tlie second copy to New Mexico O i l 
Conservation Division, and retaining the t h i r d copy for your f i l e s . I 
have encLosed addressed stamped envelopes for your convenience. 

Should you have any questions, please advise. 

Sincerely, 

Landnan 

KEMrda 
Enclosure 
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Map of Offsetting Lessees 

Request for Administrative Approval 
of au Unorthodox Location 

Operator: Mallon Oil Company 
Well name: Amvxx>-Red Bluff Federal If 3 well 
Well Location: 131)' FNL & 1005' FEL, Section 2(3, T26S, R29E, 

Eddy County, Mew Mexico 
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F.O. I k * 1910, Ilobb*. K M U240 
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—- 'M*tc oJ New Mexico 
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OIL CONSERVATION DIVISION 
P.O. Box 2088 

S*nu Vt, New Mexico 87504-20K8 
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WELL LOCATION AND ACREAGE DEDICATION PLAT 
Al DWlanoe* must bu *rom tw outer boondarie* of DM fdloci 

M A L L O N O i l , COMPANY 
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2887.0 
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ISoduciaf Lxmauoe. 

U M and line 
IW l>odicaled Acreage: 

Arm 
1. Outline the x m | < dedicated lo the aubject well by tutored pencil oc becbuiv nuui» on the plat below. 

7. If mote ttm one Wees U dedicated la t a wall, outline Mdi and identify the owMnhip thereof 0>otli ai Ui winking leaned *ad royalty). 
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No allowable will be aaatgned lo tkt well until all lntardl have been coneotidaled (by omraDuailiulioo, iniliulioo, forced pooling, or othcrwiee) 
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OPERATOR CERTD-ICATJON 
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btst of my tavnvUttft and btlitf. 

Signature-

Printed Name 

IVjeukie 

Company 

D M 

SURVEYOR OiRTTFICATION 

/ htrthy certify that tht HWU location ikovm 
on tkit plat waa plotttd from fUld mous of 
actual na-vtys mad* by mt or under my 
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Date Surveyed 

9-12-89 
Signature jt. Seal ti? 
Piofeaeional Surveyor 

Cepuficme JOHN » WEST, 

RONALD J EIOSON. 
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LOCATION VERIFICATION MAP 

SEC. 28 IWP. 26S noE. 2'JE 

SURVEY N . M . P .M . 

COUNTY Eddy STATE NM 
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ELEVATION ?Baf i .7 
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JOI IN WEST ENGINEERING 
MOBBS, NEW MEXICO 
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PECOS 
ARCHEOLOGICAL 

I CONSULTANTS 

| P.O. BOX 1771 

i CARLSBAD, NM 88221 
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S i t u a t e d on P u b l i c Lands i n Eddy County, N.M. 

Report No. 8^076 
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A r c h e o l o g i c a l Clearance Report f o r 
Hal Ion O i l Company's 

Amoco Red B l u f f F e d e r a l No. 3 
S i t u a t e d on P u b l i c Lands i n Eddy County. N.M. 

Report No. 89076 

prepared by 
James E. Hunt 

s u b m i t t e d by 
Pecos A r c h e o l o g i c a l C o n s u l t a n t s 

P.O. Bo:: 1771, C a r l s b a d . N.M.., 88221 
August 7, 1989 

BLM C u l t u r a l Use P e r m i t No. 6-2920-89-1 
S t a t e B l a n k e t Survey P e r m i t No, 89-024 



ABSTRACT 

On J u l y 12, 1709, Pecos A r c h e o l o g i c a l C o n s u l t a n t s (BLM 

C u l t u r a l Use P e r m i t No. 6-2920-89-1, S t a t e B l a n k e t Survey 

P e r m i t Mo. 89-024) undertook an a r c h e o l o g i c a l i n v e n t o r y 

f o r a proposed d r i l l l o c a t i o n scheduled t o be impacted by 

Mallon O i l Company. This p r o j e c t w i l l be s i t u a t e d on 

p u b l i c lands i n Eddy County, New Mexico. These lands 

occur i n s e c t i o n 28, T26G, R29E, NMPM, Eddy County, N.M. 

A t o t a l of 3.6 acres of f e d e r a l s u r f a c e ownership were 

i n v e s t i g a t e d d u r i n g t h i s p r o j e c t , which was conducted i n 

5 man-hours by James E. Hun fc and Robert J. M a r t i n . One 

a r c h e o l o g i c a l s i t e (PAC F i e l d S i t e No. PAC/Ed-277) was 

recorded as o c c u r r i n g w i t h i n the impact zone t h a t w i l l 

r e s u l t from the planned a c t i v i t y . Due t o the s i g n i f i c a n t 

n a t u r e of t l i e c u l t u r a l remains w i t h i n the impact zone, 

Pecos A r c h e o l o g i c a l Consul t a n t s NOT recommending 

c l e a r a n c e f o r t h i s p r o j e c t w i t h o u t f u r t h e r m i t i q a t i v e 

ac: t. L v i t i . e s . 



IMnQDUCJJQN 

On J u l y 6 , 1989, Pecos A r c h e o l o g i c a l C o n s u l t a n t s was 

requested by Mr. Joe Co::, r e p r e s e n t i n g M a l l o n O i l Company, 

t o p e r f o r m the a r c f i e o l o q i c a l survey f o r a d r i l l l o c a t i o n 

scheduled t o be c o n s t r u c t e d on p u b l i c land i n Eddy County, 

New Mexico. T h i s land i s a d m i n i s t e r e d by t h e Bureau of Land 

Management and f e d e r a l law s t i p u l a t e s t h a t an i n t e n s i v e 

a r c h e o l o g i c a l i n v e n t o r y be performed to i d e n t i f y what 

c u l t u r a l r e s o u r c e s might be a f f e c t e d by such a c t i v i t y p r i o r 

t o g r a n t i n g c l e a r a n c e t o t h e p r o j e c t . T h e r e f o r e , Pecos 

A r c h e o l o g i c a l C o n s u l t a n t s undertook t h i s survey on J u l y 12, 

1989. F i e l d w o r k f o r t i n s p r o j e c t was performed by James E. 

Hunt and Robert J. M a r t i n . The f o l l o w i n g i s a r e p o r t of the 

f i e l d a c t i v i t i e s and f i n d i n g s r e s u l t i n g from the surv e y . 

SURVEY NETHQDQLGY 

Pecos A r c h e o l o g i c a l C o n s u l t a n t s conducted t h i s survey by 

p h y s i c a l l y examinxng the e n t i r e 4uu X 4Uv Tt impact zone 

which w i l l r e s u l t from the planned c o n s t r u c t i o n . P e d e s t r i a n 

i n s p e c t i o n along p a r a l l e l t r a n s e c t s was accomplished across 

the s t a k e d d r i l l l o c a t i o n . These t r a n s e c t s were spaced 15 

meters a p a r t ; however, e s t a b l i s h e d t r a n s e c t s were departed 

from to examine nearby areas o f h i g h s i t e p r o b a b i l i t y . A l l 

prominent, d e f l a t i o n s and denuded areas were g i v e n s p e c i a l 

a t t e n t i o n . A d d i t i o n a l l y , a l l a t t e n d a n t easements ( i f any ) 

were surveyed i n two p a r a l l e i t r a n s e c t s spaced 15 meters 



a p a r t . T h i s p r o j e c t was conducted on one sunny day. 

S u r f a c e v i s i b l i t y i n the r e g i o n , w hich, due t o f l o r a l c over, 

ranged between 213—407. of the ground under d r y s o i l 

c o n d i t i o n s , made t h i s the most p r a c t i c a l methodology f o r 

e f f e c t i v e l y sampling the impact zone which w i l l r e s u l t from 

t h i s p r o j e c t as planned. 



T h i s p r o j e c t w i l l be s i t u a t e d on the t e r r a c e o f t h e Pecos 

R i v e r j u s t n o r t h of the Texas/Hew Mexico b o r d e r . To the 

west i s t h e Pecos F l o o d p l a i n on t h e edge of Red B l u f f 

R e s e r v o i r . L o c a l s o i l s i n the r e g i o n c o n s i s t o f sandy 

loams which belong t o the Reagan-Upton a s s o c i a t i o n . 

These s o i l s a re d r a i n e d by sheetwash t o the west, and 

they possess numerous i n c l u s i o n s o f c h e r t and q u a r t z i t e 

g r a v e l s , some of which are s u i t a b l e f o r chipped stone 

t o o } manufacture. In a d d i t i o n , o u t c r o p p i n g s o f c a l i c h e 

and c a l i c h e c o bbles are exposed i n these s a i l s . 

E l e v a t i o n i n the p r o j e c t area i s between 2050 f t and 2880 

•f t above sea 1 eve 1 . 

The p l a n t community i n the p r o j e c t area, i s q u i t e sparse, 

due t o a r e c e n t q r a s s f i r e . The-? p l a n i n v e n t o r y i n c l u d e s 

c r e o s o t e bush ( L a r r e a t r i d e n t a t a ) , mesquite? ( F r o s a p i s , 

j u l i f l a r a ) a c a c i a ( A c a c i a c a n s t r i c t a ) , b r o o m s n a k e w e e d 

( Gut i e r r e z i a sa r a t h rai?) , and v a r i o u s grasses. Some of 

the common fauna1 t/pes i n area are mule deer (O d a c a i l e u s 

hesmi n a n u s ) , p r o n g h o r n a n t e l o p e ( A n t i 1 a c a p r a a / n s r i c a n a ) , 

j a c k r a b b i t (Lepus s p . ) , c o t t o n t a i l r a b b i t ( S i l v i l a g u s 

s p . ) , c o y o t e (Can is I a t r a n s ) , as w e l l as o t h e r s m a l l 

mammals, b i r d s and r e p t i l e s . 
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Mallon O i l Company's d r i l l l o c a t i o n , d e s i g n a t e d the Amoco 

Red E<luf f F e d e r a l No. 3, w i l l measure 400 f t X 400 f t , o r 

3.6 a c r e s . I t w i l l be s i t u a t e d 330 f t from t he n o r t h 

l i n e and 1Q85 f t from the e a s t l i n e , i n t h e : 

NW1/4 NE1/4, s e c t i o n 28, T26S , R29E, NMPM, Eddy County, 
N.M. 

Map Reference: USGS Ross Ranch Quadrangle, 7.5 Minute 
S e r i e s , 1963. 
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WELL LOCATION AND ACREAGE DEDICATION PLAT 
All DisLancos must bo from the outer boundaries ol the section 

Kurni C - i n i 
Keslscd 1-1-89 

N . i M ^ n O i l Co-r.p.-i:-! 
I 'nit Letter 

B 

Seclion 

28 

Towrt.ship 

26 South 
Aclual fooUge Location of Well: 

3 JO feet from die N o r t i l 
I'roduciny. rmiiul iot i 

Amoco Reel 151 u f f Ted. 

W61I N6T 

Hinge 

line and 

29 Eas t 

1885 

NMf'M 

County 

feel from (lie 

Eddy 

East line 
PlKll Dedicated Acicagt: Ground lev? I t ic v. 

_ 288f>. / 
1. Online llic acicapc dcdicjlcd to die subject well by colored pencil or hacliurr marks on Uie pi al below. 

2. if mote than one lease is licdn alcd u> die well, outline each and idcnlifs die im ncrship llicrcof (IHJUS ai ti> working inlcrcr.I and myall)). 

3. H nunc ilian one lease of dilleicnt ownership is dedicated lo ihe well, have llie interest of all owners been consolidated by communili7.alion, 

unili. 'jtion. force polir i}: . etc.? 

( i Yes | j No If answer is yes'lype of consolidation 

if answer is "no" list tht owners and Iract dc.sciiptions which have aclually been consolidated. (Use rrvcrsc side of 
this ItuTn if nccccssjiy _ _ _ 

No j l l o u j l i l c will be assip.neil l<» the well until all interests liaic been ciinsolnblcif (by comiriuniliMliorr, tinili/^ljon. forced poultry, or otherwise) 
ot until a non-standard unit, cliinirulinp, such inleicsl, lias been approved by the Division. 

Acrti. 

OPERATOR CERTIFICATION 
/ hereby certify that the infornwlinn 

contained herein in true arul complete to the 
best of my knowledge and belief. 

Signature 

I ' l i i i l c l Name 

Pitsiij.in 

; I i H l i p i n v 

(>.iir 

siiRvrvnu CERTIHCAI IUN I 

i 
/ hrrrhy c f l t f v th-tl the wrll location lho*-n\ 

in th>\ f>t<H »v,ji pLrtlttl jrom fxeUi notrs <»/j 

tir hoi! .Stt/vrxi wvi./r by r*w or \in,irr m) ( 

yuprrw t.'n, omt ifvil tht* some u rut atvi 

% ft tt, i (V hr.n of my knowlnit' omt 
brl„) 

l \ i ic '•lMfvr\**'| 

H.iy 24 , 1989 

Sij*n:Unrc A Sr.il i* | 



On J u l y 12. 1989. Pecos A r c h e o l o g i c a l C o n s u l t a n t s 

performed a l i t e r a t u r e search t o determine i f any 

a r c h e o l o g i c a l s i t e s had a l r e a d y been recorded i n t h e 

v i c i n i t y of the p r o j e c t area. C u r r e n t BLM f i l e s and the 

N a t i o n a l R e g i s t e r o f H i s t o r i c Places were c o n s u l t e d i n 

t h i s endeavor. No p r e v i o u s l y - r e c o r d e d s i t e s were found 

to occur i n t h e p r o j e c t area. 

Observed A r c h e o l o g i c a l Resources: 

One a r c h e o l o g i c a l s i t e (PAC/ED-277) was found t o occur i n 

the i m p a r t rone. 



FJ.ELP SITE NO. FAC\Ed-277 
L o c a t i o n : NWi/4 NWI/4 NE1/4. NE1/4 NWi/4 NEi/4, s e c t i o n 
28, T26S, R29E, NMPM, Eddy County, N.M. 
UTM C o o r d i n a t e s : Zone 13, N 3,542,860 ; E 595,660 
Dimensions: 100 X 100 m 
T e m p o r a l i t y : Unknown 
E l e v a t i o n : 2SS0 f t above sea l e v e l 
E<LM Category: 2 
Map Reference: USGS Ross Ranch Quadrangle, 7.5 Minute 
S e r i e s , 1968. 

Ob s e r v a t i o n s : 

PAC/Ed-277 i s l o c a t e d on the edge o f t h e t e r r a c e on the 

ea s t bank', of the Pecos R i v e r as i t e n t e r s t l i e n o r t h end 

of Red B l u f f R e s e r v o i r . T h i s i s a h i g h l y eroded l a n d f o r m 

c u t by s h a l l o w a r r o / o s which d r a i n the t e r r a c e t o the 

west. S o i l s a t t l i e s i t e c o n s i s t o f sandy loams t h a t are 

h o s t to numerous i n c l u s i o n s o f fragmented c a l i c h e and 

g r a v e l s . These g r a v e l s are a s s o c i a t e d w i t h the O g a l l a l a 

f o r m a t i o n , and much of i t i s s u i t a b l e f o r chipped stone 

man u f a c t u r e . Ind ee d, the c u l t u r a l d e pos i t i an i s 

c o e x t e n s i v e w i t h an exposure of such m a t e r i a l . 

V e g e t a t i o n on the s i t e c o n s i s t s o f c r e o s o t e bush (Larrea_ 

t r i d e n t a t a ) , a c a c i a (Acacia c o n s t r i e t a ) , broom snakeweed 

((?u. i e r rt?z i a s a r o t l i r a e ) p r i c k l y - p e a r c a c t u s ( Opuntia, 

inacrocen tra.) , and v a r i o u s g r a s s e s . I n aspect , t h e s i t e 

appears -to be o r i e n t e d towards 360 degrees and the 

n e a r e s t named d r a i n a g e i s the Pecos R i v e r . 

C u l t u r a l remains a t PAC/Ed-277 c o n s i s t of a chipped stone 

s c a t t e r which i n c l u d e s l o c a l l y a v a i l a b l e c h e r t and 



C u l t u r a l remains a t PAC/Ed—277 c o n s i s t of a chipped stone 

s c a t t e r which i n c l u d e s l o c a l l y a v a i l a b l e c h e r t and 

q u a r t s i t e p r i m a r y , secondary, t e r t i a r y d e c o r t i c a t i o n 

f l a k e s , t h i n n i n g f l a k e s , a n g u l a r d e b r i s and c o r e s . The 

d e n s i t y of c u l t u r a l m a t e r i a l i s between 1-3 p i e c e s per 

10-25 square meters. No d i a g n o s t i c t o o l s o r s u r f a c e 

f e a t u r e s were encountered d u r i n g t h i s s i t e e x a m i n a t i o n . 

Given the h i g h l y - e r o d e d n a t u r e o f the t e r r a c e , i t i s 

u n l i k e l y t h a t s u b s u r f a c e remains are p r e s e n t . 

PAC/Ed-277's chipped stone assemblage seems t o be 

i n d i c a t i v e o f r e l a t i v e l y casual f l a k e t o o l manufacture 

and use. L i t h i c m a t e r i a l a v a i l a b l e on the s i t e was 

u t i l i s e d e x c l u s i v e l y . I t i s probable t h a t t o o l s 

manufactured on s i t e were then used t o e x p l o i t l o c a l l y -

a v a i l a b l e f l o r a l and/or f a u n a l r e s o u r c e s . I t i s a l s o 

p o s s i b l e t h a t t h e a r t i f a c t assemblage r e p r e s e n t s s e v e r a l 

d i f f e r e n t c u l t u r a l events which o c c u r r e d a t d i f f e r e n t 

t i N I B S . 

A c c o r d i n g t o t h e Roswell BLM D i s t r i c t ' s p r e h i s t o r i c 

t y p o l o g y , PAC/Ed-277 would be c l a s s i f i e d as a " L i t h i c 

Procurement and Workshop L o c a l e , " o r a Type 3-D s i t e . 

A d d i t i o n a l s t u d i e s of the a r t i f a c t assemblage and i t s 

d i s t r i b u t i o n c o u l d a l s o shed l i g h t on how t h e chipped 



stone t o o l s were made and used a t PAC/Ed-277. Because 

t l i e s i t e possesses p o t e n t i a l f o r a d d i t i o n a l data r e c o v e r y 

which c o u l d c o n t r i b u t e i m p o r t a n t i n f o r m a t i o n c o n c e r n i n g 

the area's p r e h i s t o r y , PAC/Ed-277 s h o u l d be c o n s i d e r e d 

e l i g i b l e f o r n o m i n a t i o n t o the N a t i o n a l R e g i s t e r of 

H i s t o r i c Places. 
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RECQMMENDAT I ONS 

Due t o the s i g n i f i c a n t n a t u r e of the c u l t u r a l r e s o u r c e s 

i n t h e p r o j e c t a r e a , Pecos A r c h e o l o g i c a l C o n s u l t a n t s i s 

NOT recommending c l e a r a n c e f o r M a l l o n O i l Company's 

p r o j e c t , as planned. A course o f a c t i o n which w i l l 

m i t i g a t e t h e e f f e c t s o f c o n s t r u c t i o n on t h e a r c h e o l o g i c a l 

s i t e , PAC/Ed-277, w i l l have t o be decided upon by t l i e BLM 

and Mallon O i l Company b e f o r e t he p r o j e c t can proceed. 

What form t h i s a c t i v i t y w i l l take w i l l be determined by 

f a c t o r s n o t yet. f i n a l i s e d by Ma l l o n O i l Company's 

(j r 11.1. i n g r e q u i r e m e n t s . 



IN KETI.Y HI H I TO: 

United States Department of the Interior 
BUREAU OP LAND MANAGEMENT 

NEW MEXICO STATE OFFICE 
I'osl Office and 1'cdcral DuilJing 

P.O. Uox 1449 
Santa Ic, New Mexico 87504-1449 

NM NM 38635 
NM NM 62575 
3100 (943B) 

f 5 IS89 

MAY 1 t 1989 

Mallon O i l Company 
Attention: Karen E. McClintock 
1099 - 18l:h St. 
Denver, CO 80202 

Dear Ms. McClintock: 

We have checked the two plats which were prepared by the John W. West 
Engineering Company dated August 10, 1988, and November 17, 1988. The plat of 
August 10, 1988, was prepared from the w r i t t e n description to a tract 
described i n the 1937 right-of-way application. This survey was made at the 
d i r e c t i o n of the Bureau of Reclamation f o r the purpose of separating the 
right-of-way area from tlie surrounding public domain. This survey i s f a u l t y 
and does not close or al i g n with the o f f i c i a l survey of Section 28. Our 
calculation agrees with t h i s p l a t . The plat dated November 17, 1988(, i s a 
surveyor's adjustment of the description i n the the same 1937 survey. This 
adjustment was made i n order to t r y and force the description to conform to 
the boundaries of the o f f i c i a l Government survey. These calculations are 
mathematically correct but are not the measurements contained i n the 
right-of-way survey. This plat i s a "reasonable i n t e r p r e t a t i o n " and'was made 
to portray boundaries of the t r a c t as i t should have been i f done correctly. 
Neither of these plats nor the 1937 Reclamation Survey are o f f i c i a l surveys of 
the Federal Government. 

The basic problem w i t l i t h i s area i s that the Bureau of Reclamation surveys of 
the boundary of the Red Bluff right-of-way were inaccurate and f a i l e d to 
conform with the o f f i c i a l l y surveyed Section l i n e s . When one plots the 
boundaries of the Bureau of Reclamation surveys they do not close or meet; 
thereby, creating a hiatus or overlap. Hie Reclamation survey of the 
right-of-way segregated this land from the surrounding public domain. The 
public domain was leased for o i l and gas under tlie terms of the 1920 Mineral 
Leasing Act. This lease contains wording that the area of the lease i s 
"Section 28, A l l , except Red Blu f f right-of-way." These leases were issued 
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based upon the acreage i n the survey of the right-of-way, which i n th i s 
p a rticular case, was a bad survey which does not close. I hope that t h i s 
explanation provides the Information you require. I f we can provide any other 
information, please contact us at any time. 

Sincerely, 

ohn E. Gumert 
Qhief, Automated Records and 

Public Assistance Section 

cc: 
NM (943C) 



MALLON OIL COMPANY 
1099 IKih Stn.el, Suite 2750. Denver. Colorado 80202 

(303) 293-2333 

A p r i l 24, 1989 

U.S. Department of the Interior 
Bureau of Land Management 
P.O. Box 1449 
Santa Fe, New Mexico 

Attention: Mr. John Gumert 

Dear Mr. Gumert: 

Pursuant to our phone conversation on this date, enclosed please 
find the original Red Bluff - Bureau of Land Management survey notes and 
a plat prepared by John West Engineering as i t pertains to Section 
28-T26S-R29E, NMPM. 

As you indicated in your October 4, 1980 l e t t e r to our attorney, 
Mr. Ernie Padilla, you are in agreement that the error in the metes and 
bounds survey creates a gap in the tract boundaiy, in regards to Section 
27-T26S-R29E, NMPM. Mallon Oil Coupany is planning on d r i l l i n g a second 
well that is also affected by this survey error i n Section 28. 

At this time, Mallon Oil Company respectfully requests that the 
Bureau of Land Management review the enclosed plats and confirm, by 
let t e r , that the correction plat prepared by John West Engineering for 
Section 28 is reasonably accurate and was prepared to portray boundaries 
of tlie tract as i t should have been i f the metes and bounds description 
had not teen in error. 

Your response to this l e t t e r is greatly appreciated. 

Re: Amoco-Red Bluff U Well 
Township 26 South, Ranqe 29 East, NMPM 
Eddy County, New Mexico 

Sincerely, 

KEM:er 
Enclosure 
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BOOX 17PJCE 933 

The following description was prepared by M. R. Eatufl, surveyor for th« 
Red Bluff Water Power Control District, and certified aa to belngtrua and 
correct aa to boundaries, cornen and llnea of tha Red Muff Water Power 
Control District Reservoir la the State of How Mexico on Hay 20, 1936, and 
further approved by the Bureau of Land Management on August 4, 1937. 

FIELD NOTES 

Red Bluff Reservoir 

Parcel I I 

Sec. 27; Tsp. 20 South,' Range 29 East, Eddy County, New Mexico. 

Beginning at a point in the South lino of sec. 27, tsp. 26 South, 
Range 29 East, Eddy County, New Mexico, which point ls East along 
said South line of sec. 27, a distance of 1220.1* fron the Southwest 
corner of 6ald Sec. 27; \j>> ^1) 
Thence North 26* 24V East 70.9* to a point^v 
Thence North 68* 54' West 186,2' to a point;£V 
Thence North 0* 46' West 279.0' to a p o i n t ' s V ' 
Thence North 31* 17' Weat 223.9' to a point 
Thence North 48* 30' West 330.0' to a polnc^>/' 
Thence North 23* 36* West 263.1' to a pointj^D'' 
Thence North 28* 13' West 251.4' to a point^O 
Thence North 72* 45' East 249.2' to a point.v^/ 
Thence North 60* 17' West 422.0' to a point;~:TX 
Thence North 57* 49V West 259.4' to a point ̂ (z>; 
Thence North 2* 35V West 304.6' to a point;C5) / 

Thence North 19* 16V East 126.6' to a point; 
Thence North 2* 45V East 75.5' to a point; 
Thence South 54* 15V West 189.1' to a point;;£^ , <. ,r' 
Thenca North 78* 27 V West 176.1' to a point s t . 
Thence Notth 45* 47V West 47V to a point in the West Una of said 
aec. 27; 
Thence South along the West line of sec^.27 a distance of 2149.8' to 
the Southwest corner of said sec. 27; *JJ/ 
Thence East along the south, line of sec. 27 a distance of 1228.1' to 
the point of beginning.(Z£/ 
The above described tract containing 38.5 acres, more or less. 

2,7 • 



SECTION 28, TOWNSHIP 26 SOUTH, RANGE 29 EAST, N.M.P.M., 
f. UO Y COUNTY, NEW MEXICO 

"EXHIBIT A" 
20 

"29 

_2? 
32 

NOTE •• Legal Description does nol 
close by 24G.00 leel. 

33 

I , do hereby ce r t i f y that this 
map represents a true and accurate 
plot of a legal description prepared 
by M. R. Estes, surveyor for the Red 
Elluff Water Power Control District. 
No f i e l d work was performed in the 
preparation of this plat. 

John w. W e s t . ' N ' . M . P .E . & L.S. No. 676 

•*£ NO. BEARING IU STANCE LINE NO. DEARING DISTANCE 

. 1 K 07*47'30" V 318.90' 33 K 86*28'00" E 319.20* ' ' X K 31'5(1'30" W 323.00' 34 76"44'00" E 478.50' 
3 N 19°23'30" i; 142.10' 35 U 45*15*00" E 250.70' ; ' ;v • 

' • t ''1 ! 4 S 76*31'30" i: 95.50' 36 N 15*13'00" E 60.80* i r '•• 
5 K 11*53"30" K 322.70' 37 K 48*47'00" W 265.50* 

. • ( 't •. 
6 K 41*00'30" V 290.30' 38 N 24*16'00" W 143.00' 

' 1 )• 
7 K 72*34"30" V 205.80' 39 N 15*03'30" V 134.40' '. i'! ' ''-:y: 

8 N 09*43*00" W 366.40' 40 K 29*27*30" F. 172.00' 
9 X 45*OP'00" V 83.30' 41 . K 20*03'00" V 499.40' • :;[•:.)•)•• 
10 S 67*0 TOO" V 236.70' 42 N 00*56*00" w 274.00' i . •;

!,H 
11 K 2 1*04'00" F. 195.70' 43 H 01*44 * 00" V 272.50' 
12 S 82*19'00" w 148.30' 44 S 89*43'00" E 1036.80' ' 
13 S 62*14'00" V 225.50' 45 S 35*37'30" E 279.70' 
14 S 38*46'00" w 114.70* 46 S I4*26'30" I 226.20' 
15 S 23*23'00" w 294.50* 47 S 1?*I2'00" E 217.50' ' i '"' ''if'' 

16 K 06*39*00" V 192.90' 48 5 24*43'00" I 307.50' 
17 \\ 15*04'00" E 12C.40' 49 S 28*55'00" E 155.70* . 
18 K 06*42'00" V 142.00' 50 S 20*28'00" E 289.20* ' 
19 N 52*08*00" V 187.70' 51 s 43*0fT00" E 314.50' ; 
20 K 34*20'00" K 213.30' 52 s 39*22'00" E 270.50* '. 
21 K 51*37'00" V 103.00" 53 s 46*13*30" E 387.10' 
22 N 72*43*00" W 85.30' 54 s 48*20'30" E 291.20' 1 • <; IT 

'• ' .1/ 23 S 65*56'00" w 86.60' 55 s 57*44'30" r. 247.70' 
24 K 69*58'00" w 91.30' 56 s 62*05*30" E 355.90' . . *.: 

25 5 44*00'00" w 453.70' 57 s 33*23'30" E 170.90' 
26 K 58*13*00" w 270.10' 58 s 55*49'30" E 180.20" 
27 N 70*55'O0" w 254.60' 59 K 78*38*30" r. 182.20' 
28 H 19*23*00" u 186.40' 60 ' 5 14*55*30" VJ 220.60' 
29 N 35*00*00" w 432.80' 61 5 45*47*30" T. 195.60' 
30 N 50*24'00" w 392.20' 62 S Ol*58'00" V 2149.80' 
31 N 4l*16'00" w 369.70* 63 s 89*47'00" V 643.30' 
32 N 26*42'00" w 191.40' i 

Ki;i) IH.UIT I'OWEK KATEK CONTROL I)'.STRICT 

I ' l o t o f l i . I . . M. l e ^ a l ( I t - s i r i p t Lon w i t h . ' . 
S c r l i o n 2 \ , T o w n s h i p 2u S o u t h , Raiu>,o 2'} F.Jst, 
N . M . l ' . M . , Eddy C o u n t y , Now M e x i c o . 

JOHN W. WEST ENGINEERING COMPANY 
CONSULTING ENGINEERS MOBBS, NEW MEXICO 

Srole- P 10(10' | OMIWII Hy : M . M i I i ' I i i ! I I 



SECTION 
EDDY COUNTY, 

28, TOWNSHIP 26 SOUTH, RANGE " 2 9 EAST, N.M.P.M., 
NEW MEXICO 

20 
29 

29 
32 

21 

33 

SUM) i VISION ACREACL 

m i f i t ' . 11 .38-1 A.-. 
Stf.Kt 1.. 3 - M * f ' A- . 
SE'.NE.1. S.t>5b A r . 

1' I I " . I I I An i t i c IHNIAIICI: I . I H I t i n . n C A R I H C IMS IAHCF. 

1 II i i ' . i , " U j i n . n • I I I I '. 1 " 1 7 ' 2 (1 " u J ' . ' M 1 ' 

! n i t " ' i l ' I A " 11 V 2 . l < ' . ' 17 H 7 f . " ' , 7 ' 5 ' . " w I 'M . i ' l ' 
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•RECEIVED JAH 1 0 1990 

Amoco Production Company 
501 WestLafce Park Boulevard 
Posl Office Box 3092 
Houston, Texas 77253 

January 5, 1990 

RE: EA 52,689; Contract No. 109,066 
West Pecos Area 
Eddy County, New Mexico 

Mallon Oil Company 
1099 18th Street, Suite 2750 
Denver, Colorado 80202 

ATTENTION: Karen McClintock 

Amoco agrees to an extension from December 31, 1989 to January 15, 1990 for 
the commencement of the fifteenth additional well drilled under the Farmout 
Contract dated February 1, 1983 between Amoco and Harry M. Bettis, Jr. 

Please acknowledge your acceptance of this extension by signing, dating and 
returning one copy of this letter to Emily F. Goodfellow by January 31, 1990. 

Very truly yours, 

Landman 



AMOCO Amoco Production Company 
b01 WestLake Park Boulevard 
I'ost Office Box 3092 
Houston. Texas 77253 

August 2, 1989 

RE: EA 52,689; Contract No. 109,066 
West Pecos Area 
Eddy County, New Mexico 

Mallon Oil Company 
1099 18th Street, Suite 2750 
Denver, Colorado 80202 

ATTENTION: Karen McClintock 

Gentlemen: 

Amoco agrees to an extension from August 31, 1989 to December 31, 1989 for the 
commencement of the fifteenth additional well d r i l l e d under the Farmout contract 
dated February 1, 1983 between Amoco and Harry M. Bettis, Jr. 

Amoco also agrees to waive the reassignment clause until February 25, 1990 in 
the Assignment given to Harry M. Bettis dated August 16, 1983 covering the Amoco 
Federal #1 well located in the NE/4 SE/4 of Section 27, T-26-S, R-29-E, Eddy 
County, New Mexico. 

Please acknowledge your acceptance of this extension and limited waiver by 
signing, dating and returning one copy of this letter to Emily F. Goo'dfellow by 
August 21, 1989. 

Very truly yours, 

Lois L. Williams 
Division Land Manager 

HJK/EFG/sdc 

ACCEPTED and AGREED to this lQth day of August , 1989. 

Landman 
cc: Contract Fi le No. 109066 



FARMOUT CONTRACT 

THIS AGREEMENT, made and entered into as of the 1st day of 

February, 1983, by and between: 

AMOCO PRODUCTION COMPANY, a corporation, with an office 
at 501 WestLake Park Boulevard, Houston, Texas 77079, 
whose mailing address is P. 0. Box 3092, Houston, Texas 
77253, hereinafter called "Amoco", 

and 

HARRY M. BETTIS, JR., an individual, with an office at 
118 Western United Life Building, Midland, Texas 79701, 
hereinafter called "Operator"; 

W I T N E S S E T H : 

THAT, WHEREAS, Amoco has agreed to assign portions of its 

interest in centain o i l , gas and mineral leases to Operator to the 

extent indicated hereinbelow, subject to all the terms, covenants and 

conditions hereinafter set forth. 

NOW, THEREFORE, in consideration of the premises and of the 

mutual covenants and agreements hereinafter contained, to be kept and 

performed by the parties hereto, i t is hereby agreed by and between the 

parties as follows: 

ARTICLE 1_: DEFINITIONS 

In this agreement, unless the content otherwise clearly 

indicates, words used in the singular include the plural, the plural 

include the singular, the neuter gender includes the masculine and 

feminine, and all words and terms shall have their usual and customary 

meaning unless specifically defined hereinbelow or elsewhere in this 

agreement. 

(1) "Party" and "parties": The words "party" and "parties" 
shall always mean a party or parties to this agreement, and such parties 
shall be referred to as " i t " or "they", whether such parties be corporate 
bodies, partnerships, associations, or persons real. 

(2) "Subject Area": This term shall mean the following 
described land in -L^fl^County, New Mexico: 



See Exhibit "A-1" attached hereto and made a 
part hereof. 

(3) "Contract Acreage": This term shall mean the following 
described o i l , gas and mineral lease or leases: 

See Exhibit "A-1 attached hereto and made a 
part hereof, 

and the rights therein and the land covered thereby, insofar (and only 
insofar) as said lease or leases cover the Subject Area: 

(4) "Contract Depth": This term used in connection wi th 
any well drilled by Operator under the provisions of this agreement, 
shall mean the depth to which said well is required to be drilled according 
to the provisions of this agreement. 

(5) "Productive Well": This term shall mean an oil 
and/or gas well capable of producing oi l and/or gas in commercial quantities, 
which is either productive, or has been completed as a shut-in gas well. 

(6) "Working Interest": This term shall mean the right 
to explore for and produce o i l , gas and other minerals. When used in 
connection with a mineral lease i t means the leasehold or operating 
interest under such lease; i.e., i t is the entire mineral interest 
ccvered by said lease (all the mineral rights the lessor had before the 
Itr̂ -.c was executed) subject to the terms of the lease. Under a lease 
covering all (8/8) of the minerals in a tract of land and providing for 
a 1/8 Lessor's, royalty, the owner of the working interest bears all 
(8/8) of the cost of operations and is entitled to 7/8 of 8/8 df all 
production from said land (the other 1/8 of 8/8 being Lessor's share of 
the production). 

MLliUL 1 : TITLES - PARTIES TO EXCHANGE TITLE INFORMATION 

Amoco does not warrant the t i t l e to the aforesaid leases 

or Contract Acreage, but shall upon request furnish to Operator without 

any l i a b i l i t y whatsoever as to the accuracy thereof such abstracts and 

other t i t l e papers as i t has in i t s f i l e s , together with photostatic 

copies of the basic leases and al l intermediate assignments thereof. 

There shall be no obligation on the part of Amoco to purchase new or 

supplemental abstracts, obtain any t i t l e opinions, nor to do any curative 

work in connection with the t i t l e to said leases or Contract Acreage. 

I t is agreed that, upon request, Operator shall furnish to Amoco, free 

of all costs, but without any l i a b i l i t y as to the accuracy thereof, 

copies of all abstracts of t i t l e , t i t l e opinions and memorandums, curative 

material, and all other information and data relating to, or connected 

with, the t i t l e to the Contract Acreage which Operator may obtain or has 

in its possession. I t is understood that since Amoco may own less than 

the entire leasehold estate in the leases comprising the Contract Acreage 

and said leases may not cover a l l of the minerals in the land described 



therein, this agreement covers only the interest of Amoco in the Contract 

Acreage. 

ARTICLE 3: TEST WELLS 

3(1) I n i t i a l Well: 

Operator, prior to 5-15-83, shall commence the 

actual d r i l l i n g of a test well (hereinafter sometimes referred to as the 

" I n i t i a l Well") to be located in the NW/4 of Section 28, T-26-S, R-29-E, 

ounty, New Mexico on the Contract Acreage and thereafter shall 

prosecute the d r i l l i n g of said well diligently, without unnecessary 

delay and in a good workmanlike manner to the least (shallowest) of the 

following described depths (which said least or shallowest depth shall 

hereinafter be called "Contract Depth" for said well): 

(c) 7,000 feet below the surface of the earth, or 

(b) A depth sufficient in the opinion of Amoco to test 
the Delaware formation. 

The said well must be drilled to Contract Depth and completed as a 

Productive Well or plugged and abandoned within ninety (90) days after 

actual d r i l l i n g is commenced thereon. 

3(2) Additional Wells Hay Be Drilled Until All Of Thi? 
Contract Acreaqe Is Included In Wei 1 Tracts Around 
Earning Wells: 

If Operator d r i l l s the I n i t i a l Well within the 

time and in the manner required, then Operator may (but shall not be 

required to) d r i l l one or more additional test wells (hereinafter referred 

to as "Additional Wells") on the Contract Acreage until Operator has 

completed a sufficient number of Additional Wells as Productive Wells 

which qualify as Earning Wells (as defined hereinafter), so that all of 

the Contract Acreage is included in the Well Tracts (as defined hereinafter) 

around such Earning Wells; provided, however, that each such Additional 

Well must be drilled in strict compliance with the following terms and 

provisions: 

(a) Each Additional Well must be located at a location 
satisfactory to both Amoco and Operator on the 
Contract Acreage; 



for all purposes under the provisions of this agreement (unless the 

contrary is specifically indicated), as the test well for which i t is a 

substitute; i t being understood, however, that no portion of the costs 

and expenses incurred in connection with such original well shall ever 

be considered as part of the cost of drilling the substitute well, and 

each substitute well shall be considered as a separate and individual 

well (unless the contrary is specifically provided). 

3(5) Notification to Amoco: 

Operator shall notify Amoco immediately when 

the location for each test well drilled under the provisions hereof is 

staked, when the material for the drilling thereof is moved to the 

location end when actual drilling is commenced. After actual d r i l l i n g 

ui: t>i-e'. coivienred arid until said well has been corn' leted as a producer 

01 plugged and̂  abandoned as a dry hole, Operator snail furnish to Amoco 

daily reports as to the progress of drilling and any and all other 

-1 rifon .aiion requested by Amoco relative to tlie aril ling of said well. 

3(6) Operator to Complete or Plug: 

If any test well drilled under the provisions 

hereof proves to be capable of producing oil or gas in commercial quantities, 

i t shall be equipped for production by Operator. An oil well shall be 

completed through lease storage; a gas well shall be completed to the 

pipeline connection unless no market is available, in which case i t 

shall be completed as a shut-in gas well. If said well proves to be 

incapable of producing oil or gas in commercial quantities, Operator 

shall plug same in accordance with the laws of the State where the said 

well is located. 

ARTICLE 4: COST OF TEST WELLS 

Unless hereinafter otherwise provided, the entire cost, 

expense and risk of the dr i l l i n g , completing, equipping, producing, 

plugging and abandoning of each and every well, and any other operations 

provided for under the provisions hereof, shall be borne by Operator, it. 

being understood and agreed that the l i a b i l i t y and risk to be borne by 



Operator (and Operator shall indemnify and hold Amoco harmless from such 

l i a b i l i t y and risk) shall include, but shall not be limited to, any 

claim, demand, action, cause of action, judgment, attorney's fee or 

expense of investigation or litigation for injury to or loss or destruction 

of property or resources contained within, or for injury to or death of 

any person arising out of or in connection with the drill i n g , testing, 

completing, equipping, producing, plugging or abandoning of any well 

hereunder, or any other operations conducted under the terms hereof, 

whether through an act or omission of a party hereto or otherwise. I t 

is agreed that the said l i a b i l i t y and risk to be borne by Operator (and 

froa. which Amoco is to be held harmless), includes, without limitation, 

any fine, claim or penalty, on behalf of private individuals, entities, 

o<- governmental authority, relating to or connected witn, any extractible 

resource or environn^uts"! "loss, damage or injury of any sort. Upon 

completion andj as c condition precedent to Amoco's obligation td perform 

in accordance with the provisions hereof, Operator shall furnish evidence 

satisfactory to Aur.c. f.et ell bills have been paid in connection with 

each and every well drilled by Operator under the provisions hereof. 

ARTICLE j>: GEOLOGICAL INFORMATION CONCERNING TEST WELL 

It is understood and agreed that the requirements 

for geological information hereinafter set out are of the utmost importance 

to Amoco and go to the essence of this agreement. Failure to timely 

comply" with the provisions of this Article shall be considered a material 

breach of this Agreement. 

5(1) Formation Samples: 

Operator shall give the representatives of 

Amoco access to all test wells drilled under the provisions hereof, 

including the derrick floor, at all reasonable hours; and Amoco shall be 

furnished samples of all cores and cuttings, consecutively taken, from 

each such well unless Amoco elects to take such samples itself. 

5(2) Formation Tests: 

Operator shall properly test, to the reasonable 

satisfaction of Amoco, each prospective oil or gas horizon and, upon 

encountering such horizon in the dri l l i n g of each test well drilled 



under the provisions hereof, shall notify Amoco when such horizon is to 

be tested and shall allow Amoco sufficient time to have a representative 

present when such horizon is tested. I f electrical surveys are made, 

either before or after such well has been drilled to the total depth 

provided for herein, and i f the information from such surveys, considered 

by itself or in conjunction with other indications or evidence from 

cuttings, cores or showings, indicates a formation which shows promise 

of being a prospective oil or gas horizon, Operator shall properly test 

such horizon i f i t was not adequately tested (in the opinion of Amoco) 

at tne time i t was penetrated. 

5(3) l.'ell Formation Survey: 

Wnen each well drilled.under the provisions 

he-: beer evil led to the total depls provided for hertii,, Operator 

COV.L& tc :-. :.<ii 6* electrical wei". fc-'-.atiori survey .or surveys, 

- :r shell induce eli trie open hole be lor. tlie surface pipe,, and 

si.:* additional surveys as, in the opinion of Amoco, may be necessary to 

•;',;.:!< tnt deten: i n~ tion of formation porosity and formation water 

rfU-ation. Said surveys shall be made by well surveying concerns which 

satisfactory to Amoco. Operator shall furnish to Amoco, four (4) 

:c-;ies. of tlie logs obtained from such surveys. Digitally recorded and 

composited merged library tapes for each test well shall be furnished to 

k.\v:,zo. If any other surveys are made, Operator shall furnish to Amoco 

copies of the logs of such surveys. 

5(4) Special Tests Hay Be Made By_ Amoco: 

If Amoco elects so to do, Operator shall permit 

Amoco, at its sole cost, expense and risk, to make such special tests as 

i t may desire in any well drilled under the provisions hereof, including 

(but not limited to) lowering any or all of the following: (a) a geophone 

(b) a velocity logging sonde; and (c) a Schlumberger Diamond Core Slicer; 

in any test well drilled under the provisions hereof, for the purpose of 

making any test desired; provided, that Amoco shall pay for the time any 

of such instruments is in use at the usual rate charged for such time in 

the area. The exercise by Amoco, of its rights under the provisions of 

this paragraph, shall never be construed as relieving Operator of its 

obligations with regard to completing ( i f the said well is capable of 



commercial production), or ( i f such well is not capable of commercial 

production) plugging and abandoning each test well drilled under the 

provisions hereof, and in no event shall Amoco ever pay any part of the 

normal cost of plugging and abandoning (which includes f i l l i n g mud pits, 

removal of derrick, board roads, etc., and the restoration of the premises 

as nearly as possible to the original condition to the satisfaction of 

the landowner) said wells. I f , however, there are abnormal plugging and 

abandoning costs in connection with any said well in which Amoco has 

carried out any c>' trie tests provided for in this paragraph, which said 

abnormal costs v.ere caused by said tests, such excess of the normal cost 

(of plugging and abandoning) shall be borne solely by Amoco. 

; - Ar-iocc t'.ay Require Additional Te5.finc: 

Kcfi.'i V.i itnci nr any other i: ': or:«. elsewhere 

CM'iaii.e: I.e i t is agreed anc understood betweer. tr.t partiqs hereto 
t 

t<o t AinocL sha1' nove the continuing option during trie drilling of each 

wel", ari*'.t. i,i,:-f - tlie provisions hereof to require sucn tests of prospective 

oil and gas producing formations encountered during the Grilling thereof 

which Amoco, ir. its sole opinion, judges should be made. Each such test 

prescribed by Amoco shall be commenced within forty-eight (48) hours 

after receipt of notice by Operator requiring such test and shall be 

completed promptly and diligently; failing which, all rights under this 

contract inurinr to the benefit of Operator shall ipso facto terminate 

without any l i a b i l i t y thereunder by Amoco to Operator, and (i f the said 

well is located on the Contract Acreage) Amoco shall acquire t i t l e to 

the well and all equipment appurtenant thereto, payment for which shall 

be made by Amoco to Operator, based only upon the salvage value.of the 

salvageable equipment and material in the well. By "salvage value" is 

meant the fair market value at the wellsite surface of such equipment 

and material as can be removed from the hole to the surface, after 

deduction therefrom of an amount equivalent to such necessary costs and 

expenses as would be incurred i f the equipment and material actually 
w p r p r p n m / P i l f r o m t hp h n l p 



ARTICLE 6: DELAY RENTALS AND SHUT-IN GAS WELL ROYALTY 

ln the event that, prior to the delivery of an assignment 

by Amoco to Operator hereunder, any delay rentals should become due and 

payable on the Contract Acreage covered hereby, Amoco shall make a bona 

fide effort to pay such delay rentals, and Operator shall subsequently 

reimburse Amoco for one hundred percent (100%) of such rentals. Such 

reimbursement shall be made not later than fifteen (15) days after 

Operator has received Amoco's billing thereof. Operator shall give 

Amoco written notice prior to the time that any gas well drilled under 

the provisions hereof is shut-in. In the event that any well drilled under 

tne tenr. hereof is completed as e shut-in gas well, and shut-in 

pi: wc". royally becomes due and payable under the provisions of any 

•" er;-c c- i i i se:- coiiprisinc a uor\-,ov cf tne Lontract kcvtivi prior 

tne deli very of ar: assignment !y Amoco to Operator hereunder- cover • uzh 

portion of the Contract Acreage, Operator shall make a bona fide 

fcffor: t; pay such shut-in gas well royalty and shall receive no 

reimbursement t'-erefor froi;; Amoco. 

ARTICLE 7: INSURANCE 

Operator shall secure and maintain during the term of 

this agreement, with insurance companies satisfactory to Amoco, insurance 

to cover Operator's operations on the Contract Acreage covered by this 

agreement, as follows: 

(a) Workmen's Compensation Insurance to fully comply 
with the laws of the jurisdiction where operations 
are to be performed, and with employers l i a b i l i t y 
insurance including, i f any operations hereunder are 
to be conducted in inland waters, bays or marshes, 
endorsements covering: 

(1) United States Longshoremen's and Harbor Worker's 
Compensation Act. 

(2) Employer's Liability coverinq maritime operations 
with limits of l i a b i l i t y of $500,000 for death 
or injury to one person and $500,000 for deaths 
or injuries arising out of one accident. 

(b) Comprehensive General Liability Insurance, excluding 
products, but including watercraft l i a b i l i t y i f any 
operations hereunder are to be conducted in inland 
waters, bays or marshes: A single combined limit of 
$500,000 each accident for bodily injuries or death 
and property damage. 



(c) Comprehensive Automobile Public Liability and Property 
Damage Insurance with a single combined limit of 
$500,000 each accident for bodily injuries or death 
and property damage. 

Operator shall also require Operator's contractors and subcontractors 

working or performing services on the Contract Acreage to comply with 

the Workmen's Compensation laws of the jurisdiction where the Contract 

Acreage is located, and to carry such other insurance in amounts as 

Operator deems necessary. 

APJICLE &: DEFAULT 

If Operator fails to comply (time being of the essence) 

wit' of the provisions of this agreement, Amoco at its option may 

te- this agreement: provided, that in so coin? Amoco shall not 

r.; > . • •.•the'Vise iu pre: 1 jc-ec f ro!-: exercisin; £•:.-. ether rights or 

• •::'( . a: ~<e. or ir er.ity, wr.ich i t may have for the oreacn c" tnis 

t:rte:.ier,t by Operator or for Operator's failure to perform this agreement, 

ii w:;le or in oart. It is agreed that in the event of termination of 

f v retiiient for an;, reason after Operator ha:. ct~:iienced the dri l l i n g 

0'' tir-.c o> more wells located on the Contract Acreage under tlie terms 

hereof, then Amoco shall have the right and optior. (but no obligation) 

to acquire t i t l e to any or all of said wells and all equipment appurtenant 

thereto by notifying Operator that i t desires to take over said well or 

wells, and paying Operator the salvage value of the salvageable equipment 

and material in each such well (as to which Amoco exercises said option). 

By "salvage value" is meant the fair market value at the wellsite surface 

of such equipment and material as can be removed from the hole to the 

surface, after deduction therefrom of an amount equivalent to such 

necessary costs and expenses as would be incurred i f the equipment and 

material actually were removed from the hole. 

ARTICLE 9: NOTICE 

Except as herein otherwise expressly provided, any notices, 

samples, reports, copies of logs and surveys, and all other information 

and data required or permitted hereunder shall be deemed to have been 

properly given or delivered to a party hereto when delivered personally 

or when sent by certified or registered mail (return receipt requested), 



or by telex or telegraph, with all postage and charges fully prepaid, to 

such party at the address heretofore given for such party. The date of 

service by mail (unless specifically provided hereinbelow to the contrary) 

shall be the date on which such written notice or other communication is 

deposited in the United States Post Office, addressed as above provided,. 

The date of service by telegraph or telex shall be the date when i t is 

sent. Each party hereto shall have the right to change its address for 

all purposes of this contract by notifying the other party hereto thereof 

in writing. 

ARTICLE 10: ASSIGNABILITY 

Operator shall not assign this agreement, in whole or in 

•••art, without the written consent thereto of Amoco. 

i-LlLQkL i l : i fttSTORAMo;. or_ PREMISES 

Unless hereinafter otherwise specifically provided, if 

any well Grilled under the provisions hereof is not completed as c 

producer of oil.or gas, Operator shall, at Operator's sole cost an: 

expense, restore the premises to their former state (which shall include 

the filling of all pits, removal of derrick, board roads, and all other 

equipment and material, and the doing of all things necessary to the 

restoration of the premises as nearly as possible to their original 

condition to the satisfaction of the landowner), and shall furnish 

evidence satisfactory to Amoco that these things have been done. 

Failure to perform any restoration or clean-up operation 

within a reasonable time after completion or abandonment or failure to 

settle any claims in connection with damage to growing crops therewith 

within sixty (60) days after written demand from Amoco, shall give Amoco 

the option to perform such restoration or clean-up operations, and 

Operator agrees to reimburse Amoco for all expenses so incurred. 

ARTICLE U: PERFORMANCE 

12(1) Each Productive Well Is An "Earning Well" -
Definition of "Earned Depth ""l 

Each test well provided for under the provisions 

of Article 3 ("TEST WELLS") hereinabove which Operator has drilled to 



Contract Depth and completed as a Productive Well all in strict compliance 

with all of the terms and provisions hereinabove set out, shall hereinafter 

be called an "Earning Well", and the term "Earned Depth", used in connection 

with an Earning Well or a Well Tract (as defined hereinbelow) on which 

an Earning Well is located, shall mean 100 feet below the depth to which 

such well was drilled and logged, but in no event below the base of the 

Delaware formation. 

12(2) Proration Unit Is The "Well Tract": 

When and i f a test well provided for under the 

provisions of Article 3 ("TEST WELLS") hereinabove has been drilled by 

' . erator to Contract Depth and is completed as a Productive Well which 

...-lifie: as ar "Ermine Well", the land allocated to said well for pro-

;«L.rposes t.: t pro rttion unit una-, the rule- and re-i^latior,: of 

. Oi". Conservation Division of the Department of Energy end Minerals 

•:"tne State of !»e»v Mexico shall hereinafter be called the "Well Tract" 

*>•••• saio well; pri-viced. however, that tne location and shape of each 

proposed proration unit must be satisfactory to Amoco, and i t is a 

condition precedent to the performance of Amoco hereunder that the 

"location and shape of each proration unit which includes any portion of 

ihe Contract Acreage must be approved in writing by Amoco. 

12(3) Assignment After Completion of Each Earning Well: 

Whenever Operator has drilled a test well 

provided for hereinabove under the provisions of Article 3 ("TEST WELLS") 

to Contract Depth (for said well) and has completed said well as a 

Productive Well which qualifies as an "Earning Well" (and the provisions 

of this paragraph are applicable to each such Earning Well), and provided 

that Operator has fully,complied with and performed all the terms, 

provisions and conditions herein contained, the performance of which is 

at that time required, time being of the essence of this agreement, 

Amoco shall execute and deliver to Operator the following described 

assignment: 

An assignment of all right, t i t l e and interest of Amoco 
in and to the oil and gas rights down to Earned Depth 
(for said well) in the Contract Acreage insofar as i t 
covers the Well Tract (around said well), but excepting 



fron said assignment and reserving to Amoco, the following 
described overriding royalty (hereinafter called "Assignor's 
Overriding Royalty"): 

25* of 8/8 of al l production from the said assigned 
rights in the Contract Acreaqe, less Landowners' 
Royalty and presently existing burdens (as used 
herein, "Landowners' Royalty" means the royalty 
reserved to the owners of the minerals covered by an 
oil and gas lease under the terms of said lease, and 
"presently existing burdens" means all other royalties, 
overriding royalties, production payments, and other 
burdens and encumbrances to which the Contract 
Acreage is subject on the date of said assignment), 
using therefor the form of assianment attached 
hereto as Exhibit "A-2". 

12(4) Approval of Assignment Forms: 

With respect to the form of assignment attached 

:? Exhibit "A-2'', the parties hereto hereby approve arid confirm 

te r ,-y., :•.vener-ts and conditions therein set fort;., and agree 

" ' f*' :• •••• :' * * r •"' • c- f:>- f.crc-incbov*: SHE."!! be sJ\iect \:> end it 

• .':(. i t \ * rn: s'-a'"' cor.ixin the terms., covenants end conditions 
* 

•-•r.ir-ed ir: said forr of assiorinenr. 

I : : n r ' iriOV 0»: TM: f-UCiKT 'if Ol Ê A-fif: TO DEDICATE GAT 

Operator hereby warrants that there is nr. existino gas. 

Srie: contract which would dedicate gas owned by Operator which is 

orociuced from the Contract Acreage. Furthermore, i t is aqreed that any 

oas sales contract subsequently executed by Operator will make reference 

to tfiis agreement, and will specifically state that Operator has no 

authority, right, or intent to dedicate, and purchaser does not intend 

to purchase, any gas production from the Contract Acreage which Amoco 

owns. Operator hereby agrees that i t will not execute a gas sales 

contract covering any portion of the Contract Acreage without f i r s t \. v 

having obtained the written approval of Amoco as to that portion of such / 

contract which describes the interest to be dedicated. Any certification/ 

by the Federal Energy Regulatory Commission or any successor agency 

authorizing the sale of gas from the Contract Acreage which is received 

by Operator shall be promptly furnished to Amoco, and Operator hereby 

agrees that i t w i l l neither accept such certification or commence deliveries 

thereunder, without f i r s t having received the written approval of Amoco 



EFFECT OF AGREEMENT: 

The terms, covenants and conditions of this agreement 

(including the Exhibits attached thereto) shall be binding upon and 

shall inure to the benefit of the parties hereto and their respective 

successors and assigns; and the said terms, covenants and conditions 

shall be covenants running with the land and leasehold estate covered 

hereby, and with each transfer or assignment of said land or leasehold 

estate. 

EXECUTED as of the ,day and year f i r s t above written. 

AMOCO PRODUCTION COMPANY 

] t s 4A t o rney- i r. - r c c 

Varrv My bettis. 

•0 
TH: STATE or Tex-^j; 1 

'0' ; '-":^ 0- f 4 a r r i s f 

f LF0r'E ME, the undersigned authority, on this day personally 
appearec ^ / ' . / f i tm 77 /Jo-ft , Known to n? to be the 
person who executed the foregoing instrument, and known to me to be the 
A-hhrtM^in- Fad of AMOCO PRODUCTION COMPANY, and acknowledged to me 
that hi? executed the same for the purposes and consideration therein 
expressed, as the act and deed of said corporation, and in the capacity 
therein stated. 

GIVEN UNDER MY HAND AND SEAL OF OFFICE this //£ day of / j j / i r c M , 
19&? . 

My Commission Expires: . „ ̂  
C p n Y L J , S T P « s S S S m ^ B l l c ^ n and f o F 

Notary Public, State ot Texas / I • r * TZ 
My Commission Exp,res July 18.1984 . # ^ County, f^/Utf 

THE STATE OF f 

COUNTY OF : f 

BEFORE ME, a Notary Public, on this day personally appeared HARRY M. 
BETTIS, JR., known to me to be the person whose name is subscribed to 
the foregoing instrument, and acknowledged to me that he executed the same 
for the purposes and consideration therein expressed. 

GIVEN UNDER MY HAND AND OFFICIAL SEAL this day of „ 
19 

My Commission Expires: 
Notary Public in and fo r 

County, 

FC/cag 
LR/2G5/A-14 



EXHIBIT "A - ] " 
(To rarrnout Contract dated 
February 1, 1933, between 
Assignor and Assignee 

LESSOR - U.S.A. 
LESSEE - John B. Purdy 
DATE 01' LEASE - January 1, 1975 
EXPIRATION DATE - JANUARY 1, 1985 
DESCRIPTION: T26S-R29E N.M.P.M. 

SECTION 7: LOTS 3,4, E/2 Sk'/4, SE/4 
SECTION 18: LOTS 1,2, E/2 NW/4 
SECTION 19: SE/4 

LESSOR - U.S.A. 
LESSEE - Don Wrioht 
EA! L OF LEASE - F 6 t ^ j = rv 1 , "»5»B0 
: >': ;;:AT'0'': DATE - - . s r . ] . ] « ; 
; isi^H'Tio:.: T:-«::- : ; . ' ?,.K. »•.?•. 

S/1 ; L ..74 SWA (Excluding 
3L..0J' teres lyino within the 
Red Bluff Resevoir) ^ ^ , { 0 

SE'TJO:.' ? l : A l l (Excluding 203.9 acres ly i r in 
witr. in the- P.cc El o f f Rest-voir 

SECT io:; zi". u/>:, N/2 SL/4 , 
SE/4 SE/4.. 



EXHIBIT "A-2 

(To Farmout Contract 
dated February 1, 1983, 
between Assignor and Assignee) 

ASSIGNMENT OF OPERATING RIGHTS 

THIS AGREEMENT, made and entered into by and between: 

AMOCO PRODUCTION COMPANY, a Delaware corporation, 
with an office at 501 Westlake Park Boulevard, 
Houston, Texas 77079, hereinafter called "Assignor", 

and 

HARPY M. BETTIS, JR., ar, individual, v.u.' an office 
at HE Western United Life Buildinq, and, Texas 
? c , 70i, hereinafter celled "Assignee'" 

WITNESSETH: 

>.'". '• FAS, pursuant tc tns provision: :' :e»-tf i» Fsri-f.-j; . 

: • •. ••act I ( r . r . c - r ar.:- Assignee, Assignor : ' • ;.' a'•••. •: . t<: 

As sicnee i :•< c* its interest in the Operating t i (as .defined 

hereinafter) in an: under the oil and gas leases riescibed in Exhibit 1'- fror 

tr.« Unite- .r t (•: .. Ave-'icc, ;;.5.(!rA>' (AND ONLY ] : . : . - ' -.s said leases c r *.« r 

t:,t intervo*' i« tract o' land cescribec hereirselcu/: 

(here shall be inserted a description c* ) 
(the surface area for the tract of Land ) 
fwhich is referred to as the "Well Tract" ) 
(in the Farmout Contract and Joint Operating) 
(Agreement between Assignor and Assignee, to) 
-(which a copy of this form of Assipnnent is ) 
(attached as an Exhibit thereto. ) 

from the surface of the earth down to and including, but not below, that 

subsurface depth which is ^ feet below the surface of the 

earth, but in no event below the base of the Delaware formation (The 

said interval in the above described land is sometimes hereinafter 

referred to as the "Assigned Premises".); and 

* This Exhibit will contain a description of whichever of the leases referred 
to in said Tannout Contract as the "Contract Acreage" cover the above tract 
of land. 

**The number to be f i l l e d in here shall be "Earned Denth" in feet as that 
term is defined in the Farmout Contract to which a cooy of this form of 
assignment is attached as an Exhibit thereto. 



WHEREAS, the above described oil and gas leases, the rights 

therein, and the land covered thereby, insofar (and only insofar) as 

said leases cover the Assigned Premises, are hereinafter sometimes 

referred to as the "Lease Acreage"; and the term "Operating Rights" in 

said Lease Acreage means the exclusive right to d r i l l and operate for 

the discovery and production of oil and gas in and on the above described 

Lease Acreage, with the exclusive right to take and appropriate the oil 

and gas so produced from the said Lease Acreage, subject to the terms 

and provisions of said leases; 

NOW, THEREFORE, in consideration of the premises and of the 

sur of Ion Dollars (SI0.00) and other good and valuable consideration, 

As i i nerer\ roes ass icr, transfer and convey, subject to all of tSt 

• i *-"' '• f -'n: r *o,. s ft .-.it bout warranty o* t i t l e , either express 

J *' i'M ' 'r : . .,J.. •'; : i ::nu.. cf Assionor's ricSt, t i t l e and interest 

"i c.r.c t: the said Opera tine Pi gists in the above described Lease* Acreage. 

TO H.'-VE ANP TO HOLD said interest ir the Operation Rights it. 

f - -C-Ese Acreice unto Assignee and Assignee's successors ir« interest, 

suMect to the ftliowin: terns, covenants and conditions: 

ARTICLE U SUBJECT TO ALL EXISTING BURDENS 

. The tern "Existing Burdens" as used herein shall mean all 

royalties (including, but not limited to that royalty, sometimes called 

"Landowners' Royalty," which is reserved to the owners of the minerals 

covered by an oil and gas lease under the terms of such lease.), overriding 

royalties, production payments, net profits obligations, carried working 

interests and all other payments out of or with respect to production 

with which the Lease Acreage is burdened as of the date hereof. The 

interest in the Lease Acreage covered hereby is conveyed by Assignor and 

accepted by Assignee subject to the Existing Burdens with which said 

Lease Acreage is encumbered (including royalties and overriding royalties 

owned by Assignor, i f any); and Assignee hereby assumes and agrees to 

pay, perform or carry, as the case may be, its proportionate part of 

each of said Existing Burdens to the extent that such Existing Burdens 

are or remain a burden on the interest in the Lease Acreage herein 

assigned. 



ARTICLE 11: OVERRIDING ROYALTY RESERVATION 

1. In addition to any and all Existing Burdens to which 

said Lease Acreage may be subject, Assignor hereby excepts and reserves 

unto it s e l f , its successors and assigns, an overriding royalty (hereinafter 

sometimes called "Assignor's Overriding Royalty") on all oil and gas and 

other minerals produced from, or allocated to, the Assigned Premises, 

eoual to 25-; of B/P, less Existing Burdens (includina the royalty reserved 

tr the owners of the minerals covered by an oil and gas lease under the 

:tn-.i of such lease), of: 

(a) All o i l , d i s t i l l a t e , condensate and other 
liquid hydrocarbons produced and saved, which 
shall be delivered free of all cost and expense, 
except taxes on production, at the well or 
wells or, at Assignor's option, to the credit 
of Assignor into the pipeline to which said 
well or wells may be connected; 

r.ine-t value ct the well of all ess end 
cc. in:!rear gar. r-roriucec1 and saved, whic- shi, 
Lc paid to Assignor free of all cost and expanse, 

' except taxes or, production; provided however, 
that on gas or casingbead gas sold under a 
contract entered into after bona-fide arms-length 
neuotietions with a party not an affiliate of 
Assignee, Assignor's Overriding Royalty shall 
tie calculated on the basis of the net proceeds 
realized by Assignee fron; the sale of such gas 
and casinghead gas (instead of market value et 
the well); and 

(c) All other minerals produced and saved, free of 

all cost and expense, except taxes on production. 

2, With respect to the overriding royalty herein excepted and 

reserved by Assignor, Assignor and Assignee agree as follows: 
(a) That oil and gas used in drilling and operations 

on the Lease Acreage and in the handling of 
production therefrom shall be deducted before 
said overriding royalty is computed; 

(b) That Assignee shall furnish to Assignor itemized 
monthly reports of all production from the 
Lease Acreage, such reports to be mailed not 
later than the last day of the month following 
that for which the report is made; 

(c) That in the event lease hereby assigned covers 
less than all of the oil and gas and mineral 
rights in the entire oil and gas and mineral 
estate in the land described therein (whether 
or not such lease purports to cover a whole or 
fractional interest), or, in the event the 
leasehold interest hereby assigned in a lease 
is less than the whole leasehold interest in 
such lease, then the overriding royalty herein 
retained with respect to that lease shall be 
proportionately reduced in accordance with the 
extent of the oil and gas and mineral rights 
covered by such lease, or the portion of the 



"i A 

••^ 
part thereof, to Assignor. When (and i f ) production fron the Lease 

Acreage has been established, i t shall be conclusively presumed that 

Assignee has abandoned all rights hereunder unless Operations, as hereinafter 

defined, are thereafter conducted upon said Lease Acreage with no cessation 

for more than sixty (60) consecutive days. The term "Operations" as 

used herein, shall mean production of o i l and/or gas in commercial 

quantities (A gas well which is capable of commercial production of gas 

but which is shut-in pursuant to the terms of the lease or leases covering 

the land on which said well is located shall be deemed to be commercially 

productive of gas for the purposes of this article.), or operations for, 

and any of, the- following: d r i l l i n g , testing, completing, reworking, 

reco^ole1.ing, deepening, plugging back or repairing c- a. well in search 

">i" o'' ir ar. endeavor to obtain production of oil and/or qas, and when 

;. :i "dnre r.t occurs, at the request of Assignor, Assignee shall 

seissier. tne Lease Acreaqe to Assiqnor. I t is further covenanted and 

that Assignor shall have tne right to acquire such reassiqnment 

cx trie Lease Ac'caee, or part thereof, prior to the abandonment of the 

last proc-jcinc well located on sucr, Lease Acreaae or cart thereof, with 

tne exclusive right and option o"' acquiring all equipment and material 

appurtenant, to said well located thereon, payment for which shall be 

made by Assignor to Assignee based on the salvage value of such equipment 

and material.in said well (by "salvage value" is meant the fair market 

value at the surface of the wellsite of such equipment and material as 

can be removed from the hole to the surface, after deduction of an 

amount equivalent to such costs and expenses as would be necessary to 

actually remove such equipment and material from the hole), ln the 

event Assignee fails or refuses to deliver a reassignment to Assignor as 

provided herein, Assignor may execute and record a document relating the 

facts and describing the t i t l e involved, and upon the f i l i n g of such 

document in the County (or Parish) Records where the Lease Acreage is 

located, all rights granted hereunder to Assignee shall terminate absolutely 

and shall revert to and revest in Assignor. All provisions herein with 

regard to reassignment to Assignor are in addition to and not in lieu of 

other rights of Assignor hereunder. ln the event any rights in the 

Lease Acreage revert or are assigned to Assignor under the provisions of 



this paragraph, the same shall be free and clear of any and all overridina 

royalties, production or other payments, and other interests or right? 

acquired from and under Assignee, all of which shall be acquired subject 

to this limitation, and shall be extinguished and terminated upon such 

reversion or assignment, ln no event shall Assignee be relieved of any 

obligation which accrued prior to the date of such reversion or retransfer, 

and Assignee shall indemnify Assignor for and hold Assignor harmless 

fro™ all claims and causes of action whatsoever arising as the result of 

or ir. connection with Assignee's operations on the Lease Acreage. 

fi'_l:£.L_I COMPLIANCE WITH LEASES 

Tr.is assignment is made subject to f.H cf the ter"? i\ 

• • :--r.t! r'<c i inn lied covenants and conditions of tne leeses c 

--.cvi, which term, covenants and conditions. As• ione•. >•:••• ••• 

f.: • T : an-: i yee* to per fori ; anc the terms, covenants, and condition: 

c i.' leases shall be binding on Assignee not only in favor of the 

tre-cir end Lessor's heirs and assigns, but else ir favor o~ 

;ss enc i nercir., its successors and assigns. 

APT I CLE V11: NOTICES 

All notices, reports and other communications required or 

perritted hereunder or desired to be given with respect to the rights or 

interests herein assigned or reserved shall be deemed to have been 

properly given or delivered when delivered personally or sent by registered 

mail or telegraph, with all postage or charges fully prepaid, and addressed 

to Assignor at P. 0. Box 3092, Houston, Texas 77253, or to its office at 

501 WestLake Park Boulevard, Houston, Texas 77079; and to Assignee at 

the address hereinabove set out. 

ARTICLE VIII: RENTALS AND SHUT-IN GAS WELL ROYALTY 

Assignor shall make a bona fide effort to pay any delay 

rental on the Lease Acreage assigned hereunder that may become due on 

said Lease Acreage; and Assignee shall, within fifteen (15) days after 

receipt of invoice from Assignor, reimburse Assignor to the extent of 

one hundred percent (100%) of any rental so paid by Assignor. Assignee 



shall qive Assignor written notice prior to the tine that any gas well 

located on the Lease Acreage is shut in. Assignee shall make a bona 

fide effort to pay all shut in gas well royalty that may become due and 

payable under the provisions of the lease or leases comprising the Lease 

Acreage covered hereby, and shall receive no reimbursement therefor fror. 

