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

Federal Lease NM NM-71599

Record Title — Red Bluff Water Power Control District
Operating Rights - G.P. II 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 Title — 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
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Phone and Conversation lLog

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

7-21-89

8-03-389

8-07-89

8-11-89

8-17-89

8-21-89

9-07-89

12-15~-89

12-19-89

Terry Lewis - called to discuss Amoco-Federal #2 dry
hole in SENE Sec 29, T265,R29E.

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

Jim Hart - Pecos Archeological - Has been busy, will
complete report and send to BLM.

George Reubleman (BLM) - Going to well site (original
stake) today to assess archeological find. He will
call with recommendation on what can be done.

Attempted calling Terry Lewis (George Mitchell II)
returning his call. Left message on answering machine
at George Mitchell's phone number,

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

Barry Hunt - (BLM) Will meet with George Reubleman and
John West Engineering today at well site to
re-survey.

Mike Stogner (MMOCD) - Called with authorizaticon
number for non-standard location — NSL 2716.

Discussion with Karen McClintock - George Mitchell
will not be participating in ARBF#3. Karen leaving
town for two weeks.

George Mitchell - Called him to find out where his
discussions with Karen McClintock had left off. He
said he had offered 75% NRI Farmout. He is waiting
for her to send an agreement if accepted.

Robert Mclosky - JSM 0&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 in for
their full royalty after some multiple of pay out.

Began calling partners to try to distribute Mitchell
interest to allow well to be drilled.



12-21-89

12-21-89

12-22-89

12-22-89

12-22-89

12-22-89

12-27-89

12-28-89

Called CapStar Drilling on rig availability
Calling partners on working interest allocations.
Calling partners on working interest allocations.

Called Jim Burleson to start dirt work on well-site.
He will start Tuesday (12-26-89). Work should take
2-3 days.

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

Notified BLM (Adam Salam) that dirt work would begin
12-26-89.

Finished calls to partners regarding allocation of
Mitchell interest.

Rob Hobson - CapStar Drilling - Called to say rig
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 in 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 lLewis were to
call and did not. Several other calls were made
regarding the actual drilling of the well.



Force Pooling Amoco-Red Bluff #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 tell 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 thrilled with the production in Pecos
River an a 10% ORRI would not allow for a high enough NRI for us to
justify drilling. T also explained that if 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 still 1like to offer a 5% on one drillsite, but if 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 drilling 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 oould do.

4/17/89
Mr. Fuller called. Still 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 sit for now with our offer. Will try to sell but
will not be forced-pooled. I explained that we will have to initiate 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 let 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, Bill Kerr (915)683-3291 and
explained what needed to be done. C/A executed.

Offered 5% on one well and 7.5% on all locations.

6/28/89
Jim Ed Miller requested costs for #1 well.

6/30/89
Mr. Fuller called. Farmed-out to:
G.P. II Energy, Inc.
Box 50682
Midland, TX 79710
(915)684-4748 — George P. Mitchell II

A six month continuous drilling 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 call 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
listen 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 let 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 it in writing, with a
proposal.

12/26/89

Called Mitchell to let him know that the 75% NRI too low. I wanted to
know if he could go back to Red Bluff and see if 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 it was no use. I clarified his reasons
for not participating were because the AFE was too high and they wanted to
drill the #2 location rather than the #3. I explained that I would talk
with nmy people as to a solution to the problem.

12/29/89

Called Mitchell to let him know that we are force-pooling the Red Bluff
Interest.
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1 |PROSPECT: PECOS RIYER DATE PREPARED: 12/27/88
Z [WELL znlm :AMOCC-RED DLUFF #3 FEDERAL
= {Ww /4 NE/4SEC 28-1265, R29E
4 moczixw?am {EDDY COUNTY, NEW MEXICO
5 |FORMATION: i BRUSHY n...,_zéz
6 R, - LT .
7
[i]
9 NON-COHSEHT CALCULATIONS
10 WORKING IHTEREST OWNERS:
K] - H
12
13 BEFORE PAYOUT -
14 o : B s
15
16
17 'WORKING INTERESTS : ORIGINAL Wl FINAL W
18 |MALLON OIL COMPANY 0.2638753: 0.5399841
19 _[CHARLES SIMMONS 0.0447125  0.0800000
20 JWELDON ASTON 3.044712 0.0800000
21 WES-TEX DRILLING COMPANY 0.0447125; 0.0447125
22 |STAR PRODUCTION INC. 0.0197468! 0.0404091
23 |KERRCOINC.. .. 0.1362998: 0.1362998
24 |ANDIL COMPANY 0.0500780: 0.0000000
25 |PILOT ENERGY 1985 LTD. 0.0447125:  0.0447125
26 (JAY EASLEY 0.0111781: 0.01785720
27 JESTATE OF ROBERT A. MITCHEM 0.0160250! 0.0160250
28 {ENERGY INVESTORS 1986 LTD. PARTNERSHIPS 0.0178850: 0.0000000
29 [DENNIS JOHNSTON 0.0214620: 0.0000000
30 ICEORGE MITCHELE R, 0.2846000:  0.0000000
Mﬁ . H
32 TCTAL WORKING INTEREST: 1.0000C000:  1.0000000 !
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FPADILLA & SNYDER
ATTCRNEYS AT Law
ICCWN. MARCY.SUTZ 212
P.O. 20X 2523
esT L paniia SANTA FE. NEW MEXICO 87504.2523 Fax ese.
IY SO SNYCEIR ARZA CCC
(S03) 988-7577
January 30, 1880
EAND=-DFIIVIRED

7illiam . Carr, ZIsg.
Canmprell & Black

P. 0. Box 2208

Santa Fe, New Mexico 87301

Re: Mallon CCD Application
Case No., 9867

Dear Mr. Carr:

Enclosed are portions of Compensated Nuetron Feormation
Density and Dual Laterolog logs for the east offset to
Mallon's prcposed well.

Shculd ycu have any guestlons please let me Xnow.

EL?/mg
nclosures as stated g
cc: HMallon ©Oil Company =
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LACK M. TAMEZEZ__ ~EFFEZ3S00
TELSE 2. BoAcK SUITE | - .10 NCRTm GUASALURET
MICmAL. B, CAMPIEL_
POST SFFICT 20X 22C8
W ew AM L TASS
BRACFSRS C. BEARGE SANTA FE, NEW MEXICQO 87504-2208
> F e&==2'T AN
MARK R SmERTSA TI_Z3-0ONE: (305) 928-442
JiLo AN B 3 _ATTEZSY
2 A~z A AL MATT=ZNE TR =z= 23 g2z2-22<2

January 11, 1990

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Mallon Cil Company
1099 18th Streat

Suite 2720

Denver, Colorado 80202

Atmn: Joe Cox

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

Gentlemen:

ter is to advise vou that George Mitchell d/b/a G.P. II Energy, Inc. has filed an
ion with the New Mexdco Oil Conservation Division seeking an order force pooling
o'f all rnl neral in erests from the surface to the base of the Cherry Canyon formation for
any and all formarions and/or peols developed on 40-acre spacing, in and under the NW/4
NE/4 of Sebtlon 28, Township 26 South, Range 29 East, N.M.P.M., Eddy County, New
Mexico. George Mitchell d/b/a G.P. II Energy, Inc. proposes to dedicate the referenced
pooled unit 1o 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 testimeny. Failure to appear at
that time and become a party of record will preclude you from challenging the matter at
a later date.

Very truly yours,

L

WILLIAM F. CARR
ATTORNEY FOR GEORGE MITCHELL d/b/a G.P. ENERGY, INC.
WFC:mlh
RECEIVED Ja™ 1 § 120



PADILLA & SNYDER
ATTORNEYS AT LAW

200 W. MARCY. SUITE 212 -
P.O. BOX 2523

ERNEST L. PADILLA : SANTA FE. NEW MEXICO 87504-2523 FAX 988-7592
MARY JO SNYDER ) AREA CODE 505

(S05) 988-7577

January 9, 1990

CERTIFIED MATL
" RETURN RECEIPT REQUESTED

TO: ALL NON-CONSENTING WORKING INTEREST OWNERS (See
attached list)

RE: Notice of Application for Compulsory Pooling, Red
Bluff Federal #3, Eddy County, New Mexico

Pursuant to the Rules and Regulations of the General
Rules of the 0il Conservation Division of New Mexico, rnotice
is hereby given of the above-réferenced application. You
may protest the enclosed application by appearing at the
hearing of this application which will be heard on February
7, 1990, beginning at the hour of 8:15 a.m., at the offices
of the ©0il Conservation Disivion, State Land Offic=2

Building, 310 01d Santa Fe Trail, Santa Fe, New Mexico.

Ernest L. Padilla

ELP:pmc
Enclosure: Copy of Application

173.18



S:
NON-CONSENTING WORKING INTEREST OWNER

Red Bluff Wwater & Power control pistrict

111 W. 2nd Street
Pecos, Texas 79772

George P. Mitchell II
p. O. Box 50682
Midland, Texas 79710

o SENDER. Complete Items 1 and 2 when additional services are desired, and comp%ata ltems
3 and

ddrsss in the “RETURN
IR e e
to and the date ot de aua

63 and chec s} for additional servlce(s) requested. Re stdctad Delhmy
1or L% Show to whogmﬂellvered, date, gnd addressea s address. 2. O 4

is
"’ o on the reverse side. Fallure to do this will pret thi
I?stu?np?gcel {ae will prov vide you 2 : ‘A. ‘d o ol ‘»L.A

o iy e o s AN

3. Article Addressed to: v 4. Article Number .

Red]ﬂuff?hteré;P@mx‘Omﬂxol ?g:ozzz&gfcjgwmd
Reg

L b e e e

District L
[3cenitied ~ Llcop -\
111 W. 2nd Street 10% Maa U gm Rocdﬁ .
Fecos, ™ 79772 Alwaysobta!ndg:mdm T
. or agent end DATE DE.!VE’.HED.
’ ONLY
5 Signature — Address 8. Addreose:':' g‘ddms { '3

© e s et

- N

7. Date of Delivery

A Y o

PS Form 3811, Mar. 1988+ U.8.G.P.0. 1988-212-868 DOMESTIC BETURN RECElPT

gENDE“R. Compiste items 1 snd 2 when additional services are desired, and complste ltems
snd

Put your address In the ’RETURN TO'’ Space on the reverse side. Failure to do this will prevent this
card from being returned to E

ou. The return receipt fee will provide you the name of the person dslivered
to and the date of delivary. For additional fees the following services are available. Consult postmaster
for tees and check box{es) for additional service(s) requasted
Show to whom delivered, date, and addressees address 2. 00 Restricted Delivery -
ra charge) (Extra charge)
3. Article Addressec{ fo:

George P. Mitchell II

;z 4. Article Number

% Type of Servica: ,
h P' O. Box 50682 e B}aglstered [ tasured
| Midland, TX 79710 i Certified O coo

Return Receipt
D Expross Mail D for Merchandise

Always obtaln signature of addresses
or agent and DATE DELIVERED

|gnatur — Ad 8. Addressee’s Address (ONLY if
W requested and fee paid)

6. Sighature »”Agent
X

7. Date of Delivary
[-£7-70

PS Form 381 1, Mar. 1988°  » U.S.G.P.O. 1888-212-865 DOMESTIC RETURN RECEIPT

“
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PADILLA & SNYDER
ATTORNEYS AT LAW
200 W. MARCY. SUITE 212
P.O.BOX 2523

ERNEST L PADILLA SANTA FE, NEW MEXICO 87504-2523 FAX 982.7592
MARY JO SNYDER

(505) 888-7577

January 2, 19s0

HAND DETLITVERED

Mr. William J. LeMay, Director

New Mexico 01l Conservation Division
State Land 0OfZfice Building

10 014 Santa Fe Trail
anta re, New Mexico 8750

-

[

o

Re: Force Pooling aApplicaticn
2noco Red Bluff Federazal
Section 28-26S-2SE

Eddy County, New Mexico

RIS

3

Dear Mr. LeMay:

Enclosed please find, in triplicate, Mallon 01l
Ccmpany’s Applicaticn for Compulscry Poeling feor its REmeco
Red Bluff Federal £#3.

e g
wsTy thtlyTours,
[/]i/:’) 1 [
A TN N Iy
/\/(_{[ frd S &
el N
.K—._ T T™aS4 77 o
LoiiTO e e Tl ilg
ELP:pmc
Enclosure as stated V////
cc w/encl: Yallcn Cil Cecmpany

’..J

~1

(9%
4+

AREA CCOE S0O%



BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO
IN THE MATTER OF THE APPLICATION
OrF MALLCN OII. COMPANY COMPULSORY
POOLING, EDDY COUNTY, NEW MEXICO

CASE NO.

APPT.ICATION

1. Applicant has the right to drill its Amoco Red

Bluf rederal #3 Well to test all formations and zones

8}

constituting the Delaware Mountain Group as an oil well,

-

which 1s to be located at a standaxd location in the

w/aNE/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

.
- v~ el

section to this well, and there are intersst owners in the

ST e -

rreration unit who have not agresd to pool their interests.

3. Applicant should be designated the operator of the

well and the proration unit.



t
O

4. To avoid the drilling of unnecessary wells,

-

protect correlative rights and to afford to the owner ¢
each interest in said unit, the ocopportunity to recover or

receive without unnecessary expense, his just and fair share

cf %the o©il in said unit, all nineral interests, whatever
they may be, in all formations and zones constituting the

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

0
()]

ction 28 should be pooled.

well costs, plus an additional 200% thereof as a reasonable

charge for the risk involved in the drilling of the well.

6. Applicant should be authorized to withhold <frox

=

rcducticn the proporticnate share of a reasonarkl

]

. o .
. PR - & Y 194 E PR Py IR
supervisicn chargae for ¢Erilling  and  preiucing  wells

TIT DT AY T b . P S

WHEREFCRE, applicant prays that:

bl m -— q - da o A P = - < - = —~
A. This applicaticn be set for hearing Lkefore zn

examiner and that notice of said hearing be given =as
reguired by law.
B. Upon hearing, the Division enter its order pooling

all mineral interest, whatever they may be, from al



formaticons and zones constituting 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 40~acre spacing unit dedicated to applicant’s

C. And for such cother relief as may be just in the

Pembst L, Padilla

PADII.I.A & SNYDER
P. O. Box 2523
Santa Fe, New Mexico 873504-2523

Attorneys for Applicant

tJ
v
Q
®
W)



Amoco-Red Bluf f-Federal #3
NW/4 NE/4, Sec 28, T265, R29E
Edy Co., New Mexico

February 6, 15350

Anticipated Drilling and Completion Costs:
Drilling to casing point $ 87,070
Completion costs 157,725

Total completed well costs 244,795

Administrative and Overhead costs:

During drilling 3,056.60/month
During completion 3,056.60/month
During production operations 334.88/month

All 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 well, excluding severance and advalorem taxes.
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SPRCIAL IRLLLING SELPULATLIGS ]

[}

THE FOLLOWANG DATA LS RIUUUD Gl 1E WELL SIGH '!
OPFRATURS NAME MALLON OLI, COMPANY }305 ()H( WELL MO, & tiaME Auwoco-Red BLuff Federal No. 3

SOCALIM o 1259 ¥y N L& 1885 F F L SHe. 28 yTe 26 6, Re29 15

LEASE NO. NEH-380730 - QORILY Eddy

The speclal stipulatioun check matuad below ace applleable Lo twe alove described well and approval of
this application to defll 1 cooditioned upon conpliance with such stipilatioos in addltion to the
Ceveral Requivements.  The peoalttoe should be fanlllar with Uk Genernl Requicasentn, a copy of whilch
to avullable Lroa o Darean of Lond Muwgyaent office.  EACH PERMETIEE HAS THE RIGUL OF ALMUNLISIRATIVE
APPEAL “10 THESE SETVULATIGRD PURSUARE U TEIE 43 CGR 3L65.3 sod 3165.4.

L. SPECIAL FNVDYIRAHL RIQUIRIMENTS

( ) Lesuer Pralrie (ilcwen (Stlpa attadwd) ( ) Floodplalan (Stlpe atlaced)
() Son Shioon Swale (Stijo altaclxd) () Other

1L. M JEASE — SUUACE RBUIRMENLS UM TV RILLING

(1) The JM WLl monltor construction of Uids drill slte. Notlfy the Coy éS' /)C} A Rewswurce Area

OLlloe, MM at Lot o2 work lug dayn polor Lo comenclng cowtiuctlon at (}Oﬁj—jﬁﬁ~6}4‘( .
//‘ - b

(*} Rowds an! the delll pad Lor this well must be surfaced with '7[ 1ochey of canpacted (/(' él (Ag_

() ALl topsold and vegetation eocountered duclog the construct lon of e dri Ll slte area will be
vtockpl Lsd and made avallable Lor temirlocluyg of te distucbed area after completion of the delillig
operatbon, Topooll «n the mbject locatlon 1o appradmately Indws In depth,  Approcimately
ailile yards of topooll matecial will be slodkplled Lor reclanation.

) Other Consirvet avllen }”CW"? ayounds on (‘w( avean Cf{t €\ f‘\ﬂfjﬂ‘oﬂ,bl‘?g)‘
V-clooy south, Keserve s o Ahe cast ! ‘
Ll IUeus ovratiads kauiresnss Carlshad Conirollod Waier Basin

e Durcau of Land Huogasent offlce 18 to be wotllled at (505) Byt~ 6544- , In oulficlent tiue for
u representative to witiess:

(\4 1. Spulding (\/{ 2. Ceuent caslng 88 Inch 5% 1uch inch
() 3. 0P tesws () other
V. CASNG -

" . i
(»’)/ 658 ourface caning should Le set@z400’; or below Iro\abk’ suiface Wateund conent:

shienlated to e mufoce. 1L coment does not clroulate to twe surfacd, this UM office will be
wtifled anl o taoperatuce sucvey vr cannt bood log will be run to weidlfy e top of the cemeat.
Iemedlal caventdng will be doe prior Lo dellling out of that stchyg.

() Maimrrepsbredelilleobeotmeyibehdmndetie dm e rmex M teoringedoeie

(\/{ Minlmm vequlved £111 of cement behind the 57" pruduction caslog s to
Jichack 250 inlo basu(,(.. Sqa[{ @RX2P507




RESERVIE PLT CONSTRUCTION STAND&RDS

Y

hu cul wmaterlal and Llaed
g

i

The reserve plt will be conustructed almost entliely
wlith 6 mlll plastic.

The excavated materlal may be used for constructlon of the pad and access road
ag ueeded.,

Reclamation: Reclamatlon of thls type of deep plt wlll conslst of pushing the

BIE“GEiLs Into the plt when sulllclently dey to support track equlpuent. The
plt liner ls NOY 10 BE RUPTURED to faclllitate deylng; a ten month perlod after
completion of the well Ls allowed for drying of plt gontents,

The plt area must be contoured Lo the natural terraln with all contamloated
drilling mud burled with at least 3 feet of clean voll.

The reclalmed area
will then be geeded as npeclfied Lo thls permit,

Optlonal PLt Constructlon Stendards

The rescrve plt may be constructed in predomlnantly {111l materlal 1F:
1) Llned as speclfled above and,

2) A borrow/callche/pravel plt for road aud pad surfaclug Lo
coustructed Immedlately adJacent to the reserve plt and Lt 1o
capable of countalulng all repserve plt cuntents.

1
Reclamatlon uf the reserve pilt will conslist of bulldozling all reserve plt
contenls and contamfnanly Lnto the borrow plt aud coverlng with a minimum of 3
feet of clean soll materlal. The entlre area must be recontoured, all trash
removed, and resecded ag upeclfled itn Lhls permlt.

e A T e~

-
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- OYERETORES cury
Form 6023

St UNITED STATES
DEPAIRRTMENT OF THE INTERIOR

BUREAU OF LAND MAMAGEMENT

reverne nlde)

BUNMIE 1N TIIPLICATE®
{Uher taatructions on

Foum np proved.

Dudget Barenu No. 1904~ 0136
Explres August 31, 1983

6. LEADT URNIUNATION AND BXAIAL HO.

NM-386306
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SUPPLEMENTAL DRILLING DATA

MALLON Ol1], COMPANY

WELL 1MO. 3 AMOCO-RED BLUFE-EEDERD,

1. SURFACE NWHIMATION:  Qualernary.

2. SOV IMATED TOPS OF GEOLOGLC MARKERS :

Rustler Anhydrite Jog?

Delaware 2870
Bell Caunyon 2900
Cherry Canyon Jiog?
Brushy Canyon 5150

3. ANV ICLPAVED POSSIBLE DYDROCARDON BEARING Z01ES

Chervy Canyon il

1. PJOPOSED CASIHNG AND CIEMENTING PROGRAM:

SETTLNG DEPIU

CAGING S1ZE - IO 19 WELGLIT Gioots - JOINT
0-5/6" 0 A0y 241 k=55 5IC
b=1/2" 0 5200 15.500 J-55 SIC

B-5/8" casing will be cemented with approximately 250 sacks of
Class "C" cament. Cement to circulate.
svo a5

5-1/2" casing will be cenented wikh approximately }UGV sacks of
cement.

Fauivalent  or  adequate qraodes and weighls of cosing may be

subslUituled at time casing is run, depending on availability.

N
J. PRESHURE CONTROL, FQULVMENT

N 3000 psi working pressure, double ram type preventer will be in
use while drilling below the sucface casiig. '

N O sketch is attached.



10.

CIRCULNY NG MEDLUM:

Sw.face Lo 400 feel: Fresh water with gel or lime as needed for

viscosity control.

400 feel Lo Total ‘lkg,_)l-'.ll: Cut brine couditioned as necessary for

control of viscousity, pl, and
waler-loss. Weigyhted as necessacy for
well control.

AUXLELARY ECULTMENT' s

Dl string salely valves will be waintained on the rig Floor
while drilling operations are in proyress.

TEOTING, POGGING, AND CORING PROGRAMS @

Drill stewm tests will be wade when sanples, duoilling time, and
other data indiciate a test is warrauted.

JU is planued that electric logs will ioclude DLLAGR, GR-CNL-
FIX2 loys.

No coring is planned.

ARNOIMAL PREGHURES  , "UEMPERATURES, O YDROGEN SULFFIDE GAG:

[}

+

No abnonwal pressuces or Lewmperatures ave anbicipated.

No hydrogen sullide is anticipated.