Assignor. Either Assignor or Assignee may be relieved of its obligations 

v.itr regard to paynent of its share of any delay rentals and shut-in gas 

wei' royalty by notifying the other party thirty (3C) days in advance of 

tne cate on which such delay rentals or shut-in gas well royalty is due 

art- rayable, of its election not to bear its share of said rentals or 

r • • : - n gas well royalty, and immediately thereafter assigning, without 

:' . •. "•:•.!'! is cf werrcr t \ . all of said party's interest in the Lease Acreage, 

: . r-r •• : \ cs s i r i r ; tc pay said delay rentals or shirt-in ga: well 

;:;:' ._i rr.-. PATIO?; TO PURCHASE LEASE ACREAGE 

!P tne event that Assignee receives a bona fids offer 

vs1 j: r i t is willing tt accept for the purchase- of s? io Lease Acreaae, or 

r-r. :art thereof or interest therein, fron a person, f i m or corporation 

reacu , able and willing to purchase such Lease Acreage, part thereof or 

interest therein, Assignee immediately shall give written notice thereof 

to Assignor, including in said notice the nane and address of such 

offeror, the price offered, and all other pertinent items and conditions 

of trie offer. Assignor, for a period'of fifteen (15) days after receipt 

of said notice, shall have the prior and preferred right and option to 

purchase from Assignee the Lease Acreage, or the part thereof or interest 

therein covered by said offer, at the price and according to the terms 

and conditions specified in said .offer; provided, that i f Assignor fails 

to exercise its said right and option by giving written notice of its 

acceptance within fifteen (15) days after receipt of the above mentioned 

notice, Assignee shall accept said offer and complete said sale in 

accordance with said offer within sixty (60) days after the expiration 

of said period of fifteen (15) days; and provided further, that i f 

Assignee fails to accept said offer or to complete said sale within said 

period of sixty (60) days, the preferred right and option of Assignor 



under this paragraph shall be considered as revived, and Assignee shall 

not complete said sale to said prospective purchaser unless and until 

said offer again has been presented to Assignor, as hereinabove provided, 

and Assignor again has failed to elect to purchase on the terms and con­

ditions of said offer. In the event any offer to purchase which Assignee 

is willing to accept, includes other leases or properties in addition to 

the Lease Acreage, or part thereof covered hereby, then during the 

period of time above provided, Assignor shall have the prior and preferred 

right to purchase such Lease Acreage, or part thereof, segregated from 

the other leases or properties included in said offer and at the fair 

cash market value thereof as of the date of such offer. All offers at 

anv tine made to Assignee, its successors or assigns, for the purchase 

(••-' se^f1 Lease Acreage, or any part thereof or interest ti e rein, shall be 

SJ! ;-e:t tc all the te«*:-.: and conditions of t»-i: ircoc^c: ' . 

< 

A-:TI CL f X : OPT 101. AND PREFERENTIAL RIGHT TO PURCHASE PRODUCTION 

Assignor at any tine, at all times and f r r : i tc t i r e , 

sfel- have the option and the exclusive right to purchase ell oil produced 

and saved fron Assignee's interest in said Lease Acreage, at the market 

price for production of similar kind and quality prevailing in the field 

where produced on date of delivery. 

Assignor shall also have the option and the exclusive 

right to purchase all gas, casinghead gas, and all other products produced 

and saved therewith fron Assignee's interest in said Lease Acreage, and 

payment therefor to Assignee shall be made at the wellhead price under 

contracts for the sale of production of similar kind and quality 

prevailing in the field at the time such option and right is i n i t i a l l y 

exercised; provided that, i f Assignor shall contract for the resale of 

such gas, casinghead gas, and other products at the wellhead, such 

payment shall be based upon the net proceeds accruing to Assignor at the 

wellhead under such contract. Assignor shall have said option and 

exclusive right (to purchase all gas, casinghead gas, and all other 

products produced and saved therewith from Assignee's interest in said 

Lease Acreage) for a period of thirty (30) days after being notified by 

certified or registered mail of the completion on the Lease Acreage of a 



well capable of producing, such gas, casinghead gas, and other products 

produced and saved therewith, except that, i f an expenditure of more 

than S50,000 is required for construction of an extraction plant or any 

other extraction facility of any Kind or for a pipeline or gathering 

system, then said exclusive option shall extend for a period of three 

(3) months after said notification. If at the expiration of said thirty 

(30) days or three (3) months, as the case may be, Assignor has not 

exercised such exclusive option, then the exclusive option of Assignor 

shall expire, but in the event that Assignee thereafter receives a bona 

fide offer which i t is willing to accept for the purchase of said gas 

and products r< any part thereof or interest therein, fron- a prospective 

fu ser re* - . able and willing to purchase such gas arc products or 

i r>\ pt » t v( or interest therein, .'ssianeo she".1 i " 1 cutely give 

• • : * '; -: re.-f to Assign-1" •*'.» cet if i f • c - >'•-• ;erer nc1}, 

• 1 urine •'• :,: ' : notice the name a no address of sucr ct-'eror, tne price 

C'ered, i'.- e *'• other pertinent items and conditions of the offer. 

•'; -=« :: • ; :-r-iod of thirty '• 30) days after receipt o* said notice, 

snail r.avt tt.e prior and preferred right and option to purchase fror 

Assignee the oas and products or part thereof or interest therein covered 

by said offer, at the price and according to the applicant terms and 

conditions specified in said offer; provided that, i f Assignor fails to 

exercise its right and option by mailing written notice of its acceptance 

within thirty (30) days after the receipt of the above mentioned notice, 

Assignee may accept said offer and complete said sale in accordance with 

said offer within thirty (30) days; and provided further, that i f Assignee 

fails to accept said offer or to complete said sale (at the price and 

under the terms and conditions specified in this offer) within said 

period of thirty (30) days, the preferred right and option of Assignor 

under this Article shall be considered as revived, and Assignee shall 

not complete such sale to said prospective purchaser or to any other 

prospective purchaser unless or until said offer again has been presented 

to Assignor, as hereinabove provided, and Assignor has again failed to 

elect to purchase on the terms and conditions of said offer. In the 

event that Assignee completes any sale, the preferred right and option 

of Assignor under this Article shall also revive upon the termination of 

such contract cf sale. 
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At any time prior to the time limits prescribed above 

Assignor may indicate its intention to waive all or any part of its 

preferential right, but such waiver, to be effective, must be in writinn,, 

It is understood and agreed that the right to purchase 

hereby granted may be assigned by Assignor at any time, at all times and 

fror, time to time without limitation. The rights covered by this Article 

shall be a covenant running with the land, and shall bind the successors 

arm assigns of the parties. 

API I CLE XJ_: ASS 1 CHOP'S RIGHTS TO APPLY TO EXTENSION AND RENEWALS 0£ 

LEASES 

Trie rights herein reserved to Assignor, including Assionor 

Over'- id"*nc Royalty, shall apply to all extensions end rere».ols o* the 

1 : • • •:'»:--?n nnr the Lease Acreage. 

s^r^e:: to all tne terms and provisions of that certain rarnout Contract 

between Assignor and Assignee to which a copy of this forr of assignment 

is attached as an Exhibit end to which reference is made for all purpose; 

ARTICLE XIII: EFFECT ON ASSIGNS 

The terms, covenants and conditions hereof shall be 

binding upon and shall inure to the benefit of Assignor and Assignee and 

their respective successors and assigns; and such terms, covenants and 

conditions shall be covenants running with the land above described and 

the Lease Acreage herein assigned and with each transfer or assignment 

of said land or Lease Acreage. 

ARTICLE > i l : SUBJECT TO FARMOUT CONTRACT 

Tnis assignment, and the Leese Acreaqe covered hereby. "• 

EXECUTED this day of , 19 

AMOCO PRODUCTION COMPANY 

By 
Its Attorney-in-Fact 



MALLON OIL COMPANY 
1099 18th Street. Suite 2750. Denver. Colorado 80202 

(303) 293-2333 

January 25, 1990 

TO ALL WORKING INTEREST OWNERS 
AMOCO-RED BLUFF #3 WELL 

RE: Pecos River Prospect 
Amoco-Red B l u f f #3 we l l 
Eddy County, New Mexico 

Ladies/Gentlemen: 

Enclosed please find a copy of Mallon Oil Company's application for 
Compulsory Pooling for the Amoco Red Bluff #3 well, scheduled for 
February 1, 1990. We elected to force pool the Red Bluff interest, 
which is currently under Farmout by George Mitchell, due to the fact 
that we were unable to negotiate acceptable Farmout terms with Mr. 
Mitchell. Mr. Mitchell i n i t i a l l y indicated that he would participate 
for his proportionate share in the Amoco-Red Bluff #3 well, but called 
in December to let us know that he had decided against participation and 
offered us a 75% net revenue interest Farmout. 

I have also enclosed a copy of the letter from Mr. Mitchell's 
attorney, whereby George Mitchell has filed for application to force 
pool our Amoco acreage in the same tract. After discussing this 
situation with our attorney, we feel that this application from Mr. 
Mitchell w i l l have no impact on our case in the force pooling, as we 
were fully permitted for the well and Mr. Mitchell has no permit in 
place. A formal proposal from Mr. Mitchell to d r i l l the #3 well was 
never received by this office, and dilligent attempts to negotiate are 
necessary in a force pooling hearing. 

I f you have any additional questions or concerns with this matter, 
please do hot hesitate to contact the undersigned. 

Sincerely, 

/kern 



MALLON OIL COMPANY 
1099 18th Street, Suite 2750, Denver. Colorado 80202 

(303) 293-2333 

December 28, 1989 

TO ALL AMOCO RED BLUFF #3 
WORKING INTEREST OWNERS 

RE: Pecos River Prospect 
Amoco-Red Bluff #3 Well 
NW/4 NE/4 Section 28- T26S, R29E 
Eddy County, New Mexico 

Ladies/Gentlemen: 

Pursuant to your phone conversation on December 21 , 1989 with Mr. Joe Cox in 
our office, the following is the f i n a l working interest breakdown (BPO) for the 
Amoco-Red Bluff #3 well: 

As Mr. Cox explained, we w i l l be spudding on December 30, 1989 with a rathole 
r i g , with the understanding from CapStar D r i l l i n g that a d r i l l i n g r i g w i l l be 
available mid January. 

Please be advised that we have not yet been successful in obtaining a reduced 
royalty for this well. We w i l l continue to diligently pursue this issue, Ln order 
to increase the net revenue interest in any additional wells d r i l l e d within the 
Pecos River Prospect. 

Mallon Oil Company 
Charles Simmons 
Weldon Aston 
Wes-Tex Dr i l l i n g Co. 
Star Production Inc. 
Kerrco, Inc. 
Jay Easley 
Estate of Robert A. Mitchem 
Pilot Energy 1985 Ltd. 

.5399841 

.0800000 

.0800000 

.0447125 

.0404091 

.1362998 

.0178570 

.0160250 

.0447125 



Pecos River Prospect 
Amoco-Red Bluff #3 Well 
Working Interest Owners 
Page 2 

Please indicate your acceptance of your working interest as set forth above 
by signing and returning one copy of this l e t t e r to the undersigned. I t is 
understood that the Authority for Expenditure, previously executed on behalf cf 
each working interest owner, shall be deemed to include any increased interest, 
applicable, as outlined in this l e t t e r . 

Sincerely, 

MALLON OIL COMPANY 

Karen E. McClintock 
Landman 

AGREED AND ACCEPTED to this 

CHARLES SIMMONS 

day of , 1989-



MALLON OIL COMPANY 
1099 18th Street, Suite 2750. Denver. Colorado 80202 

(303) 293-2333 

November 28, 1989 

PECOS RIVER PROSPECT WORKING 
INTEREST OWNERS 

Re: Amoco-Red B l u f f Federal #3 
Au thor i ty f o r Expenditure 
Eddy County, New Mexico 

Ladies/Gentlemen: 

Enclosed please find two (2) copies of the Authority for 
Expenditure dated November 27, 1989, for the Amoco-Red Bluff Federal #3 
well. Tnis AFE is identical co che June AFE for the same well, wich che 
exception of the location footage and the date. 

I have also enclosed a copy of the letter from Amoco Production 
Company denying our extension request, and an updated Exhibit "A" for 
the Operating Agreement stating your individual working interest for 
each well d r i l l e d . 

The ramifications of Amoco's denial of our extension request, w i l l 
mean that a well must be dr i l l e d by December 31, 1989 in order to hold 
the Amoco Farmout. For this reason, we are requesting that the Working 
Interest Owners reply verbally and in writing by December 10, 1989, in 
order to give us time to offer out any non-consenting interest. 

At this time, i t appears as though the net revenue interest for 
this well w i l l be 80.00% (as opposed to the 70% in the previous wells), 
which would improve the economics for this well. 

Please return one copy of the enclosed AFE prior to December 10, 
1989. Should you have any questions, please advise. 

Sincerely, 

Landman 

.A em 
Enclosures 



MALLON OIL COMPANY 
1099 18th Street. Suite 2750. Denver. Colorado 80202 

(303) 293-2333 

November 16, 1989 

TO ALL PECOS RIVER PROSPECT 
WORKING INTEREST OWNERS 

RE: Pecos River Prospect 
Eddy County, New Mexico 

Ladies/Gentlemen: 

Enclosed please find the most recent extension request mailed to 
Amoco Production Corpany for the next well to be d r i l l e d within the 
Pecos River Prospect. 

As you are aware, Mallon Oil Company has been attempting to reduce 
the existing overriding royalities on the NM 38636 Federal lease. As of 
this date, a l l overriding royalty owners, with the exception of Mr. Les 
Oppermann and Mr. Harry Bettis, have agreed to a reduction as last 
proposed by Mallon Oil Company. Unfortunately, without an agreement by 
a l l overriding royalty owners, a reduction is not possible. We had 
hoped that we could improve economics for the next well and have a 
reduction in place prior to d r i l l i n g the next well within the prospect. 

We would l i k e to advise our working interest partners that in the 
event Amoco does not grant us an extension, and Mr. Oppermann and Mr. 
Bettis do not agree to reduce their overriding royalty under the terms 
already agreed upon by a l l other overriding royalty owners, there is a 
possibility that Mallon Oil Corpany would elect to go non-consent on the 
nsxt well, due to the economics of the higher royalty. 

We w i l l keep the partners posted on the progress of the extension 
and reduced overriding royalty. 

Should ycu have any questions, please advise. 

Sincerely, 

KM/da 
Enclosure 

cc: Mr. Les Oppermann 
Mr. Harry 3ettis 



MALLON OIL COMPANY 
1099 1 Xt h Street, Suite 2750, Denver, Colorado X0202 

(303) 293-2333 

June 9, 1989 

Pecos River Prospect 
Interest Owners 

Re: Amoco-Red Bluff-Federal #3 
Authority for Expenditure 
Eddy County, New Mexico 

Ladies/Gentlemen: 

Enclosed please find two (2) copies of the Authority for 
Expenditure for the Amoco-Red Bluff Federal #3. We are proposing the 
Amoco-Red Bluff-Federal #3 in lieu of the Amoco-Red Bluff-Federal #2 as 
a result of log data obtained from the recently completed Amoco-Red 
Bluff-Federal #1. The present farmout deadline for spudding is August 
31, 1989. 

Please return the indicated copy to Mallon Oil Company at your 
earliest convenience. 

I f you should have any questions, please advise. 

Sincerely, 

MALLON OIL COMPANY 

Joe H. Cox, Jr. 
Production Manager 

JHC/ars 
enclosure 



MALLON OIL COMPANY 
1099 18th Street, Suite 2750, Denver, Colorado 80202 

(303) 293-2333 

M E M O 

TO: Karen E. McClintock 

FROM: Elizabeth Redmond^ 

DATE: October 6, 1988 

RE: Pecos River Prospect 

Please be advised that tho AMI identified i n the Bettis/faorth Petroleum 
Agreement dated March 30, 1983, covers a l l of Township 26 South, Range 29 
East, Eddy County, New Mexico. 

Also, the burdens on Amoco Federal lease NM-38636 are as follows: 

Amoco Production Company .0500000 
Harry M. Bettis, Jr. .0250000 
JSM Oil and Gas, Inc. .0250000 
L.E. Oppermann .0250000 
Don and Micki Carol Wright 
A/to I n t e r f i r s t Bank Abilene NA .0500000 
Minerals Management Service .1250000 

.3000000 



AGREEMENT TO REDUCE OVERRIDING ROYALTY INTEREST 

THIS AGREEMENT, made and entered into a<> of the 4th day of August, 
1989, shall evidence the agreement between MALLON OIL COMPANY, as 
Operator of tlie Pecos River Prospect, (hereinafter referred to as 
"Operator"), and NCNB TEXAS, JSM OIL & GAS, INC., AMOCO PRODUCTION 
COMPANY, IIARRY M. BETTIS, JR., and L.E. OPPERMANN, (hereinafter 
referred to individually and collectively as tlie "Royalty Owners"), as 
hereinafter set forth. 

The undersigned Royalty Owners agree to reduce their overriding 
royalty on the next proposed well d r i l l e d by tlie Operator within the 
Pecos River Prospect after the effective date of this Agreement ("tlie 
Well"). The Pecos River Prospect is tlie acreage within the Federal 
Lease NM-38636, Eddy County, Mexico, further identified on tlie Exhibit 
"A" attached hereto and made a part hereof by this reference. 

I t is agreed and understood by the Operator and the Royalty Owners 
that this royalty reduction is limited only to the Well, and that the 
Amoco Federal #1, #3, 14, #5, #6, #7, #8, #9, #10, #11, #13, #14 wells; 
and tlie Amoco-Red Bluff Federal #1 well, which are the wells capable of 
production within the Pecos River Prospect as of the date of this 
Agreement ("the Existing Wells"), w i l l not Ixe affected by this royalty 
reduction. A l l Existing Wells w i l l maintain their current overriding 
royalty burdens, unless agreed upon by a l l Royalty Owners. 

The Operator and the Royalty Owners agree that die reduction of tlie 
royalty w i l l be limited to only those formations that are earned by 
d r i l l i n g the Well, as stipulated in the Farmout Contract dated February 
1, 1983, by and between Amoco Production Company and Harry M„ Bettis, 
Jr.. 

Ihe following schedule indicates die Royalty Owners, their present 
overriding royalty, and the reduced royalty in the event that the 
proration unit for tlie Well is comprised of one hundred percent (100%) 
of tlie Federal Lease NM-38636: 

Royalty Owner Present Royalty Reduced Royalty 

NCNB Texas 5.00% 3.00% 
JSM Oil & Gas, Inc. 2.50% 1.50% 
Amoco Production Company 5.00% 3.00% 
Harry M. Bettis, Jr. 2.50% 0.00% 
L.E. Oppermann 2.50% 0.00% 

Total ORRI 17.50% 7.50% 

The execution of this Agreement by tlie Royalty Owners, indicates 
the consent to reduce each present overriding royalty to the above 
stated reduced royalty. I t is understood by the Royalty Owners that tlie 
reduced royalty that i s indicated would be proportionate to the 
percentage of tlie proration unit that is included in Federal Lease 
NM-38636. 

This agreement shall be binding upon and shall inure to tlie benefit 
of tlie parties hereto and to their respective heirs, devisees, legal 
representatives, successors and assigns. 
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This Agreement inay be executed in any number of counterparts, each 
of which shall be considered an original for a l l purposes. Failure to 
obtain signatures from a l l Royalty Owners, shall deem this Agreement 
null and void. 

IN WITNESS WHEREOF, this Agreement shall Ix; effective as of tlie 4th 
day of August, 1989. 

OPERATOR 

r.^i5c(Jifot<5C]c 
-ant'Secretary 

MAIiLON OIL COMPANY, as 
Operator of tlie Pecos 
River Prospect 

^ - ^ ^ o 
By: George 0. Mallon, Jr.\ 

Chairman of the Board' 

ROYALTY OWNERS 

ATTEST: NCNB TEXAS 

By: By: 

ATTEST: JSM OIL & GAS, INC. 

By: By: 

ATTEST: AMOCO PRODUCTION COMPANY 

By: By: 

WITESS: 

By: 

WITNESS: 

By: By: L.E. Of inarm 

PLEASE RETURN THIS COPY 
TO MALLON OIL COMPANY 
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This Agreement nay be executed in any number of counterparts, each 
of which shall be considered an original for a l l purposes. Failure to 
obtain signatures from a l l Royalty Owners, shall deem this Agreement 
null and void. 

IN WITNESS WHEREOF, this Agreement shall be effective as of the 4th 
day of August, 1989. 

OPERATOR 

ATTEST 

J.intock 
''Assistant Secretary 

MALLON OIL COMPANY, as 
Oparator of tlie Pecos 
River Prospect 

By: George O. Mallon, J 
Chairman of the Boar 

ROYALTY OWNERS 

ATTEST. NCNB TEXAS 

7 N C N B % ? « r ^ 
e * a s National Bank 

ATTEST: JSM OIL & GAS, INC. 

By: By: 

ATTEST: AMOCO PRODUCTION COMPANY 

By: By: 

WITESS: 

By: By: Harry M. Bettis, Jr. 

WITNESS: 

By: By: L.E. Oppermann 
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EXHIBIT "A" 

ATl'ACHED TO AND MADE A PART OF THAT CERTAIN AGREEMENT TO REDUCE 
OVERRIDING ROYALTY INTEREST DATED AUGUST 4, 1989, BY AND BETWEEN MALLON 
OIL COMPANY, AS OPERATOR OF IHE PECOS RIVER PROSPECT AND NCNB TEXAS, JSM 
OIL & GAS, INC., AMOCO PRODUCTION COMPANY, HARRY M. BE1TIS, JR., AND 

L.E. OPPERMANN, AS HIE ROYALTY OWNERS. 

Lessor: United States of America 
Lessee: Don Wright 
Lease Date: February 1, 1980 
Federal Ijease Number: NM-38636 
Description: 

Township 26 South, Range 29 East, NMPM 

Section 27: N/2 NE/4, SE/4 NE/4, NW/4, 
N/2 S/2, SW/4 SW/4 (excluding 
38.08 acres lying within the 
Red Bluff Reservoir) 

Section 28: A l l (excluding 203.9 acres 
lying within tlie Red Bluff 
Reservoir) 

Section 29: N/2, N/2 SE/4, SE/4 SE/4 

Eddy County, New Mexico 
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AMOCO Amoco Production Company 
BOI WestLake Park Boulevard 
Post Ollico Box 3092 
Houston. Texas 77253 

September 1 , 1989 

RE: EA 52,689 
West Pecos Area 
Eddy County, New Mexico 

Mallon Oil Company 
1099 18th Street, Suite 2750 
Denver, Colorado 80202 

ATTENTION: Joe H. Cox, Jr. 

Gentlemen: 

In reference to your August 3, 1989 memorandum, Amoco will favorably 
consider reducing our overriding royalty from 5% to 3% under the 
February 1, 1983 Farmout Contract between Amoco Production Company and 
Harry M. Bettis, Jr. subject to the following conditions: 

1. Mallon would agree that no other interests or payments out of or 
with respect to production would be created after the royalty 
reduction has been agreed to. These other interests would 
include, but are not limited to production payments, overriding 
royalties, net profits interests, etc. 

2. Amoco would consider the 40% reduction of overriding royalty on 
the next proposed well and also on subsequent wells drilled under 
the above-mentioned Farmout Contract i f all overriding royalty 
owners have agreed to the same reductions as cited in your 
Agreement to reduce overriding royalty interest for the subse­
quent wells. 

3. Amoco would prepare its own document. 

Please advise of the decision of the other owners. 

Very truly yours, 

Emily F. Goodfellow 
Landman 
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MALLON OIL COMPANY 
HW IKih Stieel, Suite 275(1, Denver, Colorado K0202 

(303) 293-2333 

M E M O R A N D U M 

I'O: A l l Overriding Royalty Owners 

!•'ROM: Joe I I . Cox, J r . 

DATE: August 3, 19 09 

RH : Royalty Reduction Proposal 
Amoco-Federal Lease 
Eddy County, New Mexico 

Since the l a s t correspondence i n June regarding the reduction of 
r o y a l t y i n t e r e s t s , much discussion has gone on between various 
p a r t i e s i n v o lved t r y i n g to a r r i v e a t a s a t i s f a c t o r y plan. We are 
now sending a f i n a l proposal which i s designed to meet the 
concerns of a l l of those who have responded to previous l e t t e r s 
and telephone conversations. 

As we o r i g i n a l l y pointed out, the p r o j e c t e d negative economics of 
the past f i v e w e l l s have l e f t the working i n t e r e s t owners very 
concerned about t h e i r continued investment i n developing the lease 
even though t h a t d r i l l i n g has i n d i c a t e d t l t a t a considerable amoun b 
of undeveloped acreage should be produ c t i v e . With the required 
review time up on tlie l a t e s t d r i l l i n g AFE submitted to the working 
i n t e r e s t partners only about 17% have elected to p a r t i c i p a t e which 
would not be enough to allow the w e l l to be d r i l l e d . I f the 
attached proposeil i s approved by the r o y a l t y owners the AFE w i l l 
be resubmitted noting the revised r o y a l t y i n t e r e s t . 

During the past three years, lease operating expenses have been 
reduced by 25% and d r i l l i n g and completion expenses have been 
brought down about 37% on the Amoco-Federal lease. We are now 
d i l i g e n t l y t r y i n g to f u r t h e r reduce the lease operating expense by 
i n i t i a t i n g on-lease s a l t w a t e r disposal versus the present 
commercial d i s p o s a l . We f e e l t h a t more progress can be made i n 
reducing d r i l l i n g and completion costs on f u t u r e w e l l s . These 
e f f o r t s have allowed tlie lease development to continue to i t s 
present p o i n t and we f e e l have put Mallon, et a l . i n the most 
favor a b l e p o s i t i o n to develop the remaining Delaware p o t e n t i a l 
w i t h i n the lease. 



A l l O verriding Royalty Owners 
August 3, 19 8 9 
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The primary points o£ the attached agreement and any subsequent 
agreements are as f o l l o w s : 

- Royalty reduction w i l l be on a w e l l by w e l l basis. A f t e r an 
ev a l u a t i o n period f o r the previous w e l l , i f a reduction i n r o y a l t y 
appears necessary to allow the d r i l l i n g of the next proposed w e l l , 
an agreement w i l l be sent f o r your approval. 

- Unanimous approval of the agreement by o v e r r i d i n g r o y a l t y owners 
w i l l be required f o r i t to become e f f e c t i v e . 

- The Farmout Agreement under which Mallon, et a l . are developing 
the lease, l i m i t s the r i g h t s earned to the depth d r i l l e d and no 
deeper than the top of the Bone Springs Formation. Any agreement 
made w i l l not a f f e c t any r o y a l t y r i g h t s which you may own below 
tli e farmout depths . 

The attached agreement and any subfiequent agreements w i l l 
p e r t a i n only to the next w e l l d r i l l e d . Your r o y a l t y i n t e r e s t s i n 
wel l s p r e s e n t l y producing w i l l not be a f f e c t e d by the agreement. 

The attached agreement would reduce the o v e r r i d i n g r o y a l t y 
i n t e r e s t s of Harry M. B e t t i s , J r . and Les E. Opperman to 0% f o r 
the next w e l l d r i l l e d . A l l others would be reduced by 40% f o r 
t h a t w e l l . The r e s u l t i n g o v e r r i d i n g r o y a l t y burden on t h a t w e l l 
would be 7.5% which, w i t h the 12.5% f e d e r a l r o y a l t y added would 
r e s u l t i n a t o t a l r o y a l t y burden of 20% on tha t w e l l . 

The extended deadline f o r spudding the next proposed w e l l i s 
December 31, 1989. Please respond no l a t e r than October 1, 1989 
to allow time f o r partners approval and planning f o r d r i l l i n g 
e t c . . 



AGREEMENT TO REDUCE OVERRIDING ROYALTY INTEREST 

THIS AGREEMENT, made and entered in to as of tlie 4th day of August, 
1989, sha l l evidence tlie agreement between MALLON OIL COMPANY, as 
Operator o f tlie Pecos River Prospect, (hereinaf ter referred to as 
"Operator"), and NCNB TEXAS, JSM OIL & GAS, INC., AMOCO PRODUCTION 
COMPANY, HARRY M. BEITIS, JR., and L.E. OPPERMANN, (hereinafter 
re fer red to i n d i v i d u a l l y and c o l l e c t i v e l y as the "Royalty Owners"), as 
here inaf te r set f o r t h . 

The undersigned Royalty Owners agree to reduce the i r overriding 
roya l t y on tlie next proposed wel l d r i l l e d by tlie Operator w i th in tlie 
Pecos River Prospect a f t e r tlie e f f e c t i v e date of th i s Agreement ("tlie 
W e l l " ) . The Pecos River Prospect i s tlie acreage wi th in tlie Federal 
Lease NM-38636, Eddy County, Mexico, f u r the r i d e n t i f i e d on tlie Exhibi t 
"A" attached hereto and made a par t hereof by th i s reference. 

I t i s agreed and understood by tlie Operator and the Royalty Owners 
tha t th i s toya l ty reduction i s l i m i t e d only to tlie Wel l , and that tlie 
Amoco Federal #1, #3, fl4, #5, | |6, #7, #8, #9, #10, 1111, #13, #14 wel ls ; 
and tlie Amoco-Red B l u f f Federal 11 w e l l , which dire the wells capable of 
production w i t h i n tlie Pecos River Prospect as o f tlie date of th i s 
Agreement ("the Exis t ing Wel l s " ) , w i l l not a f fec ted by th is royal ty 
reduct ion. A l l Exis t ing Wells w i l l maintain the i r current overriding 
r o y a l t y burdens, unless agreed upon by a l l Royalty Owners. 

The Operator and tlie Royalty Owners agree that tlie reduction of tlie 
r o y a l t y w i l l be l i m i t e d to only those formations that are earned by 
d r i l l i n g tlie Well , as s t ipula ted i n tlie Farmout Contract dated February 
1 , 1903, by and between Amoco Production Ccinpany and Harry M. B e t t i s , 
J r . . 

'Ihe fo l lowing schedule indicates tlie Royalty Owners, the i r present 
over r id ing r o y a l t y , and tlie reduced roya l ty i n the event that tlie 
p ro ra t ion un i t f o r tlie Well i s comprised of one hundred percent (100%) 
o f tlie Federal Lease NM-38636: 

Royalty Owner Present Royalty Reduced Royalty 

NCNB Texas 5.00% 3.00% 
JSM O i l & Gas, Inc. 2.50% 1.50% 
Amoco Production Company 5.00% 3.00% 
Harry M. B e t t i s , J r . 2.50% 0.00% 
L.E. Oppermann 2.50% 0.00% 

Tota l ORRI 17.50% 7.50% 

The execution of th i s Agreement by tlie Royalty Owners, indicates 
the consent to reduce each present overr id ing royal ty to tlie above 
stated reduced r o y a l t y . I t i s understood by tlie Royalty Owners that tlie 
reduced roya l ty that i s indicated would be proportionate to tlie 
percentage of tlie prora t ion un i t that i s included i n Federal Lease 
NM-38636. 

This agreement s h a l l be binding upon and sha l l inure to tlie benef i t 
o f tlie par t ies hereto and to the i r respective he i r s , devisees, legal 
representatives, successors and assigns. 
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This Agreement may be executed in any number of counterparts, each 
of which shall be considered an original for a l l purposes. Failure to 
obtain signatures from a l l Royalty Owners, shall deem this Agreement 
null and void. 

IN WITNESS WHEREOF, this Agreement shall be effective as of the 4th 
day of August, 1989. 

OPERATOR 

MALLON OIL COMPANY, as 
Operator of trie Pecos 
River Prospect 

By: George 0. Mallon, 
Chairman of tlie Board 

ROYALTY OWNERS 

ATTEST: NCNB TEXAS 

_ _ 

ATTEST: JSM OIL & GAS, INC. 

_ „ _ _ _ _ . _ _ 

ATTEST: AMOCO PRODUCTION COMPANY 

Byi fiyi 

WITESS: 

By: By: Harry M. Be t t i s , J r . 

WITNESS: 

By: ~Uy: L.E. Oppermann 
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EXHIBIT "A' 

ATTACHED 10 AND MADE A PART OF THAT CEKrAIN AGREEMENT TO REDUCE 
OVERRIDING ROYALTY INTEREST DATED AUGUST 4, 1909, BY AND BETWEEN MALLON 
OIL COMPANY, AS OPERATOR OF 'IHE PECOS RIVER PROSPECT AND NCNB TEXAS, JSM 
OIL & GAS, INC., AMOCO PRODUCTION COMPANY, HARRY M. DETTTS, JR., AND 

L.E. OPPERMANN, AS IHE ROYALTY OWNERS. 

Lessor: United States of America 
Lessee: Don Wright 
Lease Date: February 1, 1980 
Federal Lease Number: NM-38636 

Description: 

Township 26 South, Range 29 East, NMPM 

Section 27: N/2 NE/4, SE/4 NE/4, NW/4, 
N/2 S/2, SW/4 SW/4 (excluding 
38.08 acres lying within the 
Red Bluff Reservoir) 

Section 28: A l l (excluding 203.9 acres 
lying within the Red Bluff 
Reservoir) 

Section 29: N/2, N/2 SE/4, SE/4 SE/4 

Eddy County, New Mexico 
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MALLON OIL COMPANY 
1099 18th Street, Suite 2750, Denver. Colorado 80202 

(303) 293-2333 

June 20, 1989 

NCNB - Texas 
P.O. Box 830302 
Dallas, TX 75283-0302 

Attention: Mr. Tom McCarty 

CERTIFIED MAIL: P-570 412 777 

Dear Mr. McCarty: 

Mr. David Rhodes of your bank's, Special Assets Bank in Fort Worth 
has informed us that he w i l l no longer be handling the above captioned 
royalty for the Bank and has referred us to you. 

Attached are copies of letters sent to Mr. Rhodes regarding a 
proposed reduction of royalty on wells d r i l l e d on the lease in the 
future. As you can see the later of the two letters (the Amoco letter) 
leaves things somewhat up in the air. Amoco has contacted us and is 
supposed to come back with a counter-proposal which, i f i t appears 
acceptable, w i l l be put Ln the form of an agreement and sent for your 
review. I hope that we w i l l be able to send that this week. 

Please feel free to call with any questions you may have regarding 
this matter. 

RE: Royalty Reduction Proposal 
Don & Micki Wright Overriding Royalty 
Federal Lease NM-38636 
Eddy County, New Mexico 

Sincerely, 

MALLON OIL COMPANY 

Joe H. Cox, Jr. 
Production Manager 

JHC:er 
Enclosure(s) 



MALLON OIL COMPANY 
1099 18th Street. Suite 2750. Denver. Colorado 80202 

(303) 293-2333 

June 9, 1989 

Amoco Production Company 
Houston Region 
501 Westlake Park 31vd. 
P.O. Box 3092 
Houston, TX 77253 

ATTN: Mr. Dennis James 

Re: Voluntary Royalty Reduction 
Pecos River Prospect 
Amoco Farmout EA-52689 
Eddy County, New Mexico 

Dear Hr. James: 

Mallon Oil Company has recently sent a lette r to a l l of the royalty 
interest owners in our Pecos River Prospect in Eddy County, New Mexico 
EA-52689 excluding Amoco and the Minerals Management Service. The 
l e t t e r is in regard to a voluntary reduction of royalty cn future wells 
d r i l l e d on the lease. A copy of that correspondence is attached which 
gives the basic background leading to the conclusion that the reduction 
would be necessary to allow further development. 

Response from the royalty owners thus far has included one common 
question, that being why has Amoco not been approached on this matter? 
There seems to be a general understanding of the problem and, although 
they would l i k e to see different terms than those proposed, a desire to 
cooperate and encourage further d r i l l i n g , provided Amoco is included. 

With Amoco involved, modifications to the proposed reduction that 
should s t i l l allow enough r e l i e f to continue d r i l l i n g w i l l probably be 
along the line of: a) A continuous 50% reduction of a l l royalties 
(except Federal) on any wells d r i l l e d in the future, or, b) A 75% 
reduction in those royalties u n t i l 150% of payout is reached at which 
time the royalties w i l l return to their present level u n t i l the economic 
l i m i t of each individual well is reached when they would again be 
reduced by 75% u n t i l the ultimate economic l i m i t is reached and the well 
would presumably be abandoned. 



/ 
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Amoco Production Company 
Voluntary Royalty Reduction 
June 9, 1989 
Page 2 of 2 

Cur present continuous d r i l l i n g deadline under the Far^cut 
Agreement is August 31, 1989 and, judging from discussions and the 
disappointing results of the latest we l l , I feel quite certain that the 
working interest partners w i l l not be committing to another well unless 
some r e l i e f from the present royalty burden can be obtained. * I would 
therefore appreciate any feed back you can give me regarding Amoco1 s 
position on this matter as soon as possible so that a f i n a l proposal can 
be sent to royalty owners. 

Please fee l free to ca l l with any questions you may have regarding 
th is matter. 

Sincerely, 

MALLON OIL COMPANY 

Joe H. Cox, Jr. 
Operations Manager 

JHC:er 
Enclosure(s) 

cc: (enclosures omitted) 

NCNB/SAB 
JSM Oil & Gas 
Les Oppermann 
Harry M. Bet t is , Jr. 



MALLON OIL COMPANY 
1099 18th Street. Suite 2750. Denver. Colorado 80202 

(303) 293-2333 

To: Amoco-Federal Lease 
Royalty Interest Owners 

From: Joe K. Cox, Jr. 
Mallon Oil Company 

Date: May 30, 1989 

Re: Voluntary Reduction of Royalty 
Amoco-Federal Lease 

SUMMARY 

Diminishing reserves on the most recent development wells combined 
with lower o i l prices and the 30% lease royalty burden have made 
development of what appears to be a sizeable volume of o i l in place on 
the Amoco-Federal lease uncommercial to develop. In order to allow the 
continued development of the lease we are proposing the voluntary 
reduction of royalties on future wells. This should allow the continued 
development of the lease, keeping the farmout in effect and giving the 
royalty owners a share of the otherwise unproducible, undeveloped 
reserves. 

Since May of 1983, when development of the Amoco-Federal lease 
began, thirteen producing wells and one dry hole have been d r i l l e d . The 
lease cumulative o i l production through 1988 was 417,938 barrels and 
during 1988 the lease produced 86,208 barrels of o i l , more than any 
other lease in the now sizeable Brushy Draw f i e l d . The primary reason 
that the Amoco-Federal lease moved ahead of the other leases in 1988 
production is that development d r i l l i n g has been cautiously continued 
during the past three years while i t has vi r t u a l l y stopped elsewhere in 
the f i e l d . The continued d r i l l i n g has not occurred withour a 
considerable amount of reservation among the working interest partners 
however, as evidenced by the high incidence of non-consenting interests 
during the past year and a half. 

The last five wells drilled have given a good deal of insight 
toward what might be expected in any future development of the lease. 
The Amoco Federal #14, dr i l l e d in A p r i l 1988, was a significant stepout 
from production, over 4200 feet from the closest producing well. That 
well continued the trend of thinner, tighter reservoir rock as the 
development has moved west but, as you probably know, was completed as a 
producer. With production from the #14 well a large area of undeveloped 
acreage within the lease now appears to be potentially productive. 



Voluntary Reduction of Royalty 
Amoco-Federal Lease 
May 30, 1989 
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Unfortunately, along with the trend toward thinner and less porous and 
permeable reservoir rocks in the direction of development, reserves have 
declined as well. Projected cumulative reserves for the f i r s t eight 
producing wells on the lease average over 91,000 barrels of o i l per 
well. This is boosted by wells in the "sweet spot" of thick high 
porosity reservoir in the northeast quarter of Section 27. In the 
latest four wells for which sufficient history exists for a projection, 
reserves average 42,200 Bbl per well. 

At the same time that reserves per additional well have trended 
downward, o i l prices have done the same. During the f i r s t two years of 
lease development, o i l averaged around 530/Bbl. Through the following 
four years, to date, i t has averaged about $15.75/Bbl. 

The impact of these two trends has obviously been an accelerated 
decline in the ultimate amount and rate of revenue flow from each well. 
The effects of the declining revenue can be seen in Exhibits 2-6, 
attached, which show the historical and projected economics for the 
Amoco-Federal wells #10, 11, 13 and 14 and a summary of those wells. 
These evaluations Include actual o i l prices through April 1989 with a 5% 
annual escalation of price and lease operating expenses begining May 
1989 and continuing to the economic l i m i t . The lease operating expense 
(LOE) i s taken from a three year average (1986-1988) excluding saltwater 
disposal costs. Saltwater disposal (SWD) costs are calculated 
separately by well based upon the actual price of disposal per barrel 
during the past year since the varying water production rates among the 
wells impact each well differently. The net total investment input for 
each well reflects the actual d r i l l i n g and completion expenses for that 
well. 

As can be seen from these projections, the cumulative net cashflow 
does not ever cover the i n i t i a l expense of two of the four wells and the 
summary of the four wells shows an ultimate $71,000 loss for the four 
wells. Discounted at 10% that loss becomes $261,000. 

In retrospect i t is obvious from the economics that the working 
interest partners have d r i l l e d at least two wells and probably four 
(five including the Amoco-Red Bluff-Federal #1) that may have best been 
l e f t undrilled. The threat of losing the remaining farmour acreage has 
been a strong motivator toward continuing the search for commercially 
productive wells but with the information now available i t is doubtful 
that under the present economic circumstances that w i l l be found. 
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We are proposing to the royalty owners receiving this le t t e r that 
their portion of the lease royalty burden be reduced by 75% on any 
future wells d r i l l e d on the Amoco-Federal lease. The royalty you are 
receiving from wells now producing would not be affected by this 
reduction. The only royalty owners not being asked to reduce their 
proportionate share are the Minerals Management Service (12.5%) and 
Amoco Production Company (5%). 

As mentioned, with production from the Amoco-Federal #14 i t now 
appears that a f a i r l y large area of undeveloped lease is potentially 
productive. An estimated fourteen locations are prospective based on 
the present data. With an average reserve value based on the 
Amoco-Federal #14 of around 45,000 barrels per well that could amount to 
630,000 barrels of o i l that cannot be commercially recovered under the 
present royalty burden but should be recoverable with the higher net 
revenue interest resulting from the proposed reduction in royalty. 

Exhibits 7-11 il l u s t r a t e the effect of reducing the royalty. As 
you can see from these parameters economics, although improved, are 
s t i l l far from ideal. I t is our intent to further reduce d r i l l i n g and 
completion costs and lease operating expenses to try to bring these into 
a more reasonable range. 

The impact of the royalty burden is obviously not something that 

options available under federal regulations regarding the suspension of 
"excess" royalty burden. In 43 CFR 3102.3-3 and 43 CFR 3103.3-6 the 
laws affecting the various Amoco-Federal royalty assignments, the 
parameters for suspending royalties are laid out. Among others, a 
royalty burden that inhibits "the timely development of the lease" is 
li s t e d as a parameter. After much study we decided that the royalty 
reduction on future wells only would be a more equitable solution to the 
development economics problem than the suspension of a l l applicable 
royalties. 

We have carefully considered taking any steps toward altering the 
original agreements made in connection with the lease. At this time 
however, we feel that i t is in the best interest of working and royalty 
interest owners alike to recommend the royalty reduction measures 
outlined herein. 

The economic projections used in this correspondence are of course 
subject to some degree of interpretation. The data used in these 
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calculations however were very carefully collected and I feel that they 
are quite accurate. I f you would l i k e to independently evaluate the 
economics of d r i l l i n g for and producing the undeveloped reserves I would 
be glad to supply you with whatever data you request regarding 
production, costs (unaudited), etcetera. 

I t is imperative in the interest of fairness and economics that a l l 
interests elect to reduce their royalty i f this plan is to work. 

Please signify your authorization for the royalty reduction by 
signing the attached agreement and returning the indicated copy to this 
office. A deadline of June 26, 1989 has been placed on the return of 
the agreement to allow sufficient time to prepare for d r i l l i n g a 
development well by the August 31, 1989 farmout agreement deadline. 



ATTACHED TO AND MADE A FART OF THAT CERTAIN VOLUNTARY REDUCTION 
OF ROYALTY MEMO DATED MAY 30, 1989 BY AND BETWEEN ̂ JXCN OIL 

COMPANY AND BARRY M. BETTIS, JR. 

Harry M. Bettis, Jr. hereby agrees to and accepts the 75% reduction 
of his 2.5% overriding royalty interest in the Amoco-Federal Lease 
(Federal Lease #NM-38636) located in Sections 27, 28 and 29, T26S, R29E, 
Eddy County, New Mexico on any wells d r i l l e d subsequent to May 30, 1989. 
The resulting overriding royalty interest on those wells is 0.625%. 

ACCEPTED AND AGREED TO this day of , 1989. 

By: Harry M. Bettis, Jr. 



ATTACHED TO AND MADE A PART OP THAT CERTAIN VOLUNTARY REDUCTION 
OF ROYALTY MEMO DATED MAY 30, 1989 BY AND BETWEEN MALLON OIL 

COMPANY AND NCNB/SAB. 

NCNB/SAB hereby agrees to and accepts the 75% reduction of their 
5,00% overriding royalty interest in the Amoco-Federal Lease (Federal 
Lease #NM-38636) located i n Sections 27, 28 and 29, T26S, R29E, Eddy 
County, New Mexico on any wells d r i l l e d subsequent to May 30, 1989. The 
resulting overriding royalty interest on those wells is 1.25%. 

ACCEPTED AND AGREED TO this day of , 1989. 

NCNB/SAB 

Bv: 



ATTACHED TO AND MADE A PART OF THAT CERTAIN VOLUNTARY REDUCTION 
OF ROYALTY MEMO DATED MAY 30, 1989 BY AND BETWEEN MALLON OIL 

COMPANY AND JSM OIL AND GAS, INC. 

JSM OIL AND GAS, INC. hereby agrees to and accepts the 75% 
reduction of their 2.5% overriding royalty interest in the Amoco-Federal 
Lease (Federal Lease #NM-38636) located in Sections 27, 28 and 29, T26S, 
R29E, Eddy County, New Mexico on any wells d r i l l e d subsequent to May 30, 
1989. The resulting overridinq royalty interest on those wells is 
0.625%. 

ACCEPTED AND AGREED TO this 

JSM OIL AND GAS, INC. 

day of , 1989. 



ATTACHED TO AND MADE A PART OF THAT CERTAIN VOLUNTARY REDUCTION 
OF ROYALTY MEMO DATED MAY 30, 1989 BY AND BETWEEN MALLON OIL 

COMPANY AND L.E. OPPERMANN. 

L.E. Oppermann hereby agrees to and accepts the 73% reduction of 
his 2.5% overriding royalty interest in the Amoco-Federal Lease (Federal 
Lease #NM-38636) located in Sections 27, 28 and 29, T26S,'R29E, Eddy 
County, New Mexico on any wells d r i l l e d subsequent to May 30, 1989. The 
resulting overriding royalty interest on those wells is 0.625%. 

ACCEPTED AND AGREED TO this day of , 1989, 

By: L.E. Oppermann 
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E X H I B I T 2 

M A L L O N O I L C O M P A N Y 
DATE: 
TIME: 

05/13/89 
17:00:54 

ID CCCE : PRUND-NM-01-10-EST 

NAME : AMOCO FEDERAL #10 
FIELD : PECOS RIVER PROSPECT 
CNTY, STATE: EDDY COUNTY, NEW MEXICO 
-ORMATI ON : CHERRY CANYON 
OPERATOR : MALLON OIL COMPANY 

AS OF NOV 30, 1986 

PRESENT ROYALTY BURDEN 

ACTUAL OIL PRICES TO 5-89 
PRICE & LOE ESCALATED a 5X 

PROFITABILITY INDICATORS 
PAYOUT : 5.1 YRS BTAX 
DCFROR : 9.5X BTAX 
RI-BTAX: 1.3 TO 1 UNDISC 1.0 TO 1 DISC 
NPV 5.0% 25.185 BTAX 
NPV 15.OX -23.472 BTAX 
NPV 20.0% -39.579 BTAX 
NPV 25.OX -52.259 BTAX 
NPV 30.OX -62.421 BTAX 

WI ORI GRI DATE WELL COUNT BEG-PRICES END-PRICES AVG-PRICES GROSS RESERVES 
100.00000 70.00000 70.00000 FEB 1987 GROSS NET OIL 16.43 27.92 19.73 CUMULATIVE REMAINING 

0 1 0.00 GAS 0.89 1.37 1.02 OIL (H3BLS) 0.000 43.567 
G 0 0.00 GAS (MMCF) 0.000 56.934 

GROSS WATER GROSS PROD GROSS GAS WORKING REVENUE NET OIL NET GAS EFFECTIVE EFFECTIVE NET TOTAL 

PRODUCTION OIL + COND PRODUCTION INTEREST INTEREST PRODUCTION PROOUCTION OIL PRICE GAS PRICE REVENUE 

—MBBLS— —MBBLS— MMCF 

% • 
x —MBBLS— MMCF— —S/BBL— ---S/MCF — MS 

1986 
,11HO)1937 10.705 10.002 5.001 100.00000 70.00000 7.001 3.501 18.031 0.890 129.356 

1983 7.230 6.333 5.800 100.00000 70.00000 4.433 4.060 15.332 0.890 71.583 

19S9 5.178 4.594 7.650 100.00000 70.00000 3.216 5.355 17.947 0.SS2 62.444 

1990 4.036 3.900 6.631 100.00000 70.00000 2.730 4.641 18.532 0.912 54.968 
1991 3.309 3.314 5.634 100.00000 70.00000 2.320 3.944 19.514 0.958 49.047 

1992 2.804 2.881 4.898 100.00000 70.00000 2.017 3.429 20.492 1.006 44.777 
1993 2.432 2.548 4.332 100.00000 70.00000 1.784 3.033 21.518 1.056 41.590 

1994 2.148 2.285 3.834 100.00000 70.00000 1.599 2.719 22.596 1.109 39.152 
1995 1.924 2.070 3.520 100.00000 70.00000 1.449 2.464 23.727 1.165 37.256 

1996 1.741 1.893 3.218 100.00000 70.00000 1.325 2.253 24.914 1.223 35.767 

1997 1.591 1.743 2.964 100.00000 70.00000 1.220 2.075 26.161 1.284 34.591 

1998 1.464 1.616 2.747 100.00000 70.00000 1.131 1.923 27.470 1.348 33.664 

3M0)19?9 0.349 0.386 0.656 100.00000 70.00000 0.270 0.460 27.924 1.365 8.175 

2000 
SUB TOTAL 44.911 43.567 56.934 100.00000 70.00000 30.497 39.854 19.731 1.020 642.369 

°EMA!NDER 0.000 0.000 0.000 0.00000 0.00000 0.000 0.000 0.000 0.000 0.000 

OT 12.2 YR 44.911 43.567 56.934 100.00000 70.00000 30.497 39.854 19.731 1.020 642.369 

NET LEASE NET SEV NET ADVAL NET TOTAL NET OPER NET TOTAL BTAX CUM BTAX BTAX CF CUM BTAX CF 

OPER EXP TAXES TAXES EXP + TAXES REVENUE INVESTMENT CASHFLOW CASHFLOW DISC 10.00X DISC 10.00X 

1986 
11H0)1987 21.260 9.171 1.294 31.725 97.631 236.911 -139.280 -139.280 -139.601 -139.601 

1983 21.325 5.075 0.716 27.116 44.467 0.000 44.467 -94.812 38.224 -101.378 

1989 20.463 4.427 0.624 25.514 36.930 0.000 36.930 -57.883 28.773 -72.604 

1990 20.695 3.897 0.550 25.142 29.825 0.000 29.325 -28.057 21.156 -51.449 

1991 21.404 3.477 0.490 25.372 23.674 0.000 23.674 -4.383 15.265 -36.184 

1992 22.237 3.175 0.448 25.860 18.917 0.000 18.917 14.534 11.088 -25.096 
1993 23.166 2.949 0.416 26.531 15.059 0.000 15.059 29.594 8.025 -17.071 

1994 24.177 2.776 0.392 27.344 11.807 0.000 11.807 41.401 5.721 -11.350 
1995 25.264 2.641 0.373 28.278 8.978 0.000 8.978 50.379 3.956 -7.395 

1996 26.423 2.536 0.358 29.316 6.450 0.000 6.450 56.830 2.585 -4.810 
1997 27.653 2.453 0.346 30.452 4.139 0.000 4.139 60.969 1.510 -3.301 

1998 28.956 2.387 0.337 31.680 1.984 0.000 1.984 62.953 0.660 -2.640 

3MO)1999 7.320 0.580 0.082 7.981 0.194 0.000 0.194 63.147 0.060 -2.580 

2000 
5UB TOTAL 290.343 45.544 6.424 342.311 300.058 236.911 63.147 63.147 -2.580 -2.580 

REMAINDER 0.000 0.000 0.000 0.000 0.000 0.000 0.000 63.147 0.000 -2.580 
;T 12.2 YR 290.343 45.544 6.424 342.311 300.058 236.911 63.147 63.147 -2.580 -2.580 



y EXHIBIT 3 " ; 

PF:COXPF DATE: 05/18/89 
EVAL #: 22 M A L L O N O I L C O M P A N Y TIHE: 17:01:23 

ID CCCE : PRUND-NM-01-11-EST 

NAME : AMOCO FEDERAL #11 
FIELD : PECOS RIVER PROSPECT 
CNTY, STATE: EDDY COUNTY, NEW MEXICO 
FORMATION : CHERRY CANYON 
OPERATOR : MALLON OIL COMPANY 

AS OF NOV 30, 1986 

PRESENT ROYALTY BURDEN 

ACTUAL OIL PRICES TO 5-89 
PRICE & LOE ESCALATED 3 5X 

PROFITABILITY INDICATORS 
PAYOUT : * YRS BTAX 
DCFROR : ---X BTAX 
RI-BTAX: 0.5 TO 1 UNDISC 0.4 TO 1 DISC 
NPV 5.OX -148.483 BTAX 
NPV 15.OX -160.265 BTAX 
NPV 20.OX -164.723 BTAX 
NPV 25.OX -168.487 BTAX 
NPV 30.OX -171.695 BTAX 

UI OR1 GRI DATE WELL COUNT BEG-PRICES END-PRICES AVG-PRICES GROSS RESERVES 
100.00000 70.00000 70.00000 DEC 1986 GROSS NET OIL 13.85 21.88 17.66 CUMULATIVE REMAINING 

0 1 1.00 GAS 0.89 1.07 0.92 OIL CHBBLS) 0.000 24.284 
G 0 0.00 GAS (MMCF) 0.000 41.085 

GROSS WATER GROSS PROD GROSS GAS WORKING REVENUE NET OIL NET GAS EFFECTIVE EFFECTIVE NET TOTAL 
PRODUCTION OIL + CCND FROCUCTICN INTEREST INTEREST FRCOUCTIOH PRODUCTION OIL PRICE GAS PRICE REVENUE 

— MBBLS MBBLS MMCF X X MBBLS MMCF S/BBL S/MCF H$ 
( 1MO)1986 1.271 2.012 2.012 100.00000 70.00000 1.408 1.408 13.850 0.890 20.760 

1937 13.363 7.459 10.125 100.00000 70.00000 5.221 7.087 17.513 0.390 97.748 
1988 10.798 3.766 6.893 100.00000 70.00000 2.650 4.825 15.338 0.890 44.943 
1989 9.061 3.145 6.239 100.00000 70.00000 2.201 4.402 17.832 0.883 43.141 
1990 7.806 2.462 4.925 100.00000 70.00000 1.724 3.447 18.584 0.912 35.179 
1991 6.357 2.131 4.262 100.00000 70.00000 1.492 2.983 19.516 0.953 31.969 
1992 6.114 1.878 3.756 100.00000 70.00000 1.315 2.629 20.493 1.006 29.589 

(10MO)1993 4.633 1.411 2.823 100.00000 70.00000 0.988 1.976 21.451 1.054 23.274 
1994 
1995 
1996 
1997 
1998 
1999 
2000 

SUB TOTAL 59.903 24.284 41.085 100.00000 70.00000 16.999 28.759 17.655 0.921 326.603 
REMAINDER 0.000 0.000 C.000 0.00000 0.00000 0.000 0.000 0.000 0.000 0.000 
TOT 6.9 YR 59.903 24.284 41.085 100.00000 70.00000 16.999 28.759 17.655 0.921 326.603 

NET LEASE NET SEV NET ADVAL NET TOTAL NET OPER NET TOTAL BTAX CUM BTAX BTAX CF CUM BTAX CF 
OPER EXP TAXES TAXES EXP + TAXES REVENUE INVESTMENT CASHFLOW CASHFLOW DISC 10.00% DISC 10.00% 

MS MS MS MS -MS-- - - MS M$ MS H$ MS 

( 1M0)1986 2.058 1.472 0.208 3.737 17.023 280.253 -263.230 -263.230 -261.148 -261.148 
1987 23.901 6.930 0.977 31.808 65.940 0.000 65.940 -197.290 62.766 -198.332 
1988 22.823 3.186 0.449 26.459 18.484 0.000 18.454 -178.807 15.937 -182.445 
1989 22.094 3.059 0.431 25.584 17.557 0.000 17.557 -161.250 13.796 -168.649 
1990 22.305 2.494 0.352 25.151 10.029 0.000 10.029 -151.221 7.122 -161.527 
1991 22.995 2.267 0.320 25.581 6.388 0.000 6.383 -144.833 4.127 -157.400 
1992 23.795 2.098 0.296 26.189 3.400 0.000 3.400 -141.433 2.001 -155.393 

(10M051993 20.534 1.650 0.233 22.417 0.857 0.000 0.857 -140.576 0.465 -154.934 
1994 
1995 
1996 
1997 
1998 
1999 
2000 

SUB TOTAL 160.504 23.156 3.266 186.926 139.677 280.253 -140.576 -140.576 -154.934 -154.934 
REMAINDER 0.000 0.000 0.000 0.000 0.000 0.000 0.000 -140.576 0.000 -154.934 
TOT 6.9 YR 160.504 23.156 3.266 186.926 139.677 280.253 -140.576 -140.576 -154.934 -154.934 



E X H I B I T 4 
F:COXPF 

VAL #: HALLOW O I L COMPANY 
DATE: 
TIME: 

05/18/89 
17:02:36 

3 CODE : PRUND-NM-01-14-EST 

AME : AMOCO FEDERAL #13 
IELD : PECOS RIVES PROSPECT 
NTY, STATE: EDDY COUNTY, NEU MEXICO 
2RMATION : CHERRY CANYON 
=ERATOR : MALLON OIL COMPANY 

AS OF NOV 30, 1986 

PRESENT ROYALTY BURDEN 

ACTUAL OIL PRICES TO 5-89 
PRICE & LOE ESCALATED 3 5X 

PROFITABILITY INDICATORS 
PAYOUT : 4.8 YRS BTAX 
DCFROR : 9.0% BTAX 
RI-BTAX: 1.2 TO 1 UNDISC 1.0 TO 1 DISC 
NPV 5.OX 23.070 BTAX 
NPV 15.OX -24.291 BTAX 
NPV 20.0% -38.430 BTAX 
NPV 25.OX -48.699 BTAX 
NPV 30.0% -56.196 BTAX 

UI ORI GRI DATE WELL COUNT BEG-PRICES END-PRICES AVG-PRICES GROSS RESERVES 
00.00000 70.00000 70.00000 DEC 1987 GROSS NET OIL 17.00 27.92 19.51 CUMULATIVE REMAINING 

0 1 0.C0 GAS 0.89 1.37 0.93 OIL (MBBLS) COCO 55.715 
G 0 0.00 GAS (MMCF) 0.000 32.191 

GROSS WATER GROSS PRCO GROSS GAS WORKING REVENUE NET OIL NET GAS EFFECTIVE EFFECTIVE NE" TOTAL 
PRODUCTION OIL + COND PRODUCTION INTEREST INTEREST PRODUCTION PRODUCTION OIL PRICE GAS PRICE REVENUE 
MSBLS —MBBLS— MMCF • x x —MBBLS— MMCF— —S/BBL— ---S/MCF--- -MS 

1986 
1HO)1987 2.481 2.136 1.448 100.00000 70.00000 1.495 1.014 17.000 0.890 26.321 
1933 46.862 14.416 11.592 100.00000 70.00000 10.091 8.114 15.557 0.890 164.212 
1989 31.951 7.838 3.833 100.00000 70.00000 5.487 2.683 17.905 0.883 IOC.607 
1990 24.492 5.956 2.913 100.00000 70.00000 4.169 2.039 18.576 0.912 79.309 
1991 21.323 4.814 2.354 100.00000 70.00000 3.370 1.648 19.510 0.958 67.321 
1992 18.888 4.040 1.976 100.00000 70.00000 2.828 1.383 20.489 1.006 59.334 
1993 16.950 3.481 1.702 100.00000 70.00000 . 2.437 1.192 21.516 1.056 53.685 
1994 15.373 3.058 1.495 100.00000 70.00000 2.141 1.047 22.593 1.109 49.523 
1995 14.064 2.727 1.333 100.00000 70.00000 1.909 0.933 23.725 1.165 46.369 
1996 12.961 2.460 1.203 100.00000 70.00000 1.722 0.842 24.913 1.223 43.932 
1997 12.019 2.241 1.096 100.00000 70.00000 1.569 0.767 26.159 1.284 42.025 
1998 11.204 2.058 1.006 100.00000 70.00000 1.441 0.704 27.463 1.343 40.521 

3M0)1999 2.686 0.489 0.239 . 100.00000 70.00000 0.342 0.167 27.924 1.365 9.792 
2000 

UB TOTAL 231.259 55.715 32.191 100.00000 70.00000 39.000 22.533 19.511 0.977 782.953 
EMAINDER 0.000 0.000 0.000 0.00000 0.00000 0.000 0.000 0.000 0.000 0.000 
7 11.3 YR 231.259 55.715 32.191 100.00000 70.00000 39.000 22.533 19.511 0.977 782.953 

NET LEASE NET SEV NET ADVAL NET TOTAL NET OPER NET TOTAL BTAX CUM BTAX BTAX CF CUM BTAX CF 
OPER EXP TAXES TAXES EXP + TAXES REVENUE INVESTMENT CASHFLOW CASHFLOW DISC 10.00X DISC 10.00% 

1986 
1 MO)1987 2.566 1.866 0.263 4.695 21.625 291.845 -270.220 -270.220 -243.711 243.711 
1983 37.970 11.643 1.642 51.255 112.957 0.000 112.957 -157.262 98.010 145.701 
1989 31.708 7.133 1.006 39.847 60.760 0.000 60.760 -96.502 47.435 -98.266 
1990 29.424 5.623. 0.793 35 . 840 43.469 0.000 43.469 -53.033 30.852 -67.414 
1991 29.478 4.773 0.673 34.924 32.397 0.000 32.397 -20.636 20.897 -46.517 
1992 29.805 4.207 0.593 34.605 24.729 0.000 24.729 4.094 14.499 -32.017 
1993 30.338 3.806 0.537 34.681 19.003 0.000 19.003 23.097 10.129 -21.888 
1994 31.038 3.511 0.495 35.044 14.479 0.000 14.479 37.576 7.017 -14.872 
1995 31.877 3.288 0.464 35.628 10.741 0.000 10.741 48.317 4.733 -10.138 
1996 32.840 3.115 0.439 36.394 7.538 0.000 7.538 55.855 3.021 -7.117 
1997 33.916 2.980 0.420 37.316 4.709 0.000 4.709 60.564 1.718 -5.399 
1998 35.098 2.873 0.405 38.377 2.145 0.000 2.145 62.709 0.714 -4.685 

5M0)1999 8.843 0.694 0.098 9.635 0.157 0.000 0.157 62.866 0.049 -4.636 
2000 

-:3 TOTAL 364.901 55.511 7.830 428.242 354.711 291.845 62.866 62.866 -4.636 -4.636 
IMAINDER 0.000 0.000 0.000 0.000 0.000 0.000 0.000 62.866 0.000 -4.636 
' 11.3 YR 364.901 55.511 7.830 428.242 354.711 291.845 62.866 62.866 -4.636 -4.636 



) 

23 

ID COOE : PRUND-KM-01 -14-EST 

NAME : AMOCO FEDERAL #14 
FIELD : PECOS RIVER PROSPECT 
CNTY, STATE: EDDY COUNTY, NEW MEXICO 
FORMATION : CHERRY CANYON 
OPERATOR : MALLON OIL COMPANY 

EXHIBIT 5 

M A L L O N O I L C O M P A N Y 

AS OF NOV 30, 1986 

PRESENT ROYALTY BURDEN 

ACTUAL OIL PRICES TO 5-89 
PRICE & LOE ESCALATED a 5% 

PAYOUT : 
DCFROR : 
RI-BTAX: 
NPV 5.OX 
NPV 15.OX 
NPV 20.OX 
NPV 25.OX 
NPV 30.OX 

DATE: 05/18/89 
TIME: 17:02:02 

PROFITABILITY INDICATORS 
* YRS BTAX 

— X BTAX 
0.8 TO 1 UNDISC 0.7 TO 1 DISC 

-82.483 BTAX 
-108.567 BTAX 
-114.328 BTAX 
-117.310 BTAX 
-118.408 BTAX 

WI ORI GRI DATE WELL COUNT BEG-PRICES END-PRICES AVG-PRICES GROSS RESERVES 
100.00000 70.00000 70.00000 APR 1988 GROSS NET OIL 16.32 27.92 19.67 CUMULATIVE REMAINING 

0 1 0.00 GAS 0.89 1.37 0.98 OIL (MBBLS) 0.000 45.241 
G 0 0.00 GAS (MMCF) 0.000 52.939 

GROSS WATER GROSS PROO GROSS GAS WORKING REVENUE NET OIL NET GAS EFFECTIVE EFFECTIVE NET TOTAL 
PRODUCTION OIL + COND PRODUCTION INTEREST IHTEREST PRCCUCTICN FRCCUCTICN OIL PRICE GAS PRICE REVENUE 
MBBLS —MBBLS— MMCF— -----%-- x —MBBLS— MMCF— —S/BBL— —S/MCF— M$ 

1986 
1937 

: 9M0)19S8 25.178 10.437 16.743 100.00000 70.00000 7.306 11.720 15.457 0.890 123.355 
1989 18.751 7.657 7.964 100.00000 70.00000 5.360 5.575 17.911 0.883 100.926 
1990 14.412 5.460 5.679 100.00000 70.00000 3.822 3.975 18.555 0.911 74.540 
1991 11.850 4.220 4.339 100.00000 70.00000 2.954 3.072 19.509 0.958 60.576 
1992 10.063 3.519 3.659 100.00000 70.00000 2.463 2.562 20.488 1.006 53.039 
1993 8.745 3.017 3.138 100.00000 70.00000 2.112 2.197 21.515 1.056 47.763 
1994 7.733 2.641 2.747 100.00000 70.00000 1.849 1.923 22.593 1.109 43.904 
1995 6.931 2.349 2.443 100.00000 70.00000 1.644 1.710 23.725 1.165 40.995 
1996 6.280 2.114 2.199 100.00000 70.00000 1.480 1.539 24.912 1.223 38.754 
1997 5.740 1.923 2.000 100.00000 70.00000 1.346 1.400 26.159 1.284 37.004 
1998 5.287 1.763 1.833 100.00000 70.00000 1.234 1.283 27.468 1.348 35.626 

' 1M0J1999 0.422 0.141 0.146 100.00000 70.00000 0.098 0.102 27.924 1.365 2.886 
2000 

SUB TOTAL 121.393 45.241 52.939 100.00000 70.00000 31.669 37.057 19.669 0.985 659.369 
REMAINDER 0.000 o.cco 0.000 O.OuOOO C.CG000 0.000 0.000 0.000 0.000 0.000 
'OT 10.8 YR 121.393 45.241 52.939 100.00000 70.00000 31.669 37.057 19.669 0.985 659.369 

NET LEASE NET SEV NET ADVAL NET TOTAL NET OPER NET TOTAL BTAX CUM BTAX BTAX CF CUM BTAX CF 
OPER EXP TAXES TAXES EXP + TAXES REVENUE INVESTMENT CASHFLOW CASHFLOW DISC 10.00X DISC 10.OCX 
M$ • MS • MS MS MS MS • MS • M$ MS MS 

1986 
1987 

9M0)1988 30.082 8.746 1.234 40.061 83.293 352.836 -269.543 -269.543 -236.836 -236.836 
1989 29.191 7.156 1.009 37.356 63.570 0.000 63.570 -205.973 49.529 -187.306 
1990 25.121 5.285 0.745 31.151 43.390 0.000 43.390 -162.583 30.846 -156.460 
1991 25.231 4.295 0.606 30.131 30.445 0.000 30.445 -132.138 19.639 -136.821 
1992 25.652 3.760 0.530 29.943 23.096 0.000 23.096 -109.042 13.543 -123.279 
1993 26.284 3.386 0.478 30.149 17.615 0.000 17.615 -91.427 9.390 -113.889 
1994 27.074 3.113 0.439 30.626 13.279 0.000 13.279 -78.148 6.435 -107.454 
1995 27.991 2.907 0.410 31.307 9.637 0.000 9.687 -68.461 4.269 -103.184 
1996 29.018 2.748 0.388 32.154 6.601 0.000 6.601 -61.860 2.646 -100.538 
1997 30.145 2.624 0.370 33.139 3.865 0.000 3.865 -57.996 1.411 -99.127 
1998 31.367 2.526 0.356 34.249 1.377 0.000 1.377 -56.618 0.460 -98.667 

1M0)1999 2.639 0.205 0.029 2.873 0.013 0.000 0.013 -56.605 0.004 -98.662 
2000 

SUB TOTAL 309.795 46.749 6.594 363.138 296.231 352.836 -56.605 -56.605 -98.662 -98.662 
REMAINDER 0.000 0.000 0.000 0.000 0.000 0.000 0.000 -56.605 0.000 -98.662 
OT 10.8 YR 309.795 46.749 6.594 363.138 296.231 352.836 -56.605 -56.605 -98.662 -98.662 



SUMMARY 

E X H I B I T 6 

M A L L O N O I L C O M P A N Y 

AS OF NOV 30, 1986 

ACTUAL OIL PRICES TO MAY 89 
PRICES & LOE ESCALATED 3 5X 
BEGINING MAY 89 

PRESENT ROYALTY BURDEN 

DATIi: 
TIME: 

05/18/89 
17:20:23 

PROFITABILITY INDICATORS 
PAYOUT : * YRS BTAX 
DCFROR : ---X BTAX 
RI - BTAX: 0.9 TO 1 UNDISC O.I3 TO 1 DISC 
NPV 5.OX -182.710 BTAX 
NPV 15.OX -316.595 BTAX 
NPV 20.OX -357.060 BTAX 
NPV 25.OX -386.756 3TAX 
NPV 30.CX -408.721 BTAX 

WELL COUNT BE3-PRICES END-PRICES AVG-PRICES GROSS RESERVES 
GROSS NET OIL 13.85 27.92 19.34 CUMULATIVE REMAINING 

0 4 1.00 GAS 0.89 1.37 0.98 Ol IL (MBBLS) 0.000 168.807 
G 0 0.00 GAS (MMCF) 0.000 183.148 

NUK3ER GROSS PRCO GROSS GAS WORKING REVENUE NET OIL NET GAS EFFECTIVE EFFECTIVE NET TOTAL 
GROSS WELLS OIL + COND PRODUCTION INTEREST INTEREST PROOUCTION PRODUCTION OIL PRICE GAS PRICE REVENUE 

—MBBLS— MMCF— x — —MB8LS--- MMCF— • —$/BBL ---S/MCF--- KS 
( 1H0)1986 1.000 2.012 2.012 100.00000 70.00000 1.408 1.408 13.850 0.890 20.760 

1987 2.000 19.597 16.574 100.00000 70.00000 13.718 11.602 17.721 0.890 253.425 
1988 3.750 34.972 41.027 100.00000 70.00000 24.480 28.719 15.463 C.S90 404.092 
1989 4.000 23.234 25.736 100.00000 70.00000 16.264 18.015 17.906 0.883 307.118 
1990 4.000 17.779 20.147 100.00000 70.00000 12.445 14.103 18.572 0.912 243.996 
1991 4.000 14.479 16.639 100.00000 70.00000 10.136 11.647 19.511 0.958 208.914 

1992 4.000 12.318 14.289 100.00000 70.00000 8.623 10.003 20.490 1.006 186.740 
1993 3.833 10.458 11.995 100.00000 70.00000 7.321 8.397 21.507 1.056 166.312 
1994 3.000 7.984 8.126 100.00000 70.00000 5.589 5.688 22.594 1.109 132.579 
1995 3.000 7.146 7.295 100.00000 70.00000 5.002 5.107 23.725 1.165 124.620 
1996 3.000 6.467 6.620 100.00000 70.00000 4.527 4.634 24.913 1.223 118.453 
1997 3.000 5.907 6.059 100.00000 70.00000 4.135 4.242 26.160 1.284 113.620 
1998 3.000 5.437 5.587 100.00000 70.00000 3.806 3.911 27.469 1.343 109.812 

( 3M051999 2.333 1.016 1.042 100.00001 70.00000 0.711 0.729 27.924 1.365 20.854 
2000 

SUB TOTAL 3.345 168.807 183.148 100.00000 70.00000 118.165 128.204 19.343 0.980 2411.295 
"EMAINDES 0.000 0.000 0.000 0.00000 n nnnnn 0.000 0.000 0.000 0.000 0.000 
TOT 12.3 YR 3.345 168.807 183.148 100.00000 70.00000 118.165 128.204 19.343 0.980 2411.295 

NET LEASE NET SEV NET ADVAL NET TOTAL NET OPSR NET TOTAL BTAX CUM BTAX BTAX CF CUM BTAX CF 
CPER EXP TAXES TAXES EXP + TAXES REVENUE INVESTMENT CASHFLOW CASHFLOW DISC 10 00% riTcr i n nnv 

14$ MS -----MS M$ MS M$ MS M$ MS MS 

( 1M0)1936 2.058 . 1.472 0.208 3.737 17.023 280.253 -263.230 -263.230 -261.148 -261.143 
1987 47.727 17.968 2.534 68.229 185.196 523.756 -343.560 -606.790 -320.546 -581.694 
1988 112.200 28.650 4.041 144.891 259.202 352.836 -93.634 -700.424 -84.666 -666.360 
1989 103.455 21.775 3.071 128.301 178.817 0.000 178.817 -521.607 139.533 -526.326 
1990 97.544 17.299 2.440 117.283 126.713 0.000 126.713 -394.894 89.976 -436.850 
1991 99.108 14.8T2 2.089 116.009 92.905 0.000 92.905 -301.989 59.929 -376.921 
1992 101.490 13.240 1.867 116.597 70.143 0.000 70.143 -231.847 41.131 -335.790 
1993 100.323 11.792 1.663 113.778 52.534 0.000 52.534 -179.312 23.008 -307.782 
1994 82.289 9.400 1.326 93.014 39.565 0.000 39.565 -139.747 19.173 -288.610 
1995 85.132 8.836 1.246 95.213 29.407 0.000 29.407 -110.340 12.958 -275.651 
1996 88.281 8.398 1.185 97.864 20.589 0.000 20.589 -39.751 8.252 -267.399 
1997 91.715 8.056 1.136 100.907 12.713 0.000 12.713 -77.038 4.638 -262.761 
1998 95.421 7.786 1.098 104.305 5.506 0.000 5.506 -71.532 1.835 -260.926 

< 3M0)1999 18.802 1.479 0.209 20.489 0.365 0.000 0.365 -71.167 0.114 -260.813 
2000 

SUB TOTAL 1125.544 170.961 24.113 1320.618 1090.678 1161.845 -71.167 -71.167 -260.812 -260.813 
REMAINDER 0.000 0.000 0.000 0.000 0.000 0.000 0.000 -71.167 0.000 -260.813 
TOT 12.3 YR 1125.544 170.961 24.113 1320.613 1090.678 1161.845 -71.167 -71.167 -260.812 -260.813 



EXHIBIT 7 
::COXPF - DATE: 05/18/89 
ML #: 25 MALLON 

AS 

O I L CO 

CF NOV 30, 

H P A N Y 

1986 

TIME: 17:29:06 

PROFITABILITY INDICATORS 
3 CCCE : PRUND-NM-01-10 -EST PAYOUT : 3.6 YRS BTAX 

DCFROR : 20.OX BTAX 
AME : AMOCO FEDERAL #10 75X REDUCTION IN NON-AMOCO RI-BTAX :: 1.6 TO 1 UNDISC 1.2 TO 1 DISC 
:ELD : PECOS RIVER PROSPECT AND NON-FED ROYALTY INTEREST NPV 5.0% 91.053 BTAX 
JTY, STATE: EDDY COUNTY , NEW MEXICO NPV 15. OX 22.189 BTAX 
;RMATION : CHERRY CANYON ACTUAL OIL PRICES TO 5-89 NPV 20.OX 0.140 BTAX 
ESATOR : MALLON OIL i COMPANY PRICE & LOE ESCALATED 3 5% NPV 25. OX -16.981 BTAX 

NPV 30. 0% -30.569 BTAX 

w; CRI GRI DATE WELL COUNT BEG-PRICES END-PRICES AVG-PRICES GROSS RESERVES 

:o.ooooo 79.37500 79.37500 FEB 1987 GROSS NET OIL 16.43 30.79 20.36 CUMULATIVE REMAINING 
0 1 0.00 GAS 0.89 1.51 1.06 OIL (MBBLS) 0.000 46.434 
G 0 0.00 GAS (MMCF) 0.000 61.809 

GROSS WATER GROSS PROO GROSS GAS WORKING REVENUE NET OIL NET GAS EFFECTIVE EFFECTIVE NE T TOTAL 
PRODUCTION OIL + COND PRODUCTION INTEREST INTEREST PROOUCTION PRODUCTION OIL PRICE GAS PRICE R EVENUE 
MBBLS • — MBBLS • MMCF X X —MBBLS— MMCF S/BBL— ---VMCF --MS 

1986 
1HO>1987 10.705 10.002 5.001 100.00000 79.37500 7.939 3.970 18.031 0.890 146.681 
1988 7.230 6.333 5.800 100.00000 79.37300 5.027 4.603 15.332 0.890 31.170 
1989 5.178 4.594 7.650 100.00000 79.37500 3.647 6.072 17.947 0.882 70.807 
1990 4.036 3.900 6.631 100.00000 79.37500 3.096 5.263 18.582 0.912 62.329 
1991 3.309 3.314 5.634 100.00000 79.37500 2.631 4.472 19.514 0.958 55.616 
1992 2.304 2.831 4.898 100.00000 79.37500 2.287 3.883 20.492 1.0C6 50.774 
1993 2.432 2.548 4.332 100.00000 79.37500 2.023 3.439 21.518 1.056 47.160 
1994 2.148 2.285 3.884 100.00000 79.37500 1.813 3.083 22.596 1.109 44.395 
1995 1.924 2.070 3.520 100.00000 79.37500 1.643 2.794 23.727 1.165 42.246 
1996 1.741 1.893 3.218 100.00000 79.37500 1.502 2.554 24.914 1.223 40.557 
1997 1.591 1.743 2.964 100.00000 79.37500 1.384 2.353 26.161 1.284 39.224 
1993 1.464 1.616 2.747 100.00000 79.37500 1.283 2.180 27.470 1.348 38.173 
1999 1.356 1.506 2.560 100.00000 79.37500 1.195 2.032 28.844 1.416 37.350 
2000 1.263 1.410 2.396 100.00000 79.37500 1.119 1.902 30.287 1.487 36.715 

JB TOTAL 47.182 46.096 61.233 100.00000 79.37500 36.588 48.604 20.283 1.051 793.196 
rt m i 0 T39 0.576 79 37^00 0.269 0.457 30.736 3.967 

T 14.2 YR 47.484 46.434 61.809 100.00000 79.37500 36.857 49.061 20.359 1.055 802.162 

NET LEASE NET SEV NET ADVAL NET TOTAL NET OPER NET TOTAL BTAX CUM BTAX BTAX CF CUM BTAX CF 
OPER EXP TAXES TAXES EXP + TAXES REVENUE INVESTMENT CASHFLOW CASHFLOW DISC 10.OCX DIS Z 10.OCX 

1986 
'MO)1987 21.260 10.400 1.467 33.127 113.554 236.911 -123.357 -123.357 -124.640 •124.640 
1988 21.325 5.755 0.812 27.891 53.279 0.000 53.279 -70.078 45.791 -73.849 
1989 20.463 5.020 0.708 26.191 44.616 0.000 44.616 -25.462 34.762 -44.088 
1990 20.695 4.419 0.623 25.738 36.591 0.000 36.591 11.130 25.951 -18.136 
1991 21.404 3.943 ' 0.556 25.904 29.712 0.000 29.712 40.841 19.154 1.018 
1992 22.237 3.600 0.508 26.345 24.429 0.000 24.429 65.271 14.316 15.333 
1993 23.166 3.344 0.472 26.981 20.179 0.000 20.179 85.449 10.749 26.083 
1994 24.177 3.148 0.444 27.769 16.627 0.000 16.627 102.076 8.052 34.135 
1995 25.264 2.995 0.422 28.681 13.564 0.000 13.564 115.640 5.972 40.107 
1996 26.423 2.875 0.406 29.704 10.853 0.000 10.853 126.493 4.345 44.452 
1997 27.653 2.781 0.392 30.827 8.397 0.000 8.397 134.890 3.057 47.509 
1993 28.956 2.706 0.382 32.044 6.128 0.000 6.128 141.018 2.029 49.538 
1999 30.333 2.648 0.373 33.354 3.995 0.000 3.995 145.014 1.204 50.742 
2000 31.785 2.603 0.367 34.755 1.960 0.000 1.960 146.974 0.539 51.231 

JB TOTAL 345.141 56.238 7.932 409.310 383.885 236.911 146.974 146.974 51.281 51.281 
EMAINDER 8.037 0.636 0.090 8.763 0.204 0.000 0.204 147.178 0.053 51.334 
' 14.2 YR 353.178 56.873 8.022 418.073 384.089 236.911 147.178 147.178 51.334 51.334 



E X H I B I T 8 
>F:C3XPF 
;VAL #: 28 M A L L O N O I L COMPANY 

AS OF NOV 30, 1986 

ID CODE : PRUND-NM-01-11-EST 

MAHE 
FIELD 
CNTY, STATE: 
-ORMATION 
OPERATOR 

AMOCO FEDERAL #11 
PECOS RIVER PROSPECT 
EDDY COUNTY, NEW MEXICO 
CHERRY CANYON 
MALLON OIL COMPANY 

75X REDUCTION IN NON-AMOCO 
AND NON-FED ROYALTY INTEREST 

ACTUAL OIL PRICES TO 5-89 
PRICE & LOE ESCALATED S 5X 

WI ORI GRI DATE WELL COUNT BEG-PRICES END-PRICES 
100.00000 79.37500 79.37500 DEC 1986 GROSS NET OIL 13.85 22.97 

0 1 1.00 GAS 0.89 1.12 
G 0 0.00 

GROSS WATER GROSS PROD GROSS GAS WORKING REVENUE NET OIL 
PRODUCTION OIL «• COND PRODUCTION INTEREST INTEREST PRODUCTION 
MBBLS —MBBLS— MMCF--- X — x —MBBLS— 

1MO)1986 1.271 2.012 2.012 100.00000 79.37500 1.597 
1987 13.363 7.459 10.125 100.00000 79.37500 5.921 
1988 10.798 3.786 6.893 100.00000 79.37500 3.005 
1989 9.061 3.145 6.289 100.00000 79.37500 2.496 
1990 7.806 2.462 4.925 100.00000 79.37500 1.955 
1991 6.857 2.131 4.262 100.00000 79.37500 1.691 
1992 6.114 1.878 3.756 100.00000 79.37500 1.491 
1993 5.516 1.679 3.358 100.00000 79.37500 1.333 
1994 5.025 1.518 3.036 100.00000 79.37500 1.205 

3MO)1995 1.189 0.358 0.716 100.00000 79.37500 0.284 
1996 
1997 
1998 
1999 
2000 

SUB TOTAL 67.000 26.428 45.373 100.00000 79.37500 20.978 
REMAINDER 0.000 0.000 0.000 0.00000 0.00000 0.000 
OT 8.3 YR 67.000 26.428 45.373 100.00000 79.37500 20.978 

NET LEASE NET SEV NET ADVAL NET TOTAL NET OPER NET TOTAL 
CPER EXP TAXES TAXES EXP + TAXES REVENUE INVESTMENT 

MS MS MS MS M$ MS 
1H0)1986 2.058 1.669 0.235 3.962 19.578 280.253 
1987 23.901 7.859 1.108 32.867 77.972 0.000 
1988 22.823 3.613 0.510 26.946 24.016 0.000 
1989 22.094 3.468 0.489 26.051 22.867 0.000 
1990 22.305 2.828 0.399 25.532 14.359 0.000 
1991 22.995 2.570 0.363 25.927 10.323 0.000 
1992 23.795 2.379 0.336 26.509 7.042 0.000 
1993 24.690 2.233 0.315 27.238 4.259 0.000 
1994 25.669 2.120 0.299 28.089 1.815 0.000 

3MO)1995 6.473 0.508 0.072 7.052 0.112 0.000 
1996 
1997 
1998 
1999 
2000 

SUB TOTAL 196.801 29.248 4.125 230.174 182.344 280.253 
REMAINDER 0.000 0.000 0.000 0.000 0.000 0.000 
OT 8.3 YR 196.801 29.248 4.125 230.174 182.344 280.253 

DATE: 05/18/89 
TIME: 17:29:41 

PROFITABILITY INDICATORS 
PAYOUT : * YRS BTAX 
DCFROR : ---X BTAX 
RI-BTAX: 0.7 TO 1 UNDISC 0.6 TO 1 DISC 
NPV 5.OX -111.086 BTAX 
NPV 15.0% -130.090 BTAX 
NPV 20.OX -137.085 BTAX 
NPV 25.OX -142.915 BTAX 
NPV 30.0% -147.828 BTAX 

AVG-PRICES GROSS RESERVES 
18.05 CUMULATIVE REMAINING 
0.94 0 L (MBBLS) 0.000 26.428 

GAS (MMCF) 0.000 45.373 

NET GAS EFFECTIVE EFFECTIVE NIET TOTAL 
'RODUCTION OIL FRICE GAS FRICE REVENUE 
--MMCF --S/BBL ---S/MCF--- MS 

1.597 13.850 0.890 23.540 
8.036 17.513 0.890 110.340 
5.471 15.338 0.890 50.962 
4.992 17.832 0.883 48.919 
3.909 18.534 0.912 39.891 
3.333 19.516 . 0.958 36.251 
2.982 20.493 1.006 33.551 
2.666 21.519 1.056 31.497 
2.410 22.597 1.109 29.904 
0.568 22.973 1.123 7.164 

36.014 18.054 0.938 412.518 
0.000 0.000 0.000 0.000 
36.014 18.054 0.938 412.518 

BTAX CUM BTAX BTAX CF CUM BTAX CF 
CASHFLOW CASHFLOW DISC 10.00X DISC 10.00X 
— MS MS MS M$ 

-260.675 -260.675 -258.613 -258.613 
77.972 -182.703 74.190 -184.422 
24.016 -158.687 20.691 -163.731 
22.867 -135.820 17.949 -145.783 
14.359 -121.460 10.191 -135.591 
10.323 -111.137 6.662 -123.929 
7.042 -104.095 4.134 -124.796 
4.259 -99.836 2.276 -122.520 
1.815 -98.021 0.886 -121.635 
0.112 -97.909 0.051 -121.584 

-97.909 -97.909 -121.584 -121.584 
0.000 -97.909 0.000 -121.584 

-97.909 -97.909 -121.584 -121.584 



E X H I B I T 9 
PF:COXPF .. DAT!:: 05/18/89 

EVAL #: 31 H A L L 0 H 

AS I 

O I L CO 

DF NOV 30, 

M P A N Y 

1986 

T1MU: 17:30:53 

PROFITABILITY INDICATORS 
ID COOE : PRUND-NM-01-14 -EST PAYOUT : 3.3 YRS BTAX 

DCFROR : 22.4X BTAX 

NAME : AMOCO FEDERAL #13 75X REDUCTION IN NON-AMOCO RI-BTAX !: 1.7 TO 1 UNDISC 1.3 TO 1 DISC 

FIELD : PECOS RIVER PROSPECT AND NON-FED ROYALTIES NPV 5. OX 116.092 BTAX 

CNTY, STATE: EDDY COUNTY , NEW MEXICO NPV 15. OX 33.102 BTAX 

FORMATION : CHERRY CANYON ACTUAL OIL PRICES TO 5-89 NPV 20. OX 9.128 BTAX 

OPERATOR : MALLON OIL I COMPANY PRICE & LOE ESCALATED 2 5X NPV 25. OX -8.250 BTAX 
NPV 30. ox -21.073 BTAX 

WI OR I GRI DATE WELL COUNT BEG-PRICES END-PRICES AVG-PRICES GROSS RESERVES 

100.00000 79.37500 79.37500 DEC 1987 GROSS NET OIL 17.00 33.94 20.89 CUMULATIVE REMAINING 
0 1 0.00 GAS 0.89 1.66 1.03 OIL (MB8LS) 0.000 63.550 
G 0 0.00 GAS (MMCF) 0.000 36.022 

GRCSS WATER GROSS PROO GROSS GAS WORKING REVENUE NET OIL NET GAS EFFECTIVE EFFECTIVE NET TOTAL 
PRODUCTION OIL + COND PRODUCTION INTEREST INTEREST PRODUCTION PRODUCTION OIL PRICE GAS PRICE REVENUE 
MBBLS-- -— MSBLS— • MMCF x --— —MBBLS— MMCF —S/BBL — S/MCF— --MS 

1986 
C 1M0)1987 2.481 2.136 1.448 100.00000 79.37500 1.695 1.150 17.000 0.890 29.846 

1988 46.862 14.416 11.592 100.00000 79.37500 11.443 9.201 15.557 0.890 186.205 
1989 31.951 7.815 3.821 100.00000 79.37500 6.203 3.033 17.904 0.883 113.739 

1990 24.492 5.814 2.843 100.00000 79.37500 4.615 2.257 18.576 0.912 87.739 

1991 21.328 4.806 2.350 100.00000 79.37500 3.815 1.865 19.512 0.958 76.216 
1992 18.888 4.113 2.011 100.00000 79.37500 3.265 1.597 20.490 1.006 68.508 
1993 16.950 3.596 1.758 100.00000 79.37500 2.854 1.396 21.517 1.056 62.886 

1994 15.373 3.194 1.562 100.00000 79.37500 2.535 1.240 22.595 1.109 58.656 

1995 14.064 2.873 1.405 100.00000 79.37500 2.280 1.115 23.726 1.165 55.402 

1996 12.961 2.611 1.277 100.00000 79.37500 2.072 1.013 24.913 1.223 52.863 
1997 12.019 2.392 1.170 100.00000 79.37500 1.899 0.929 26.160 1.284 50.865 
1998 11.204 2.208 1.079 100.00000 79.37500 1.752 0.857 27.469 1.348 49.287 
1999 10.492 2.049 1.002 100.00000 79.37500 1.627 0.795 28.844 1.416 48.045 
2000 9.866 1.912 0.935 100.00000 79.37500 1.518 0.742 30.286 1.487 47.075 

SUS TOTAL 248.931 59.935 34.254 100.00000 79.37500 47.573 27.189 20.181 1.004 987.381 
REMAINDER 1 0 D T f l 3.615 i .7̂ 5 100.00000 79.37500 2.870 1.403 32.624 1.601 95.870 
TOT 15.2 YR 267.769 63.550 36.022 100.00000 79.37500 50.443 28.593 20.889 1.034 1083.251 

NET LEASE NET SEV NET ADVAL NET TOTAL NET OPER NET TOTAL BTAX CUM BTAX BTAX CF CUM t BTAX CF 
GPER EXP TAXES TAXES EXP + TAXES REVENUE INVESTMENT CASHFLOW CASHFLOW DISC 10.00X tils C 10.00X 

MS M$ MS M$ • MS M$ MS M$ MS — --MS 

1986 
( 1M0)1987 2.566 2.116 0.298 4.981 24.865 291.845 -266.980 -266.980 -240.789 -240.789 

1988 37.970 13.202 1.862 53.034 133.171 0.000 133.171 -133.809 115.496 -125.293 
1989 31.708 8.064 1.137 40.909 72.830 0.000 72.830 -60.979 56.871 -68.422 
1990 29.424 6.224 0.878 36.526 51.263 0.000 51.263 -9.716 36.377 -32.045 
1991 29.478 5.404 0.762 35.644 40.572 0.000 40.572 30.856 26.157 -5.888 
1992 29.805 4.857 0.685 35.347 33.160 0.000 33.160 64.016 19.432 13.544 
1993 30.338 4.459 0.629 35.426 27.460 0.000 27.460 91.477 14.628 28.172 
1994 31.038 4.159 0.587 35.783 22.873 0.000 22.873 114.349 11.076 39.248 
1995 31.877 3.928 0.554 36.359 19.043 0.000 19.043 133.393 8.383 47.632 
1996 32.840 3.748 0.529 37.117 15.746 0.000 15.746 149.139 6.302 53.934 
1997 33.916 3.606 0.509 38.031 12.834 0.000 12.834 161.973 4.670 58.604 
1998 35.098 3.494 0.493 39.086 10.201 0.000 10.201 172.174 3.375 61.979 
1999 36.383 3.406 0.480 40.269 7.775 0.000 7.775 179.949 2.340 64.319 
2000 37.766 3.338 0.471 41.575 5.500 0.000 5.500 185.450 1.506 65.824 

SU8 TOTAL 430.207 70.005 9.874 510.086 477.295 291.845 185.450 185.450 65.824 65.824 

REMAINDER 83.519 6.797 0.959 91.275 4.595 0.000 4.595 190.044 1.118 66.942 
TOT 15.2 YR 513.727 76.802 10.833 601.362 481.889 291.845 190.044 190.044 66.942 66.942 



c-.CCXPF 
ML #: 34 

0 CODE : PRUND-NM-01-14-EST 

AME : AMOCO FEDERAL #14 
1 ELD : PECOS RIVER PROSPECT 
NTY, STATE: EDDY COUNTY, NEW MEXICO 
ORMATION : CHERRY CANYON 
3£RATOR : MALLON OIL COMPANY 

) E X H I B I T 1 0 

M A L L O N O I L C O M P A N Y 

AS OF NOV 30, 1986 

75% REDUCTION IN NON-AMOCO 
AND NON-FED ROYALTIES 

ACTUAL OIL PRICES TO 5-89 
PRICE & LOE ESCALATED 3 5X 

PAYOUT : 
DCFROR : 
RI-BTAX: 
NPV 5.OX 
NPV 15. OX 
NPV 20.OX 
NPV 25.0% 
NPV 30.0% 

DATE: 05/18/89 
TIME: 17:30:16 

PROFITABILITY INDICATORS 
7.8 YRS BTAX 

2.9% BTAX 
1.1 TO 1 UNDISC 0.8 TO 1 DISC 

-17.111 BTAX 
-65.831 BTAX 
-78.407 BTAX 
-86.528 BTAX 
-91.609 BTAX 

WI ORI GRI DATE WELL COUNT BEG-PRICES END-PRICES AVG-PRICES GROSS RESERVES 
:0.00000 79.37500 79.37500 APR 1988 GROSS NET OIL 16.32 30.79 20.29 CUMULATIVE REMAINING 

0 1 0.00 GAS 0.89 1.51 1.01 OIL (MBBLS) 0.000 48.240 
G 0 0.00 GAS (MMCF) 0.000 56.057 

GROSS WATER GROSS PRCO GROSS GAS WORKING REVENUE NET OIL NET GAS EFFECTIVE EFFECTIVE NET TOTAL 
PRODUCTION OIL + COND PRODUCTION INTEREST INTEREST PRODUCTION PRODUCTION OIL PRICE GAS PRICE REVENUE 
—MBBLS— —MBBLS— MMCF--- x X —MBBLS— MMCF--- —S/BBL— ---S/MCF--- MS 

1986 
1987 

9M0198S 25.178 10.437 16.743 100.00000 79.37500 8.284 13.289 15.457 0.890 139.875 
1989 18.751 7.657 7.964 100.00000 79.37500 6.078 6.321 17.911 0.883 114.443 
1990 14.412 5.460 5.679 100.00000 79.37500 4.334 4.507 18.555 0.911 84.524 
1991 11.850 4.220 4.389 100.00000 79.37500 3.350 3.484 19.509 0.958 68.689 
1992 10.063 3.519 3.659 100.00000 79.37500 2.793 2.905 20.488 1.006 60.143 
1993 3.745 3.017 3.138 100.00000 79.37500 2.395 2.491 21.515 1.056 54.160 
1994 7.733 2.641 2.747 100.00000 79.37500 2.096 2.180 22.593 1.109 49.784 
1995 6.931 2.349 2.443 100.00000 79.37499 1.864 1.939 23.725 1.165 46.485 
1996 6.280 2.114 2.199 100.00000 79.37499 1.678 1.745 24.912 1.223 43.944 
1997 5.740 1.923 2.000 100.00000 79.37500 1.526 1.587 26.159 1.284 41.960 
1998 5.287 1.763 1.833 100.00000 79.37500 1.399 1.455 27.468 1.348 40.397 
1999 4.899 1.628 1.693 100.00000 79.37500 1.292 1.344 28.843 1.416 39.164 
2000 4.565 1.512 1.572 100.00000 79.37499 1.200 1.248 30.286 1.487 38.192 

SUB TOTAL 130.435 48.240 56.057 100.00000 79.37500 38.290 44.496 20.287 1.011 821.761 
z :UA r IJ2CR 0.000 0.000 0.000 0.00000 0.00000 0.000 0.000 0.000 0.000 0.000 
Z\ 12.8 YR 130.435 48.240 56.057 100.00000 79.37500 38.290 44.496 20.287 1.011 821.761 

NET LEASE NET SEV NET AOVAL NET TOTAL NET OPER NET TOTAL BTAX CUM BTAX BTAX CF CUM BTAX CF 
OPER EXP TAXES TAXES EXP + TAXES REVENUE INVESTMENT CASHFLOW CASHFLOW DISC 10.00% DISC 10.00% 

M$ MS M$ -MS---- - MS M$ • MS MS MS MS 
1986 
1987 

9MO)1988 30.082 9.917 1.399 41.398 98.478 352.836 -254.358 -254.358 -223.845 -223.845 
1989 29.191 8.114 1.144 38.450 75.993 0.000 75.993 -178.365 59.216 -164.629 
1990 25.121 5.993 0.845 31.958 52.565 0.000 52.565 -125.800 37.359 -127.269 
1991 25.231 4.870- 0.687 30.787 37.902 0.000 37.902 -87.898 24.445 -102.825 
1992 25.652 4.264 0.601 30.518 29.625 0.000 29.625 -58.273 17.366 -85.458 
1993 26.284 3.840 0.542 30.666 23.494 0.000 23.494 -34.779 12.519 -72.939 
1994 27.074 3.530 0.498 31.101 18.683 0.000 18.683 -16.096 9.051 -63.888 
1995 27.991 3.296 0.465 31.752 14.733 0.000 14.733 -1.363 6.489 -57.399 
1996 29.013 3.116 0.439 32.573 11.371 0.000 11.371 10.008 4.554 -52.846 
1997 30.145 2.975 0.420 33.540 8.420 0.000 8.420 18.428 3.066 -49.779 
1998 31.367 2.864 0.404 34.635 5.762 0.000 5.762 24.191 1.909 -47.870 
1999 32.679 2.777 0.392 35.847 3.317 0.000 3.317 27.507 1.001 -46.869 
2000 34.080 2.708 0.382 37.170 1.023 0.000 1.023 28.530 0.283 -46.586 

US TOTAL 373.915 58.263 8.218 440.395 381.366 352.836 28.530 28.530 -46.586 -46.586 
EMAINDER 0.000 0.000 0.000 0.000 0.000 0.000 0.000 28.530 0.000 -46.586 
IT 12.8 YR 373.915 58.263 8.218 440.395 381.366 352.836 28.530 28.530 -46.586 -46.586 



E X H I B I T 1 1 

SUMMARY 

M A L L O N O I L C O M P A N Y 

AS OF NOV 30, 1986 

ACTUAL OIL PRICES TO HAY 89 
PRICES & LOE ESCALATED 3 5% 
BEGINING HAY 89 

75% ROYALTY REDUCTION CASE 

PAYOUT : 
DCFROR : 
RI-BTAX: 
NPV 5.0% 
NPV 15.0% 
NPV 20.0% 
NPV 25.0% 
NPV 30.0% 

WELL COUNT BEG-PRICES END-PRICES AVG-PRICES 

DATE: 05/18/89 
TIME: 17:31:10 

PROFITABILITY INDICATORS 
6.5 YRS BTAX 

7.8% BTAX 
1.2 TO 1 UNDISC 1.0 TO 1 DISC 

78.948 BTAX 
-140.629 BTAX 
-206.226 BTAX 
-254.673 STAX 
-291.080 BTAX 

GROSS RESERVES 
GROSS NET OIL 13.85 33.94 20.19 „" CUMULATIVE REMAINING 

0 4 1.00 GAS 0.89 1.66 1.01 OIL (MBBLS) 0.000 184.653 
G 0 0.00 GAS (HHCF) 0.000 199.261 

NUMBER GROSS PROO GROSS GAS WORKING REVENUE NET OIL NET GAS EFFECTIVE EFFECTIVE NET TOTAL 
GROSS WELLS OIL + COND PRODUCTION IHTEREST INTEREST PRODUCTION PRODUCTION OIL PRICE GAS PRICE REVENUE 

MMCF % % ---MBBLS--- MMCF ... •S/BBL S/MCF— MS 
: 1M0)1986 1.000 2.012 2.012 100.00000 79.37500 1.597. 1.597 13.850 0.890 23.540 

1937 2.000 19.597 16.574 100.00000 79.37500 15.555 13.155 17.721 0.890 287.366 
198?! 3.750 34.972 41.027 100.00000 79.37500 27.759 32.565 15.463 0.890 458.212 
1989 4.000 23.211 25.724 100.00000 79.37500 18.424 20.418 17.905 0.883 347.908 
1990 4.000 17.637 20.077 100.00000 79.37500 14.000 15.936 18.572 0.912 274.532 
1991 4.000 14.471 16.635 100.00000 79.37500 11.486 13.204 19.512 0.958 236.771 
1992 4.000 12.391 14.325 100.00000 79.37500 9.836 11.371 20.490 1.006 212.976 
1993 4.000 10.841 12.587 100.00000 79.37500 8.605 9.991 21.517 1.056 195.703 
1994 4.000 9.638 11.229 100.00000 79.37500 7.650 8.913 22.595 1.109 132.739 
1995 3.250 7.650 8.083 100.00000 79.37500 6.072 6.416 23.690 1.161 151.297 
1996 3.000 6.618 6.693 100.00000 79.37500 5.253 5.313 24.913 1.223 137.364 
1997 3.000 6.058 6.133 100.00000 79.37500 4.809 4.868 26.160 1.284 132.049 
1998 3.000 5.586 5.660 100.00000 79.37500 4.434 4.492 27.469 1.348 127.857 
1999 3.000 5.183 5.254 100.00000 79.37500 4.114 4.171 28.843 1.416 124.558 
2000 3.000 4.833 4.903 100.00000 79.37500 3.837 3.892 30.286 1.487 121.983 

SUB TOTAL 3.414 180.698 196.918 100.00000 79.37500 143.429 156.303 19.924 1.005 30*4.856 
REMAINDER 1.120 3.954 2.344 100.00000 79.37500 3.139 1.860 32.467 1.578 104.837 
OT 16.2 YR 3.119 184.653 199.261 100.00000 79.37500 146.568 158.164 20.193 1.012 3119.692 

NET LEASE NET SEV NET ADVAL NET TOTAL NET OPER NET TOTAL BTAX CUM BTAX STAX CF CUM STAX CF 
OPER EXP TAXES TAXES EXP + TAXES REVENUE INVESTMENT CASHFLOW CASHFLOW DISC 10.00% DISC 10.00% 

MS MS MS MS MS MS MS MS M$ — MS 
1HO)1986 2.058 1.669 0.235 3.962 19.578 280.253 -260.675 -260.675 -258.613 -258.613 
1987 47.727 20.374 2.874 70.975 216.392 528.756 -312.364 -573.039 -291.239 -549.852 
1988 112.200 32.487 4.582 149.269 308.943 352.836 -43.893 -616.932 -41.867 -591.719 
1989 103.455 24.667 3.479 131.601 216.307 0.000 216.307 -400.625 168.797 -422.921 
1990 97.544 19.46* 2.745 119.754 154.779 0.000 154.779 -245.847 109.879 -313.042 
1991 99.108 16.787 2.368 118.263 118.509 0.000 118.509 -127.338 76.417 -236.625 
1992 101.490 15.100 2.130 118.720 94.257 0.000 94.257 -33.081 55.248 -181.377 
1993 104.479 13.875 1.957 120.311 75.392 0.000 75.392 42.311 40.172 -141.205 
1994 107.958 12.956 1.327 122.742 59.998 0.000 59.993 102.308 29.065 -112.140 
1995 91.604 10.727 1.513 103.844 47.453 0.000 47.453 149.761 20.896 -91.244 
1996 88.281 9.739 1.374 99.394 37.970 0.000 37.970 187.731 15.201 -76.043 
1997 91.715 9.362 1.320 102.398 29.651 0.000 29.651 217.382 10.793 -65.250 
1998 95.421 9.065 1.279 105.765 22.092 0.000 22.092 239.474 7.314 -57.936 
1999 99.394 8.831 1.246 109.471 15.087 0.000 15.087 254.561 4.544 -53.392 
2000 103.631 8.649 1.220 113.499 8.483 0.000 8.483 263.044 2.328 -51.064 

SU8 TOTAL 1346.064 213.753 30.149 1589.966 1424.889 1161.845 263.044 263.044 -51.064 -51.064 
REMAINDER 91.556 7.433 1.048 100.038 4.799 0.000 4.799 267.843 1.171 -49.894 
OT 16.2 YR 1437.621 221.186 31.197 1690.004 1429.688 1161.845 267.843 267.843 -49.894 -49.894 



Exhibit 12 

ROYALTY OWNERS - AMOCO-FEDERAL LEASE 
EDDY COUNTY, NEW MEXICO 

Excluding Amoco and Federal Royalties 

Royalty Owners Present ORRI 

Harry M. Bettis, Jr. 2.5% 
One First City 
500 W. Texas, Suite 830 
Midland, TX 79701 
(915) 685-4128 

JSM Oil & Gas, Inc. 2.5% 
P.O. Box 3362 
Midland, TX 79702 

L.E. Oppermann 2.5% 
One First City 
500 W. Texas, Suite 830 
Midland, TX 79701 
(915) 685-0593 

I n t e r f i r s t Bank Abilene N.A. 5.0% 
P.O. Box 1251 
401 Cypress Street 
Abilene, 'TX 79604 



G.P. II ENERGY, liVC 
P.O. Box 50682 

Midland, Texas 79710 
(915) 684-4748 

RECEIVED ufP . 
iaf L. <j 7 1383 

December 5, 1989 

Mallon O i l Company 
i poo 1 OM. Str°e^ 
Suite 2750 
Denver, Colorado 80202 
4TTV]• Karen E. McClintock 

Dear Karen: 

As per our telephone conversation on December 5, 1989 concerning 
the l e t t e r I received from you on the proposal of the Amoco-Red 
B l u f f Federal //3. I have decided not to j o i n Mallon i n t h i s w e l l , 
but would consider a farmout arrangement. The arrangement being 
a 75% net revenue unto Mallon r e t a i n i n g f o r myself 3.5% ORRI. 

I f 1 can help i n any way, please do not h e s i t a t e to c a l l . 

Sincerely yours, 

George P. M i t c h e l l , F.I 

cb/GPM 



MALLON OIL COMPANY 
I0W iNth Start. Suite 2750. Denver. Colorado XO202 

(303) 29.V23.13 

November 28, 1989 

Mr. George Mitchell, Jr. 
P.O. Box'50682 
Midland, TX 79710 

Re: Amoco-Red Bluff Federal #3 

Eddy County, New Mexico 

Dear George: 

Enclosed please find two (2) copies of the Authority for 
Expenditure dated November 27, 1989, for the Amoco-Red Bluff Federal #3 
well. This AFE is identical to the June AFE for the same well, with the 
exception of the location footage and the date. 

Please be advised that the d r i l l i n g deadline is December 31, 1989 
for this next well under the Amoco Farmout Agreement. For this reason, 
we are requesting that the Working Interest. Owners reply verbally and in 
writing by December 10, 1989, in order to give us time to offer out any 
non-consenting interest. 

Please return one copy of the enclosed AFE prior to December 10, 
1989. Should you have any questions, please advise. 

/kern 
Enclosures 



MALLCN 01 L' COMPANY AUTHORITY FOR EXPENDITURE - Drilling & Production 

1 1 CLLLI/1 T \ U j r t b 1 Brushy Draw-Deiaware/Pecos R I ver LEASE NUNErR 

1269 

WEI L NAME Amoco-Red B l u f f - F e d e r a l /3 PROPERTY NO. 

NM-0 1-1 7 
1.0CAT 1 ON 130' FNL, 1805' FEL, (NW/4 NE/4) , Sec t ion 28, T26S, R29E PREPARED BY: 

Joe H. Cox, J r . 
DATE: 

1 1-27-89 

COUNTY, STATE Eddy County, New Maxico APPROVED BY: 

Kevin M. F'Jtzaerald 

DATE: 

!1-27-09 

CONTRACTOR (TENTATIVE) CapSiar Dr l11 Ing APPROVED BY: DATE: 

ANTICIPATE!) START/STOP DATES 

COST ESTIMATE 
TANGi 5LS 
EXPENSE 

INTANGIBLE: 

EXPENSE 

i^q * i i i * c it. io p m M T < 4 . 6 5 0 

DRILLING-COMPLETION S 82,725 

WORKOVER 5 

OTHER (SPECIFY) I 

TOTAL COSTS S 8 7.375 

S 82.420 

S 75,OC > 1 C 7 7 1 C 

•*>--', ' — -
S I 5 7,420 .£244, 795 

PROJECT DESCRIPTION 

Uncsr Tne Terms of Tne Opera t ing Agreement Mai ion O i l Company proposes the d r i l l i n g cf the above capt ioned w e l l , 

wel l is to be d r i l l e d through the Wi l l iamson Sand Member of the Cherry Canyon Formation t o a t o t a l depth of approximate 

5 , 2 0 0 ' . The e s t ! rest es of casts are based <x\ actual bids and h i s t o r i c a l cos t s , however are est imates only aid sub jec t tc 

over runs . Partners w i l l be n o t i f i e d i f tho cost exceeds author ized amounts by \Q% or more. 

ATTACH PROGNOSIS AND COST BREAKDOWN 

COST SHARING 

BCP ACP 

George Mitchell, Jr. 23.46 • , 24,780 28.46 ? $ 44,889 

PARTNER APPROVAL 

COMPANY: 

George Mitchell, Jr. 

SIGNATURE: DATE: 



MALLON OIL COMPANY 

AUTHORIZATION FOR EXPENDITURE 

Well Name and Number Amoco-Red B I u f f-Fe d e ra I #3 AFE NO. 
County Ed d v S t a t e New Mexico P r o s p e c t Name Pecos R i v e r 

S e c t i o n 28 TWP 26S RGE 29E Wei I L o c a t i o n NW/4 NE/4 

Fi e i Brush v Draw O b j e c t i v e F o r m a t i o n Che r r y Can von Depth 5,2 0 0' 

DETAILS OF COST ESTIMATE 

9 1 0 £ 920 INTANGIBLE COSTS DRY HOLE PRCiDUCER 

10 1 Da ma q es Losses $ S --
1 02 Roads 4 L o c a t i o n . 5,000 5, 000 
103. ! Mob? ! !za+?on/Demobi 1 i z a t i o n I n c l , -- --

103. 2 Dr!1 Mna-Footace 5200 f t . 3 S7.85 / f t 40,820 4 0,820 
103. 3 Daywork 1 days WDP. 9 3200 /day: 3,200 3,200 
1 r" 7 Turnkey C c r, 7 r a c t N / A --

20 1 Completion U n i t 6 days S $1,300 -- 7,800 
1 05 Mud Chemicals 2, 500 2,500 
10 7 rower, Water & Fuel 3,000 6,500 
1 OS E ;; u i D .7, e r, t Rental 3 , 0 0 0 c , \J u 0 

• 09 Cor i nc T e s t i n c -- ... 
1 A A 

5 a • "5 
7 , 0 0 0 7 nnr< 

1 1 1 Cenent i na S e r v i c e s 5,000 14,500 

1 12 C o n s u l t a n t s 2, 000 4,4 00 

1 1 5 T r u c k i n q & H a u l i n g 500 1,500 

1 1 7 Other Costs Continaency 5? 3,900 7,200 
1 1 8 A c m i n i s t r a t i v e Overhead 2,000 4,500 

125 B i t s i n c l . --

130 Mud Lcqcing 4 , 500 4 , 500 
202 Well S t i m u l a t i o n 37,000 P e r f o r a t i o n 4000 4 1,000 
1 65 Abandonment Costs 

TOTAL INTANGIBLE DRILLING COSTS S 82, 420 $ 15 ?,420 

? 5 0 TANGIBLE ECU i = M E N COSTS 

299 Surface Casing 450 f t 8 5/8" s i z e a $9.00 / f t S 4,050 J 4,050 

30 0 i niermeo i are Csg. — f T — s i z e S 3 / f T --

301 P r o d u c t i o n Csg. 5,200' f t 5 1/2" s i z e S $6.00 / f t 

302 Tubing & Attachments 5,200' 2 7/8" a 1.50 

303 Rods J Pumps 

304 Well Head Equipment 600 
305 F i o w l i n e s 4, 500' x .75 

06 I n s t a l l a t i o n 4,500' x .50 

Jo/ Pumping U n i t & Engines 

zr. K = a 7 7 e ; / " ....... a. 
309 Non-ContrcI I abIe Equipment 

310 T r e a t e r s - s e p a r a t o r s 

311 B u i l d i n g s 

312 Other Equipment Contingency 5% 

November 27, 19S9 

TOTAL TANGIBLE EQUIPMENT COSTS $ 4,650 

TOTAL COST $ 87,0 70 

.. _ 

3 1, 200 
7 

t 
800 

8, 000 

500 

3 75 
2,250 

25, COO 
.._ 

.._ 

-•-
i'. 

* 
200 

$ 8 •', 3 75 

5 24 -., 795 



(i.P. II ENERGY, INC. g?£ 
P.O. Box 50682 "^U QQJ ^ n 

Midland, Texas 79710 " 11 %8r> 
(915) 684-4748 

October 26, 1989 

Mr. Joe Cox, J r . 
1099 18th S t r e e t , Suite 2/30 
Denver, Colorado 80202 

RE: Amoco-Red Bluff #2 or 
#3 Well 
Section 28, T26S, R29E 
Eddy County, New Mexico 

Dear Joe: 

Pursuant to our v i s i t i n Denver, enclosed please f i n d the 
AFE which we discussed covering the captioned w e l l s . I f 
acceptable, please l e t ine know at your e a r l i e s t convenience. 

Joe, as we discussed, 1 would l i k e to operate the w e l l coining 
up and would also l i k e the o p p o r t u n i t y to take over a l l of your 
operations i n the New Mexico and West Texas areas. I would g r e a t l y 
appreciate a timely c o n s i d e r a t i o n on possibly working something 
out along these l i n e s . 

i f you have any questions, please do not h e s i t a t e t o c a l l 
Terry or me at any time. 

Sincerely yours, 

George P. M i t c h e l l , I I 

GPM:js 
Enclosure 



AUTH0F111 Y [ OR EXPENDITURES — COST ESTIMATE 

C A P I T A L A D D I T I O N A N D M A I N T E N A N C E 

OAS A N D O I L PROPERTIES 

Company Name G ' *IMJLJl___. 
Lease Name _Ai~uciiiJA-d_JAl^^ 

No 
No. 

District N a m e . _ 

_ Woll No.iL.u__ 

AFE NO 0001 

PROSPECT NO _ ____ 

No 

. Field Name 

Geographic Location S.cc.1. um_2_.:__l_-Jb'LJ-2.u. 
County Eddy State Ji<^N :ci3d :co_ 

AFE PiojfJCl 

.Rec. No_ Zone No. 

AFE Detail Description . .Amoco-Rwl BluJ f Fedejra l_//2_ o r 

AFE Classification: • Capital Addition 
3 W e l l 

• Maintenance 

Piojcct was included in Oudyet Plans (or the Fiscal Year: 1 k_ Yes; 2 • No Budgot Code 

Portion ol Company 

Cost Scheduled 

lor IMcxI Fiscal Year 

Type of Project: 

1 I J Exploratory 

2 i A Extension 

3 l i Dev. Primary 

4 Ll Dev. Put chases Est. Starting Dato 1 ? -1 r , - H 9 

5 • Secondary Recovery Est. Completion Date 1 2 - 3 1 - 8 9 

6 • Surface Facilities Est. Days to Completo 15 

7 • Workover Est. Total Depth 5 . 2 O 0 ' 

Woiking Interest V a r i o u s P e r c e n t a g e s i n Wiyj l s 

Operator (il other than) Billablcr. Yos No 

D R I L L I N G - I N T A N G I B L E COSTS CODE DRY HOLE 
COMPLETED 
WELL 

Seismic, Roads, Location, Damages, and Clean-up (See attached) 110 $ 5 . J . U Q . 0 0 $ 6 , 0 0 0 . 0 0 
Cont i actors Footage Charges or Turnkey Dril l ing 120 4 2 ^ 9 0 0 . 0 0 4 2 ^ 9 0 0 . 0 0 

Contiactots Day Work to Contract Depth 121 3 , 2 0 0 . 0 0 3 , 2 0 0 . 0 0 

Conlfactors Day Work alter Contract Depth 122 

Completion, Workover and Swabbing Units 125 
2 ~ 5 0 0 . 0 O 

5 , 7 0 O . o 0 

Mud and Chemicals 130 2 ~ 5 0 0 . 0 O 2 , 5 0 0 . 0 0 

Cement and Cementing Services 135 5 , 0 0 0 . 1 ) 0 ' 14 , 5 0 0 . 0 0 

Non Salvageable Equipment 136 * 

Formation (Evaluation (See attached specifications) 
Electric Logging (Open Hole) 140 A", 500 . 0 0 ' 4 , 500 . 0 0 

Coi ing, DST, Wireline FMI 141 
Mud Logging and Core Analysis 142 

Directional Dril l ing and Surveys 144 
Fishing 1 ools and Services 145 
Watei, Fuel, Bits on Day Work 146 " 2 , 0 0 0 . 0 0 ' 6 , 5 0 0 . 0 0 

Equipment Rentals 147 * 2 , 0 0 0 . 0 0 ' 3 , 5 0 0 . 0 0 

Trucking and Marine Transportation (Sec attached specs) 175 
Diy Hole and Bottom Hole Conti ibution 178 . i . . '. J . . ( L 
BHP, G.O.R. Potential Tests 181 
Perforating, Radioactive Logging (Case Hole) 183 2 , 0 0 0 . 0 0 
Acidizing, Fracturing, Stimulants or Inhibitors 184 2 5 J J 0 O . O O 

Tuboscopiny, Hydrostatic Testing, Misc. Labor, Mt. Etc. 187 

Supervision IPO. " 1 , 7 5 0 . 0 0 " 3 JJOO.00 

Contingencies 3 , 5 0 0 . 0 0 ' 5 , 0 0 0 . 0 0 

T O T A L D R I L L I N G - I N T A N G I E J L E C O S T S $ " 2 , 3 5 0 . 0 0 $ 1 . 2 4 , 3 0 0 . 0 0 

D R I L L I N G - W E L L E Q U I P M E N T 

Casing (See attached specifications) 
' - T i f f " —'!--V.i fcr t—-4TT z f W J Z f t !IH 4S^ " i «Jp i * f : W 

Surface » 5 / 8 SOU' 24// 205 $ 3 , 7 0 0 . 0 0 $ 3 , 7 0 0 . 0 0 

Intermediate 206 
Production 5 !2 1 5 . 5 0 0 5 2 0 0 ' 207 1 9 , 2 4 0 . 0 0 

1 ubing. Pups, Blast Joints 2 3 / 8 J - 5 5 T i i b i n i ; 210 4 , 5 0 0 . 0 0 

Christmas Tree and Well Head Equipment 215 6 0 0 . 0 0 3 , 1 0 0 . 0 0 
Other Sub-Surface Equipment (See attached specifications) R o d s - P u m p 22Q__ 6 . 1 0 0 . 0 0 

T O T A L D R I L L I N G - W E L L E Q U I P M E N T $ 4 , 3 0 0 . 0 0 $ 3 6 , 6 4 0 . 0 0 

T O T A L D R I L L I N G C O S T 

C O S T PER F O O T $ $ 
Other Owner Intangible Costs 501 ( ) ( 1 
Olhei -Owner Tangible Costs Purnp iuR U n i t p.ns E U R . T a n k B a t t e r y G02 ( ) ( 3 0 , 0 0 0 . 0 0 ) 
Company Costs Before Oveihead and Inteicst $ 2 , 0 0 0 . 0 0 $ 4 , 5 0 0 . 0 0 
Over head 506 
Intel est 505 
Total Company Costs $ 7 8 , 6 5 0 . 0 0 £ 1 9 5 , 4 4 0 . 0 0 

Stock Status: On Hand $ $ 
I'm chase Required $ $ 

Prepared b y j _ _ ° L _ _ L _ l l c _.L 
Appioved b v T e r r y K - J ' e w J s 

Date J p j : 1 8 - 8 9 
; D a te iO-27,^89-

AFE Number 



MALLON OIL COMPANY 
1099 18th Street. Suite 2750. Denver. Colorado 80202 

(303) 293-2333 

J u l y 17, 1989 

Mr. George Mitchell, Jr. 
Mr. Terry Lewis 
P.O. Box 50682 
Midland, TX 79710 

Dear George and Terry: 

Enclosed is sons of the geological information we discussed 
pertaining to the selection of cur next Brushy Craw d r i l l s i t e . As I 
mentioned the maps are pretty informal, I have just done pencil 
revisions on some old maps as new well data has become available. 

The net isopach of density porosity greater than 20% has been a 
good map for tracking the primary channels through the f i e l d . There 
have been wells completed outside the zero line of this map that have 
done reasonably well within the f i e l d but a l l of the best f i e l d 
producers have been on the better porosity trends. Our #11 well, which 
was d r i l l e d away from the channel thread and affected depletion-wise by 
existing producers is an example of what we are trying to avoid 
d r i l l i n g at the present time. Under our present economics and with a 5% 
escalation scenario that well is only projected to produce a total of 
24,CCG BC. Cn an undisccuntec basis we expect to lose over S140.000 on 
that well. 

The #13 well, which is the key well to either of the proposed 
locations we discussed, f a l l s within the channel trend and is expected 
to produce around 56,000 BO. The economic projection on the #13 is 
nothing to gen very excited about but a well of this type should allow 
development to proceed. 

At least part of the improvement in projected reserves for the #13 
over the #11 is probably due to a lesser degree of pressure depletion at 
that f i e l d step-out location as well as a somewhat higher structural 
position. An example of the importance of these factors can be seen in 
the #14 well which showed relatively poor log porosities in the lower 
portion of the Williamson Sand, which comprises the bulk of the f i e l d 
pay. The #14 should produce over 45,000 EO which, again using the 
actual current economics, w i l l place the well somewhat short of payout. 

Mallon is presently taking some measures to iirprove the producing 
economics such as on-lease saltwater disposal, but i t w i l l s t i l l be very 
important to optimize each additional location. The Amoco-Red 
Bluff-Federal #3 site was selected for i t ' s position on the projected 



Mr. George Mitchell, Jr. 
Mr. Terry Lewis 
July 17, 1989 
Page 2 

channel trend i t ' s distance from areas of large volumes of withdrawals, 
and i t ' s structurally higher location. The channel trend as-defined by 
the >20% porosity map narrows and is forced on a more northeasterly 

#1 well. The Amoco-Red Bluff-Federal #2 site could be included in an 
interpretation of the channel but I feel that the #3 site would be more 
like l y to encounter a substantial portion of the f u l l channel thickness. 
Since the basin slope at the time of deposition of the Williamson Sand 
(and other Delaware horizons) was pretty consistently to the southwest 
in the Brushy Draw Field v i c i n i t y I anticit>ate that i f the channel 
continues i t w i l l turn that direction. This adds seme risk tc- the 
Amoco-Red Bluff-Federal #3 site, but with the high porcsities 
encountered in the #13 well indicating i t to be w i l l within the trend I 
doubt the channel would turn sharply enough to exclude the proposed 
site. 

I f you have any questions, please feel free to c a l l . 

. 1 , — - C " 1 *• ..\ cu- a _ — ——_ — 

Sincerely, 

MALLON OIL COMPANY 

Enclosure(s) 
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MALLON OIL COMPANY 
lOW I Ml Ii Street. Suite 2750, Denver. C'oloiailo K0202 

(M).\) 29.V23.13 

July 12, 1989 

Mt:. Georqe Mitchell, Jr. 
P.O. Box 50<",R2 
Midland, TX 79710 

Pe: Amoco-Red Bluff H3 Well 
NW/4 NE/4 of Section 2R-7'2oS,R29E 
Eddy County, New Mexico 

Dear Ceoroe: 

Pursuant to our phone conversation, enclosed please find the 
Ooeratinq Aureemenl. and AEE for the above captioned well . I f acceptable, 
please return the indicated copies to the undersiuned. 

I have also included the corrected survey plats, the APD for the well 
and letters from the RLM acceptinq the corrected John West» plats for 
Sections 27 and 28. 'Hie force poolinq decisions and T i t l e Opinion for the 
Amoco-Red Bluff J|1 well is simply for vour information. 

As we discussed, our d n l i i n q deadline with Atnoco is Auqust 31, 1989. 
I would qceatly appreciate a timely review of the enclosed documents, in 
order to answer any questions vou may have in reqards to the Amoco-Red 
Bluff t'3 well. 

I Mould appreciate on executed copy of your aqreement with Red Bluff 
or a Memorandum of Aqteeinent, for my f i l e s . 

I f you should have any technical questions, please contact Joe Cox in 
our office, our Geoloqist/F.naineer for this area. 

Sincerely, 

Landman 

KFM/ars 
enclosure 



EXHIBIT "A" 

ATTACHED to and made a part of that certain Operating Agreement 
dated July 10, 1989, by and between Mallon Oil Company, as 
Operator and George Mitchell, Jr., as Non-Ojxirator for the NW/4 
NE/4 of Section 28--T26S, R29E, NMPM, Eddy County, New Mexico. 

Item 1: Contract Area: 

Item 2: Restrictions as to Depth: Bell Canyon, Cherry Canyon, 
Brushy Canyon formations (Delaware Mountain Group) 

Item 3: Percentages of Working Interest: 

Item 4: Oil and Gas Leases Subject to tlie Agreement: 

Limited to that portion of the following leases within 
the Contract Area: 

Federal lease NM-38636 
Federal Lease NM NM 71599 

Item 5: Address of Working Interest Partners for Notice 
Purposes: 

Mallon Oil Company 
1099 18th Street, Suite 2750 
Denver, CO 80202 

George Mitchell, Jr. 
P.O. Box 50682 
Midland, TX 79710 

Township 26 South, Range 29 East, NMPM 
Section 28: NW/4 NE/4 

Eddy County, New Mexico 

Mallon Oil Company, et a l . 
George Mitchell, Jr. 

71.5400% 
28.4600% 



MALLON OIL COMPANY AU,...,itlTY I Oil EXPENDIIUUE - Dill liny 4 Produv.. .on 

FIELD/1'RO'..PECT Brushy Draw-Do Inwato/Pocos R lvo r LEASE NUMBER 

1269 

WELL NAME Amoco-Red U1ul f -Fodora1 #3 PKOPEim NO. 

NM-01-17 

LOCATION 330" rUL, 1005' 1"EL, (HW/*) NE/4) , Sec l i on 20, TZ6S, R29E PUEPARLD BY: DATE: 

Joo I I . Cox, J r . 06-05-B9 

COUNTY, 51 ATE Eddy County, Now Mexico APPROVED OY: DATE: 

Kovln M, F l t - n e r n ' < l 06-05-89 

coHinAcroit (TENTATIVE) CapStar Dr l 11 Ing APPROVED DY: DATE i 

ANTICIPATED START/STOP DATES 

COST ESTIMATE INTANGIBLE 
TANGIBLE EXPENSE TOTAL 
EXPENSE 

DRILL I NO-CASING POINT $ 4,650 i 62,420 j 07,070 

DRILLING-COMPLETION \ 82,725 S 75,000 $157, 725 

WORKOVER S $ $ 

OTHER (SPECIFY) $ 

TOTAL COSTS J 07,375 1157,420 $244, 795 

PROJECT DESCRIPTION 

* , 
Undor 1ho forms of tho Operating Ayroomonl Mallon 0|| Company proposos 1ho dril l i n g of Tho above captioned Mali. The 

welt Is lo bo drilled Through tho Williamson Sntul Mombor of the Cherry Canyon Formation to a total dopth of approximately 
5,200', The ostlmates of costs ara based on actual bids and historical costs, howovor are ostlmates only and subject to 
overruns. Partners will bo notified If I ho cost oxcoods authorized amounts by \0f or more, 

ATTACH PROCNOSIS AND COST BREAKDOWN 

COST SHARING 

DCP ACI' 

( J o r g e M l . t c h c . l l , J r . 2B./ .6 f i 2 4 , 7 8 0 28 .46 % t 4 4 , 8 8 9 

PARTNER APPROVAL 

COMPANYi SIGNATURE: DATE: 

(icorge M i t c h e l l , J r . 



MALLON OIL COMPANY 

All fllOU I ZAT I ON F OK EXPENDITURE 

Wei I llamo end Number Amoco-Rod D l u f f - F o d o r a l #3 _ _ _ _ AFE NO. 

County Eddy S l a l o Now Mex I co Prospect Ma mo P <i c o s R i v e r 

l i e d Ion 20 TWP 265 RGE 29E Woll Local Ion NW/4 NE/4 

I I o l d Brushy Draw Object I ve For m a t i o n Chorry Canyon Dopfh 5, 200' 

DE TAILS OF COST EST IMA l_E 

910 4 920 INTANGIBLE COSTS DRY HOLE PRODUCER 

10 1 I) a ma g o s ___ _____ L os s o s $ — $ - -

102 Roads 4 L o c i I I on 5 , 0 0 0 6 , 000 

1 0 3 . 1 Mob I I I z a I I on / Do mob I I I z ;i t I on I n c l . 

10 3 . 2 I) r I I I I n g - F o o I n g o 5200 f t . a _ _ . / ' '• _ _ / _ ! _ 4 0 , 020 

103.3 Daywork J dnys WOP. a 3 2 0 0 /day: 3, 200 3,200 
103.4 Turnkey C o n t r a c t N_/A_ 

201 Completion U n i t 6 days a $ 1 , 300 -- 7, 800 

106 Mud Chomlcals 2,500 2, 500 

107 Powor, Water 4 F uo I _____ 3, 000 6, 500 

100 Equlpmonl R o n l a l 3, 000 6, 000 

109 C o r i n g T e s t i n g — _ _ _ _ _ _ 

140 Logging 7, 000 7,000 

111 Co mo n t i n g S e r v l c o s 5, 000 1 4 , 500 

112 C o n s u l t a n t s 2,000 4,400 

115 T r u c k i n g & Mauling 5__0 1 , 500 

117 01 hor Costs Contingency 5* 3, 900 7, 200 

110 A d m l n I s I r a I Ivo Overlioad 2, 000 4 , 500 

175 B i t s I n c l . 

130 Mud Logging 4 , 500 4 , 500 

202 Woll S t i m u l a t i o n 3 7, 000 P e r f o r a t i o n 4000 • 41,000 

165 Abandonment Costs --» 

TOTAL INTANGIBLE DRILLING COSTS $ 02,420 $15 7,420 

930 TANGIBLE EQUIPMENT COSTS 

2 99 Surfaco Casing 4 !i 0 f 1 0 5/0" s i z e a $9 .00 / f t $ 4,050 $ 4,050 
300 I n t o r m o d l a l o Csg. f t s i z e a $ -- / f t -- --

30 1 P r o d u c t i o n Csg. 5,200' t l 5 1/2" s i z e a 11 .00 / f t 31,200 
302 Tubing & Attachments 5,200' 2 7/0" a 1 .50 7,800 

303 Rods & Pumps 8,000 
304 Woll Head Eg u1pmon 1 600 1 , 500 

30 5 Flow I I n o s 4 , 500' x . 75 3,375 
306 I n s t a l l a t i o n 4 , 500 ' x .50 2,250 
3 0 7 Pumping U n i t 4 Engines 25,000 
3 0 U Tank B a t t e r y 4 F i l l i n g s --

309 Non -Con 1 ro 1 1 a b 1 e E q u 1 p in on t 
'3 10 T r e a t e r s - s o p a r a l o r s --

3 1 1 But 1 d 1 n g s — 

3 1 2 Other Equlpmonl Contingency 5% 4 , 200 

rOTAL TANGIBLE EQUIPMENT COSTS _t 4 , 650 i 8 7, 3 75 

AFE 0 a I o: 
$24 4,795 



\ N ' V J \ V > ^ M i l LeasinR Act of 1920 (30 U.S.C. 181 et seo,.) 

^ Act for A t q u i i c d I^aiids of 1947 (30 U.S.C. 351-359) 

Gcothcimal .Sicam Act o f 1970 (30 U.S.C. 1001-1025) 

|J7\ C j x ^ ^ Department o f the Interior Appropriat ions Ac t , Fiscal Year 1981 (42 U.S.C. 6508) 

- ^ ^ i v . 
*^ _ _ Typo or print plainly in Ink and sign In Ink. 

Ni l 71599 

1 , Ttatisfctce (Sublessee)* 
Sticcl 

Ci ty , State, / . IP Code 

PART A: TRANSFER 
George P. M_.Lch.el l , I I 
P. O. Pox 50682 
Midland, Texas 79 710 

* l l more than one transferee, check here • and list tlie numc(s) and addrcss(cs) of al l addit ional transferees on the icvetsc o f this f o rm or on a 

wpaiatc attached sheet o f paper. 

This transfer is lor : (Check one) XJ O i l and Gas Lease, or L l Geothcriual Lease 

Intel est conveyed: (Check one or both, as appropr iate) -K.I Opciat ing Rights (sublease) • Ovc i r i t l i ng Royalty, payment out o f production or other 
similar interests or payments 

2. This l iansfer (sublease) conveys the fo l lowing inlcicst: 

Land Descript ion 

Additional space on reverse, i f needed. Do not submit documents oi agicerneuts other than 
this form; such documents or agreements shall only be referenced herein. 

See the attached E x h i b i t "A" f o r land 
d e s c r i p t i o n . 

l ' c r ient of Inlcicst _ 

Owned Conveyed Retained 

100% - 0 -

Pcicctit of 
Overriding Royalty 
or Similar Interests 

Previously 
reserved 

or conveyed 
f 

FOR fILM USE ONLY—DO NOT WRITE BELOW THIS LINE 

T i l t UNITED STATES OP AMERICA 

This Ii ixnsft r Ls approved solely for administrative purposes. Approval docs not warrant thai either party to this transfer holds legal or equitable 
title to this lease. 

I J Transfer approved effect ive 

l ly 
(Authorized Ol l icci) (Ti"l«) (Dale) 

PART C: GENERAL INSTRUCTIONS I f a r 

1. Transferor/1 ransfeicc(s) must complete Parts A I and A2 and I'ait It. Al l parties 
lotinnsfer must sign as follows: T he transferors) must manually sign 3 original 
copies, ami Hie Iransfcree(s) must manually sign at least I of Ihe 3 original cop­
ies. Pile (hire (_)) completed copies of litis (onn in the piopcr 1)1 M office for 
ciuh Iransfci of <>|>erating rights (sublease). Por a transfei of oveitiding royalty 
iiitrtcst, payment out of pioduclion or otlicr similar interest or payment, file 
one (1) manually signed copy of this foim. The required filing fee (nonrefunda­
ble) must accompany tlie liansfer, payment out of pioduclion or other similar 
intcicsts or payments. Pile transfer wilhin ninety (90) days after date of execu­
tion by transferor. 

2. Sepaintc hum iniisl be used for each lease being affected by this liansfer and 
for ench type of interest conveyed. 

.1. In Item No. 2 of Part A. describe lands allected (See 43 CPR 3106, 3135, or 
3241) For columns b, c, d. and e, enter tlie interest expressed as a iiercenlage 
of total interest in the lease; e.g., if transferor transient one <|iiailer of a 20% 
interest, enter 20% in column b, 5% in column c, and 15% in column d. 

8 

4. I f any payments out of production or similar interests, arrangements or payments 
have pievioSisly been created out of the interest being transferred, or i f any such 
payments or inleiesls arc reserved under this liansfer include a statement giving 
full details as lo amount, method of payment, and other pertinent terms as provided 
under 43 CPR 3106, 3135, or 3241. 

5. Tlie tense account must t>e in good standing before this tiansfer (sublease) can 
be approved (43 CPR .1106 and 3241.) 

6. Transfer, i f approved, takes effect on the first day of the month following date 
of Filing in the pio|icr BLM office. If a bond is necessary, it must be furnished 
prior to approval of the transfer. 

7. Overriding royalty and payment out of production or odicr similar type s of trans­
fers must be Filed with M M , but wi l l l>c accepted for record purpose:! only. No 
official approval wil l be given. 

8. Upon approval of a tiansfer of operating rights (sublease), tlie sublessee is respon­
sible for all lease obligations under die lease rights transferred to the sublessee. 



N O t M l ' 

tlx- Tnvn > Ai I nf C M anil the regulation in -tt O R J -Mid) provide lhat )im W 
fvmtWrVd the tnl lo^tnj infmuuium in connection with inhumation tev|*mv.tl hy tins 
<HI and gM/grotlx rrnal leave transfer application. 

AUTHORITY )0 U S.C. IS• ct icq; 30 U.S.C. IOOI-I025; 42 U.S.C. 6508 

PRINCIPAL PURPOSF.—The information i i to he used lo proem transfers of oper­
ating righu (subleases) for oil and gas/geothcrmal resources leases. 

(3) I liinsler lo appinpiiatc I n .gene ics when cnncuiiciiic is icquiicd prior lo 
graining a right in puhlic laiws or resources. 

(4) (5) Infoiinatioit tronuhc iccotd ami/or the iccotd will tic ttansleiicd lo appropri­
ate Federal. Stale, local oi loicign agencies, when relevant lo civil, criminal or tcgula-
lory investigations or prosecutions. 

E F F I X T OF NOT PROVIDING INFORMATION—If all requested Informa-
tlun Is not provided, Ihe transfer may not be approved. Set regulations al 43 
CFR Groups 3100 and 3200. 

lc:ir 

Part A (Continued): ADDITIONAL SPACE for Names and addresses of additional transferees in Item No. I , if needed, or for Land Dcsciiplion in Item No. 2 if needed. 

PART B: CERTIFICATION AND REQUEST FOR APPROVAL 

1 I lie tianslctot ccitilics as owner of au inlcicst iu the above designated lease that he/she hereby transfcis to the above tianslciec(s) the lights spcciFicd above. 

2 Transferee i cililics as follows: (a) Trausfciec is a cilitcn ol Ihe United Slalcs; an association of such citizens; a municipality: oi a corporation organized under the laws 
ol ihe Uuiled Slalcs or of any Slalc or lenitoiy ihcicol. For the transfer ol NI'R A leases, transferee is a citizen, nulional. or rcsidcnl alien of the United Stales or associations 
ol sueh cili/criv. nationals, rcsidcnl aliens oi private, public oi municipal coipoiations. (b) Trausfciec is not considcicu a minor under the laws of the State in which 
11 ic lands covcicd by this liansfer ate located: (c) T ninslciec's chaigcablc interests, direct and indirect, in cither public domain or acquiicd lands, do not exceed 200,000 
acies in oil and I'.as options or 24<i.080 iu oil and gas leases in the same Slalc. or NX),000 acres in leases and 200,(XX) acres in options in each leasing District in Alaska, 
i l this is au oil ami gas lease issued in iiecoidance with the Mineral l easing Act of 1920 or 51.200 acies in any one slalc if this is a gcolhcrmal lease; and (d) / i l l parties 
holding au inn icsl in the liansfer arc olhciwisc in compliance with the regulations (43 CFR Gioup 3100 or 32(H)) and the authorizing Acts. 

(c) Trausfciec is in compliance wilh reclamation rcquiicincnls lor all Federal oil and gas lease holdings as requited by see. 17(g) of Ihe Mineral 1 .casing Act; and (f) Trans-
Icrcc is not in violation ol sec. 41 of ihe Mineral Leasing Act. 

3 . Tianslcrcc's signature lo litis assignment constitutes acceptance ol all applicable Icrms. conditions, stipulations and rcslticlions pcilaining lo ll ic lease described herein. 
Applicable li nns and conditions include, but arc not limited to, an obligation lo conduct all o|>crations on the leasehold in accotdance wilh the terms and conditions of 
lite lease, tu condition all wells Tor proper abandonment, lo icslote Ihe leased lauds upon completion of any <>|x iatious as described in the lease, and to furnish and maintain 
such bond as may be required by the lessor pursuant to regulations 43 CFR 3IIM. 3134. or 3206. 