ANPICIPATED STARTING DAYE:

1L iy plamned that work will comence upon approval ol this

application, with duvilling and completion operations lasting
about 30 days.
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SURFACE USE AND OPERNTIONS PLAN

FOR

MALLON O11, COMPANY
130" WELL NO. 3 AMOCO-RED BLUFE-FEDERML,
30" IPNL & 18B5T 1L SEC. 28, TL208., RL29E,
1305 “TDY_COUNIY, NEW MIEXKICO

LOCATED: 16 air miles soulh-soutlieast of Malaga, New Mexico.

FEDERAL LIEASE NUMDBER:  NM--380636.

LEASE 1S5UFD: February 1, 1980, [or 10 years.

JECORD LIESGEE: Mwoco.

DMCRES 1IN LEASE:  1318.02.

SUIFACE OWNERGHLP:  Federal.

MOL:  Drushy braw Delaware Undesiguated.

POOL RULES:  Statewide. 40 acre spacing for oil.

erXllll_lJ,'E: 1\.- Road Map
U..\' Plalt Showing Existing Wells and Bxisting Roads
C. Drilling Rig Layout |

b. "dopo Plat



1. EXISTING PORDS:

A. BExhibit "A" is a porlion of a road wmap showing the location of
the proposed well as staked. The well site can be reached [rowm the west
or from the cast. Point "A" on the plat 1s on U5 285 between mileposts
3 and 4, approxibwately 13 miles south of Malaga, New Mexico, where a
paved toad ques east. "0 o Lo the provosed well site [rom this point,
exit U5 285 Lo the cast onto the paved road and go 4.2 miles, crossing
Lhe Pecus River at 3.7 miles, to where a good caliche road goes south.
Turn south (on Eddy County 725) and go 3.1 miles o where a caliche road
goes westerly.  Turn west and go westerly aixd southeasterly (also see

Exhiibits "B" and "D") 1.1 miles. lurn west lhrough gate and proceed
approximately 200' to well site.

bPoint "8" is on the Bl Paso pipeline road approximately 14 road miles
notth and west of the proposed wellsite.  Point "B" can be rcached by
Lurning south off of New Mexico lighway 128 at milepost 22.5 which is
approximalely 32 miles west of Jal, New Mexico, and proceeding southward
along a paved road toward Orla, Texas. At o point 10.3 miles from
Highway 128, turn west on the Bl Paso pipeline road and proceed aboul
6.8 miles Lo Point. "B". From that point continue westward approxiwately
9.7% miles to county road 7250 (a total of 16.5 wiles alonyg the pipeline
road).  ‘Turn south on Highway 72580 and proceed south and southwesterly
about 4.4 miles as shown on Exhibits "aA", "B" ond "D".

B.  Exhibit "B" is a plat showing existing pertinent. roads in the
vicinily of the proposed well site. Existing roads are color cuded.

.

2. PLAHNED ANCCESS ROMD:

A. fhe existing road, as shown on Exhibit "B", will be used [on
access. '

3o LOCATION OF EXLSEING WELLS:

A, Existing wells in the imwediate area of the proposed well site
ave shown on Exhibit "B,

4. LOCALION OF BXLSLTING AND/OR PROVOSED FACILLTLES:

A. -'lhis well will produce into the existing tank battery at the
Aoco-ed 1Yufl f-Federal well 11 as shown in Bxbibit "B". It is proposcd
that Flow line will parallel the existing roads to that site.:



-

5. JTOCKNTION AND PYPE OF WATER SUPPLY :

A. It is not contemplated that a water well will be drilled.
Water necessacy Lo drilling operations will be puicchased and trucked to
the well site, or will be moved Lo the well site by temporary pipeline
Laid on the ground alonyside existing roads.

G. SOURCE OF CONGTRUCTION MNLERIDL:

A. Clhere should be sulficient material on site Lo construct the
well pad.  However, il additional material is needed for construction
work, it will be taken fiom the existing pit on Federal land in the

NW/4 NW/4 of Section 24, 1.265., R.29E., Eddy County, MNew Mexico.

7. MELIOLS OF DANDLING WASTE DISPOSA e

AL Dbrill cutiings will be disposed of in the drilling pits,

B. Drilling fluids will be allowed Lo evaporate in the drilling
pilts until they arve dry.

C. Water produced during Lests will be disposed of in the deilling

)

pits.

D. 0Ll produced duting tests will be stored in test Lanks until
suld.

. Prash, waste paper, qarbage and junk will be buried in a
seperate Lrash plt and covered with a minbman of 24 inches of divt. All
wasle materials will be contained to prevent scattering by wind.
Location ofl Lhe trash pit is shown on Exhibit "C".

o ALL trash and debris will be buried or removed lrom the well

site within 30 days alter cowpletion of drilling aund/or conpletion
opaetakions.

8. ANCLLLNW FACLLITLIES:

A, Mone requined,

-3



9. WELL SUTE LAYOUL':

A, Exhibit "C" shows the relative location and dimensions of the

well pad, mud pits, rescrve pit, and trash pit, and the location of the
major drilling riy components. :

B. he area acouwnd Lhe well pad slopes to Lhe west, southwest and
southeast. ‘lthe reserve pil. will be built on the north side of the pad.
Nppnoximately 6 feet of [ill will be required on the southwest side of
the pad. A burm will be constructed downslope Crom the pit of
sufllicicnt height Lo contain resecve pit voluue.

C. "he pad and pil area is staked and Llagged.

10, PLANG PO RESTORNELON OF 'TTHE SUREACE:

A, MNter cowpletion of deilling and/or
equijpment and other material nolt needed for
from the well site. Pits will be filled mxl Lhe location will be
cleaned of all Llrash and junk Lo leave Lhe well site in an as
aesthetically pleasing condition as possible.

coupletion operations, all
opcrations will be rewoved

D. My unguacded pits containing fluids will be fenced.

C. Ailer abandonment, all equijpwent,

removed and the well site will be cleaned.  Any special itebabilitation

requitements ol the sui(ace wanagewent agency will be couplied with and
accomplished as rapidly as possible.

trash, and junk will be

.

T, OIBER INCORMAYION:

A. Yopography: ‘the laud surface in the area is gently undulating.
In the mwediale area of the well site, the land swface slopes to the

west, soulhwest and southeast. Reqlonally, surlace drainage in the acea
is to Lhe west and southwest to the Pecus River.

B. Soil: Top soil in the area is a gravelly loam.

C. Ylora 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, rabbits, rodents, reptiles, dove and quail.

D. ~L—’gnds and Streams: ‘lhe Pecos River is approximately 1000
southwest of the proposed well site. ‘Whiere are no- other. ponds or
streams. '

by et o A DTN



. Res 1(]5‘_1_1&(:":11_19 _Other  Structures

2 There are no occupied
dwellings within a mile of the proposed well site.

F.  Acchacological, Ilistorical, and Cultural Sites: Hone observed
in the avea. Huwever, an dL(hatOlOQl(al recomsalssance will be made.

G.  Land Use: 01l and gas production, dqrazing, and wildlife
habitat.

. Surlace Ownership: Federal.

12, OPERNTOR'S REPIESENINULVEG

Joe Cox

Mallon Oil Conpany

1099 1Dth Street, Suite 2750
PDenver, Colorado 080202

Of ffice Phone:  303-293-2333

3. CERULFICNTLON:

1 hereby certily that 1, or persons under ny direct supervision, have
inspected the proposed drill site and access route; that | am fawiliar
with the conditions which currently exist; that Uhe statements made in
this plan are, to the best of my knowledge, true and corvrect; axd, that
Lhe woik  associated with the operations proposed herein will be
perforwed by Mallon 0il Conpany and iks contractors and sub-coutractors
in conformity with this plan and the teums and conditions under which it
is approved. 'his stalement is subject to the provisions of 18 U.5.C.
1001 Lorr the Liling of a false statement.

July 6, 1989 /‘///Cz)/

1. Cox, JL.
Ptodungon Managoer
MALLON OLl, COMPANY

Date:

-5
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESCURCES CEPARTMENT

il CONSERVATIGN BiVISION —_ IRV

November 27, 1989

Mallon Oil Company
1099 18th Street
Suite 2750

Denver, CO 80202

Attention: Karen E. McClintock

Administrative Order NSL-271¢
Dear Ms. McClintock:

Reference is made to vour 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, INew Mexico. The
NW/4 NE/4 of said Section 28 shall be dedicated to the well forming a standard 40-acre
oil spacing and proration unit for said pool

By tne authority granted me under tne provisions of General Ruie 104 F(I), the above-
descriped unorthodox oil well location is hereby approved.

Sincerely,

~ \

7 C \,
William J. LeMay' /
Director i

WIL/MES/ag

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

1099 1Rth Street, Suite 2750, Denver, Colorado 80202
{303) 293-2333

September 26, 1989

Mr, Mike Stogner -

. . e ET .
New Mexico 0il Conservation Divisicn PLEASE R FURN THIS CCPY
P.0. Box 2088 TC MALLON OIL COMPANY

Santa Fe, New Mexico 87504-2088

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

Dear Mr. Stogner:

Wa hereby reguest approval of an unorthadox location for the above

captioned well under the provisions of MMOCD Rule 104-F. Copies of the

C-102, the Arcneological Report, the Location Verificaticn Map showing
- e

the topography, and a plat showing lessess of record are attached for
your reference.

Mallen Oil Campany's original #3 locaticn, which was 330' B\L and 1885
FEL, cannot ke drilled due to the lack of an archeological clearance.
The Archeolcgical 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 drilled within this
spacing unit,

A copy of this application is being suhmitt to all coeratcrs
ticn cr spacing units by certified mail, with a regues
that they furnish your office with a weiver cf cbjection.

dn
o
-

Your attention to this matter is greatly appreciated.

Sincerely, A

Enclosures

WATVER

M/Wﬂ hereby waives dbjection to the above

application for unorthodox location.

e - /6 - 3-5F
By: & ¢

Date



Mr. Mike Stogner
September 26, 1989
Page Two

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

Exxon Company, (Ba
P.0. Box 1600
Midland, TX 79702-1600

Red Bluff water Power Control District
111 W. 2nd Street
Pecos, TX 79772

George Mitchell, Jr.
P.O. Box 50682
Midland, TX 79710

United States of America
Bureau of Land Management
P.O. B 1397

Roswell. MM 88202-1397



MALLON OIL COMPANY

1099 1Xth Street. Suite 2750, Denver. Colorado 80202
(303) 293-2333

September 26, 1989

Mr, Mika Stocner
New Mexico 01l Conservation Division
P.C. Bcx 2088

Santa Fe, New Mexico 87504-2088

TO MALLON OIL COMPANY

Application for Administrative Approval of

RE:
Unorthodox Location for Mallon Oil Company
2roco-Red RIufE FTederal 43 Well 130' INL &
.1.805' -y Sec. 28, T26S, R.29E, W,
Eddy County, New Mexico

o PRUSEUURE ¥ N [

LweET I . oulGhnexr:

unorthodox location for the above

poicned ot cf WMCCD Ruie 104-F. Ccples c¢f the
C-102, the Archeological Rer Location Verification Map showin
the topograovhy, and a plat showing lessees of record are attached for

your reference.

T K ~ ot
we hersby reguest
capticned undsr

T

(b

Mallen Oil Campany's original #3 location, which was 330' FNL and 1885
FEL, cannot be drilled due to the lack of an archeclogical clearance.
The Archeological Report explaining the significant nature of the
cultural remains is attached for your review. As evidenced by the

atached Iocation Verification Map, the topography allows only
an unorthodox location of 130'MMXL & 1805" FoL to be drillied within this
spacing uniz.

A ccoy of this applicaticn is being submitted tc all cperators of
cfisezting proraticon or spacing units by certified mail, with a reguest
that they furnish ycur offics with a waiver of cbjection.

Your attention to this matter is greatly appreciated.

Sincerely,

Enclosures

WAIVER

Red Bluff Water Power Control Dist. hereby vaives cbjection to the above
applicaticn for unorthodeox location.

Sy o e e —

By:Jim Ed Miller, General Manager

October 19, 1989

Date

1y

CCy
&

PLEASE RETURN TH!IS COPY



rage Two
Cperators of the ciisetting proration or spacing units to the
Amoco-Red Bluff Federal #3 well:

Exxon Campany, EA
P.O. Bax 1600
Midland, ™ 79702-1600

Rad Bluff Water Power Contrcl District
T3 g VA b= ~%ud
RSSO -

Pecos, X

b

o
Dh‘-
-

/

97

~1

2
George Mitchell, Jr.

P.O. Box 50682
Midland, TX 79710

United States of America
Bureau of Land Management

P.0. Bcx 1397
Reswell, M 88202-1397



MALLON OIL COMPANY

U9 ERLL Steeet, Saite 2750, Denver, Colatiado 80202
(301) 29321113

Septauber 26, 1989

Mr. Mike Stogner

New Mexico Oil Conservation Division
P.O. Dax 2088

Santa Fe, Now Mexico 87504-2088

RE:  Application [or Adwinistrative Approval of
Unorthadox Location for Mallon Oil Conpany
Ainoco-Red BLul L Federal. 3 Well 130' FNL &
1005 Fill, Sec. 20, T265, R291E, NMIM,
Eddy County, New Mexico

Dear Mr. Stogner:

We hereby reguest approval of an unorthodox location for the above
captioned well under the provisions of NMOCD Rule 104-F., Copies of the
C-102, the Archeological Reporl, the Location Verification Map showing

the topography, and a plat showing lessees of record are attached [or
your reforence.

Mallon Oil Cawany's original #3 location, which was 330' I'NL and 188%'
FEL, cannot be drilled due Lo the lack of an archeological clearance.
The Avrcheological Report explaining the significant nature of the
cultural ramains is attachoed for your review. As evidenced by the
atached Location Verilication Map, the topography allows only
an unorthodox location of 130'FNL & 1805' FEL to be drilled within this
spacing unit.,

A copy of this application is being submitted to all operators of
offsetting proration or spacing units by certified mail, with a request
that: they [urnish your olfice with a waiver ol dbjection.
Your attention to this matter is greally appreciated.

Sincerely,

MALLON OLf,, CC

Landinan

Enclosur es

o L hereby waives dbjection Lo the above
application for unorthodox location.

By: : DJU:



M. Mike Stoynoer
September 26, LY0B9
Page 'Two

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

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

Rod BLulf Wabter Power Conltrol Districl
11L W. 2nd Strect
Vecos, X 79772

George Mitcholl, Jr.
P.O. Box 50682
Midland, X 79710

Unitad States of America
Bureau of Laud Management ’
P.0. Box 1397 '
Roswell, N 88202-1397



MALLON OIL COMPANY

)99 FREh Sticet, Suite 2750, Denver., Coloradao 80202
(303) 2932313

Septanber 26, 1989

TO: ALL OPERATORS OI'ESINTTING
AMOCO-RED BLUFF FEDERAL #3 WELL

RE: Application for Administrative Approval of
Unorthodox Location for Mallon Oil Cawpany
Aroco-Red BLW L Federal #3 Well 130' FNL &
1805' FEL, Sec. 28, T26S, R29E, NMPM,
Eddy County, New M xico

Ladies/Gent Lemnoen:

Enclosed are copies of the instrumenkts filed with the New Moxico Oil
Conservation Division regarding @ the Application for Administrative
Approval of the Unortholox Tocation for the above captioned well, as
well as a waiver which we reguest you execute,

IE you agree to waive any dbjection to the unorthodox location, please
execute all three copies of the waiver, returning the indicated copy to
Mallon Oil Coupany, miiling the second copy to New Mexico Oil
Conservation Division, aud retaining the third copy for your files. I
have enclosed addressod stamped envelopes for your convenience.

Should you have any questions, please advise.

Sincerely,

en P intock
Landman

KEM:da
Enclosure



Map of Offsetting Lessees

Request for Administrative Approval
of an Unorthodox Location

Operator: Mallon Oil Company

Well name: noco-Red BIuff Federal #3 well

viell Location: 130" IFNL & 1805' FEL, Section 28, 1265, R29LE,
Eddy County, New Mexico
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DISIRICT N

14099

ket 0 A -~ — State of New Mexico
Dunat Otlite T T *, Minerals and Natural Resowces Depaimer

Paa Lo Yoopi ‘ »
' OIL CONSERVATION DIVISION
BT a0, hobbe, Nt 28240 P.0. Box 2088
) Santa Pe, New Mexico §7504-2048
BB, . Anaca, KM 35210

1000 Rio Ieasos RA., +NM 81410 AR Distances muat be trom e outer boundardes of the section

Form C-102
Revieed 1-1-87

RECLI - Vi b e

WELL LOCATION AND ACREAGE DEDICATION PLAT

(Chpram WOC | o~ Wl Ra!
MALLON OIl. COMPANY . Amoco-Red Bluff Federal 3
Unit Lotter Suction Towaship Raage County
B 28 26 South 29 East NMIM. Eddy
Actuml Fortuge [ocation of Well:
130 fool from the North line and 1805 fed fomthe  ['agt line
. |Gecaiad bevel Eiav. Froducing Formetioa Fool Dodicatod Acroage:
2887.0 Acres
I.Qﬁuhm‘owwﬁmd»j&lmu by colored peacil or baduire marks oa the pist bolow,
2. If ot thas ona leasa is dodicsted 1o %> wall, outline sach sad idoatily the ownership theroof (both as 1o wixking intorest aed royalty).
3. If moce tham ooe leass of differvat owmership is dedicsted 1o the well, have the intocest of all owacers been consolidated by comununitizstion,
\mitization, force-poolng, wtc. 7
Lj Yos [:] No If amawer ls “yes™ type of consolidation __
If sanwec is "no” list the owmors asd tract descziptioos which have actually been coasolidatod. (Use roverse side of
this form if mecosssary.
HNo allowsble will be asaigned 1o the well unlil all interests have boea coasolidated (by counmunitixation, unitization, forced pooling. or otherwise)
or vnkil & poo-standard unit, eliminsting such interest, hins been approved by the Divisioa.
] /}[,_ ! 180% OPERATOR CERTIFICATION
, 4 I Mareby centify that the ingormation
| 130 I comisinad herwin in trus end complate lo the
| | best of my hnowdadge and baliaf.
: : Printed Name
'{' o
} Compeny -
| Deate
! SURVEYOR CERTIFICATION
I hareby certify ihat the well location shown
on this plat was plotted from fiedd nolas of)
actual swveys made by me or wnder my
2874 r......._.__._.._...__..,zuo.o supervison, and that the same is irue and
H ] corvect 1o the best of my knowladge ond
i | belief.
)
) | Dete Surveoyod
2887.0
| o | 9-12-19
: ‘ Signature & Seal of
1 Professional Surveyor
| 400'x 400 |
I PAD !
280€.8 e ees ~~=-Jd2a808
RETAIL -
I'=300 , Ceptificaie N JOHN W. WEST, 676 |
- - ROMALD J EIDSON, 3239
0 330 660 990 1320 1650 190 2310 2440 2000 1500 1000 500 0




LOCATION VERIEICATION
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ARCHEOLOGICAL
CONSULTANTS
P.0. BOX 1771
CARLSBAD, NM 88221

Archeological Clearance Report for
Mallon Oyl Companv's
faoco Red BEluflf Federal No. =

Situated on Fublic Lends in Eddy County,
Hueport No. 39074

Mo



Archeclogical Clearance Report for
Mallon 01l Company's
Amoco Red Bluff Federal No. =

Situated on Fublic Lands in Eddy County, N.M.

Report No. 8207646

prepared by
James . Hunt

submitted by
Fecos Archeclogical Consultants
F.0. Box 1771, Carlsbad, N.M., 88221
August 7, 1989
BLM Cultural Use Fermit No. &-2920-89-1
State IManket Survey Fermit Nop. 89-024
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ALSTRACT.
On Jduly 12, 1989, IN'ecos Archecolegical Consultants (BELM
Cultural Use Fermit Mo. 6-Z920-89-1, State Blanket Survey
Fermit MNo. B%-024) undertook an archeolegical inventory
for a proposed drill location scheduled to be impacted by
Mallan 0Qil Company. This project will he situated on
public lands in Eddy County, New HMexico. These lands
occur in section 28, T26%, RIFE, NMFM, Eddy County, N.M.
A total of I.46 acres of federal suwrface ownership were
invesltigated during this project, which was conducted in
3 man—howrs by James E.  Hunbt and Reobert J. Martin. One
archenlogical site (FAC Field Site NMNo. FAC/EAd-277) Wwas
recorded as cccurring  within the impact zone that will
recult from the plannmned activity. bue to the significant
netuwre of the cultural remains within the impact fone,
Fecos Archienlogical Consultants NOT recommending
clearance Tor this project without further mitigative

activities.



INTRODUCTION

On July 6, 1989, Fecos Archeological Ceonsultants was
requested by Mr. Joe Cox, representing Mallon 0il Company,
to perform the archeological survey for a drill lcocation

scheduled to be constructed on public land in Eddy County,

New Mexico. This land is administered by the Bureau of Land

Management and federal law stipulates that an intensive
archeonlogical inventory be performed to identify what
cultwral resources mioght bhe affected by such activity prior
to agrenting clearance to the project. Therefore, Fecos
Afrrcheological Consul tants undertoel this survey on July 12,

1209, Fieldwork for this project wes performed by James E.

Hunt arnd FRoberbt J. Martin. The following is a repart af the

Tield activities and findings resulting from the survey.

SURVEY METHODOLGY

Ffecos Archeoleogical Comsultents conducted this survey by
physically eramining the entirs 400 X 4G0 §H
which will result from the planned construction. Fedestrian
inspecticon along parallel transects was accomplished across
the stalked drill location. These tirransecls were spaced 136
meters apart; however, established transects were departed
from to examine nearby areas of high site probability. All
praminent deflations and denuded areas were given special
attention. aAdditionally, all attendant easements (if any )

were surveyed in two parallel transects spaced 19 meters



apart. This project was conducted on one sunny day.

Surface visiblity in the region, which, due to floral cover,
ranged between 25-40% of the ground under dry soil
conditions, made this the most practical methodology for
effectively sampiinq the 1mpact zone which will result from

Lhis project as planned.



R

S

ENVIRONMENT

This project will be situated on the terrace of the Fecos
River just north of the Teras/New Meitico border. To the
west is the Fecos Floodplain on the edge of Red Bluff
Reservolir. Locai spils in the region consist of sandy
loams which belong to the Reagan—-Upton asscociation.

These soil

i

are drained by sheetwash to the west, and
they possess numerous inclusiecns of chert and guartzite
gravels, saome of which are suitable for chipped stone
tool manufacture. In addition. outcroppings of caliche
and caliche cobbles are exposed in these soils.

Elevation in the project area is between 2830 f{ and Z880

ft ahove sea level.

The plant communily in the project area is quite sparse,
due to a recent grassfire. The plan inventory includes
crepesnte bush (Larrea tridentata), mesguite (Frosopis,
Julirlora) acsciz (Arsacia consiricita),., broom snakewsed
(Gutierreria sarathrae), and various grazses. Some of
Fhe common faunal types in area are aule deer (Jdocoileus
heminonus), praonghorn antelope (Antilocspra americana)l,
jackralbhit (Lepus sp.), cottontail rabbit (Silvilagus
si3.), coyote (Canis latrans), as well as other small

mammals, birds and reptiles.



LOCATIONAL DATA

Mallen 0il Cempany’'s drill location, designated the Amoco

Fed Bluff Federal MNo. Z, will measure 400 ft X 400 ft, or

.6 acres. It will be situated 230 ft from the narth

line end 1885 ft firom the east line, in the:

NWi/4 NE1/4, section 28, T265, REPE, NMFM, Eddy County,
N.M.

Map Refersnce: USGS Ross Ranch Quadrangle, 7.5 Minute
Series, 1943.
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Amoco Red EBluff Federal No. 2
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e State ol New Mexico oo

ottt to Appaepiate . K . B Form C-102
Wil Office _ Faer, dnerals ad Natural Resontees Department Revised 1-1-89
ne lzase - foopres . ;
e lzace - onproe ey A . rte N
SIEICT] OL CONSERVATION DIVISTON
1Ll
U, By 1YE0, Hlebhe, MM 24010 PO, Box 2088
Sania Ve, New Mexico 87504-2088
ASTRICE N
O Drawetr DD, Adeda, I R3210
ARIRICLIL , WELL LOCATIOH AND ACREAGE DEDICATION PLAT
U Koo Brazos Rd., Astee, NI 87410 - . .
All Gislancos must bo kom the outer boundaries of the section
T LU 1 7 T - - TTT T T well No
Mallon il Company : Amoco Red Biuffl Iod 3
Unit Letter " Secuon T T Tiewnship 77 7T {Range T T T T County
B 28 26 South 29 Last NMPM Fddy
Actual Footge Location of Well, ~ 1 T T T T T e e e e T T
e 3)0 . _fect from the North . Nneand _'_l 88‘5 i e fromthe rﬂ‘» t line. e
Ground level Lley. Producing Faation” Puool Dedicaled Acu:zgc
288‘). 7 1 I Acrel

1. Outline the JCICJLC deditated to the suh;ccl well By cotored | p\nrll of hachure marks on the plal below.
2. 10 more than onc lease is dedicated W e well, outline cach and idenuly Uie osncrship thereol (buth as to working intercst and royalty),

3. W more than one lease of ditlerent ownership is dedicated 1o the well, have the interest of all owners been consolidaled by conununitization,
unitization, force-pooling, clc ?
[ l ch 1 No Il answer is “yes” (ype of consolidation

If answer is 0o i the ow ncxs and tract descriptions which have aciually been consolidated. (Usc reverse m!c ol'
this formaf neccessary
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ARCHEOLOGICAL RESOURCES

On July 12, 1989, Fecos Archeological Consultants
performed a literature search to determine if any
archeelogical sites had already been recorded in the
vicinity of the project area. Current BLM files and the
Mational Register of Historic Flaces were consulted in
this endeavor. No previocusly-recorded sites were found

to cccur in the project area.

Observed Archeclogical Fescources:
Une archeclonical site (FAC/ED-Z277) was found fto occur in

the impact cone.




FIELD SITE NO. FACNEd-277
Location: NW1/4 NWL1/4 NE1/4, NEL1/4 NWi1/4 NEL1/4, section
28, T265, RZ7E, NMFM, Eddy County., N.M.,
UTM Coordinates: Zone 12, N 3,542,860 3 E 593,660
Dimensions: 100 X 100 m
Temporality: Unknown
Elevation: 2880 ft above sea level
ELM Category: =
Map Reference: USG5 Ross Ranch Ouadrangle, 7.5 Minute
Series, 19468.

Observations:

FAC/Ed-277 is located on the edge of the terrace on the
east banhk of the Fecos River as it enters the naorth end
of FRed Bluff Reservoir. This is a highly ercoded landform
cut by shallow arroyos which drain the terrace to the
weet . Goils at the site consist-mf sandy loams that are
host to  numerous inclusions of  fragmented caliche and
gravels. These gravels are assocliated with the Ogallala
formation, and much of 1t is suitable for chipped stone
manufacture., Indeed, the cultural deposition is
coevtensive with an exposure of such materia}.

Vegelation on the site consists of crecscote bush (Larrea

tridentata), acacia (fcacia constricta), broom snakeveed

(Gutierresia _sarothrae) prickly-pear cactus (Opuntia
macrocentra)l), and various grasses. In aspect, the site
appears -to be oriented towards Z60 degrees and the

nearest named drainage is the Fecos River.

Cultural remains at FNC/EdD-277 consist of a chipped stone

scatter which includes locally available chert and



Cultural remains at FAC/Ed-277 consist of a chipped stone

scatter which includes locally available chert and
guartzite primary, secondary, tertiary decortication
flakes, thinning flakes, angular debris and cores. The

densitbty of cultural material is between 1-% pileces per
10-25 square meters. No  diagnostic tools or surface
features were encountered during this site examination.
Given the highly~erbded nature aof the terrace, it is

unlikely that subsurface remains are present.

FAC/Ed-277's chipped stone assemblage seems to be

indicative of relatively casual flake tool manufacture

and wse., Jithic material available on the site was
ubilized enclusively. It is probable that tools
manufactured on site were then used teo exploit locally-—
available floral and/or faunal resources. It is also

nssible that the artifact azesemblage represents several
P ] =

tdifforent cultural events which occurred at different

timess,

Accordinmg to  the Roswell EBLUM District's prehistoric
typology. FAC/Ed-277 would be classified as a "Lithic
Frocurement and Workshop Locale," or a Type Z-B site.
Additional studies of the artifact assemblage and its

distribution could alsce shed 1light on how the chipped



stone tools were made and used at FAC/Ed-277. Because
the site possesses potential for additional data recovery
which could contribute important information concerning
the area’'s prehistory, FAC/Ed-277 should be considered
eligible for nomination to the MNational Register of

Historic Flaces.

Y Y
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RECOMMENDATIONS

Due to the =significant nature‘of the cultural resources
in the project area, Fecos Archeological Consultants is
NOT recommending clearance for Malleon 01l Company’'s
project, ag planned. A course of action which will
mitigate the effects of construction on the archeological
site, FAC/ED-277, will have to be decided upon by the BLM
and Mallon Qil Company before the projeclt can proceed.
What form this activity will take will be determined by
tTactors net yvet fimalized by Mallon Dil Company's

drilling regquirements.
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A * -) IN REPLY REFER TO:

M Y ne . g ) . M . NM NM 38635
nite ¢ , ;

United States Department of the Interion N NH 62575

BUREAU OF LAND MANAGEMENT 3100 (9438)

NEW MEXICO STATE OFFICE ) PR
Post Office and Federal Building _
P.0. Box 1449 ; [?E:(:L;}\/fjf) L1

Santa Fe, New Mexico 87504-1449 '“‘1{5m39

MAY 11 1989

Mallon 0il Company

Attention: Karen E. McClintock
1099 - 18th St.

Denver, CO 80202

Dear Ms. McClintock:

We have checked the two plats which were prepared by the Joln W. West
Englnecering Company dated August 10, 1988, and November 17, 1988. The plat of
August 10, 1988, was prepared from the written descriptlon to a Cract
described in the 1937 right-of-way application. This survey was made at the
direction of the Bureau of Reclamation for the purpose of separating the
right-of-way area from the surrounding public domaln. Thils survey 1s faulty
and does not close or align with the officilal survey of Sectlon 28, Our
calculation agrees with this plat. The plat dated November 17, 1988, is a
surveyor's adjustment of the description in the the same 1937 survey. This

ad justment was made in order to try and force the description to conform to
the boundaries of the offlclal Government survey. These calculations are
mathematlcally correct bulbt are not the measuremenlts contalned in the
right—of-way survey. Thls plat is a "reasonable interpretation” and’ was made
to portray boundaries of the tract as it should have been 1f done correctly.
Neither of these plats nor the 1937 Reclamation Survey are officlal surveys of
the Federal Government.

The basic problem with thls area 1s that the Durcau of Reclamatlon surveys of
the boundary of the Red Bluff right-of-way were Ilnaccurate and failed to
conform with the officially surveyed Section lines. When one plots the
boundaries of the Burcau of Reclamation surveys they do not close or meet;
thereby, creating a hlatus or overlap. The Reclamatlon survey of the
right—-of-way segregated this land from the surrounding public domain. The
public domaln was leased for oll and gas under the terms of the 1920 Mineral
Leasing Act. This lease contains wording that the area of the lease is
"Section 28, All, except Red Bluff right—of-way."” These leases were 1lssued

[
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based upon the acreage in the survey of the right-~of-way, which in this
particular case, was a bad survey which does not close. 1 hope that this
explanation provides the Lnformation you require, If we can provide any other
fuformation, plcase contact ug at any time.

Sincerely,
ohn E. CGumert

hief, Automated Records and
Publilc Assistance Section

ce:
NM (943C)
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MALLON OIL COMPANY

1099 18th Street, Suite 2750, Denver. Colorado 80202
(303) 293-2333

April 24, 1989

U.S. Department of the Interior
Bureau of Land Management

P.O. Box 1449

Santa Fe, New Mexico

Attention: Mr. John Gumert

Re: Amoco-Red BIuff #2 wWell
Township 26 South, Range 29 EasL NMPM
Eddy County, New Mexico

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 it pertains to Section
28-T265-R2915, NMPM.

As you indicated in your October 4, 1988 letter to our attorney,
Mr. Ernie Padilla, you are in aqreement that the error in the metes and
bounds survey creates a gap in the tract boundary, in regards to Section
27-1265-129E, NMPM. Mallon Oil Company is planning on drilling a second
well that is also affected by this survey error in Section 28. :

At this time, Mallon Oil Company respectfully reguests that the
Bureau of Land Management review the enclosed plats and confirm, by
letter, that the correction plat prepared by John West Engineering for
Section 28 1s reasonably accurate and was prepared to portray boundaries

of the tract as it should have been if the metes and bounds description
had not been in error.

Your response to this letter is greatly appreciated.

Sincerely,

KfiM:er
IEnclosure

L R TR S
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The following description vas prepared by M. R. Estes, surveyor for the

Red Bluff Water Power Coantrol District, and certified as to being_trus and
correct as to boundaries, coruners and lines of the Red Bluff Water Powar :
Control District Reservoir iam the State of ‘New Mexico on May 20, 1936, and [
further approved by the Bureau of Land Management on August 4, 1237.

FIELD NOQTES

Red Bluff Reservoir

Parcel 11

' Sec, 27; Tsp. 20 South, Range 29 East, Eddy Couuty, New Niexico,

Beginning at a point f{n the South line of sec. 27, tsp. 26 South,
Range 29 Last, Eddy County, New llexico, which point is East along
sald South line of sec. 27, a distance of 1220.1' from the Southwest
corner of sald Sec. 17; KYED D
Thence North 26° 24%' East 70.9' to a pointyi<

Thence North 68° 54' West 186.2' to a polntif” _

Thence North 8’ 46' West 279.0' to a pointyx'=X" "’ i
Thence North 31 17" Vest 223.9' to a point.‘:h ) . '
Thence North 48° 30! West 330.0' to a point'"\b/ : ‘ ;
Thence North 23° 36" West 263.1' to a point; i)~ -l |
Thence North 28° 13' West 251.4' to a point;a) |
Thence North 72° 45' East 249.2' to a L*\V/

Theuce North 60' 17* West 422.0' to a point; .
Theuce North 57 49Y' West 259.4' to a point'
Thence North 2° 35%' West 304.6' to a paint;(!
Thence North 19' 16%' East 126.6' to a point;
Thence North 2° J45h' East 75.5" to a point; :
. Thence South 54° 15%' West 189.1' to a pointjLa | : \,rﬂ
Thence North 78 274%* Hest 176.1" to a point'z:j A
Thence North 45° 47Y4' West 474' to a point in the West lina of said

" sec. 27;(1%)

Thence South along the West line of 575’ﬁ27 a distance of 2149.8' to
the Southwest corner of said sec. 27; ¢V
Thence East aloug the n:fig)line of sec. 27 a distance of 1228.1' to i

the point of beginaing./22
The above described tract containing 38,5 acres, more or less,

~ . AT L.
_o0Es Mol oS LD&:
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SECTION 28,

FUDY COUNTY,

TOWNSHIP

26 SOUTH, RANGE
"EXHIBIT A"

29 EAST, N.M.PM.,

NEW MEXICO

204121 Laa 21]22
29 3 et
o
(&J
|
L ‘IU\\
L30-
Nt
LW 3 i
.?o
L2
W .
\ "(
\"\:W“::"",‘v
NOTC : Legal Descriplion does nol
close by 24G.00 fleel. LA 1
|y 8438 R
'/ . H E R
32|33 “~ue3—" 33[34
LINE No. BEARING IN1STANCE LINE NO. BEARING DISTANCE '
1 N 07%47'30" W 316.90" 33 N 86°28'00" E 319.20" .
2 K 31°50'30" ¥ 323.00' 34 K 706°44'00" £ 478.50"
k! N 19°23730" 142.10' 35 K 45°15'00" E 250.70"
4 S 76°31'30" I 95.50" 36 N 15°13'00" E 60.80"
5 K 11°53'30" W 322.70° N K 48°47'00" W 265.50"
6 N 41°00'30" W 290, 30" 38 K 264°16'00" ¥ 143.00'
7 N 72°34730" W 205.80° Jo N 15°03'30" w 134.40"
8 N 02°43'00" W 366.40" 40 K 29°27'30" € 172.00°
9 N 45°0R'00" W 83.30" 41 LK 20%03'00" W 499.40"
10 S 67°01'00" ¥ 236.70° 42 N 00°56°00" W 274.00" °
11 K 21°06'00" E 195.7¢0" 43 ¥ 01%44'Q0" W 272.50"
12 S B2°19'00" W 148.30" L4 S 89°43'00" L 1036.80"
13 S 62°14°00" W 225.50° 45 s 35°37'30" k 279.70"
14 S 38°46'00" W 14.70' 46 $ 14°26'30" F 226.20" :
15 5 23°23'00" W 294.50°* 47 S 19°12°00" E 217.50°
16 K 06°39'00" ¥ 192.90" 48 S 24*43°00" L 307.50!
17 N 15°04°00" E 122.40" 49 $ 28°55'00" E 155.70"
18 N 06°42°00" ¥ 142.00° 50 $ 20°28'00" E 289.20' - :
19 N 52°08'00" W 187 .70" 51 S 43%08'00" E 314.50° 5
20 F 36°20'00" W 213.30' 52 $ 39°22'00" £ 270.50" '
21 N 51°37'00" W& 103.00" 53 S 46°13°30" k& 387.10"
2 K 72°63°00" @ 85.30' 54 $ 4B*20°30" E 291.20'
23 $ 65°56'00" W BG.60" 55 S $7°44'30" L 247.70"
24 N 69°S8'00" W 91.30" 56 S 62°05°30" Lk 355.90"
25 S 66°00'00" ¥ 453.70" 57 $ 33°23'30" E 170.90"
26 N SB°13'00" W 270.10" 58 $ 55°49'30" L 180.20"
27 N 70°55'00" W 254.60° 59 N 78°38'30" | 182.20' - :
28 N 19°23'00" W 186.40" 60 ©5 146°55°30" W 220.60" ;
29 N 35°08'00" W 432.80" 61 S 45°47°30" I 195.60" i
30 N 50°24'00" W 392.20" 62 S 01°58'00" v 2149.80°
31 N 41°16'00" W 369.70" 63 S 89°47'00" ¥ 643.30' :
32 N 26°42'00" ® 191.40" : !

I, do hereby certify that this
map represents a true and accurate
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plot of a legal descriptioen prepared

by t1. R. Estes, surveyor for the Red

Bluff Water Power Control District,
No fleld work was performed in the
preparation of this plat.

/w' / - / é/
~-_..;fi’>;Z,Z,Z;;/,,_.;& / el
John W, West,’N.M, P.E. & L.S. No. 676
B
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RED BLUFEF POWER WATER CONTROL DISTRICT

Plot of B.L.M. Tepal descriptlon with:n
Scection 239, FYownship 26 South, Ranpe 29

Fast,
NLMLP LML, BEddy County, New Mexico. o

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

i
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SECTION 28, TOWNSHIP

EOUY COUNTY,

2012l

26 SOUTH,

RANGE ~29 EAST, N.M.P.M.

)
NEW MEXICC
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Blull Power Water Control bDistrict in
Sevtion 28, Township 26 South, Range 29 °,
Fast, NJMLP.ML, Eddy County, New Mexico,
JOHN W. WEST ENGINEERING COMPANY
CONSULTING ENGINEERS

HOBBS, NEW MEXICO
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RECEIVED JAN 1 0 1330

Amoco Production Company

501 WestLake Park Boulevard
Post 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 011 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 ard
returning one copy of this letter to Emily F. Goodfellow by January 31, 1990.

Very truly yours,

A s

Leis L. Williams
Division Land Manager

EFG/sdcé¥

e
AGREED TO AND ACCEP ED this 1oth day of January, 1990.

([~
clintock

Landman



() N
e
_ Amoco Production Company
=iz

| 501 WestLake Park Boulevard
I*ost Office Box 3092
tlouston, Texas 77253

August 2, 1989

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

Malion 0i1 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 drilled 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 Timited waiver by
signing, dating and returning one copy of this letter to Emily F. Goodfellow by
August 21, 1989.

Very truly yours,

(j;ffli67{5224&2255a;na~/

Lois L. Williams
Division Land Manager

HIK/EEG/sdc
e

ACCEPTED and AGREED to this 1och day of _ August , 1989.
MALLOM OIL COMPANY

cc: Contract File No. 109066



FARMOUT CONTRACT

THIS AGREEMENT, made and entered into as of the 1lst 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";

WITNESSETH:

THAT, WHEREAS, Amoco has agreed to assign portions of its
interest in centain oil, 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, it is hereby agreed by and between the

parties as follows:

ARTICLE 1: DEFINITIONS

In this agreement, unless thé 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 "it" or "they", whether such parties be corporate
bodies, partnerships, associations, or persons real.

(2) "Subject Area": This term shall mean the following
described land inv%si&County, New Mexico:
£



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

(3) "Contract Acreage": This term shall mean the following
described 0il, 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 with
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 o0il
and/or gas well capable of producing oil 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 oil, gas and other minerals. HWhen used in
connection with a mineral lease it means the leasehold or operating
interest under such lease; i.e., it is the entire mineral interest
civered by said lease (all the mineral rights the lessor had before the
leene was cxecuted) subject to the terms oi 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
(6/8) of the cost of operations and is entitled to 7/8 of 8/8 of all
production from said land (the other 1/8 of 8/8 being Lessor's share of
the production).

ARTICLE 2: TITLES - PARTIES TO EXCHANGE TITLE INFORMATION

Amoco does not warrant the title to the aforesaid leases
or Contract Acreage, bul shall upon request furnish to Operator without
any liability whatsoever as to the accuracy thereof such abstracts and
other title éapers as it has in its files, together with photostatic
copies of the basic leases and all intermediate assignments thereof;
There shall be no obligation on the part of Amoco to purchase new or
supplemental abstracts, obtain any title opinions, nor to do any curative
work in connection with the title to said leases or Contract Acreage.

It is agreed thaf. upon request, Operator shall furnish to Amoco, free

of all costs, but without any liability as to the accuracy thereof,

copies of all abstracts of title, title opinions and memorandums, curative
material, and all other information and data relating to, or connected
with, the title to the Contract Acreage which Operator may obtain or has
in its possession. It 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 all of the minerals in the land described



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

Acreage.

ARTICLE 3: TEST MELLS

3(1) Initial Well:

Operator, prior to 5-15-83, shall cormence the
actual drilling of a test well (hereinafter sometimes referred to as the
"Initial Well") to be located in the NW/4 of Section 28, T-26-5, R-29-E,
E%Eﬁtounty, New Mexico on the Contract Acreage and thereafter shal)
prosecute the drilling of said well diligently, withdut unnecessary
delay and in a good workmanlike manner to the least (shallowest) of the
following described depths (which said least or shallowest depth shall
horeinafter be called "Contract Depth™ for said we])):

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

b

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

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

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

actual drilling is commenced thereon.

. 3(2) Additional Hells May Be Drilled Until A1l Of The

e e e o e e

Contract Acreage Is Included In Well Tracts Around
Larning Wells:

If Operator drills the Initial Well within the
time and in the manner required, then Operafor may (but shall not be
required to) drill one or more additional test wells (hereinafter referred
to as "Additional HWells") on the Contract Acreage until Operator has
completed a sufficient number of Additional Wells as Produclive 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 LCarning Wells; provided, however, that each such Additional
Well must be drilled in strict compliance with the following terms and

provisions:

(a) Lach Additional Well mustl be located at a location
satistactory 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 it is a
substitute; it 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 Tocation for each test well drilled under the provisions hereof is
staked, when the raterial for the drilling thereof is moved to the
locatior end when actual drilling is commenced. After actual drilling
NeT ber conmenced and‘until said well has been completec as a hroducer
or pluggyec and abandoned ac & dry hole, Operator shall furnish to Amoco
deily reports as to the progress of drilling and any and all other

‘nfornation requested by Amoco relative to the arilling of said well.

3(6) Operator to Complete or Plug:

If any test well drilled under the provisions
hefeof proves to be capable of producing oil or gas in commercial quantities,
it 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 it
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 drilling, 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 1iability and risk to be borne by



Operator (and Operator shall indemnify and hold Amoco harmless from such
1iability 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 drilling, 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. It

is agreed that the said lisbility and risk to be borne by Operator (and
from which Amoco is to be held harmless), includes, without limitation,
any fine, claim or penalty, on behalf of private individuzls, entities,
ov opvernmental authority, relating to or connected with, any extractible
resource or environvents' locs, damage or injury of any sort.  Upon
comjletion andy as & concdition precedent to Amoco's obligation td‘perform
in accordance with thz provisions hereof, Operator stall furnish evidence
setisfactory to Ancce tnel €11 bills have been paic¢ in connection with

eacl. and every well arilied by Operator under the provisions hereof,

ARTICLE 5: GEOLOGICAL THNFORMATION CONCERNING TEST WELL

1t is understood and agreed that the requirements
for geo\ogica1 1nf0rmation hereinafter set oul 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 Lhe 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 drilling of each test well drilled
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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. If electrical surveys are made,
either before or after such well has been drilled to the total depth
provided for herein, and if the information from such surveys, considered
by itself or in conjunction with other indications or evidence from
cuttings, core§ or showings, indicates a formation which shows promise

of being a prospective oil or gas horizon, Operator shall properly test
such horizon if it was not adequately tested (in the opinion of Amoco)

at the time it was penetrated.