For geothermal tiitusfcis. an ovci riding royally may not lie less than one lourlh ('A) ol one percent of the value of output, nor gtc.Hcr than 50 (icicent of the rale of royally 
due to the United Stales when litis liansfer is added lo all pieviously cicated overriding royalties (43 CFR 3 M I ) . 

Name of Translcmt lted^JBluI£_Jtotcc_Fower ConLcol.Ois t c i c t 
I'lcase lyjte or piinl 

fc 
(Signalui 

T i nnsfcioi' , x _ 
( s i e , , a , u , c » orGeorge P .1yt i . lxdie l l / S i ^» , u , e ' I I 

Alloincy in fact _. Allorney-in-lacl . 
(Signature) (Signature) 

c/o__Jame,n_ T. J enn i e s , P. 0. Pox 11130 
(T ransferor's Addiess) 

ltoswell. New ft2xico_ .0R7.02-:U8IL 
(City) (Slalc) (Zip Code) 

I ceitify that llie stalcuicnts made hcicin hy nte ate Iruc. complete, and correct lo Ihe best of my knowledge and belief and aic made in good faith. 

Executed this . . . . . j . j j l i day of __ J t i l y , 19 . _Ui ) Executed this day ol _ . . j l u ! y _ 19 8 9 

I itlc Ift U.S.C. Si c. 1001 makes it a crime for any person knowingly and willfully lo make lo any Department or agency of Ihe United Slates any false, fictitious or fraudulent 
statements or irpiesentalions as lo any mailer within ils jurisdiction. 



EXHIBIT "A" 

Attached and made a p a r t of t h a t c e r t a i n Transfer of Operating 
Rights from Red B l u f f Water Power Co n t r o l D i s t r i c t t o George P. 
M i t c h e l l , I I . 

The f o l l o w i n g d e s c r i p t i o n was prepared by M. R. Estes, surveyor 
f o r the Red B l u f f Water Power Control. D i s t r i c t , and c e r t i f i e d as 
to being t r u e and c o r r e c t as t o boundaries, corners and l i n e s of 
the Red B l u f f Water Power Co n t r o l D i s t r i c t Reservoir i n the State 
of New Mexico on May 20, 1936 and f u r t h e r approved by the Bureau 
of Land Management on August 4, 1937. 

FIELD NOTES 

Red B l u f f Reservoir 

Parcel I I 

Section 27, Township 26 South, Range 29 East, Eddy County, New 
Mexico: 

Beginning at a p o i n t i n the South l i n e of Section 27, Township 2 6 
South, Range 29 East, Eddy County, New Mexico, which p o i n t i s 
East along sai d South l i n e of Section 27, a distance os 1228.1' 
from the Southwest corner of said Section 27; 
Thence North 26 o 24i East 70.9' t o a p o i n t ; 
Thence North 68 o 54' West 186.2' t o a p o i n t ; 
Thence North 8° 46" West 279.0' t o a p o i n t ; 
Thence North 31 o 17 ' West 223.9 ' t o a p o i n t ; 
Thence North 48 o 30' West 330.0* to a p o i n t ; 
Thence North 23 o 36' West 263.1' t o a p o i n t ; 
Thence North 28 o 13' West 251.4' t o a p o i n t ; 
Thence North 72 o 4 5 ' Eas t 249.2' t o a p o i n t ; 
Thence North 60 o 17 ' West 422.0' t o a p o i n t ; 
Thence North 57 o 491 ' Wes t 259.4' t o a p o i n t ; 
Thence North 2° 35* ' West 304.6' t o a p o i n t ; 
Thence Nor t h 19 o 16 i ' Eas t 126.6 ' to a p o i n t ; 
Thence North 2° 451 ' East 75.5' t o a p o i n t ; 
Thence South 54 o 151' Wes t 189.1 ' t o a p o i n t ; 
Thence North 78 o 2/1 ' Wes t 176.1 ' t o a p o i n t ; 
Thence North 45° 4/1' West 471' t o a p o i n t i n the West l i n e of 
said Section 27; 
Thence South along t l i e West l i n e o f Section 27 a distance of 
2149.8' to the Southwest corner of said Section 27; 
Thence East along the South l i n e of Section 27 a distance of 
1228.1' to the p o i n t of beginning. 

The above described t r a c t c o n t a i n i n g 3 8.5 acres, more or l e s s . 
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P a r c e l I I I 

Sec b i o n 
Mexico: 

28, Township 26 Soubh, Range 29 Easb, Eddy County, New 

Be g i n n i n g a t a p o i n t i n t h e South l i n e o f S e c t i o n 
South, Range 29 East , Eddy County, New Mexico, 
West al o n g s a i d South l i n e a d i s t a n c e of 643.3' 
e a s t c o r n e r o f S e c t i o n 28: 

28, Township 2 6 
which p o i n t i s 
fr o m t h e South-
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03 ' 
56 ' 

West 318.9' t o a p o i n t ; 
West 323.0' t o a p o i n t ; 

142.1' t o a p o i n t ; 
95.5' t o a p o i n t ; 
322.7' t o a p o i n t ; 
290.3' t o 
205.8' t o 

4' t o a 
3* t o a 

236.7' t o 

' East 
' East 
' West 
' West 
' West 
West 366 
West 83 
West 
East 
West 
West 
West 
Wes t 
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148 
225 
114. 
294 . 
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7' 
3' 
5' 
7 ' 
5' 

East 128.4' 
West 142.0' 
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West 
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West 
East 
Eas t 
East 
Eas t 
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213.3' 
103.0' 
85.3 ' 
86.6' 
91.3' 
453.7* 
270.1' 
254.6' 
186.4 * 
432.8' 
392.2' 
369 
191 
319 
478.5' 
250.7' 
60.8' 
265.5' 
143.0' 
134.4' 
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.4 • 
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t o a p o i n t ; 
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t o a p o i n t ; 
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t o a p o i n t ; 
t o a p o i n t ; 

t o a p o i n t ; 
t o a p o i n t ; 
t o a p o i n t ; 
t o a p o i n t ; 

' East 172.0' t o a p o i n t ; 
West 4 99.4' t o a p o i n t ; 

West 274.0' t o a p o i n t ; 
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1° 44' West 272.5' to a p o i n t i n the North l i n e of Thence North 
Section 28; 
Thence East along the said North l i n e a distance of 1036.8' 
p o i n t i n said North l i n e ; 

t o a 

Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
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Thence Nortl 
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Thence Soutl 
said Sectioi 

35° 
14° 
19° 
24° 
28° 
20° 
43° 
39° 
46° 
48° 
57° 
62° 
33° 
55° 
78° 
14° 
45° 
28; 

37 
26 
12 
43 
55 
28 
08 
22 
13 
20 
44 
05 
23 
49 
38 
55 
47 

307 

East 27 9.7' t o a p o i n t ; 
1 East 266.2' t o a p o i n t ; 
217.5' to a p o i n t ; 

to a p o i n t ; 
to a p o i n t ; 
t o a p o i n t ; 
to a p o i n t ; 
to a p o i n t ; 
t o a p o i n t ; 

5' 
7' 
2' 
5' 

Eas t 
East 155 
East 289 
East 314 
East 270. 
East 387 
East 291 
East 247 

' East 355 
1 East 170 
1 East 180.2' 
East 182.2' 

1 West 220.6' 
' East 19 5.6' 

1' 
2' 
7' 
,9' 
,9 ' 

t o a p o i n t ; 
t o a p o i n t ; 
to a p o i n t ; 
t o a p o i n t ; 
t o a p o i n t ; 
to a p o i n t ; 
t o a p o i n t ; 
t o a p o i n t i n t l i e East l i n e of 

Thence South along the East l i n e of Section 
2149.8' t o the Southeast corner of Section 28; 
Thence West along the South l i n e of Section 
643.3' to the p o i n t of beginning. 

28 a distance of 

28 a distance of 

The above described t r a c t c o n t a i n i n g 220.5 acres, more or less. 

019/aghlO 



* BOG* WfMlMZ 

CONTRACT AND OPERATIUG AGREEMENT 

This Agreement, made and entered i n t o as of the / 3 day of 
Jul y , 1989, by and between _Red B l u f f _.Water__Po.v»:ex._.CoDtrol . 
Di«trAQtj_hereinafter sometimes r e f e r r e d t o as "Assignor", and 
Georcje Pj _ _ M l t c J i e l l . I I , whose address i s P. O. Box 50602, 
Midland, Texas 79710, h e r e i n a f t e r sometimes r e f e r r e d t o as 
"Assignee"; 

L 1 _1 § S E T H: 

WHEREAS, Assignor i s the record owner of Federal O i l and Gas 
Lease NM 71599, dated A p r i l 1, 1988 (the "Lease") covering lands 
i n Eddy County, New Mexico as described on the attached E x h i b i t 
"A" ("Subject Lands"); and 

WHEREAS, Assignor ha3 agreed t o assign the operating r i g h t s 
and working i n t e r e s t under the lease to Assignee subject to cer­
t a i n terras and conditions described herein. 

NOW, THEREFORE, i n consideration of the premises and other 
good and valuable consideration and mutual covenants hereof, the 
pa r t i e s assign and agree as f o l l o w s : 

I . 

Subject to tlie terms and cond i t i o n s set out herein, Assignor 
hereby grants, assigns and conveys to Assignee a l l of Assignor's 
operating r i g h t s and working i n t e r e s t i n the Subject Lands e x i s t ­
ing by v i r t u e of tlie Lease and the exclusive r i g h t and p r i v i l e g e 
of e x p l o r i n g , t e s t i n g and development lands described in« the 
attached E x h i b i t "A" f o r o i l , gas and other hydrocarbons, 
minerals and, i n connection t h e r e w i t h , A»ssignor s h a l l be e n t i t l e d 
t o exercise a l l of the r i g h t s and p r i v i l e g e s granted to the 
lessee under the terms of the Lease and a l l of the production 
from the Subject Lands s h a l l be owned by Assignee subject t o the 
f o l l o w i n g : 

(a) Payment by Assignee of r o y a l t i e s reserved i n said 
lease t o the lessor, proportionate to the i n t e r e s t assigned 
herein; 

(b) Assignor hereby accepts and rtserves to i t s e l f , 
i t s successors and assigns, as an o v e r r i d i n g r o y a l t y , 7-1/2% of 
a l l o i l and gns produced from the subject, lands which s h a l l be i n 
a d d i t i o n t o a l l r o y a l t i e s , o v e r r i d i n g r o y a l t i e s and s i m i l a r bur­
dens e x i s t i n g as of t i l l s date. Assignor's o v e r r i d i n g r o y a l t y i s 
to be fr e e and c l e a r of a l l costs of development and operation 
but subject t o a p p l i c a b l e taxes. I f said o i l and gas lease does 
not cover the f u l l i n t e r e s t i n the premises or Assignor does not 
own the f u l l i n t e r e s t i n the lease, the o v e r r i d i n g r o y a l t y 
i n t e r e s t h erein reserved by Assignor s h a l l be p r o p o r t i o n a t e l y 
reduced. 

(c) Assignee s h a l l have the r i g h t t o pool the over­
r i d i n g r o y a l t y i n t e r e s t h erein reserved w i t h o u t the consent of 
Assignor, by committing a l l or any p a r t of the Subject Lands to a 
communication agreement or u n i t agreement, approved by the govern­
mental agency having j u r i s d i c t i o n . 

I I . 

Excepting f o r the payment of r e n t a l s and/or minimum 
r o y a l t i e s elsewhere provided f o r herein/ Assignee assumes a l l 
o b l i g a t i o n s , d u t i e s and covenants h e r e a f t e r accruing, imposed 
upon the lessee by the Lease and any intermediate assignment 
thereof i n s o f a r as they p e r t a i n t o the subject lands and t o the 
extent of the i n t e r e s t assigned herein and agrees t o comply w i t h 
the terms thereof and appl i c a b l e r u l e s and r e g u l a t i o n s . 
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i n . 

Assignor s h a l l not r e l i n q u i s h or surrender the Lease as to 
the Subject Lands, nor s h a l l Assignor do or perform any act or 
t i l i n g which might cause the Lease t o be f o r f e i t e d as to the 
Subject Lands without the consent i n w r i t i n g of Assignee. 
Assignor s h a l l promptly f u r n i s h to Assignee copies of a l l notices 
or other communications received from the Department of tlie 
I n t e r i o r , Bureau of Land Management or representative thereof, 
p e r t a i n i n g to the Lease and s h a l l upon request of Assignee, moke 
a p p l i c a t i o n l o r any extension or renewal of said o i l and cjar. 
lease as t o the lands covered by t h i s agreement, where such 
renewal of extension i s allowed or permitted by law or 
r e g u l a t i o n , and upon request of AssLgnee, make a p p l i c a t i o n f o r 
any d r i l l i n g , r e n t a l , r o y a l t y or other r e l i e f w i t h respect t o the 
land covered by the agreement which to Assignee may be deemed 
proper and Assignee s h a l l pay or reimburse Assignor f o r a l l 
expenses i n connection therewith i n s o f a r as the same cover and 
a f f e c t the lands covered by t h i s agreement. Assignor does hereby 
give and grant to Assignee f u l l power and a u t h o r i t y t o do and 
perform every act and t h i n g not otherwise expressly provided f o r 
he r e i n , necessary or required t o be doile or performed by Assignor 
i n connection w i t h said o i l and gas lease. 

IV. 

W ithin 100 days from the date of t h i s agreement. Assignee 
s h a l l commence or cause to be commenced the d r i l l i n g of a 'well at 
a l o c a t i o n of Assignee's choice on the Subject Lands or lands 
pooled therewith. Such w e l l s h a l l be d r i l l e d w i t h due d i l i g e n c e 
and i n a good and workmanlike manner u n t i l Assignee has test e d 
the o b j e c t i v e formation and e i t h e r completed the w e l l as a com­
mercial producer or plugged and abandoned the w e l l . 

Within 100 days from the completion of the f i r s t w e l l as a 
w e l l capable of producing o i l and/or gas or as a dry hole, 
Assignee agrees t o conduct a continuous d r i l l i n g program w i t h not 
more than 180 days elapsing between the completion of one w e l l 
and the commencement of another w e l l , u n t i l the Subject Lands are 
developed t o a density of one w e l l f o r each standard spacing or 
p r o r a t i o n u n i t prescribed by orders of the New Mexico O i l 
Conservation Commission or i f there are no applicable spacing or 
p r o r a t i o n r u l e s , then one w e l l f o r each 40 acre t r a c t i n the 
event of o i l production and one w e l l f o r each 320 acre t r a c t i n 
the event of gas production as may be designated by Assignee. I t 
i s agreed and understood t h a t w ells d r i l l e d to s a t i s f y t h i s 
program may be d r i l l e d on the Subject Lands or on lands pooled 
t h e r e w i t h . 

I f the number of days which elapse between the completion of 
one w e l l and the commencement of the next w e l l i s less than 180 
days. Assignee may accumulate the days saved and extend t l i e time 
f o r the commencement of a subsequent w e l l . Time may be accumu­
l a t e d from any number of 180 day periodB and added to a succes­
sive 180 period. 

Within 180 days a f t e r the e x p i r a t i o n of the continuous 
development program, Assignee s h a l l reassign t o Assignor a l l of 
the Subject Lands which are not then included i n a spacing or 
p r o r a t i o n u n i t , as defined above, of a w e l l producing or capable 
of producing o i l and/or gas i n commercial q u a n t i t i e s . I n addi­
t i o n , Assignee Bhall reassign the spacing and p r o r a t i o n u n i t f o r 
each w e l l a f t e r such w e l l i s plugged and abandoned. 

Notwithstanding the provisions of t h i s A r t i c l e IV, should 
11 or p a r t of the Subject Lands be included i n an approved u n i t 

agreement, the development o b l i g a t i o n s contained i n Buch u n i t 
agreement s h a l l s a t i s f y tho continuous d r i l l i n g requirements con­
tained herein. Upon termin a t i o n of the u n i t agreement or comple­
t i o n o f the development o b l i g a t i o n s contained t h e r e i n , whichever 

a 
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i s the e a r l i e r , Assignee s h a l l have 100 days to commence the con­
tinuous d r i l l i n g program on the p o r t i o n of the Subject Lands 
which are not included i n the u n i t area or which have been 
excluded from the u n i t area. 

V. 

Assignor s h a l l pay a l l r e n t a l s and/or minimum r o y a l t i e s 
which may become due and payable under the terms of tho Lease 
w i t h respect t o the land covered hereby and Assignee s h a l l 
reimburse Assignor f o r 100% of a l l such r e n t a l s and/or minimum 
r o y a l t i e s paid and a t t r i b u t a b l e t o the leasehold acreage assigned 
herein and owned by Assignee a t the tiinu o f any such payment; 
provided, however, t h a t Assignor s h a l l not be l i a b l e f o r 
inadvertent f a i l u r e t o pay such r e n t a l s and/or minimum r o y a l t i e s . 

V I . 

-tl 

A counterpart t o t h i s assignment of even date on the 
required f e d o r a l form i s being f i l e d w i t h tho Bureau of Land 
Management, State O f f i c e i n Santa Fe, New Mexico f o r approval by 
the Bureau of Land Management. 

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

RED BLUFF WATER POWER CONTROL 
DISTRICT 

W. L. T i l l l e r , PJ resident 

THE STATE OF TEXAS ) 
) 

COUNT* OF WARD ) 

Tho foregoing instrument was acknowledged before me on the 
14 ,„ day of J u l y , 1909 by W. L. F u l l e r , President of Red B l u f f 

Water Power Control D i s t r i c t on behalf of said e n t i t y . 

RUTHE 8. 8HEJUMLL 
Â rJuJ-. ]UM+UJ , 
Notary Pu b l i c , State c f 

Ruthe S. S h e r r i l l P r i n t e d NamoJ 
My conimiBalon"~elcplres: 3-31-93 

THE STATE OF 

COUNTY OF 'Jj l^/s * < (~± 

The foregoing instrument was acknowledged before me on the 
' 3 ft> day of J u l y , 1989 by George P. M i t c h e l l , I I . 

MTHHYN lOUIH 
MT COMMISSION crntm « 
NonmUr JO, 1M1 

C-

Notary Public, State 4»f 
P r i n t e d Names „___ 
My commission expires: 

021/aghlO -3-
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EXHIBIT "A" 

Attached and made a p a r t of t h a t c e r t a i n Transfer of Operating 
Hights from Hed B l u f f Water Power Control D i s t r i c t t o George P, 
M i t c h e l l , 11. 

The f o l l o w i n g d e s c r i p t i o n was prepared by M. R. Estes, surveyor 
f o r the Red B l u f f Water Power Control D i s t r i c t , and c e r t i f i e d as 
to being true «nd c o r r e c t as to boundaries, corners and l i n e a oi: 
the Red B l u f f Water Power Control D i s t r i c t Reservoir i n the State 
of New Mexico on May 20, 1936 and f u r t h e r approved by the Bureau 
of Land Management on August 4, 1937. 

FIELD NOTES 

Red B l u f f Reservoir 

Parcel I t 

Section 27, Township 26 South, Range 29 East, Eddy County, New 
Mexico: 

Beginning a t a p o i n t i n tl i e South l i n e of Section 
South, Range 29 East, Eddy County, New Mexico, 

27, Township 
which p o i n t 

East along said Son'.!' l i n e of Section 27, a distance os 1228 
from the Southwest corner of said Section 27; 
Thence North 26" 24) East 70.9' to a p o i n t ; 

26 
i s 
1' 

Thence 
Thence 
Thence 
Thence 
Thence 
Thence 
Thence 
Thence 
Thence 
Thence 
Thence 
Thence 
Thence 
Thence 
Thence 

North 
North 
North 
North 
North 
North 
North 
North 
North 
North 
North 
North 
South 
North 
North 

68" 54 
0* 46* 
31° 17 

' West 186.2' 
West 279.0' 
' West 223.9" 

' 30' 
• 36' 
' 13' 
' 45' 
, 1 ? . 

' 49) 
35) ' 
• 16) 
45)' 

s 15) 
" 27) 

West 
West 
West 
East 
West 
West 

330.0' 
263.1' 
251.4* 
249.2' 
422.0' 
259.4' 

to a p o i n t ; 
to a p o i n t ; 
to a p o i n t ; 
to 
to 
to 
t o 
t o 
t o 

48 
23 
28 
72 
60 
57 
2° 
19 
2° 
54° 
7 8" 
45" 
27; 
along the West l i n e 

2149.8' t o the Southwest corner of 
Thence East along the South l i n e 
1228.1' t o the p o i n t of beginning. 

West 304.6' 
East 126.6' 

East 75.5' to a 
West 189.1' to 
West 176.1' to 

a p o i n t ; 
a p o i n t ; 
a p o i n t ; 
a p o i n t ; 
a p o i n t ; 
a p o i n t ; 

to a p o i n t ; 
to a p o i n t ; 

p o i n t ; 
a p o i n t ; 

47)' West 47)' to 
p o i n t ; 
p o i n t i n the West l i n e of 

said Section 
Thence South of Section 27 a 

Baid Section 27; 
of Section 27 a 

distance of 

distance of 

The above described t r a c t containing 30.5 acres, more or less. 

Parcel I I I 

Section 2D, Township 26 South, Range 29 East, Eddy County, New 
Mexico: 

Beginning at a p o i n t i n the South l i n e of Section 28, Township 26 
South, Range 29 East, Eddy County, New Mexico, which p o i n t i s 
West along said South l i n e a distance of 643.3' from the South­
east corner of Section 28s 
Thence North 7° 47)' West 318.9* t o a p o i n t ; 
Thence North 31° 50)' West 323.0' to A p o i n t ; 
Thence North 19° 23)* East 142.1' to a p o i n t ; 
Thence South 76° 31)* East 95.5' t o a p o i n t ; 
Thence North 11° 53)' West 322.7* t o a p o i n t ; 
Thence North 41° 00)' West 290.3' to a p o i n t ; 
Thence North 72° 34)' West 205.0' to a p o i n t ; 
Tlience North 9° 43' West 366.4- to a p o i n t ; 
Thence North 45° 08' West 83.3' t o a p o i n t ; 
Thence South 67° 01' We3t 236.7' t o a p o i n t ; 
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Thence Nortl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence Soutl 
Thence Nortl 
Thence Soutl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence North 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Thence Nortl 
Section 28; 
Thence East 

Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Soutl 
Thence Nortl 
Thence Soutl 
Thence Soutl 
said Sectioi 

21° 04' East 195.7' t o a p o i n t ; 
02° 19' West 148.3' t o a p o i n t ; 
62° 14' West 225.5' to a p o i n t ; 
38° 46' West 114.7' t o a p o i n t ; 
23° 23' West 294.5' t o a p o i n t ; 
6° 39« West 192.9' t o a p o i n t ; 
15° 04' East 128.4' to a p o i n t ; 
6° 42.' West 142.0' t o a p o i n t ; 
52° 08' West 187.7' t o a p o i n t ; 
34° 20' West 213.3' t o a p o i n t ; 
51° 37' West 103.0' to a p o i n t ; 
72" 43' West 85.3" t o a p o i n t ; 

56' West 86.6' t o a p o i n t ; 
58* West 91.3' to a p o i n t ; 
00' West 453.7' t o a p o i n t ; 
13' West 270.1' t o a p o i n t ; 

West 254.6' 
West 186.4' 

35° 08' West 432.8' 
50° 24' 

65 
69 
44 
50 
70 
19 

3 J ' 

23" 

East 478.5' t o a p o i n t ; 
East 250.7' t o a p o i n t ; 

t o a p o i n t ; 
to a p o i n t ; 
t o a p o i n t ; 

West 392.2' t o a p o i n t ; 
41° 16' West 369.7' t o a p o i n t ; 
26° 42' West 191.4' t o a p o i n t ; 
86° 28' East 319.2' t o a p o i n t ; 

44 ' " 
15' 
13' East 60.8' t o a p o i n t ; 
47' West 265.5' t o a p o i n t ; 
16' West 143.0' t o a p o i n t ; 
0 3 i ' West 134.4* t o a p o i n t ; 

29° 271* East 172.0* t o a p o i n t ; 
20° 03' West 499.4' t o a p o i n t ; 
0° 56* West 274.0* t o a p o i n t ; 

1° 44* West 272.5' t o a p o i n t i n the North l i n e of 

along the said North l i n e a distance of 1036.8' t o a 

76 
45 
15 
48 
24 
15 

p o i n t i n said North l i n e ; 
35° 371' East 279.7' t o a p o i n t ; 
14° 26J ' East 266.2' t o a p o i n t ; 
19° 12* 217.5' t o a p o i n t ; 
24° 43' East 307.5' t o a p o i n t ; 
28° 55' East 155.7' to a p o i n t ; 
20° 28' East 289.2* t o a p o i n t ; 
43° 08* East 314.5' t o a p o i n t ; 
39° 22' East 270.5' t o a p o i n t ; 

131 * East 387.1' t o a p o i n t ; 
East 291.2' 
East 247.7' 
East 355.9' 
East 170.9* 
East 180.2' 
East 182.2' 

551' West 220.6* 
471' East 195.6* 

46 
48 
57 
62 
33 
55 
78 
14 
45 
28; 

201 
441' 
051' 
231' 
491 * 
381* 

t o a p o i n t ; 
t o a p o i n t ; 
t o a p o i n t ; 
t o a p o i n t ; 
t o a p o i n t ; 
t o a p o i n t ; 
t o a p o i n t ; 
t o a p o i n t i n the East l i n e of 

Thonco South along the East l i n e of Section 28 a distance of 
2149.8' t o the Southeast corner of Section 20; 
Thence West along the South l i n e of Section 28 a distance of 
643.3' t o the p o i n t of beginning. 

Tho above described t r a c t containing 220.5 acres, more or l e s s . 

STATE OF NEW MEXICO, County of Eddy, ss. I hereby certify that this instrument was filed for record on tli c 
2 5 dnynf J"ly. .__ ,A.D. IQ B9 n t , 12; 50 ,/rlork P- M., and duly recorded 

i n MOU 4 9 f A ^ 1 0 ^ 2 of the Eddy County Rccorde. r\ * <, 

KAREN DAVIS, County Clerk By /^J j jAJJ iX f l & L L U . Deputy 
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MAI I.ON I ' l l . COMPANY AUillOKIIY lOli LXPLNDI IUKII - D r i l l i n g 4 Product ion 

1 I F i n .'PROSPECT B r u s h y Di nw-Dolaw.-ir o / I V r o s R I v o r LEASE MUM3E.R 

- 1269 

WLLL NAM-. Amoco-Hod III u 1 I-t odor.] 1 15 PR0PLRIY NO. 

NM-01-1 

1OCAIICH 3 3 0 ' n i L , 1003 ' TEL, (NW/4 N E / 4 ) , S e c t i o n 2 0 , T2GS, R29E PREPARED BY; DATE: 

Joe H . Cox, J r . 0 6 - 0 5 - 8 9 

COUNIY, S T A I E t ddy C o u n t y , Now M o x l c o APPROVED BY: DATE: 

K e v i n M. F i t z g e r a l d 0 6 - 0 5 - 8 9 

CONTPACIOR (T EMI AT IVE) C a p S t a r D r l 1 1 I n g APPROVED BY: DATE: 

'ANTICIPATED START /STOP DATES 

COST ESTIMATE INTANGIBLE 

1 AUG 1 HIE EXPENSE TOTAL 

EXPENSE 

OKI I.LI NO-CASING POINT $ 4 , 6 5 0 $ 0 2 , 4 2 0 $ 8 7 , 0 7 0 

DRILLING-COMPLETION $ 8 2 , 7 2 5 J 75 ,000 $157 , 725 

WURKOVI H $ $ $ 

OtI I IR CU' l .CI I 'Y) $ $ S 

101AL COSTS $ 8 7 , 3 7 5 $ 1 5 7 , 4 2 0 $ 2 4 4 , 7 9 5 

PROJECT DESCRIPTION 

Undr i" 1 ho t o i ms of t h o O p o r a M n y Aqroomon l M i l l i o n O i l Company p r o p o s e s the d i l l l i n g o( t h e above crip H o n e d w e l l . 

wnl ! I-, In i n d r I I led t h r o u g h Iho W i l l i a m s o n Sund Momhor of Iho Chorr-y Canyon Porma l Ion t o a l o f a l dep th of a p p r o x l m a t r 

5 , ; ' 0 0 ' . 11 io e s t i m a t e s of cos I s a ro basoi l on a c t u a l b i d s and h i s t o r i c a l c o s l r . , howevor a r e o s t l m a t e s on y and s u b j e c t ' 

ovor run ' , . T'artnois w i l l Do n o t l f l o d If Iho cost oxcoods au lhor l zod amounls by \0% or nioro. 

AMACH PROGNOSIS AND COST DREAKDOWN 

COST SHARING 

wed r . i u l ' f W.-iLcr P o w e r C o n t r o l D i . s L . 

PAPIN ' l l APPROVAL 

DCP ACP 

% I 24,780 28.46 % $44.889 

CO!« W i t : SIGNATURE 

wed i'. l u f f W a t e r P o w e r C o n t r o l . I) i:? L r Lr I 

DATE: 



MA I. LON OIL COMPANY 

AU TIIOR 1 / AT I ON FOR EXPENDITURE 

W n | 1 N a mo and Number Amoco-Red 1! 1 u 1 ( -1 odn ra 1 #3 AFE NO. 

('. c ii n 1 y Fddy S l a l e Now Moxlco Prospoet Name Pecos RIvor 

Sec 1 1 o ii 2 fJ TWI' 26S RGE 29E Well L o c a t i o n NW/4 NE/4 
f 1 n 1 cj It rushy Draw O b j o c t l v o F o r m a t i o n Cherry Canyon Depth 3 , 200' 

DETAILS OT COST ESTIMATE 

9 1 0 4 920 INTANGIBLE COSTS DRY HOLE PRODUCER 

1 0 1 Dri mages Losses $ -- $ 
i 0 2 Roads 4 L o c a t i o n 5,000 6,000 
103 . 1 Mo b 1 1 1 z a 1 1 on/D e mo b1 1 1 z a 1 Ion I n c l . --

103 .2 D r i l l i n g - l o o t a g o 52 0 0 f t . S $7.05 / f t 40,020 4 0,820 
103 .3 Day work 1 days WDP. 2 3 200 /day: 3,200 3 , 200 

1 r 3 .4 Turnkny C o n l r a c t N/A --

? 0 1 Comp l o t Ion U n i t 6 days 8 $1,300 -- 7,800 
1 Ot. Mud Chemicals 2, 500 2, 500 
i n 7 Tower, W a 1 e i" 4 Fuel 3 , 000 6,500 

1 OB Equipment R e n t a l 3,000 • 6,000 

1 0 9 C o r i n g T o s t I n rj --

1 4 0 Logging 7, 000 7,000 

1 1 1 Cementing Soi v I ces 5, 000 14,500 

1 1 2 C o n s u l t a n t s 2, 000 4, 400 

1 1 5 T r u c k i n g 4 H a u l i n g 500 1 , 500 

1 1 7 Olhor Costs Contingency 5'Jt 3, 900 7, 200 

1 1 0 A d m i n i s t r a t i v e Ovorhoad 2, 000 4,500 

i 25 DI t s I n c l . -- --

1 3 0 Mud Looalno 4 , 500 4,500 
'.'0 2 Wol I S t i m u l a t i o n 3 7, 000 P e r f o r a t i o n 4000 4 1 ,000 
1 A3 Abandonment Costs --

TOTAL INTANGIBLE DRILLING COSTS $ 02,420 $15 7,420 

•i 3 0 TANGIBLE EQUIPMENT COSTS 

2 9 9 Surf ace Cas 1 ng 4 5 0 f t 0 5/13" s l z o a $9.0 0 / f t $ 4,050 $ 4 , 050 

300 I n t e r m e d i a t e Csg. -- f t s l z o 2 $ -- / f t --

3 0 1 P r o d u c t i o n Csg. 5,200' f t 5 1/2" s l z o S $6.00 / f t 3 1 ,200 
3 0 2 Tubing 4 A t t a c h m e n t s 5,200' 2 7/0" S 1.50 7,800 

^03 Rods 4 Pumps 0, 000 
3 0 4 Well Head Equipment 600 1 , 500 

' 0 r> f l o w l i n e s 4,500' x .75 3,3 75 
3 06 I n s t a l l a t i o n 4,500' x .50 2,250 
3 0 7 Pumping U n l l 4 Engines 25,000 
^ 0 8 Tank B a t t e r y 4 F i t t i n g s --
' ? 9 llon-Cont ro 1 1 a D ! o Equlpmonl --

5 1 0 T r o a l o r s - s e p a r a t o r s --
< 1 1 Hut 1 d1 n gs --

1 2 0 1 her Equlpmonl Con t 1 iignncy 5J 4,200 

TOTAL TANGIBLE EQUIPMENT COSTS $ 4,650 $ 8 7 , 3 75 

TOTAL COST $244,795 
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MALLON OIL COMPANY 
1099 IKili Street. Suite 2750. Denver. Colorado 80202 

(.103) 293-2333 

A p r i l 4 , 1989 

Red Bluff Water 
Power Control D i s t r i c t 
11 i w. '2nd street 
Pecos, IX 79772 

Attention: Mr. Jim Ed Miller 

CERTIFIED MAIL - P 570 412 767 

Dear Mr. Miller: 

Pursuant to our phone conversation on Mitrch 29, 1989, this let ter 
is to inform you that Mallon Oi l Company's of fer of a f ive percent (5%) 
overriding royalty on the /Amoco-Red Bluf f #2 well is s t i l l open for 
acceptance. 

In the event Red Bluf f agrees to Farmout a l l of Red B l u f f ' s acreage 
i n Sections 27 and 28 under one Farmout Contract, Mallon O i l Company is 
w i l l i n g to o f fe r a seven and one half percent (7.5%) overriding royalty 
and a one hundred eighty (180) day continuous d r i l l i n g commitment. 

Please advise the undersigned of your decision as to Mallon Oi l 
Company's o f f e r . 

Re: Amoco-Red Bluf f #2 Weil 
Eddy County, New Mexico 

Sincerely, 

KEM:er 



% SENDER: Complete; items 1 and 2 when additional services are desired, and complete Items 3 end 4 . 

Put youraddress in the . "RETURN -TO" space on the reverse side. Failure'to do this wi l l prevent this % 
card' from beinn returned to vou . The return receipt fee wi i l provide vod the flams o f tha person ; 're­
delivered to and the date of delivery. For additional fees the fo l lowing ssrvlctta urn nvnllnhlii r.nn<t,n " 
postmaster for fees and check box(es) for additional sarvice(s) r e q u e s t e d . - „• i s .av.*.-;.-
1»* C3 Show'to whom delivered, date, end addressee's address. >'{•% O Restricted Delivery.. ' " £ ' 

3. Ar t ic le Addressed to: ' ; : f } % j , '• A

t \ . . j ..., 

^A'u^.' t^odco-'Poller-: K;; 
4 . Art ic le Number •.•'« • j *»;£>•. ;.-7>» 3. Art ic le Addressed to: ' ; : f } % j , '• A

t \ . . j ..., 

^A'u^.' t^odco-'Poller-: K;; 

:.' .Type of Service: • 

• Registered ' i Q Insurer/-
B -Ce r t i f i ed i ' • COD ! / V i 
U Express Mail - * r * ^ ' : 

3. Art ic le Addressed to: ' ; : f } % j , '• A
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Always obtain signature of addressee or; 
agent and DATE DELIVERED. <' 

S. Signature ^- Addressee , l j •, i, i • . . . ,- / . » ,} , . .. 
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;,r' "£r- :>; ?M ': ">:$;.• " 
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6."S.>onature'—Afcent X ; • \ . ;• , ; ; 
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[MALLON OIL COMPANY 
IKili Sued, Suite 27M), Deliver. to lo i i i i lo K0202 

(303) 293-2333 

April 10, 1989 

Red Bluff Water Powei; 
Control Dis t r i c t 
111 W. 2nd Street 
Pecos, 'IX 79772 

Attn: Mr. Fuller 

Dear Mr. Fuller: 

Enclosed please find copies of tlie surveys for the above captioned 
prospect. 

I f you have any questions, please advise. 

Re: Surveys 
Pecos River Prospect 
Eddy County, New Mexico 

Sincerely, 

MALLON OIL COMPANY 

ER/as 
enclosure 



SUBDIVISION ACREAGE 

S\ASW\ 
NWV.SW'j; 

28.767 Ac. 
9.727 Ac. 

NOTE: A drawing was prepared f o r a t r a c t 
In Section 27, Township 26 South, Range 29 
East, by p l a t t i n f , t l i e f i e l d notes furnished 
hy Red B l u f f Water Power Cont r o l D i s t r i c t on 
tt sect ion p l a t made hy U.S. General Land 
Office.. The notes were prepared by Mr. M.R. 
Eaten and were approved by the U.S. Bureau 
of I.and Management. Due to an e r r o r or 
e r r o r s i n the survey or the typed d e s c r i p t i o n 
of the survey, the t r a c t wl tit 10 sides d i d not 
close by an e r r o r of 320.26 f e e l . A copy of 
the p l a t labeled E x h i b i t "A" Is attached. 

LINE MO. BEARING DISTANCE 

1 N 49°28*08" E 131.84' 
2 N 6l°28'18" W 188.84* 
3 N 01°56'40" W 264.60' 
4 N 25"52'50" W 243.64' 

5 N 43°46,00" W 312.36' 
6 N 17°!)5'54" W 251.09' 
7 N 28°54* 27" W 204.51' 
8 N 69°19'40" E 283-26' 
9 N 51°18*46" W 457.09' 
10 N 55°24'10" W 213.51* 
11 N 03°41'25" E 271.93' 
12 N 23°20'17" E 131.48' 
13 N 07°34'18" W 153.25* 
14 S 62°05'5r' w 206.90' 
15 N 73°35'4I" w H/i.31 * 
16 S 71°56,31" w 67.92' 
17 s 01°58'00" w 2149.80' 
18 s 84"24'00" E 1228.10' 

The drawing shown on t h i s page i s an o f f i c e 
attempt to g r a p h i c a l l y p o r t r a y what was 
Intended i n those o r i g i n a l f i e l d notes. 
We have made the l a s t two c a l l s In the 
d e s c r i p t i o n f a l l on tbe s e c t i o n l i n e s and 
have attempted to force a closure t h a t w i l l 
c o n tain tlie 38.5 acres. Obviously, we 
cannot c e r t i f y t b a t the drawing Is c o r r e c t . 

fe 
Johu-'tf/West, N.M. P.E. S. L.S. No. 676 

/ y Texas R.P.S. No. 1138 

MALLON OIL CO. 

Pl a t showing land leased by B.L.M. to Red 
B l u f f Power Water C o n t r o l D i s t r i c t i n 
Section 27, Township 26 South, Range 29 East, 
N.M.P.M., Eddy County, New Mexico. 

JOHN W. WEST ENGINEERING COMPANY 
CONSULTING ENGINEERS MOBBS, NEW MEXICO 

Scole- 1 " 1000' 

Do'" 8 /25/88 ,Ch. 

Drown By! M. Mi t che l l 
Slionl 1 1 Sheets 



SECTION 27, TOWfX MP 26 SOUTH, RANGE (:A, EAST, N.M.P.M., 
EDDY CO-UN IY, '1 ' NEW MEXICO 

2A 
28 

22 

27 

NOTE: Legal Description doos not 
close by 320.26 feot. 

LINE NO. BEARING Dl STANCE 

1 
2 
3 
4 
5 

N 26° 24'30" E 70.90' 1 
2 
3 
4 
5 

N 68°54 '00" W 186.20' 

1 
2 
3 
4 
5 

N 08°46 '00" W 279.00' 

1 
2 
3 
4 
5 

N 3 I ° I 7 ' 0 0 " W 223.90* 

1 
2 
3 
4 
5 N 48°30 '00" W 330.00" 
6 
7 
0 

N 23°36 '00" W 203.10' 6 
7 
0 

N 2 0 ° I 3 ' 0 0 " W 2 f i l . 4 0 ' 
6 
7 
0 N 72°45 '00" E 249.20' 
9 
[0 

_ l 1 
[2 
13 

N 60"I7 '00"W 422.00' 9 
[0 

_ l 1 
[2 
13 

N 57°<"9'30" W 2!>9.40' 
9 
[0 

_ l 1 
[2 
13 

N 02°35 '30" W 304.60' 

9 
[0 

_ l 1 
[2 
13 

N I 9 ° I 6 ' 3 0 " E 126.60* 

9 
[0 

_ l 1 
[2 
13 N 02°45 '30" E 75.50' 
11 

15 
16 
17 
18 

S 5 4 ° I 5 ' 3 0 " W 1119.10' 11 

15 
16 
17 
18 

N 78°27"30" W 176.10* 

11 

15 
16 
17 
18 

N 4!i°47'30" W 47.50 ' 

11 

15 
16 
17 
18 

S 0 l °58 'O0"W 2149.80' 

11 

15 
16 
17 
18 S 84°24"00" E 1228.10' 

I , do h e r e b y c e r t i f y t h a t t h i s 
map r e p r e s e n t s a t r u e and a c c u r a t e 
p l o t o f A l e g a l d e s c r i p t i o n p r e p a r e d 
b y M. R. Es t e r ; , s u r v e y o r f o r t h e Red 
B l u f f Wate r Power C o n t r o l D i s t r i c t . 
No f i e l d w o r k was p e r f o r m e d i n t h e 
p r e p a r a t i o n o f t h i s p l a t . 

rd^a^CMf' -

RED BLUFF WATER TOWER CONTROL DISTRICT 

I , do h e r e b y c e r t i f y t h a t t h i s 
map r e p r e s e n t s a t r u e and a c c u r a t e 
p l o t o f A l e g a l d e s c r i p t i o n p r e p a r e d 
b y M. R. Es t e r ; , s u r v e y o r f o r t h e Red 
B l u f f Wate r Power C o n t r o l D i s t r i c t . 
No f i e l d w o r k was p e r f o r m e d i n t h e 
p r e p a r a t i o n o f t h i s p l a t . 

rd^a^CMf' -

P l o t o f B . L . M . l e g a l d e s c r i p t i o n w i t h i n 
S e c t i o n 2 7 , Townsh ip 26 S o u t h , Range. 29 
E a s t , N . M . P . M . , Eddy C o u n t y , New M e x i c o . 

JOHN W. WEST ENGINEERING COMPANY 
CONSULTING ENGINEERS HOBBS. MEW MEXICO 

J o h n tf^/West, Mf .M. P . E . & L . S . N o . 676 
/ X Texas R . P . S . N o . 1138 

Scale' 1" - 1000 ' Drawn By: M. M i t c h e l l J o h n tf^/West, Mf .M. P . E . & L . S . N o . 676 
/ X Texas R . P . S . N o . 1138 Dale-- 8 / 0 1 / 8 8 Ck. Sheet 1 ol 1 Sheets 
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I ' l a t showing, l and l i s i s e d by H . I . . M . l o Red 
K l u T I Fewer Water C>Mitrol Oi s t r i c t i n 
S e c t i o n 2H, Tovv/nsbip 2b S o u t h , Ran^e 29 
i : , is t , N . M . l ' . M . , I'kldy County , New M e x i c o . 

JOHN W. WEST ENGINEERING COMPANY 
CONSULTING ENGINEERS HOBBS, NEW MEXICO 

Scale ; 1" 1 0 0 0 ' Diawn By: M. M i l c l i e l 

^ho f i t nf S t i P P l l __...! 



SECTION 28, TOWNS.HP 26 SOUTH, RANGE 29 E A S T , N.M.RM., 
IIJDY COUNTY, NEW MEXICO 

LIKE NO. BEARING DISTANCE LINE NO. HEARING DISTANCE 

1 N 07°47*30" W 318. 90' 33 86"28'00" E 319.20' 
o N 31°50'30" W 323. 00' 34 K 76"44'00" E 478.50' 
3 N 19°23'30" i: 142. 10' 35 N 45"15'00" E 250.70' 
4 S 76"31'30" i: 95 50' 36 N 15*13*00" E 60.80' 
5 K 1 1°53'30" U' 322 70' 37 N 48"47'00" V 265.50' 
6 K 4 1° 00 '30" w 290 30' 38 N 24"16"00" V 143.00' 
7 K 72°34'30" w 205. 80' 39 K 15°03'3O" V 134.40' 

s N 09"43'00" w 366 40' 40 N 29"27'30" E 172.00' 
9 N 45°08'00" V 83 30' 41 N 20°03'00" K 499.40' 
10 S 67*>0) '00" w 236 70' 42 N 00"56'00" W 274.00' 
11 N 2 1 °0i'00" r. 195 70' 43 N 01 °44'00" V! 272.50' 
12 S 82°19'00" w 148 30' 44 S 89"43'00" E 1036.80' 
13 s 6 2 °]4 '00" w 225 50' 45 S 35"37'30" E 279.70' 

s 38°46'00" w 114 70' 46 S 14"26'30" E 226.20' 
15 s 23°23'00" U' 2'»A 50' 47 S 19"12'00" E 217.50' 
16 K 06"39'00" w 192 <)0' 48 s 24"43'00" E 307.50' 
17 N 15*04'00" i: 128 40' 49 s 28"55'00" E 155.70" 
18 K 06°42'00" w 142 00' 50 s 20"28'00" E 289.20' 
19 N 52°08'00" w 187 70' 51 s 43"08'00" E 314.50' 
20 K 34°20'00" w 213 30' 52 s 39"22'00" E 270.50* 
21 N 5 1*37"00" w 103 .1)0' 53 s 46"13'30" E 387.10' 
22 K 72°43'00" w 85 .30' 54 s 48"20'30" E 291.20' 
23 S 65°56'00" w H6 .60' 55 s 57°44*30" E 247 .70' 
24 N 69"58'00" w 91 .30' 56 s 62"05'30" E 355.90' 
25 S 44°00'00" V 453 70' 57 s 33°23'30" E 170.90* 
26 N 5!!" 13'00" w 270 .10' 58 s 55"49'30" E 180.20' 
27 N 70°55'00" V 254 .00' 59 N 78°38'30" E 182.20' 
28 N 19°23'0O" w 186 .40' 60 s 14°55'30" W 220.60' 
29 N 35°08'00" w 432 .80' 61 s 45°47'30" F. 195.60' 
30 N 5o"24*oo" w 392 .20' 62 E 01°58'00" W 2149.80' 
31 N A]"16'00" w 369 .70' 63 S 89°47'00" W 643.30' 
32 N 26°4 2'00" w 191 .40' 

I , do hereby certify that this 
map represents a true and accurate 
plot of a legal description prepared 
by M. R. Estes, surveyor for the Red 
Blu Water Power Control D i s t r i c t . 
No f i e l d work was performed in the 
preparation of t h i s p l a t . 

John W. West, 'NHl. P.E. & L.S. No. 676 
Texas R.P.S. No. 1138 

Kill) BUI I-T POWER WAi'KR CONTROL I) 'STRICT 

PloL o f B . L . M . I i - ) ;a l d t-sc r i |> L i on w i l h i. 11 
Sec l: i o n 2S, Townsh i p !'•> Soul l i , Ran^c 2'' E a s t , 
N . M . P . M . , U ldv C o u n t y , New M e x i c o . 

JOHN W. WEST ENGINEERING COMPANY 
CONSULTING ENGINEERS HOBBS, NEW MEXICO 

Scale- | " 1 0 0 0 ' Drawn By: M. Mi I d i e ! 1 

.|n:e>S | 



MALLON OIL COMPANY 
I0W IXth Sheet. Suite 2750. Denver. Colorado X02D2 

(303) 293-2333 

February 24, 1989 

Red Bluff Water 
Power Control D i s t r i c t 
111 W. 2nd Street 
Pecos, TX 79772 

Attention: Mr. Fuller 

CERTIFIED - P-518 874 953 

Dear Mr. Fuller: 

Pursuant to our phone conversation February 20, 1989, this lett e r 
i s to inform you that Mallon Oil Company's off tar of a fiv e percent (5%) 
overriding royalty on the Amoco-Red Bluff #2 well is s t i l l open for 
acceptance. Mallon Oil Company feels that in l i g h t of the economics in 
this area, a five percent (5%) overriding royalty is f a i r to both 
parties. 

I understand Red Bluff is entertaining the idea of dividing the 
reservoir leased by Red Bluff into separate tracts for farming-out to 
interested parties. Mallon Oil Company is very much interested in 
farming-in the reservoir acreage in Sections 27 and 28, but a high 
overriding royalty would be impossible for Mallon to accept. 

The d r i l l i n g deadline for the Amoco-Red Bluff #2 well is May 3, 
1989, and we would prefer to settle this issue without force pooling 
the Red Bluff acreage. Please contact Mallon at your earliest 
convenience to resolve the overriding royalty situation. 

Re: Amoco-Ped Bluff #2 Well 
Eddy County, New Mexico 

Sincerely, 

KEMrer 
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HALLON Oil . ' LOW ANY 
'••\ . • .-/. 

AUi.'aJHlIY r o i l EXPENDITURE - D r i l l i n g i. P roduc t ion 

FIELD/PROSPECT Bruohy Drow/Pecoo I t i vo r Proopoct 

WELL NAME Amoco-Red B l u f f - F o d o r n l #2 

LOCATION SE NE, Soc. 20, T26S, R29C 

COUNTY, STATE Eddy County, New Mexico 

CONTRACTOR (TENTATIVE) Copotar D r i l l i n g 

LEASE NUMBER 

1269 & Red B l u f f #1638 

PROPERTY NO. 

NM- 01-15 

PREPARED BY: DATE: 

Joe H. Cox, J r . 11-29-88 

APPROVED BY: DATE: 

Kevin M. F i t z q a r a l d 

APPROVED BY: DATE: 

ANTICIPATED START/STOP DATES 

COST ESTIMATE INTANGIDLE 

TANGIBLE EXPENSE TOTAL 

EXPENSE 

DRILLING-CASING POINT $ 4,000 $ 120,900 $ 124,900 

DRILLING-COMPLETION $ 00,700 $ 06,000 $ 175,500 

WORKOVER $ $ $ 

OIIER (SPECIFY) $ $ 

TOTAL COSTS $ 92,700 $ 202,700 $ 300,400 

PROXCT DESCRIPTION 

Under the tcrnm o t t t ie Opera t i ng Agreement, Ma l lon O i l Company, proposes d r i l l i n g the above copt ioned 

w o l l i n t o the tlruohy Canyon Format ion (Delaware Mtn. Group) , to approx imate ly 6 , 2 0 0 ' . Coats inc lude 

t l ie comple t ion t e o t i n g o f two zonon. 

ATTACH PROGN0SI5 AND COST BREAKDOWN 

COST SHARING 

Reel ; i l " i j Wat e r Power C o n t r o l D i s t r i c t 14 .. 14 % $ 4 2 , 4 7 7 

PARTNER APPU0VA1 

COMPANY: ' ' ' cd K l u . f i W a t e r P o w e r C o n t r o l SIGNATURE: DATE s 
!)i st r Let 



MALLON OIL COMPANY 
IHili Street, Suite 2750, Denver. Colorado 80202 

(303) 293-2333 

December 2, 1980 

Red Bluff Water Power Control D i s t r i c t 
111 W. 2nd Street 
Pecos, TX 79772 

SENT CERTIFIED MAIL ftP-297 350 455 

RE: Arnoco-Rcd BluEf Federal 12 Well 
Eddy County, New Mexico 

To Whom I t May Concern: 

Enclosed please find a plat for the Red Bluff acreaqe subdivision 
for the Amoco-Red Bluff Federal f 2 well located in the SE/4 NE/4 of 
Section 28, T26S, Jt29E, NMPM, ICddy County, New Mexico. Mallon Oil 
Company proposes to d r i l l this well prior to May 1, 1989. 

Pursuant to this plat, I have prepared an Authority for 
Expenditure elated November 29, 1988 and Operating Agreement dated 
December 2, 1988 Ixjth of which are enclosed for your execution. 

Should you have any questions, please advise. 

Sincerely, 

KEM:er 
Enclosure 

cc: Mr. James T. Jennings 



FORM 610 - 1982 

MODEL FORM OPERATING AGREEMENT 

OPERATOR 

CONTRACT AREA 

OPERATING AGREEMENT 

DATED 

Divonbcr 2 j y 8M 

MM J JUN OIL COMPANY 

Township 2(> South, Kan^e 29 East, fMM 

Section ZB: S!i/A HE/4 

COUNTY OR PARISH OF - E ( k l y STATE OF H E W M : X I C O 



>82 - Model Form Operating Agrccn.„,it 
i 

( : 1 I I 1 >ANCE IN THE PREPARATION () F Tl IIS AGREEMENT: 

I . Title Page: I - il I in blanks as applicable. 

'). Preamble, Page 1: F.nter name of Operator. 

3. Article I I - Inhibits: 

(a) Indicate Exhibits to be attached. 

(b) IT it is desired lliat no rclcrcncc be made to non-discrimination, the reference lo Exhibit " F " should be deleted. 

A. Article I1I.I). - Interests of Parties in Cost and Production: Enter royalty fraction as agreed to by parties. 

5. Article IV.A. - Title Examination: Select option as agiecd lo by the parties. 

6. Article IV.1). - Ixiss of Title: If "Joint Loss" of Title is desired, the following changes should be made: 

(a) Delete Articles IV.II . l and IV.1J.2. 
(b) Aiticle IV.B.3 - Delete phase "other than those set forth in Articles IV. I I . I . and IV.11.2 above." 
(c) Article VILE. - Change reference at end of the first grammatical paragraph from "Article IV.D.2" to "Article IV.B.3." 
(d) Article X. - Add as the concluding sentence - " A l l claims or suits involving title lo any interest subject to this agreement shall be 

treated as claim or a suit against all parties hereto." 

7. Article V - Opeiator: Enter name of Operator. 

8 Article Vl.A - Initial Well: 

(a) Date of commencement of (lulling. 
(b) Imitation of well. 
(c) Obligation depth. 

9. Article Vl.H.2.(b) - Subsequent Operations: Enter penalty percentage as agreed lo by parties. 

It). Article VI.C. - Taking Production in Kind: If a Gas Balancing Agreement is not In existence nor attat licd hereto as Exhibit "E" , then use 
Alternate Page 8. 

I I . Article VI1.D.I. - Limitation of Ex|>eiulitures: Select option as agreed lo by parlies. » 

12. Article VI1.D.3. - Limitation of Expenditures: Enter limitation of expenditure of Operator for single project and amount above which 
Operator may furnish information AFE. 

13. Article IX. - Internal Revenue Code Election: Delete this article in (lie event the agreement is a Tax Partnership and Exhibit " G " is 

attached. 

14 Article X. - Claims and Lawsuits: Enter claim limit its agreed to by parties. 

15. Article XIII . - Term of Agreement: 

(a) Select Option as agreed to by parties. 

(b) If Option No. 2 is selected, enter agreed number of days in two (2) blanks. 

It) Article X1V.B. - Governing Law: Enter stale as agreed to by parties. 

17. Signature Page: Enter effective date. 
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I A B L E OF CONTENTS 

Article Title: Page 

I . DEFINITIONS 1 

I I . EXHIBITS 1 

III . INTERESTS Ol PARTIES 2 

A. OIL AND GAS INTERESTS 2 

B. INTEREST OE PARTIES IN COSTS AND PRODUCTION 2 

C. EXCESS ROYALTIES, OVERRIDING ROYALTIES AND OTHER PAYMENTS 2 
D. SUBSEQUENTLY CREATED INTERESTS 2 
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II . LOSS OE TITLE 3 
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D. DWELLING CONTRACTS 4 

V I . DRILLING AN I) I )EVELO PMIiNT 4 
A. INITIAL WELL 4-5 

B. SUBSEQUENT OPERATIONS 5 
1. Purposed Operations 5 
2. Oiicralioiis by Less than All Parties 5-6-7 
3. Stand By Time 7 
4. Sidetracking 7 

C. TAKING PRODUCTION IN KIND !, 7 
D. ACCESS TO CONTRACT AREA AND INFORMATION 8 
E. ABANDONMENT OF WELLS 8 

1. Abandonment of Dry Holes 8 
2. Abandonment of Wells that have Produced 8-9 
3. Abandonment of Non Consent Gyrations 9 

VII . EXPENDITURES AND LIABILITY OF PARTIES 9 

A. LIABILITY OF PARTIES 9 
II . LIENS AND PAYMENT DEFAULTS 9 
C. PAYMENTS AND ACCOUNTING 9 
D. LIMITATION OF EXPENDITURES 9-10 

1. Drill or Deepen 9-10 
2. Rework or Plug Back 10 
3. Oihcr Operations 10 
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I OPERATING AGREEMENT 
1 
i , 

3 THIS AGREEMENT, entered into by and l>clwecu Ma I Ion O i l Company 

4 - , hereinafter designated and 
5 icloned to as "Oiroaior", and die signatory party or parties odiei than Opeiatoi, soineliincs hereinafter referral to individually herein 
6 as "Non-Operator", ami collectively as "Non-Operators". 

7 

8 WITNESSETH: 
9 

10 WHEREAS, the parlies to this agreement are ownets of oil and gas leases and/or oil and gas interests in the land identified in 
I I Exhibit " A " , and (he parlies herclo have reached an agreement to explore and develop these leases and/or oil and gas interests for the 
12 production of oil and gas to the extent and as hereinafter provided, 
13 
I t NOW, THEREFORE, it is agreed as lollows: 
15 
16 ARTICLE I . 
17 DEFINITIONS 
IH 
19 As used in this agiecmcut, the following words and terms shall have the meanings here ascribed to them: 
20 A. The term "oil and gas" shall mean oil, gas, casinghead gas, gas corrdensate, and all other liquid or gaseous hydrocarbons 
21 and other marketable substances pioduccd therewith, unless an intent to limit the inclusivcness of this term is specifically stated. 
22 B. The terms "oil and gas lease", "lease" and "leasehold" shall rrrean the oil and gas leases covering tracls of land 
23 lying within the Contract Area which arc owned by the parties to this agreement. 
24 C. The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within tlie 
2.1 Contract Area which arc owned by paities to this agreement. 

26 D. The term "Contract Area" shall mean all ofthe lands, oil and gas leasehold interests and oil and gas interests intended to be 

27 dcvelojicd and operated lor oil and gas pur| roses under this agreement. Such lands, oil and gas leasehold interests arid oil and gas interests 
2R are described in Exhibit " A " . 
29 E. The term "drilling unit" shall mean ihe area fixed for the drilling of one well by order or rule of any slate or 
30 federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be Ihe drilling unit as esiablish-
31 ed by the pallcrn of drilling in Ihe Contract Area or as fixed by cxptess agreement of the Drilling Parties. 
32 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is lo be located. 
33 G. The terms "Drilling Parly" and "Consenting Party" shall mean a party who agrees to join in and pay its share of Ihe cost of 
34 any operation conducted under the provisions of Ulis agreement. 

35 H. The terms "Non-Drilling Parly" and "Non-Consenting Party" shall mean a parly who elects not to participate 
36 in a pioposed operation. 
37 

38 Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 
39 singular , and the nculcr gender includes the masculine and the feminine. 
40 
4 I AR TICLE 11. 
42 EXHIBITS 

43 
4 1 Ihe following exhibits, as indicated below and attached hereto, are incoi|>orated in and made a part hereof: 
45 W A. Exhibit " A " , shall include the following information: 
46 (1) Identification of lands subject lo this agreement, 
47 (2) Restrictions, if airy, as to depths, formations, or substances, 
4K (3) Percentages or fi actional inleicsls of parties to this agreement, 

49 (4) Oil and gas leases and/or oil and gas inleicsls subject to this agiccmciil, 
50 (5) Addresses of parties lor notice purrroscs. 
51 I" i i t , ib•> MTil" i i l ' i — i »i j , r. 

52 W C. Exhibit " C " , Accounting Procedure. 

53 O D. Exhibit " D " , Insurance. 
54 JvX E. Exhibit " E " , Gas Balancing Agreement. ( I f app I I cob I e ) 
55 r*' r e J J ^ - n r ' i | n . . JA: : — . - i f — L . C . .r_vi^_. t ; ^ T »^ |^ f r ^^^r.^'^,^ 

56 H ' f ) . l inli ibii H O L V U H l>a» W.p. 

57 11 any provision of any exhibit, except Exhibits " E " «inl MOM, is inconsistent wilh any provision contained in the body 
5H ol this agreement, the provisions in the body of this agieenicnt shall prevail. 

()0 

61 

62 

6.1 

(vl 

65 

66 

67 

6H 

69 

70 
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1 ARTICLE I I I . 
2 INTERESTS OF PARTIES 
3 
•I A> I.WI tmi tUmmimUmwatm. 

5 

7 and during the Icrtn hereof as if it were covered bv the forgr nf nil pin '"*T II 1 * n ' i III f 11' ' I " I "liiliil ' ' I t " , md ihr r r I I T thereof 
It c k^u-i^- j <WWH—rW^ZX^Z. ,i i. i . i i . , i . i , 1 ..r.u . i ^ t~'I'lTirinilqr 

0 

10 B. Interests of Parties In Costs and Production: 

11 

1.' Unless changed by other provisions, all costs and liabilities incurred in opeialions under this agreement shall be tome and 

1 3 paid, and all equipment and materials acquired in operations on the Contract Atca shall be owned, by tire parties as their interests are set 
Id fordi in Exhibit " A " . In the same manner, (he parties shall also own all production of oil and gas fiom the Contract Area subject to tlie 
15 payment of loyalties lu l,ln>i*i»li>nl nfi n i — — — — — » — < W 1 U « ^ » I M I U I I I * mm lm»in»fu »l fmll». 
H> 
17 Regardless of which paity has touliibuted die lcasc(s) and/or oil and gas inteicst(s) hereto on which royalty is due and 
IH payable, each paity entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or 
I'l cause to be paid or delivered, to the extent of its interest in such production, the royalty amount tilipiilatiij lumiiniiliiiin and shall hold tlie 
20 otlier parlies free from any liability iheiefor. No |wrty shall ever be responsible, however, on a price basis higlicr than die pr ice received 
21 by such party, to any other paily's lessor or royalty owner, and if any such other party's lessor or royalty owner should demand and 
22 receive settlement on a higher pi ice basis, the party contributing die affected lease shall bear the additional royally burden attributable 
23 to such higher price. 
24 
25 Nothing contained in this Ailitle ill.11. shall be deemed an assignment or cross-assignment of interests covered hereby. 
211 

27 C. Excess Royalties, Overriding Royalties and Other Payments: 
2H 
23) Unless changed by othci provisions, if Uic interest of any party in any lease covered hereby is subject to any royalty, 
30 overriding royally, production payment or oilier burden on production in i>mmiiiM>filln> nnmiml ttip»iU>ol im Article l l l .B. , such party so 
31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties licreto hannless from any 
32 and all claims and demands for payment asserted by owners of such excess burden. 
33 

34 D. Subsequently Cn-nted Interests: 
35 

3(> If any party should hereafter create an overriding royally, production payment or odiei burden payable out of production 
37 attributable to its working interest hereunder, or if such a burden existed prior lo this agreement and is not set forth in Exhibit " A " , or 
3H was not disclosed iu wr iting to all olhci parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and 
39 accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently created interest" irres|>cctivc of tlie 

40 timing of its creation and tlie party out of whose working interest the subsequently created interest is derived being hereinafter referred 

41 to as "burdened paity"), and: 
42 

43 1. 11 the burdened party is requited under diis agreement lo assign or lelinquish to any otlier party, or parties, all or a |K>rtion 
44 of its woiking interest and/or the production attributable thereto, said oilier party, or parties, shall receive said assign-
45 ment arid/or production bee and clear of said subsequently created intciesl and die burdened parly shall indemnify and 

46 save said oilier parly, or parties, harmless from any and all claims and demands for payment asserted by owners of tlie 
47 subsequently created interest; and, 
48 
49 2. II the burdened party fails lo pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII.B. 

50 shall l>e enforceable against Ihe subsequently created interest in the same manner as they arc enforceable against the working 
51 interest of (lie burdened parly. 
52 

53 ARTICLE IV. 

54 TITLES 
55 
56 A. Title Examination: 

57 
58 Title examination shall be made on the drillsilc of any proposed well prior to commencement of drilling operations or, if 
59 the Drilling Parties so icqucst, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-
60 ed, in the drilling unit around such well. Ihe opinion will include die ownership of the working interest, minerals, royalty, overriding 
61 royally and production payments under the ajiplicablc leases. At die time a well is pioposed, each parly contributing leases and/or oil and 
62 gas interests to the drill site, or (o tie included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 
63 reports), title opinions, title pajrers and curative material in its possession free of charge. All such information not in the possession 
64 of or made available to Operator by the parties, but necessary for die examination of Ihe title, shall be obtained by Operator. Operator 
65 shall cause title to l>c examined by atlorncys on its staff or by outside attorneys, copies of all tide opinions shall Ire furnished lo each party 
66 hereto. The cost incurred by Opeiator in this title program shall be borne as follows: 
67 

68 IL>' Oiiiiim Um Ii C»n>» in«w«J'hr^p«>t«i"'» p w i « H «h«li'o«U n d till* »ii«iiiiiwtiuii (iinl«Jii»i r»*4inw»jgBEawii— 

69 shut-in gas royalty opinions and division order litlc ojjnjnn"'' *hlll h" n r 1 " 1 " f llil lllllllllll'lf'lh' r nrrrhrnrl tr prnriilrl in Exhibit "C" , 
70 n o A ^ W i - ^ w ^ ^ — » I ' I M J I M f > h t t m i <my Q)in«li>l» nf ff •llni'in) n IPI'IIJ'<»•;.liiln •llimi»jv.. 

2 
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ARTICLE IV 
continued 

1 & ()|)lion No. 2: Costs inclined hy Operator in procuring abstracts and lees paid outside attorneys (or title examination 
2 (including picliniinaiy, supplcincntal, shut-in gas loyalty opinions and division older title opinions) shall Ix- borne hy Ihe Drilling Parties 
.1 in the proportion thai the interest id each Drilling Party bears to die total interest of all Drilling Panics as such interests appear in Ex-
'1 dibit " A " . <)|>cralor shall make no charge for seivices tendered by its staff attoi tie ys or other personnel in the performance ofthe above 
5 functions. 

(» 
7 Each paity shall be responsible for securing curative matter and pooling amendments or agreements required in connection 
8 widi leases or oil and gas interests contributed by such party. Operator shall be lesponsiblc for the preparation and recording of pooling 

9 designations or declarations as well as lire conductor hearings before governmental agencies for lire securing of spacing or pooling orders. 
10 This shall not prevent any party from appearing on its own behalf al airy such hearing. 
11 
12 No well shall be drilled on the Contract Area until after (1) die title to the diillsitc or drilling unit has been examined as above 
13 provided, and (2) Ihe tide has liccit appiovcd by ihe examining attorney or title has been accepted by all of the parties who ar: to par-
M ticipate in Ihe drilling of the well. Iho parl ies w i l l have a period of sovon (7) days af lor receipt of T i t l e 
15 Opinion lo n o t i f y Operator of tho Ir approval or re ject Ion of t i t l e . 
l(> M. Loss of'Title: Fai lure to n o t i f y Operator w i l l be dooinod as accep fence of t i t l e . 
17 
18 1. l adjnc j j l j ^ l c j Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss 
19 results in a reduction of interest Iroru lli.it shown on Exhibit " A " , the party contributing die aifcclcd lease or interest shall have 
20 ninety (90) days from final determination of title failure to acquire a new lease or other instrument curing the entirety of die title 
21 failure, which acquisition will mil lie subject to Article Vlll .B., and failing to do so. litis agreement, nevertheless, shall continue 
22 in force as to all remaining oil and gas leases and interests: and, 

23 (a) The party whose oil arid gas lease or interest is affected by Ihe tide failure shall bear alone the entire loss and it shall not be 
24 entitled lo recover from Operator or the other parlies arry development or operating costs which it may have theretofore paid or incurred, 
25 but there shall be uo additional liability on its part to the oilier parties hereto by icasoii of such title failure; 
26 (b) 'there shall l>e rro retroactive adjustment of ex|>cnscs incurred or revenues received from the operation of the interest 
27 which has been lost, but the interests of the parties shall be revised on an acreage basis, as of die lime it is determined finally that 
28 title failure has occur ied, sir dial the interest of the parly whose lease or interest is affected by the title failure will thereafter be 
29 reduced in the Contract Area by the amount of the interest lost; 
30 (c) 11 the proportionate interest ofthe other parties hereto in any producing well theretofore drilled on the Contract Area is 
31 increased by leason of the tide failuic, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
32 tercst (less costs and burdens attributable thereto) until it has been reimbursed for unrecovcred costs paid by it in connection with such 
33 well; 
34 (d) Should any person not a party to this agreement, who is determined lo be the owner of any irrtcrcst in the title which has 
35 tailed, pay in arry manner any part of tire cost of operation, development, or equipment, such amount shall lie paid to the party or parties 
36 who bore the cost which are so refunded; 
37 (e) Any liability lo account to a third party for pr ior production of oil and gas which ar ises by reason of title failure shall be 
38 borne by the parly or parties whose title lailcd in die same proportions in which Uiey shared in such prior production; and, 
39 (f) No charge shall be made lo the joint account lor legal expenses, fees or salaries, in connection with tire defense of die interest 
40 claimed by any paity hereto, it l>cirig tire intention ofthe parties hereto that each shall defend title lo its interest and bear all cxjieiises in 
4 I connection thcicwith. 
42 
43 2. Loss by Non-Payment or Erioncoris Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well 
44 payment, minimum royally or royally payment, is not paid or is erroneously paid, and as a result a lease or interest therein teiinitiates, 
45 there shall be no monetary liability against Ihe pirly who failed to make such payment. Unless die pai ty who failed to make the required 
46 payment secures a new lease covei ing tlie same interest within ninety (90) days from Ihe discovery of the failure lo make proper payment, 
47 which acquisition will not l>c subject lo Article VIII.B., tlie interests of the parlies shall lie revised on an acreage basis, effective as of die 
48 date of termination of Ihe lease involved, and the parly WIK> failed to make ptoper payment will no longer be credited with an interest in 
49 the Contract Aieaon account of ownership ol the lease or interest which has terminated. In the event the parly who failed lo make the 
50 requited payment shall not have been fully leiiiiburscd, al the time of die loss, from the piocecds of the sale of oil and gas attributable to 
51 the lost interest, calculated on an acreage basis, for die development and operating costs drcretoforc paid orr account of such interest, it 
52 shall be reimburse*! for uniccoveied actual costs dicrctofore paid by it (but not for its share of tlie cost of any dry hole previously drilled 
53 or wells previously abandoned) from so much ofthe following as is nccessaiy to effect reimbursement: 
51 (a) Piocecds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on au acreage basis, 
55 up lo the amount of uniccovcred costs; 
56 (b) Proceeds, less operating expenses, thereafter accrued attributable lo Ihe lost interest orr an acr eage basis, of that portion of 
57 oil and gas theicafter pioduccd and marketed (excluding production from any wells diercaller drilled) which, in Ihe absence of such lease 
58 termination, would be attributable to the lost inlcicst orr an acreage basis, up to Ihe amount of unrecovcr ed costs, the proceeds of said 
59 portion of the oil and gas lo be contributed by Ihe other parties in proportion to their respective inleicsls; and, 
(A) (c) Any monies, up to the amount of uniecovered costs, that may be paid by any party who is. or becomes. Ihe owner 
61 of the interest lost, for the privilege of participating in die Contract Area or becoming a party to Ibis agreement. 
62 
63 3. OtlicrJUisscs: All losses incurred, other than those set forth in Artie les 1V.IJ.1. and IV.It.2. above, shall be joint losses 
64 and shall be IXNIIC by all parties in proportion to dieir interests. There shall be no readjustment of interests in the remaining portion of 
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1 ARTICLE V. 