503) Nell Formation Survey:

Vrien each well drilled. under the provisions
vorznf o hel beer ovilled 1o the total deptt provided for hereir, Operetor
Cauie L0 vl e eiedtrical well forration suvvey 0 zurvevs,

crocheVoingiuce &l of the open hole bLelow the surfsce pipe, anc
iz saditional surveve as, in the opinion of Amoco, may be necessary to
natle tne determinztion of formation porosity and forwetion water
cetsvetion.  Said survey:s shall be made by well surveying concerns which
I setwsféctory te Amoco. Operator shall furnish to Amoco, four (4)
c¢;iex of the logs obtained from such surveys. Digitally recorded and
compesited merged library tapes for each test well shall be furnished to

kwopco. 1 any. other surveys are made, Operator shall furnish to Amoco

copies of the logs of such surveys.

£

5(4) Special Tests May Re Made By Aroco:

1f Amoco elects so to do, Operator shall permit
Amoco, at its sole cost, expense and risk, to make such special teﬁts as
it may desire in any we]j 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 ;e]ieving Operator of its

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



comnercial production), or (if such well is not capable of commercial
production) plugying 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 filling mud pits,
removal of derrick, board roads, etc., and the restoration of the pfemises
as nearly as pcssible to the original condition to the satisfaction of

the landowner) said wells. 1f, however, there are abnormal plugging and
‘abandoning costs in connection with any said well in which Amoco has
carried out any o° the tests provided for in this paragraph, which said
abnormal coste were coused by said tests, such excess of the normal cost

(of pluggino &nd abandoning) shall be borne solely by Amoco.

Aroce ey kegquire Additionel Testinc:

Th s

. hewwiititenéine eny other o tune elsewhers
Curteinsl hevgin, Gl o3¢ agreed onc understood between the parties heretc
et Rmece thizl neve the continuing option during the arilling bf each
well ari e, uinzes the provisions herecf to require such tests of prospective
0il and ges proaucing formalions encountered durine the oriliing thereof
which Amocc, im its sole opinion, judges should be rmade. {fach such test
prescribed by Amocc shall be commenced within forty-eigki {48) hours
after receipt of notice by Operator requiring such test anc shall be
completed promptly and diligently; failing which, all riants under this
contract inurinz to the benefit of Operator shall ipso facto terminate
without any liability thereunder by Amoco to Operator, and (if the said
well is located on the Contract Acreage) Amoco shall acquire title to
the well and all equipment appurtenant thereto, payment for which shall
be made by Amocu 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 és can be removed from the hole to the surface, after
deduction therefrom of an amount equivalent to such necessary costs and

expenses as wouid be incurred if the equiprent and material actually

wors romnverd Trom 1the hole
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ARTICLE 6: DELAY RENTALS AND SHUT-IN GAS WELL ROYALTY

In the event that, prior to the delivery of an assignmeﬁt
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 timwe that any gas we]] drilled under

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

e teri: liereof is completed es & shut-in oas well, and shut-in

zet vl royelily becomes due and pevable under the provisions of any

Toree G0 GEESED LOBIASING & Doviior of tné Loniract ROrecle privr o

tne delivery 07 an assignment by Amoco to Upurator nereJnder ceoverin. tuIh

pariien of the lontract Acreage, Operstor shall make a bona fide
effory 10 pey such shut-in gays well royalty and shall receive no

roimbursemcnt thereior from Anocc,

ARTICLE 7: 1RSURANCE
uperator shall secure and maintain during the term of

this aoreemcent, 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 liability
insurance including, if 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 covering maritime operations
with limits of liability 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 Tiability if 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 Propertiy
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.

ARTICLE

hee

DEFAULT

If Operator fails to comply (time being of the essence)
vit* e+ of the provisions of this agreement, Amoce at its option may

TETT R

Ghe thie ecreements proviced, that in so déoine Amoco shall not

Wi tthervise broprelivcer fromoexercising @vs ciher rigints or
CLSITUC L BT ME O P eluily, which it ey heve T0v the bLrealdn of tnic

4 . . s
ecreenint by Operstor or {or Uperator's feilure to perform this egreement,

irownils eroin pert. It is agreed that in the event of terminatiorn of
U evvecnent Tor any reeson after Operator he: commenced the drii]dng
¢ one or more welic located on the Contract Acreace under the terms
herec?, then Aroco shall have the right and optior (but no obligation)

to acquire title io any or all of said we]]sAnnd all equipment appurtenant
therete by notifying Operator that it desires to take over said well or
wells, and payfng 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 if the equipment and

malerial 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 it is
sent. Each party hereto shall have the right to change jts address for

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

in writing.

ARTICLE 10: ASSIGNABILITY

Operator shall not assign this agreenient, in whole or in

part, without the written consent thereto of Amoco.

., KESTORL™ 141, OF PREMISES »

Unless hereinafter otherwise specifically provided, if
ehy well arilled under the provisions hereof is not coripletes as &
producer of oil.or aas, Operator shall, at Operator's scie cost anc
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 1andaner), 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 12: PERFORMANCE

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

tEach test well provided for under the provisions

of Article 3 ("TEST WELLS") hereinabove which Operator has drilled to
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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
cuch well was drilled and logged, but in no event below the base of the

lelaware formation.

12(2) Proration Unit 1s The "Well Tract":

When and if a test well provided for under the

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

“.erator to Contract Cepth and is completed as a Productive Well which
-1iYdez ey ar "ternine Hell", the land eélleceted to seid well for pro-
T Ll pOtES ol ¢ provevion unit unce the ruie:r eénd regulations of
GiL Lonsepvetior Division of the Deverument of fneroy and Minera]s
" tne State of hew Mexico shall hereinafter be called the "Well Tract"
‘e saig well; provices, however, that tne location and shape of each .
nroposed proraiion unit must be satisfactory Lo Amoco, and it is &
condition precedent to the performance of Amoco hereunder that the

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

ithe Contract Acreave 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 comp]éted 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,

Ffmoco shall execute and deliver to Operator the following described

assignment:

An assigmment of all right, title 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 it
covers the Well Tract (around said well), but excepting



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

25% of 8/8 of all production from the said assigned
rights in the Contract Acreage, 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
0il and qas lease under the terms of said lease, and
“presently existing burdens" means al) other royalties,
overridino royalties, production payments, and other
burdens and encurbrances to which the Contract
hcreage is subject on the date of said assignment),
using therefor the form of asSionment attached
hereto as Exhibit "A-2". :

12(4) Approval of Assignment Forms: -

Hith respect to the form of assignment attached

~9

reveso s Dybibit MDY D the perties hereto hereby epprove and confirn
ST T terme, fovenarit and conditions therein set forth, ane zoree

proterarrt peodzee for hereingbove ere?) be osohdest 1o end G

[N

- TUTE AU ent el T contein the terme, covenonts snd conditions
. _

(3
"

comtzired dnosaid Terr of assionment.

ST M RETTIAITION O CTHE ORIGHT OF GPERATOR T0 DIDICATE GAS

- Operator hereby warrants that there ic ne existing gac
ceiet contract which would dedicate gas owned hyv Uperator which is
produced from the Contract Acreage. Furthermore, it is aareed that any
gas sele: conpract subsequently executed by Operator will make reference
te thie aareement, 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 it will not execute a gas sales
contract covering any portion of the Contract Acreage without first h wh
having obtained the written approval of Amoco as to that portion of such W
contract which describes the interest to be dedicated. Any certification
by tre 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
aarees that it will neither accept such certifiéation or commence deliveries

thereunder, without first having received the written approval of Amoco

2t o,



EFFECT OF AGREEMENT:

‘The terms, covenants and conditions of this aareement
(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,
EXECUTLD as of the day and year first above written;
AMOCO PRODUCTION COMPALY ;ﬁ;§
by %&éﬁo_ﬁ_‘
Jtie nttorncy—in-fast o
w22 Q_LL,’
. , arry bettis,
THD S16TE OF  Texqs ]
RULSARREY Harris }

FLFORE ME, the undersigned iythor1t\, on this day persongliiy
appeares A,zV/zgazn 7. , known tc mz te be the

rsoir who executed the fore901ng instrument, and known Lo me tc be the
/i JHorney-in- Facd  of ANOCO PRODUCTION COMPANY, and acknowledged to me
that he 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 H .’-‘,—{‘ day of ﬂdl’{:[’ ,

1983 . ‘ )

o

g ()

Public in and for
Not Pubhc State of Texas Iy
My Cor?n?!?l’ssmn Expires July 18,1984 rrg County,

THE STATE OF i

COUNTY OF o i

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 for
County,

FC/cag
LR/2G5H/A-14
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EXHIRIT "A -1

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

LESSOR - U.S.A.

LESSEE - John B. Purdy

DATE OF LEASE - January 1, 1975
LXPIRATION DATE - JANUARY 1, 1985
DESCRIPTIOR:  T126S-R29FE N.M.P.M,

SECTION 7: LOTS 3,4, E/2 SW/4, SE/A
SECTION 18: LOTS 1,2, £/2 Nu/4
SECTION 19: SL/4

LESSOP - U.S.A.

LRSSt - Don Wivant

CLTD OF LEASE - Febwvozre 1, 1090
EYIIRATION DATE - TooeLer. ), Gt
TIOIEINTIN Tron- LN

NSRRI N e IR A A NAD Y Lf4l'
NWSEOS/DL L5 su/4 (Excluding
35,08 ecres lvino within the

Red CIufi kesevoir) Afé(/' [0

SEITIGN 2L AN {Dyciuzing 20209 acres lyino
within the Fod Sluff Resevoir

SECTIGH 2% N/z, N2 St/4,

SE/4 SE/4 440
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EXHIBIT “A-2%
(To Farrout Contract

dated February 1, 19E3,
between Essignor and Assignee)

ASSIGHMENT OF OPERATING RIGHTS

THIS AGPEEMENT, made and entered into by anc hetween:

AOCO PRODUCTION COMPANY, a Delaware corporation,
with an office at 501 Westlake Park EBouvievard,
Houston, Texas 77079, hereinafter cailec “Assionor",

and

“/RPY M. BETTIS, JR., an individual, vw1tl an office
¢t 11F Western United Life Building, i"i75znd, Texac

JO7CI, hereinafter celied "Assionec”

SERTLS, pursuanl to oing provisicrn o evteit Tewroun

cECL Lo Teo s T oDy ant LELirnel, £ISAON0Y il U0 Lemva, 1
fsoianee Logaptaor oF ite dnterect in the Operating oty {es definec
hereinafter? in an under the 01l and gas leeses describec in Exhibit 1* {rar
the Undtes Ttete . of Frerice, TRSOEIEOLAND QKLY JUTOTIT 0 e 6310 Jeasen (rner

tueoanterves vt trect of tenc cescribed hereinzzloed:

{here shall be inserted a descriptior of )
(the surface area for the tract of Lanc )
fwhich is referred to as the "Well Tract" )
(irn the Farmout Contract and Joint Operating)
{hareement between Assignor and Assionee, to)
{which a copy of this form of Assignment is )
(attached as an Exhibit thereto. )

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

subsurface depth which is jallel feet below the surface of the

earth, but in no event below the base of the Delaware fermation (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 oi the leases referred

to in said Tarmout Contract as the "Contract Acreage" cover the above tract
of land.

**The number to be filled in here shall be "Larned Depth" 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 Acreape means the exclusive right to drill and operate for
the discovery and production of oil and gas in and on the above described
Leese Acreage, with the exclusive right to take and appropriate the oil
anc 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 Jen [oliars ($10.00) and other oood and veluabtle consideration,

Lesiopor bereny dees asticr, trensfer and convey, subiect to all of the

priLteT o nergiaroto,. cot ¢, without werrenty of 1itie, either expres-
Th st oot Drictonee, 2L o7 Jsedenor's right, tiile and interect
N hd
]
Toend 1nothe ceace Opergling Digits in the above aescritbed Lease Acreace.

GOHAVTOARD TO HOLE: said interest in the Opevating Rights iy,
TroLeiin Agreite unle Pesdcree end Assionee's successors inointerest,

sutiect te tre fcliowing terms, covenants and conditions:

ARTICLE 1: SUGJECT TO ALL EXISTING BURDENS

The term “Existine Burdens" as used herein shall mean all

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

“"Landowners' Royalty, whi¢h i¢ reserved to the owners of the minerals
covered by an oil and gas lease under the terms of such lease.), overriding
royalties, produc£ion 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, if 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 Durdens to which
soid Lease Acreaue may be subject, Assignor hereby excepts and reserves
untc itself, its successors and assions, an overridino royalty (hereinafter
sometimes called "Assignor's Overriding Royalty") on all oil and gas and
cther minerales produced from, or allocated to, the Assianed Premises,

eouz1 to 25% of &/8, less Lxisting Burdens (includinag the royalty reserved

“+

‘i the owners of the minerals covered by an 0il and gas lease under the

serns of such lease), of:

(a) AN oil, distillate, condensate and other
Tiquid hydrocarbans produced and saved, which
shall be delivered free of all cost and expense,
except taxes on production, at the well or
vells or, at Assignor’s option, to the credit
of fssionor inte the pipeline to whici ceid

RN}

well or wells may be connected;
Troomariet velue et the well of ail cis enc
cetinatess ces produced and sevec, widcr thetd

Le paid to Asshenor Tree of 811 cost énd expknse,
exiept taxes or production; provided however,
that on qas or cesinghead gas sold under a
contract entered inte after bona-fide arms-lenotkh
reagtietions with ¢ party not an affiliate of
resignee, Assignor's (Overridina Royelty shall

be celculated on the basis of the net proceeds
realized by Acsionee from the sale of such oac
snd casingheacd ocas (instead of warket value et
the well); and

{c) P11 other minerals produced and saved, free of
all cost and expense, except taxes on production.

2. MWith respect tc the overriding royalty herein excepted and

recerved 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 followino
that for which the report is made;

(c) That in the event lease hereby assigned covers
less than all of the o1l 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
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part thereof, to Assianor. When (and if) production fror the Lease
Acreage has been established, it shall be conclusively presurmed 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 terrm "Operations" as

used herein, shall mean production of o0il and/or gas in commercial
quantities (A gas well which is capable of commercial production of aas
but which is shut-ir pursuant to the terms of the lezse 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 followina: drilling, testino, completing, reworking,
recomblerine, ceecpering, pluecine back or repairing c¢f & well in search
1or v dnr ar enoeavor 1o obtein productiorn of il and'or ges, and wher
ErErTonronyocloers, et ke reauest of Assionnr, ficraones shal)
pestoaan The Lfase Atresas L6 Assignor. 1t is fTurther covenanted and
agreed thet Ascianor shal) have tne right to acauire such reassibnment

¢ tne Leasce Alreacs, or part thereof, prior to ine abandonment of the
aet proculine well Jjocates on such Lease Acreaae or sart thereof, witk
trhe exclusive righkt and option 0 acquiring all equipment and material
¢ppurtenant to seid well located thereon, payment for which shall be

made by Assignor to hssignee based on the salvage value of such equiprient
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

anount equivalent to such costs and expenses as would be necessary to
actually remove such equipment and material from the hole). In 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 title involved, and upon the filing 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. A1l provisions herein with
regard to reassignment to Assignor are in addition to and not in lieu of
other rights of Assignor hereunder. 1In the event any rights in the

Lease Acreage revert or are assigned to Assignor under the provisions of
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this paraaraph, the same shall be free and clear of any and all overriding
royaWties, production or other payments, and other interests or right:
acquired from and under Assianee, all of which shall be acquired subject

to this limitation, and shall be extinguished and terminated upon sucr
reversion or assignment. 1In 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 Assianor harmless

from all claims and causes of action whatsoever arising as the result of

or in connection with Assignee's operations on the Lease Acreaue.

APTICLD VL COMPLIANCE MWITH LEASES

Tris assianment s made subject to &)1 ¢f the ter—¢ i
voreie wne qnnlied coverenis and conditiont of tre legres o -
veele, wihiclh terrms, cwvenanis and concitions AcTigne. iii.ovn
Cotoant egrees to perfori; enc the terms, covenants and cnnéjfébn:
¢ wnlr deeses shall be bindina on Assianee not only i favor of the

trevcir end Lessor's reirs and assians, but elsc ir favor of

Gn(r hergin, 1tS successors and assiens.

AMTICLE VID: NOTICES

A1l notices, reports and other comrmunications required or
perritted heréunder or desired to be given with respect teo the richts or
interests herein assigned or reserved shall be decemed tc have been
properly aiven or delivered when delivered personally or sent by recistered
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 Assianee 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 aive Assignor written notice prior to the time that any aas well
located on the Lease Acreage is shut in. Assignee shall make a bona
fide effort to pay all shut in agas well royalty that may become due and
pavable under the provisions of the lease or 1easesvcomprising the Lease
hcreage covered hereby, and shall receive no reimbursement therefor frorm:
Escionor. Either Assignor or Assignee may be relieved of its obligations
vitr regard to paynent of its share of any delay rentals and shut-in ocas
vel” 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
éne vayable, of ils election not to bear ite share of said rentals or
s'nt-7noaas well royalty, and immediately thereafter assiagninc, without
coente of werrertis &1l of seid party'c interest in the Lezce Acrengs,

Leviy oeeiving e pey seid delay rentels or shui-in az: wvell

T 1v: o OPTIOM TO PURCHASE LEASE ACPEAGE

Ir tn

(1od

event that kccignee receives @ bong fide offer
Wt it is wiliing to accept for the purchese of saic Lease Acreace, or
er. wari thereof or interest therein, from & persorn, firm or corporation
ready, able and willing to purchase such Lease Acreage, part thereof or
interest therein, Assignee immediately shall aive written notice thereof
ve kssignor, includine in said notice the name and address of such
cfferor, the price offered, and all other pertinent itens and conditions
¢t tne offer. Assignor, for a period of fifteer (15) days after receipt
of ‘'said notice, shall have the prior and preferred right and option to
purchase from Assianee 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 if 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
accardance with said offer within sixty (60) days after the expiration
of said period of fifteen (15) days; and provided further, that if

Assianee fails to accept said offer or to complete said sale within said

period of sixty (60) days, the preferred riaht and option of Assignor



under this paragraph shall be considered as revived, and Assianee 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 duribp the

period of time above provided, Assignor shall have the pricr and preferred
right to purchase such Lease Acreacge, or part thereof, Beqrepated from
the other leases or properties included in said offer and &1 the fair
cesh merket value Lhereof as of the date of such offer. F11 oifers at
env 1iie made to Assignee, its successors or assions, for the purchase

¢ ceid Lease Acreats, ¢v @nhy part theveof or dinterest tizveiy, shall be

cutnelt o teoell the tevrloend conditiont of inir paracrerc .
. ’
FeriliD X: OPTT0N AD PREFERERTIAL RIGHT TO PURCHASE PROWUI{ION
hscioncr at any time, at all times and “rov Ti7¢ te tire,

c

i have the optior and the exclusive right to purchese '} oil produced
anc saved from Assignee's interest in said Lease Acresage, a1 the market
price for production of similar kind and quality prevailinc in the field
where produced on date of delivery.

~ Assignor shall also have the optioh and the exclusive
right to purchase all gas, casinghead gas, and all other products produced
and saved therewith from Assignee's interest in said Lease Acresge, and
payment therefor to Assignee shall be made al 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 initially
exercised; provided that, if 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 prbceeds 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) Tor a period of thirty (30) days after beinc notified by

certified or registered mail of the completion on the Lease Acreage of a
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well capable of producing such gas, casinahead gas, anc other products
produced and saved therewith, except that, if an expenditure of more
than $50,000 i< reduired for construction of an extraction plant or any
other extraction facility of any kind or for a pipeline or gatherino
system, then said exclusive option shall extend for a period of three
(3) months after said notification. 1f 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
skall expire, but in the event that Assignee thereafter receives a bona
fide offer wrnich it is willing to accept for the purchese of said gas

end producte e any part thereof or interest therein, fror & prospective

purineser ve: . abtle and willinc te purchese such g&s &r? producis or
crvopert ThoosoT oar interest theveiw, foticnee shel? ivoroietely cive
voc ivert to broignre Jra ertifier o v cizred ngild,
Tyt 47 notice the meme sno edaress of sulh cifzror, tne price
cfered, ero 77 other pertinent i1tems and conditions of the offer.
fonov, toe oreiod of thirty (20) days after receipt of said notice,

c<hell heve ths Lrior and preferrec right and option te purchase froro
hesignee the szt and products or part thereof or irteres® therein covered
by said¢ offer, at the price and according to the applicalie terms and
conditions specified in said offer; provided that, if Assianor fails to
exercise its }ight and option by mailing written notice of its acceptance
within thirty (36) days after the receipt of the above mentioned}notice,
bssignee may accept said offer and complete said sale in accordance with
said offer within thirty (30) days; and provided further, that if Assignee
fails to accept said offer or to complete said sale (at the price and
under the terms and cbnditions 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.



At any time prior to the time limits prescribed ahove
Assignor may indicate its intention to waive all or any part of its
preferential right, but such waiver, to be effective, rust be in writina.

It is understood and agreed that the right to purchase
hereby granted may be assigned by Assignor at any time, at all times and
from time to time without limitation. The rights covered by this Article
shall be a covenant running with the land, and shall bind the Successore

ana assigns of the parties.

APTICLE Y1 ASSIGHOP 'S RIGHTS TO APPLY TQ EXTENSION AND RENEWALS OF
LFﬁSES

The riohts herein reserved to Assignor, including Assionor'e
CGeervicine Royelty, shall apply to all extensions ant rerewale of the

Terae o ooamsprisane the Lease Acreso:.

ARTICLD il SURJECT TO FARNOUT CORNTRACT

Tnis assigument, and the Leese horesuc covered hereby,
ol el 16 aY) tne terms and provisions of that certesin Tarmout Contrecs
betweer. fPssianor and Assignee to which a copy of this forr of assignment

is attached as an [xhibit end to which reference is macde for all purpocec,

ARTICLE X11}:  EFFECT QN ASSIGHS

" The terws, covenants and conditions hereof shall be
bindinc upon and shall inure to the benefit of Ascignor and Assionee anc
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.

EXECUTED this day of » 19

At10CO PRODUCTION COMPANY

By

Its Attorney-in-Taqt

arry mj Bett Q‘

/




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 Bluff #3 well
Eddy County, New Mexico

Ladies/Gentlemen:

Enclosed please f£ind a ccoy of Mallon Oil Campany's application for
Campulsory rooling for the Zmoco Red Bluff £33 well, scheduled for
February 7, 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 initially indicated that he would participate
for his proporticnate 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, wherebv George Mitchell has filed for application to force
pocl our Amoco acreage in the same tract, After discussing this
situation with our attorney, we feel that this application from Mr.
Mitchell will have no impact on our case in the force pooling, as we
were fully permitted for the well and Mr. Mitchell has o permit in
place. A formal proposal from Mr. Mitchell to drill the £#3 well wes
never received by this office, and dilligent attempts to negotiate are

If vou have any additional questions or concerns with this matter,
please do hot hesitate to contact the undersigned.

Sincerely,

/kem

ol
enciosures



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 wWell
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 final working interest breakdown (BPO) for the
Amoco-Red Bluff #3 well:

Mallon 0Oil Company .5399841
Charles Simmons .0800000
weldon Aston .3800000C
Wes-Tex D*ll’ino Co. .0447125
Star Production Inc. 0404091
Kerrco, Inc. . 1362998
Jay UaSLey .0178570
Ecstate of Rpbert A. Mitchem .0160250
P;lo* P"ﬂ*gy 1985 Ltd. .0447125

-

As Mr. Cox explained, we will be spudding on December 30, 1989 with a rathole
rig, with the understanding from CapStar Drilling that a drilling rig will be
available mid January.

Flease be advised that we have not yet been successful in cbtaining a reduced
royalty for this well. We will continue to diligently pursue this issue, in order
to increase the net revenue interest in any additional wells drilled within the
Pecos River Prospect.



Pecos River Prospect
Amoco-Red Bluff #3 Well
Working Interest Owners
Page 2

Please indicate your acceptance of vour working interest as set forth above,
by signing and returning one copy of this letter to the undersigned. It is
understood that the Authority for Expenditure, previously executed on behalf cf
each working interest owner, shall be deemed to include any increased interes:, if
applicable, as outlined in this letter.

Sincerely,

MATICN OIL COMPANY

Xaren E. McClintock

Iandman
\GREED &aND ACCEPTED to this day of , 1988S.

CHARLES SIMMONS




MALLON OIL COMPANY

1099 18th Street, Suite 2750, Denver. Colorado 80202
(303) 293-2333

November 28, 1989

PECCS RIVER PROSPECT WORKING
INTEREST CWNERS

"~ Re: Amoco-Red Bluff Federal $#3
Authority for Expenditure
Eddy County, New Mexico

Ladies/Gentlemen:

sed please find two (2) copies of the Authority for
e dataed November 27, 1982, for the Amoco-Red Bluff Federal #3
well, Tnis AFE is identical to the June AFE Ior the same well, with the
exception of the location footage and the date.

1

ncLic
4
cur

:
11
-

I have also enclosed a copy of the letter from 2moco Production
Company denying our extension request, and an updated Exhibit "a" for
the Operating Agreement stating your individual working interest for
each well drilled.

The ramifications of Amoco's denial of our extension request, will
mean that a well must be drilled by December 31, 1983 in order to hold
the Amoco Farmout. For this reason, we are reguesting that the Working
Interest Owners reply verbzally and in writing by December 10, 19289, in
order to give us time to offer out any non—-consenting interest.

At this time, it appears as though the net revenue interest for
this well will 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 cuesticns, please aivise.

Sincerely,

/kem
Enclosures



MALLON OIL COMPANY

1099 18th Street, Suite 2750. Denver. Colorado 80202
(303) 293-2333

Novemper 16, 1989

TO ALL PECCS RIVER PRCSFECT
WCRKING INTEREST CWNERS

RE: Pecocs River Prospect:
Eddy County, New Mexico

Ladies/Gentlemen:

Enclosed please f£ind the most recent extension reguest mailed to
2moco Production Campany for the next well to be drilled within the
Pecos River Prospect.

As you are aware, Mallon Oil Campany has been attempting to reduce
the existing overriding rovalities on the NM 38636 Federal lease. B2As of
this date, all overriding royalty owners, with the exception of Mr. ILes
Orpermann and Mr. Harry Bettis, have agreed to a reduction as last
propesed by Mallen Cil Carpany. Whfortunately, without an agresment by
&ll overriding royalty owners, a reduction is not possible. We had
hoped that we could improve econamics for the next well and have a
reduction in place prior to drilling the next well within the prospect.

We would like to advise our working interest partners that in the
event Amoco does not grant us an extension, and Mr. Oppermann and Mr.
Begtiis do not acres to reduce their coverriding royalty under the terms
alrsadv agresd won bv all other overriding rovalty owners, there is s
possibility that Mallon 0Oil Camany would elect to go non—-consent on the
next well, o2 to the econamics cf the highsr reyaliy.

We will keep the partners posted on the progress of the extension
and reduced cverriding royalty.

Shculd ycu have any questions, please advise.

-

™ /da
Enclosure

cc: Mr. Les Coppermann
Mr, Harry Bettis



MALLON OIL COMPANY

1099 18th Street, Suite 2750, Denver. Colorado 80202
(303) 293-23133

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-Ted 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.

If you should have any questions, please advise.
Sincerely,

MALION OIL COMPANY

Joe H. Cox, Jr.
Production Manager

JHC/ars
enclosure



MALILON OIL COMPANY

1099 18th Street, Suite 2750, Denver. Colorado 80202
(303) 293-2333

MEMO

TO: Karen E. McClintock
FROM: Elizabeth Redmondg?/
DATE: October 6, 1988

RE: Pecoé River Prospect

Please be advised that the AMI identified in the Bettis/Worth Petroleum
Agreement dated March 30, 1983, covers all 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 0il and Gas, Inc. .0250000
L.E. Oppermann .0250000
Don and Micki Carol Wright
A/M Interfirst Bank Abilene NA .0500000
Minerals Management Service . 1250000
.3000000
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AGREEMENT TO REDUCE OVERRIDING ROYALTY ﬁ‘fl'EREST

THIS AGREEMENT, made and entered into as of the 4th day of August,
1989, shall evidence the agreement between MALLON OIL COMPANY, as
Operator of the Pecos River Prospect, (hereinafter referred to as
"Operatot"), and NCNB TIXAS, JSM OIL & GAS, INC., AMOCO PRODUCTION
COMPANY, IARRY M. BETTIS, JR., and L.E. OPPERMANN, (hereinafter

referred to individually and collectively as the "Royalty Owners"), as
hereinafter set forth.

The undersigned Royalty Owners agree Lo reduce their overriding
royalty on the next proposed well drilled by the Operator within the
Pecos River Prospect after the effective date of this Agreement ("the
Well”). ‘'lhe Pecos River Prospect is the acreage within the Federal
Lease NM-38636, Eddy County, Mexico, -further identified on the Exhibit
"A" attached hereto and made a part hereof by this reference.

It 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, #4, #5, #6, #7, #8, #9, #10, #11, #13, #14 wells;
and the Amoco-Red Bluff Federal #1 well, which are the wells capable of
production within the Pccos River Prospect as of the date of this
Agreement ("the Existing Wells"), will not be affected by this royalty
reduction. All Existing Wells will maintain their current overriding
royalty burdens, unless ajreed upon by all Royalty Owners.

The Operator and the Royalty Owners agree that the reduction of the
royalty will be limited to only those formations that are earned by
drilling the Well, as stipulated in the Farmout Contract dated February

1, 1983, by and between Amoco Production Company and Harry M. Bettis,
Jr.. '

The following schedule indicates the Royalty Owners, their present
overriding royalty, and the reduced royalty in the event that the
proration unit for the Well is comprised of one hundred percent (100%)
of the Federal Lease NM-38636:

Royalty Owner Present Royalty Reduced Royalty

NCNB ‘lexas 5.00% 3.00%

JSM 0il & 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 the Royalty Owners, indicates
the oconsent to reduce each present overriding royalty to the above
stated reduced royalty. It is understood by the Royalty Owners that the
reduced royalty that 1is indicated would be proportionate to the

percentage of the proration unit that is included in Federal Lease
NM~38636.

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

Page 1 of 3
Agreenent to Reduce Overriding Royalty Interest
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This Agreement may be executed in any nunber of counterparts, each
of which shall be considered an original for all purposes. Failure to

obtain signatures from all Royalty Owners, shall deem this Agreement
null and void.

IN WITNESS WHEREOF, this Agreement shall be effective as of the 4th
day of Auyust, 1989.

OPERATOR

MALLON OLL, COMPANY, as
Operator of the Pecos
River Prospect

By: George O. Mallon, Jr.
Chairman of the Board

ROYALTY OWNERS

ATTEST: NCNB 1EXAS

By: -B_y.

ATTEST: JSM OLL & GAS, INC.

By: By:

NT'TEST: AMOCO PRODUCTION COMPANY
By: By:

WITESS:

By:

WITNESS :

LG

By: By: VL. E. (B{fgﬁnaml

PLEASE RETURN THIS COPY
TO MALLON OIL COMPANY

Page 2 of 3
Agreement to Reduce Overriding Royalty Interest
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This Agreement may be executed in any number of counterparts, each
of which shall be oonsidered an original for all purposes. Failure to

obtain signatures from all Royalty Owners, shall deem this Agreement
null and void.

IN WI'INESS WIEREOF, this Agreement shall be effective as of the 4th
day of August, 1989.

OPERATOR

ATTEST: MALLON OIL- QOMPANY, as
Oparator of the Pecos

River Prospect

7. M{C1lint By: George O. Mallon, J
Assistant Secretary Chairman of the Boar

ROYALTY OWNERS

NITEST:~

NCNB 'TEXAS

LA > ] OU AL OMSE ey
o '//3’5/_4/4 e e ’T/ﬁ7 s /" Newg Texas Natior?z Bank
ATTEST': JSM OIL & GAS, INC.

By: By:

ATTEST: o AMOCO PRODUCTION COMPANY
By: Eﬂ/:

WITESS:

By: By: Harry M. Bettis, Jr.
WITNESS:

By: By: L.E. Oppermann

Page 2 of 3
Agreement to Reduce Overriding Royalty Interest



EXHIBIT “A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN AGREEMENT ‘10 REDUCE
OVERRIDING ROYALTY INTEREST DATED AUGUST 4, 1989, BY AND BEIWEEN MALLON
OIL, QOMPANY, AS OPERATOR OF THE PECOS RIVER PROSPECT AND NCNB TEXAS, JSM
OIL & GAS, INC., AMOCO PRODUCTION OOMPANY, HARRY M. BEITIS, JR.,

i

L.E. OPPERMANN, AS THE 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 5/2, SW/4 SW/4 (excluding
38.08 acres lying within the
Red Bluff Reservoir)

Section 28: All (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

Page 3 of 3

Agreement Lo Reduce Overriding Royalty Interest

AND



@)

oL
AM|0"|C.0' Amoco Production Company

601 WestlLake Park Boulevard
Post Ollice Box 3092
Houston, Texas 77263

September 1, 1989
RECENSE 02 13080

RE: EA 52,689
West Pecos Area
Eddy County, New Mexico

Mallon 01l 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 if 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

1OV9 18th Street, Suite 2750, Deaver, Colurado 80202
(303) 293-2113

MEMORANDUM

TO: All Overriding Royalty Owners
FROM ¢ Joe 1. Cox, Jr.
DATE: August 3, 1989

RIS : Royalty Reduction Proposal
Amoco-Federal Lease
Eddy County, New Mexico

Since the last correspondence in June regarding the reduction of
royalty interests, much discussion has 4gone on between various
parties involved trying to arrive at a satisfactory plan. We are
now sending a final proposal which 1is designed to meet the

concerns of all of those who have responded to previous letters
and telephone conversations.

As we originally pointed out, the projected negative economics ofF
Lthe past five wells have left the working interest owners very
concerned about their continued investment in developing the lease
ceven though that drilling has indicated that a considerable amount
of undeveloped acreage should be productive. With the reguired
review time up on the latest drilling AFE submitted to the working
interest partners ouly about 17% have elected to participate which
would not be enough to allow the well to be drilled. IE the
attached proposal is approved by the royalty owners the AFE will
be resubmitted noting the revised royalty interest.

buring the past three years, lease operating expenses have been
reduced by 25% and drilling and complelion expenses have been
brought down about 37% on the Amoco~Fedaeral lease. We are now
diligently trying to further reduce the leasc operalting expense by
initiating on-lease saltwater disposal versus the present
commercial disposal. We feel that more progress can be made in
reducing drilling and complelion costs on future wells. These
efforts have allowed the lease development Lo continue bto its
present point and we feel have put Mallon, et al. in the most

Favorable position to develop the remaining Delaware potential
within the lease.



All Overriding Royalty Owners
August 3, 1989
Page two.

The primary points of the attached agreewment and any subseguent
agreements are as follows:

-~ Royalty reduction will be on a well by well basis. After an
evaluatbion period for the previous well, if a reduction in royalty

appears necessary to allow the drilling of the next proposed well,
an agreewment will be sent for your approval.

- Unaniwous approval of the agreement by overriding royalty owners
will be required for it to become effective,.

- The Farmout Agreement under which Mallon, et al. are developing
the lease, limits the rights earned to the depth drilled and no
deeper than the top of the Bone Springs Formation. Any agreement

made will not affect any royalty rights which you may own below
tLhe farmout depths.

- The attached agreement and any subsegquent agreements will
pertain only to the next well drilled. Your royalty interests in
wells presently producing will not be affected by the agreement.

- The attached agreement would reduce the overriding royalty
interests of Harry M. Bettis, Jr. and Les E. Opperman to 0% for
Lhe next well drilled. All others would be reduced by 40% for
that well. The resulting overriding royalty burden on bhat well
would be 7.5% which, with the 12.5% federal royalty added would
- result in a total royally burden of 20% on that well.

The extended deadline [Lor spudding the next proposed well is
December 31, 1989. Please respond no later than October 1, 1989

to allow time for partners approval and planning for drilling
etc..
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AGREEMENT 10 REDUCE OVERRIDING ROYALTY INTEREST

THIS AGREEMENT, made and entered into as of the 4th day of August,
1989, shall evidence the agreement between MALLON OIL COMPANY, as
Operator of the Pecos River Prospect, (hereinafter referred to as
"Operator"), and NCNB TEXAS, JSM OIL & GAS, INC., AMOCO PRODUCTION
COMPANY, UARRY M. BELTIS, JR., and L.E. OPPERMANN, (hereinafter

referred to individually and collectively as the "Royalty Owners"), as
hereinafter set [forth.

The undersigned Royalty Owners agree to reduce their overriding
royalty on the next proposed well drilled by the Operator within the
Pecos River Prospect after the effective date of this Agreement ("the
Well"). ‘The Pecos River Prospect is the acreage within the Federal
Lease NM-38636, Bddy County, Mexico, further identified on the Exhibit
"A" attached hereto and made a part hereof by this reference.

1t is agreed and understood by the Operator and the Royalty Owners
that this royally reduction is limited only to the Well, and that the
nwoco Federal #1, #3, 44, #5, 16, #7, #8, #9, #10, #11, #13, §#14 wells;
and the Amoco-Red Bluff Federal k1 well, which are the wells capable of
production within the Pecos River Prospect as of the date of this
Ngreement ("the Existing Wells"), will not be affected by this royalty
reduction. All Existing Wells will maintain their current overriding
royalty burdens, unless agreed upon by all Royallty Owners.

The Operator and the Royallty Owners agree that the reduction of the
royalty will be limited to only those formations that are earned by
drilling the Well, as stipulated in the Farmout Contraclt dated February

1, 1983, by and between Awoco Production Campany and Harry M. Bettis,
Jr,.

‘The following schedule indicates the Royalty Owners, their present
overriding royalty, and the reduced royalty in the event that the

proration unit for the Well is comprised of one hundred percent (100%)
of the Federal Lease NM-38636:

Royalty Owner Present Royalty Reduced Royalty

NCNB Texas 5.00% 3.00%

JSM 0il & Gas, 1nc. 2.50% 1.50%

Amoco Production Conpany 5.00% 3.00%

llarry M. Bettis, Jr. 2.50% 0.00%

L.E. Oppermann 2.50% 0.00%
‘fotal ORRI 17.50% 7.50%

The execution of Uthis Agreement by the Royalty Owners, indicates
the consent to reduce each present overriding royalty to the above
stated reduced royalty. It is understood by the Royalty Owners that the
reduced royalty that is indicated would be proportionate to the

percentage of the proration unit that is included in Federal lLease
NM-38636.

his 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.

Page 1 of 3
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‘his Mgreenent may be execulted in any mumber of counterparts, each
ol which shall be considered an original for all purposes. Jailure to
obtain signatures [from all Royalty Owners, shall deem this Agreement
null and void.

IN WIINESS WHEREOF, this Agreement shall be effective as of the 4th
day of August, 1989.

OPERATOR

NITEST': MALLON OIL OOMPANY, as
Operator of the Pecos
River Prospect

By: George O. Mallon, Yr.

hssistant Secretary Chairman of the Boakd

ROYALTY OWNERS

NITEST': NCNB 'TEXAS
By: Tiy: “
NITEST : JSM OIL & GAS, INC.
Ei/: I!y:
NLLIEST: I\MOCO PRODUCTION (,UMPANYV
By: ’ By:
WITESS:
By: By: Harry M. Bettis, Jr.
WITNESS ¢
By: ' By: L.E. Oppermann
Page 2 of 3
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EXHIBIT "A"

NITACHED 1O AND MADE A PART OF ‘AT CERFAIN AGREEMENT 10 REDUCE

OVERRIDING ROYALL'Y INIEREST DATED AUGUST 4, 1989, BY AND BEIWEEN MALLON

01l COMPANY, AS OPERATOR OF 'THE PECOS RIVER PROSPECT AND NCNB 1EXAS, JSM

OIL & GAS, INC., AMOCO PRODUCIION (OMPANY, IIARRY M. BETTIS, JR., AND
L.E. OPPERMANN, AS 1HE ROYALYY OANERS. o

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/A4 NE/4, NW/4,
N/2 S/2, SW/4 SW/4 (excluding
38.08 acres lying within the
Red Bluff Reservoir)

Section 28: All (excluding 203.9 acres ¥

lying within the Red Biuff
Reservoir)

Section 29: N/2, N/2 SE/4, Sk/4 SE/4

Eddy County, New Mexico

Page 3 of 3
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MALLON OIL COMPANY

1099 18th Street, Suite 2750, Denver, Colorado 80202
(303) 293-2333

June 20, 1989

NCNB -~ Texas -
P.0. Box 830302
Dallas, T™X 75283-0302

Attention: Mr. Tom McCarty
CERTIFIED MAIL: P-570 412 777

RE: Royalty Reduction Proposal
Don & Micki Wright Overriding Rovalty
Federal Lease NM-38636
Eddy County, New Mexico

Dear Mr. McCarty:

Mr. David Rhodes of your bank's, Special Assets Bank in Fort Worth
has informed us that he will no longer be handling the above captioned
royalty for the Bank and has referred us to you.

Attached are oopies of letters sent to Mr. Rhodes regarding a
proposed reduction of royaity on wells drilled 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 oounter-proposal which, 1if it appears
acceptable, will be put in the form of an agreement and sent for your
review. I hope that we will be able to send that this week.

Please feel free to call with any questions you may have regarding
this matter.

Sincerely,
MALION OILL COMPANY

(DA Lo

Joe H. Cox, Jr.
Production Manager

JHC:er
Enclosure(s)
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MALLON OIL COMPANY

1099 18th Street, Suite 2750, Denver. Colorado 80202
(303) 293-2333

June 9, 1989

Amoco Production Company -
Houston Region

5071 Westlake Park Blvd.

P.0. 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 Mr, James:

Mallon Qil Company has recently sent a letter to all 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
letter is in regard to a woluntary reduction of royalty on future wells
drilled on the lease. A copy of that oorrespondence is attached which
gives the kasic background leading to the conclusion that the rsduction

would be necessary to allow further development.

Response from the royalty owners thus far has included one common
guestion, 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 like to see different terms than those provosed, a desire to
cooperate and encourage further drilling, provided Amoco is included.

With Amoco involved, modifications to the proposed reduction that
should still allow enough relief to continue drilling will probably be
along the line of: a) A continucus 50% reduction of all royalties
{except Federal) on any wells drilled in the future, or, b) A 75%
reduction in those rovalties until 150% of pavout is reached at which
time the royalties will return to their present level until the economic
limit of each individual well is reached when they would again be
reduced by 75% until the ultimate economic limit is reached and the well
would presumably be abandoned.
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Amoco Production Company
Voluntary Foyalty Reduction

June 9, 1989
Page 2 of 2
Cur present oontinucus drilling deadline under the

Agreement is August 31, 1989 and, judging from discussions

- b
Farmout

and the

disappointing results of the latest well, I feel quite certain that the
working interest partners will not be committing to another well unless

some relief from the present royalty burden can be obtained. ~

I would

therefore aporeciate any feed back you can give me regarding Amoco's
position on this matter as soon as possible so that a final proposal can

be sent to royalty owners.

Please feel free to call with any questions you may have regarding

this matter.
Sincerely,

MALION OIL QOMPANY

L o

Joe H. Cox, Jr.
Operations Manager

JHC:er
Enclosure(s)

c¢:  (enclosures omitted)

NCNB/SAB
JSM 0il & Gas
Les Oppermann

L&

Harry M. Bettis, Jr.



MALLON OIL COMPANY

1099 18th Street. Suite 2750. Denver. Colorada 80202
{303) 293-2333

To: Amoco-Federal Lease
Royalty Interest Owners

rrom: Jsoe n. Cox, Jr.
Mallon 0Oil Company

Date: May 30, 1989

Re: Voluntary Peduction of Rovalty
Amoco-Federal Lease
SUMMARY

Diminishing reserves on the most recent development wells combined
with lower o0il prices and the 30% 1lease rovalty burden have made
develooment of what appears to be a sizeable wolume of oil in place o
the Amoco-Federal lease uncommercial to develop. In crder to allow the
continued development of the lease we are proposing the voluntary
reduction of royalties on future wells. This should allow the oontinued
development of the lease, keeping the farmout in effect and giving the
rovalty owners a share of the otherwise unproducible, undeveloped

regerves.