2 OPERATOR 
3 
4 A. Designation and Responsibilities of Operator: 

~* Ma I I on 0 I I Company 
6 . shall be the 
7 Operator of tbe Contract Aiea, and sliall conduct and direct and have full control of all operations on the Contract Area as |>cnri itted and 
8 requited by, and within the limits of this agi cement, l l shall conduct all such operations in a good and workmanlike manner, but it shall 
9 have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 

10 negligence or willful misconduct. 
11 
12 11. Resignation or Removal rd Operator and Selection of Successor: 
13 
Tl I . Resignation or Removal of Q|>crator: Operator may icsign at any lime by giving written notice thereof to Non Operators. 
15 If Operator terminates its legal existence, no longer owns an inlcicst hereunder in die Contract Aiea, or is no longer capable of 
16 serving as 0|>craior, Operator shall be deemed to have tesigned widiout any action by Non-Operators, except the selection of a 
17 successor. 0|>crator may be removed if il fails or refuses lei carry out its dulics hereunder, or becomes insolvent, bankrupt or is 
18 placed in rcccivciship, by the alfiimative vole of two (2) or more Non-Operators owning a majority interest based on ownership 
19 as shown on Exhibit " A " wn\*i*mp ufiM iuii<ilmli«g ihii iialiag i i lmni nf Opinlnr. Such resignation or removal shall not become 
20 effective until 7:00 o'clock A.M. on the first day of die calendar month following the expiration of ninety (90) days after the giving 
21 of notice of resignation by Opeiator or action by die Non-Operalors to remove Operator, unless a successor 0|>erator has been 
22 selected and assumes the duties of 0|>cra!or at an earlier dale. 0[ierator, after effective date of resignation or removal, shall be 
23 bound by die terms hereof as a Non-O[>cialor. A change of a corporate name or structure of Operator or transfer of Operator's 
24 interest lo any single subsidiary, pirent or successor corporation shall not be the basis for removal of Operator. 
25 
26 2. Selection of Successor Operator: Upon die resignation or removal of Orxratoi, a successor 0|>crator shall be selected by 
27 the parlies. I be successor Operator sliall be selected front die patties owning an interest in the Conti act Area at the time such successor 
'28 Operator is selected. The successor Orieraioi sliall be selected by die affirmative vote of lwo(2) or more parties owning a majority interest 
29 based on ownership as sliown on Exhibit " A " ; provided, liowcvcr, if an Ojxirator which has been removed fails to vote or votes only to 
30 succecel itself, the successor 0|>erator sliall be selected by (lie affirmative vote of two (2) or more rKirtics owning a'majority interest based 
31 on ownership as shown on Exhibit " A " remaining after excluding the voting interest of the 0|>crator that was removed. 
32 
33 C. Employees: 
34 
35 The iiumlicr of employees used by Or>cra(or in conducting o|>erations hereunder, their selection, iuid the hours of lalior and the 
36 compensation for services performed shall be determined by Operator, and all such employees shall l>c the employees of 0]>erator. 
37 
38 IL Drilling Contracts: 
39 

40 All wells drilled on the Contract Area shall be drilled on a competitive contract basis al die usual rates prevailing in the 
4 I area, If it so elesires, 0|>crator may employ its own lends and equipment in the drilling eif wells, but its charges drcrcfor shall not 
4 2 exceed the prevailing rates in the aiea and Ihe rale of such charges shall be agreed upon by the parties in writing before drilling 
43 operations arc commciiccel, and such work shall be performed by Operator under the same terms and conditions as are customary 
44 and usual in the area in contracts of independent contractors who arc doing work of a similar nature. 
45 
46 
47 
48 
49 ARTICLE V I . 
50 DRILLING AND DEVELOPMEN T 
51 
52 A. Initial Well: 
53 
54 On or before the !_?._!: day erf ^ 1 , j y __, I9^J?_, Operator shall commence the drilling of 
55 a well for oil and gas at the following location: 
56 

5 7 Teiwnr.liip 26_Scwt.li, Ranj'Q 29 Kat;t mm 

M ! ! V d ion 78: SL/A M'I/A 

50 Kdely County, Mew Mcode:o 
60 and shall thereafter continue the drilling of the well wilh due diligence lo a deplli of approximately 6200' to 
6 1 adequately test tlie Brushy Canyon formation. 
62 
63 

64 

55 unless granite or oilier practically ini|>cnctiablc substance or condition in die hole, which renders further drilling impractical, is en-
66 countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. 
67 

68 Operator shall make reasonable tests of all formations encountered during drilling which give indication of containing oil and 

69 gas in quantities sufficient to test, unless this agreement shall be limited in its application lo a specific formation or formations, in which 
70 event 0|>erator shall he required lo lest only the formal ion or formations to which ihii agreement may apply. 

4 
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ARTICLE VI 
continued 

1 If, in Opciaior's jiulgmcnl, ihe well will not prrxlucc oil or gas in paying quantities, and it wishes to plug and abandon the 
2 well as a dry hole, the provisions of Article VI.II. I . shall thereafter apply. 
3 

4 
5 

b B. Subsequent Operations: 
7 

8 I . Pjrppi^cd_[)iKnatjons: Should any parly hereto desire to drill any well on Ihe Contract Area oilier than the well provided 
9 for in Article VI.A., or to icwork, deepen or plug back a dry hole drilled at the joint cx|>cnsc of all parties or a well joindy owned, by all 

10 the parties and not then producing in paying quantities, die puty desiring to drill, lework, dec|)en or plug back such a well shall give the 
1 I other (xuties written notice of tlie proposed oricralion, specifying die woik lobe performed, tlie location, pioposcd deplh, objective Ibrma-
1 2 lion and (he cslirnaled cost of the o|>cration. I he parties icceiving such a notice shall have thirty (30) days after receipt of Ihe notice 
13 within which to notify Ihe party wishing to do Ihe work whether they elect to participate iu the cost ol Ihe proposed operation. If i drill-
14 ing rig is on location, notice of a pioposal lo rework, plug back or drill deeper may be given by telephone and the response period 
15 shall be limited lo forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice 
U> to reply within (he |>criod above fixed shall constitute an election by that parly not to participate in Ihe cost ofthe proposed operation. 
17 Any notice or response given by telephone shall be promptly confirmed in writing. 
18 
19 
20 
2 I If all pailics elect lo pailiciaplc in such a pioposcd (iteration, Operator sliall, willtin ninety (90) days after expiration of tlie notice 
22 period of diirly (30) days (or as prompdy as |K>ssible after the expiration of tlie forty-eight (48) hour |X'riod when a drilling rig is on loca-
23 tiiin, as lite case may be), actually commence Ihe pio|x)scd o|x:ration and complete il with due diligence at die risk and expense of all par-
24 ties hereto; provided, however, said commencement date may be extended U|xm written notice of same by 0|icrator to the other parties, 
25 for a period of up to thirty (30) additional days if, in die sole opinion of 0|icralor, such additional time is reasonably necessary lo obtain 
2d permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete 
27 title examination oi curative matter requited for title approval or acceptance. Notwithstanding the force uiajeuic provisions of Arti-
28 cle XI , if die actual operation has not been commenced within the time ptovided (including any extension thereof as statically 
29 permitted herein) arid if any party hereto still desires to conduct said operation, written notice promising same rriust be resubmitted 
30 to the otlier parlies in accordance wilh Ihe provisions hcieof as if no prior pioposal had been made. 
31 
32 
33 
34 2. Operations by I .ess than All Parijcs: If any party receiving such notice as piovidcd in Article VLB. I . or VII.D. I . (Option 
35 No. 2) elects not lo participate in Ihe promised o|>eration, dien, in order to be entitled to the benefits of this Ar ticle, the party or parties 
36 giving the notice and such odier parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of 
37 the notice pericxl ol diiity (30) days (or as promptly as possible after die expiration of (he fotty-cight (48) hour period when a drilling 
38 rig is on location, as die case may be) actually commence the pro|K>scd operation and complete it with due diligence. Operator shall 
39 perform all work for die account ol the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, 
40 and if Operator is a Non-Consenting Paity, the Consenting Parties shall cither; (a) request Operator to perform the work required 
4 I by such proposed operation for the account of the Consenting Patties, or (b) designate one (1) of the Consenting Parties as Operator 
42 lo perform such work. Consenting Patties, when conducting operations on the Contract Area pursuant lo this Article VLB.2., shall 
43 comply with all tcims and conditions of this agtccmcnl. 
44 
45 
46 
47 If less than all parties approve any proposed operation, the promising paity, immediately afler the expiration ofthe applicable 
48 notice period, shall advise the Consenting Parties of die total interest ofthe parties approving such operation and its recommendation as 
49 lo whether the Consenting Patties should proceed wilh the o|>cration as proposed, Each Consenting Party, within foity-eight (48) hours 
50 (exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the pio|X>sing party of its desire to (a) 
5 I limit participation to such patty's interest as shown on Exhibit " A " or (b) cany its pioportionate part of Non-Consenting Parties' 
52 interests, and failuic to advise the proposing party shall be deemed an election under (a). In die event a drilling rig is on location, 
5 ? the lime permitted for such a response shall not exceed a total of forty-eight (18) hours (inclusive of Satuiday, Sunday and legal 
54 holidays). The promising party, at its election, may withdraw such pro|K)sal if there is insufficient participation and sliall promptly 
55 notify all parties of such decision. 
56 
57 
5H I he entire cost and risk of conducting such operations shall be borne by the Consenting Panics iu the proportions they have 
59 elected lo bear same under the terms of the pieceding patagraph. Consenting Pailics shall keep the leasehold estates involved in such 
60 derations free and clear of all liens and encuiiibiaiices of every kind created by or arising from the o|x;ialions of die Consenting Parties. 
61 II such an opciation results in a dty hole, (he Consenting Parties sliall plug and abandon die well and testoie the surface location it dieir 
67 v>lc cost, risk and expense. II any well drilled, reworked, deepened or plugged back under die provisions of this Article results in a pro-
63 dnccr of oil and/or gas in laying quantities, die Consenting Parties sliall complete and equip the well to produce al their sole cost and risk. 
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ARTICLE V I 
continued 

1 and the well shall then be turned over to l)|icralor and shall be operated by it at the expense and lor Ute account of the Consenting Par-

2 tics. Upon commencement ofo(ierations lor the drilling, rewor king, declining rrr plugging back of any such well by Consenting Parties 

3 in accordance with die provisions of this Atticlc, each Non-Consenting Party shall lie deemed to have relinquished to Consenting Parties, 
I and the Consenting Par lies shall own and be entided lo receive, in pro|H)iliou lo their respective interests, all of such Non-Consenting 
5 Party's intctesl in the well and share of pioduclion theiefrorn until the proceeds of Ihe sale of such share, calculated al the well, or 
f> market value (hereof if such share is not sold, (aflcr deducting production taxes, excise taxes, royally, overriding royalty and other in-

7 tcrcsts not excepted by Article III D. payable out of or measured by the product ion ftom such well accruing wilh respect lo such interest 
8 until it reverts) shall equal the total of Ihe following: 
9 

10 
11 
I ( a ) 100% of each such Non-Consenting Party's share of die cost of any newly acquired sut lace equipment beyond die: wellhead 
I I connections (including, but not limited lo, slock tanks, separators, Ircalcrs, pumping equipment and piping), plus 100% of each such 
I I Non-Consenting Party's share of (he cost olopciation ofthe well commencing with fust production and continuing unlil each such Non-
1.5 Consenting Party's relinquished inlcicst shall revert to it under other provisions of this Article, i l licing agreed that each Non-
l(i Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 
17 Party had it participated in Ihe well from the beginning of the operations; and 
11! 

19 

20 

21 (b) ^ 1 % of that |K)rtion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and 
22 completing, after deducting any cash contributions received under Article V I I L C , and 4(X) % of (hat portion of die cost of 
2:1 newly acquired equipment in the well (lo and including the wellhead connections), which would have been chargeable to such Non-
24 Consenting Party if it had participated therein. 
25 
2b 
27 
2.H An election not to participate in the drilling or the deepening of a well shall be deemed ari election not to participate in any rc-
29 working or plugging back 0|>cralion pto|ioscd in such a well, or portion dicrcof, lo which die initial Non-Consent election applied 
30 that is conducted at any time prior to full iccovcry by the Consenting Parties of die Non-Consenting Paity's recoupment account. 

31 Any such reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of opera-
37 lion of said well and there shall be added lo die sums to be recouped by the Consenting Parties one hundred percent (100%) of 
33 that portion of die costs of the rcwoikiug or plugging back operation which would have been chargeable to such Non-Consenting 
3'l Party had it participated therein. If such a reworking or plugging back operation is proposed during such recoupment period, the 
35 provisions of this Article VLB. shall be applicable as between said Consenting Parlies in said well. 
3b 
37 
38 
39 During ihe [icriod of time Consenting Parties are entitled lo receive Non Consenting Party's share of production, or the 
4(1 proceeds therefrom. Consenting Parties shall l« responsible for Ihe payment of all production, severance, excise, gathering and other 
41 taxes, and all royalty, overriding royally and other burdens applicable to Non-Consenting Parly's share of production not excepted 
42 by Article HI D. 
43 
44 
45 
46 In die case of any rewoi king, plugging back or deeper dulling operation, the Consenting Patties shall be permitted to use, free 
47 of cost, all casing, tubing and other equipment in the well, but the ownership ol all such equipment shall remain unchanged; and upon 
48 abandonment of a well after such teworkittg, plugging back or deeper drilling, die Consenting Pailics shall account for all such equip-
49 tnent lo the owners thereof, with each patty receiving its proportionate pari in kind or in value, less cost of salvage. 
50 
51 
52 
53 Within sixty (60) days aflcr the completion of any operation under this Article, the party conducting die operations for the 
54 Consenting Pailics shall furnish each Non Consenting Party with an inventory of die equipment in and connected lo the well, and an 
55 itemized statement of the cost of dt illing, deepening, plugging back, testing, completing, and equipping the well for production; or, at 
56 i(s option, the opciating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monUily bill-
57 ings. luich month thereafter, during the time die Consenting Parties arc being reimbursed as ptovided above, the party conducting the 
58 operations for the Consenting Parties sliall furnish the Non-Consenting Parlies wilh an itemized statement of all costs and liabilities in-
59 curred in die operation of die well, together with a statement of die quantity of oil and gas pioduccd from it and die amount of proceeds 
60 realized from the sale of the well's woiking interest production during die preceding month. In determining the quantity of oil and gas 
61 produced during any month. Consenting Patties sliall use industry accepted methods such as, but not limited to, metering or periodic 
62 well tests. Any amount realized from Ihe sale or other disjxisitioii of equipment newly acquired in connection with any such operation 
63 which would have liccn owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturned costs 
64 of the work done and of the equipment putchased in deici mining when the interest of such Non-Consenting Party shall revert to it as 
65 above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Patty. 
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ARTICLE VI 
continued 

1 If ami when (he Consenting Parties recover from a Non-Consenting Party's rclin<|uished inlcicst die amounts provided for above, 

2 lite relinquished interests of such Non-Consenting Party shall automatically rcvett lo it. and. from and alter such reversion, such Non-

3 Consenting Party shall own Ihe same inlcicst in such well, die material and equipment in or pertaining thereto, and die production 

4 ihcrefrom as such Non Consenting Parly would liavc been entitled to had it pattici|>ated iu die drilling, reworking, deepening or plugging 

5 back of said well. Thereafter, such Non-Consenting Party shall be charged wilh and shall pay its proportionate part of tlie further 
6 cosls of the operation of said well in accordance widt the terms of this agreement and the Accounting Procedure attached hereto. 
7 
8 
9 

10 Notwithstanding the provisions ol this Atticle VLB.2., it is agreed that without die mutual consent ol all parties, no wells shall 
11 lie completed in ot produced from a source of stqiply from which a well located clscwlxte on Ihe Comract Area is producing, unless such 
12 well conforms lo the then-existing well spacing pattern for such source of supply. 
13 
14 
15 
16 The provisions of this Article shall have no application whatsoever lo ihe drilling of die initial well described in Article VI.A. 
17 except (a) as to Article; VII.D. 1. (Option No. 2), if selected, or (b) as to die reworking, dec|>cniiig and plugging back of such initial well 
18 after il has been drilled to die depth s])ccificd in Article VI. A. if it shall thereafter prove lobe a dry hole or, il initially completed for pro-
19 duction, ceases to ptoducc in paying quantities. 
20 
21 
22 

23 3. Stand By Time: When a well which has been drilled or deepened has readied its authorized depth and all tests luive been 
24 completed, and the results thctcof furnished to the parties, stand-by costs incuircd pending response to a party's notice pro]>osing a 
25 lewotking, deepening, plugging back or completing operation in such a well sliall be cliaigcd and borne as part of die drilling or deepen-
26 ing operation just completed. Stand by costs subsequent to all parties responding, or cxpiialion of the response time permitted, whichever 
27 first occurs, and prior to agreement as lo the participating interests of all Consenting Parties pursuant to the terms of die secor d gram-
28 matical paragiaph of Article VLB.2, sliall lie charged to and borne as part of lire proposed operation, but if die proposal is subssquendy 
29 withdtawn because of insufficient participation, such stand-by costs shall be allocated between die Consenting Parties in die proportion 
30 each Consenting Party's interest as shown on Exhibit " A " bears to the total inlcicst as shown on Exhibit " A " of all Consenting Par-
31 lies. 
32 
33 
34 

35 4. SJu_h;ackirig: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" 0|>crat ion shall 
36 also be applicable to any proposal to directionally control and intentionally deviate a well fiom vertical so as to change die bottom hole 
37 location (herein r ailed "sidetracking"), unless done to straighten the hole oi to drill around junk in the hole or because Df odier 
38 mechanical difficulties. Any patty having the right to participate in a prorxised sidetracking operation that decs not own an interest in the 
V) affected well Ixirc at the time of the notice, sliall, uixin electing to participate, tender to Ute well boic owners its propottionatc share (equal 
40 lo its interest in die sidetracking o|>ciatioii) of Ihe value of that portion of die existing well boic to be utilized as follows: 
41 
42 
43 

44 (a) 11 the proposal is for sidetracking an existing dry hole, reimbursement sliall be on the basis of the actual costs incurred in 
45 the initial drilling of the well down lo the depth at which die sidetracking operation is initiated. 
46 

47 
48 

49 (b) If the proposal is fot sidcltacking a well which has previously produced, reimbursement shall be on the basis of die well's 
50 salvable materials and equipment down lo lite depth at which die sidetracking o|>cra(ioii is initiated, determined in accordance with the 
51 provisions of Exhibit "C" , less the estimated cost of salvaging and die estimated cost of plugging and abandoning. 
52 
53 
34 
55 In the event that notice for a sidetracking o|>cratioti is given while the drilling rig to lie utilized is on location, die response period 
56 shall be limited to forty eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request 
57 and receive up to eight (8) additional days idler expiration of die forty-eight (48) hours within which to respond by paying fot all !>tand-by 
58 time incurred during such extended ics|xinsc period. If more than one party elects to take such additional time to respond lo die notice, 
59 standby costs shall be allocated tietwcen tlie parties taking additional time to rcs|xuKl on a day-to-day basis in the pio|X)rtion each electing 
(>0 party's interest as shown on Exhibit " A " bears to the lolal interest as shown on Exhibit " A " of all the electing patties. In all other in-
61 stances the response period lo a proposal for sidetracking shall be limited to thirty (30) days. 

62 
63 
64 

65 C. TAKING PRODUCTION IN KIND: 
66 
67 Each party shnll take in kind or separately dispose of its pro|x)rlionatc share of all oil and gas produced from die Contract Area. 
68 exclusive of production which may be used in development and producing operations and in preparing and treating oil and gas for 
69 marketing purposes aixl production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any 
70 party of its proportionate share of Ihe prrxluclion shall be borne by such party. Any pany taking its share of production in kind shall be 

7 
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ARTICLE VI 
continued 

I required to pay for only its proportionate share of such part of Curator's sirrfacc facilities which it uses. 
2 

J Each party shall execute such division otders and contracts as may be necessary for die sale of its interest in production from 

4 the Contract Area, and, except as provided iu Article VII.II. , shall be entitled to receive payment directly front the purcliaser dicreof for 
5 its shaie of all production. 
6 
7 In die event any party shall fail to make die arrangements necessary to take in kind or separately dispose of its proportionate share 
H of the oil produced front the Contract Aiea, Operator shall have die right, subject lo the revocation at will by tlie party owning it, but not 
9 the obligation, to purchase such oil or sell it lo odicrs at any lime and from time lo time, for die account of die non taking parly at the 

10 best price obtainable in Ihe area for such production. Any such purchase or sale by Operator shall l>c subject always to the i ight of die 
1 1 owner of the pioduclion to exercise at any time its right Io take in kind, or separately dispose of, its share of all oil not previously 
12 delivered lo a purchaser. Any purchase or sale by Opeiator of any odicr parly's share of oit shall be only fot such reasonable periods of 
I.I time as ate consistent with die minimum needs of Ihe industry under die particular circumstances, but in no event forapciiod in excess 
14 of one (I) year. 
15 

1 6 tn the event one or mote pai ties' se parate disposition of ils share of die gas causes split-stream deliveries lo separate pipelines 
1 7 and/or deliveries which on a day-to day basis for any reason are not exactly equal lo a parly's resixxlivc proportionate share of total gas 
18 sales to be allocated to i l , Ihe balancing or accounting between the respective at counts of die parlies shall be iu accotdance with any 
19 gas balancing agreement between the parties heieto, whether such an agreement is attached as Exhibit "E" , or is a separate iign;cment. 
20 
21 I) . Access to Contract Area mid Information: 
2.' 

2 ' Each party sliall have access to die Contract Area at all reasonable limes, til its sole cost and risk to inspect or observe operations, 
21 and shall have access at reasonable limes to information pertaining to the development or opctalion thereof, including Opeiator's books 
25 and records relating Ihcrclo. Operator, upon request, shall furnish each of the other parties widi copies of all forms or reports fried with 
26 governmental agencies, daily drilling rc|x>its, well logs, lank tables, daily gauge and run tickets and reports of stock on hand at the 
2 7 first of each mouth, and shall make available samples of any cores or cuttings taken fiom any well drilled on drc Contract Area. The 
2K cost of gathering and furnishing inloi maiioii to Non-Operator, oilier dian that specified above, shall be charged to Ore Non-Operator 
29 thai requests the inhumation. 
JO 

J1 E. Abandonment of Wells: 
J2 

33 1. Abandonment of Dry Holes: Except for any well drilled or decjicncd pursuant to Article VLB.2., any well which has been 
34 di illcd or deepened under the terms of this agiecment and is proposed lo be completed as a dry hole shall not be plugged and abandoned 
35 without the consent of all parties. Should Operator, after diligent effort, be unable lo contact any |iarty, or should any party fail lo reply 
36 widiin forty-eight (48) hours (exclusive of Salutday, Sunday and legal holklays) after receipt of notice of die pro|>osal lo plug and abandon 
37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned 
38 in accordance with applicable regulations and at the cost, risk and expense of drc parties wlio |>articipatcd in the cost of drilling or decpen-
39 ing such well. Any party who objects lo plugging and abandoning such well shall have die right to take over the well and conduct further 
40 operations in search of oil and/or gas subject to Ihe provisions of Article VLB. 
41 

42 2. Abandonment of Wells that luivc Produced: Except for any well in which a Non-Consent operation has been conducted 
43 hereunder for which die Consenting Parties liave not been fully reimbursed as herein provided, any well which has Ixxn completed 

44 as a producer shall not lie plugged and abandoned widioul die consent of all parties. If all parties consent to such abandonment, the well 
45 shall be plugged and abandoned in accordance with applicable regulations and at Ihe cost, risk and expense of all the parties hereto. If, 
46 within thirty (30) days alter receipt ol notice of ihe pioposcd abandonment of any well, all patties do nol agree to tlie abandonment of such 
4 7 well, those wishing lo continue its o|>cration fiom the intcrval(s) of die formation(s) dicn open to production shall lender to each of the 
48 other par ties its pro|H>rtionatc share of die value of die well's salvablc material and equipment, determined in accordance with die provi-
49 sions of Exhibit "C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning 
50 party shall assign the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use 
5 1 ol die equipment and material, all of its interest in Ihe well and related equipment, together widi its interest in die leasehold estate as to, 
52 but only as lo, the interval or intervals of Ute formation or formations then open lo production. If the interest of die abandoning party 
53 is or includes an oil and gas interest, such parly shall execute and deliver to die non-abandoning party oi parlies an oil and gas lease, 
54 limited lo die interval or intervals ofthe formation or formations then open lo production, for a term of one (1) year and so long thereafter 
55 as oil and/or gas is produced from die interval or intervals of die formation or formations covered thereby, IIR It lucre tu bu on lim funu 
V , :HPW In it mi L n l . i l . l 
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continued 

1 ITie assignments or leasts so limited shall encompass the "drilling unit" upon which the well is located. The 

2 payments by, and the assignments or leases to, the assignees shall be in a ratio based upon die relationship of their respective percentage 
3 of participation in die Contract Aiea to the aggregate of the percentages of participation in the Contract Area of all assignees. There 
4 shall l>c no readjustment of interests in the remaining portion of the Contrail Area. 
5 
<i Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from 
7 the well in die interval or intervals then open other than die royalties retained in any lease made undei the tci ms of Uiis Article. Upon re-
1! quest, Operator shall continue to operate the assigned well for the account ofthe non-abandoning parties al the rales and charges con-
9 templalcd by this agreement, plus any additional cost and charges which may arise as tlie result of die sepatalc ownership of the assigned 

10 well. Upon proposed abandonment of the producing inlei val(s) assigned or leased, Ihe assignor or lessor shall then have Ihe option to 
1 I repurchase its prior intciest in the well (using the same valuation formula) and participate in further o|ieralions therein subject to the pro-
12 visions hereof. 

13 

14 3. Abandonment of Non-Consent Q|)ciatioris: The provisions of Article VI.Ii . I . or Vl.li.2. above shall be applicable as 
15 between Consenting Parties in the event of the promised abandonment of any well excepted from said Articles; provided, however, no 
10 well shall be |>crmanen(ly plugged and abandoned unless and until all parties having the i ight to conduct further 0|>crations therein have 
17 been notified of die promised abandonment arid afforded Ihe opportunity to elect to lake over the well in accordance with die provisions 
18 of this Article VI . l i . 
19 
20 ARTICLE V I I . 
21 EXPENDITURES AND LIABILITY OE PARTIES 
22 
23 A. Liability or Pailics: 
24 
25 Die liability of the parties shall !*•: several, not joint or collective. Each party sliall be responsible only for its obligations, and 
26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Aiea. Accordingly, the liens granted 
27 among the parties in Article Vll.B. IUC given to secure only the debts of each severally. It is not die intention of die parties lo create, nor 
28 shall diis agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 
29 

30 ft. Liens and Payment Dcfimlls: 
31 

32 Each Non Operator grants to Operator a lien upon ils oil and gas tights in die Contract Area, and a security interest in its share 
3 3 of oil and/or gas when cxtiactcd and its interest in all equipment, to secure payment of ils share of expense, together widi intciest tliereon 
34 at the rale provided in Exhibit "C" . To die extent that Operator has a security intciest under die Uniform Commercial Code ofthe 
35 slate, Operator shall be entitled to exercise Ihe rights and remedies of a secured patty under the Code, 'the br inging of a suit and Ihe ob-
36 taining of judgment by Operator for Ihe secured indebtedness shall not be deemi d an election of remedies or otherwise affect the lien 
37 rights or security interest as security for Ihe payment diereof. In addition, upon di fault by any Non-0|>crator in tlie payment of its share 
38 of expense, Operator shall have the right, widtout prejudice to odrcr rights or remedies, lo collect from the purchaser die proceeds from 
39 the sale of such Non-0|)crator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each 
40 purchaser shall be entitled to rely u|K>n Operator's written statement concerning die amount of any default. 0|>crator grants a like lien 
41 and security interest to the Nou-Operalois to secure payment of Ojicrator's pro|H>idonate share of expense. 
42 
43 If any party fails or is unable lo pay its share of expense within sixty (60) days aflcr rendition of a statement therefor by 
14 Operator, the non-defaulting parties, including Opeiator, shall, upon request by Orxnalor, pay the unpaid amount in the pro|K>rtion that 
45 the interest of each such party bears lo the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain 
16 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 
4 7 
18 C. Payments and Accounting: 

49 

50 Except as lierein otherwise s|>ccilieally provided. Operator shall promptly pay and discharge cxrienscs incurred in Ihe develop-
51 mcnt and operation of Ihe Contract Area pursuant lo litis agreement and shall charge each of the parties hereto with their tes|>cctive pro-
52 portionatc shares U|K»I the expense basis piovided in Exhibit "C". Operator sliall keep au accurate record of the joint account hereunder, 
53 showing expenses incuircd and ch.iigcs and credits made and received. 
54 
55 Operator, at its election, shall have the right from lime to lime to demand and receive from the other parties payment in advance 
56 ol their respective shares of the estimated amount of die expense to be incurred in opeialions hereunder during the next succeeding 
57 month, which right may be exercised only by submission to each such party of au itemized statement of such estimated ex(icnse, together 
5K widi an invoice for its share thereof, Each such statement and invoice for the payment in advance of estimated cx|»ctisc shall be submitted 
59 on or before the 20lh day of the nexl preceding month. Each party shall pity to Operator its proportionate share of such estimate within 
60 fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, tlie amount 
61 due sliall bear interest as provided in Exhibit "C" until paid. Proper adjustment shall be made monthly between advances and actual ex-
62 pense to Ihe end that each party shall Ix'ar and pay its proportionate share ol actual excuses incurred, and no more. 
63 
(4 D. Limitation of Ex|ieiiditures: 
65 
66 I . Drill or Deepen: Without the consent of all parlies, no well shall be di illed or deepened, except any well drilled or deepened 
(>7 pursuant to the provisions of Article VLB.2. of this agreement. Consent to the drilling or deepening shall include: 
()8 

69 
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ARTICLE VII 
continued 

1 £'] Option No. _ All necessary expenditures for die drilling or deepening, testing, completing and equipping of die well, including 

2 necessary tankage and/or surface lacilitics. 
3 

4 [ ) • Optiew Hm 3tiMI nt»>M*ry mf nulitwrtninr tha'drilling oi" dmipuniiif, in id Hurling <d die millWlmirnuli utll Im i lurnilmttks 
5 audioii/.cd depth, and all tests have been completed, and die results diercof furnished to tlie parties, 0|x:ratoi shallRj^c-Mnrflwliatc notice 
rt U> die Non-Operators who have die right lo participate in ihe completion costs. The parties reccivinĵ awhTToTice shall have forty-eight 
7 (48) hours (exclusive of Satuiday, Sunday and legal liolidays) in which to elect lo parti^iai^rrriesettiiig of casing aixl die completion at-
8 lempt. Such election, when made, shall include consent to all nctcssar^jyi^»CTldfliiies for die completing aixl equipping of such well, in-
9 eluding necessary tankage and/or suiface facilities. l7ailme>>l-nny*paily receiving such notice to reply witiiin the pcriix! above fixed shall 

10 constitute an election by that party not hn îi<Mr<rte"Tnlhe cost of the completion attempt. If one or more, but less Uian all of the parties, 
11 elect to set pipe and to atlcjrjpUrcr)m7)lcti<)n, the provisions of Article VLB.2. hereof (the phrase "reworking, dcc|)cning or plugging 
12 back" as aigJ^iued'In'TuiicIc V1.B.2. shall lie deemed to include "completing") sliall a|ipty to the operations tlieieaftcr conducted by less 

14 diMTTTTpartigr,. 

Id 

15 2. Rework or Plug Back: Without Ihe consent of all parlies, no well shall be reworked or plugged back except a well reworked or 
10 plugged back pursuant to the provisions of Article VLB.2. of diis agreement. Consent lo die reworking or plugging back of a well shall 
17 include all nccessaiy expenditures in conducting such operations and completing and equipping of said well, including necessary lankage 
18 and/or surface facilities. 
19 
20 3. Other Operations: Without the consent of all parties, 0|>erator sliall not undertake any single project reasonably estimated 
21 lo require an expenditure in excess nf 'wenty-f ive thousand | ) o [ | ; | t s ( S 2.>,t»U } 

22 except in connection with a well, the drilling, reworking, deepening, completing, rccoiiiplciing, oi plugging back of which has been 
23 previously authorized by or pursuant to this agreement; provided, however, dial, in case of explosion, lire, flood or other sudden 
24 emergency, whether of the same or different nature. Operator may take such steps and incur such expenses as in ils opinion are required 
25 lo deal with die emergency lo safeguard life and property but Operator, as promptly as |xrssible. sliall report the emergency to the other 
26 parties. If Operator prepares an authority for expenditure (ALL) for its own use, Operator shall furnish any Non-Operator so requesting 
27 an information copy thereof for any single project costing in excess of twenty-f ive thousand , ^ 
28 Dollars ($ 2 ),0(K) j ( ) U , | e s s | | l c a , l l ) ) u n ( f I I S , s e t | o r m a o o v e j„ (his paragraph. 

29 

30 E. Rentals, Shut in Well Payments mid Minimum Royalties: 
31 
32 Rentals, shut-in well payments and minimum royalties which may be required under ihe terms of any lease shall be paid by the 
33 party or parties who subjected such lease to this agreement al its or their expense. In the event two oi more panics own and have con-
34 tributcd interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on 
35 behalf of all such parties. Any party may request, and shall be entitled lo receive, proper evidence of all such payments. In the event of 
36 failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
37 merit is required to continue Uic lease in foicc, any loss which results from such non-payment shall be liorne. in accordance with the pro-
38 visions of Article 1V.B.2. 
39 
40 Operator shall notify Non Operator of ihe anticipated completion of a shut in gas well, or the shutting in or teturit to production 
4 I of a producing gas well, at lc;vst live (5) days (excluding Saturday, Sunday and legal holiday), or al die cailiest opportunity permitted by 
42 ciicumsiances, prior lo taking such action, bul assumes no liability for failure to do so. In the event of failuic by Operator lo so notify 
43 Non-Operator, the loss of any lease contributed hereto by Non-Opcialor for failure to make timely payments of any shut-in well payment 
44 shall be borne jointly by the parties hereto under the provisions of Article IV.B.3. 
45 
46 V. Taxes: 
4 7 
48 Beginning with Ihe first calendar year after tbe cflective chile hereof. Operator shall lender for ad valorem taxation all property 
49 subject lo this agreement which by law should lie rendered for such taxes, and it shall pay all such taxes assessed thereon before they 
50 become delinquent. Prior to tlie rendition date, each Non-()|>crator sliall furnish Operator information as lo burdens (lo include, but not 
51 be limited to, royalties, overriding loyalties and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. If die assessed valuation of any leasehold estate is reduced by reason of Its being subject to outstanding excess royalties, over-
53 riding royalties or production payments, die icduction in ad valorem taxes resulting therefrom shall inure to the benefit of die owner or 
54 owners of such leasehold cslalc, and 0|x:iator shall adjust the charge to such owru r or owners so as to reflect the benefit of such rcduc-
55 tion. If die ad valorem taxes arc based in whole or in part upon separate valuations of each |«arty's working interest, then notwithstanding 
56 anydiing lo the contrary herein, chaigcs to the joint account shall be made and paid by Ihe parties hereto in accordance with the tax 
57 value generated by each party's working interest. Ojwrator sludl bill die other parties for their proportionate shares of ad tax payments 
58 in the manner provided in Exhibit "C". 
59 
60 If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the lime and manner 
61 prescribed by law, and prosecute die protest to a final dcteimination, unless all parties agree lo abandon die protest prior to final dcter-
62 initiation. During die pendency of administrative or judicird proceedings. Operator may elect to pay, under protest, all such taxes arxl any 
63 interest and penalty. When any such protested assessment shall have been finally determined. Operator shall pay die lax for the joint ac-
64 count, togcdicr wilh any interest arxl |x:iially accnicd, and die total cost sliall then t>c assessed against the piuties, and be piiid by 
65 them, as provided in Exhibit "C" . 
66 
67 Each \m\y sliall pay or cause to be paid all production, severance, excise, gatlx-iing and OIIKT taxes imposed upon or with 
68 respect lo the production or handling of such parly's share of oil and/or gas produced under die terms of this agreement. 
69 

70 
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ARTICLE VII 

continued 

t i . Insurance: 

At all times while operations arc conducted hereunder, Operator shall comply with die workmen's coni|>cnsalioi law of 
the state where the o|X-rations arc being conducted; provided, however, that Opeiator may l>e a self insurer Tor liability under sdd com­
pensation laws in which event die only charge dial shall be made to die joint account shall be as provided in Exhibit "C" . Ojiersitor shall 
also carry or provide insurance for the licnelil of the joint account of die panics as outlined in Exhibit " D " , attached lo and made apart 
hereof. Opeiator shall require all contractors engaged in work on or for the Contiact Area to comply widi the workmen's compensation 
law of the stale where the operations arc being conducted and to maintain such oilier insurance as Opeiator may require. 

In the event automobile liability insurance is specified in said Exhibit " D " , or subsequently receives the approval ofthe 
panics, no direct charge shall be made by Opeiator for premiums paid for such insurance for Operator's automotive equipment. 

ARTICLE VI I I . 

ACQUISITION, MAIN TENANCE OR TRANSFER OF INTEREST 

A. Surrender of Ileuses: 

Tlie leases covered by Ibis agreement, insofar as they embrace acreage in the Contract Area, shall not be surrender ed in whole 
or in part unless all patties consent thereto. 

However, should any [tarty desire to surrender its interest in any lease or in any portion Uiercof, and the other parties do not 
agree or consent dicrelo, the party desiring to sui t ender shall assign, without express or implied warranty of title, all of its interest in 
such lease, or portion iliereof, arrd any well, material ;uid equipment which may lie located thctcon and any rights iu production 
thereafter sccuicd, to Ihe parties nol consenting to such surrender. If die interest of the assigning party is or includes an oil and gas in­
terest, the assigning party shall execute and deliver to die patty or patties not consenting lo such surrender an oil and gas lease covering 
such oil and gas interest for a term of one (I) year and so long thereafter as oil andVor gas is produced from die land covered there by ,*m*h 
kinnii tti tin nn ihribum niiualiml tiiwiu m linUibit " W . Upon such assignment or lease, the assigning parly shall be relieved from all 
obligations dicrealicr accruing, but not theretofore accrued, with tespect lo die interest assigned or leased and the operation of any well 
attributable tiicrcto, and the assigning party shall have no further interest in die assigned or leased premises and its equipment and pro­
duction odier than the royalties retained in any lease made under the terms of diis Article, 'lite party assignee or lessee shall pay to die 
party avsignor or lessor die reasonable salvage value ofthe laltcr's intciest in any wells ami equipment attributable to the assigned or leas­
ed acreage. The value of all material shall be determined in accordance with die provisions of Exhibit " C " , less Ihe estimated cost of 
s;dvaging and the estimated cost of plugging ami abandoning. If die assignment or lease is in favor of more dian one party, die interest 
shall be shared by such patties in the proportions that the intciest of each bears to Ihe total interest of all such parlies. 

Any assignment, lease or surrender made under Ibis provision shall not reduce or change die assignor's, lessor's or surrendering 
party 's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage 
assigned, leased or surrendered, and subsequent <>|>cralions tircreon, shall not diercafter be subject lo die terms and provisions of this 
agreement. 

IL Renewal or Extension of Leases: 

If any parly secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and 
shall have the right for a |>eriod of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the 
renewal lease, instil ar as such lease alfccls lands within die Contract Area, by paying to die party wlio acquired it dicir several premier pro­
portionate shares ofthe acquisition cost allocated lo diat part of such lease within die Contract Area, which shall be in proportion to the 
interests held al diat lime by the parties in Ihe Contract Area. 

If some, but less than nil, ofthe parties elect to participate in die purchase of a renewal lease, il shall be owned by die parties 
who elect to participate therein, in a ratio based upon die relationship of dicir respective percentage of participation in die Contract Area 
to the aggregate of the iicrecnlages of paitici|>alk>n in die Contract Area of all parties participating in die purchase of such renewal lease. 
Any renewal lease in which less than all |>aitics elect lo participate shall not lie subject lo diis agreement. 

Each party who participates in the put chase of a renewal lease shall be given an assignment of its proportionate intciest therein 
by the acquiring party. 

Tlie provisions of this Article shall apply lo renewal leases whether diey aic for (he entire interest covered by the expiring lease 
or cover only a portion of its area or an interest therein. Any renewal lease taken before die expiration of its predecessor lease, or taken or 
contracted for within six (6) months alter die expiration of die existing lease sliall be subject lo diis provision; but any lease t;ikcn or con-
ti acted for mote titan six (6) months after tire expiration of an existing lease shall not be deemed a renewal lease and sliall not be subject lo 
die provision of tliis agreement. 

The provisions in diis Article shall also be applicable to extensions of oil and gas leases. 

C. Acreage or Cash Contributions: 

While Uiis agreement is in force, if any jmrty contracts for a contribution of cash towards die drilling of a well or any other 
oi>cration on die Contract Area, such contribution sliall be paid to the patty who oonduetcd die drilling or odier operation and shall be 
a|>plied try it against the cost of such drilling or other operation. If die contribution be in tlie foim of acreage, die party to whom the con­
tribution is made shall |>rotlipdy tender an assignment of liie acreage, without warinrrty of tide, to the Drilling I*nrlies in die proportions 

11 
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ARTICLE VHI 
continued 

1 said Drilling Parties sliarcd the cost ol drilling (he well. Such acreage sliall become a separate Contrail A M and, lo lire extern |>os:;iblc, be 
2 governed by provisions identical lo this agreement, liach paity shall proni|rtly nohly all oilier parties ol any acicagc or cash contributions 
3 it may obtain in support of any well or any other operation on the Contract Aiea. The above provisions sliall also Ix: applicable lo op-
•1 tional rights to earn acreage outside Ihe Contract Area which arc in support of a well drilled inside the Contract Area. 
5 
6 If any party couti acts lor any consideration relating to disposition of such party's share of substances produced hereunder, such 
7 consideration shall not be deemed a contribution as contemplated in this Article VI11.C. 
8 
9 l>. Maintenance of Uniform Inlcicst: 

10 
1 1 Bi i i l lmi f i . | i . .«a"«.w«.«.» i i B . . i t i > mi l . | i mih ip mtk t u l u i f i l . i - i M l i l i . H i i .n l Ini lb i« iHTi l»U^^»» 
12 party shall sell, encumtx:r, transfer or make other disposition of its interest in die leases embraced 1 ilhin III, f i nil mil nil i md i i wells, 
13 equipment and pioduclion unless such disposition coveis either: , - " ' 

15 1. the entire interest of tin II nt | j n nil li ll'l 1 mil i i|iiipini nl and pioduclion; or 

17 WT,7 ilmimiliiiidnil irHtwml.io nil tounniin.iiit iinnifinn.li mill p«niliimiii» n»n Ciinlinnl An.n. 
IK 

I E v e r y ixmh sale, cncunibrancc, transfer or odier disixisition made by any |)arty shall Ix: made expressly subject lo this agreement 
20 and shall be made without picjudice to Ihe right ofthe other parties. 

2 1 . . . +wo 
22 If, at any lime the interest of any party is divided among and owned by Unm or more co-owners, Operator, at ils discielion, may 
23 require such co-owners to appoint a single truslce or agenl with full authority lo receive ixiticcs, approve expenditures, receive billings for 
2't and approve and pay such party's share of die joint expenses, and lo deal generally with, and widi piwcr lo bind, the co-owners of such 
25 party's interest within the scope of die Derations embraced in diis agreement; however, all such co owners shall have die right lo enter 
26 into and execute all contracts or agreements tin die disrxisilion of dieir respective shares of die oil and gas produced from the Contract 
2 / Area and they shall have the light lo receive, separately, payment of die sale proceeds Utcicof. 
2K 
29 L. Waiver of Rights lo Partit ion: 
30 
3 I I f permitted by the laws of Ihe slalc or stales in which the pro|x;rty covered hereby is located, each party hereto owning an 
32 undivided intciest in die Contract Area waives any and all rights it may have to partition and have sci aside to it in severalty its undivided 
33 interest therein. 
3'1 
35 it iHfcif t i i . i l l i ^ t I >i J»—•! •« • : 
.36 
37 WmwU njif iw>; J«mi'» N mM nitlmi mi) \uit ill iln mfwiww^wilti lb ill iifnuiiil lllpHfilii'i î lill) mill ilHUIUIIIll III t i l l 'SflWtt 
38 Area, il shall promptly give written ixxiec to tlie other panics, widi full information concerning its proposed sale^julii^tT^ffln include die 
39 name and address of die prospective purchaser (who must be ready, willing and able lo piircluisc^Jb#«i»rttflnsc|)ricc, and all other terms 
•It) ol die offer. The other put ics shall then have an optional prior right, for a period a£*»wTiTTTilavs after receipt of the notice, to purchase 
4 I on the same tciins and conditions die intciest which die othcrnajjjfapMptlsesto sell; and, if diis optional right is exercised, the purchas-
42 ing parties shall share (lie purchased nil n I i|| | | | I I pni)l1llii in that Ihe interest of each bears lo the total inlcrest of all purchasing par-
43 ties. However, diere shall t ^my i» i l ( ' l f llli.il right to put chase in diose cases where any party wishes to mortgage ils interests, or to 
44 dispose of itsifUcjB«*^iyTTteiger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-
45 • " f f f H i r " siii^idjaiy nf fl nit''""1 ' " " • [ " " " " r u, a n f i .•,...,p„,.|i in „,h;..u ., • r . • • j '' '' 11 * 
46 
47 ARTICLE IX. 
4R INTERNAL REVENUE CODE ELECTION 
49 

50 This agreement is not intended to create, and sliall not be construed to create, a relationship of partnership or an association 

5 I for ptolil between or among die parlies heiclo. Notwidistaixtiiig any provision herein dial the rights and liabilities hereunder arc several 

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

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

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

55 milted and authorized by Section 761 of the GxJe and die regulations promulgated thereunder. Operator is authorized and directed to ex-

56 ecutc on behalf of each patty hereby aflccled such evidence of this election as may be required by the Secretary of the Treasury ofthe 

57 United Stales or the Federal Internal Revenue Service, including s|x:cilically, but not by way of limitation, all of tlie returns, slalemcnts, 

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

59 evidence of ibis election, each such party shall execute such documents mid furnish such other evidence as may be requited by the 

60 Federal Internal Revenue Service or as may tx: necessary to evidence diis election. No such patty shall give any notices or take any other 

61 action inconsistent with die election made hereby. If any present or future income tax laws ofthe slalc or stales in which Ihe Contract 

67. Area is located or any future income tax laws ol die United States contain provisions similar to those iu Subchapter " K " , Chapter 1, 

63 Subtitle " A " , ofthe Internal Revenue Code of 1954, under which tin election similar lo that provided by Seclion 761 ofthe GxJe is per-

64 milted, each party Ixrrcby affected shall make such election as may be permitted or required by such laws. In making the foregoing clec-

65 (ion, each such party stiKcs that the income del ived by such party from operations hereunder can be adequately delcniiincd without the 

66 computation of partnership taxable income. 

67 

6K 

69 
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1 AR TICLE X. 
2 CLAIMS AND LAWSUITS 
3 
4 Operator nuiy settle any single uninsured tliird party damage claim or suit arising from operations hereunder if the expenditure 
, , . Ten thousand ., 
5 docs not exceed Dollars 

6 ($ luVXKj _ . _ ) and if lire payment is in complete settlement of such claim or suit. 11 the amount requited for settlement ex-

7 teals die above amount, the parlies hctclo shall assume and take over die furtiicr handling of Ute claim or suit, unless such authority is 

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

9 [icnsc of die parties participating in the operation fiom which the claim or suit arises. I f a claim is made against any party or if any party is 

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

11 (>pcrator by diis agreement, such party shall immediately notify all other parties, and Ihe claim or suit shall be treated as any odier claim 

12 ot suit involving opeialions hereunder. 

13 

14 ARTICLE XL 
15 FORCE MAJEURE 
16 

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

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

19 reasonably full particulars concerning it; thereupon, the obligations of die party giving the notice, so far as tircy arc affected by the farce 

20 majeure, sliall be sus|>cndcd during, but no longer than, die continuance of die force majeure. The affected party sliall use all reasonable 

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

22 

23 llic requirement that any force majeure shall lie remedied widi all reasonable dispatch shall not require die settlement of slri kes, 

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

25 within the discretion of Ihe party concerned. 

26 

27 The ter m "force majeure", as here employed, shall mean an act of God, strike, lockout, or oilier industrial distuibancc, act of 

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

29 or inaction, unavailability of equipment, anil any odier cause, whcUier ol die kind s|>ecitically enumerated above or otherwise, which is 

30 not reasonably within the control of the parly claiming sus[>cnsion. 

31 

37 ARTICLE X I I . 
33 NOTICES 

34 

35 All notices authorized or required between die parties and required by any of die provisions of Ibis agreement, unless olhewise 

36 s|iecifically provided, shall be given in writing by mail or telegram, postage or charges ptc|Ktid, or by telex or telecopier and addressed to 

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

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

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

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

41 shall have the right lo change its address al any lime, and fiom lime to lime, by giving written notice dicrcof to all other parties. 

42 

43 AR TICLE X I I I . 
41 TERM OF AGREEMENT 
45 

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

47 |>ci iod of lime selected below; provided, however, no party liereto slitdl ever be construed as laving any right, tide or interest in or to any 

48 lease or oil and gas interest contributed by any oilier party beyond the term of this agreement. 

49 

50 i • Oplirm M»i I i tin hmg »» any of oil imil flwi>l«i»i«i>twhjiil to Um i g m i m i i l rtmaiw WKMH t»mimi«it in ftinw un lu inn part 

5 I of the CmuiHU I'm I I , 1 MIICIIICI 1 b j pnnlwttrirnniHlenaiwiii renewal ar wthtuwisc. 

52 

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

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

55 wells produce, or arc capable of pioduclion, and for an additional pet iod of J ^ days from cessation of all production; provided, 

56 however, if, prior lo the expiration of such additional period, one or more of die parties hereto are engaged in dtilling, reworking, dcepen-

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

5H tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event Ihe 

59 well described in Article VI A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable 

60 ol producing oil and/or gas from the Conliacl Area, Ibis agreement shall terminate unless drilling, dcc|iening, plugging back or rework-

61 ing o|>ciatons ate commenced within __' days from the date of abandonment of said well. 

62 

63 ll is agreed, however, dial die lei initiation of this agreement shall not relieve any party hereto Irom any liability which has 
r„l •>/ .'rn...l or -jll'>,'lw>,l m ii.r ii\ tin. ilrili* i\{ cm-l» li'riuiriill \t\t\ 



M l - Model Foim Operating AgrecinvJ.it 

1 ARTICLE XIV. 
2 COMPLIANCE WITH LAWS AND REGULATIONS 
3 
<t A. Laws, Regulations ami Orders: 
5 

6 This agreement shall be subject to die conservation laws ofthe state in which the Contract Area is located, to the valid rules, 

7 regulations, and orders of any duly constituted regulatory body of said state; and to all other ajiplicable feder al, state, and local laws, or-
8 dinanccs, rules, regulations, and orders. 
9 

10 H. Governing Law: 
11 
12 Ttiis agreement and all mailers pertaining hereto, including, but not liniiled lo, mailers of performance, non-performance, breach, 
13 remedies, procedures, lights, duties and interpretation or construction, shall be governed and determined by the law ofthe stale in which 
14 the Contract Area is located. Uf »>• C t i imi i i f i i m lun m m m I U I I H 4t» U>» tf.llmiHiim ufi • •• •" • i • 
LS HmH youni.i • 
lb 
17 C. Regulatory Agencies: 
18 

19 Nothing herein contained shall grant, or be constiucd to grant, Opcratoi die right or authority to waive or release any rights, 
20 pr ivileges, or obligations which Noii-Operatois may have under federal or state laws oi under rules, regulations or orders promulgated 
21 under such laws in reference to oil, gas arid mineral operations, including the location, operation, or production of wells, on tracts offset-
22 ting or adjacent to Ihe Contract Area. 
2.1 

24 Widi respect to the operations hctv.undcr, Non-Operators agiec lo release Operator liom miy and all losses, damages, injuries, claims 

25 and causes of action arising out of, incident lo or resulting directly or indirectly from Operator's interpretation or application ol'rules, 
2b rulings, regulations or orders of Ihe Department of lZncrgy or predecessor or successor agencies to the extent such interpretation or ap-
27 plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
28 Operator's share of production that Opeiator may lie required to refund, rebate or pay as a result of such an incorrect intcrptelation or 
29 application, together with interest and penalties dicrcon owing by Operator as a result of such incorrect interpretation or application. 
30 
31 Non-Opeialors audiorizc Operator to prepare and submit such documents as may be required to lie submitted to die purchaser 
32 of any crude oil sold hereunder or to any other jierson or entity pursuant to die requirements of the "Crude Oil Windfall Ptofit Tax Act 
33 of 1980", as same may lie amended fiom time to time ("Act"), and any valid regulations or rules which may be issued by the Treasury 
34 Department from lime to lime pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information 
35 which is required lo be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act. 
36 
37 ARTICLE XV. 
38 OTHER PROVISIONS 
39 

40 

41 

42 

SEE A f r A 011M E NT SHEETS INCtUOED MEREWI1H ANO NUMBERED 

[ u 14A , M B , E T C . 

45 
46 

47 

48 
49 

50 
51 
52 

53 
54 
55 
56 

57 
5H 
59 

60 

61 

6?. 

63 

M 

65 

66 

67 

68 
69 

70 
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/Art icle XV 

Otlier Provisions 

Assignment 

A. Notwithstanding the provisions of t h i s Agreement and the 
accounting procedure attached at Exhibi t "C", the par t ies to th i s 
Agreement s p e c i f i c a l l y agree that i n no event during the term of 
t h i s contract s h a l l Operator be required to make more tlian one 
b i l l i n g or receive more than one vote or e l ec t i on f o r tlie entire: 
i n t e r e s t c red i ted t o each party on Exh ib i t "A" . I t i s fur ther 
agreed tha t i f any Party to th i s Agreement (hereafter re fe r red to 
as "Sel l ing Party") disposes of par t of the in te res t credi ted to 
i t on Exh ib i t "A", tlie Se l l ing Party w i l l be so le ly responsible 
f o r b i l l i n g i t s assignee or assignees, and s h a l l be designated as 
agent f o r i t s assignee or assignees l o r t l ie purpose of casting 
votes or making elect ions under t h i s Agreement, and s h a l l ranain 
p r i m a r i l y l i a b l e to the other par t ies f o r t l ie in te res t or 
in te res t s assigned and sha l l make prompt payment to Operator for 
the e n t i r e amount of statanents and b i l l i n g s rendered to i t . I t i s 
f u r t h e r understood and agreed that i f Se l l i ng Party disposes of a l l 
i t s i n t e r e s t as set out on Exhibi t "A", whether t o one or several 
assignees, Operator s h a l l continue to issue statements and b i l l i n g s 
t o Se l l ing Marty f o r the in teres t conveyed u n t i l such time as 
S e l l i n g Party has designated and q u a l i f i e d one assignee t o receive 
the b i l l i n g f o r tlie en t i re in t e res t . I n order to q u a l i f y one 
assignee to receive tlie b i l l i n g f o r the e n t i r e i n t e r e s t credi ted to 
Se l l i ng Party on Exhib i t "A", Se l l ing Party s h a l l f u r n i s h to 
Operator tlie f o l l o w i n g : 

1 . Wr i t t en notice of the conveyance and photostat ic or 
c e r t i f i e d copies of tlie assignments by which the transfer 
was made. 

2 . The name of tlie assignee to be b i l l e d and a wr i t t en 
statement signed by the assignee t o be b i l l e d i n which i t 
consents to receive statanents and b i l l i n g s f o r the 
e n t i r e in te res t credi ted to Se l l i ng Party on Exhib i t "A" 
hereof; and, f u r t h e r , consents to handle any necessary 
s u b - b i l l i n g s i n tlie event i t does not own the en t i re 
i n t e r e s t credi ted to Se l l ing Party on E x h i b i t "A". 

Payment Defaults 

B. I f any Party t a i l s to pay, w i t h i n f i f t e e n (15) days a f t e r b i l l i n g , 
i t s share oE any cost , including any advance which i t may te 
obl igated to mike under A r t i c l e 1.3 of Exh ib i t "C" to the 
Operating Agreanent, and i f such defaul t continues f o r a period of 
f i v e (5) days f o l l o w i n g de l ivery by Q^erator of not ice of such 
de f au l t to the Party, the fo l lowing nay be invoked a t the e lec t ion 
of the Operator: 

(1) I f t l ie b i l l i n g i s f o r tlie d r i l l i n g of a new w e l l or the 
plugging back, reworking oc deepening ( including 
s ide t racking) of a w e l l , or f o r the cxxipletion or 
recompletion of any w e l l , t l ie non-paying Party w i l l be 
conclus ively deemed to have elected not t o pa r t i c ipa t e i n 
the proposed operation and w i l l become a Non-Consenting 
Party wi th respect thereto under A r t i c l e V I . B . , 
regardless of any e lec t ion to p a r t i c i p a t e theretofore 
made. 

14 (A) 



A r t i c l e XV 
Other Provisions (cont . ) 

Payment Defaults (cont . ) 

(2) I f the b i l l i n g i s f o r the conduct of any aspect of an 
earning operat ion under a t h i r d Party farmout or opt ion 
agreement, the non-paying Party w i l l be conclusively deemed 
t o have elected not to pa r t i c ipa t e i n the operation and t o 
have re l inquished and disclaimed to tlie other Part ies a l l 
i t s r i gh t s under the t h i r d Party agreement and i n and to 
any i n t e r e s t to be acquired by compliance therewi th , 
notwithstanding any e lec t ion to pa r t i c ipa te there tofore 
made. 

(3) I f the non-paying Party has duly elected to p a r t i c i p a t e i n 
the proposed operat ion and does not defau l t i n t l ie payment 
of any cost or i n the making of any advance re la ted t o such 
operation u n t i l a f t e r tlie operation lias been commenced, 
then tJie provis ions of subparagraphs (1) and (2) above can 
be invoked, notwithstanding any e lect ion to p a r t i c i p a t e 
theretofore made. 

(4) Rentals, s h u t - i n w e l l payments, and minimum r o y a l t i e s which 
may be required under the terms of any lease, s h a l l be paid 
by the Operator a f t e r t h i s agreement becomes e f f e c t i v e . 
Non-Oj>eratoi: s h a l l be given notice of a l l rentals due, and 
upon being b i l l e d by Operator, sha l l reimburse Operator 
w i t h i n f i f t e e n days, f o r i t s pro-rata share of renta ls and 
other such payments made. I n the event Non-Operator f a i l s 
to pay said payments due, then i t agrees to r e l i n q u i s h a l l 
r i gh t s through proper and lega l assignment to Operator a t 
no cost . 

I f Operator elects to invoke subparagraphs ( 1 ) , ( 2 ) , ( 3 ) , or ( 4 ) , the 
e l ec t ion s h a l l be s i g n i f i e d by w r i t t e n notice to the d e f a u l t i n g party 
de l ivered by Operator w i t h i n GO days of the conpletion of t l ie a f f e c t e d 
operation or payment of r e n t a l s . Regardless of Operator's e l ec t i on as 
t o subparagraphs ( I ) , ( 2 ) , ( 3 ) , or ( 4 ) , a l l non-paying Parties s h a l l be 
held f u l l y l i a b l e f o r i t s invoiced costs , plus accrued i n t e r e s t , u n t i l 
such time as Operator lias f u l l y recovered tlie unpaid amount. Should 
subparagraphs ( 1 ) , ( 2 ) , ( 3 ) , or (4) not provide s u f f i c i e n t funds to 
cover non-paying Party 's o b l i g a t i o n , Operator reserves t l ie r i g h t to 
c o l l e c t tlie f attaining unrecovered amount, plus a t torney 's fees , cour t 
costs , and other costs i n connection wi th the c o l l e c t i o n of t l ie 
outs tandi i ig unpa i< 1 amoui i Ls. 

C a l l o f O i l 

C. Mallon retains the ri g h t to c a l l on alL o i l production and agrees 
to pay equal to the posted price in the? area. 

14 (B) 
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ARTICLE XVI. 
MISCELLANEOUS 

This agiccinenl shall be binding upon and shall inuic lo the benefit ofthe patties hereto and to their respective heirs, devisees, 

legal representatives, successors and assigns. 

This instrument may be exec uteri iu any number of counterparts, each of which shall be considered ait original for all puqwses. 

IN WITNESS WHEREOF, this agreement shall be effective as of . day of , 19 

OPERATOR 

MAI JON OIL UMPANY 

WflllliSS/ATTEST: 

1SY: Geoip,e 0. Mallon, J r . 
President 

NON-OPERATORS 

RED BIJJM' WATER KMSR (jONl'KOL DISTRICT 

i'.Y: BY: 

15 



EXHIBIT "A" 

ATTACHED to and made a par t of that cer ta in Operating Agreanent dated 
Decanber 2, 1988, by and between Mallon O i l Gxnpany, as Operator, and Red 
B l u f f Water Power Control D i s t r i c t , as Non-Operator fo r the Si:/4 NE/4 of 
Section 28-T26S, R29E, NMPM, Eddy County, New Mexico. 

I t a n 1: Contract Area: 

Township 26 South, Ranqe 29 Fast, NMPM 
Section 28: SE/4 NE/4 

Eddy County, New Mexico 

Item 2: Restrictions as to Depth: 
None 

Item 3: Percentages of Working Interest: 

Mallon Oil Company, et a l . 
Red Bluff Water Power Control District 

85.8600% 
14.1400% 

Item 4: Oil and Gas Leases Subject to the Agreement: 

Limited to that portion of the following leases within the 
Contract Area: 

Federal Lease NM-38636 
Federal Lease NM NM 71599 

Item 5: Address of Working Interest Partners for Notice Purposes: 

Mallon Oil Conpany 
1099 18th Street, Suite 2750 
Denver, CO 80202 

Rod Bluff Water Power Control D i s t r i c t 
111 W. 2nd Street 
Pecos, IX 70772 



ATL'ACMKIJ to and i ; a p u t of t l ia t ce r ta in Oper g Agreement dated 
December 2, 1988, »/, find between Mallon O i l Coinpatij, as Operator, and 
Rec3 B l u f f Water Power Control D i s t r i c t , as Non-Operator fo r the SE/4 
NE/4 of Section 28-T26S, R2'JE, NMPM, Eddy County, R?w rVbxico. 

THERE IS NO EXHIBIT "B" TO THIS AGREEMENT 



COI'AS - 191)4 - ONSHORE 

(W1MI oO 1; 
1UL.EA OK 74101 

Rnco)niriended by th* Co unci! 
ol PetroUurn Accounlomti 

EXHIB IT 

ATl'ACFIED to and made a part of that certain Operating Agreement dated 
December 2, 1908, by and ljetween Mallon Oi l Company, as Operator, and 
Red Bluff Water Power Control D i s t r i c t , as Non-Operator for the SE/4 
NE/4 of Section 28-T26S, R29E, MMPM, Eddy County, ISew Mexico. 

A C C O U N T I N G P R O C E D U R E 
JOINT O P E R A T I O N S 

I . G E N E R A L PROVISIONS 

1. Def ini t ions 

"Joint Property" sliall mean the real and personal properly subject to the agreement to wliicli tins Accounting Procedure 
is attached. 
"Joint Opei alions" sliall mean all o|>erations necessary or proper for tlie development, operation, protection and mainte­
nance of the Joint Pioperty. 
"Joint Account" shall mean the account showing; the charges paid and credits received in the conduct of the Joint Opera­
tions and which are lo be shared by the Parties. 
"Operator" shall mean the parly designated to conduct the Joint Operations. 
"Non-Operators" shall mean the Parties lo this agreement other than the Operator. 
"Parties" shall mean Operator and Non Operators. 
"Firs t Level Supervisors" sliall mean those employees whose primary function in Joint Operations is Ihe direct supervision 
of other employees and/or contract labor directly employed on the Joint Properly in a field operating capacity. 
"Technical Employees" shall mean llmse employees having; special and specific engineering, geological or other profes­
sional skills, and whose primary function in Joint Operations is the handling of s|>ecifie operating; conditions and problems 
for the benefit of the Joint, Properly. » 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's eiitployees. 
"Mater ia l" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Material" shall mean Material which al the time is so classified in the Material Classification Manual as 
most recently recommended by the Council of Petroleum Accountants Societies. 

2. Statement and Billings 

Operator shall bill Non-Operators < m h o f w o tho lur.t dity of ouch monU» for their proportionate share of the Joint Ac­
count for the •pri'i'i'dniK-miwtk Such bills will be accompanied by statements which identify the authority for expenditure, 
lease or facility, and all charges and credits summarized by appropriate classifications of investment ami expense except 
that items of Controllable Material and unusual charges ami credits shall be separately identified and fully described in 
detail. 

.'5. Advances and Payments by Non-Operators 

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

B. Each Non-Operator shall pay ils proportion of all bills within fifteen (lf>) days after receipt. If payment is not made 
within such lime, the unpaid balance shall bear interest monthly at the prime rate in effect at Denver 

Mat iQl ia l_J5a i l l i on the first day of the month in which delinquency occurs plus 1% or the maximum 
contract rale permitted by the applicable usury laws in the state in which the Joint Properly is located, whichever 
is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid amounts. 

' I . Adjus tments 

Payment of any such bills shall not prejudice ihe right of any Non Operalor to protest or question the correctness thereof; 
provided, however, all bills and staleinenls rendered to Non-Operators by Operator during any calendar year shall con­
clusively be presumed lo be true and correct after twenty-four (24) months following the end of any such calendar year, 
unless within Ihe said twenty-four (21) month period a Non-Operator Likes written exception thereto and makes claim on 
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same prescribed 
period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Controllable 
Material as provided for iu Section V. . 

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies. 



Audits 

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

I I . The Operator shall reply in wri t ing to an audit report within 180 days after receipt of such report. 

Approva l By Non-Operators 

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

I I . D I R E C T CHARGES 

rafnr shall charge the Joint Account with the following items: 

Ecological and Environmental 

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

Itcii lals and Royalties 

tease rentals and royalties paid by Opei ator for the Joint Operations. 

Labor 

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

(2) Salaries of First IA:VC1 Supervisors in the field. 

(.'!) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges .are excluded 
from the overhead rales. 

(1) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed 
in the operation of the Joint Property if suelt charges are excluded from the overhead rates. 

1!. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees 
whose salaries and wages are. chargeable to the Joint Account under Paragraph UA of this Section I I . Such costs under 
this Paragraph [ i l l may be charged on a "when and as paid basis" or by "percentage assessment" on the amount of 
salaries and wages chargeable to the Joint Account under Paragraph .'(A of this Section I I . If percentage assessment 
is used, the rate shall be based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable 
lo Operator's costs chargeable to the Joint Account under Paragraphs ."IA and 3P> of this Section I I . 

I). Personal Expenses of those employee:; whose salaries and wages are chargeable to the Joint Account under Paragraph 
HA of this Section 11. 

Employee Benefits 

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

Mater ia l 

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

Transportat ion 

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

A. I f Material is moved to the Joint Pro|>crly from the Operator's warehouse or other properties, no charge shall be made 
to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material 
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties. 



It. If surplus Material is moved fo Operator's warehouse or otlier storage point, no charge shall he made to the Joint Ac­
count for a distance greater than tlie distance to the nearest reliable supply store where like material is normally 
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 
made to the Joint Account tor moving Material to other properties belonging to Operator, unless agreed to by the 
Parties. 

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

7. Services 

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

8. Equipment and Facilities Furnished By Operalor 

A. Operalor shall charge the Joint Account for use of Operator owned equipment and facilities at rales commensurate 
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense, 
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed 
JLLttaen. percent ( 15 %) per annum. Such rates shall not exceed average commercial rates currently pre­
vailing in the immediate area of the Joint Property. 

It. ln lieu of charges iu paragraph 8A alxive, Operalor may elect to use average commercial rates prevailing in the immedi­
ate ai ea of the Joint Properly less 20%. For automotive equipment, Operator may elect lo use rates published by the 
Petroleum Motor Transport Association. 

!). Damages and Ixisses lo Joint Property 

All costs or expenses necessary for Ihe repair or replacement of Joint Properly made necessary because of damages or losses 
incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross negligence or 
willful misconduct. Operalor shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable 
after a report thereof has been received by Operator. 

10. I .egal Expense 

Kxpensc of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect 
or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of outside attor­
neys shall be made unless previously agreed to by the Parties. All utln i legal expense irconsidered to br cmreved by thr 

!tr ' ' ' C | > t & 1 

11. Taxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, 
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo­
rem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance 
wilh the tax value generated by each party's working interest. 

12. Insurance 

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of tin; Parlies. In the 
event Joint Operations are conducted in a slate in which Operator may act as self-insurer for Worker's Compensation and/ 
or Employers Liability under the respective stale's laws. Operator may, al its election, include the risk under its self-
insurance program and in that event, Operator shall include a charge at Operator's cost not to exceed manual rates. 

III. Abandonment and Reclamation 

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory 
authority. 

14. Communications 

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 
microwave facilities directly serving the Joint Property, in the event communication facilities/systems serving the Joint 
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section I I . 

15. Other Expenditures 

Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I , or in Section I I I and which 
is of direct benefit Lo the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint 
Operations. 



US 
I I I . OVEIUIEAD 

1. Overhead - Dril l ing and Producing Operations 

i . As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge drilling 
and producing operations on cither: 

(X ) Fixed Hate Barns, Paragraph 1 A, or 
( ) Percentage Basis, Paragraph IB 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costa and expenses of all offices md salaries 
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph 
3A, Seclion I I . The cost and expense of services from outside sources in connection with matters of taxation, traffic, 
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates 
provided for in the above selected Paragraph of this Section UI unless such cost and expense are agreed to by the 
Parlies as a direct charge to the Joint Account. 

i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services 
and contract services of technical personnel directly employed on the Joint Property: 

( ) shall be covered by the overhead rates, or 
(X ) shall not be covered by the overhead rates. 

i i i . The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
and contract services of technical personnel either temporarily or permanently assigned lo and directly employed in 
tbe operation of the Joint Property: 

( ) shall be covered by the overhead rales, or 
(X ) shall not be covered hy the overhead rales. 