Since May of 1983, when development of the Amoco-rederal lease
began, thirteen oroducing wells and one dry hole have been drilled. The
lease cumulative oil production through 1988 was 417,938 barrels and
during 1988 the lease produced 86,208 barrels of oil, more than any
other leazse in the now sizeable Brushy Draw field. The primary reason
that the Amoco-Federal lease moved ghead of the other leases in 1988
production is that development drilling has been cautiously oontinued
durino the pvast three vears while it has virtually stopped elsewhere in
the field. The ocontinued drilling has not occurred without a
considerable amount of reservation among the working interest partners
however, as evidenced by the high incidence of mon-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, drilled in April 1988, was a significant stepout
from production, over 4200 feet from the closest producing well. That
well oontinued 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 &opears to be potentially productive.



Voluntary Reduction of Rovalty
Amoco-Federal Lease

May 30, 1989

Page 2

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 first eight
producing wells on the lease average over 91,000 barrels of oil per
well. This is boosted by wells in the "sweet spot" of thick high
porcsity 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, oil prices have done the same. During the first two vears of
lease development, oil averaged around $30/Bbl. Through the following
four years, to date, it 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 oil prices through April 1989 with a 5%
annual escalation of price and lease operating expenses begining May
1989 and continuing to the economic limit. The lease coperating expense
(LOE) is taken from a three year average (1986-1988) excluding saltwater
disposal costs. Saltwater disposal (SWD) oosts are calculated
cseparately bv well based wpon the actual price of disposal per barrel
during the past year since the varying water production rates among the
wells impact each well diffsrently. The net total investment input Zor
each well reflects the actual drilling and completion expenses for that
well,

As can be seen from these projections, the cumulative net cashflow
does not ever cover the initial expense of two of the four wells and the
sutmary of the four wells shows an ultimate $71,000 loss for the Zour
wells. Discounted at 10% that loss becomes $261,000.

In retrospect it is obvious from the economics that the working
interest partners have drilled at least two wells and probably four
(five including the Amoco-Red Bluff-Federal 21) that may have best been
left undrilled. The threat of losing the remaining farmout acreage has
been a strong motivator toward continuing the search for oommercially
productive wells but with the information now available it is doubtful
that under the present economic circumstances that will be found.



Voluntary Reduction of Royalty
Amoco-Federal Iease
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We are vproposing to the rovaltv owners receiving this letter that
their portion of the lease royalty burden be reduced by 75% on any
future wells drilled on the Amoco-Federal lease. The rovalty you are
receiving from wells now producing would not be affected by this
reducticn. The only royalty owners not being asked to reduce their
proportionate share are the Minerals Management Service (12.5%) and
Amoco Procduction Company (5%).

As mentioned, with production from the Amoco~Federal #14 it now
appoears that a fairly 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
30,000 barrels of oil that cannot be commercially recovered under the
resent royalty burden but should be recoverable with the higher net
evenue interest resulting from the proposed reduction in royalty.

g oy

Exhibits 7-11 illustrate the effect of reducing the rovalty. 2s
you can see from these parameters economics, although improved, are
still far from ideal. It is our intent to further reduce drilling and
completion costs and lease ocperating expenses to try to bring these into
a more reasonable range.

The Inpact of the royalty burden is obviously not something that
ha2s come up recently, Over the past year we have heen reviewing the
cptions 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
listed as a parameter. After much study we decided that the royalty
reduction on future wells only would be a more equitable solution to the
cevelcpment economics proclem than the suspension of all applicable
royalties.

We have carefully considered taking any steps toward altering the
original agreements made in oonnection with the lease. At this time
however, we feel that it is in the best interest of working and royalty
interest owners alike to recommend the royalty reduction measures

outiined 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 oollected and I feel that they
are quite accurate. If you would like to independently evaluate the
economics of drilling for and producing the undeveloped reserves I would
be glad to supply you with whatever data you request regarding
production, oosts (unaudited), etcetera. .

Tt is imperative in the interest of fairness and econcmics that all
interests elect to reduce their royalty if 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 drilling a
development well by the August 31, 1989 farmout agreement deadline.
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ATTACHED TO AND MADE A PART OF THAT CERTAIN VOLUNTARY REDUCTION
OF ROYALTY MEMO DATED MAY 30, 1989 BY AND BETWEEN MALION OIL
COMPANY AND HARRY M. BETTIS, JR.

LT

of his 2.5% overriding royalty interest in the Amoco-Federal Lease
(Federal Lease #NM-38636) located in Sections 27, 28 and 29, T26S, RZSE,
Eddy County, New Mexico on any wells drilled subsequent to May 30, 1989.
The resulting overriding royvalty interest on those wells is 0.625%.

ACCEPTED AND AGREED TO this day of ’

By: Harry M. Bettis, Jr.



ATTACHED TO AND MADE A PART OF THAT CERTAIN VOLUNTARY REDUCTION
OF ROYALTY MEMO DATED MAY 30, 1989 BY AND BETWEEN MALLCN 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 in Sections 27, 28 and 29, T26S, R2SE, Eddy
County, New Mexico on any wells drilled subseguent to May 30, 1883. The
resulting overriding royalty interest on those wells is 1.25%.

ACCEPTED AND AGREED TO this day of , 1989.

NCNB/SAB




ATTACHED TO AND MADE A PART OF THAT CERTAIN VOLUNTARY REDUCTION
OF ROYALTY MEMO DATED MAY 30, 1589 BY AND BETWEEN MALION 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 drilled subseguent to May 30,
1989. The resulting overriding royalty interest on those wells is
0.625%,

ACCEPTED AND AGREED TO this day of | , 1989.

JSM OIL AND GAS, INC.

w
'S
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ATTACHED TO AND MADE A PART OF THAT CERTAIN VOLUNTARY REDUCTION
OF ROYALTY MEMO DATED MAY 30, 1989 BY AND BETWEEN MALION OIL
COMPANY AND L.E. OPPERMANN.

L.E. Oppermann 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," R28E, Eddv
County, New Mexico on any wells drilled subsequent to May 30, 1989. The
resulting overriding rovalty interest on those wells is 0.5625%.

ACCEPTED AND AGREED TO this day of ., 1989,

Bv: L.E. Copermann
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) EXHIBIT 2 (o)

“F:CCXPF “" ’ DATE: 05/18/89
VAl #: 21 MALLON OLL COMPANY TIME: 17:00:54

AS OF NOV 30, 1986
PROFITABILITY INDICATORS

iD COOE : PRUND-NM-01-10-EST PAYOUT : 5.1 YRS BTAX
DCFROR = 9.5% BTAX
NAME : AMOCO FEDERAL #10 PRESENT ROYALTY BURDEN . . RI-BTAX: 1.3 70 1 UNDISC 1.0 TO 1 DISC
FIELD : PECOS RIVER PROSPECT NPV 5,0% 25.185 BTAX
CNTY, STATE: EDDY COUNTY, NEW MEXICO NPV 15.0%X -23.472 BTAX
“ORMATION : CHERRY CANYON ACTUAL OIL PRICES TO 5-89 NPY 20.0% -39.579 BTAX
OPERATOR  : MALLON QIL COMPANY PRICE & LOE ESCALATED @ 5% NPV 25.0% -52.25% BTAX
NPV 30.0% -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 cAs 0.89 1.37 1.02 OIL (MBBLS) 0.000 43.567
G 0 0.0C 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  IKTEREST INTEREST  PRODUCTION PROOUCTION OIL PRICE  GAS PRICE REVENUE

---MBBLS--- --- MBBLS--- ===« MMCF--- =---- eooee meee-  SEPRTIRTE MBBLS--~ =--- MMCF=== === $/BBL--- --- $/MCF-== ----- Mg---=

1986
L11M0)1937 10,7035 10.002 5.001 100.00000  70.00000 7.001 3.501 18.031 0.890 129.356
1988 7.230 6.333 5.800 100.00000  70.00000 4.433 4.060 15.332 0.850 71.583
1989 5.178 4.594 7.450  100.00000  70.00000 3.216 5.355 17.947 0.882 62.644
1550 4.036 3.900 6.631 100.00000  70.00000 2.730 4,641 18.582 0.912 54.568
1591 3.309 3.314 5.634 100.00000  70.00000 2.320 3.944 19.514 0.958 49.047
1952 2.804 2.881 4.898 100.00000  70.00000 2.017 3.429 20.452 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 3.884 100.00000  70.00000 1.599 2.719 22.5%96 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
1958 1.464 1.616 2.747 100.00000  70.00000 1,131 1.923 27.470 1.348 33.664
©IHOI1559 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
REMAINDER 0.000 0.000 0.000 0.00000 0.00000 0.000 0.000 0.000 0.000 0.000
37 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  KNET SEV  NET ADVAL  NET TOTAL  NET OPER  NET TOTAL BTAX CUM BTAX  BTAX CF CUM BTAX CF
OPER EXP TAXES TAXES  EXP + TAXES REVENUE  INVESTHENT  CASKFLON  CASHFLOW DISC 10.00% DISC 10.00%
----- H§-oce <o=e-M$-von meme-H§rres mcoeoMocen —ccecHomes eceacMSonac ccceoM$aco so-ocM§eees cessoM§eces -occoM§o-es

1986
11401987 21.260 9.171 1.294 31.725 97.631 236.911  -139.280  -139.280  -139.601  -139.601
1588 21.325 5.075 0.716 27.116 44,467 0.000 44.467 -94.812 38.2264  -101.378
1589 20.463 4.427 0.624 25.514 36.930 0.000 36.930 -57.883 28.773 -72.604
1590 20.695 3.8%7 0.550 ¢5.142 29.825 0.000 29.825 -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
3H0) 1959 7.320 0.580 0.082 7.981 0.194 0.000 0.194 63.147 0.060 -2.580

2000
3U8 TOTAL 250.343 45.544 6.424 342.311 300.058 236.911 63.147 63.147 -2.580 -2.580
EMAINDER 0.000 0.000 0.000 0.000 0.000 0.000 0.000 63.147 0.000 -2.580

37 12.2 YR 290.343 45.544 6.426 342.311 300.058 236.911 63.147 63.147 -2.580 -2.580
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") EXHIBIT 3 o
PF:COXPF DATE: 05/18/89
EVAL #: 22 MALLON OIL COMPANY TIME: 17:01:28
AS OF NOV 30, 1986
PROFITABILITY INDICATCRS
1D CODE : PRUND-NM-01-11-EST PAYOUT : * YRS BTAX
DCFROR : ---% BTAX
NAME ¢ AMOCO FEDERAL #11 PRESENT ROYALTY BURDEN RI-BTAX: 0.5 70 1 UNDISC 0.4 TO 1 DISC
FIELD + PECOS RIVER PROSPECT NPV 5.0% -148.483 BTAX
CNTY, STATE: EDOY COUNTY, NEW MEXICO NPY 15.0% -160.255 BTAX
FORMATION : CHERRY CANYOM ACTUAL OIL PRICES TO 5-89 NPY 20.0% -164.723 BTAX
OPERATOR  : MALLON OIL COWPANY PRICE & LOE ESCALATED @ 5% NPV 25.0% -168.487 BTAX
NPV 30.0% ~171.695 BTAX
Wi CR1 GR} 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
o 1 1.00 GAs 0.89 1.07 0.92 oOIL (MBBLS) 0.00C 24.284
G ] 6.00 GAS (MMCF) 0.000 41.085
GROSS WATER GROSS PROD GROSS GAS WORKING REVENUE NET OIL NET GAS EFFECTIVE  EFFECTIVE  NET TOTAL
PRODUCTICN OIL + COND PROCUCTION  INTEREST INTEREST  PRODUCTION PRODUCTION OIL PRICE  GAS PRICE REVENUE
---MBBLS--=~ --- MBBLS-=- ===~ MMCFeee ==--- Kemoon weeos Koomee =-- MBBLS-=-- ---- MMCF-== =-- $/BBL--= --- S$/MCF==- =-=-- H$----
( 101985 1.271 2.012 2.012  100.00000 70.00000 1.408 1.408 13.850 0.890 20.760
1587 13.363 7.459 10.125  120.50600 70.009C0 5.221 7.087 17.513 0.8%0 97.748
1988 10.798 3.786 6.893  100.00000 70.00000 2.650 4.825 15.338 0.8%90 44,943
1989 9.061 3.145 6.289  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 é.857 2.131 4.262  100.00000 70.0C0C0 1.492 2.983 19.516 0.958 31.549
1992 6.114 1.878 3.756  100.00000 70.00000 1.315 2.629 20.493 1.006 29.589
(10M0) 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
Sus TOTAL 59.903 24.284 41.085  100.00000 70.00000 16.999 28.759 17.655 0.921 326.603
REMATNDER 0.00G G.000 G.000 $.00000 G.00500 G.000 6.000 0.G00 6.G00 0.G00
10T 6.9 YR 5%.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  HET TOTAL BTAX CUM BTAX BTAX CF CUM BTAX CF
CPER EXP TAXES TAXES EXP + TAXES  REVENUE INVESTMENT  CASHFLOW CASHFLOW DISC 10.00% DISC 10.00%
----- H3-ceo cooceMocce oo coccoMBenre soceoMSones cooncMSoooe cecooMBeeoe cooooMBecee cooocMSeios so-ooM3e-e-
( 1M0)1986 2.058 1.472 . 0.208 3.737 17.023 280.253 -263.230 -263.230 -261.148 -261.148
1987 23.501 6.930 0.977 31.808 65.940 0.000 65.940 -197.290 62.766 -198.382
. 1988 22.823 3.186 0.449 26.459 18.484 0.000 18.484 -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 -151.22% 7.122 -161.527
1991 22.995 2.267 6.320 25.581 6.338 0.000 6.388 -144.833 4.127 -157.400
1992 23.755 2.098 0.296 26.189 3.400 0.060 3.400 -141.433 2.001 -155.3%8
(10M0Y 1993 20.534 1.650 0.233 22.417 0.857 0.000 0.857 -140.576 0.465 -154.934
1996
1995
1996
1997
1998
1999
2000
sus 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

T0T 6.9 YR 160.504 23.156 3.266 186.926 139.677 280.253 -140.576 -140.576 -154.934 -154.934



T
el

7 ) EXHIBIT 4

F:COXPF - : DATE: 05/18/89
VAL #: g MALLON OIL COMPANY TIME: 17:02:36
AS OF NOV 30, 1986

PROFITABILITY INDICATORS
D CODE : PRUND-NM-01-14-EST PAYOUT : 4.8 YRS BTAX
DCFROR : 9.0% BTAX
AME : AMOCO FEDERAL #13 PRESENT ROYALTY BURDEN RI-BTAX: 1.2 70 1 uNDISC 1.0 TO 1 pIsC
iELD : PECOS RIVER PROSPECT PV 5.0% 23.070 BTAX
NTY, STATE: EDDY COUNTY, NEW MEXICO . NPV 15.0% -264.291 BTAX
CRMATION : CHERRY CANYON ACTUAL OIL PRICES TO 5-89 NPV 20.0% -38.430 BTAX
PERATOR  : MALLON OIL COMPANY PRICE & LOE ESCALATED @ 5% NPV 25.0% -48.699 BTAX
NPY 30.0% -56.196 BTAX
Wi ORI GRI DATE WELL COUNT BEG-PRICES END-PRICES AVG-PRICES GROSS RESERVES
20.00000 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 0.98 OIL (MBBLS) e.ce 55.715
G 0 0.00 . GAS (MMCF) 0.000 32.191
GROSS WATER GRCSS 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
---M8BLS-~- --- MBBLS-v= -==- MMCF=== cvo-- Kmooes oooe- Rmmowe oo- MBBLS--~ -~ MMCF--- --- $/BBL-=~ -~ $/MCF-oe ---n- M$----
1988
1M0) 1587 Z.481% 2.136 1.448  100.00000 70.00000 1.495 1.014 17.000 0.8%0 26.321
1588 46.862 14.416 11.5%2  100.0G0CO 70.0C000 10.091 8.1 15.557 0.890 164.212
1989 31.951 7.838 3.833  100.00000 70.0C000 5.487 2.683 17.905 0.2283 100.407
1990 24.4592 5.956 2.913  100.00000 70.00000 4.169 2.039 18.576 0.912 79.309
1991 21.328 4.814 2.354 100.60000 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 1.058 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 12.01% 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 27.468 1.348 40.521
3M0)1999 2.684 0.487 0.23% . 100.000600 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
ZMAINDER 0.000 0.000 0.000 0.00000 0.00cC00 0.000 0.000 0.000 0.000 0.000
T 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  KET TOTAL BTAX CUM BTAX BTAX CF CUM BTAX CF
OPER EXP TAXES TAXES EXP + TAXES  REVENUE INVESTHMENT  CASHFLOW CASHFLOW DISC 10.00% DISC 10.00%
----- ME-osse —-ceeoMBracn mccccMPeres ccccoMSecnn ccccoMEecee co-ooMBoces cecacMBecoe cocccMBocon cnaooMEaono ccaiMSe-.-
1986
1M0)1987 2.566 1.866 0.263 4.695 21.625 291.845 -270.220 -270.220 -243.711 ~263.711
1928 37.970 11.643 1.642 51.255 112.957 0.000 112.957 -157.282 98.010 -145.701
1989 31.708 7.133 1.006 39.847 60.760 0.000 60.760 -96.5Q2 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 26.729 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 3.51 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
1957 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
3M0) 1999 8.843 0.6%4 0.098 9.635 0.157 0.000 0.157 62.866 0.049 -4.636
2000
28 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 g.000 0.000 0.000 62.866 0.000 ~4.636

T3 YR 364.501 55.511 7.830 428.242 354.711 291.845 62.866 62.866 -4.636 -4.636



PF:COXPF
EVAL #: 23

) EXHIBIT 5 e

MALLON OIL COMPANY

AS OF NOV 30, 1986

DATE:
TIME:

PROFITABILITY INDICATORS

1D CODE : PRUND-NM-01-14-EST PATOUT :
DCFROR :
NAME : AMOCO FEDERAL #14 PRESENT ROYALTY BURDEN RI-BTAX:
FIELD : PECOS RIVER PROSPECLT NPV 5.0%
CNTY, STATE: EDDY COUNTY, NEW MEXICO NPV 15.0%
FORMATION : CHERRY CANYON ACTUAL OIL PRICES TO 5-89 NPV 20.0%
JPERATOR ¢ MALLON OIL COMPANY PRICE & LOE ESCALATED a 5% NPV 25.0%
NPV 30.0%
Wi OR] GR1 DATE WELL COUNT BEG-PRICES END-PRICES AVG-PRICES
100.00000  70.00000 70.06000 APR 1988 GROSS  NET OIL 16.32 27.92 19.67
0 1 0.00 GAS 0.89 1.37 0.98 0IL
G 0 0.00 ’ GAS
GROSS WATER GROSS PROD GROSS GAS  WORKING REVENUE NET OIL NET GAS E
PRODUCTION OIL + COND PRODUCTION  INTEREST INTEREST  PRODUCTICN PRODUCTICN O
---MBBLS--- --- MBBLS=-~ -=-- MMCF=== ==--- Hmemem meas Kemeoe e MBBLS--~ ---- MMCF--- --
1986
1587
7 9M0Y1988 25.178 10.437 16.743  100.00000 70.00000 7.306 11.720
1989 18.751 7.657 7.964  100.00000 70.00000 5.360 5.575
1990 14,412 5.460 5.679  100.00000  70.00000 3.822 3.975
1991 11.850 4.220 4.389  100.00000 70.00000 2.954 3.072
1992 10.083 3.519 3,659 100.00000 70.00000 2.463 2.562
1993 8.745 3.017 3.138  100.00000 70.00000 2.112 2.197
1994 7.733 2.641 2.747  100.00000 70.00000 1.849 1.923
1995 6.931 2.349 2.443  100.00000 70.00000 1.644 1.710
1996 6.280 2.114 2.199  100.00000 70.00000 1.480 1.539
1697 S.740C 1.923 2.000  100.00000 70.00000 1.346 1.400
1998 5,287 1.763 1.833  100.00000 70.00000 1.234 1.283
£ 1M0)Y1999 0.6422 0.141 0.146  100.00000 70.00000 0.098 0.102
2000
SUB TOTAL 121.393 45,241 52.9 100.00000 70.00000 31.669 37.057
REMAINDER 0.000 G.000 6.000 6.00000 G.00000 0.000 G.0600
"7 10.8 YR 121.393 45,241 52.939  100.00000 70.00000 31.669%9 37.057
NET LEASE NET SEV NET ADVAL  NET TOTAL NET OPER  NET TOTAL BTAX
OPER EXP TAXES TAXES EXP + TAXES  REVENUE INVESTMENT  CASHFLOW
----- ME=vne wmcerMBoces ceecoMfecne cecaMSecnr mccsiMGeone ccveMSecne conmcaMGaces -
1986
1987
9M0) 1988 30.082 8.746 1.234 40.061 83,293 352.836 -269.543
1989 2%.191 7.156 1.009 37.356 63.570 0.000 63.570
1950 25.121 5.285 0.745 31.151 43,390 0.000 43.390
1991 25.231 4.295 0.606 30.131 30.445 0.000 30,445
1952 25.652 3.760 0.530 29.943 23.096 0.000 23.096
1993 26.284 3.386 0.478 30.14% 17.615 0.000 17.615
1994 27.074 3.113 0.439 30.626 13.279 0.000 13.27%
1995 27.991 2.907 0.410 31.307 9.687 0.000 ©.687
1995 29.018 2.748 0.388 32.154 6.601 0.000 6.601
1997 30.145 2.624 0.370 33,139 3.865 0.000 3.865
1998 31.367 2.526 0.356 34.249 1.377 0.000 1.377
1M0) 1999 2.639 0.205 0.029 2.873 0.013 0.000 0.013
2000
SUB TOTAL 309.795 46,749 6.594 263,138 296.231 352.836 -56.605
2EMAINDER 0.000 0.000 0.000 0.000 0.000 0.000 0.000
37T 10.8 YR 309.795 46.749 6.5% 343.138 296.231 352.836 -56.605

0.8 701

(MBBLS)
(MMCF)

FFECTIVE
IL PRICE

15.457
17.911
18.555
19.509
20.488
21.515
22.593
23.725
24,912
26.159
27.468
27.924

19.669

.000
19.669

CUM BTAX
CASHFLOW

-269.543
-205.973
-162.583
-132.138
~109.042
-91.427
-78.148
-68.461
-61.860
-57.9%96
~56.618
-56.605

-56.605
-56.605
-56.605

* YRS BTAX
---% BTAX
UNDISC 0.7
-82.483 BTAX
-108.567 BTAX
-114.328 BTAX
-117.310 BTAX
-118.408 BTAX

GROSS RESE
CUMULATIVE

0.000

0.000

05/18/89
17:02:02

To 1 pIsC

RVES

REMAINING
45.241%
52.939

EFFECTIVE  NET TOTAL

GAS PRICE

0.890
0.883
0.911
0.958
1.006
1.056
1.109
1.165
1.223
1.284
1.348
1.365

0.985
0.000
0.985

REVERUE

123.355
100.926
74.540
60.576
53.039
47.763
43.904
40.995
38.754
37.004
35.626
2.886

659.369
0.000
659.369

BTAX CF CUM BTAX CF

DISC 10.00% D!

-236.836
49.529
30.846
19.639
13.543

9.390
6.435
4,269
2.646
1.411
0.460
0.004

-98.662
0.000
-98.662

3C 10.0C%

-236.836
-187.306
-156.460
-136.821
-123.279
-113.889
-107.454
-103.184
-100.538

-99.127

-98.667

-98.662

-$8.662
-98.662
-98.662



*x% SUMMARY ***

( 1H0)1986
1987
1588
1989
1590
1991
1992
1993
1994
1995
1996
1997
1998

( 3M0) 1999
2000

SUB TOTAL
PEMATNDER
TOT 12.3 YR

( 1M0)1586
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998

¢ 3M0)1999
2000

SUB TOTAL

REMAINDER

TOT 12.3 YR

NUMBER

—_

~) EXHIBIT 6

MALLON OIL COMPANY

AS OF NOV 30, 1986

ACTUAL OIL PRICES TO MAY 89
PRICES & LOE ESCALATED 3 5%

BEGINING MAY 89

PRESENT ROYALTY BURDEN

GROSS WELLS OIL + COND PRODUCTION INTEREST

[&]

.

O W o OO ouwwo
o W o o (=)

(=)
o

[PY I VX UY I FURRY N N N S 7Y N ey
- ¢« e . . .« .
QO 0O 0O 00O OO0 ~NO O

N W
= s a
O o
W OO o O
W O oo

112.200
103.455
97.544
99.108
101.490
100.323
82.289
85.132
88.281
91.715
95.421
18.802

1125.544
0.000
1125.544

34.972
23.234
17.779
14.479
12.318
10.458
7.984
7.146
6.467
5.907
5.437
1.016

168.807

168.807

NET SEV
TAXES

17.968
28.650
21.775
17.299
14.812
13.240
11.792
9.400
8.836
8.398
8.056
7.786
1.479

170.961
0.000
170.961

DATE:
TIME:

PRGFITABILITY INDICATORS

PAYOUT :
DCFROR :
RI-BTAX:
NPV 5.0%
NPV 15.0%
NPV 20.0%
NPV 25.0%
NPy 30.0%

0.9 70 1

WELL COUNT BES-PRICES END-PRICES AVG-PRICES
GROSS NET OIL 13.85 27.92 19.34

0 4 1.00 GAs 0.89 1.37 0.98 OIL (MBBLS)

G 4 0.00 GAS (MMCF)
GRCSS PRCD  GROSS GAS WORKING RIVENUE NET OIL NET GAS EFFECTIVE

INTEREST  PRODUCTION PRODUCTION OIL PRICE

«c««MMCF--= ----- Komooe eoenn Kemmes aee MBBLS--= ---- MMCFese --- $/88L---
2.012  100.00000 70.00000 1.408 1.408 13.850
16.574  100.00000 70.00000 13.718 11.602 17.721
41.027  100.00000 70.00000 24.480 28.71% 15.483
25.736  100.00000 70.00000 16.264 18.015 17.906
20.147  109.000CC 70.0C000 12.445 14.103 18.572
16.639  100.00000 70.00000 10.136 11.647 19.511
14.289  100.00000 70.00000 8.623 10.003 20.450
11.995  100.00000 70.00000 7.321 8.397 21.507
8.126  100.00000 70.00000 5.589 5.688 22.594
7.295  100.00000 70.00000 5.002 5.107 23.7325
6.620  100.00000 70.00000 4.527 4.634 26.913
6.059  100.00000 70.00000 4.135 4.242 26.160
5.587 100.00000 70.000C0 3.806 3.911 27.469
1.042  100.00001 70.00000 0.711 0.729 27.924
183.148  100.00000 70.00000 118.165 128.204 19.343
0.000 0.00000 0.00000 0.00 Q.000 2,000
183.148  100.00000 70.00000 118.165 128.204 19.343
NET ADVAL  KET TOTAL NET OPER  NET TOTAL BTAX CUM BTAX
TAXES EXP + TAXES  REVENUE INVESTMENT  CASHFLOW CASHFLOW
----- M$---- ----- M$---- coonn Moo cce-e L IR L R M$----
0.208 3.737 17.023 280.253 -263.230 -263.230
2.534 68.229 185.1%6 528.756 -343.560 -606.790
4.061 144.891 259.202 352.836 -93.634 -700.424
3.071 128.301 178.817 0.000 178.817 -521.607
2.440 117.283 126.713 0.000 126.713 -394.8%94
2.089 116.009 92.905 0.000 92.905 -301.989
1.867 116.597 70.143 0.000 70.143 -231.847
1.663 113.778 52.534 0.000 52.534 -17%9.312
1.326 93.014 39.565 0.000 39.565 -139.747
1.246 95.213 29.407 0.000 29.407 -110.340
1.185 97.864 20.589 0.000 20.589 -89.751
1.136 100.907 12.713 0.000 12.713 -77.038
1.098 104.305 5.506 0.000 5.506 -71.532
0.209 20.489 0.365 0.000 0.365 ~71.167
24.113 1320.618 1090.678 1161.845 -71.167 -71.167
0.000 0.000 0.000 0.000 0.000 -71.167
24.113 1320.618 1090.678 1161.845 -71.167 -71.167

* YRS BTAX
---% BTAX

05/18/89
17:20:23

UNDISC 0.8 7O 1 DISC

-182.710 BTAX
-316.595 BTAX
-357.060 BTAX
-386.756 BIAX
-408.721 BTAX

GROSS RESE
CUMULATIVE

0.000

0.000

EFFECTIVE N
GAS PRICE

0.8%0
0.8%0
€.8%0

o
Q O 0

83338
o 0N W

T T N e = I =)
R . DI

[on)

w

o~

O Vo
ol
D
()

RVES

REMAINING
168.807
183.148

ET TOTAL
REVENUE

253.425
484.052
307.118
243.996
208.914
186.740
166.312
132.579
124.620
118.453
113.620
10%.812

20.854

2411.295
0.000

VY

2411.295

BTAX CF (UM BTAX CF

F\st‘ 4N ANY &Y
- IVevum e

-261.148
-320.546
-84 .666
139.533
89.976
59.929
41.131
28.008
19.173
12.558
8.252
4.638
1.835
0.114

-260.812
0.000
-260.812

SC 1in nnv
~ tVevuA

-261.148
-581.6%¢
-666.360
-526.826
-436.850
-376.921
-335.790
-307.782
-288.610
=275.651
-267.35%
-262.761
~260.926
-260.813

-260.813
-260.813
-260.813



TN

i) EXHIBIT 7
*:COXPF T . .. - DATE: (5/18/89
AL #: 25 MALLON OIL COMPANY TIME: 17:29:06

AS GF KOV 30, 19856
PROFITABILITY INDICATORS

) COCE : PRUND-NM-01-10-EST PAYOUT : 3.6 YRS BTAX
DCFROR : 20.0% BTAX
SME : AMOCO FEDERAL #10 75% REDUCTION IN NON-AMOCO RI-BTAX: 1.6 TO 1 UNDISC 1.2 TO 1 DISC
TELD : PECOS RIVER PROSPECT AND NON-FED ROYALTY INTEREST NPV 5.0% 91.053 BTAX
iTY, STATE: EDDY COUNTY, NEW MEXICO . NPV 15.0% 22.189 BTAX
CRMATION @ CHERRY CANYON ACTUAL OIL PRICES TO 5-89 NPV 20.0% 0.140 BTAX
ZRATOR @ MALLON OIL COMPANY PRICE & LOE ESCALATED & 5% NPY 25.0% -16.981 BTAX
NPV 30.0% -30.569 BTAX
L CRI GRI DATE WELL COUNT BEG-PRICES END-PRICES AVG-PRICES GROSS RESERVES
10.00000  ¥9.37500 79.37500 FEB 1987 GROSS NET OIL 16.43 30.79  20.36 CUMULATIVE RIEMAINING
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 GRCSS GAS WCRKING REVENUE KET OIL NET GAS EFFECTIVE  EFFECTIVE  NET TOTAL
PRODUCTICON CIL + COND PRODUCTION INTEREST INTEREST PROOUCTION PRODUCTION OIL PRICE  GAS PRICE RIVENUE
-=-MBBLS--~ --~ MBBLS-=+ +--- MMCFese =-c-- Koevos mooe- Keoeoe -~ MBBLS-~- ==-- MMCF-=~ --- $/8BL--- --- $/MCF==" von-- M3----
1986

1M0) 1987 10.705 10.002 5.001  100.000C0 79.37500 7.939 3.970 18.031 0.890 145.481
1588 7.230 6.333 5.800  100.00000 79.37500 5.027 4.603 15.332 0.8%0 81.170
1989 5.178 4.594 7.650  100.00000 79.37500 3.647 6.072 17.947 0.882 70.807
1550 4.038 3.9C0 6.831  100.00000 79.37300 3.096 5.243 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
1952 2.804 2.881 4.898  100.00000 79.37500 2.287 3.888 20.492 1.00% 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 1.163 42.246
1996 1.741 1.893 3.218  100.00000 79.37500 1.502 2.554 26.914 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 TCTAL 47.182 46.096 61.233  100.00000 79.37500 36.588 48.604 20.283 1.051 793.196
IMAINDER £.203 £.239 C.578  1%Q.c00000 79.27E00 C.249 0,487 10,788 1.502 2.947
7 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 8TAX CF CUM BTAX CF
GFER EXP TAXES TAXES EXF + TAXES  REVENUE INVESTMERT  CASHFLOW CASHFLOW DiSC 10.00% vist 10.00%
----- MEeove movcoMBocee cocooMBevcs cocoMBonenr oo MPoooe coccoMBennn cmon-MEoces coc-oMBocos cececMBaeen cacioM$e---

1986 .

TM0Y1987 21.2690 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 27.8%1 53.279 0.000 53.279 -70.078 45.791 -78.849
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 t.018
1992 22.237 3.400 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 26177 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 28.631 13.564 0.0C0 13.564 115.640 5.972 40.107
1996 26.423 2.873 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
1998 28.956 2.706 0.382 32.044 6.128 0.000 6.128 141.018 2.029 49.538
19599 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 51.281

2B TOTAL 345.141 56.238 7.932 409.310 383.885 236.911 146.974 146.974 51.281 51.281

ZMAINDER B.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



| =% EXHIBIT 8 -
SF:COXPF T . ) DATE: 05718789
IVAL #: 28 MALLON O1IL COMPAKY TIME: 17:29:41

AS OF KOV 30, 1986
PROFITABILITY INDICATORS

10 CODE : PRUND-NM-01-11-EST ) PAYOUT * YRS BTAX
DCFROR : ---% BTAX
NAME : AMOCO FEDERAL #11 75X REDUCTION IN NON-AMOCO RI-BTAX: 0.7 TO 1 UNDISC 0.6 TO 1 DISC
EIELD + PECOS RIVER PROSPECT AND NON-FED ROYALTY INTEREST NPV 5.0% -111.086 BTAX
CNTY, STATE: EDDY COUNTY, NEW MEXICO : NPV 15.0% -130.090 BTAX
ZQRMATION ¢ CHERRY CANYON ACTUAL OIL PRICES TO 5-89 NPV 20.0% -137.085 BTAX
JPERATOR & MALLON OIL COMPANY PRICE & LOE ESCALATED & 5% NPV 25.0% -142.915 BTAX
NPV 30.0% -147.828 BTAX
w1 OR1 GRI DATE WELL COUNT BEG-PRICES END-PRICES AVG-PRICES GROSS RESERVES
100.00000 79.37500 79.37500 DEC 1986 GROSS NET ©OIL 13.85 22.97 18.05 CUMULATIVE REMAINING
0 1 1.00 GAsS 0.89 1.12 0.%4 DOIL (MBBLS) 0.000 26.428
G 0 0.00 GAS (MMCF) 0.000 45.373
GROSS WATER GROSS PROD GROSS GAS WORKING REVENUE NET OIL NET GAS EFFECTIVE  EFFECTIVE  NET TOTAL
PRODUCTION OQIL + COND PRODUCTION  IRTEREST INTEREST  PROOUCTION PRODUCTION OIL PRICE  GAS FRICE REVENUE
-~-MBBLS=--- --- MBBLS--- ---- MMCF--= -=--- Kmemms oooe- Hmeoeo =oo MBBLS--= =---- MMCF=-s~ ==~ $/8BL--=- --- $/MCF--> -or--HS-0e-n
. 1M0)1986 1.271 2.012 2.012  100.00000 79.37500 1.597 1.597 13.850 0.890 23.540
1987 13.363 7.459 10.125  100.000CO 79.37500 5.921 8.036 17.513 0.8%0 110.840
1988 10.798 3.786 6.893  100.00000 79.37500 3.005 5.471% 15.338 0.890 50.962
1989 F.061 3.145 6,289 100.000C0 79.37500 2.496 4,952 17.832 0.833 48.%19
1990 7.806 2.482 4,925  100.00000 79.37500 1.955 3.909 18.584 0.912 39.891
1991 6.857 2.131 4.262 100.00000 79.37500 1.691 3.383 19.516 - 0.958 36.251
1992 6.114 1.878 3.756 100.00000 79.37500 1.491 2.982 20,493 1.006 33.551
1993 5.516 1.679 3.358 100.00000 79.37500 1.333 2.666 21.519 1.056 31.497
1994 5.025 1.518 3.036 100.00000 79.37500 1.205 2.410 22.597 1.109 29.904
{ 3MOY1995 1.189 0.358 0.716 100.00000 79.37500 0.284 0.568 22.973 1.123 7.164
1996
1997
1998
1999
2000
Sus TOTAL 67.000 26.428 45,373 100.00000 79.37500 20.978 36.014 18.054 0.938 412.518
REMAINDER 0.000 0.000 0.000 0.00000 0.00000 0.000 0.000 0.000 0.000 0.500
0T 8.3 YR 67.000 26.428 45.373  100.00000 79.37500 20.978 36.014 18.054 0.938 412.518
NET LEASE NET SEV NET ADVAL  NET TOTAL NET OPER  NET TOTAL BTAX CUM BTAX BTAX CF CUM BTAX CF
OPER EXP TAXES TAXES EXP + TAXES  REVENUE INVESTMENT  CASHFLOW CASHFLOW DISC 10.00X DISC 10.00%
----- M$--=-- -----H$-cce cocoMPocon oo HBocon coce-MBoo-- co---ME-nee cceocMecon cooooMBoeie coo-oMBooos conaoMEe--e-
© 1M0)1986 2.058 1.669 0.235 3.962 19.578 280.253 -260.675 -260.675 -258.613 -258.613
1987 23.901 7.859 1.108 32.867 77.972 0.000 77.972 -182.703 74.190 -184.,422
1988 22.823 3.613 0.510 26,946 26.016 0.000 24.016 -158.687 20.691 -163.731
1989 22.094 3.448 0.489 26.051 22.867 0.000 22.867 -135.820 17.949 -145.783
1990 €2.305 2.828 0.3%9 25.532 14.359 0.000 14.359 -121.460 10.191 -135.591
1991 22.995 2.570 0.363 25.527 10.323 0.000 10.323 -111.137 6.662 -128.929
1952 23.795 2.379 0.336 26.509 7.042 0.000 7.042 -104.095 4.134 -124.796
1993 24.690 2.233 0.315 27.238 4.259 0.000 4.259 -99.836 2.276 -122.520
1994 25.669 2.120 0.299 28.08¢9 1.815 0.000 1.815 -98.021 0.886 -121.635
3M0) 1995 6.473 0.508 0.072 7.052 0.112 0.000 0.112 -97.909 0.051 -121.584
1996
1997
1998
1999
2000
SUB TOTAL 156.801 29.248 4.125 230.174 182.344 280.253 -97.909 -97.509 -121.584 -121.584
REMAINDER 0.000 0.000 0.000 0.000 0.000 0.000 0.000 -97.909 0.000 -121.584

a7 8.3 'R 196.801 29.248 4.125 230.174 182.344 280.253 -97.909 -97.909 -121.584 -121.584



PF:COXPF
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EXHIBIT 9

DATE: 05/18/89

EVAL #: 31 MALLON O1L COMPANY TIME: 17:30:53
AS OF NOV 30, 1986
PROFITABILITY IKDICATCRS
ID CODE : PRUND-NM-01-14-EST PAYOUT : 3.3 YRS BTAX
DCFROR : 22.4% BTAX
NAME : AMOCO FEDERAL #13 75% 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 5.0% 116.092 BTAX
CNTY, STATE: EDDY COUNTY, NEW MEXICO NPV 15.0% 33.102 BTAX
FORMATION : CHERRY CANYON ACTUAL OIL PRICES 7O 5-89% NPV 20.0% 9.128 BTAX
OPERATOR  : MALLON OIL COMPANY PRICE & LOE ESCALATED a 5X NPV 25.0% -8.250 BTAX
NPY 30.0% -21.073 BTAX
Wi CR1{ GRl DATE WELL COURT BEG-PRICES END-PRICES AVG-PRICES GROSS RESBERVES
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 (MBBLS) 0.000 63.550
G 0 0.00 GAS (MMCF) 0.000 36.022
GRCSS WATER GROSS PROD GROSS GAS WORKING REVENUE NET OIL NET GAS EFFECTIVE  EFFECTIVE  NET TOTAL
PRODUCTION OQIL + COND PROOUCTION INTEREST INTEREST PRODUCTION PRODUCTION OIL PRICE GAS PRICE REVENUE
---MBBLS--~ --- MBBLS--~ <---- MMCF--=- ==--- Keormo wocn- Komeme oe- MBBLS==~+ ===~ MMCF--- --- $/BBL-~-- --- $/MCF--- ~---- M$----
1986
( 1M0) 1987 2.481% 2.136 1.448  100.00000 79.37500 1.695 1.150 17.000 0.890 29.846
1588 46.862 14.416 11.592  100.00000 79.37500 11.443 9.201 15.557 0.890 186.235
1989 31.951 7.815 3.821 100.00000 79.37500 6.203 3.033 17.904 0.883 113.739
550 24,452 5.814 2.843  100.00020 79.375C0 4.615 2.257 18.576 0.912 87.789
1991 21.328 4.806 2.350  100.0000C 79.37500 3.815 1.865 19.512 0.958 76.216
1992 18.838 4.113 2.011  100.000C0 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 2.61 1.277  100.00000 79.37500 2.072 1.013 26.913 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
sSus TOTAL 248.931 59.935 34.254 100.00000 79.37500 47.573 27.189 20.181 1.004 $87.381
REMAINDER 1g.222 2,818 1,748 100,00000 79.37300 2.870 1.403 32.62¢4 1.601 $5.870
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 (UM BTAX CF
GPER EXP TAXES TAXES EXP + TAXES  REVENUE INVESTMENT  CASHFLCW CASHFLOW DISC 10.00% DISC 10.00%
------ ME-wve cvcuaMfrcce cocoodEocon oo oMBoooe coceoMBoo-c c-eooMBemee coceoMBecnn ccocoMBiice cococMBennn meccooMS-o--
1986 o
( 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 $1.477 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 3.528 0.554 36.359 19.043 0.000 19.043 133.393 8.383 47.632
1994 32.840 3.748 0.529 37.117 15.746 0.600 15.746 145.139 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
SUB 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
70T 15.2 YR 513.727 76.802 10.833 601.362 481.889 291.845 190.044 190.044 66.942 66.942



RZ4:N

iy EXHIBIT 10
£ :COXPF * ' - - -- - - - DATE: 105/18/89
vAL #: 34 MALLON CIL COMPANY TIME: 17:30:16

AS OF NOV 30, 1986
PROFITABILITY INDICATCRS

D CODE : PRUND-NM-01-14-EST ~ PAYOUT : : 7.8 YRS BTAX
DCFROR : 2.9% BTAX
AME : AMOCO FEDERAL #14 75% REDUCTION IN NON-AMOCO RI-BTAX: 1.1 70 1 UNDISC 0.8 T0 1 DISC
IELD : PECOS RIVER PROSPECT : AND NON-FED ROYALTIES NPV 5.0% -17.111 BTAX
NTY, STATE: EDDY COUNTY, NEW MEXICO A NPV 15.0% -65.831 BTAX
ORMATION : CHERRY CANYON ACTUAL OIL PRICES TO 5-89 S NPV 20.0% -78.407 BTAX
ERATOR  : MALLON OIL COMPANY : PRICE & LOE ESCALATED 8 5% - - : NPV 25.0% -86.528 BTAX
NPV 30.0% -91.609 BTAX
w1 OR! GRI DATE - WELL COUNT  BEG-PRICES END-PRICES AVG-PRICES GROSS RESERVES
70.00000  79.37500 79.37500 APR 1988  GROSS  NET OIL 16.32 30.79 0.29 - CUMULATIVE  RIMAINING
0 1  0.00 GAS 0.89 1.51 1.01 OIL (MBBLS) 0.000 48.240
¢ o  0.00 GAS  (MHCF) 0.000 56.057
GROSS WATER GROSS PROD 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--- -=--- Hemeee meeee %emeee ome MBBLS--- ---- MMCFe=o --- S/BBL--- --- $/MCFe-- =---- M§----
1986
1987
SMC) 1988 25.178 10.437 16.743  100.00000  79.37500 8.284 13.289 15.457 0.890  139.875
1989 18.751 7.657 7.964  100.00000  79.37500 6.078 6.321 17.911 0.883  114.443
1990 16.412 5.460 5.679  100.00000  79.37500 4.33%  4.507 18.555 0.911 84.524
1991 11.850 4.220 4.389 100.00000  79.37500 3.350 3.484 19.509 0.958 68.689
1992 10.063 3.519 3.659  100.00000  79.37500 2.793 2.905 20.488 1.006 60.143
1993 8.745 3.017 3.138  100.00000  79.37500 2.395 2.491 21.515 1.056 54.160
1994 7.733 2.641 2.747 100.00000  79.37500 2.096 2.180 22.593 1,109 49.784
1995 6.931 2.349 2.443  100.00000  79.37499 1.884 1.939 23.725 1.165 46.485
1996 6.280 2.114 2.199  100.00000  79.37499 1.678 1.745 26.912 1.223 43.944
1997 5.740 1.923 2.000 100.00000  79.37500 1.526 1.587 26.159 1.284 41.960
1998 5.287 1.763 1.833  100.00000  79.37500 1.399 1.455 27.468 1.348 40.397
1999 4.899 1.628 1.693  100.00000  79.37500 1.292 1.344 28.843 1.416 39.164
2000 4.565 1.512 1.572  100.00000  79.37499 1.200 1.248 30.286 1.487 38.192
SUB TOTAL 130.435 48.240 56.057 100.00000  79.37500 38.290 44.496 20.287 1.011  821.761
TTMAINDER 2.000 8.000 0,000 ©0.00000  0.00000 0.000 0.000 0.000 0.000 0.000
2T 12.8 YR 130,435 48.240 56.057  100.00000  79.37500 38.250 44.496 20.287 1.011  821.761
NET LEASE  NET SEV  NET ADVAL  NET TOTAL  NET OPER  NET TOTAL BTAX CUM BTAX  BTAX CF  CUM BTAX CF
OPER EXP  TAXES TAXES  EXP + TAXES REVENUE  INVESTMENT  CASHFLOW  CASHFLOW DISC 10.00% DISC 10.00%
------ MSwron meemeM§eans ceceeM$ennn ancecMSocce socecMSeene soecoMEecor cmceoMSecne ceesiMenes coseiMSecne —eeoMSeenn
1984
1987
9M0)1988 30.082 9.917 1.399 41.398 98.478  352.836  -254.358  -254.358  -223.B45  -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 23.49%  -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 29.018 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