A. Overhead - Fixed Itate Basis 

(I) Oj>eralor shall charge the Joint Account al the following rales per well per month: 

Drilling Well Itate $ 3 ,056.00 
(Prorated for less than a ful l month) 

Producing Well Rate ?! 334 .00 

(2) Application of Overhead - Fixed Itate Basis shall be as followu: 

(a) Drilling Well Rale 

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill­
ing rig, completion rig, or otlier units used in completion of the well is released, whichever is later, except 
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or 
more consecutive calendar days. 

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (G) consecutive 
work days or more shall be made al the drilling well rale. Such charges shall be applied for the period 
from date workover operations, with rig or other units used in workover, commence through date of rig 
or other unit release, except that no charge shall be made during suspension of operations for fifteen 
(15) or more con.'icculive calendar days. 

(b) Producing Well Rates 

(1) An active well either produced or injected into for any |>ortion of the month shall be considered as a one-
well charge for the entire month. 

(2) Each active completion in a multi-completed well in which production is not commingled down hole shall 
be considered as a one-well charge providing each completion is considered a separate well by the govern­
ing regiilatory authority. 

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall 
be considered as a one-well charge providing the gas well is directly connected to a permanent sales 
outlet. 

(4) A one-well charge, shall be made for the month in which plugging and abandonment operations are com­
pleted on any well. This one-well charge shall be made whether or not the well has produced except when 
drilling well rale applies. 

(,5) All other inactive wells (including hut not limited to inactive wells covered by unit allowable, lease allow­
able, transferred allowable, etc.) slmll not qualify for an overhead charge. 

(.T) The well rates shall be adjusted ILS of tlie first day of April each year following the effective date of the agreement 
to which this Accounting Procedure is attached. The adjustment sliall be computed by multiplying the rate cur­
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum and Gas 
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index 
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United States 
Department of Labor. Bureau of Labor Statistics, or the equivalent Canadian index as published by Statistics 
Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad­
justment. 

!\ftH-ehi»rge the -JomVAecmir 
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Jevelopmcnt 

under Paragra] 
Percent ( %) of tlie cost of development of the Joint Properly exclusive of costs proyj 

Jl of Section II and all salvage credits. 

(b) Operating 

Percent ( %) ofTn><nst of operating Ihe Joint lYoper^CXclusive of costs provided under 
Paragraphs 2 and 10 of Section I I , all salvage>«<diLs, the value ofj^f*!tcd substances purchased for secondary 
recovery and all taxes and assessments which areffcsied, ajjswflSf-d and paid upon the mineral interest in and 
lo the Joint Properly. 

ue as follows (2) Application of Overhead - Percentage Basis 

For the purpose of determining ch>rffes on a )>ercentage basis under Paragraph llJlTNiys Section I I I , development 
shall include all costs in COJMW'CUOII with drilling, redrilling, deepening, or any remedial>tJi4jrations on any or all 
wells involving Ihcjyw'Tuu rilling rig aivd crew capable of drilling to the producing irilervaTtm^tiie Joint Prop­
erty; also, prehpMlfary expenditures necessary in preparation for drilling and expenditures incurred ih'ivbandoning 
when lljf>¥»trnis not completed as a producer, and original cost of construction or installation of fixed assH^the 

of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction!** 
Iefined in Paragraph 2 of this Section I I I . All other costs shall be considered as operating. 

2. Overhead - Major Construction 

To compensate Operalor for overhead costs incurred in Ihe construction and installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
Joint Property, Operator shall either negotiate a rate prior lo the beginning of construction, or sliall charee the Joint 
Account for overhead based on the following rales for any Major Construction project in excess of $ : 

A ^ % of first $100,000 or total cost if less, plus 

U. I %of costs in excess of $100,000 but less than $1,000,000, plus 
2 

(:. % of costs m excess of $ 1,000,000. 

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parte of a single 
project shall not be treated separately and the cost of drilling and workover wells and artificial l i f t equipment shall be 
excluded. 

3. Catastrophe Overhead 

To compensate Operator for overhead cosLs incurred in the event of expenditures resulting from a single occurrence due 
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by tht! Parties, which are necessary 
fo restore the Joint Property lo the equivalent condition that existed prior to the event causing the expenditures, Operator 
shall either negotiate a rale prior lo charging Ihe Joint Account or shall charge the Joint Account for overhead based on 
the following rates: 

A :' % of total costs through $100,000; plus 
3 

B % or total costs in excess of $100,000 but less than $1,000,000; plus 

0 2 % of total costs in excess of $1,000,000. 

Expenditures subject lo the overheads above will not be reduced by insurance recoveries, and no other overhead provi­
sions of this Section HI shall apply. 

4. Amendment of Kales 

The overhead rates provided for in this Section I I I may be amended from lime lo lime only by mutual agreement between 
the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move­
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at Operator's 
option, such Material may be supplied by the Non-Operator. Operalor shall make timely disposition of idle and/or surplus 
Material, such disposal being made either through sale to Operalor or Non Operator, division in kind, or sale to outsiders. 
Operator may purchase, but shall be under no obligation lo purchase, interest of Non-Operators in surplus condition A or B 
Mater ial. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties. 

1. Purchases 

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

2. Transfers and Dispositions 

Material furnished to the Joint Properly and Material transferred from the Joint Property or disposed of by the Operator, 
unless otherwise agreed to by the Parlies, shall be priced on the following basis exclusive of cash discounts; 
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A. New Material (Condition A) 

(1) Tubular Goods Older than Line Tine 

(a)Tubular goods, sized 2% inches 01) and larger, except line pipe, shall he priced at Eastern mil l published 
carload base prices effective as of date of movement plus transportation cost using the 80,000 pound carload 
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for 
tubular goods exist. If the 80,000 pound rail rale is not offered, the 70,000 pound or 90,000 pound rai l rate 
may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown, 
Ohio. 

(b) For grades which are S|>ccial to one mill only, prices shall be computed at the mill base of that mill plus trans-
porlalion cost from that mi l l lo the railway receiving point nearest the Joint Property as providec above in 
Paragraph 2.A.(lXa). For transudation cost from |K>ints other than Eastern mills, the '10,000 pound Oil Field 
Haiders Association interstate truck rate shall be used. 

(c) Special end finish tubular goods shall be priced at the lowest published out o f stock price, f.o.b. Houston, 
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to 
the railway receiving |Kiint nearest the Joint Property. 

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.o.b. 
the supplier plus lrans| nidation costs, using the Oil Field Haulers Association interstate truck rate per weight 
of tubing transferred, to the railway receiving point nearest the Joint Property. 

(2) Line Pipe 

(a) Line pipe movements (except size 2't inch OD and larger with walls % inch and over) 30,000 pounds or more 
shall be priced under provisions of tubular goods pricing in Paragraph A.(l)(a) as provided above. Freight 
charges shall be calculated from l» ra in , Ohio. 

(b) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30,000 pounds 
shall be priced at Eastern mill published carload b;ise prices effective as of date of shipment, plus 20 percent, 
plus transportation cosls based on freight rates as set forth under provisions of tubular goods pricing in Para­
graph A.(l)(a) its provided above. Freight charges shall be calculated from I/oraiii, Olp'o. 

(c) Line pipe 21 inch OD and over and % inch wall and larger shall be priced f.o.b. the point of manufacture 
at current new published prices plus transportation cost to the railway receiving point nearest the Joint 
Property. 

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be 
priced a I. quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices 
agreed to by the Parlies. 

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable supply 
store nearest the Joint Property, or point of manufacture, plus transj.>orlalion costs, if applicable, to the railway 
receiving point nearest the Joint Property. 

(4) Unused tiew Material, except tubular goods, moved from the Joint Property shall be priced at the current new 
price, in effect on date of movement, as listeil by a reliable supply store nearest the Joint Property, or point of 
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property. 
Unused new tubulars wi l l be priced as provided above in Paragraph 2.A.(1) and (2). 

1!. Good Used Material (Condition It) 

Material in sound and serviceable condition and suitable for reuse without reconditioning: 

(1) Material moved to the Joint Property 

A t seventy-five percent (7fi%) of current new price, as determined by Paragraph A. 

(2) Material used on and moved f rom the Joint Property 

(a) At severity-five percent (75%) of current new price, as determined by Paragraph A, if Material w;us originally 
charged to the Joint Account as new Material or 

(b) At sixty-five percent (li.r»%) of current new price, as determined by Paragraph A, if Material was originally 
charged to the Joint Account as used Material. 

(3) Material not used on and moved from the Joint Property 

A l seventy-five percent (75%) of current new price as determined by Paragraph A. 

The cost of reconditioning, if any, shall be absorbed by the transferr ing property. 

C. Other Used Material 

(1) Condition C 

Material which is not in sound and serviceable, condition and not suitable for its original function until after recon­
ditioning shall be priced at f i f t y percent (50%) of current new price as determined by Paragraph A. The cost of 
reconditioning shall be charged to the receiving prorierty, provided Condition C value plus cost of reconditioning 
does not exceed Condition It value. 
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12) Condition 1) 

Material, excluding junk, no longer .suitable for its original purpose, but usable for some other purpose shall be 
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures 
normally used by Operator without prior approval of Non-Operators. 

(a) Casing, tubing, or d r i l l pipe used as line pipe shall be priced as Grade A and K seamless line pipe of com­
parable size and weight. Used casing, tubing or d r i l l pipe utilized as line pipe shall be priced at used line 
pipe prices. 

(b) Casing, tubing or dr i l l pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines, 
shall be priced under normal pricing procedures for casing, tubing, or d r i l l pipe. Upset tubular goods shall 
be priced on a non upset basis. 

13) Condition E 

Junk shall be priced at prevailing prices. Operalor may dispose of Condition 10 Material under procedures nor­
mally utilized by Operator without prior approval of Non-Operators. 

1>. Obsolete Material 

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

E. Pricing Conditions 

(1) leading or unloading costs may be charged to the Joint Account at (he rate of twenty-five cents (25<f) per hundred 
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking 
iwint. The above rate sliall be adjusted as of the first day of Apri l each year following January I , PJH5 by the same 
percentage increase or decrease used to adjust overhead rates in Section I I I , Paragraph l.A(3). Each year, the 
rate calculated shall be rounded fo the nearest cent and shall lie the rate iu effect until the first day of Apr i l next 
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies. 

(2) Material involving erection costs sliall be charged at applicable percentage of the current knocked-down price of 
new Material. ' 

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
unusual causes over whieh the Operator has no control, the Operalor may charge the Joint Account for the required 
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving 
if fo the Joint Properly; provided notice in wr i t ing is furnished to Non-Operators of the proposed charge prior to billing 
Non Operators for such Material. Each Non Operator shall have the i ight, by so electing and notifying Operator within 
ten days after receiving notice from Opei ator, to furnish in kind all or pari of his share of such Material suitable for use 
and acceptable to Operator. 

1. War ran ty of Material Furnished By Operator 

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

V. I N V E N T O R I E S 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that 
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators fo be represented at an inven­
tory shall bind Non-Operators to accept the inventory taken by Operator. 

2. Reconciliation and Adjustment of Inventories 

Adjustments to the. Joint Account resulting from the reconciliation of a physical inventory shall be made within six 
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for 
overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence. 

3. Special Inventories 

Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint Property. 
It shall be the duty of the parly selling to notify all other Parties as quickly as possible after the transfer of interest takes 
place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases involving a change 
of Operator, all Parties shall be governed by such inventory. 

i . Expense of Conducting Inventories 

A. The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the 
Parlies. 

11. The expense of conducting special inventories shall be charged to the Parlies requesting such inventories, except in­
ventories required due to change of Operator shall be charged to the Joint Account. 
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EXHIBIT "D" 

INSURANCE COVERAGE 

ATTACHED to and made a f a r t of t l i a t ce r ta in Operating Agreement dated 
December 2, 1988, by and between Mallon O i l Company, as Operator, and 
Red B l u f f Water Power Control D i s t r i c t , as Non-Operator f o r tlie SE/4 
NE/4 of Section 20-T2GS, R29E, W1PM, Eddy County, few Mexico. 

During the period of the j o i n t operations hereunder and continuing 
the rea f te r during the e n t i r e term of t h i s con t rac t , Operator s h a l l , 
w i t h i t s best e f f o r t s , carry f o r tlie Jo in t Account the fo l lowing types 
and amounts of coverage: 

a) Insurance which s h a l l comply wi th the Workman's 
Ctmpensatiou and Employer's L i a b i l i t y laws of the 
s ta te i n which tlie Uni t area i s loca ted . 

b) Cunprehensive General L i a b i l i t y Insurance w i t h 
bod i ly i n j u r y or property damage l i m i t s of not 
less than $500,000 i n any one occurrence. 

c) Cunprehensive Automobile L i a b i l i t y Insurance 
w i t h bodiLy i n j u r y or property damage l i m i t s 
o f not less than $500,000 i n any one accident 

* 
No other types of insurance shall be carried for the Joint Account 

without tlie separate approval of a l l parties subject to this contract. 
A l l losses arising out of uninsured risks shall be charged to parties 
according to their interest under this contract. Certificates of 
insurance evidencing ten (10) days advance notice of cancellation shall 
be furnised Non-Operator(s) upon request. Cperator shall require a l l 
subcontractors of coverage with limits adjudged by Operator as being 
suffi c i e n t and in compliance with doing practice for this type 
operation. 



ATTACHE to and »_ • a p u t of tbat ce r ta in Open., ,g Agreement dated 
» ™ ?, 9 0 0 f by and between Gallon O i l Conpany, as Operator, and 

ffluffWater Power Control D i s t r i c t , as ^ O p e r a t o r tor the Sl,/4 
^ 4 ^ f L t i o n 2B-T2GS, R29E, Htty County, few Mexico. 

EXHIBIT "E" 

GAS BALANCING AGREEMENT 

Subject to the provisions of the Operating Agreement 
t o which t h i s Exhibit i s attached, each party s h a l l have the 
r i g h t t o take i n kind and separately dispose of i t s 
proportionate share of the gas produced from the Contract Area 
and s h a l l be e n t i t l e d t o an opportunity t o produce i t s 
proportionate share of the allowable gas production from a 
w e l l (or proration u n i t , i n c l u d i n g lawful tolerances) 
established by appropriate regulatory a u t h o r i t y . 

I t i s the i n t e n t t h a t each party be e n t i t l e d t o gas 
produced a t t r i b u t a b l e to i t s p a r t i c i p a t i o n percentage as set 
f o r t h i n Exhibit "A* attached t o t h i s Operating Agreement. 
Subject t o the terms and provisions of the Operating Agreement 
t o which t h i s Exhibit i s attached, the Operator (a) has the 
duty t o control gas production and the r e s p o n s i b i l i t y of 
administering the provisions of t h i s Agreement, and (b) shaill 
cause d e l i v e r i e s to be made t o the gas purchasers at such 
rates as may be required t o give e f f e c t to the i n t e n t t h a t the 
gas production accounts of a l l p a r t i e s are t o be brought i n t o 
balance under the provisions contained herein. A l l parties 
hereto s h a l l share proportionately i n and own condensate 
recovered with the gas produced from the Contract Area and 
s h a l l pay t h e i r proportionate share of current operating 
expense, i n accordance w i t h the Operating Agreement %o which 
t h i s E x h i b i t i s attached, regardless of the a l l o c a t i o n of gas 
production or tlie status of gas production accounts. 

After notice to Operator, any party may begin taking 
or d e l i v e r i n g a l l or a p o r t i o n of i t s share of the gas 
produced. Each party taking gas s h a l l f urnish the Operator a 
monthly statement of gas volumes taken by such party. I f 
during any period of time a party i s unable t o market or 
d e l i v e r a l l or a portion of i t s share of the gas produced, 
such party s h a l l be deemed underproduced and sha l l be credited 
w i t h a volume of gas i n storage equal t o i t s share (or p o r t i o n 
thereof) of the gas produced but not marketed or delivered, 
less i t s share of gas used i n lease operations, vented or 
l o s t , and the other party or pa r t i e s s h a l l be e n t i t l e d t o 
market or deliver the volume of gas not marketed or delivered 
by the underproduced party. Any party marketing or d e l i v e r i n g 
greater than i t s share on a cumulative basis s h a l l be deemed 
overproduced. Operator s h a l l f u r n i s h a l l parties hereto 
monthly statements showing the t o t a l q u a n t i t i e s of gas 
produced and used i n lease operations, vented or l o s t , and the 
t o t a l quantity of condensate recovered. I n addition t o i t s 
current share, each underproduced party, u n t i l i t has 
recovered i t s credited gas and balanced i t s gas account, s h a l l 
be e n t i t l e d t o take or d e l i v e r a volume of gas up to a maximum 
of twenty-five percent (25%) of each overproduced party's 
share of gas produced. I f more than one (1) party i s e n t i t l e d 
t o the a d d i t i o n a l gas produced, they s h a l l divide such 
a d d i t i o n a l gas i n proportion t o t h e i r respective Unit 
p a r t i c i p a t i o n s . When an underproduced party takes gas i n 
excess of i t s current share of production, only the volume i n 
excess of i t s current share s h a l l be treated as make-up, and 
t h i s make-up volume s h a l l be applied t o reduce p r i o r d e f i c i t s 
i n the order of accrual of such d e f i c i t . Each party s h a l l at 
a l l times use i t s best e f f o r t s to regulate i t s takes and 
d e l i v e r i e s from the Contract Area so th a t no well w i l l be 
sh u t - i n f o r overproducing the allowable, i f any, assigned 
the r e t o by the regulatory body having j u r i s d i c t \ n n 



Each party producing and/or delivering gas to i t s 
purchaser shall pay or cause to be paid any and a l l production 
taxes due on such gas. At a l l times while gas i s produced 
from the Contract Area, each party shall make appropriate 
settlement of a l l royalties, overriding royalties and other 
payments out of or in l i e u of production, as i f each party 
were taking or delivering to a purchaser i t s share, and i t s 
share only, of such gas production. Each party hereto agrees 
to hold each other party harmless from any and a l l claims for 
royalty, overriding royalty and other payments asserted by 
such burdening owners to whom each party i s accountable. 

Nothing herein s h a l l be construed to deny any party 
the right, from time to time, to produce and take or deliver 
to the purchaser i t s f u l l share of the allowable gas 
production to meet the deliverability tests required by i t s 
purchaser. 

Should production of gas from a well or proration 
unit be permanently discontinued, the well be included in a 
unitized area or any party assign i t s interest to another 
party at a time when the gas account i s out of balance, 
settlement w i l l be made between the underproduced and 
overproduced parties for overproduced volumes. Each 
overproduced party shall pay to each underproduced party (in 
the proportion that the underproduction of each underproduced 
party bears to the underproduction of a l l underproduced 
parties) the lesser of (a) an amount of money equal to the 
amount received by the overproduced party for i t s 
overproduction or (b) an amount of money equal to the amount 
the underproduced party would have received under i t s contrcict 
to s e l l i t s gas, i f any, less applicable production taxes 
theretofore paid. In the event an accounting i s necessary 
between overproduced and underproduced parties when a l l or a 
portion of the monies collected by the overproduced parties 
was collected subject to possible refund as provided by the 
Federal Energy Regulatory Commission or other governmental 
authority, then the overproduced parties w i l l pay and the 
underproduced parties w i l l accept their proportionate shares; 
of such monies with the understanding and agreement that 
should a refund be required of a l l or a portion of the monies 
so collected, then the underproduced parties agree to refund, 
to the overproduced parties that portion of monies paid by the 
overproduced parties to the underproduced parties that i s 
required to be refunded, plus any interest required to be paid 
thereon. 

Nothing herein s h a l l change or affect each party's 
obligations to pay i t s proportionate share of a l l costs and 
l i a b i l i t i e s incurred as i t s share thereof i s set forth in the 
Operating Agreement. 

The provisions of t h i s Exhibit s h a l l be separately 
applicable and shall constitute a separate agreement as to 
each well (or proration unit), reservoir, Natural Gas Policy 
Act category or other separate source of production, to the 
end that production from one source of production may not be 
u t i l i z e d for the purpose of balancing underproduction from any 
other source of production. 



ATTACHED to and made a part of that ce r ta in Operating Agreement dated 
December 2, 1988, by Jind between Mallon O i l Company, as Operator, and 
Red B l u f f Water Power Control D i s t r i c t , as Non-Operator f o r tlie SE/4 
NE/4 of Section 28-T26S, R29E, NMPM, Eddy County, New Maxico. 

THERE IS NO EXHIBIT »F" TO THIS AGREEMENT 



ATTACHED to and nau./ a part of t l i a t ce r ta in Opeictc: ng Agreenent dated 
' December 2, 1980, by and between Mallon O i l Company, as Operator, and 

Red B l u f f Water Power Control D i s t r i c t , as Non-Operator f o r tlie SE/4 
NE/4 of Section 28-T26S, R29E, rMPM, Eddy County, tfew Mexico. 

THEKE IS NO EXHIHIT "G" TO THIS AGREEMENT 
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A. A. I ' . I . . 101<tyi;6lO-19H2 

MOOHL FORM QPIiRAXING AGRIiliMENT 
.' 

OPLKATINC. AGUI'liMl'NT 

DA I l-D 

October 1 , 19 _0G 

OPERATOR M a l l o n Oi l , Company 

CONTR A CT AH l;A F e d e r a l Lease - NM-38 6 3 6_..c Qvex i n g_J.ax) r i a - i n c l ud e d 
Ln Eddy County New M e x i c o , Township 26 S o u t h , Range 29 E a s t , MMPM 
S e c t i o n 27-N/2 NE/4 , SE/4 NE/4 , NW/4, N/2 S /2 , SW/4 SW/'4 ( e x c l a d ' i 
38.08 ac res l y i n g w i t h i n the Red B l u f f Re.-^rc/ni r \ , _s<jc- t i^n-^8 A l l 
( e x c l u d i n g 203 .9 ac r e s L y i n g w i t h t he Red B l u f f R o s n r v o i r ) 
S e c t i o n 2 9 - N / 2 , N/2 SE/4 , SE/4 SE/4 

COUNTY raWPAKPHI OF __L'ddy .STATE OF .Jsleu—Mejcico. 
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I OlM-KATINCf AGRI'KMI'NT 
2 

\ 11 IIS A G I t E E M E N I , entered it ito t>y arid bciwecn M tj_i_i o i !._0_i i „C_gi iuiai \y . 
<\ , , . , heir inaltcr designated and 

*i referred io as " O I H - I a t o r " , and llit- signatory party oi parlies otlier than 0 |x / i . i iu i , sometimes lieieiualn r relerred to Individually l i r reui 

(, as " N o n Opera tor " , ami collectively as " N o n Operators" . 

7 

H WITNESSETH: 
') 

1(1 WI II-RI-!AS, the panics lo this agreement are owners ol oil and gas leases and/or oil and gas interests in (he land identified in 

11 Exhibit " A " , and ihe pailies herelo have reached an agreement In explore and develop these leases and/or oil and gas interests lor the 

12 production ol oil and gas to (he extent and as liereinalter provided, 

I 1 

M N O W , T H E R E I O R E , i l is agreed as follows: 

I") 
I i i A R T I C L E ! I. 

O 1N1TIONS 
IH 

I 1) As useil in this agreement, ihe following woids and lernis shall have ihe meanings here ascribed to ihem: 

2(1 A . The term " o i l and gas" shall mean o i l , gas, casinghead gas, gas condensate, and all other liquid or gaseous l iydicxai Urns 

21 and oilier marketable sub-.lanccs produced therewith, unless an intent lo l imit the ituliisiveness ol this term is specifically stated 

22 I). Ihe terms " o i l and gas lease", " l ease" and " leasehold" shall mean the oi l and gas leases covering tracts ol land 

IS lying within the Contract Area which are owned by the parties lo this agreement. 

21 C. l i te term " o i l and gas interests" shall mean unleased lee and mineial inleicsls in it.icts ol land lying within the 

2") Contract Area which are owned by parlies lo ibis agieemeiil. 

2d O. The tc im "Cun l iac i A r e a " shall mean all ol the lands, oil and gas leasehold interests and oil and gas interests intended to l>e 

27 elcvcTotied and operated foi oil and gas purposes under Ibis agreement. Such lands, oil and gas leasehold interests and oil and gas interests 

2(1 are described in Exhibit " A " . , 

2') E. Ihe let in "d r i l l i ng n n i l " shall mean the area lixed [or the chill ing ol one well by older or rule of any state or 

111 fedei al Ixnly having aiithoi ity. If a di i l l ing nnil is not fixed by any such rule or older, a dr i l l ing unit shall be the di i l l ing unit as establish 

I I ed by the patient ol dul l ing in (he Con l i .n l Aiea or as fixed by express agieemeiil of Ihe Dr i l l ing Panics 

t2 E. The t c im " d i i l l s i i e " shall mean the oil and gas lease or interest on which a promised well is lo lie located.. 

11 G. The terms " D r i l l i n g Pa r t y " and "Consenting P a t t y " shall mean a party who agrees lo join in and pay ils share of rhe cost of 

VI any operation conducted under the provisions of ibis agreerncnl. 

1} I I Die leims " N o i l Dr i l l ing Pa r t y " and " N o n Consenting P a r l y " shall mean a parly who eleils not to participate 

V> in a pro|Kised operation. 

17 

tH Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 

V) singular, and the neuter gender includes the masculine and the feminine. 

-10 

•II A l l ! T C I E I I . 

'i-' EXHUMES 

11 Die following exhibits, as indicated below and i l la ibed hereto, are incorporated in and made a part hereol: 

•\*\ W A. Exhibit " A " , shall include the fol lowing information: 

•I') (1) Idenlilic ation of lands subject to this agreement, 

'17 ( l ) i l l n n i i i n - . , il t-f.lt. . , I . ! • u n , 

'III (.5) Percentages oi fiactional inleicsls ol parties lo this agreement, 

<l') (1) Oi l and gas leases and/or oil and gas interests subject to litis agreement. 

Ml f>) Addresses of parlies for tiolice pui poses. 

"il t r ^ V ^ l ^ b t r - ^ ^ V E ^ i r m - o f - W i w . 

*>2 05 C. Exhibit " C " , Accounting Procedure. 

"> t Dfl D. Exhibit " D " , Insurance. 

VI 03 E. Exhibit " E " , Gas Elat ant ing Agreement. 

*>% fed—Iv Extnl-t " I " ; - N m r f Vt Te^mrr«tinrr'nml-<7rrtTtTCTitioiT"r'f Hon-Srgr fgnmf l-nri l i t tr i 

V i - t l — G . kHhifcit- "<"• " i Tm»-4WHH-wthip. 

V If any provision of any exhibit, except Exhibits " l i " ; m r f - " < r i u , is inconsi'.icnt wi lh any piovision contained in .the l>ody 

">B of this agreement, the provisions in ihe body of this agreement shall prevail. •• 

V> 

(•O 

d l . " 

(.2 
M ! 
C.I 

f.% 

(a, < 

r j . : , , . 

7n 

l • 
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l ARTICLE III. 
INTERESTS OE PANTIES 

•I iS-r—Otl-or»iP(rm I t i l f r tMdt ,)-

I . -H nny f i t l y " w n i n n ^ i d ^ n d g n ^ n t r i r - ^ m~th r - t -Wi r r a^ nil p i rp- . r - ' -n t thrt-7tT_rc«i-i»n 

7 .iii«l i l in ing l i l t ' ( r u n I H T I " I .p. il ii vvrrr i i i \ nuJ J i i _ lL -__ jL iu - i j i .< i i l mid garlr . isr ntr.lcticd hci ' . lo .is bslnbil " I I " . .mil the n u m i i l u r ro t 

ft ctUIl IM> Jwyiiii*'J-W-4Mi^H-lHHU-*by-f*»ynby~mtereit r i 1 vrYril-rrr-mrtVirmt—rtTitl^lir~iTilrTr ,ir 'nMlTr"'tr^ri—thnrTTnilrr-

') 
I I I I I . Interests <>( I ' m lies in Costs anil I ' r i i i l i u I i nn : 

I I 

I . 1 Unless changed l ly o l l l r l p i o v i s i n n s , . i l l i osls . m i l l i . l l i l l l l i e s i l l i l l l i e i l I II npc l . l l l u l i s l i l l d i l ( I i r . agl n u l l l i t s l l . i l l he I ' . - t m .HI.I 

I i p.i i i l . nnil .ill ei |iiipuieiii ,in>l m.iiei i.ils .u i p i i i i d in nprralunr. on the (ami rai I Ate a sll.ill lie ni\ m i l . bv 11>i- p.n tu s ,r. t ln i r inn I . Ms .11 <: 

I i li n I Ii in Exhibit " A . In I lie s.nne manner, the p.u lies . lu l l al-.n ovv I I i l l pn ulnt lion ol ml and gas In nu 111< < '<nu.ui Are.i sn I >|t. i t.. tin-

I ' I payment ol loyalties lo l lu -ex iu i* wi- _ t l l l C • . . . wUi . l i - i l in l l In In.rni- m Iv n in.iln i n i I.TtTi 

K. 

17 Regardless ol winch p.uly ll is ion l t ilniteil die le.i-.e(s) .mil/or oil .mil g.e. iiilcie-si|s) lu n in on vvhnh loyalty is ilue 

IM payable, caih parly eiilitleil lo leteive a sli.ue of pimlin nun ol oil .mil >;as l io in the ( j i n t i . i t I Aiea sll.ill I H . I I ami shall p.i\ ot id l u . r . ><r 

I ' l i a use to IK.' paid or dills cl i l l , to the extent of lis ii l l i ' iesl in -lu 11 pn ultu I inn, the my.i l l y .um unit stipul.in .1 In remain ive ami shall hi I.I I lie 

other parties In e f i o m any liability ihe le lot N o p.u ty shall ever he lesponsihle. however, on a pi I I e basis lughel than the pin e m m u l 

,M by siuh pal ly, lo any other parly's lessor or loyally owner, ami il any smb oilier p.uly 's lessor or n-yaltv o u i n r shoulil demand an.I 

ret i ive sell lenient on a lughel pi Ii e basis, the parly < onti ibtiting the alleclccl lease shall bear ihe ailililion.il myall y h i in l r i i attributable to 

i, sin Ii higher pm e. 

.•J 

" i Nothing lontaiueil in this A i l i i l e III 11 shall he drc-rucd an assignment or i ross assignment ol i t i l i tests i n u r e d hiti-by 

.'(• 
J7 C. Excess Royal t ies , O v e r r i d i n g Royalt ies mid Other I 'ay m i n t s : 

JH 

Unless i banged by n i h i l pi ovisious, if (be miriest of any pally i l l any lease to i e i ed In n In is snb|ei t to any m i a h v . 

I l l ov el I iding roy alty, piixhn l ion payment oi olbei bin di n on pioi l iu lion in ext ess ol the .inn unit slipul i l . I in A n n I I I II It . M I . li \ sn 

\ | I'«111 lei nit sll.ill assume and alone bear all sin Ii excess obligations and shall indemnity and In i l ihe mb, i p.n u. -s lu n In li.u udi ss In in .nn 

\J and all i laiins and demands lor payment asseiled by owners of sm It rxcrss burden 

Ci 

t j 1). .Sul)sei|iienlly Created Interests: 

f i 

t i , II any paity should hen . i l l i i uea l i ' an osenldi i ig loyal ly, pnulin l imi p.iyiui i l l or n ihi l I n i i d i i i payable out ol p i . ' i l m i m n 

\ ' ,itti ibulable In us vs. >i king unci1 si beieiindei . ol if sin h a burden existed pi ioi lo litis . ; i ; i i elm-ill and is not Ml li n i l l in Exhibit "A m 

Ul is as not disi loseil in wi mug lo all other p.n lies prim to t he exei ution ol this agreement bv all pal ties, m is in a a j . utitly ,n know le. Ii-nl . I I I . I 

I') ai ieplcd obligation ol all parties (any stu.li inteiesl bi-ing lurein.iliet le le i r rd lo as "suhsi ipn ntlv i n . i t e d i n l r r t s i " i n rspee In t ni tin 

i l l tuning ol ils dea l ion and the parly oul of whose win king interest the siibsei|iienlly i i rated interest is .Ii i iv i d b< nn; I n n n u l l , r i c l i 11 n l 

I I io as "burdened par ty" . , and. 

\:. 
t l I If tile Ininli lied pally is i r .p i i i ed iiudi I tbis agri i uieiit In assign or ri l i iupieh In any nihi l paitv. m panics, all nl a pnitu.n 

t I nl ils win king m l . rest and/or the pi odin I mil a l i i ibulable l l ie ieln, said oilier p.u I v. or p.u lies, sli ill I I . I I M I . I K I assignment .n ul i -i 

| " i procliK lion f i r e and i liar ol said siihsripiruily 11 rated mteiest and I be bil l del led pari y -.hall uni. iituils ami s.iv e said o l lu r pu i s 

U, or parties, b.umliss Innti any ami il l claims and demands lor payment asset led by owners nl I I I I - siibse.|iHUily i n . i l i . l m u i e ' i 

•17 and, 

HI 

i ' l 2 If the but di lied party lads to pay, when due, its shair ol ex print's i hargeable hr l euiidri . all pi - n. i a- -ns nl A l lu le V I I II shall I i 

*.(l enlori e.ibli against the subsei|iirnlly i t rated inlriesl in the -..line manner as ihry are m i n i i cable .ii:.iiusl the working i n t r i i s i nl 

% | the bin di ned p.u I y. 

V 

St A l t I I C I . I - I V . 

'•1 I I I I I S 

' i ' i 

^n A . T i t l e I: x ti in i ii il t i on : 

*i ? 

' I ' l i t l e examination shall be made on the diillsite of any proposed well pnm lo t onuneiii r i m i i l . I du l l i in ; n | . r r . i i inn . . - i . il 

ihe I l u l l i ng I'at lies so ropiest, title ex ai i i i iu t ion shall be nude on the leases and/or oil and gas inleicsls nn In. led. or planned lo be HI- I ml 

ed. in I he di tiling unit ai omul sin b well 1 be opinion wil l im hide the OVA n n ship of i h r win king til I ci i st, u i inr i als. rovally. m 111 idinu 

(•I royally and proi ludion payments under the applicable leases. A l the tune a w i l l is proposed, e.u h p.ulv . onn ibi i lmg leases an. I/or cn and 

l'2 gas interests lo the d n l b u r , oi to be un lutli d iu siK I I dul l ing unit , shall furnish in ()pi i . i lo i all absn... Is inn hiding Icderal lense sains 

l i l ie|xirts), l l lie opinions, title papers and c mat iv r male-rial in Its |>ossrssiiin f r r r ol i hargr. A l l sue h inli a mat ion mil in thi- posse sjion il or 

' • I made available lo Opcialnr by the panics, but i i tussa iv lor the rxauiinalion ol Ihe title, shall he obtained by Opeiator Operalor shall 

(i ' i cause title lo be examined by attorneys on its stall or by outside aiminrys. Copies ol all title opinion, shall be Inrnishcd lo each party 

<xi hetetu. The teist incl ined by Operator in dir . title ptngiam shall be home- as lollovvs: 

(.7 

' ' ^ ^ — O f i i w w Mm—tt—Vri^oi nic'ucfwl—hy^J|n.-i„l^if-4H-pem^i^ ^MH-bmmett^—rHi*f-4t?m»-tO*iI, 

11'7 Mtmf-m g ^ f t M ^ l i y - e ' ^ m i > f t ^ i m < M i v H t m i ^ ' t d e r ^ r t t t - - ^ H i ^ I I pun I 'Mhc^^limm'i i^i i twi^-w^ln-t i ' i - i i - i - iu^ 'vi i l t 'd in KKK»I>H— C " , 
7 0 nrn4~itTtill not Kr-tr-direrl rhiifgerr ^IWtHt^prrbTfiTic-tbbr-^^prrwt^ icile-in^>, 
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ARTK'IJ: iv 
I 'onlinti i i l 

1 tX] O| ' l ion No. 2: Costs incurred hy Operator in procuring abstracts and fees paid outside- ai toinrys lor rule cxamu lalion 

2 ( I IKhid ing preliminary, supplemental, shut in gas myalty opinions and division order title opinions) shall he home by the Dri l l ing I'aiiies 

V iu the proportion thai the interest ol eaelt Dul l ing Patty bears to the total interest ol all Dr i l l ing Partus as stub interests ap|x-ar in Ex 

T hihit " A " . Operator shall make no < haige lor servues rendered by its stalf attorneys or olliet personnel in the peilormanie ol the above 

luiHtions. 

(. 
7 l.ai h party shall be responsible lot seeming ( i l la t ive matter and |HHiling aiuendiiienls or agi cements required in connection 

K with leases or oil and gas interests contributed by such party Opeialor shall he responsible lor the piepatalion and m o l d i n g ol p io lmx 

b signal inns ot dec larations as well as lite i i m d m I ol heal ings before governmental agencies lor ihe sec i i rmg of spae ing or |KHiling orders 

II I I his shall not prevent any paity flour appearing on ils own behalf at any sue h healing. 

I I 

12 N o well shall be dulled on ihe Contract Area unti l after ( I ) the title In the dull.He or dril l ing unit has been examined as abuse 

I I provided, and (2) the title lias been approved by ihe examining allorney or I it 11- has been accepted In all ol the parties who are to par 

I ' l luipale iu the dri l l ing ol the well. 

1 . 

Ki IV Diss of T i t l e : 

P 

IH , 11 kn»l-r« ut Tuly; j l i uu l J any ml - m l nav-nan-i«».l CH U S W I nf i i i l i ' n t i l tlmrytrii be iHH-tTifrtttKiVtHttms-nT-Hrte! w l m h Ii»-t rywttti-m-^ 

I 1 ' tedtiction ol interest ho in that shown on Exhibit " A " , the party contributing the allecled lease or interest shall have ninety (*>tJi iMys 

-III (torn hnal deteimination of tide lailure lo ac ipiue a new lease in othei instiumeiit cm ing I be enliiely of I he l i l le ladure, whu h ipnsi 

21 lion wil l not be suh|cil In Af t ic If V I I I IT, and lading lo do so, ibis agieemeiil, nevertheless, shall lont in i ie in (one as lo all reiusiining oil 

27 and gas leases and inteiests: and, 

21 (a) The party whose oil and gas lease or inletcsl is allecled by the l i l le lailure shall bear alone the entire loss alio i l shall not I T 

J'l entitled lo recover I m m (>|X'ralor or the othei parlies any development or operating uists which i l may have thci ctnlo/c paid or ini erred, 

2 S but thcic shall be no additional liability on lis pail lo the other parlies herein by reason ol sin h l i l le lailuri 

Jd (b) There shall lie no retrnai live adjustment of expenses incurred or revenues received Irom the ope ralion'iif the interest which has 

7 7 l»een lost, but the interests ol ihe parlies shall be te vised on an acreage basis, as of the lime i l is deter um ted bnally that title failure has oc 

JH i nrred, so that the intciest ol the parly whose lease or interest is a I lie ted by the l i l le failure wil l t h i n after be reduced in the Contrai l 

2') Aiea by the amount of the interest lost; 

l() (c) 11 the prn|iottionate interest ol the oilier parlies hereto in any producing well ihercU/inie cliill cl on die Contrai l Aiea is 

t | increased by reason ol the title lailure, the parly whose title has failed shall receive the pioti-yds attributable to the inirease in siuh in 

i,J tctcst (less c osts and bunlens altribulable thereto) unti l il has been reimbursed Icn unrccnyTcd costs paid by it in connection with s iuh 

H well; 

VI (d) Should any person not a paity to this agreement, who is determined lo h i / the owner ol any interest in the title whit 'it has 

l , r , faded, pay in any m.itinci any pall of the cost of i ipei . i l ion, development, or i ipiiputc n l , such . i inoii i i l sliall be paid to ihe party or pa i l i o 

1(, who liene the costs which are so refunded; 

''7 (c) Any liability to account lo a i l nn l paily lor prior pioduclion i d / i d and gas which anses bv reason of title failuie shall be 

'•H benne by thr parly or p.u ties whose title failed in the same piopoi lini>X in which ihey shared in siuh prior produelion; and. 

'•'7 (f) No charge shall be made In the joint acioiiul leu legal expenses, fee s or sal u ic s, in connection Willi the dc Tense ol the itileieM 

1(1 claimed by any parly heieto, it lie ing the inlei i l ion ol ihe pai ties herein thai eai ll shall tlelend title In ns inn n s i ami heal all cxpeiiM-s in 

11 connection tbeiewuh 

•17 

•H 2 loss by Non Payment or Eirenicons Payuienl/i ' l Amount Due: I I , thiough mistake or oversight, any rental, shut in well 

•11 payment, min i i i ium royalty or royally payment, is n/if p.n.I oi is ei ionconslv paid, ami as a lesuli a lease m intciest therein terminates. 

4't there shall In- no inonelai v liability against the pat/y who laded in make sue h payment. I lidcss I he pat I v who tailed to make the ret|iiircd 

Mt payment sex ures a new lease mvei ing the sameyfiii crcsl within ninety I ' l l ) days Irom the discovery ol the lailure lo make proper pa v men I , 

•17 which ae epiisilinti wil l not be subject to A t p i l e V I I I . I T . the interests nl the parlies shall be revised on an aeieage basis, i lfei live as ol the 

IH date of termination ol the lease involve sl /ani l the party who faded lo make pmpet payment wi l l no longer be eiediteel with an interest in 

•l') the Contrac t Aiea on act omit of im-pfis l i ip ol the lease ot interest which has terminated In the event the parly who laded to main- the 

M) m i n i m i payment shall not bave lieen fully I einibiirsed, al the lime nl the loss, I m m the pine ecds ol the sale ed oil ami gas altr ibutalile lo 

11 the losi interest, calculaleil o n j f n acreage basis, lor the tlevc lopineul ami opeiaiing cnsls i h c i f tofiirc pud on account ol such i n l u si. n 

12 sliall he reimbursed feu iit iunovcr ed actual eosls tbeielolore paid by i l (but not lor ils sh.ur ol the ceisi ol any di y hole previously i l l illetl 

y , or wells previously abandoned) b o m so much of the billowing as is ncccssars to dice I icinihurscnit in 

I ' l (a) Proceeds of /nT and gas. less opeiaiing expenses, ibeielolore ac crued lo the c redit ol the Inst in i i res l . on an acreage basis. 

1i"> up to ihe amount/of uni trovcrcd costs; 

'•ti (b) INcMe-trifs, less opeiaiing expenses, thereafter accrued attributable to the Inst inlcicsl on an acreage basis, of that podem of 

\7 oil and gastKri rafter produc ed and u ia ik i i ed (exc hiding produc lion horn any wells I her caller drilled) <v lue h, in I he abseuie ol sue b lease 

SH termination, would be alliibulable to tbe lost interest on an acreage basis, up to the amount of unlet nv en d ensts, the proceeds o( said 

V) |MHticxt nf the oil and gas to l>e contributed by the other parlies in proportion to (heir respective interests; and, , 

/ (c) Any monies, up lo the ainounl ol uiiieeovereel costs, that may be paid by any parly who is, or becomes, the owner of tin: in lerest 

I d / - J U , for thu piiuibiept ijTp-rlJcipuc-it^-m-Uitt CoiiUuct A m i cai buvminn^ u |.ui l y - l o elm. ngiyvwecil. 

(.7 .;. 

( ' I V 4 U W Tosses: A l l losses incurred, iniW—tlum ihotu mi. lu-iih m AiCcvlw- I V . l t . l , mwl-4V.l t , - . wU»va, shall IK 1 joult 'usscs 

C-1 and shall lie Inline by all parties iu proportion lei their interests. There sliall lie no readjuslmenl ol interests in the remaining pontmn of 

f . i the Contract Area. 

CC 

C7 

CH 
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I ART 1CI.E V. 

> OPERATOR 

\ 
•1 A . Des ignat ion i i iu l Responsibi l i t ies o l Opc i i i t n r : 

"> 
(. Mallon.. Oil-Company. .—.—'J,-,!l '*',,u' 
7 ()perator ol the- Contrai l A l i a , ami sliall < ondm t ami dirci I ami have lul l control ol all operations on iIn- Gnilra> 1 A l t . as permitted and 

II rci|uircd by, and wubin l l ic limits ol ibis .igtcenictil. l l sliall londi i i I all sueb opeialions in a good and workmanlike manner, but it shall 

V have no liability as Opuator to the othei p.uties lor losses sustained or liabilities i tK i ined , ex.epi stub as may result Irom gross 

I I I negligence or wi l l ful misconduct. 

I I 

I . ' 1). Res ignat ion or Rei i iov i i l o( Opera to r nnd Selection of Successor: 

I < 

| ) 1. Resignation or Removal ol Opeiator: Operator may resign at any time h) giving writ ten notice thcieof to Non Oper itors. 

I 'i If (>pcrator terminates its legal existence, no longer owns an interest hereunder in die Conltac I Area, in is no longer capable of serving as 

I d ()peralor, Operalor shall be deetm d to have resigned without any act ion by Nou Oper al ius, exi epi the selection of a successor. 0 | t talor 

1 > may be removed if it fails or refuses In cany mi l us dunes hereunder, or bcicitnes insolvent, bankiupt or is placed in receivership, liy the 

IH albrmanve vote ol two (7)nr more Nun Operators owning a majoi i ly interest based on ownership as shown on Exhibit " A " ri-nimuing 

I') ahci exc luding the voting interest ol Ope iator. Such tesign.ition or lenioval shall not become ellee live unti l 7 (Ml o'clock A M on the 

,?ll lirst day ol tbe calendar inonlh lol lowing the expiial ion of ninety ('XI) days afiei the giving ol notice ol resignation by Opeiator or Action 

21 bv the Non Operators to remove Ope-ratoi, unless a successor Oper atoi has been selee ted and assumes the duties of Operator al an rather 

22 date. Operator, alter cllcelivc dale of icsigualion or removal, shall be IKIUIUI by the terms hereof as a Non Operator A change ol i tor 

2 \ poratc name ot strut lure ol Operatut or transit-r ol Operator's interest to any single subsidiary, p.ueiii or successor corporation shall not 

71 IK- the basis loi reinifval of 0|>erator. ,Sr>0 A r . t i . C l l i X V . A . 

7 . 

}(, I . Selection of Successor Operator: U|MI I I the resignation or tetnoval of Operator, a successor Operator shall IK- sclecli-d hy 

>7 the parties. I he succe-ssoi Operator shall be selctled horn the patties owning an intciest iu the Contra. I Aiea al the l ime such suiicssor 

>H ()pc-rator is selected 1 he sue t evsor Oper ate n shall be selee led by ihe af lit illative- vole ol two (2) or mure parries owning a major i ly inle-resr 

21) based on eiwueiship as shown em Exhibit " A " ; provided, however, il an Operalor which has been icnioved lads to vole or votes only In 

Ml succeed itself, the successor Operator shall be seletted by the affuinalive vine of two (2) or ninre parlies owning a majority intciest based 

1| on ownership as shown on Exhibit " A " remaining aflcr ext luding the veiling inn-rest nl the Opeiator that was removed 

V 
H C. Employees: 

O 
t> l i t e number of employees used by Opeialot in conducting opeialions hereuni lci , llieir selct l ion, and the hours ol lalior and the 

16 compensation lor services pe r (or me.I shall be dcterriiined by Operator, and all such employees shall be the employees of Operator. 

IH I ) . D r i l l i n g Cont ruc ts : 

V) 

III A l l wells .billed on the Cnntiael Area shall be .lulled on a competitive couliacl basis at the usual rales prevailing in the area If it so 

-11 desires, Operator may employ its nwu tne ils and ci|uipincnt in the dri l l ing of wells, bi l l ils charges therefor shall not exceed the prevailing 

•17 rates in the area and the rale of sue h c barges shall be agreed upon by the parlies in wr i t ing lie-lure dri l l ing operations are icinuiience.l, and 

-I \ such work shall IK- performed by Operator under ihe same terms and conditions as are custtimaty and usual in the area in courracts uf in 

•Id elr|>enelciit eontraeltirs who are doing wmk ol a similar nature. 

I'i 

d(. 

• 1 ' 

•IH 

A R T I C L E V I . 

V I D R I L L I N G A N D D E V E L O P M E N T 

>l 

S7 A I n i t i a l W e l l : 

•it 
11 On «f h t rWr- th f • — t b i y f d - - •,—IV ^^pe 1 ratcii l trntfrrrmmi-nrr the dri l l ing <•<« rictEfrrr 

i ") «HI «n«l g u «• liSi' billowing, luwuuci , 

V i 

.7 The i n i l i a L w o l l has et lrcady boon d r i l l e d , 
vi 
vi J -
14) and t l u l l l lmtgi tmr L.JIIUUUO Um diaUing^tii-Uic^u^Jt-wttlt-dutt-tlebgy-nccf Ui 

(.1 

nl 
I'** unlw^a ftn»wtt.» »»»- iithyf- prrtcininlly tfnrn»ni'*rixMc-»i»l«itiinff f r eondttic.n in lhe-ht»lt*;-wlm4» rcndi'fi i-lurt'h.'f drdl.n^'.mf*f».^irv#Jr-»vHte 

(•d \ajtuUototl-itt-u Imiiim- J , |>di, «.f unlet*, nlkfwft i i -1 iigrer tis ecrnplrtr of <ih«ndnn-thi—nre-ll-tir-n li-rn-r- depth 

(.7 

<>H ()|K-raloi shall make reasonable- tests ol all formations enioiiutered t iming di i l l ing whieh give indic ation nl containing ml ami 

(.9 gns in i | i iantit i is sufficient to test, unless this agreement shall be limited in its applii alinn In a spci i lu l imitat ion or formations, in which 

71) event Opcrattn sliall be teipiirecl to lest only the formation or fonnations to which ibis agreeiueni may apply. ' ^ ... ;jM*£ftr" 

• d 
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conliniMil 

1 11, in Operator's judgment, die well will not pnxluu- oil or gas in paying ipiantities, and it wishes to plug and abandon the 

2 well as a dry hole, the provisions ol A i t u l e V I T . l . shall therealter apply. 

3 
M 

i 

( > 11. Subsequent Oper i i t ions : 
7 

" 1. Proposed Operations: Should any parly hereto desire lo dul l any well on the Cont ra i l Aiea other than the well provided 

^ Inr in Artiele V I .A . , or tn rewutk, deepen or plug hai k a dry hole di i l led at the joint expense of all panics or a well jointly owned tiy all 

the parties and not then pioducing in paying quantities, the patty desiting tn dr i l l , rework, deepen or plug hack such a wetl shall give the 

' ' other parties w i i t len nol i i c ol the piei|xiscel operation, spei dying the work lo he pet lot mcd, ihe location, proposed deplh, objective lor ma 

tion and the estimated cost of the operation. T he parlies receiving stub a notice sliall have thirty (1(1) days alter receipt ol the ro tue 

I ^ wi thin which lo noii ly the parly wishing lo do the work whether they elect to participate in the cost of the ptii|x>scd operation. If i dri l l 

' ' ing rig is on location, tint it e ol a pro|Hisal to rework, plug back or dri l l deeper may be given by telephone and the rc.s|mnse period shall lie 

limited lu lorty eight ( IH) hours, exclusive of Saturday, Sunday and legal holidays, bailurc of a party receiving such notice tn reply vsithin 

l ( > the period above fixed shall conslihtte an election by that parly not lo pal Impale in the cost ul the pioiKiscd opeialiun. Any t iol i ie or 

17 response given by telephone shall be promptly confirmed in wr i t ing. 

IH 

r> 
2(1 

21 || all parties elect to participate iu such a promised operation, Operalor shall, wi th in ninety fX>) days alter expiration o l the nnlicc 

»< period of thir ty (1(1) days (or as promptly as possible alter the expiration ol the forly eight ('IH) hour [H i iod when a dri l l ing rig is on loca-

l ion, as the case may be), actually c nmincnre the pioposcd operation and complete il wi th due diligence at the risk and expense of all par 

2'I ties hereto, provided, however, said comme-iieemeni date may be extended upon wr i t ten notice of same by Operator to the other parties, 

lot a period ol up to thir ty (.10) additional days if, in ihe sole opinion o l Opeiator, sue h additional time is reasonably necessary in obtain 

^ ' permits from governmental authoii l ies, surface l ights ( int i tul ing rights o l way)or appropriate dri l l ing equipment, or to complete title ex 

27 animation or cuiative matter required for title approval or acceptance. Notwithstanding ihe lorte ntajcuie provisions of Art ic le X I , if the 

2H actual operation has not been commenced wi th in the time provided (including any extension thereof as specifically permitted herein' and 

•H> il any party hereto still desires to conduct said operation, wri t ten notice promising same must be resubmitted lo the other parties in actor-

1 " dance with ihe provisions hereof ns if no prior proposal had been made. 

I I 

12 

I t 

Id 2. ()peratieius by Less ihan A l l Parties: If any party receiving such noti te as provided in Art ic le V I I ) 1. or V I I . O . I . (Option 

I"1 No. 2) elects not to panic ipate in the prei|ieiscd operation, then, in older lo be entitled to the benefits ul this Artic le, the parly or parties 

I ' 1 giving the notite and siuh other panics as shall elect lo participate in ihe operation shall, wi th in ninety ('211) days after the expiration of 

''7 the notice period of thir ty (.Vl)days (or as promptly as |H)ssible after die expiration of the forty eight (TH) hour period when a dri l l ing rig is 

'•H on l iKat ion, ns the case may be) actually comme-iie c the pioposcd npeiation and complete it wi th due diligence. Operator shall perlorm all 

Vl 

•10 

41 

•17 

woik lor the'accciunt of the Consenting Parlies; provided, however, il no dri l l ing rig or other equipment is on location, and il Opeiator is 

n Non Consenliiig Parly, the Consenting Parties shall either: (a) rcipiesl O|>crator lo perdum Ihe work iccpiired by such proposed u|H-ra 

tn HI for the account of the- Consenting Parlies, or (b) designate one (1) of the Consenting Parlies as Opei alnr to perlorm such woik Con 

seining Parties, when conduc t ing operations on the Contract Area pursuant to this At t ide VI. I ) .2. , shall i i imply with all terms and con 

ditions of this agreement. 

•Id 

•I'i 

•It. 

'17 II less than all parlies approve any pioposcd operation, the proposing parly, immediately aftei the expiiation ol the applicable 

TH notice period, shall advise- llie Consenting Parlies ol the total interest ol the parlies approving such operation and its recomniend.ilion as 

T'7 to whether the Consenting Parties should pioeeecl vviih the operation as purposed. VM b Consenliiig Paity. wi thin forty eight (-1H) hours 

'iO (e xclusive- ol Saturday, Sunday and legal holidays) after receipt of sue Ii nolii e, shall advise the proposing parly of lis desire lo (a) hunt par 

^1 l iupal ion to such patty's interest as shown on bxbibit " A " or (b) carry ils propoi tiouale part of No l l Const-tiling Parties' interests, j nd 

*>7 failure lu advise the proposing patty shall be eht-im-d an cTi-ction nnilei (a), l n the event a chill ing rig is ni l location, the l ime permuted lor 

VI such a ICS|MIUSC shall not exceed a lolal nl (oity eight (TH) bonis (int lusive of Saluielay, Sunday and legal holidays). The proposing party, 

V1 at us election, may withdraw such proposal il then- is insufficient participation anil shall promptly notify all parties ol such decision. 

V . 

"i7 

*>H Tin- entire cost ami risk of conducting such operations shall be borne by the Consenting Pat lies in the proportions they luvc 

V7 eli-cleil to be-ar same under the teiuis of the preceding paragraph. Consenting Patties shall Keep the leasehold estates involved, in such 

Ml oiK-rations (rec and e le-ar of all liens and cntumbiani es of evety kind c iealcel hy or arising from the opeialions of the Consenting Parties. 

Ol II such an operation results in a diy bole, the Consenting Panics shall plug and abandon ll ie well ami reslore lilt- sutlate l iKa t im al (heir 

07 sole cost, risk and ex(H-use. II any well dri l led, i cworkn l , deepened or plugged back under the provisions of this Art ic le result*, in a pro-

01 tbicer of oil and/or gas in paying i|iianli(ics, ihe Consenting Parties shall complete and equip the well lo produce at their sole con arid risk, 

0-1 j , 

<v> ' : '» . 
(.7 ! 

<>R l : ' 
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AUTICLKVI 

conlitiiieil 

1 and tlie well shall thru IV mined over lo Operator and shall he opeiated hy i l al ihe expense and lor the a n n u m ol the Consenting I'ar-

2 lies. U|x>n commemement ol operations Inr the dr i l l ing, reworking, deepening or plugging hai k ol any siuh well hy Consenting Parties 

, in accordance with ihe provisions ol this Ariii le, rath Non Consenliiig Party shall he divined to have relinquished lo Consenting Parlies, 
•1 and the Consenting I'arties sliall own and he entitled to reeeive, in p io|x) i l ion lo I licit icspeil ive interests, all ol sueh Non-Consent ing 

'i Parly's interest in the well and shaie ol produuion ihercf iom unti l the proceeds ol the sale ol suth share, calculated at the well, or 

<> market value thercul i( sin h share is not sold, (alter dedutt ing produuion taxes, excise taxes, royally, overriding royally and other in 

7 teiests not exicpletl hy At t it le III I ) , payable nut ol or measured by the production Irom suth w i l l act t i l ing wi lh respect lo such interest 

H unti l it i everts) sliall equal the total ol the bi l lowing: 

'7 

IU 

I I 

17 (a) l(K)% ol e.ith stub Non Consenting Parly's share of (he cost ol any newly acquired siul.nc equipment beyond the wellhead 

I 1 connrtt ions ( int i tu l ing, bin not limited lo, stock tanks, separalots, Irratets, pumping equipment and piping), plus 100/,, of eath sath 

I i Nun Cuusciiting Party's share of the cost of opeialion ol the well comment ing wi lh lirst production and t ont i i iuuig unt i l each siuh Non 

l ' | Consenting I 'any's iclinqiushcd intciest shall tevert to it under oi l ier ptovisions ol ibis A i l i t l c , it being agieetl that each Non 

|(> Consenting Parly's shaie ol sin h Costs and equipment wil l be that interest wdtitli would have been that ge.ible lo sin h Non Consenting 

I i P.uly had il participated iu the well hum the beginning of the operations; and 

in­
to 
70 

71 (b) - I P O % of that |K>riioii of the tosts and expenses ol di i l l ing, reworking, deepening, plugging batk. testing and compli t tig, 

22 alter i lcdi i t l ing any i ash conn ibulious received under A i tit le V I I I C , and ol thai port ion ol the tost ol newly acquired t-q up 

21 nicnt in the well (to and including the wellhead tunnel lions), which vvoultl have hix-n ihaigeablc to suth Noi l Consenliiig Party if it had 

21 participated therein. 

7 S 

2o 

27 

7M A n election not lo participate in the ill i l l ing or the deepening ol a well shall be deemed an eletl iou not lo participate in any re 

2"J working or plugging back opeialion pioposcd in sutl i a well, or pot l ion thereof, lo which the initial Non Consent election applied lb.i t is 

1'* conducted al any lime prim lo lul l n-tovcry by the Consenting Patties ol the Non Consenting Party's ice oapmeiit at count. Any such 

M reworking or plugging hick opeialion contlm led during ib r recoupment p t i iod shall be- d r rmr t l pan ol ihe cost of operation of said well 

12 j tu l there shall be added lo the sums lo be recoupe d by the Consenlii ig Patties one bundled pereenl (I00'; ; ,)o( that iieirtion of the tosts ol 

I I the: reworking or plugging batk opeialion w l i i th would have been thargeable lo suth Non Consenting P.uly bad il pail i t ipaled therein. II 

11 such a reworking or plugging back operation is proposed during such recoupment period, the ptovisions of this A i tic le VI . I ) , shall IR- ap 

1^ plitable as between saiel Consenting Parties in said well. 

!(, 
17 

IH 

Y) During the pciiod of time Consenting Panics are entitled lo icecivr Nun Consenting P.utv s share of production, or (be 

'111 proceeds therefrom. Consenting Pailics shall be responsible- lor the payment ol all p imim l ion, vc-veuitii-. excise , gathering and other 

d l (axes, and all royally, ovei i iding royally and ti l l let bin dens applit able lo No i l Consenting Parly's share ol pintliicliiMi not excepted by Ar 

42 tn le 111 D. 

-1 :i 

-VI 

•I'i 

•1<> hi the case ol any reworking, plugging batk or deeper dr i l l ing opeial ion, the Consenliiig Panics shall be permitted to use, Iree 

17 of cost, all casing,, lul l ing incl cilhci cquipim-m m the well, lun the ownr iship ul all s iuh cquipim-m shall letnaiii tint hanged, and upon 

'HI abandonment ol a well alter such icwork iug, plugging batk or deeper dr i l l ing, the Consenting Parlies shall account for all such equip-

•10 mcnl tn the owners thereof, with each p.uly receiving us proportionate pan in kind or in value, less cosl of salvage. 

.0 

i l 

V 

") 1 With in sixty (Ml) davs after tin- tniuplct io i i of any operation under ibis Art ic le, the p.uly eonilneling the operations lor the 

•> 1 Consenting Panics shall bul l ish eat b Non Consenlii ig Paity with an i i ivcntoiy ol the equipment iu and tounci ted lo the- well, ami an 

"i'i itemised stateiueiil ol the cosl ol di i l l ing, deepening, plugging back, testing, completing, and equipping ihe well Inr production; or, it Us 

V i option, the opeiaiing parly, in lieu of an i l i - iunn l s ta l rmr i i l of such costs of oprrat ion, may submit a d<-tailed slalemrnt ol monthly bill 

')7 ings l ath mouth l l ierealtrr, dur ing the time the Consenting Panics are being leiinbursed as provided above, the patty concluding 'he 

IH npriatioiis for the Consenting Patties shall furnish the Nol l Consenting Parties with an i l i i u i m l Malt-merit ol all tosts and liabilities in 

V) c urreel in the operation of the well, logetliei with a statement of tin- quantity of nil and gas produced bum it and the amount e>l proceeds 

oi l realized Irom the sale ol the well's wink ing intcie-sl p iod iu l ion d in ing ihe preceding mouth. In determining the quantity ol yi l and gas 

Ol ptnducfd during any month. Consenting Panics shall use industry accepted mrlbods suth as, but no! l imited u>. metering Of periodic 

f12" well lesis. Any amount trained h u m ihe sale in other disposition of equipment newly acquired in tomiet t ion with any such riper.ilioii 

I ' l which would have- be-e-n owned by a Noi l Coiise-nting Pai ty bad il p.u lie qu i cd theiein sliall be e r edited against the total unrc-turoetl osls 

Od ol the woik clone- ami of the equipment putt based in tlclci mining when ihe intciest nl such Non Consenting Party shall reveil lo it as 

01 above provided; and if then- is a t r rd i t balance, it sliall be paid to sut l i Nun Consenting P.uly. r j , 

on , ' V' i 
07 : . • 

OH ; . ' ' . 

00 x" 
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Aitrici i : vi 
continued 

1 t i ' i | i iucd Kl |iay lot onlv ils pmpoi linn.ilc share ol silt ll part ol ( ) | i t ra lnr '-. sui Luc Lit i l i l it". which H uses 

1 Each (i.uiy sli.ill I'XI-I nit- sui l i division unlets .mil l o i m . u i s .is m.iy be ncccss.u y lor ihe sale ol us in tcns i in p r i d m f inn 10111 

A tin- Contract A i f . i . , iml. 1 xtcpt .is piovulr i l 111 A i l i i Ir V I I . I I . . sll.ill In' entitled lo rec cist- payment i l n n i l \ l i om tlit- puichascr l l i r r n l loi 

its share of .ill pruductinn 

(1 

1 In lilt- event any pai 1 y shall lad lo make :he .11 r. inginicii ls netessaiy intake in kind or separately dispose- ol Us propoilionate share ol 

i l the oil and gas produced l iom lite Contrai I Area, Operator shall have the r ight, subject lo ihe rcvoeatinn at wi l l by the party owning it. 

0 bil l not the obligation, lo purchase such oil and gas or sell il lo otl icrs^it any time anil ho in time to nine, lor the account ul the non 

I I I taking p.irly al tlie best pi u e obtainable in the aiea loi such p r o d u t H o t / A n y sut h pun lia.e or sale by (l | ierali ir shall be subjet I always to 

I I the right of llie ownei ol the pmdi i i t i i i n to exerttse al any tunc Us l ight In lake in k ind, 01 sepalalcly III.|HISC ol . ils shale ol all oil an I e.as 

I 7 not previously delivered 10 a purthaser. Any pint base or sale by Operator ol any other pari) s share ol oil and gas shall I f only for sut h 

I 1 icasonable periods ol l ime as are lonsistt tit with lh< min imum needs ol the industry mulct the p.u tic ul.ir 1 ireiuust.ini cs. but in no event 

I I loi a pennd in excess ul one ( I ) yen Notwithstanding the foregoing, Operalor shall not make a sale, int lull ing one into inlet state um 

IS uierie of anv n i h i l n.ulv's share ol gas p iod iu l iun without fir st giving s iuh olhpr party l l i i i lv ( Id) d.iy> nuttie ol site ll intended sale 

but not loss than tin? pr Leo Operator receives tor i t : ; share of 01] and/or gas produced 

•to 
tl 

'' f rom the Contract Area. 
17 0 . Access 10 C o m m i t A tea i ind In format ion 

IH 

I0 I at h p.u I y s l id ! has e .it 1 ess lo ll ie Cm i l l .11 1 Area al all 11 asouahlc limes, at Us sole 1 osl ami 1 isk to ins|>et I ni . >hse rv 1 "per i l lulls. 

70 anil sliall have access al 1 east mable I lines to mini nut inn pei laming tn ihe develupmi il l or 1 ipn. i l um tin 111.1 1111 biding < Ipcralui s l>ouks 

71 and rei mils relating I l icit tu. ()pei .1 l o i . upon r r i | i i rs i . shall hi iuisb e,u h ol the niher p.u lies w lib e upu s ul all bu ins ui rep iris bled m i l l 

72 guveinnieni.il agetu l is , d id ) di i l l ing lepui Is. well logs, lank tables, daily gaiiiie ami run I K kets and l i pm Is nl slut k on hand al I be In st ul 

71 e.uh month, and shall 111.ike available samples nl anv tores or Hi l l ings taken h u m any well drilled un tbe Cn1111.it I A l i a . Ihe tost ul 

7d gathering and furnishing mini malum to Non (Iperalor. oil ier than dial spei du d above, shall be i bat i;cd In ihe Non ()peratoi that rc 

.f> t|iiests the in Inr maliou. 

.'0 

77 l i . Abandonmen t of Wel ls : 

7H 

.70 I. Abandonment ul Dry I biles: Except fur any well dii l lei l or deepened puisuanl to A i l i t l e \ 1 11 2., any well which hay liecn 

10 drilled or deepened iindei the terms of this agreement and is purposed to be 1 ntiipleted as .1 dry hole sh ill not be plugged and abandoned 

11 without ihe coiiseiii of all parties. Should Operalor, after diligent ef fo i t , lie unable to contact any parly, or should any party lad 10 reply 

17 within lorty eight (IH) hours (exclusive uf Saturday, Sunday anil legal holidays) after leceipl nl notice ol the pmpusal to plug and abandon 

11 sui h well, such party shall be deemed tn have consented lo the proposed abandonment. A l l sin h wells shall he plugged and abandoned 111 

11 aitordauce with apphtable regulations and al the cost, risk and expense ol the parties who p.u i i i ip.Ui d in ihe insl ul dr i l l ing or deepening 

IS sin It well Any patty who ohjit Is lo plugging and abandoning suth well shall have the tight lo lake over the yvell and it ir iduci lurthct 

lo operations in seanli nl ml and/or gas subject lo the provisions ol Art ic le V I . I I . 
17 

^ 2 Abandonment ul Wells that have I ' loduied: Except for any well in wbii h .1 Non Consent operation has been conducted 
v > hereunder lor svhit h the Consenting Parlies have no! been fully reimbursed as herein provided, any well w ln i l i has IH-C/I completed as a 

producer shall not be plugged and abandoned without the touseni of all parties. II all parlies tniiscnt lu suth abandonment, the well shall 

be plugged and abandoned in accordance wi lh applicable regulations and at tbe cost, lisk and expense ul all the parties hereto' I I . v.uhii i 

C' thirty (.10) days after rcu apt nf notice uf the proposed abandonment ol any well, all parlies do not agu e tn ihe abandonment ol stu h well, 

' 0 those wishing to 1 nntit i i ic ils opei alii in from the intci val(s) of the foiinalii in(s) then open to produc l inn shall tender In each uf the other 

O par ties ils propt .rtinnate share nf the value ol the well 's salvable ni.itcii.i l and ecpiipnieul, detei mined 111 ice 01 dance with the pros ismr.s 1.1 

Exhibit " C " . less the estimated nisi ul salvaging and the estimated mst ol plugging and abandoning. I ath abandoning parly shall assign 
, ( l the non abandnmng patties, with.ml vvairaniy, exptcss ur implied, as lo title or as to ipi .ul l i ly, 01 Illness Inr use ol the ecpnpmenI and 

'7 material, all ol its inlcicst in the well and lelalcd eipiipment, together with us intciest in the leasehold eslate as lo, hut only as to. the 111 

tH terv al or intervals of the (urination or lorinatiims then opi-n to production. If the interest of the abandoning pany is or int hides an ml and 

'''7 gas interest, sui h p.uly shall execute and dehvet to the mm 'abandoning parly or parties an nil and gas lease, l imited In the interval or 111 

">0 lervals of tbe foim.i i ion 01 lormalinns then open lo p rodml ion , lor a term ol one ( I ) yeai and so long then-alter as oil andior gas is pro 

d duccd from the interval or intervals of the Innnalion or formations covered thereby.stirh- h-nv-tr rbr- ' r t i - lhe-f iwiTi- i i t^^ 
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AltTlCIJ! VI 
COIlfmUltl 

1 " l i " . 1 hf assignments or leases so limileil shall encompass ihe "<lfilling u n i l " tt|>oii which llie well is located. The payments hy, and ihe 

2 assignments or leases to, llie assignees .shall In- in a ratio based upon llie relationship ol their res|KTtive percenlagc nl participation in ihe 

, Corur-jct Area In the aggirgate ol the |>erceiilages ol participation in the Contract Area ol all assignees. There shall lie no readjustment o( 

j interests in the remaining portion ol the Comract Area. 

S 

11 Therealtci. abandoning pailics shall have no further ic:.|ieiiisihilily, liability, oi intciest in the operation ol or production Irom 

' the well in the interval or intervals then open uiber than the royalties retained in any least made uiitlet tbe terms ol ibis Article L'|HUI ie 

H tpiest. Operator shall coniiiiuc lo operate the assigned well lor the account ol the nun abandoning panics at the rales and thargt-s i tin 

') lemplated by this agieemeiil, plus any additional i osl and tbaigcs whit h may ati.se as the result ol the separate ownership of the assigned 

H) well. Upon promised abandonment of the pioduciiig inlerval(s) assigned or leased, the .issignoi or lessor shall then have the option lo 

11 rcpurthase ils pnor interest in ihe well (using the same valuation formula) and pailitipate in Inr titer opci alums therein subject to the ;iru 

I 2 visions hereof. 

I I 

I I ). Abandonment of Non Consent Operations: The pinvisions ol Ai tic le VI . I ! . I . or VI Y..2. abuse shall be applicable as between 

I "i Consenting Parties in the event of the pro|Mi:,ed abandonment of any well excepted fititu said Attic les; provided, however, no well shall lie 

Id pennant-nily plugged and abandoned unless ami mud all patties having the right locoudtul lurlher opci.Minns tin lent have turn noltlietl 

17 ol the promised abandonment anil alloided the up|Hirt unity to elett to lake over ihe well in an eiid.iiit e with I be piovisions of this Ann le 

IK VI I 

V) 

20 AKTICLE V I I . 

EXPENDITURKS A N D I . I A I I I L I T Y Ol- PARTIES 
22 

* A . Liability uf Putties: 
2-1 

•D Tlie liability of the parlies shall be seveial, not joint or collective, bath parly shall lie rcs|ionsiblc only Inr its obligations, ami 

2d shall be liable only for ils pto|iotiionate share of the tosts ol developing and operating the (milrait Aiea Aciordingly, the bens granted 

2? among the parlies in AI tic Ir V i l l i , are given lo scenic only the debts of eai h severally, l l is not the inleiilion nl the parlies to cicale, nor 

2H sliall this agreement be coiistnied as creating, a mining or other partnership or association, ot lo render the parlie s liable as p.u triers. 

21) 

IL Liens and Pitymcnt Defaults: 

.1 

12 Eae b Nun ()|Hi,itor grants lo Opcr.iloi a be n u|xm its oil and gas rights in the Cunli act Area, and a sec urity interest in its slure 

I I of oil and/or gas when exli.it led and ils inleresl iu all ctpiipmcnt, lo set ure payment ol ils share ol expense, togrihet wilh interest ihcrcun 

bl at the rate provided in bxbibit " C " . To the extent that 0|ier.itor has a security intciest undci the Ibulonii Cnnimciiial Cndc I>f the 

VI state. 0|>cralor shall be entitled to exercise the rights and remedies ol a secured parly tindet the Code I he bunging of a suit and the oh 

Hi laming of judgment by Operalor for ihe sis tiled indebtedness shall not be deemed an elec ticiu of remedies or otherwise- allct t llie lien 

17 rights or security inleresl as six urity (or the pay men I therrol In addition, upon tic-fault by any Non Opeiator iu the payment of us share 

W nl expense. 0|H-i.itoi shall have the right, without pie-judice tei othei tights or icincdics, lo collect Iroin llie purth.iw.-r the proceeds horn 

1'7 the sale of such Noii'Opeiator's shaie ol oil and/or gas until the amount owed by sueh Noil Operaloi. plus inlcicst. has been paid l ath 

-ID poti baser shall be en til led to rely upon Operator's wi it ten statement concerning the amount ul any .1. laidi ()per.itor grains a like ben 

41 and sccuiily interest It) the Non Operators tn sri uii- payment ol Operator's piopiuIiiiiiaic share ol expense 

•12 
•1 1 41 «iny pnrt-|—fnih rr n uonble- I " pirr—u-v whiter ol cipi-ncc- wilbtn—wHIy-tc^-dwy-'-ttlriT' reiulutt*n—»n~«—clnu HiMii_diejrelt«»' l><" 

•11 Operatur, the non defaulting panics, including Opeialnr. shall, iipun tnp__rsjJj_yJL^M^ in the proportion that 

'IS ihe- intere si ol rat h sin h pan v_- l_u-.ili-iujii*ciileo--vt^'TlhKMTiTr().u lies, bach paity so paying us share nl ihe unpaid amount shall, lo obtain 

'id ieiiiwi^iliJITr^'i-udiwicKil, btf cubiuguKKl Ui llu» MH.vmly nghli. Jti.cnl»v>l-uy-rW4-ifvgt»uig piUngHiplc. 

47 

'IH {'.. Payments unci Aeiounting: 

•19 

St I I'xc rpl as hrrriii nihi l wist- Sprt ifie ally provided, < )pci atoi shall promptly pay and cli't h.u ge e-xpe list ••, nn ui led in tbe tlcv cl. ipinc-iil 

51 and operation ol the Contract Aiea puisiianl lo tins agtrruii-ni ami sliall chaigc each of the panics hen In with iluir rcs|x-i tivi pn>|Kir 

52 litiuale shares upon the expense basis provided in Exhibit " C " . Optr.iliu shall keep an act male rec out ol 'he joiui at tmun lit reirn.lt I . 

Ss showing expenses inc ui red and charges ami ercdils made and received. 

SI 

SS UtJtffcttor, ut tu. W1̂ 4.CHMII cibull bav't* thv-»4ght"4M»w-ct4im lu time tu dc'iimnd t+nd icvus'c Ucuii the mltw-piiiu.*. pucu.^in UL .I.,I 

Vi ol their it-spec live shares uf the estimated .iinnunl ol the expense lo be tlie lured in npetations bi n iui.lt i d^umix_li«--tTrTt1^snT^^ 

S7 mtinth, whu h right may be exercised only by submission lu e-ae h sue h parly of an ilemi/ed stjijcjlii/nt-ul'"XiTi7--.liin.itcd ex|>ense. logt iher 

SH ivrth au invoice lor ils shaie tbeteof Pat h such statement ami invmcjrjmj|ii^|juym('i^ advantenl csluuait-d expense- shall be submitted 

S'7 on nr hrlorc the 2<)lh day of lilt- next prct tiling inonjJ^Ji*-brp1Tly shall pay lo Opernloi ils piopuilinn.ite share ul such csiuntttc w dun 

t i l bllci-n (1 S) days aflcr sui h estiiuali' jiiJ-tfvrcllTe is received. If any pally lads lo pay ils shaie of said estimate w it bin Said lime, I he am. nun 

(d due shall beoiimuj*tf-as"b< ovielrd in Exhibit " C " iniiii paid. Propel ad|ustliicnl shall be made monthly between advances and miu.il ex 

(i7 pttmsTTcTthc* ottJ-Uuti-4*qt.h paity tlx tit Iwjr^iJ.^v^atawt^ui^ttkatiauc^Jttij^-t'f- avCtwl «mf*v4iM*. invuta^T-atiJ icu more. 

(»1 • ' 
D. Limitation of Expenditures; 

<<<> ."( 
" i I . Drill or Deepen: Without the consent of all panics, no well shall be drilled or deepened, except any well drilled or'cltt pined 

( 7 pm-.ii.iiii to the piovisions of Arl i . le VIII..?. of this agreement. Consent In the drilling or deepening shall uii hide: ' 

( H 

(?) 

71) 
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A U T K I . I . V I I 

<<>t il im n-< I 

J I rl—' *[•' 'n"• 1 ' ^ 11 •" 1 -f •• - •" • • ( •• • I. • t. .11-..^ • •• 1 • •(•••Vrn 'ifri^U^ i ' - - " ' p ' - - ' " ^ --|-'-|-p"'i| ' 1 ' 'I 11 Ir- Ii i ti "ft, 

2 m<'< t'wir)' i nn i r i rg r - i rm f iW~mTt . i re f n f i b t r r v 

I 

\ I n ! O p t i o n N o . A l l m i rss.u y r x p r u d i t u i c s lo r t lit- d u l l i n g o i <t< i p i n i n g .o u l l i s t i n g o l t i n - w i l l W i n n M H I I w i l l has t r a i n e d ns 

' i a u l h u i i / c d i l l -p i I t . .m i l . i l l I r s i s have In r n i o i n p l c n d , .mi l I In- n -.nils l l u i i n l l u i lushed l o the p.u in s, < >pei . imi sl l . i l l g ive m in i i - i l i . i l . n. . in c 

It In i tu - N o n t Ipi- i .K ins w h o II.I v r ih t - r i gh t t o p.n l i t ip .u i i n t i n - t nu ipt t - l l u l l I nsls. I h r p.il l i r s I r i r i l i n g sin h Unl i t r s l l . i l l h . n r lo i I \ t i g lu 

' ( iH) h o u r s ( r x t l u s i t r o l Sat i l l day , Snni l . iy and legal ho l i days ) in w h i t h I n .Tn I l u p.u i n ip . i l r i n l l l r st m u g u l . as ing . i l t t l l i l t - m i n p l i l i nn H 

11 t e m p t S in h t - l i t l i n n , w hen m a d e , s l l . i l l int hu l l - eonsi u l In .i l l i icccys.u y ex p i m i l l i l l es I m l l l r t n i n p t i l u i i ; . in.I e q u i p p i n g n l s in l l v i l l . m 

' ) t l u l l i n g necessary Link age . i i u l / i n si11 L i re Lit i l i l i r s l - .u lu r r n l .my p.u l y le t r i v i n g sut h n u t u r m i r p l v w n l u i i t i n - p n m i l ,il» i v r l i x . t l sh.i l l 

10 i n n s t i l u t e an .T i t l u m hy that p .u l y n n l l u p a i n t ip. i le in 111 • - i n s l o l the t o m p l r t i n u a l l ' - m p l I I m l . m i n . n r . hut It v . l h . u i a l l n l l l l r i. ir l ie- . 

I | t i n l t o sel pi|>e an i l tu a l i i m p l a t n t i i p l r i i o n , (he p r u v i s i m i s n( A i t i t l e V I I I 2 In le tT ( i l u - p l u . r . r " n w m k i n g , i l r e p e t i i i i g u i p l u g g i n g 

I 2 h.it k " as t i u i t a t i u x l i n A r l u le V I I I 2. shal l he i l r r i u r i l l u i n t i t u l e " l o m p l e l i n g " ) sh. i l l app ly l u t i n - upe i at m i is t in re . i l t i i t u t i . l u i It tl hy less 

I 1 than al l p a r t u s. 

I t 

| s, 2 I d - w o r k or I ' l ug l l . u k : W i t h o u t t in - t u u s r i i l u l al l p a i n t s , u n w i l l shal l he t e w u i k u l u i p l ugged h.nk r x i r p t a w i l l rc w i n k e d ur 

10 p l ugged hat k p i u s u a n i In the p i o v i s i o n s u l A r l i t te V I 11 7 n l l l us a g r e e i n e n l . (au is t i l l to l l i e resit M l .u i i ; o i p l u g g i n g h.n k n l a wt II s l ia l l 

I 7 i n t i t u l e all nei t-ssary expen i l i t u res iu t o i n l u i l i n g sui I i o | i e i a l i ons ami c i i t n p l c l i n g am i e i p i i p p i u g n l s.n.1 w e l l , un l u l l i n g ne tessary tankage 

I I I an i l /o r s i t i l ace l a i i l i i i e s 

10 

. '(I 1. O t h e i Op i - ra r i ons : W i t h n u l l l l r t unse i i t n l al l pa r l i es , O i i c r a t u r shal l m i l i l i i . l t l l . i t . . ' any s ing le p r i i | c i I i r asona l i l y r s t i i u a i r t l 

71 l o re i p i i r e an e x p e n d i t u r e i n e x i t ss i i f . _ . S C V l l l l t Q O I I - T h o i . l S d l u i J ? i v a _ I l U l l d L ' u d I l u l l . ns t i . 1 7 r 5 0 0 , 0 0 . ' 

77 t -x tep ! in t i i i i n t i l i o n w i l h a w i l l , i h e i l i i l l i u g , l e w o i k u i g , d r c i H I i i n g . e n m p l e l i n g , re i t u n p l i l u i g , u i p lugg ing , ha tk o l w h i t l i h.is b u n 

. '1 p rev i ous l y a u t h o r i z e d I>y or pu rsuan t l u i h i s a g i c c n m i l ; p i o v u l c i l , h o w e v e i , i h a l . i n ease u l exp lus h i t . Hood nr u i he r sml. te i i 

71 e m e r g e n c y , w h e t h e r o l the same n r i l i l l c i e m n a t u r e . ( I p c i a t u r m a y lake s u t h steps am i i i i c u i s i u h expenses as in Us o p i n i o n arc r e q u i t e d 

2' i (o i lea l w i t h the e m e r g e n c y l o sa legua i i l h ie an i l p m p r i t y h u l O p e r a l u r , as p r n i n p t l y as (Missihle, shal l i t - p u n the e i u e i g r i i i y t o th . - o the r 

70 par t ies . I I O | « ra lo r prepares an a u l h o i i t y Inr e x p e n i l i t u i e ( A l l ) l o r i ls o w n use, O p e i a t o r shal l l i i i n r . h any N u n O p r l . i l o r so re tp ies l i ng 

77 an i n f o r m a t i o n copy t l u reo l lor any s ing le p ro je t I m s t i n g in excess » I . . S u V O I l t C C I l . . ' H l O U U a i l d a n d F i V « - I l u t l d L ' a d 

7H D o l l a r s ( I 17._, r i 0 0 . 0 0 ) hut less t h a n t he a i n o u n i l u s t sel l o r i h ahove in l i t i s p a i . i g t . i p h . 

TO 

10 V.. M e n t a l s , S h u t - i n W e l l P a y m e n t s n m l M i n i m u m H n y i i l l i e s : 

M 

1.' Renta ls , sh in in we l l p a y m e n t s a m i i n u i u m u n n i v a l i n ' s wh i t h may h r i n p u i r i l t u i . l e i t he l e i n i s u l .my lease shal l he pau l hy the 

I I t U U ^ J j J t i ^ ^ 111 t he event I w u in m u r e p.u l i t s o w n ani l h . m - i o n 

1.) t r i h u t c i l in te res ts in the same lease t o th is a g r e e m e n t , such par l ies may t l cs igna ie one o l s i u h p a n i c s t n n u k e s.ml p a y m e n t s (or am i u n 

IS behal f of al l such par l i es . A n y p a r t y m a y reques t , am i sl ial l In- en t i l l e t l l o rece ive , proper e v i t l e i u e o l al l s u t h p a y m e n t s . In the i t e m n l 

V i f j i l u i e t o m a k e p roper p a y m e n t o l any i c n t . i l , shut in we l l p a y m e n t ur m i n i m u m l o y a l l y t h r o u g h m is take ur ove rs igh t w h e r e su b pay 

17 m e m is r e q u i t e d I n c o n t i n u e the lease in l o n e , any loss w h i c h resul ts b o i i i sui h n o n p a y m e n t shal l be b n r u e in accordance w i t h t he p r o 

I I I v is ions o l A r t i c l e I V 11 / . 3 . 

10 

011 Ope ra to r shal l n o i i l y N o n 0 | n - r a t t i r of t he an t i c ipa ted c o m p l e t i o n o l a shut in g.as w e l l , or the - . h u l l i n g in o t r e t u r n l o p n u l m l i n n 

.) | of a p r m l t i i i ng gas w e l l , at least f ive (* i ) t l . ivs (ext b i l l i n g Sa lu r i l . l v , Sunday a m i legal b u l n l a y s l , or al l l i e eat best u p p u i l i u i i t y | H i n n t t e i l bv 

. 1 . ' i i r e m list a l ices, p r u i r to t a k i n g s in 11 a. l i n o , h u l .e.-.ull irs m i l i ab i l i t y Inr l a i l u re l u t in so. I n t h e e v r n i o l l . u l u ie by O p e r a i u i t o ' . nu t i t y 

•t 1 N o n O p e r a t o r , the loss of any lease l o n l i i bu te t l h e r e t o by N o n < )pc ra ln r Inr I . I I I I I I e n , make l i u u T y pa v n i r n i s n l any shut i n w i II p a y m e n t 

.p | s l ia l l I K ' burn t - j o i n t l y by t in - par l ies h e n t o u i i t l c r the p rov i s i ons of A n n i e I V I I 1. 

•Pi 

•Ui P. T a x e s : 

' 1 / 

•1)1 l b - g i n n i n g w i t h the l i r s l ca lendar year alter t he el f tx l i v e dale he reo f , 0 |K- r .Unr shal l render Inr .ul v a l n r e m t a x a t i o n al l p r o p e r t y 

• >') s n b j m t o tb is a g l e t - m i n t w h i i b by law s h o u l d he i c i i d e i t d (or s i u h taxes, am i i l shal l pay al l s m h taxes assessed t h e r e o n K im r they 

'.(I I H T n ine d e l i n q u e n t P r i o r t o i l u - l e n d i l i o i i d a l e , e.u l l N o n O p e r a t o r s l ia l l f u r n i s h O p e r a l o r m f m i u a l m i i .is i n b u r d e n s On i n . h ide , b i n n m 

M be lun i i c .1 t o , roya l t i es , o v e r r i d i n g roya l l i es and p r o d u c t i o n p a y m e n t s ) o n leases and m l and gas u i te res i s t n n i r i b u t e d hy s m h N m i 

V O p e r a t o r . If t he assessed v a l u a t i o n o l any leasehold estate is r t d i u c d by reason o l i l s b e i n g subject to m i i s i i m l u i g excess r n y a l i u ' . . use< 

s, I r u l i n g roya l l ies o r p r n d m l i n n p a y m e n t s , the r e d i i i t i o n in ad v a l u i e m (axes r e s u l t i n g t h c i i T m i n shal l u i u i e I n the he i i e lu uf the nv .nc r u i 

Y l t i w n e i s uf sut h le. isebul. l es l . i te , and O p e i a t t u shal l adjust t he cha rge t u sui h u w n c i in u w i i e r s so as In n-l lect l l i e l i cueb l t-I sut b t e d m 

V> l i o n . If the ad v a l o r e m taxes .ue based in w h o l e o i i n p.u t u p o n sep.u ale va l ua t i ons of eat I i p.u i ) s w m I.nig u i l c i est, t h e n in n w i t h s t a n d i n g 

SO a n y t h i n g to the c o l i l i a i y h e r e i n , t barges to the jo in t at c o u n t shal l he made a m i p u d by t h e par t ies l u t e i n in a n u n l . u i i c- w i t h i l u - tax 

V7 va lue genera ted by eai h p a i t y s w m k i n g t in crest . O p e r a l u r shal l b i l l the o t h e r p.u l ies Inr the i r p r o | n i i m u a i e shares u l al l lax pay in cu ts in 

M l t h e m a n n e r p i o v i . l e i l i u E x h i b i t " C " . 

V ) 

i i ) If Op t r a to i cons ide rs any lax assessment i m p r o p e r , O p e r a t o r m a y , al i l s d i s i r e t u r n , p t m . si w i t h i n i b r t i u i r am i r u a i i m r 

O l p ies t i !hed by l aw . a m i p i u s c r u t r t he p m t r s l I n a f i na l de l i i m u i a l i n i i . unless al l |i.u i u •. agree I n ab.u i . lun l l i e p iu ies t p i m r l u hp il de ie i 

(,,'_ m i n at i n n . D m i n g t he pendency nf . i . l n n i n . u a l i ve i n |..<li. i.il p i n t c e d u i g s . ' )pei a i m may elei t t u pa v. i unlet p u .test. a l l sue b taxes .. m l a m 

1,1 in terest and pena l l y W h e n any s u t h p i u l e s t c d assessment shal l have been l i n . i l l y i l e l n i n u i e t l . 0 | n i . i tm shal l pay l l i e lax lor iht t |u ln t at 

1.1 i o i i n l . t oge the r w i t h any interest ani l pen. i l l y at cr u c d , am i i h e l o i a l i ..s( shal l I hen be assessed against i l u p.u l i t s, and h r paid by t i n i n , as 

l,' i p i n v i t l i x l i n Exh ib i t " ( . " ' . | 

M l 

(, / I-at h pa r i y shal l p ly or t ausr to be paid al l p l u d i u l i o n , sevel ant e, ex t rse, ga l h i i i n g and o i l i e r l as . s u i ipus . d i i |K in u r w i t h resp. 11 t o 

(J l t he p r o d u t i i o n i n h a n d l i n g uf s u t h p a r l y ' s sha ie u l n i l a m l / u i gas p r n d u n d unde r t he t r i m s nl i l u . agr t r i i i e n i 

(.0 -t • 

vo , ' 
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ARTICLE: VII 
c o n t i n u e d 

I G. Insurant c: 

t 

\ At ill Onus while operations -.ire tt i inl in n i l hereunder, Opci.ilot sh.ill comply wi lh the wmkiucn 's tonipcnsaliein l.iw ol 

.) the slate where ihe operations ate being conducted, pinvitletl, htnvcvci. ih.it Opcratoi may he a sell insurei lor li.ilnliiy under saitl t om 

"> pcns.ilton laws in w lu th event the only ch.uge that sliall he made lo the joint net min i sh.ill he as provided in Exhibit " C " Operator shall 

(, al .o t an y or provide msiiiaiicc lor ll ie licni lit ol the joint account ol the parlies as outl ined in Exhibit " I ) " , ait.it lied lo and mailt a pat t 

7 hc i t i i l Operator shall require all contr.tclois engaged in woik on or lor lite Conti. icl Aiea lo lemiplv with the workmen's com|<eus.nion 

H law ol lite slalc where the operations a'e being intui tu led and lo maintain sut h oilier insuiaiuc as 0 |v ra to i may require. 

0 

| n In the event auloniobile public liability insurance is spei ilied in said Exhibit " D " . tu subseipieiiily ic icives ihe appiocal ol the 

| | parties, no cliietl charge shall !><• tn.iclc by Operator lot premiums paid lor such insuiaiuc lot Opci alt it s aulunioltve equipment 

12 
I \ A R T I C L E V I I I . 

I I ACQULSEI I O N , M A I N I E N A N i : E : OR I RANS1 l i t O l I N I I R E M 

I'i 

l o A . Surrender of l enses: 

I ' 

|H The leases eovcicd by ibis agieemeii l , instil.it as they einbrate acreage iu the Cunl ia t t Area, sh.ill not be surrendered in whole 

|<> cn in pan unless all panics consenl ihcrcto 

2D 

71 l luwever, should any p.uly desire lo surrender its interest iu any lease or in any |Kirliou (bcreol, and the other parlies do not 

77 agree or tonsenl ihcieto, llie parly desiring to suricnder shall assign, without express or implied w.ui. iniy ul t i t le, all ul its interest in 

\ sin h lease, or |Hiil iou iheteol, and any well, material and equipment which may In' located (hereon and any rights in pioduct oil 

• 1 thereafter secured. In the parlies not consenting lo such suricnder. II (he interest of the assigning parly is or includes an oil and gas in 

2'i Iciest, the assigning party shall ex i tu le and deliver to the parly or parlies not consenlii ig to such surtcndei an oil and gas lease covering 

2l< sin h nil and gas intciest lot a letm ol one ( I ) year and so long therealler as oil aud/or gas is pi mint ed Irom the land covered thereby,-CMM-H 

27 tthitt* to bv on itut-tofm-rttuiehyil hereto «•» buh tb i t - ^ iH" . L I |K I I I such assignment nr lease, the assigning parly shall be relieved Irom all 

>H obligations therealtei accruing, but not tbcictofoie accrued, wi lh respect lo the inleresl assigned or leased and the operation ol any v.t ll 

* ) attributable therein, and the assigning party shall have no lurther inleresl in the assigned oi leased premises and ils equipment and pro 

td due l ion oilier than the loyalties retained in any lease- made nuclei'the terms ol this A n n i e The parly assignee ttr lessee shall pay lo the 

I I paity assignor or lessor the reasonable salvage value ol the l.itli-i's interest in any wells and equipment am ibulable in ihe assigned en le as 

t j ed aeieage. The value- e>l all material sliall be elelermincd in accordance wi lh the provisions of Exhibit " I " ' . less the estimated cost ol 

\ \ salvaging and the eslimalcd cosl of plugging and abandoning. If l l ie assignment ur lease is iu lavur ul I I I .HC il i . in nut- parly, the intert-st 

VI shall IK- shared by suth parties in the prnpuil inns lh.it the inleresl ol each bears to the lotal inleresl nl all suth panics. 

t i 

yc Any assignment, lease or suiiendcr made illicit I this ptovision shall not lecliice nr change ihe assignor's, lessor's nr suricndci ing 

U patty's inleresl as it was iiiiinetlialely bcloic the assignment, lease nr surreiielci iu the- balance- nl ihe ' nnlr.it I Area; and the acreage 

\)t assigned, leased or surrenderee!, and subscqninl opciatioiis theicnn, shall not therealler be siihjctl In the tci ins and provisions ol tins 

(7 agreement. 

• 10 

• 1 | H. Renewal or Extens ion of lenses: 

•12 

•t 1 If any party set tires a renewal ol any oil and gas lease subject lo this agreement, all other panics shall IM- notified promptly, m d 

41 shall have ihe right fur a period ol thir ty (.10) days following, revcipl ol smh nut ice in whic h In dec I tu p.u lie ipate in the ownership ul the 

I'i renewal le ase, insofar as sut b lease allctts lands wi ib in the Cimliac I Are a, by paying to the patty who at quired il then several prope r pro 

.Vi port innate shaies of the at qui sit ion tost allot aleel lo that part ol sue h lease within die ConO.iel Area, w hn b shall be in proportion lo the 

•17 interests held al lh.il time by the parties il l l l ie Content I Area. 

4K 

VJ If some, but less than all, o l the parlies elect lo participate in the puichasc ol a ieni-w.il lease-, it shall be owned hy the panics 

*>0 who elect to panic ipate therein, in a ratio based upon the relationship nl their respective peucnlage ol p.iitn ip.ilum in the Couti act A tea 

s, | to llie aggregate of the pei i images ol par lie ipalion in the Conn act Area of all pat lies pariii ipaiuig in the pun base ol such ienew.il lease 

}2 Any renewal lease iu whit h less than all parties elec t to participate shall not be subject to this agree min t 

•i'i 

Vl Eai b patty who participates in the puiehase ol a renewal lease shall be given an assignment nl us pi u p m innate interest therein 

"i'i by the acquiring parly. 

V i 

V7 Ihe pruvisiuns ul line Art ic le sliall apply to renewal leases whe ther they are fm the entire interest mvci i- t l by the expii ing le.isc 

iH tu i nver nnly a purl inn nf its area en an inleresl the rein Any renewal lease taken biTnre die expiratiun nl Us pi etlet essnr le ase, ui taken ur 

V) tontra i ted fui wi l lun six (0) mnnlbs aflel l l ie cxpualiun uf the-existing lease shall he subject tu this pint lumr. hut any lease- taken nr eun 

fa) tr ai (ed lui mote- than six (n) mnnths alter the expii at inn ul an existing, lease shall mil be deemed a tcnc-w.il It ase and shall nut be .sub|ei I tu 

t i l ihr provisions ol this agreement. 

,i7 

M The pruvisiuns in llus Art ic le sliall also be applicable lo extensions of oil and gas leases. 

(vl 

(i'i C. Acreage or Oiish C o n t r i b u t i o n s : i | . 

<•'• ' ; 
(.7 While tbis agreement is in l one , if any parly eunttatis lor a i ontr ihtnion ol t ash towards the dul l ing ol a well or any tit her 

(Jl operation on the Contract Area, such e emu ihutioti shall lie paid In the parly who tumble led the di i l l ing or olhei O|x:ia0un ajid shall W 

00 applied by it against lite cosl of such drilling, nr olhei operation. If the t im i r ibu t io i i be in the form ol ac re age-, the parly ttTwhiJIri the- con-

70 tr ibi i t iot i is made shall promptly lender an assignment of the aeieage, without warranty of t i t le, lu the 1 bi l l ing P a r t i e s ' ^ J j ' i e J J ^ _ j ^ [ ' a " l s 

11 
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A U T I C I . K V I I I 

continued 

1 said Dulling Panics shaml ilu- cosl ol ill illing I lie well. Sin h acreage sliall I f conic a separale Conlrai I Ana ami, 10 llie extent possible. I f 

2 governetl by provisions iikniical lo this agreement bath party shall promptly noiify all oilier panics ol any a< rcagc or r ash cnmributi .ms 

.1 it may obtain iu support ol any well or any iitbei operation on the Contrail Area. I he alxive provisions sliall also I f applicable lo op 

•1 tional rights to earn acreage outside the Conli.nl Area which are iu sup|Kirl ol a well chilled insult- the ('outran Area. 

S 

0 II any party contracts lot any cnnsitlcration relating tu disposition ul such party's share nl substances pioduce-d hereunder, such 

7 consideration sliall not be deemed a ccmltilmlion as contemplated in ibis Article VIII.C. 

K 

') I ) . Mniuteiiiicic cr ol Unibirm Interest: 

in 

| | ri>f ihe puUHfH^-ul-cii.HnlHiiiing-iHIiloi intly-cil-»»wrier^lu|>-Hi-i4ii> cnl Htul-gnv-h-w.t4i*dd^i4>'re'a.w<Mvd bv dm, ,nn rviiiciUj j t • 

I 7 paity shall sell, encumber, nansler nt nialce other dispositinii ol ils iuiere-.l in the leases emhi.iced within the < njaiiJve-rVrTTaiiai in wells, 

I 1 c'cpnpniciil ami pnxlmlinn unless such tliS|Hisi(iciit covers cither: ^ " ~~ 

I ' i I . the entire interest ol the panj^in^ajl iVac-cx- ̂ TtTTetpiipint in and piuduclion, nr 

1 7 J««alC^uaTcuklividW-i4ii^^M -in—all dtv4M -̂>m>l cHpupiiitHiwmb^Hnihu'itcrti-it»-thi--<<niTrni-t An n 

\ >i1 t'ti t oij_n , r;l iii ] l nob i i i iH-i i l l any ackli t ional tank b.j t t i?r i .09 for Wo l i s Nos. 1 throuqh 0 already d r i l l e d 

711 and sliall he mailt wilbiiul piejudiii' In llie tight nl the- Olhei pai ins 

71 

.'7 II, at any tune the inleresl ol any parly is divided among and owned by lour or mine co owners, Operalor. at us disc return, may 

2 t rcijuire such co owuets to appoint a single ti uste e or agent wilh lull auiboiily lo receive notices, appinve ex|n udiiuii s. receive billings Inr 

7 1 and approve and pay such patty's shaie cd llie jnint expenses, anil to deal genet ally with, and with |iovve r to hind, the leiuwners ol sin Ii 

7'i paily's interest within the scope ol the opeialions einhiaccd in this agieeuicnt; however, all such co owners sliall have th- ughl in ciitei 

2d inin and execute all contrails or agicements Inr the disposition ol their resp.itivi- shares ol the oil and gas ptixlund Irom •',:<• Cunt rati 

77 Area and they shall have the light In receive, stpaiaiely, payment til the sale proceeds lluieol 

7M 

20 l i . Waiver ol Rights to Pnrtilinn: 

til 

t | II permitted by the laws ul the state or stales in which the properly luce-led heieby is located, each p.uly herein owning an 

17 undivided inleresl in die Contract Area waives any and all rights it may have In paililinn and have sc I .end; in it in scvclalty its undivided 

.11 interest therein 

M 

IS Vi I'M-IWnVH>l-H«g;ht-lci- Puryhinwc— 

10 

1 7 MimiUI imy puny Jw..u*» tu M'lU-all-m-.,my puit »d iia. tntgiwi.u tin Jul—Lbi*—agi MWUIWIU.,, UI-AU . i iM,ht>- and u,Uirn,n ;n th.i t. ,auj^J 

tH A tea, it shall promptly give writ ten nolle c to the olhei panics, with bill mini mat ion c omei iimg Us pmpi .sed sale •__tjuJ*-ib îTrirnt hide tin 

Vt name and addre ss ul die pi uspc-i live pun hasei (who iiiusl be leaely, vs illing and able tu pure ha-^j j j j^^i irr iasi- pi it e. and all other tt ins 

•Kit ol the oiler. The othei p.u ties shall then have au opiion.il pi nn right, lor a petiue| J-JLM ri TTeTfilays alici receipt nl the mil ice, lu pun base 

•1 I on the same Icims and t onilitions the inte ret which ilu oilieij_njj^-rirTTfiew^ lo sell; and. il this opt inn. I tight is c.xi ic ised. tin port I i.e. 

'17 ing p.irties shall share the pun based uili n-siJIJjJu^irnpTTTtitins that the inlcicst nl each hear-, to the tnial interest ol all purchasing >ar 

1 l i e s However, there shallITje_-_|jXi^rfffen7^ light lo pun base in those cases where any party wishes In mortgage ils mtensts. ur tu 

'V1 d\\[<ij^cjAj\^jiiXvrr^'rW7 rem gam/atinn, c nnsulitl.itum, oi sale nl all or snhst.uili.illv, all ul ils assets lu a subsidiary or p it cut c. mi 
l \ % . . . p i T t y i ^ r 1 . . .fl . . . 1 . . . . I . . r y . . I , , | V « , . r t l i . t l , , | . „ i , . . t . , f I , . , . « , » , . . . l l | y , * l t l . l l u J l ^ i l t y J „ W . t M l » l o . . . w f t f c , • l , . . f ~ r f ^ p - t „ . 

•Ul 

17 ARTICI . I i IX. 

IH I N T I i K N A I R l i V I - N U l i CODIi l - t l i C I ION 
•10 

50 This agreement is nut intended tu cicalc , and shall nut be cnustriied in c reale, a lelaticiuslup nl pai Itici ship nr an associ.niun 

51 Im probt In-1 ween or among llie partie s herein. Notwithstanding any piovision hen-in that the tights ami liahihtie s hereundct arc scv 11al 

52 and mil joint nr eulleclive, nr that ibis agreement ami uprialums In icunelcr shall not etiusiiiiile a p.utm tsl.-.p. i l . Im Icderal im ninr lax 

SI purposes, ibis agieemenl and the operations lure nuclei are tegaideel as a partnership, each pally herd y allecled elects to be- ex. lutlnl 

S I hum the applic anon ol all nl the provisions ol Subchapter " K " , Chapter 1, Subtitle " A " , ol tin- Inte ln.d Hen nm (aide nl P7S I , as f r 

Vi milted and .nub. u jjed by Six turn 7d I ol the I aide and the regulations piomulgalcil I hereunder. ()pcr,uui is an I Inn i/etl and tlirccle.l t.. i s 

Sr> eculi- un Khali ul eai h paity heieby alleited suth eviilcnee ul this eleciton as may be re.piireel by the Sccrcl.uy ol the Treasury ol il.e 

-vj Lliuled Stales or the I cilefal Internal Itcvcnue Selvice, int biding specilii ally, but not by way ul bmilatiuii. all nl ihe returns, Manumits. 

SH and the data tecpiiied by I t-elcial Hcgulalimis l .7ol. Shnuld then I f any requirement that each p.uly heieby aliened give lurtbi • 

SO eviilruce ul this election, each suth parly sh.ill execute such diicuiiients nml lurnish siuh cither evidence as mas be reipnind hy llie 

(41 I cilcral Internal Itevciuic Se-rvie e ot as may be neccssaiy to evidence ibis election. Nn suth parly sliall give any nniices or lake any min i 

C| ae linn inconsistciil with (he election made heieby It any present or Inline income lax laws ol the slate m stale-, in which the C.nliai I 

1,1 Aiea is located cn any Inline income tax laws ol the United Stales contain provisions similar (o those in Stilthapi'-r " K " , Cbaptei I . 

I , i Subtitle " A " , ol the Internal Itcvcnue Code ol 10S-1. mi.lei which an elation similar lo dial pteivided bv See turn 701 ol die Ccxlc is |H r 

C-1 nulled, caih parly her thy alfei red shall make such election as may be pel nulled ur rei|uiie.l by such laws In making (he lorcj_.)irig i lei 

(,S linn, each such parly states thai die income dcliveel by suth patty bom operations heieuinler can I f adequately determined vsji|bout ihe 

CC compulation ul partnership taxable income. ' ! 

0 7 OH \ •• ; 
co i " 
711 .A.t^^tL 
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1 A K T I C l E X. 

2 CLAIMS A N D LAWSUIT'S 
i. 

•li Opcratm may settle any single utiiiisuicd third party damage < laim oi sun arising hum operations hereunder il die expenditure 

'. does mil exceed _'1'C1L Tl lO.U LiUJiC] Dollars 

(> (\ 1.Q.,.Q00^ (10 _ _) and il ihe payment is in complete settlement ol such e laim or suit. II the amount required lor sell lenient ex 

7 i nils the alxivc amount, the panics hereto shall assume and lake over llie hinder dandling ol (lie claim or suit, unless suid authority is 

II delegated lo Operalor. All costs and expenses ol handling, settling, or otherwise discharging such claim or sun shall he at the |ouil ex 

') pense ol the parlies pai lie ipating in the operation liom which the claim or suit arises. II a claim is made a gainst any p.uly or if any parly is 

III sued on account ul any matter arising liom n|iei alums heieunder over which sue h individual has no control dec a use ol ihe rights go, n 

I II (>pcratot hy tins agreement, sue h p.uly shall immediately notify all otlier parties, and the c laim oi suit shall he it rated as any olhei . laim 

17 or suit involving operalinns hctetinder. 

H 

| 1 AUTICI.K X I . 

I ' l-ORCK MAJEUUK 

In 

|7 II any pam is rendcied tuiahle, wholly in in pail, hy lone ni.i|eiuc In tally mil Us nhlig.uiuiis un.l, i this igrerniri.l. nthn than 

|;H the obligation in make inuiiry payments, that party shall give In all other patties prompt wntten notice ol the lone ni.i|iiue with 

p; lea suitably lull particular* com cut ing it, I hen upon, ihe nblig.it ions ol the pally giving the notice, so l.u as they ate allec led bv tin I. *u e 

2(1 ma'cure. shall be suspended dining, hut un lunger ih.in. the coiiliiui.inir ol the lour majeure I he alb . led party shall use all reasonable 

71 diligence tn remove the lone majeure situation as quickly as practicable. 

1 1 

21 T he rcquinnient lh.it any lone majenic shall he iiinediccl wilh all leasonable dispatch shall not icqiuie the settlement ol stnkes, 

7) I.H kouls, oi cither labor dillu ully bv ihe pai ly in vol .eel. e miliary to its wishes; how .ill such dd limine, shall be handled shall IK- entile h 

21 within the disnclion ol die parly concerned 

2d 

27 The lei I I I "bnce ui.ijeuie", as hen* employed, shall mean an act ul (Incl, strike, lockout, ui other indiisiii.il disturbance, act ol 
2H the public enemy, war. hi*« kade, public mil , lightning, hie. storm, llnud. explosion, goveiunieni.il ac lum. guv ci luminal delay, res! i j mi 
7') ur inaction, unavailability ol equipment, and any nihil cause, whetbei uf thr kind spruhr.illy enuineiaied abnve ur otherwise, vvhhb is 

1.0 nut reasonably within the cnutrul nl the pally claiming suspension 

i l 
ARTICLE X I I . 

U NOTICES 
11 

t l All notices aulhoii/rd or rerpiited between the parties and Icquircd by any of the provision*- ol tbis agreement, unless otherwise 

tf, spec ideally provided, sliall be given in writing by mail or tcTcgiam, poslagr or ch.ugcs prepaid, or by te lex cn tcTctopier and addic'sse.l tu 

17 the parlies lo, whom the* notice is given at the addiesses listed on Exhibit " A " . I he ntiguialing nolle e give n nuclei any provision hcieol 

IH sliall be deemed given onl y when t eceived by the parly to whom sue h not ice is dirt c led, and llie time b u sue h p.u t y tu give any nunc e in 

Y) response therein shall run Irom the date the originating notice- is ieceived. T he second nr any icspimMvc nutter shall be deemed given 

Ul when dc*|Hisited in the mail nr wilh the Iclc gt.ipb company, with jmsiagc ur charges prepaid, or sciil bv telex in telecopier Each parly 

) | shall have the tight to ihange its address at any time, and Irom time lo time, by giving wri l l in neiiicc- ibereol In all olhei panics 

•12 

H ARTICLE: XHI. 

TI TERM OE AGRI -EMENT 

•n 
U, This agreement shall remain in lull lone and clfce l as to the oil and g.is leases and/or oil and gas ml. rests subject herein l.u the 

17 period ol lime selected IK low . provided, however, no p.uly hereto shall ever be* cemsitued as having any right, lille in interest in nr in anv 

IH lease or nil anil gas intciest cnntnbnlcel by any nlhci pally licycuid the term uf this agreement. 

•1"! 
'nl LJ Opium No I SOJSJUCJ-^.^IV-CJ 4bu->>U ûvJ- (jai. IUJUH, MitijiH.! to thi«^g4>vineiil—MHwnui*-«<r—iifv-« minuuvd-wi-tciicii. m. in «my~pe»+4 
'> | .li^lc^XUmMcc^-A^cMiT-wlH^ic^Jiy-qi^Mbc* 

17 
s 1 f^l Opiinn Nn 2: In the event tbe well ilescribed in Allied- VI A , or any subsequent well drilled nuclei any provisiuu ul (bis 

Vl agreement, results in production ul ml and/ur gas iu paying ipianniics. this agrceiucul shall cunlinue in le.ric sn long as any such well or 

I I wells produce, or an* capable- ol pirnlne linn, and Int an adelitinnal pet toil of 'JQ days from ccss.uiun ol all priKluc 'linn, provided. 

In hovvevei, i l , prior lu the expiration nl such additional pe l KNI. one in mure uf the p.u lies hrirlo are engaged in drilling, reworking. elec| e u 

17 tug. plugging hack, testing nr al tempting tu teiinplele a well ui wells hereunder. ibis agreement shall e nnlmtic- in luite until sue b opei a 

IH lions have been completed ami if pioduclioii results ibeuTioin, this agie-eineni shall cunlinue in Inrcc a*, piuvitlecl herein, ln the- event (he* 

V) well desc ribeel in Ai lu le V I A , cu any subsequent will th tiled heteumlrr, i esiilts iu a dry hole, and no ml icr well is producing, or c J\ 'aide* 

Nl nf priKlucing nil aml/nr gas bcini the* Contract Ana. this agteement shall lei initiate unless diilling. ilex peiiiui;. plugging back nr rework 

(,| ing operations are commenced, within UO— days Irom the dale of ahaniloninenl ol said well 

<"-' .. ' 
M l l is agreed, however, that (he termination ol ibis agreement shall not iclicve any parly hereto fnini any liability which has 

1.1 accrued or allaihrd prim In ihe dale of sueb In ruination. ' j 

(A ' 

On 

(.7 ; 

(M ^ . 

f i " ) . . 

7(1 .. .- . / i l - . i j i .Ti 'SSk v~ 
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1 ARTTCI.Ii X I V . 

1 COMl'J IANC1: WIT H LAW.,' A N D IIJGUI.ATION.S 
t 

I A. I.lives, Hegiilmions and Orders: 

0 1 Ins agreement sliall lie suli|ei I In llie c onvivalion laws ul die stale in which tlie Conliail An a is Incited, tu tlie valid r iles. 

7 regulations, and orders ol any duly constituted regulatory Imdy ul said slate; and tu all other applicable leder.il, slate, and local laws, or-

K dinances, rules, rcgulaliuns, .uni orders. 

') 
HI 11. Governing l aw: 

I I 

I 2 I Ins agreement and all matters' pertaining herein, m< hiding, hut nut hunted in, ui.illeis nl peiluiiri.un e, nun peilnriuaiii e. hrc.it h. 

I 1 r e ilu i l i (s. procedure s, rights, duties atnl interpi el.it inn nr cmsli in I inn, sliall he governed and dclei inim-il In lire law ol ihe stale in w Ilu ll 

I-l the Conli.icl An a is IIH.UU) dVilw ( ^ I I U J V I v\»*«ai^aiiKC^^ 

n ttiwÛ -̂ -Mv, »but i.s enforceable under the jurisdiction and venue of tho State of Texa 
County of llarri:;. 

17 C. lieguhitory Agencies: 

IH 

I') Nothing herein contained shall grant, tic he innslrued tn gram, Operator the light oi aulhoriti in waive nr release any rights, 

70 privileges, or uhligaiions which Nun Operators may have under Icdrral or stale laws ui under rules, n I'ul.ilmiu ui unices prumtilg Hcd 

21 under sui h laws in rclcreme to oil, gas and mineral opeialions, including the lor at ion, opci alum, ur pi cubit linn ul wells, on tracts ollsel 
22 ting or adjacent to the Contract Area 
2 I 

71 Willi res|Hil lo opci ilious hereuudei, Non Operators ague to release Opcratm hum any and all lusses, d.un.igis. injuries, damns 

7"i ami causes ol anion arising nut ol, incident lo or resulting directly or indirectly hum 0|K'raior's inn i piclaiion or jppluaicin ol rules, 

7n rulings, regulations ur orders ol the ]Vp.utmetil ol bncigy or piedecessor or sititcssni agencies to the cxlcnl such mleiprci.uum te ap 

77 plication was made in good (aith. Inch Nun Operator luithcr agrees (u reuidiurse Operalur Inr .my .iiuuiiiiis applieahle to send Nun 

7H ()|>erattir s share of pinduetioti that Opeiator inav he recruited to iclund, rehate oi pay as a tesidt n l smh an iiiniirecl mtc rpieiainm ur 

777 application, Ingiihet with inleresl and penalties thereon owing hy Operator as a resiill ul such i i i i n i i n i unci pi ci.ilion ur application. 

Ml 

* l Nem Opetalnrs aulhnii/e Operalor to prepare and siihinit such dm iitncnls as may he ici |uiiid In he submitted In the put chaser 

C ol any crude oil sold hereunder or tu any other person or entity put suarit In the reepiinme rils nl the ' ' I i tide ()il Wuullall I'ruln I .nc At I 

1 'i nl IOMO", as same may be amended Ii mil time tu time (" Ae t " ) . and any valid regulations in i uli s vdm It may In issm d by the 1 re asm j 

Cl Department Iremi time lu tune puisuaul to said Act. la th parly l u i i l n agrees to lurnish any antl all c < i nhc .iliuus ui mbci inlm malinii 

Vi which is rec|liiiisl In he lurnished hy said Ac I iu a timely in.uim r and in snllii ietil detail tn perinil . mnpli.uic e ss till said Act. 
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I f any of the provisions of this A r t i c l e XV. are inconsistent with any of the 
provisions set fort h in Article; I . through XIV. hereof, the provisions of th is A r t i c l e 
XV. shall prevail and con t r o l . 

(A.l.) On or before October 1, 1900, Operator may IK^ removed upon proof by t-fon-
Ciperator to i t s choice of either a court of coinjiotont j u r i s d i c t i o n , or to an 
a r b i t r a t i o n panel , that O»x?rator is g u i l t y of gross negligence, material breach of 
contract or w i l l f u l and wanton misconduct in the |x?rformance of the duties of 
Operator. Should M.»n-Operator elect to suhnit the dispute to exjXfdited a r b i t r a t i o n , 
M >n--Oper a tor shall n o t i f y Operator in w r i t i n g by c e r t i f i e d mail of i t s request for 
a i b i t r a t i o n and in said notice w i l l designate one a r b i t r a t o r . (Nperntor shall within 
10 days thereafter, by notice sent c e r t i f i e d mail to the patty requesting a r b i t r a t i o n , 
name a second a r b i t r a t o r . 'Ihe two a r b i t r a t o r s so appointed s l i a l l name the t h i r d or 
f a i l i n g to do so within 10 days, the t h i r d a r b i t r a t o r may Ix? appointed by the person 
who is at the time the senior judge of tlie 11th D i s t r i c t Court of Harris County, 
Texas. 'Ihe a r b i t r a t o r s selected to act hereunder shall l>e q u a l i f i e d by education, 
experience and traini n g to pass upon the performance of Operator. 'Ihe a r b i t r a t o r s so 
appointed shall, promptly hear and determine Operator's per formaline and shall render 
their decision in w r i t i n g within 30 days after appointment of the t h i r d a r b i t r a t o r . 
'Die decision of tht? a r b i t r a t o r s or a majority thereof made in w r i t i n g shall be f i n a l 
and binding upon the parties. ttxpenses of the a r b i t r a t o r selected by ton-Operator 
together with one-ha I f of the expense of the t h i r d a r b i t r a t o r s h a l l be? borne by Non-
Operator. Hie expenses of the a r b i t r a t o r selected by Operator anil one-half of the 
expense of the t h i r d a r b i t r a t o r shall Ix? borne by Operator. f a i l u r e of Operator to 
timely respond to notice of a r b r i t a t i o n by br>n-Operntor s l i a l l l>o deemed w i l l f u l or 
wanton misconduct in the |x?rformance of Operator's duties and Operator shall be deemed 
removed ef f e c t i v e on the date C\x?rator's notice to N}n-Opcrator was due. 

(A. 2.) After (ttober 1, 19011, Operator may be removed without cause by the 
affirmative vote of the parties owning a majority interest based on ownership as sliown 
on exhibit "A" hereto. Such resignation or removal shall not become ef f e c t i v e u n t i l 
7:00 o'clock A.M. on the f i r s t day of the calendar month following the expiration of 
t h i r t y (30) days after the giving of notice of resignation by C\x?rator or action by 
the M.>ii-Oporators to remove Operator, unless a successor Operator has been selected 
and assumes the duties of Operator at an e a r l i e r date. Operator, after e f f e c t i v e date 
of resignation or removal, shall be bound by the terms hereof as a I^n-Operator . A 
change of a corporate name or structure of Oi verator or transfer of Operator's interest 
to any single subsidiary, parent or successor corporation shall not Ix? the basis for 
removal of Operator. The Operator may Ive removed under the provisions of th i s A r t i c l e 
XV. A.2. no more than once every two (2) years. 

(A.3.) Should any Mon-O[)erator attempt to remove Operator under the provisions of 
A r t i c l e XV. 1. or 2. and the uniformity of ownership in the o i l and gas leasehold 
interests within the Contract Area has f a i l e d to be maintained, tlie voting interest of 
each party s h a l l be determined by the "weighted average ownership" of each party in 
the Contract Area. 'Hie "weighted average ownership" of each party shall be the 
quotient of ( i ) the sum of each leasehold interest of each party in each producing 
well within the Contract Area, ( i i ) divided by numl>or of producing wells in the 
Contract Area. 

(tt.) Without the express wr i t t e n consent of a majority in interest of Don-
Operators, Operator (or any t h i r d party in which (\x?i ator holds an interest of any 
kind, whether d i r e c t l y or i n d i r e c t l y , lx?neficial or otherwise) sh.i l l not provide goods 
and/or services which according to industry custom is normally provided by a t h i r d 
parly vendor. Additionally, without tlie express written consent of a majority in 
interest of fton-Operators, Operator (or any t h i r d paity in which Operator Ivolds an 
interest of any kind, whether d i r e c t l y or i n d i r e c t l y , Iveneficial or otherwise) shall 
not d r i l l , establish, construct, maintain, operale or perform services for hbn-
Cperator consisting of any of the following ty[>es, to - w i t : 

1. saltwater disposal w e l l ; 
2. gas gathering or transportation system; 
3. o i l . and/or gas purchasing; 
A. d r i l l i n g , completion or re-working contractor. 

Violation by Operator of this A r t i c l e XV.II. s h a l l l e deemed a material 
breach of contract. 



(C.) Ifon-Opcrator is relieved of any obligation to |V»y to C\XM"ator tho charges 
reflected in Operator's joint interest b i l l i n g statement:; a t t r i b u t a b l e to a t h i r d 
party vendor i f fOn-Cpcrator receives notice, whether wi.itten or o r a l , from the t h i r d 
party vendor, that Operator lias previously f a i l e d to pay such t h i r d party vendor, llie 
provisions of the A r t i c l e XV.C. s h a l l be applicable on a vendor by vendor l>asis. 

•":.) Ua party to this Agreement shall propose the d r i l l i n g of more than one 
w-IJ at a time, nor shall any |wrty to this Agreement propose the d r i l l i n g of a well 
during the time that another well is. being d r i l l e d except:: ( i ) by the mutual consent 

of a majority inl.eresit* or ( i i ) i f one or more of said proposed wells, are obligations 
necessary for the maintenance of any leasehold interest or farmout rights in the 
Contract Area which would otherwise expire within six (f>) months from tho date of such 
prorxisal. „ t y 

•'•Mscd on ownership as shown on Kxh.il) i t A hereto, y^f 

(IL) Any change of purchaser of o i l and/or gas produced from the Contract Area 
which pays 100* of the proceeds of production to Operator s h a l l require the unaniirous 
approval of Non~0[x?ra tors. 

(F.) I t is agreed that where a well which has, lx?en authorized under the terms 
of this Agreement by a l l parties, or by one; or more but less that, a l l parties, and 
said well shall, have been d r i l l e d to the objective deplh or the objective formation, 
whichever is the lesser depth, and the parties p a r t i c i p a t i n g in the well cannot 
mutually agree upon the sequence and timing of further operations regarding said w e l l , 
the following election s h a l l control in the order enumerated hereafter: (1) An 
election to do additional logging, coring or t e s t i n g ; (2) An election to attempt to 
complete tlie well at either the objective depth or objective formation; (3) An 
election to plug back and attempt to complete said w e l l ; (-1) An election to deepen 
said w e l l ; and ('/>) An election to sidetrack the w e l l . I t is provided, However, that 
i f at the time the parties p a r t i c i p a t i n g are considering any of the above elections, 
the hole is in such a condition that a reasonably prudent operator would not conduct 
the operations contemplated by the particular election involved for fear of placing 
the hole in jeopardy or losing same prior to completing the well in the objective 
formation, such election s h a l l not be given the p r i o r i t y hereinabove set f o r t h . 
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, A U T I C L I ; x v i . 

MlSCIil 1 ANIXHJS 

1 
•1 This agreement sh.ill hr hmding uputi .uni sh.ill iiiurr In ihr hrnrlii nf ihr parlies hcren d in iInn irs|xruvc hrirs, dcvis.es, 

1 legjl rcpicsciualivcs, sinirsv is .mil assigns. 

(> 
7 This instrument may he rxeculi.il in any nuinhri nl counterparts, e.u h ul whit h shall he iuienl.ie.1 au urigmal Inr all puip..-.. v 

K and shalL bo deemed Lo be executed in Houston, Harris County, Texas. 
i l IN WITNESS WI II KIOL. this agreement shall hr ellei tier as ul l i l t day ol _ . 0 c t O b C T — • l '>86 
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ARTICLE XVI. 

MISCELLANEOUS rr cos RIVM; PROS PIT; r 

This agrccmcnl shall be binding upon and shall inure to live benefit of the parties hereto and lo their respective heirs, devisee. 

Ir (• a I rrprescfiiaiivrs. successors and assigns. 

This instrument ntay be enecutcd in any number of coonierjwrts. each of which shall l>c considered an original for all porposei. 
und s h e l l be deemed t o be e x e c u t e d I n Mount on , H e r r i s C o u n t y , Texaa . 
IN WITNESS WHEREOF, this agreement shall Ire effective as of Jj>2t- day of t_objej: jra 8 £ . 

ATniaT: 

, ^ - - y . ^ 1-/1 

BY: CarJ'yle A. Peterson 
Seer e ta r y/Tr eas ur e r 

OPERATOH 

MALI/JH O I L COMPANY 

BY: 

NON OPERATORS 

George O. Mal lon, j r \ 
Resident \ \ ^ 

4-

ATI"EST/WTTNrSS 

By: 
Li. A 

BY: d ia r i e s Sinrnoiis 

BYI 

BY: 

BY: 

13Y: 

BY: 

BY: Weidon Aston 

WES-TEX DRILLING COMPANY 

BY: 
STAR PIvOOUCTION CCftPAlIY 

BY: 
ANCO OIL COMPANY 

BY: 

BY: Daniel G. Easley 

BY: BY: W. Timothy Weaver, Trustee 

EUROI'EX HCSOURCES, LTD. 

BY: BY: 

BAILEY PIO)OCTION AND DEVELOPMENr 0 0 . 



ATrEST/WI TNESS 

BY: BY: Jay M. Easley 



l r 1 Model Porm Operating Agrccmcr" 

ARTICLE X V I . 

MISCELLANEOUS IT COS Rl VFI? PROSPECT 

This agrccmcnl shall be binding upon and shall inure lo the benefit of the patties hereto and lo their respective heirs, devisees, 

legal representatives, successors and assigns. 

This instrument may l«e e»eculrd in any number of counterparts, each of which shall 1* considered an original for all purposes, 
and s h a l l bo deemed t o be e x e c u t e d i n H o u s t o n , H a r r i s C o o n l y , T e x a a . 

IN WITNESS WHEREOF, this agreement shall be effective as of day of JDcJLfi hJ»£ 19 J>6 . 

A'iTFST: 

BY: Car ly le A. Peterson 
SecT eta ry/Treasurer 

OPERATOR 

MAIJJON OIL OOMPANY 

C 

........ ,xA-,L 
BY: George 0. Mallon, Ori 

President 

ATITST/WI'TNESS 

NON-OPERATORS 

By: BY: d i a r i e s Siimons 

,' . , • -«-*• ' 
BYT BY: Wel<lon Aston 

WES-TItf DRIIUNG COMPANY 

BT: BY: 
STAR PIvCOUCTION COMPANY 

BY: BY: 
ANCO OIL COMPANY 

BY: BY: 

BY: BY: Daniel G. Easley 

DY: BY: W. Timothy Weaver, Trustee 

EURQTI3X RESOURCES, LTD. 

BY: BY: 

BAILEY PRODUCTION AND DEVELOPMENr OD. 

B Y : BY: 



A'l'.n^T/'Wri'NESS 

BY: " BY:" Jay M. Easley 
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ARTICLE XVI. 

MISCELLANEOUS 

This agrccmcnl shall Ix binding upon and shall inure in Ihe benefit ofthe panics hereto and to their respective heirs, devisees, 

legal rcprescntalives. successors and assigns. 

This instrument may be execulcd in any number of crxinicrparts. each of which shall be considered an original for all puqioses. 
Bnd s h a l l bo deemed t o be e x e c u t e d i n H o u s t o n , M u r r l e C o u n t y , Texaa. 

IN WITNESS WHEREOF, this agreement shall be effective as of L l L day of ,, Oc tobe r 19 Jd£ . 

ATTEST: 

OPERATOR 

MATJXN OIL COMPANY 

-y c-
\ 

BYx~ CaiTyle"AT Peterson" 
SecTetary/Pretsurer 

ATI'EST/WITNESS 

---»•> -
BY: George O. Mallon, qr. 

President 

NON-OPERATORS 

By: 

BY: 

BY: O jar les Simnons 

: l lol .cn P.. I , i t l / l e , • S e c r e t a r y 

BY: Weldon Aston 

WES-TFJX DRILLING COMPANY 

: C h a r l e s \Zz-/vAl, Exec. BY 
STAR PIvODUCTtCW COMPANY 

V i c e - P r e s i d e n t 

BV: BY: 
ANCO OIL (TJMPANY 

BY: BY: 

BY: BY: Daniel G. Easley 

BY: BY: W. Timothy Weaver, Trustee 

EUKOrEX Rl-SOURCES, LTD. 

BY: BY: 

BAILEY PRODOCI'ION AND DEVELOPMENP CO. 



ATTI 'IST/V,! TNESS 

BY: BY: Jay M. Easley 
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ARTICLE XVI. 
MISCELLANEOUS PI:COS RIVII! PROSPECT 

This agreement shall be binding upon and shall inure lo Ihe benefit of tlie parlies hereto and to their respective heirs, devisees, 
legal reprcscnlalives. successors and assigns. 

This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes., 
nml s h a l l ba deemed to be executed i n Houston, Har r i s County, Taxa i . 

IN WITNESS WHEREOF, this agreement shall Ix effective as of Lj?l day of _Jlc tlpber 19 J l 

ATTEST: 

OPERATOR 

MALI/OH OIL COMPANY 

BY:" ~C\ir7yle~A. 'Peterson 
Seer e I .a ry/Treas urer 

ATFf uST/WI TNESS 

NON OPERATORS 

BY: George 0. Mallon, J r . \ \ 
President \ 
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Ely: BY: d i a r i e s Simmons 

BY: 

BY: 

BY:' , / ; (/ 

BY: 

BY: 

BY: 

BY: 

BY: 

BY: Weldon Aston 

WES-TiiX DRILLING COMPANY 

BY: 

STAR iwiouericw, e e r w ^ ^ / | ^ 

OIL COMPANY " / i f 

BY: 

BY: Daniel G. Easley 

BY: W. Timothy Weaver, Trustee 

EUROrEX RESOURCES, LTD. 

BY: 

BAILEY PRODUCTION AND DEVELOPMENT1 OD. 

BY: 



ATIVJST/WI. i>JESS 

BY: BY: J<iy M. Easley 

15A 



PECOS Ul\fl$'•>v'*'TSCT 

1982 - Model Poim Operating Agreement 

ARTICLE X V I . 

MISCELLANEOUS 

Tins agreement shall l< binding, upon .mil shall inure (o Ihe benefit of the panics herein and lo their respective heirs, devisees, 

legal representatives, successors and assigns. 

Tins instrument may \< cueculcd in any number of counterparts, each of which shall be considered an original for all purtioses. 
end s h a l l bu deemed l o be e x e c u t e d i n l l o u n t o n , l l n r r l o C o u n t y , l o x a s , 

IN W1TNI SS W'HEKI.OP. ihis agieemeiil shall be effective as of L ° J . day of .. Qc t . obo j ; _. 19 JL6 

/ ' r . y , - - * ^ -

ATT 5eter1^iV~ 
ry /Treasure r 

OPERATOR 

MAIJ/JN OIL COMPANY 

BY: George ( ) . M a l l o n , 
President: 

NON-OPERATORS 

ATITuST/WITNESS 

By: BY: Char les Sirnnons 

BY: BY: Woldon Aston 

WES-TfiX DRILLING COMPANY 

IsYT BY: 
STAR PIvCOUCTION COMPANY 

BY: 

BY: Cynthia A. Sandel l 

BY: 
ENERGY INVKSTOIvS 19B6 LIMITED PAR IW. PS\\IP 

,BY: /<f. Hijcjli L.iedtk>< J r . , General Par tner 

BY: BY: Daniel G. Easloy 

BY: BY: W. Timothy Weaver, Trus tee 

EUKOPEX RliSOlJRCES, LTD. 

BY: B Y : 

BAILEY PRODUCTION AMD DEVELOPMENI1 CO. 

B Y : BY: 
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ARTICLE XVI. 
MISCELLANEOUS itco*; RI vi R rw.M ci 

Tins agrccmcnl shall be binding, upon and shall inure lo Ihe bene Hi of ihe panics lieielo and lo their respective heirs, devisees, 

legal representatives, successors and assigns. 

This instrument may be executed in any number of cixinlcrparts. each of which shall be considered an original for all purpov*. 
and s h o l l be deernod to be e x e c u t e d i n l l o u u t o n , H a r r i s C o u n t y , l e x a s . 

IN WITNESS WHEREOF, this agrccmcnl shall be effective as of L day of _J>£t_Qjbfir . 19 J i . 

ATTEST: 

OPERATOR 

MALI/JN OIL CCMPANY 

BY: T a r T y l e A.^Peterson 
Secretary/Treasurer 

AT113ST/WITNIBS 

• w 
BY: George 0. Mallon, Jr\. 

President \\ 

NON-OPERATORS 

By: 

BY: 

BY: Charles Simmons 

BY: 

BY: Weldon Aston 
WES-TEX DRILLING CCMPANY 

BY: 
STAR PIstX)OCTION CCMPANY 

BY: BY: 
ANCO OIL COMPANY 

BY: 

BY: 

BY: 

-BYr Daniel G. Eas ley 
lo - 7 7-Vb 

BY: W. Timothy Wi.\jver, Trustee 

EURQTEX RESOURCES, LTD. 

DY: BY: 

B AILEY PRODUCTION AND DEVELOPMENf CD. 



A1'1T3ST/V*ITNESS 

BY: BY: Jay M. Kasley 
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ARTICLE XVI. 

MISCELLANEOUS PECOS RIVI R PROSITCT 

This igrccrncni shall be binding upon and shall inure in (he benefit ofthe parties hereto and to their respective heirs, devisees, 

legal representatives, successors and assigns. 

This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes, 
and s h a l l be deemed to be e x e c u t e d l n H o u s t o n , H a r r i s C o u n t y , Texaa. 

IN WITNESS WHEREOF, litis agreement shall be effective as of Jill day of J>ctqhar_ 19 At 

ATTEST: 

DY: ""'Cailyle A. Peterson" 
Seer etary/Treasurer 

ATOvST /WITNESS 

OPERATOR 

MALLON OIL CCMPANY 

DY: George 0. Mallon, Jt\. 
President 

NON OPERATORS 

26 
:> 
28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

44 

4 5 

46 

47 

48 

49 

50 

5P" 

<v 
r' 53 . 
54 j 

I 5̂  '• 
'•-56 

58'' 
59 

60 

61 

67 

63 

(•4 

65 

Nt 

(,7 

By: BY: Charles Simmons 

BY: BY: Wei don Aston 

WES-TEX DRIIiLING CCMPANY 

W: BY: 
STAR PIO>UCTICN CCMPANY 

BY: BY: 
ANCO OIL COMPANY 

BY: 

. , < • ' i i . 

BY: 

• / 
/ 

BY: Daniel G. Easley 

^ / r . V ^ / V V . / i v ' A . . / 
•OY/'IJA -r -: 

\ Of ^ / / 

BY: W. Titnotliy Weaver, Trustee 

EUROTEX RESOURCES, LTD. 

BY: BY: 

nv • 

BAILEY PRODUCTION AND DEVELOPMENT 0 3 . 

BY: 



ATITXTMTNFT.S 

BY: BY: Jay M. Easley 



V Model Form Opcraling Agrccmcr' 

1 ARTICLE XVI. I 'I COS RIV1R PROSPECT 
2 MISCELLANEOUS 
3 

4 This agrceincnl shall bt binding upon and shall inure lo Ihe benefit ofthe panics hereto and lo their respective heirs, devisee. 

* Iff ' I representatives, surrcssots and assigns. 
r, 

7 Tins insirnmeni may be executed in any number of coonlctpaits. each of which shall be considered in original for all purpose!,, 
p end s h a l l be deemed to be executed i n Houston, Harris County, Texas. 

9 IN WITNESS WHEREOF, (his agrcemml shall be effective as of iJL1. day of _Octo he r |9 j) fi . 

10 
10 
11 
12 OPERATOR 

1.1 
14 
15 

ATLISST: MALLON OIL CCMPANY 

\ 
16 •.' i - j ••'* / c \ 

_ X T rl- ' • ^ . ' - A AVr-rv^ •,}•}{-• 
BY: " CarT,yle A. ipeterson BY: George 0. Mallon, ^ r . 

Secretary/Treasurer President \ 

AT H ^ T / W I TNESS 

17 
18 
19 
20 
21 
22 NON-OPERATORS 
23 

24 

25 

26 

7 1 

28 

29 

30 

31 

32 

33 

34 

By: " BY: Charles Simnons 

BYT ; BY: 
STAR PlsCOUCriON COMPANY 

BY: BY: 
ANCO OIL CCMPANY 

BY: " BY: Weldon Aston 
15 WES-TEX DRILLING CCMPANY 
36 

37 

38 

39 

40 

4 t 

42 

4 3 

44 

4 5 

46 

4 7 

48 

49 

50 

5t 

52 

53 

54 

5 5 

56 

y> EUROPEX RESOURCES, LTD. 

BY: BY: 

BY: BY: Daniel G. Easley 

BY: BY: W. Timothy Weaver, Trustee 

V • U 2LY.I W / x- ~< - ^ i f - - v - -
61 

6: 

63 BAILEY PRODUCrtON AND DEVELOPMENr CO. 
64 

65 
66 
67 13 Y : ~~ BY: 
68 
69 
7(1 



ATITST/WITNESS 

DY: BY: Jay M. Easley 



I°"2-.- Model Form Operating Agreement 

i 

2 

3 

* 

5 

6 

7 

.8 

9 

10 

10 

I I 

12 
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21 

22 

23 

24 

23 

76 

r1 

:B 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

4 3 

44 

45 

46 

47 

48 

49 

50 

51 

s i 

51 

51 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

ARTICLE X V I . 

MISCELLANEOUS 
I'l CO', R I VI-Is P R 0 S I T 0 T 

This agrccmcnl shall be binding upon and shall inure to the benefit ofthe parties hereto and to their respective heirs, dev i ce , 

legal representatives, sirccessors and assigns. 

This instrument may be executed in any number of counterparts, each of which shall Ire considered an original for all purpose*, 
and s h a l l bo deemed t o be e x e c u t e d i n H o u s t o n , H a r r i s C o u n t y , T e x a s . 

IN WITNESS WHEREOF, this agreement shall be effective as o f _ _ _ L ? A . day of _JJc_tottfiX 19 .St 

ATTEST: 

OPERATOR 

MALIJON OIL CCMPANY 

BYf T^.rlyle A. Peterson 
Secretary/Treasurer 

BY: George O. Mallon, Jr\. 
President 

NON-OPERATORS 

ATrHST/WI TNESS 

Byi 

DYF 

BY: 

BY: 

BY: 

BY: 

BY: 

A. 
B Y : 

BY: O i a r l e s Sinnions 

BY: Wei don As ton 

WES-TEX DRIIXING COMPANY 

BY: 
STAR Plva>UCTI0N CCMPANY 

BY: 
ANCO OIL CCMPANY 

BY: 

BY: Daniel G. Easley 

BY: W. Timothy Weaver, Trustee 

EUROPEX RESOURCES, LTD. 

BY: 

BAILEY PlvODOCITON AND DGVELOPMENr a ) . 

BY 



A'PfESTMTNESS 

BY: BY: Jny M. Easley 
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10 

10 
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1} 

13 

14 

15 

16 

17 

IX 

19 

70 

71 

22 

23 

24 

25 

26 

; j 

:« 
29 

30 

31 

32 

33 

33 
36 
J ' 
38 
39 
40 

4 I 

42 

43 

44 

43 

46 

47 

48 

49 

50 

51 

52 

Vl 

54 

5'v 
56 
5 7 
58 
59 
rVI 
61 
67 
63 
64 
65 
fJ, 

67 

68 

ARTICLE X V I . 

MISCELLANEOUS n co'. civf.R I,I--I^.'',I c] 

This i f frcmenl slull Ix binding uron and shall inure ID the benefit of the parties bcitto irvd to ibeit respective heirs. <kv|v<cv 

legal rtpttsenuiivcs. successors and assigns. 

This instrument may Iv executed in any nunilier ufcminiciparts, each of which shall be considered in original for i l l purrvn^s 
• nd s h a l l ba deemed t o be e x e c u t e d l n l l o u o t o n , l l i t r r l s C o u n t y , l e x a a , 

IN WITNESS WIIEHEOP. this agreement shall k effective as of i n l day of J?c±.°J?.n.C 19 8 . 4 — 

ATI 

OPERATOR 

MELON OIL CCMPANY 

Mccrint 
i i f i g l ^ e p f / o t a r y 

BY: George O. Mallon, J r , 
President 

NON OPERATORS 

ATI7vGT/WT TNESS 

By BY: Charles Siintvons 

BY: BY: Weldon Aston 

WES-TEX DRILLING CCMPANY 

IlYT BY: 
STAR PIvaiUCTION COMPANY 

BY: BY: 
ANCO OIL CCMPANY 

BY: BY: 

BY: 

DY: 

BY: Daniel G. Easley 

BY: W. Timothy Weaver, Trustee 

EURO PCX RESOURCES, LTD. 

B Y : 

BY: 

BY: 

BAILEY PRODUCTION AND DEVELOFMENr CO. 

BY: 



m'ESTAlTNESS 

At test : 

DY: Assi s l a n t Cash Let: BY: Jay M. Easley 

ESTATE OE ROBERT" A. MITCHISM 
F i r s t I n t e r s t a t e Hank of Denver, NA, 
Personal Representative of the Estate 

BY: B Y : V ( e j y President & Trust O f f i c e r 

RIDER 

F i r s t I n t e r s t a t e Rank of Denver, N.A., Personal Representative of the Estate 
of Robert A. Mitchetn, executes tlie foregoing instrument s o l e l y i n i t s capacity 
as Personal Representative and not i n i t s i n d i v i d u a l corporate c a p a c i t y , makes 
no warranties of t i t l e e i t h e r express or implied, and any l i a b i l i t y asserted 
against said Bank because of i t s execution of t h i s Instrument s h a l l be s a t i s f i e d 
s o l e l y from assets held by i t as such Personal Representative. 

15A 
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48 
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ARTICLE XVI. 

MISCELLANEOUS 
PECOS RIVER PROSPECT 

This agrccmcnl dull be binding upon and shall inure lo the benefit of the panics hereto and to their respective heirs, devisee*, 

legal representatives, successors and assigns. 

This instrurneni may lie executed in any number of counterparts, each of which sliall be considered an original for all purposes, 
and s h a l l bs deemed t o be e x e c u t e d l n H o u s t o n , H a r r i s C o u n t y , Texas . 

IN WITNESS WHEREOF, litis agreemenl shall be effective as of I L L day of . Oct ober |0 1 6 . 

A' lTESTi 

OPERATOR 

MALLON OIL (XMPANY 

DY: "CarTyie A."Peterson 
Secretary/Treasurer 

AT DiST/WI TNESS 

DY: George 0. Mal lon , J i \ . 
President 

NON OPERATORS 

By: 

BYT 

BTf 

BY: 

DY: 

BY: 

BY: 

BY: 

BY: 

BY: Charles Simmons 

BY: Weldon Aston 
WES-TEX DRILLING CCMPANY 

BY: 
STAR PROOUCriON CCMPANY 

BY: 
ANCO OIL CCMPANY 

BY: 

BY: Daniel G. Easley 

BY: W. Timothy Weaver, Trustee 

EUROTEX RESOURCES, LTD. 

BY: 

BAILEY PlvODUCriON AND DEVELOPMENT: a ) . 

BY: 



ATTEST APTNESS 

fell 
Easley t-

15A 



Model Form Operating Agrtcrric 

Pl-OOS RIVER ITOSTECT 

ARTICLE XVI. 
MISCELLANEOUS 

This agreement shall be binding upon and shall inure to the benefit of the patties hereto and to their respective heirs, devises, 

legal representatives, successors and assigns. 

This instrument may be executed in any number of counterparts, each of which sliall be considered an original for all purposes, 
aixl s l ial l be deemed to IXJ executed in Houston, Harris (xxinty, Te:tas. 

IN WI I NESS WHEREOF, this agreement shall be effective as of [st day of &;LQbcr_ _. I 9 _ r k l . 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
43 
46 
47 
48 
49 
50 
51 
52 
53 
5-4 
55 
56 
57 

.... ...... 
d i s t a n t Secretary 
v t^HiiV'' 

WriNESS/A'nTiST: 

By: 

ISy: 

OPERATOR 

MAIU0N OIL CCMYtMY, A CXZfl 0KADQ CORTOltATION 

By: George 0 . Mallon, J r . 
President 

NON-OPERATORS 

13T1. LTD., 1905 

By: Dennis N. Johnston 

Pl lOf ENHCT 1985 LTD. 
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PECOS RIVER ITOSPECT 
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10 
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20 
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29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
4K 
49 
50 
51 
52 
53 
.VI 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 

ARTICLE XVI. 
MISCELLANEOUS 

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

This instrument nuiy be executed in any number of counterparts, each of which sliall be considered an original for all purposes. 
<-iiid shall be deemed to Ix? executed in Houston, Harris County, Texas. 

IN WITNESS WHEREOF, this agreement shall be effective as of 1st day of O:tober 19 _ 8 £ _ . 

OPERATOR 

"v. 

1 <aren r^ Mi:Cl ir.n:oo! 
TAsbiStant Spe-fi'tj 

MAUON OIL CCMPANY, A C0IOKAIX) COIsTOlsVvJTCW 

By: George O. Mallon, Jr. 
President 

NON-OPERATORS 

WriMiSS/ATTEST: BU, i ;ro. , 1985 

By: 

By: 

By: 

'fiyTTSenriis N. Johtispcjiiy 

PHOT IMiRGY 1985 LTD. 

By: 

15 



2 - Model Form Operating Agreem 

PECOS RIVER PI«DSPECr 

ARTICLE XVI . 

MISCELLANEOUS 

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

8 
9 

10 
10 
11 
12 
13 
14 
E5 
16 
17 
13 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 

This instrument may be executed in any number of counterparts, each of which shall be consulered an original for all purposes, 
and shal I be deemed to be executed i n Houston, Harris Qwjnty, Texas. 

IN WITNESS WHEREOF, this agreement shall be effective as of hit day of Qclobej; 19 _J& 

WITT 

MMk I ^ W f o i t n f l S t ijgCl i utocfc' 

As^i ' s tant % c r e t a £ y 

WinCSS/A'ITEST: 

Hy: 

TVyT 

I!y: 

OPERATOR 

MNJ/H Oil . COMPANY, A a>U0l!AD0 C0RP01<ATI(JN 

By: Ceorge 0. Mallon, J r . \ 
President 

NON-OPERATORS 

BTI. LTD., 1085 

By: 

By: Dennis N. Johnston 

PILOT ENERGY 1985 LTD. 

Alexander D. Stuart 
Managing General Partner 



AMENDED 
EXHIBIT " A . l " 

January 31, 1990 

Item 1: I d e n t i f i c a t i o n of lands subject to t h i s Agreement: 

Township 26 South, Range 29 East, NMPM 
Section 27: NE/4 £11574 (Amoco Federal #1 Well) 

Eddy County New Mexico 

Item 2: 

Mallon Oil Company 
1099 18th Street, Suite 2750 
Denver, Colorado U0202 

Charles Simmons 
1120 Shady Oaks Lane 
Ft. Worth, Texas 76107 

Weldon Aston 
1465 Continental Plaza 
Ft. Worth, Texas 76102 

Wes-Tex Dr i l l i n g Conpany 
P.O. Box 3739 
Abilene, Texas 79604 

Star Production Inc. 
P.O. Box 10918 
Dallas, Texas 75207 

Kerreo, Inc. 
22nd Floor, Niels Esperson Bldg. 
Houston, Texas 77002 

Anco Oil Company 
30L Comierce, Suite 1010 
Fort Worth, Texas 76102 

W. Timothy Weaver, Trustee 
910 Travis 
Suite 1203 
Houston, Texas 77002 

BPO 
Non-Consent 

57.9865100% 

11.8741700% 

11.8741700% 

6.2500000% 

5.2441100% 

1.5625000% 

-0-

-0-

APO 
Non-Consent 

25.7600000% 

6.2500000% 

6:2500000% 

6.2500000% 

2.7602500% 

43.3022500% 

2.5000000% 

3.1250000% 

Panp 1 o f ? 



AMENDED 
EXHIBIT "A.l" 

January 31, 1990 

Item 2: (cont .) BPO 
Non-Consent 

APO 
Non-Consent 

Jay Easley 
P.O. Box 5036 
V i c t o r i a , Texas 77903 

2.9685400% 1.5625000% 

Estate o t Robert A. Mitchem 2.2400000% 2.2400000% 
c/o F i r s t In te rs ta te Bank of 
Denver, as personal representative 
P.O. Box 5825 
Denver, Colorado 80217 

I tern 3: Oil. and Gas Leases Subject to t h i s Agreement: 

Ler.sor: United State;} of America 

Lessee: Don Wright 

Lease Date: February 1, 1980 

Federal Lease Number: NM-38636 

Descript ion: 

Township 26 South, Range 29 East, NMPM 
Section 27: N/2 NE/4, SE/4 NE/4, NW/4, 
N/2 S/2, SW/4 SW/4 (excluding 38.08 acres 
l y i n g w i t h i n tlie Red B l u f f Reservoir) 

Section 28: A l l (excluding 203.9 acres 
l y i n g w i t h i n the Ifcxl B l u f f Reservoir) 

Section 29: N/2, N/2 SE/4, SE/4 SE/4 

Eddy County, Naw Mexico 

TOTAL WORKING INTEIREST 100.0000000% 100.00000000% 

Page 2 of 2 



AMENDED 
EXHIBIT "A.2" 

January 31, 1990 

ILem 1: Identification of Lands subject to this Agreement: 

Township 26 South, Range 29 East, NMPM 
Section 27: NW/4 SE/4 (Amoco Federal #3 W-ll) 

SE/4 NE/4 (Amoco Federal U Well) 
NE/4 NE/4 (Amoco Federal #5 Well) 
NW/4 NE/4 (Amoco Federal #6 Well) 
NE/4 NW/4 (Amoco Federal #7 W2IL) 
SE/4 NW/4 (Amoco Federal #0 Well) 

Eddy County New Maxico 

Item 2: 

Mallon Oil Company 
1099 18th Street, Suite 2750 
Denver, Colorado 80202 

Charles Simmons 
1120 Shady Oaks lane 
Ft. Worth, Texas 76107 

We]don Aston 
1465 Continental Plaza 
Ft. Worth, Texas 76102 

Wes-Tex Dri l l i n g Company 
P.O. Box 3739 
Abilene, Texas 79604 

Star Production Inc. 
P.O. Box 10918 
Dallas, Texas 75207 

Kerrco, Inc . 
22nd Floor , Niels Esperson I] 
Houston, Texas 77002 

Working Interes t Percentage 

25.76000% 

6.25000% 

6.25000% 

6.25000% 

2.76025% 

43.30225% 

Anco O i l Conpany 
301 Commerce, Suite 1010 
For t Worth, Texas 76102 

2.50000% 



AMENDED 
EXHIBIT "A.2" 

January 31 , 1990 

Item 2: (cont.) Workiiig Interest Percentage 

Jay Easley 
P.O. Box 5036 
Victoria, Tex;is 77903 

1.56250% 

Estate of: Robert A. Mitchem 2.24000% 
c/o First Interstate Bank of 
Denver, as persona], representative 
P.O. Box 5825 
Denver, Colorado 80217 

Item 3: Oil and Gas Leases Subject to this Agreement: 

Lessor: United States of America 

Lessee: Don Wright 

Lease Date: February 1, 1980 

Federal Lease Number: NM-38636 

Descript Ion: 

Township 26 Sc)uth, Range 29 East, NMPM 
Section 27: N/2 NE/4, SE/4 NE/4, NW/4, 
N/2 S/2, SW/4 SW/4 (excluding 38.08 acres 
lying within the Red Bluff Reservoir) 

Section 28: A l l (excluding 203.9 acres 
lying within the Red Bluff Reservoir) 

Section 29: N/2, N/2 SE/4, SE/4 SE/4 

Eddy County, New Mexico 

W. Timothy Weaver, Trustee 
9.10 Travi s 
Suite 1203 
Houston, Texas 77002 

3.12500% 

TOTAL WORKING INTEREST 100.00000% 

Paqe 2 of 2 



AMENDED 
EXHIBIT "A.3" 

January 31, 1990 

Item 1: Identification of lands subject to this Agreement: 

Township 26 South, Range 29 East, NMPM 
Section 27: NE/4 SW/4 (Amoco Federal #9 Well) 

Eddy County New Mexico 

Item 2: 

Mallon Oil Company 
1099 18th Street, Suite 2750 
Denver, Colorado 80202 

Charles Simmons 
1120 Shady Oaks Lane 
Ft. Worth, Texas 76107 

Weldon Aston 
1465 Continental Plaza 
F t . Worth, Texas 76102 

Wes-Tex D r i l l i n g Company 
P.O. Box 3739 
Abilene, Texas 79604 

t 

Star Production Inc. 
P.O. Box 10918 
Dallas, Texas 75207 

Kerrco, Inc. 
22nd Floor, Niels Esperson B 
Houston, Texas 77002 

Anco Oil Company 
301 Oammerce, Suite 1010 
Fort Worth, Texas 76102 

W. Timothy Weaver, Trustee 
910 Travis 
Suite 1203 
Houston, Texas 77002 

Working Interest Percentage 

25.76000% 

6.25000% 

6.25000% 

6.25000% 

2.76025% 

27.05225% 

2.50000% 

3.12500% 



AMENDED 
EXHIBIT "A.3" 

January 31, 1990 

Item 2: (cont.) Working Interest Percentage 

Anoil Coiupany 
P.O. Box 2967 
Houston, Texas 77252-2967 

7.00000% 

Dennis N. Johnston 
711 Louisiana 
Suite 2000 
Houston, Texas 77002 

3.00000% 

Pilot Energy 1985 Ltd 
1021 Main Street, Suite 1700 
Houston, Texas 77002 

6.25000% 

Jay Easley 
P.O. Box 5036 
V i c t o r i a , Texas 77903 

1.56250% 

Estate of Robert A. Mitchem 2.24000% 
c/o First Interstate Bank of 
Denver, as personal representative 
P.O. Box 5825 
Denver, Colorado 80217 

Item 3: Oil and Gas Leases Subject to this Agreernent: 

Lessor: United States of America 

Lessee: Don Wright 
i 

Lease Date: February 1, 1980 

Federal Lease Number: NM-38636 

Descript ion: 

Township 26 South, Range 29 East, NMPM 
Section 27: N/2 NE/4, SE/4 NE/4, NW/4, 
N/2 S/2, SW/4 SW/4 (excluding 38.08 acres 
l y i n g w i t h i n l±e Red B l u f f Reservoir) 

Section 28: A l l (excluding 203.9 acres 
l y i n g w i t h i n the Red B l u f f Reservoir) 

Section 29: N/2, N/2 SE/4, SE/4 SE/4 

Eddy County, Naw Mexico 

TOTAL WORKING INTEREST 100.00000% 

Page 2 of 2 



AMENDED 
EXHIBIT "A.4" 

January 31, 1990 

Item 1: Identification of lands subject to this Ajreement: 

Township 26 South, Range 29 East, NMPM 
Section 27: SW/4 Nw74 (Amoco Federal #10 Well) 

Eddy County New Mexico 

Item 2: 

Mallon Oil Company 
1099 18th Street, Suite 2750 
Denver, Colorado 80202 

Charles Siinmons 
1120 Shady Oaks Lane 
Ft. Worth, Texas 76107 

We1don Aston 
1465 Continental Plaza 
Ft. Worth, Texas 76102 

We:;-Tex Dri l l i n g Company 
P.O. Box 3739 
Abilene, Texas 79604 

Star Production Inc:. 
P.O. Box 10918 
Dallas, Texas 75207 

Kerrco, Inc. 
22nd Floor, Niels Jisperson Bldg 
Houston, Texas 77002 

Working Interest Percentage 

36.88500% 

6.25000% 

6.25000% 

6.25000% 

2.76025% 

19.05225% 



AMENDED 
EXHIBIT "A.4" 

January 31 , 1990 

[Lem 2: (cont.) Working i n t e r e s t Percentage 

Anoil Company 
P. 0. Box 2967 
Houston, Texas 77252-2967 

7.00000% 

Dennis N. Johnston 
71.1 Louisana 
Suite 2000 
Houston, Texa.s 77002 

3.00000% 

P i l o t Energy 1985 Ltd 
1021 Main Street, Suite 1700 
Houston, Texas 77002 

6.25000% 

Jay Easley 
P.O. Box 5036 
V i c t o r i a , Texas 77903 

1.56250% 

Energy Investors 1986 
Limited Partnership 
370 17th Street, Suite 5020 
Denver, Colorado 80202 

2.50000% 

Estate ol: Robert A. Mitchem 2.24000% 
c/o F i r s t In te r s ta te Bank of 
Denver, as personal representative 
P.O. Box 5825 
Denver, Colorado 80217 

Item 3: O i l and Gas Liases Subject to t h i s Agreement: 

Lessor: United States of America 

Lessee: Don Wright. 

Lease Date: February 1, 1980 

Eederal Lease Number: NM-38636 

Descr ipt ion: 

Township 26 South, Range 29 East, NMPM 
Section 27: N/2 NF/4, SE/4 NE/4, NW/4, 
N/2 S/2, SW/4 SW/4 (excluding 38.08 acres 
l y i n g w i t h i n the Red B l u f f Reservoir) 

Section 28: A l l (excluding 203.9 acres 
l y i n g w i t h i n the Red B l u f f Reservoir) 

Section 29: N/2, N/2 SE/4, SE/4 SE/4 

Eddy County, New Mexico 

TOTAL WORKING INTEREST 100.00000% 

Page 2 of 2 



AMENDED 
EXHIBIT "A.5" 

January 31, 1990 

Item 1: Identification of lands subject to this Agreement: 

Township 26 South, Range 29 East, NMPM 
Section 27: NW/4 NW/4 (Amoco Federal #11 Wall) 

Eddy County New Mexico 

Item 2: 

Mallon Oil Company 
1099 18th Street, Suite 2750 
Denver, Colorado 80202 

Charles Simmons 
1120 Shady Oaks lane 
Ft. Worth, Texas 76107 

Weldon Aston 
1465 Continental Plaza 
Ft. Worth, Texas 76102 

Wes-Tex Dri l l i n g Company 
P.O. Box 3739 
Abilene, Texas 79604 

Star Production Inc:. 
P.O. Box 10918 
Dallas, Texas 75207 

Kerrco, Inc. 
22nd Floor, Niels Esperson Bldg. 
Houston, Texas 77002 

Anoil Company 
P.O. Box 2967 
Houston, Texas 77252-2967 

Dennis N. Johnston 
711 I/3iiisiana 
Suite 2000 
Houston, Texas 77002 

Pilot Energy 1985 Ltd 
1021 Main Street, Suite 1700 
Houston. Texas 77002 

Working Interest Percentage 

33.76000% 

6.25000% 

6.25000% 

6.25000% 

2.76025% 

19.05225% 

7.00000% 

3.00000% 

6.25000% 



AMENDED 
EXHIBIT " A . 5 " 

January 3 1 , 1990 

ILem 2: (cont.) Workiiig Interest Percentage 

Jay Easley 
P.O. Box 5036 
Victoria, Texas 77903 

1.56250% 

Energy Investors 1986 
Limi bed Par tnersh ip 
370 17th Street, Suite 5020 
Denver, Colorado 80202 

2.50000% 

Estate ot Robert A. Mitchem 2.24000% 
c/o First Interstate Bank of 
Denver, as personal representative 
P.O. Box 5825 
Denver, Colorado 8023.7 

Item 3: Oil and Gas Leases Subject to this Agreement: 

Lessor: United States of America 

Lessee: Don Wright 

Lease Date: February 1, 1980 

Federal lease Numbar: NM-38636 

Description: 

Township 26 South, Range 29 East, NMPM 
Section 27: N/2 NE/4, SE/4 NE/4, NW/4, 
N/2 S/2, SW/4 SW/4 (excluding 38.08 acres 
lying within the Red Bluff Reservoir) 

Section 28: A l l (excluding 203.9 acres 
lying within the Red Bluff Reservoir) 

Section 29: N/2, N/2 SE/4, SE/4 SE/4 

Eddy County, New Maxico 

W. Timothy Weaver, Trustee 
22nd Floor, Niels ESperson Bldg. 
Houston, Texas 77002 

3.12500% 

TOI'AL WORKING INTEREST 100.00000% 

Paqe 2 o f 2 



AMENDED 
EXHIBIT "A.6" 
January 31, 1990 

Item 1: Identification of lands subject to this Agreement: 

Township 26 South, Range 29 East, NMPM 
Section 28: NE/4 NE/4 (Amoco Federal #13 Well) 

Eddy County New Mexico 

Item 2: 
Mallon Oil Company 
1099 18th Street, Suite 2750 
Denver, Colorado 80202 

Charles Simmons 
1120 Shady Oaks Lane 
Ft. Worth, Texas 76107 

Weidon Aston 
1465 Continental Plaza 
Ft. Worth, Texas 76102 

Wes-Tex Dri l l i n g Coinpnny 
P.O. Box 3739 
Abilene, Texas 79604 

Star Production Inc. 
P.O. Box 10918 
Dallas, Texas 75207 

Kerrco, Inc. 
2(2nd Floor, Niels Esperson Bldg. 
Houston, Texas 77002 

Anoil Company 
P.O. Box 2967 
Houston, Texas 77252-2967 

Dennis N. Johnston 
711 Louisiana 
Suite 2000 
Houston, Texas 77002 

Pilot Energy 1985 Ltd 
1021 Main Street, Suite 1700 
Houston, Texas 77002 

BPO 
Non-Consent 

64.7802088% 

6.2500000% 

10.3075356% 

10.3075356% 

4.5522200% 

-0-

-0-

-0-

APO 
Non-Consent 

36.8850000% 

6.2500000% 

6.2500000% 

6.2500000% 

2.7602500% 

19.0522500% 

7.0000000% 

3.0000000% 

-0- 6.2500000% 



AMENDED 
EXHIBIT "A.6" 

January 31, 1990 

Item 2: (cont.) BPO 
Non-Consent 

APO 
Non-Consent 

Jay Easley 
P.O. Box 5036 
Victoria, Texas 77903 

1.5625000% 1.5625000% 

Energy Investors 1986 
Limited Partnership 
370 17th Street, Suite 5020 
Denver, Colorado 80202 

-0- 2.5000000% 

Estate of; Robert A. Mitchem 2.2400000% 2.2400000% 
c/o First Interstate Bank of 
Denver, as personal representative 
P.O. Box 5825 
Denver, Colorado 80217 

Item 3: Oil and Gas Liases Subject to this Agreement: 

Lessor: United States of America 

Lessee: Don Wright. 

Lease Date: February 1, 1980 

Federal Lease Number: NM-38636 

Descript ion: 

Township 26 South, Range 29 East, NMPM 
Section 27: N/2 NE/4, SE/4 NE/4, NW/4, 
N/2 S/2, SW/4 SW/4 (excluding 38.08 acres 
l y i n g w i t h i n the Red B l u f f Reservoir) 

Section 28: A l l (excluding 203.9 acres 
l y i n g w i t h i n the Red B l u f f Reservoir) 

Section 29: N/2, N/2 SE/4, SE/4 SE/4 

Eddy County, New Mexico 

TOTAL WORKING INTEREST 100.0000000% 100.00000000% 

Page 2 of 2 



AMENDED 
EXHIBIT "A.7" 

January 31, 1990 

Item 1: I d e n t i f i c a t i o n of lands subject t o t h i s Agreement: 

Township 26 South, Range 29 East, NMPM 
Section 28: SW/4 SE/4 (Amoco Federal #14 W i l l ) 

Eddy County New Mexico 

Item 2: BPO 
Non-Consent 

APO 
Non-Consent 

Mallon O i l Coinpany 
1099 18th Street, ESuite 2750 
Denver, Colorado 80202 

Charles Simmons 
1120 Shady lane 
Ft. Worth, Texas 76107 

Weldon Aston 
1465 Continental Plazai 
Ft. Worth, Texas 76102 

Wes-T'ex D r i l l i n g Company 
P.O. Box 3739 
Abilene, Texas 79604 

Star Production Inc. 
P.O. Box 10918 
Dallas, Texas 75207 

Kerrco, Inc. 
22nd Floor, Niels Esperson Bldg. 
Houston, Texas 77002 

Anoil Company 
P.O. Box 2967 
Houston, Texas 77252-2967 

Dennis N. Johnston 
711 Louisiana 
Suite 2000 
Houston, Texas 77002 

P i l o t Energy 1985 Ltd 
1021 Main Street, Suite 1700 
Houston, Texas 77002 

65.1319700% 

9.8023500% 

9.8023500% 

6.2500000% 

2.7602500% 

1.5625000% 

-0-

-0-

36.8850000% 

6.2500000% 

6.2500000% 

6.2500000% 

2.7602500% 

19.0522500% 

7.00000% 

3.00000% 

6.25000% 



AMENDED 
EXHIBIT "A.7" 

January 31 , 1990 

Item 2: (cont.) BPO 
Non-Consent 

APO 
Non-Consent 

Jay Easley 
P.O. Box 5036 
Victoria, Texas 77903 

2.4505000% 1.5625000% 

Energy Investors 1986 
Limited Partnership 
370 17th Street, Suite 5020 
Denver, Colorado 80202 

-0 2.5000000% 

Estate o t Robert A. Mitcheu 2.2400000% 2.2400000% 
c/o F i r s t In te rs ta te Bank of 
Denver, as personal representative 
P.O. Box 5825 
Denver, Colorado 80217 

Item 3: O i l and Gas Leases Subject to t h i s Agreement: 

Lessor: United Stcites of America 

Lessee: Don Wright: 

Lease Date: February 1, 1980 

Federal Lease Number: NM-38636 
i 

Description: 

Township 26 South, Range 29 East, NMPM 
Section 27: N/2 NE/4, SE/4 NE/4, NW/4, 
N/2 S/2, SW/4 SW/4 (excluding 38.08 acres 
l y i n g w i t h i n the Red B l u f f Reservoir) 

Section 28: A l l (tsxcluding 203.9 acres 
l y i n g w i t h i n the Red B l u f f Reservoir) 

Section 29: N/2, N/2 SE/4, SE/4 SE/4 

Eddy County, ffew Mexico 

TOI'AL WORKING INTEREST 100.0000000% 100.0000000% 

Page 2 of 2 



AMENDED 
EXHIBIT "A.8" 

January 31, 1990 

Item 1: I d e n t i f i c a t i o n of lands subject to t h i s Agreement: 

Township 26 5>uth, Range 29 East, NMPM 
Section 27: NW/4 SW/4 (Amoco-Red B l u f f | f l Federal Wall) 

l i ldy County, New Mexico 

Item 2: 

Mallon Oil Conpany 
1099 18th Street, Suite 2750 
Denver, Colorado 80202 

Charles Simmons 
1120 Shady lane 
Ft. Worth, Texas 76107 

Weldon Aston 
1465 Continental Plaza 
Ft. Worth, Texas 76102 

Wes-Tex Dr i l l i n g Company 
P.O. Box 3739 
Abilene, Texas 79604 

Star Production Inc. 
P.O. Box 10918 
Dallas, Texas 75207 

Kerrco, Inc. 
22nd Floor, Niels Esperson Bldg. 
Houston, Texas 77002 

Anoil Company 
P.O. Box 2967 
Houston, Texas 77252-2967 

Dennis N. Johnston 
711 louisiana 
Suite 2000 
Houston, Texas 77002 

Pilot Energy 1985 Ltd 
1021 Main Street, Suite 1700 
Houston, Texas 77002 

BPO 
Non-Consent 

41.1284932% 

6.9690415% 

6.9690415% 

6.4432990% 

2.8456185% 

16.1012802% 

7.2164948% 

-0-

6.4432990% 

APO 
Non-Consent 

27.9154900% 

4.7301563% 

4.7301563% 

4.7301563% 

2.0890262% 

14.4192190% 

5.2977750% 

2.2704750% 

4.7301563% 



AMENDED 
EXHIBIT "A.8" 

January 31 , 1990 

Item 2: (cont.) BPO 
Non-Consent 

APO 
Non-Consent 

Jay Easley 
P.O. Box 5036 
Victoria, Texas 

1.6108247% 

77903 

Estate of; Robert A. Mitchem 1.6952080% 
c/o First Interstate Bank of 
Denver, as personal representative 
P.O. Box 5825 
Denver, Colorado 80217 

Energy Investors 1986 2.5773196% 
Limited l?artnership 
370 17th Street , Suite 5020 
Denver, Colorado 80202 

Red B l u f f Water Power - 0 -
Control D i s t r i c t 
111 W. 2nd Street 
Pecos, Texas 79772 

1.1825391% 

1.6952880% 

1.8920625% 

24.3175000% 

TOTAL WORKING INTEREST 100.0000000% 100.00000000% 

Item 3: O i l and Gas Laases Subject to t h i s Agreement: 

1) Lessor: United States of America 
Lessee: Red B l u f f Water Power Control D i s t r i c t 
lease Date: March 29, 1988 
Federal Lease Number: NM NM 71599 
Descript ion: 

Township 26 South, Range 29 East, NMPM 
Section "27: NW/4 SW/4 

Eddy County, New Mexico 

2) Lessor: United States of America 
Ie.ssee: Don Wright 
Lease Date: February 1, 1980 
Federal lease Number: NM-38636 
Descript ion: 

Township 26 South, Range 29 East, NMPM 
Section 27: N/2 N)c74, SE/4 NE/4, NW/4, 
N/2 S/2, SW/4 SW/4 (excluding 38.08 acres 
l y i n g w i t h i n the Red B l u f f Reservoir) 

Section 28: A l l (excluding 203.90 acres 
l y i n g w i t h i n the l i i d B l u f f Reservoir) 

Section 29: N/2, N/2 SE/4, SE/4 SE/4 
Eddy County, New Mexico 

Panp> 2 n f 2 



AMENDED 
EXHIBIT "A.9" 

January 31, 1990 

Item 1: Identification of lands subject to this Agreement: 

Township 26 South, Range 29 East, NMPM 
Section 27: SW/4 SW/4 
Section 28: A l l excluding NE/4 NE/4, SW/4 SE/4 

and 203.9 acres lying within the 
Red Bluff Reservoir 

Section 29: N/2, N/2 SE/4, SE/4 SE/4 
Eddy County New Mexico 
(Undeveloped Acreage) 

Item 2: 

Mallon Oil Company 
1099 L8th Street, Suite 2750 
Denver, Colorado 80202 

Charles Simmons 
1120 Shady Lane 
Ft. Worth, Texas 76107 

Wei don Aston 
1465 Continental Plaza 
Ft. Worth, Texas 76102 

Wes-Tex Dr i l l i n g Company 
P.O. Box 3739 
Abilene, Texas 79604 

Star Production Inc. 
P.O. Box 10918 
Dallas, Texas 75207 

Kerrco Ltd 
22nd Floor, Niels Esperson Bldg. 
Houston, Texas 77002 

BeneTex O i l & Gas, L t d . 
22nd Floor, Niels Esperson Bldg. 
Houston, Texas 77002 

EuroTex Resources, L t d . 
22nd Floor, Niels Esperson Bldg 
Houston, Texas 77002 

Anoi l Company 
1021 Main Street , Ste. 1700 
Houston, Texas 77002 

Dennis N. Johnston 
711 Louisiana 
Suite 2000 
Houston, Texas 77002 

P i l o t Energy 1985 Ltd 
1021 Main Street , Suite 1700 
Houston. Texas 77002 

Workiiig Interest Percentage 

36.88500?, 

6.25000% 

6.25000% 

6.25000% 

2.76025% 

3.50000% 

1.56250% 

7.98975% 

7.00000% 

3.00000% 

6.25000% 



AMENDED 
EXHIBIT "A.9" 

January 31, 1990 

Item 2: (cont) Working Interest Revenue 

Jay Easley 
P.O. Box 5036 
Victoria, Texas 77903 

1.56250% 

Estate of Robert A. Mitchem 2.24000% 
c/o Fir s t Interstate Bank of 
Denver, as personal representative 
P.O. Box 5825 
Denver, Colorado 80217 

Item 3: Oil and Gas Leases Subject to this Agreement: 

Lessor: United States of America 

Lessee: Don Wright 

Lease Date: February 1, 1980 

Federal Lease Number: NM-38636 

Description: 

Township 26 South, Range 29 East, NMPM 
Section 27: N72 NE/4, SE/4 NE/4, NW/4, 
N/2 S/2, SW/4 SW/4 (excluding 38.08 acres 
l y i n g w i t h i n the Red B l u f f Reservoir) 

Section 28: A l l (excluding 203.9 acres 
l y i n g w i t h i n the Red B l u f f Reservoir) 

Section 29: N/2, N/2 SE/4, SE/4 SE/4 

Eddy County, New Mexico 

Energy Investors 1986 
Limited Partnership 
370 17th Street , Ste. 5020 
Denver, Colorcido 80202 

2.50000% 

TOTAL WORKING INTEREST 100.00000% 

l>aa<=> 2 o f 2 



COPAS - 1984 - ONSHORE 

hrt/Mi 601, 
» U L * > A OK 7 4 1 0 1 

Recommended by the Council 
of Pelroleum Ac<ountont* 
Sooeliei rt 

EXHIBIT 

ATTACHED TO AND MADE A PART OF THAI' CERTAIN OPERATING AGREEMENT 
DATED OCTOBER I , 1986, BY AND BETWEEN MAI.LON OIL COMPANY, AS 
OPERATOR AND KERRCO LTD., ET AL., AS NON-OPERATORS. 

A C C O U N T I N G P R O C E D U R E 
JOINT O P E R A T I O N S 

I O L ' N K R A L PROVISIONS 

1. Definitions 

".Joint Property" sliall mean the real ami personal properly subject to the agreement to which this Accounting I'roccdure 
is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and mainte­
nance-of the Joint Properly. 
"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the .Joinl Opeia­
lions and which are to be shared by the Parties. 
"Operalor" shall mean the parly designated lo conduct llie Joi it Operations. 
"Non-Operators" shall mean Ihe Parties to this agreement other than the Operator. 
"Parties" shall mean Operalor and Non-Operators. 
"First Ix'vel Supervisors" shall mean those employees whose primary function in Joint Operations is the direct supervision 
of other employees and 'or contract labor directly employed on the Joint Property in a field operating capacity. 
"Technical Employees" shall mean those employees having special anil specific engineering, jr/eoloiricai or other profes­
sional skills, and u ho-e primary function in Joint Operations is tbe hamllinj: of .specific opera!ine: conditions and pr-iblcm.-
for the benefit of the Joinl Property. 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Material" sliall mean Material w Inch al the time is so classified in the Material Classification Manual a-
mosl recently recommended by the Council of Petroleum Accountants Societies. 

Statement and Millings 

Operator shall.bill Non-Operators mi .iy boh<»o Om lact duy ef ooeh mnnt)» for their proportionate share of the Joint Ac­
count h r the piveedii^ mnnl-h. Such bills will be accompanied by statements which identify the authority for expenditure, 
lease or facility, anil all charges and credits summarized by appropriate classifications of investment and expense except 
that items of Controllable Material and unusual charges and credits shall be separately identified and fully described in 
detail. 

.'{. j i l "• ' »>"••-• Nnn Operators 

receipt of the bill 
whichever is later. Operalor shall adjust each 

THIRTY i 3 0 ) ^ 
Each Non (Ipcralnr sliall pay ils pro|mrtion of all bills within fifUmii I Intnlays after receipt. If pavment nul made 
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect ill _ b e n y e r _. 

N a t i o n a l Rank . . on the first day of the month in which delinquency occurs plus 1". or tlie maximum 
contract rale permitted by the apple able usury laws in tbe stale in which the Joinl Properly is located. » bicbev er 
is the lesser, plus attorney's fees, court costs, and other costs in connection' with the collection of unpaid amounts 

1. -Adjustments 

Payment of any such bill, shall not prejudice the ri^ht of any Non-Operator to protest or question the correctness thereof: 
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall con­
clusively be presumed to he (rue and correct aflcr twenty-four (21) months following the end of any such calendar year, 
unless wiihin the said twenlv -four C'l) month period a Non-Operator takes written exception therein and makes claim on 
O|x<ralor for adjustment. No adjustment favorable to Operator shall be made unless i l is made w iihin the same prescribed 
|M'rii«l. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory id Controllable 
Material as provided for in Section V. 

COPYRIGHT® 19Sr> by the Council of Petroleum Accountants Societies. 
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U. Audits 

'i A Nun Operator. II]KMI notice in writing tn 0|KTal<ir and all oilier Non-0|>ei alors. sliall have llie right to audit Opera-
lor's aeeounls and reeords relating to the Joint Account for aliy calendar year within the twenty-four (24) month 
IK I IIMI following Ihe end of such calendar year: provided, however, the making of an audit shall not extend llie time 
h>r the taking of written exception hi and the adjustments of accoiml-s as provided for in Paragraph 1 of this Section 
I . Where there are two or more Non Operators, the Non Operators shall -withe (".'cry reiwnrdde. effort t«-cor.duct a 
joinl audit in a manner which will result in a minimum of inconvenience hi the Operalor. Operalor shall hear no [>or-
lion of Ihe Non-Opci atnrs' audit cost incurred under this paragraph unless agreed to by the Operator. The audits 
shall not be conducted more than once each yeai without prior approval of Operalor. except upon the resignation or 
removal of the Operalor. and shall be made al the expense of those Non Operators approving such audit. 

I ! The Operalor shall reply in wri t ing to an audit report within IHO days after receipt of such report. 

ti Approval Hy Non Operators 

Where an approval or other agreement of the Parlies or Non-Operators is expressly required under other sections of (hi? 
Accounting Procedure and if ihe agreement lo which this Aeeouolmg Procedure is attached contains no contrary provision-
in re^urd thereto. Operalor shall notify all Non Operators of Ihe Operalor's proposal, and the agreement or approval of 
a majority in inleresl of Ihe Non-Operators shall be cont roll ine; on all Non Operators. 

I I . DIRECT CHARGES 

Operalur shall charge the Joinl Account with the following items: 

1. Ideological and Environmental 

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

2. Rentals and Royalties 

Ix-ase rentals and royallies paid by Operator for Ihe Joint Operations. 

: i . Labor 

A. ( I I Salaries and wares of Operalor's field employees directly employed on the Joint Property in the conduct of Joint 
Operations. 

(;.') Salaries of First I x ' u l Supervisors iu the field. 

i : i | Salaries and wages of Technical Employees directly employed on the Joint Properly if such charges are excluded 
from the overhead rates. 

( 11 Salaries and wages of Technical Employees cither temporarily or permanently assigned lo and directly employed 
in the operation of the Join! Pinporly if such charges arc excluded from the overhead rates. 

It Operator's ee-t cf holiday, vacation, sickness and disability benefits and other customary allowances paid lo employ ec-
whose salaries and wages are chargeable lo the Joinl Account under Paragraph .'IA of this Section I I . Such casts under 
ibis Paragraph .11! may be ( barged on a "when and as paid basis" or hy "percentage assessment" oo the ;imount of 
salaries and wages chargeable to the Joint Account under Paragraph .'IA of this Section I I . If percentage assessment 
is used, the iate shall be based on the Operator's cost experience. 

('. Expenditures or contributions made pursuant lo assessments inqxised by governmental authority which are applicable 
to operalor's costs chargeable to the Joinl Account under Paragraphs -!A and .'IR of this Seclion 11. 

11 Personal Expenses of (hose employees whose salaries and wages arc chargeable lo the Joint Account under Paragraph 
'•' A of this Seel ion 11. 

•I . Employee l lcnefi ls 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, retirement, stock 
purchase, thrift bonus, and other benefit plans of a like nature, applicable lo Operalor's labor cost chargeable lo the Joint 
\cci.iuil under Paragraphs .'IA and .'IR of (his Section II shall be Operator's actual cost not lo exceed the percent most recent­

ly recommended by the Council of Petroleum Accountants Societies. 

.">. Material 

Material purcha cd or furnished by Operalor for use on the Joinl Properly as provided under Section IV. Only such Material 
shall U' purchased fm- or transferred lo the Joint Properly as may be required for immediate use and is reasonably practical 
and consistent with efficient ami economical operations. The accumulation of surplus stocks shall be avoided. 

(> Transportation 

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

A. If Material is moved to (he Join! Pro|>orty from the Operator's warehouse or other properties, no charge shall be made 
(/> the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material 
is normally available or railw ay receiving point nearest the Joint Property unless agreed lo by the Parlies. 



!!. If surplus Material is moved to Operator's warehouse or older storage point, no charge shall be made to the .Joint Ac­
count for a distance greater than the distance lo Ihe nearest reliable supply store where like material is normally 
available, or railway receiving point nearest the .Joint Property unless agreed to by the Parties. No charge sliall ta 
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 
Parlies. 

('. In the application of subparagraphs A ami It ahme, the option to equalize or charge actual trucking cosl is available 
when the actual charge is $ 100 or less excluding accessorial charges. The $100 wil l be adjusted to the amount most 
recently recommended by the t'ouiu il of Petroleum Accountants Societies. 

Services 

The co' t of contract service;, equipment and utilities provided hy outside sources, except services excluded by Paragraph 
1(1 of Section 11 and Paragraph i . i i . and i i i . of Section I I I . The cost of professional consultant services and contract ser-
\ ices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates. 

I he cosl of professional consultant services or contract services of technical personnel nol directly engaged on the Joint 
Properly shall not be charred In the' Joint Account unless previously agreed lo by Ihe Parties. 

Equipment and Facilities Furnished Ity Operator 

A. (Iperator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
with ct><ts of ownership and operation. Such rales shall include eosls of maintenance, repairs/other operating expense. 
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed 
f i f t e e n . . penciil ( 15 ."..) per annum. Such rales shall not exceed average Commercial rates currently pre­

vailing in Ihe immediate area of the Joint Properly. 

P. In lien of charges in paragraph SA above. 0|K'ialor may elect to use average commercial rates prevailing in the immedi­
ate an a of the Joint Property less W \ : For automotive equipment. Operator may elect to use rates published hy the 
Pel i oleum Motor Transport Association. 

Damages and losses to Joint Property 

All co'Is or expenses necessary for the repair or replacement of Joinl Property made necessary because of damages or losses 
incurred by fire, flood, storm, (heft, accident, or other cause, except those resulting from Operalor's gross negligence nr 
wil l fol misconduct. ()|>cralor sliall furnish Non-Opcralor written notice of damages or losses incurred as s<x>n as practicable 
after a report thereof has been received by Operator. 

I x'gal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from <i|>crations under the agreement or necessary to protect 
or n-rm er the Joint I V<i|<erly. excepl that no charge for services of Operator's legal staff or fees or expense of outside attor­
neys ..hall be made unless previously agreed In by the Parlies. M l otIirHrr-rd-crpcnric in con-ddcrcH to hr r w r i ' H hyt!-t 
iw»^4^u+nJ_|i,wiu_ium^u{_&.rtiun 111-mdfrt-+>t-h"rv.'e*' iigrcciTt^*yH-hf-f'nrHc»; except ny piocidcd in '.if rtinri I . Paragi.iph 

I ' l l vos 

All taxes of even kind and nature assessed or lev ied upon or in connection wilh the Joint Properly. Ihe operaiion thereof, 
or (fie production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad vale 
rem taxes are ba'ed in whole or in pari njwm separate valuations of each party's working inleresl. then notwithstanding 
anv thing to the contrary herein, charges lo the Joint Account shall be made and paid by the Parties hereto in accordance 
w ith the lax value generated by each party":; working interest. 

I I I S I I I aoce 

Net premiums paid for insurance required lo be carried for the Joint Operations for the protection of the Parlies. In the 
c\enl Joint Opeialions are conducted in a stole in which Operator may act as self-insurer for Worker's Compensation and 
or Employers Liability under the respective stale's laws. Operator may. at ils election, include the risk under ils self-
insurance pioi-ram ami in that event. Operator shall include a charge at Operator's cosl not to exceed manual rates. 

Abandonment and Reclamation 

Costs incurred tor abandonment of the Joint Property, including costs required by governmental or other regulatory 
aullioritv . 

Communications 

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio ami 
microwave facilities directly serving the Joint Properly. In Ihe event communication facilities/systems serving the Joint 
Properly are Operalor owned, charges, to the Joint Account shall be made as provided in Paragraph 8 of this Section I I . 

(Xher Expenditures 

Anv other expenditure not covered or dealt wilh in the foregoing provisions of this Section I I . or in Section I I I and which 
is of direct benefit lo t he Joint I 'roperly and is incurred by the ()peralor in the necessary and proper conduct of the Joint 
I Iperat ions. 

- : i 



I I I . O V E R H E A D 

Ovcrhead - Dr i l l i ng and Producing Operations 

i. As eom|>onsalion for administi alive sujiervision. office services and warehousing costs, 0|>erntor shall charge drill ing 
anil producing operations on either: 

(X'l Fixed Kale Hasis. Paragraph l A . o r 
( 1 Percentage Itasis. Paragraph IH 

(Inless otherwise agreed to hy the Parlies, such charge shall he iu lieu of costs and exposes of all offices and salaries 
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph 
.TA. Seclion 11. The cosl and expense of services from outside sources in connection with mailers of taxation, traffic, 
aeeounling or matters before or involving governmental agencies shall be considered as included in the overhead rates 
provided for in the ahm-o selected Paragraph of this Seclion I I I unless such cost and expense arc agreed ta by the 
Parlies as a (lirorl ( barge In Ihe Joint Account. 

ii The salaries, wages and Personal Kx|ienses of Technical Kmplnyofs and/or tlie cost of professional consultant services 
and contract services of technical personnel directly employed on flic Joint Property: 

( ) shall be covered by the overhead rates, or 
(\ I shall not be covered by the overhead rales. 

i i i . The salaries, wages and Personal Expenses of Technical Employees and 'or costs of professional consultant services 
and contract services of technical personnel either tem|Kn arily or permanently assigned lo and directly employed in 
Ihe operation of the Joinl Properly: 

( ) shall be covered by Ihe overhead rales, or 
(X I sliall not be covered by the overhead rates. 

A (iverhead Fixed Kate Itasis 

(1) Operalor shall charge the Joint Account at the following rales per well per month: 

•. „. .., „ , , , « . J , 100.00 , / Drilling Well Kale $ \<fr 
l l ' i o i a l cd for less lhaii a full month) 

Producing Well Kale $ J25 .00 

Cil Application of Overhead - Fixed Kate Itasis shall be as follows: 

(a) Dri l l ing Well Kale 

(.1) Charges for dri l l ing «ells shall begin rm the date th' 1 welt is spudded and terminate on the date the dri l l -
imr rig. com plot ion rig. or other units used in completion of the well is r clea-ed. whichever is later, except 
that no charge shall be made during suspension of dr i l l ing or completion operations for fifteen t in) or 
more consecutive calendar days. 

C_') Charges for wells undergoing any lype nf workover or recompletion for a period of five (">) carisecutive 
work days nr more shall be made at Ihe dr i l l ing well rate. Such charges shall be applied for the period 
from dale workover operalinns. with rig or other units used in workover. commence through dale of rig 
or other uuil release, except lhal no charge shall be made during suspension of operations for fifteen 
I lf>> or more consecutive calendar days. 

(Ill Producing Well Kates 

t l ) An active well either produced or injected into for any portion of llie month shall be considered as a one-
well charge for the entire month. 

(L'l Each active completion in a multi-completed well in which production is not'Commingled down hole shall 
be considered as a one-well charge providing each cnmplelinn is considered a separate well by the govern­
ing regulatory authority. 

CO An inactive gas well shut in because of overproduction or failure of purchaser to take the production sliall 
In- considered as a one-well charge providing tbe gas well is directly connected to a permanent sales 
nutlet. 

( II A one well charge shall be made for the month in which plugging and abandonment opei alion1- are com 
pleled 'Hi any well. This one well charge shall be made whether nr not the well has produced except win-:, 
dr i l l ing well rale applies. 

(M All other inactive wells (including but not limilod lo inactive wells covered by unit allowable, lease allow • 
able, transferred allowable, etc.) shall n«l qualify for an overhead charge. 

CD The well rales sh;i|) be adjusted as of Ihe first day nf Apr i l each year following ihe effective dale of lh • agreement 
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur 
tenth in u--e by the pen cnlnge increase or decrease iu the average weekly earnings of Crude Petroleum and ' !a.-
Fieduction Workers for the last calendar year compared to the calendar year preceding as shown by ihe index 
of average weekly earnings of Crude Petroleum and Oas Production Workers as published by the I 'ni le i l Stales 
Department of Labor. Itureau of Labor Slalisi ics. or the equivalent Canadian index as published by Statistics 
Canada, as applicable. The adjusted rates shall be the rates currently in Use. plus or minus the computed ad­
justment. 

-H:—<4vrrrrcttd—Prrr rrr! rt frc-Pitt-nt 

Ht—^1rH,m+">ts-^hidl-(4)nr>ri'-thts .hdnt-Aerwnl--nf-+hr^olhr*rm>r'Tfttr.r-
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(a) Development 

_ Permit ( %) of the cosl of development of the Joint Property exclusive of cost 
paragraph 10 of Seclion I I and all salvage credits. 

fovided 

(b) Operating 

Percent of the cost of operating the .IcmjJ^Yoperty exclusive of costs provided under 
Paragraphs 2 and 10 of SoclionTl^dl salvage credits, t h e ^ l n l f o f injected substances purchased for secondary 
recovery and all taxes and assessme 
tn tlit- Joinl Property. 

(2) A|iplica(ion of Overhead - Percent ajji 

ie Yiime in mjccieu suusiaiice.s pm ciiiiscu nil seciniuaiv 
Tl. assessed and paid upon the mineral interest in and 

Fur the purpose of dolorn»mfng charges on a percentage basis under^i^ngraph I I ! of this Section 1)1, development 
shall include all cnvK'in ronMirlion wilh drilling, redrilling. dceponingr<V-aiiy remedial operations on any or all 

al on the Joint Prop-
incurred in abandoning 

^wnon the well is tint completed as a producer, and original cosl of construction or inslaPoVUon of fixed assets, the 
expansion of fixed .assets and any otlier project (dearly discernible as a fixed asset, except NhTjncJ'onstrui.Tiiin as 
defined in Paragraph 2 of this Section 111. All other costs shall be considered as operating. 

wells invol^djrjtThe use of dr i l l ing rig and crew capable of dril l ing to the p r ^ w r d i g inlervti 
ciiyj_jdwCprelimiiiaiy expenditures necessary in preparation for drilling and expetaHcun'S inc 

Overhead - Major Construction 

To compensate Operator for oveihead costs incurred m the construction and installation of fixed assets, the expansion of 
fixed assets, anil any oilier project clearly discernible as a fixed asset required for the development and operation of Ihe 
Joint Properly. Operator shall either negotiate a rate prior lo the beginning of construction, or shall charge I 'ae Joint 
Account for overhead based on the following rates for any Major Construction project in excess of $ _ T 0 , 0 0 0 : 

A. _ .5 % of first $100.000 or total cosl if less, plus 

H. _ 3 X of costs in excess of $1(10.00(1 but less than $l.0lin.000. plus 

C . L - 'V nf n.sls in excess of $1,000,000. 

Total cosl shall mean the gross cost of any one projecl. For the purpose of Ibis paragraph, the component parts of a single 
project sliall not be treated separately and the cost of dri l l ing and workover wells and artificial l if t equipment shall be 
excluded. 

I . Catastrophe Overhead 

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 
to oil spill, blowout, explosion, fire, storm, hurricane or other catastrophes as agreed lo by the Parlies, which are necessary 
to restore the Joinl Property to the equivalent condition that existed prior to the event causing the expenditures. Operalor 
shall either negotiate a rate prior to (dun ging the Joint Account or shall charge llie Joint Account for overhead based on 
the following rales: 

A. . 5 % of total costs through $100.(100: plus 

H. , . „ . 3 . . - 'V. of total costs iu excess of $100,000 but less than $1,000,0(111. plus 

C. J 'V of total costs ill excess of $1,000,000. 

Expenditures subject to the overheads above wil l not he reduced by insurance recoveries, and no other overhead provi­
sions of this Seclion I I I shall apply. 

t. Amendment of Itatcs 

The overhead rales provided for in this Seclion I I I may be amended from lime to time only by mutual agreement between 
the Parlies herein if. in practice, the rales are found lo lie insufficient or excessive. 

IV. PRICING OF .JOINT ACCOUNT M A T E R I A L PURCHASES. TRANSFERS A N D DISPOSITIONS 

Operalor is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move­
ment- affecting tht' .hunt Properly. Operator shall provide till Material for use on the Joint Properly: however, at Operator's 
option, such Material may be supplied by (he Non-fIperator. Operalor shall make timely disposition of idle and/or surplus 
Material, such disposal being made either through sale to Operalor or Non Operator, division in kind, or sale to outsiders. 
Operalor may purchase, bul shall be under no obligation lo purchase, inleresl of Non-Opei ators in surplus condition A or 1! 
Material The disposal of surplus Controllable Material not pun based by the Operalor shall be agreed lo by the Parties. 

1. Purchases 

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

2. Transfers and Dispositions 

Material furnished lo the Joint Properly and Material transferred from the Joint Property or disposed of by the Operator, 
unless otherwise agreed to by the Parlies, shall be priced on the following basis exclusive of cash discounts: 



New Material (Condid'on A) 

11) Tubular Goods Other than lane Pipe 

(a) Tubular (roods, sized */\ inches 01) and larger, except line pipe, shall be priced al Easlern mil l published 
carload base prices effective as of dale of movement plus transportation cosl using Ihe 80.000 pound carload 
weight basis lo the railway receiving point nearest Ihe Joinl Properly for which published rail rates for 
lobular goods exist. If the 80.000 pound rail rate is not offered, the 70.000 pound or P0.000 pound rail rate 
may be used, f re ight ( barges for tubing will be calculated from Ixirain. Ohio and casing from Youngslown. 
Ohio. 

(b) For grades which are special to one mill only, prices shall be computed at the mill base of thai mill plus trans­
portation cosl from that mill lo the railway receiving point nearest Ihe Joint Properly as provided above in 
Paragraph 2.A.l iXa). For transportation cosl from points other than Eastern mills, the .'10.000 pound Oil Field 
Earners Association interstate (rucl< ra i" shall be used. 

(c) Special end finish tubular goods shall be priced at the lowest published onl-nf-stock price, f.o.b. Houston. 
Texas, plus 11ansportation cost, using Oil Field Haulers Association interstate M.OOO pound truck rate, lo 
the railway receiving point nearest the Joinl Property. 

id) Macamni Inbing (size less than IP. inch OH) shall be priced al Ihe lowest published out -of stock prices f.o.b. 
the supplier plus traus|>oi latum costs, using the Oil Field Haulers Association interstate truck rate per weight 
of lulling transferred, lo the railway receiving point nearest (he Joint Property. 

(21 I .ine Pipe 

(al Fine pipe movements (except size IM inch OH and larger with walls :'\ inch and over) .'10.000 pounds or more 
shall be priced under provisions of tubular goods pricing in Paragraph A.tl)(a) as provided above. Freight 
( barges sliall be calculated from Ixirain. Ohio. 

(b) Line pipe movements (except si/.e '2 1 inch OH and larger with w alls inch and over) less than .'10.000 pounds 
shall be priced at Eastern mill published carload base prices, effect ive as of dale of shipment, plus '20 percent, 
plus transportation co Is based on freight rales as sel forth under provisions of tubular go<>ds pricing in Para­
graph A.(Ota) as provided above. Freight charges shall be calculated from 1/irain. Ohio. 

(cl Line pipe 'Jl inch OH and over and inch wall and larger shall be priced f o b. llie point of manufacture 
at current new1 published prices plus transportation cosl lo the railway receiving point nearest the Joinl 
Property. 

(dl Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be 
priced at ipioted prices plus freight lo the railway receiving point nearest the Joint Property or al prices 
agreed lo by Ihe Parlies. 

VM Otlier Mali-rial shall be priced at the currenl new price, in effect al date of movement, as listed by a reliable supply 
store nearest the Joint Properly, nr point of manufacture, plus transportation costs, if applicable, lo the railway 
receiving point nearest the Joint Property. 

11) I'mised new Mali rial, except tubular (mods, moved from the Joinl Properly shall be priced at Ihe curr.-nl new 
price, in effect on date of movement, as lisled by a reliable supply store nearest the Joint Property, or point of 
manufacture, plus transportation costs, if applicable, lo the railway receiving point nearest the Joint Property. 
Housed new tuhnlars will be priced as provided above in Paragraph 2.A.(l)and C2). 

(iood Used Material (('ondilion 111 

Material in sound and serviceable condition and suitable for reuse without reconditioning: 

111 Material moved tn the Joint Properly 

At seventy-five percent (7!)".) of current new price, as determined by Paragraph A. 

C2) Material used on and moved from lite Joint Property 

(a) At seventy five |>ereoiil (7.7'. 1 of currenl new price, as determined by Paragraph A, if Material w as originally 
charged to the Joint Accounl as new Malerial or 

tb) At sixty five percent (f>.:V\.| of current new price, as determined by Paragraph A, if Malerial was originally 
charged to (he Joinl Account as used Malerial. 

(•'!) Malerial not used on and moved from the Joint Property 

Al seventy five percent (T.V',.1 of current new price as determined by Paragraph A. 

The cost of reconditioning, if any. shall be absorbed by the transferring properly. 

Other Osed Malerial 

(I) Condition C 

Material w hich is oo( in sound and serviceable condition and not suitable for ils original function until after recon­
ditioning shall be priced at f i f ty percent (50"..) of current new price as determined by Paragraph A. The cost of 
reconditioning shall be ( lunged to the receiving property, provided ('ondilion C value plus cosl of reconditioning 
does not exceed Condition It value. 

(J-
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12) Condition I) 

Material, excluding junk, no longer suitable for its original purpose. !>ut usable for sotnc other purpose s tall he 
; , ; : i h <-.]••. commensurate .villi its use. Operator may dispose of Condition I) Malerial under procedures 

•" " ' i •! >d hv Operat"r without prior approval of Non-Operators. 

;1 « i ' i ', I'MC,' or d r i l l pipe used as line pipe shall he priced as tirade A anil R seamless line pipe of com 
parahlc size and weight. Used casing, tubing or dr i l l pipe utilized as line pipe shall he priced at used line 
pipe prices. 

(b) Casing, tubing or dr i l l pipe used as higher {ivc^nrc service lines than standard line pipe, e.g. power oil lines, 
shall be priced under normal pricing procedures for casing, tubing, or dr i l l pipe. Upset tubular goods shall 
be priced on a non upset basis. 

CD Condition E 

-limit shall be priced at prevailing prices. Operator may dispose of ('ondilion E Malerial under procedures nor­
mally utilized by Operator without prior approval of Non Operators. 

IV Obsolete Malerial 

Malerial which is ser\iceabh and usable for its original function but condition and/or value of such Material is not 
equivalent to that whieh would justify a price as provided above may be specially priced a- agreed toby Ihe Parties. 
Such price should result in the Joint Account being charged with the value of lite service rendered by such Malerial. 

E Pricing t -ondil ions 

11 I 1/iailiug or unloading costs may be charged to the Joint Account at Ihe rale of twenty-five cents {2~>C\ per hundred 
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the slocking 
|>oiiit. The above rale shall be adjusted as of the first day of April each year follow ing "January 1. PJJ-si by the same 
percentage increase or decrease used lo adjust overhead rales in Seclion 111. Paragraph l.Al.'D. Each year, tlie 
rale calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of Apri l nexl 
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies. 

( Jl Material involving election cost1, shall be charged at applicable percentage of the pun cut knocked-down price of 
new Materia). 

Premium Prices 

W henever Material is not readily obtainable al published or listed prices because of national emergencies, strikes or other 
unusual causes over which the Operalor has uo control, the Operator may charge the Joint Account for the required 
Mater ial al the Operator's aclual cost incurred in providing such Malerial. in making it suitable for use. and in moving 
il to the Joint Property: provided notice in wri t ing is furnished lo Non-Operators of the proposed charge prior In billing 
Non < iperalorsi for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within 
ten days after receiving notice fi om Operator, to furnish in kind all or part of his share nf such Material suitable for list 
and acceptable lo Operalor. 

Warranty of Material Furnished Ry Operator 

Operator does not w arrant Ihe Material furnished. In ease of defective Malerial. credit shall not be passed to ihe Joint 
Account until adjustment has been received by Operalur from the manufacturers or their agents. 

V. I N V E N T O R I E S 

ie Operator shall maintain detailed records of Controllable Malerial. 

Pei indie Inventories, Notice and Representation 

Al reasonable intervals, inventories shali be taken by (iperalor of the Joint Account Controllable Material. Writ ;en nolict 
of intention lo take inventory shall be given by Operator al leasl thirty CHI) days before any inventory is to begin so tha: 
Non-Operators may be represented when any inventory is taken. Failure of Non Operators to be represented at an inven­
tory shall bind Nort-Operalnrs lo accept the inventory taken by Operator. 

Reconciliation and Adjustment of Inventories 

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six 
mouths follow ing the taking of Ihe inventory. Inventory adjustments shall be made by Operator- to the Joint Account for 
ov ei ages and shortages, bul. Opei ator sliall be held accountable only for shortages due lo lack of reasonable diligence. 

Special Inventories 

Special inventories may be taken w henever there is any sale, change of interest, or change of Operator in the Joint Property, 
l l shall be Ihe duly of the party selling lo notify till other Parlies as quickly as possible after the transfer of interest takes 
place. In such cases, both Ihe seller and the purchaser shall be governed by such inventory. In cases involving a change 
of Operator, all Parlies shall be governed by such inventory. 

Expense id Conducting Inventories 

A. The expense of conducting periodic inventories shall not be charged lo llie Joint Account unless agreed lo by the 
Pari ics. 

P.. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in 
venloi ies required due to change of Operalor shall be charged to the Joint Account. 



EXHIBIT "D" 

INSURANCE COVERAGE 

A i rA(.HKI) TO AND MADF. A TART OF THAT CFRTAIN OPERATING AGREEMENT 
DATED OCTOBER I , 1986, li Y AND BETWEEN MALLON 0II, COMPANY, AS 
OPERATOR AND KF.RRCO, LTD., F.T AI,. , AS NON-OPF.RATORS. 

During the pericxl of Che jo i n t operations hereunder and continuing 
thereafter during tlie e n t i r e Lenn of th i s contract, Qierator s h a l l , 
with i t s best ef t o r t s , carry for tlie Joint Account the following type3 
and amounts ot coverage: 

a) Insurance which shalL oanply with tlie Workinan'9 
Catponsatiou and Elnployer' s L i a b i l i t y law:; of the 
state in which the Unit area i s located. 

b) Comprehensive Ooneral L i a b i l i t y Insurance with 
bodily i n j u r y or property damage l i m i t s of not 
less than $500,000 in any one occurrence. 

c) Comprehensive Automobile L i a b i l i t y Insurance 
with bodily in jury or property rlairage l i m i t s 
of not less than $500,000 in any one accident 

No other types of insurance shall lie carried for the Joint Account 
without Llie separate approval of a l l parties subject to t h i s contract. 
A l l losses a r i s i n g out of uninsured risks shall, be charged Co parties 
according to the i r interest under t h i s contract. C e r t i f i c a t e s of 
insurance evidencing ten (1.0) days advance notice of cancellation s h a l l 
be funused Non-O[>erator(s) upon request. Curator shall, require a l l 
subcontractors of coverage with l i m i t s adjudged by Operator as being 
s u f f i c i e n t and i n cc-npliance with doing practice for th i s type 
operation. 



EXHIBIT "E" 

GAS I W ^ N C I N G /vr.REr^O-N' 

ATTACHED TO AMI) MADE A PART OP THAT CERTAIN OPERATING AGREEMENT 
DATED OCTOBER I , I WK>, HY AND BETWEEN MALLON Oil, (.OMPANY, AS 
OPERATOR AND KEi.P.CO LTD., ET Al,. , AS NON-OPERATORS. 

Subject, bo Die provisions of tne Operating Agreement to which th i s 
Exhibi t in attached, each party sha l l liavc the r i g h t to bike in kind and 
separately dispone of i t ; i proportionate share of the gas produced from 
the Contract Area and .shall be e n t i t l e d to an opportunity to produce I t s 
f a i r share of the allowable gas production from a wel l (or prorat ion 
u n i t , including Lawful tolerances) established by appropriate regulatory 
a u t h o r i t y . 

I t is tlie in ten t that each party be e n t i t l e d to gas produced 
a t t r i b u t a b l e to i t s p a r t i c i p a t i o n as set f o r t h in Exhib i t "A" attached to 
t h i s Operating Agreement. 'the Operator lias the duty to cont ro l gas 
production and tlie r e s i n s i b i l i t y of administering the proviston3 of 
t h i s Agreement. The Operator sha l l cause de l ive r ies to be nude to the 
gas purchasers at such rates as imy be required to give e f f e c t to the 
in ten t that the gaa production accounts of a l l par t ies are to be brought 
In to balanco under the provisions contained Iv^rein. A l l par t ies hereto 
s l i a l l sliare proport ionately in and own condensate recovered with the gas 
by leaoe equipnent and sha l l pay t l i e l r proport ioivi te share of current 
operating expense i n accordance with the Operating Agreement to which 
th i a Exh ib i t is attached. 

A f t e r notice to Operator, any party may begin taking or de l ive r ing 
i t a share of tlie gas produce*!. Each party taki ng gas s h a l l fu rn i sh the 
Operator a monlJily statement of gas volumes taken. Each party unable to 
market I t s share of the gas producer! sha l l be credi ted wi th gas equal to 
i t a share of the gas produced, leS3 i t s share of gas used in lease 
operations, vented or l o s t . Operator sha l l fu rn i sh a l l p t r t i e s hereto 
monthly statements showing tlie t o t a l quant i ty ot: gas producer.!, used in 
lease operations, vented or l o s t , and the t o t a l quant i ty of condensate 
recovered. In addi t ion to i t s share, each par ty , u n t i l i t has recovered 
i t s credi ted gas and balanced i t 3 gas account, sha l l be e n t i t l e d to take 
or de l iver a volume of gas equal to H<enfcy-f £ve-^vn*<retrt:—ti^-r/ of each 
overproduced pa r ty ' s share of gas produced. I f more than one (1) party 
i s e n t i t l e d to the addi t iona l gas produced, they sliall . d iv ide such 
add i t iona l gas in accordance wi th Unit p a r t i c i p a t i o n . When an 
underproduced party takes gaa in excess of i t s current share of 
production only the volunu in excess of i t s current shire sha l l be 
treated as nuke-up, n , - d th i s make-up volume sha l l bri applied to reduce 
p r i o r d e f i c i t s in the order of accrual of such d e f i c i t . Each par ty , 
fi l ial I at a l l times, use i t u best e f f o r t s to regulate i t3 t ikes and 
de l ive r i e s from die Unit Area so tlie lease w i l l , not be shut - in fo r 
overproducing the al lowable, i f any, assigned thereto by the regulatory 
body having j u r i s d i c t i o n . i r ( . u f r « i J J J * f i t t y percent (50X-) 

Each jv i r ty producing and/or de l ive r ing gas to i t s purchaser s l i a l l 
pay or cause to be paid any and a l l production taxes due on sueh gas. At 
a l l tunes while gas i s produced f ron the Unit Area, each party s l v i l l make 
appropriate settlement of a l l r o y a l t i e s , overr id ing roya l t i es and other 
pavmentij out of or in l i e u of production fo r only those leases in which a 
[v i r ty has an ob l iga t i on to pay i t s proportionate share of such burdens, 
as i t each- party were taking or de l ive r ing to a purchaser i t s share, and 
i t s 3liare only , of such gas production. Each party hereto agrees to hold 
each other party liarmless from any and a l l claims fo r roya l t y , overr id ing 
roya l ty and other payments asserted by such burdening owners to whan each 
party i a accountable. 
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Page 2 of 2 
Gaa Balancing Agreement 

Nothing herein 3 l i a l l be construed to deny any party the r i g h t , from 
time to time, to produce and take or del iver to the purchaser i t s f u l l 
share of the allowable gas production to meet the d e l i v e r a b i l i t y testa 
required by i t 3 purchaser. 

Should production of gas from a wel l or prora t ion un i t be permanently 
discontinued or tlie wel l be included in a uni t ized area or any party 
assign his in teres t to another ix i r ty at a time when the gas account is 
out of Ixilance, settlement w i l l be mule between the underproduced and 
overproduced par t ies for overproduced volumes. liach ov«u pi educed party 
s h a l l pay to each undcrproduoxl party ( i n the prop,n"f ion that tlie 
underproduction of each underproduced party bears to the underproduction 
of a l l underproduced par t ies) tlie lesser of an amount of money equal to 
the amount e i ther received by the overproduced party fo r i t s 
overproduction or the amount of money the underproduced party lv\s 
contracted to s e l l i t s gas, less applicable production bixes theretofore 
pa id . I n tlie event an accounting i s necessary between overproduced and 
underproduced par t ies when a l l or a por t ion of the monies co l lec ted by 
the overproduced part ies was col lec ted subject bo possible refund as 
provided by tlie Federal Energy Regulatory Commission or other 
governmental a u t h o r i t y , then tlie overproduced par t ies w i l l pay and the 
underproduced [ jar t ies w i l l accept the i r proportionate shares of such 
monies wi th tlie understanding and agreement that should a refund be 
required of a l l or a por t ion of the monies so col lec ted then the 
underproduced par t ies agree to refund to the overproduced part ies that 
por t ion of monies paid by the overproduced part ies of the underproduced 
par t ies Uiat ia required to be refunded plus any in te res t required to bo 
paid thereon. 

Nothing herein 3ha l l change or a f f e c t each par ty ' s obl igat ions to 
pay i t a proj iort ionate slvare of a l l costs and l i a b i l i t i e s incurred as i t a 
share thereof is set f o r t h in the Operating Agreement. 

Tlie provisions of th i s Agreement sha l l be separately applicable and 
s l i a l l cons t i tu te a separate Agreement as to each we l l (or prora t ion u n i t ) 
and each reservoir to tlie end that production from one reservoir may not 
be u t i l i z e d fo r tho purpoee of balancing underproduction from any other 
rese rvo i r s . 



THERE .[.-; NO EXHIBIT "F" IVJ tins AGREEMENT 

ATTACIIW:) IVJ AND HADE A PARI' OE THAT CERTAIN OPERATING AGREEMENT DATED 
arrows i . , p)06, BY AND BETWEEN MALLON OIL CXMPANY, AS OPEIATOR AND 
KERRCO LTD., ET AL. , AS Nai-OPERATORS. 



THERE i s NO gXHCBtr "G" TO T H I S AGREEMENT 

ATL'ACHED TO AND MADE A PARI' OF THAT CERTAIN OPERATING AGREEMENT DATED 
CCrOBER 1, 19(16, BY AND BETWEEN MALLON Olf. CXDMPANY, AS OPERATOR AND 
KERRCO LTO., ET AL. , AS NON-OPERATORS. 