T 12.8 YR 373.915 58.263 8.218 440.395 381.366 352.836 28.530 28.530 -46.586 -46.586



EXHIBIT 11
- T T DATE: 05/18/89
MALLON OIL COMPANY TIME: 17:31:10

AS OF NOV 30, 1986
PROFITABILITY INDICATORS

xx® SUMMARY *** - ' ' - e ) PAYOUT : 6.5 YRS BTAX
: o DCFROR @ 7.8% BTAX
ACTUAL OIL PRICES TO MAY 89 - RI-BTAX: ™ 1.2 TO 1 UNDISC 1.0 TO 1 DISC
PRICES & LOE ESCALATED & 5% NPV 5.0% 78.948 BTAX
BEGINING MAY 89 = = "7 NPV 15.0% -140.629 BTAX
. ’ NPV 20.0% © -206.226 BTAX
75% ROYALTY REDUCTION CASE NPV 25.0% -254.673 BTAX
NPV 30.0% -291.080 BTAX
WELL COUNT  BEG-PRICES END-PRICES AVG-PRICES GROSS RESERVES
GROSS  NET ~ OIL 13.85 33.94 20.19 . CUMULATIVE  REMAINING
o 4 1.00 GAS 0.89 1.66 1.01 OIL (MBBLS) 0.000 184.653
G 0 0.00 GAS (MMCF) 0.000 199.261
NUMBER  GROSS PROD GROSS GAS  WORKING REVENUE NET OIL NET GAS  EFFECTIVE EFFECTIVE NET TOTAL
GROSS WELLS OIL + COND PRODUCTION  INTEREST  INTEREST  PRODUCTION PRODUCTION OIL PRICE  GAS PRICE  REVENUE
-------------- MBBLS=-~ =~==MMCFerm= ====-%-==== =cce<¥ec-ac =c-MBBLS--= =~--MMCF-~- --=$/BBL--= -=-$/MCF--= »-~--H$--=-
© 1M0) 1586 1.000 2.012 2.012  100.00000  79.37500 1.597_ 1.597 13.850 0.890 23.540
1987 2.000 19.557 16.574  100.00000  79.37500 15.555 13.155 17.721 0.850 287.386
1988 3.750 34.972 41.027 100.00000  79.37500 27.759 32.565 15.463 0.890 458.212
1585 4,000 23.211 25.72% 100.00000  79.37500 18.424 20.418 17.905 0.883 347.908
1990 4.000 17.637 20.077 100.00000  79.37500 14.000 15.936 18.572 0.912 274.532
1591 4.000 14,471 16.635 100.00000  79.37500 11.486 13.204 19.512 0.958 236.771
1992 4.000 12.391 14.325 100.00000  79.37500 9.836 11.371 20.490 1.006 212.976
1993 4.000 10.841 12.587 100.00000 = 79.37500 8.605 9.9 21.517 1.056 195.703
1994 4.000 9.638 11.229 100.00000  79.37500 7.650 8.913 22.595 1.109 182.739
1995 3.250 7.650 8.083 100.00000  79.37500 6.072 6.416 23.690 1.161 151.297
1996 3.000 6.618 6.693  100.00000  79.37500 5,253 5.313 24.913 1.223 137.364
1997 3.000 6.058 6.133  100.00000  79.37500 4.809 4.868 26.160 1.284 132.049
1998 3.000 5.586 5.660 100.00000  79.37500 4,434 4.492 27.469 1.348 127.857
1999 3.000 5.183 5.254 100.00000  79.37500 4,114 417 28.843 1.416 124.558
2000 3.000 4.833 4.903  100.00000  79.37500 3.837 3.892 30.286 1.487 121.983
sz TOTAL 3.414 180,408 104,018  100.00000  79.37500 143.429 156.303 10,924 1,005 2014.85%
REMAINDER 1.120 3.954 2.344  100.00000  79.37500 3.139 1.860 32.467 1.578 104.837
o7 16.2 YR 3.119 184,653 199.261  100.00000  79.37500 146.568 158.164 20.193 1.012  3119.6%2
NET LEASE  NET SEV  NET ADVAL NET TCTAL  KET OPER  NET TOTAL BTAX CUM BTAX  BTAX CF  CUM 3TAX CF
OPER EXP TAXES TAXES  EXP + TAXES  REVENUE INVESTMENT  CASHFLOW  CASHFLOW DISC 10,00% DISC 10.00%
----- ME-veoe omcecM$roer cceeulSrovn sevcol§enee cmceeMGrane covnoMBonce coveiMSecan vocaoHSenen cocaif$ecan cnue-MEee--
1H0) 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 26.687 3.479 131.601 216.307 0.000  216.307  -400.625 168,757  -422.92%
1990 97.544 19,464 2.745 119,754 154.779 0.000 154,779 -245.847 109.879  -313.042
1991 $9.108 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 6.000 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
1956 107.958 12.956 1.827 122.742 5%.998 0.000 59.958 102.308 29.065 -112.140
1995 $1.604 10.727 1.513 103.844 47.453 0.000 47.453 149.76% 20.856 -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 8.8314 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
SUB TOTAL 1346.064 213.753 30.149  1589.966  1424.889  1161.B845 263.044 263.044 -51.064 -51.064
2EMAINDER 91.556 7.433 1.048 100.038 4.799 0.000 4.799 267.843 1.171 -49.8%4

3T 16.2 YR 1437.621 221.186 31.197 1690.004 1429.688 1161.845 267.843 267.843 -49.8%94 -49.894
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Exhibit 12

ROYALTY OANERS - AMOCO-FEDERAL LEASE
EDDY COUNTY, NEW MEXICO
Excluding Amoco and Federal Royalties

Royalty Owners

Harry M. Bettis, Jr.
One First City

500 W. Texas, Suite 830
Midland, TX 79701

(915) 685-4128

JSM 0il & Gas, Inc.
P.0. Box 3362
Midland, TX 79702

L.E. Cppermann

One First City

500 W. Texas, Suite 830
Midland, TX 79701

{915) 685-0593

Interfirst Bank Abilene N.A.
P.0. Box 1251

401 Cypress Street

Apilene, TX 79604

Present ORRI

2.5%

2.5%

2.5%

3.0%



G.P. IT ENERGY, INC.
P.O. Box 50682

Midland, Texas 79710
(915) 684-4748

December 5, 1989

Denver, Colorado 80202
ren . MeClintock

Dear Karen:

RECEIY

- 71983

As per our telephone conversation on December 5, 1989 concerning
the letter I received from you on the proposal of the Amoco-Red
Bluff Fedcral #3. 1 have decided not to join Mallon in this well,

but would consider a farmout arrangement.
a 75% net revenue unto Mallon retaining for myself 3.5% ORRI.

If 1 can help in any way, please do not hesitate to call.

Sincerely yours,

ch/GeM

The arrangement being



MALLON GIL COMPANY

1099 Ixth Street, Sutte 2750, Denver. Cotorado 80202
(3033) 293-2333

-
S~

November 28, 1989

Mr. George Mitchell, Jr.
2.0, Box 50632
Midland, TX 79710

Re: Amoco-Red Bluff Federal %3
Autherity for EIxpendit

E&dy County, New Mexico

e
SaLlclre

Dear George:

Fnclosed please find two (2) coopies of the Authority for
Fxpenditure dated November 27, 1989, for the Amoco-Red Bluff Federal 23
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 drilling 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 verbaily and in

non-consenting interest.

Please return one copy of the enclosed AFE prior to December 10,
1689. Should you have any questions, please advise.

Sincerely,

aren E. McClintock
Landman

/kem
Enclosures
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MALLCH OIL COMPANY AUTIICRITY FOR EXPENDITURE - Drilling & Productilon
MeLD/PROSPECT Brushy Draw-Celaware/PPecos River LEASE MNUMBER
1269
WELL NAME . Amoco-Red Bluff-Federal £3 PROPERTY NCU,
NM=01=17
LOCATION 130' FNL, 1805' FEL, (NW/4 NE/4), Sectlen 28, T25%, R29E PREPARED BY: DATE:
Joe H, Cox, Jr. 11-27-89
COUNTY, STATE Eddy County, New Maxico APPRCYED BY: DATE:
Kevin M. Fltzgerald 11-27-8%
CCHTRACTOR (TENTATIVE) CapSier Drilllng APPROYED BY: DATE:
ANTICIFPATED START/ST(P DATES
COST ESTIMATE INTANG IBLE
TANGIELE _EXPENSE
EXPENSE
DRiLLthNE-CASNE POINT § 4,650 $ 82,420 5 87,070
CRILLING-COMPLETION $ 82,725 $ 73,000 j127 728
LING-COMPLETION R 127,728
WORKOVER _ $ $ 5
OTHER (SPECIFYY _ $ 5 . 5
TOTAL COSTS $ 87,375 $157,420 §244 795

PROJECT DESCRIPTION

Unger the Terms cof The Cperzting Agreement Mzijon Gil Company proposes the crilling of the above captioned well, 7
well is to be driiled through the Willlamson Sand Member of the Cherry Canyon Formation to a total depth of approximate’
5,200t, The estimates of costs are based mn actual blds and historical costs, however are estimates only a3d subject ic
overruns, Fartners will be notifled if tho cost excseds authorized amounts by 0% or more.

ATTACH PROGNCS!S AND CCST BREAKDOWM

e ACP
Gecrge Mitchell, Jr 28.46 g ¢ 24,780 28 .46 g s 44 889
PARTHER APPROVAL
COMPANY : SIGHATURE DATE:

- NIRRT R T
George Mirchell, Jr.



MALLON O1L CCMPANY

AUTHORIZATION FOR EXPENDITURE

Well Name and Number Amoco-Red Bluff-Federal #3 AFE NO.
County Eddv State New Mexico Prospect Name Fecos River
Section 28 TwpP 26S RGE 29E Wel!l Location NW/4 NE/4
Filetld Srushy Draw Objective Formation Cherry Canvon Depth 5,2500!
DETAILS OF COST ESTIMATE
910 & 920 INTANGIBLE COSTS DRY HOLE PRODUCER
101 Camages Losses s -- §  --
102 Roads & Location . 5,000 5,000
163,11 Mobdilization/Demobiiization fncl, -- --
02,2 Drilting-Footace 5200 f+, @ $§7.85 /£t 40,820 41,820
102,3 Daywork 1 days WDP, 8 3200 /day: 3,200 3,200
03,4 Turnwkey CcenTract N/SA -- --
2C1 Completion Unit [ days & _$1,300 - 7,800
1056 Mud Chemicals 2,500 2,500
1¢7 Fower, Wavter & fuel 2,080 5,580
108 Ezuipment Rental 2,000 5,000
oe Cering TesTing - - ==
140 Lagging 7,000 7,000
R Cementing Services 5,000 t4,500
112 Consultants 2,000 4,400
115 Trucking & Hauling 5C0 1,500
117 O+her Costs Corntinacency 5% 3,800 7,200
118 Acministrative Overhead 2,000 4,500
125 Bits inct, == ==
122 Muc Lcgging 4,500 4,500
202 Well Stimulation 37,000 Perforation 4000 41,000
163 Abandonrment CostTs -
TOTAL INTANGIBLE LCRILLING COSTS $ B2,42¢ $157,420
30 TANBISLE ZTUIPMENT 2CSTS
299 Surface Casing 450 f+ 8 5/8" size @ $5,00 /ft § 4,050 $ 4,050
364 intTermediaTte Csg. -- T -- size @ 3 -- /iT -= -
301 Production Csg, _5.200' ft 5 1/2" slze 3 $6.00 /ft _3',200
302 Tubing & Attachments 5,200' 2 7/8" 2 1.50 7,800
303 Rcds & Pumps 8,000
304 Well Head Egquipment 600 ©, 500
305 Flowlines 4,5C00' x .75 3,375
3086 Installation 4,500' x .50 2,250
307 Fumping Unit & Engines 25,000
Ile Tank Eattery & Fittings ==
329 Non-Controllable Equipment ==
310 Treaters-separators -
30 Buildings -
312 Other Equipment Contingency 5% 4,200
TOTAL TANGIBLE EQUIPMENT COSTS £ 4,650 § 87,375
TOTAL COST $ 87,070 $242,785

AFZ




G2, 11 ENERGY, INC.  Rppen
P.O. Box 50682 CE/V&D 0y o

Midland, Texas 79710 2.0 1990
(915) 684-4748

October 26, 1989

Mr. Joe Cox, Jr.
1099 18th Street, Suite 2750
Denver, Colorado 80202

RE: Amoco-Red Bluff }2 or
#3 Well
Section 28, T26S, R29E
Eddy County, New Mexico

Dear Joe:

Pursuant to our visit in Denver, enclosed please find the
AFE which we discussed covering the captioned wells. 1f
acceptable, please let me know at your earliest convenience.

Joe, as we discussed, 1 would like to operate the well coming
up and would also like the opportunity to take over all of your
operations in the New Mexico and West Texas areas. [ would greatly
appreciate a timely consideration on possibly working something
out along these lines.

1f you have any questions, please do not hesitate to call
Terry or me alt any Utime.

s

Sincerely yours,
D 1P ey ae
Ceorge P. Mitchell, II

GIPM: js
I'nclosure



AUTHORITY FOR EXPENDITURES — COST ESTIMATE
CAPITAL ADDITION AND MAINTENANCE
GAS AND OIL PROPERTIES

AFE NO
PROSPECT NO 88%
Company Name G.r. 13 l".ne_r?;y L4 "“ﬁ‘_’_ No _ District Name No
Lease Name _Amoco=Red Blulf Federal No WellNo<_ox 3 Field Name ILrushy Draw-Delaware
Geographic Location Scclion 28=T20/,R2910 —
County __Liddy _ State New Mexico Rec. No__.._. Zone No

AFE Project
AFE Detail Description -

e AFE Classification: [L] Copital Addition
_Amoco-Red Blqu Federal #2 or #3 Well

{J Maintenance

15 Yes;

IMoject was included in Budget Plans for the Fiscal Year:

2 0 No

Budget Code

I (ntmn ol ( .ompany
Cost Scheduied
for Next Fiscal Year

Type of Project:
1 1] Exploratory
2 1% Extension

4 L] Dev. Purchases
5 U Secondary Recovery
6 [ Surface Facilities

g2t =

Est. Starting Dato _12~-15-49

Est, Complotion Date

12-31-89

Est. Days to Complete 15 _

B 3 [ Dev. Primary 7 (1 Workover Est. Total Dapth 5,200
o _w king Interest _Various Percentages in Wad ls _ %
Operatov (it other than}____ B — Billablo:  Yuos No
COMPLETED
DRILLING—IN]ANGIBLE C()SIS CODE DRY HOLE WELL
Geismic, Hoads Location, D.nnyos and Ciedn Up_(§gl) atlached) l__l-.T ?:ié{)() (50 1% ()M(Eb.QQ_,_.m,
Contiactors Footage Charges or Turnkey Drilling 120_|_42,900.00_ 42,900.00
Contractors Day Work to Contiact Depth 121 3 200 00 3 200 00
Contractors Day Work after Contract Depth 122 | __ S S
Completion, Workover and Swabbing Units 126_ S5 “,5_,;7_9 0.00
Mud and Chemicals L o 130 ,500.00 2 2,500.00
Cement and Cementing Services o 135_| __)-,399(1 UU L =£/+ :)L]pn(s)s(e) 7
Non-Salvageable Equipment o 136 S D
Formation tvaluation {See attached specifications) e o
___ Electiic Logging (Open Hole) . 0_| _4,000.00 ) %,500.00
~_ Coting, DST, Wirelinefrmtyr .~~~ a
__ Mud Logging and Corce Almlys1s _ 42 | ‘; ;_; ; ;;_- : -
”IIB( tion \I Drilling and Surveys e b4 |
Fishing Tools and Services e 145 _ .
Water, Fuel, Bits on Day Work o 146_ 6 JQO .00 _
EquipmentRentals 147_, _3.500.00
‘Trucking and Marine Transportation (See attached specs) 176 _ e
Dy Hole and Bottom Hole Contiibution 178 ' ;‘ _;ﬁ___» )
BHP, G.0.1R. Potential Tests X1 T O I
Perforating, Radioactive Logyging {Case Hole} 183_| __ ,,;z,_, ”_;:-:A;:_ 1- ()Q()_QO )
Acidizing, Fracturing, Stimulants or Inhibitors ea (0 1_25,000,00
Tuboscoping, Hydrostatic Testing, Misc. Labor, Mt. Elc. B 4 - h, : )
Supernyision ) _:3 (JU ,O_U;_____
Contingencies — 7 I _ng(l 00
o TOTALD_L([LLING - INTANGIBLE COSTS JQQE”:EEL - 31 2/4 ,300.00
7 "7 TDRILLING —WELL EQUIPMENT T .
i em e ; - = : L S ——
Casing (See attached specifications)_ N .
_ Suface 8 5/8  S00" 244 06 | $ 3,700.00 $ 3,700.00
___Intermediate e 206
___ Production 5 15 15.50] _3_{9_(2'__ 207 19,240.00
lubnul!’qps Blast Joints 2 5/8 J=5% Tubing 210 4,500.00
Christinas Tree and Well Head Equipment 215 600.00 3,100.00
Other Sub-Surface Equipment (Sce alla(,hed_])ulh(,’lllons) Rods=Pump 220 __6,100.00
_JOTAL DRILLING — WELL EQUIPMENT % 4,300.00 $ 306,640.00
o ~_ TOTAL DRILLING COST o
i — _(EZS_TPIRTOOT e $
()lhu Own('r Intangible Cosls e 501 | ) { )
Other Qwner Tangible Costs Pumping Unit )__‘db Eng. ‘fank Battery 602 { ) { 30,000.00
Company Costs Before Overhead and Interest _$2,000.00 $ 4,500.00
Overhead I 506
Intere B_Uéﬁ
Hotal Gompany Costs _ _ $78,650.00 $195,440.00
Stock Status: On Hand K> o $
Pu chase Requited $ 3;
> Geor Mitchell 10-18-89
A R RIE T




MALLON OIL COMPANY

1099 18th Street. Suite 2750, Denver. Colorado 80202
(303) 293-2333

July 17, 1989

r. Gecrge Mitchell, Jr.

Mr. Terry Lewis

P.0. Box 50682 4
Midland, TX 79710

Dear George and Terry:

Znclcsed is some of the geological information we discussed
pertaining to the selection of our next Brushyv Draw drillsite. As I
mentioned the maps are pretty informal, I have 3Jjust done pencil

revisions on scme old maps as new well data has become availeble.

The nest iscpach of density porosity greater than 20% has been a
good map for tracking the primary channels through the field. There
have been wells completed outside the zero line of this map that have
done reasonably well within the field but all of the best field
oroducers have been on the better porosity trends. Our #11 well, which
was drilled away from the channel thread and affected depletion-wise &y
existing producers is an example of what we are trying to avoid
drilling at the present time. Under our present economics and with a 5%
escalaticn scenario that well is onlv vrodected to produce a total of

-

an undiscounted basis we evpect t0 lose ower $140,000 on

>
>
>
i
]
§

The #£12 well, which is the kev well to either of the proposed
locations we discussed, falls within the channel trend and is expected
to produce around 356,000 BO. The economic projection on the #13 is
notning to get very excited about but a well of this <ype should allow
development to proceed.

At least part of the improvement in projected reserves Ior the 213
over the #11 is probably due to a lesser degree of pressure depletion at
that field 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 field
pay. The $#14 should produce over 45,000 BO which, again using the

Mallon is presently taking some measures to improve the producing
ecorncmics such as on-lease saltwater disposal, but it will still be very
important to optimize each additiocnal locatien. The Amoco-Red
Bluff-Federal #3 site was selected for it's position on the projected



Mr, George Mitchell, Jr.
Mr. Terry Lewis

July 17, 1989

Page 2

channel trend it's distance from areas of large volumes ¢f withdrawals,
and it's structurally higher location. The channel trend as- defined by

the >20% porosity map narrows and is forced on a rore northeasterly
3z rasuls of +#h most recantlyr Ailiad Bmoaoo~=Rad RInFF_Fedaral

track as a ult cf the res ecently Srilled Bmooo-Red RILFF

21 well., The Amoco-Red Bluff-Federal #2 site coould be included in an
interpretation of the channel but I feel that the #3 site would be rore
likely to encounter a substantial portion of the full channel thickness.
Since the basin slope at the time of deposition of the Williamson Sand
{and cther Delaware hcrizons) was presty consistently to the southwest
in the Brushy Draw Field vicinity I anticipate that if the channel

continues it will turn that directicn. Tis addz some risk o the
Amoco-Red Bluff-Federal 3 site, but with the high porcsities

encountered in the #13 well indicating it to be will within the trend I
doubt the channel would turn sharply encugh to exclude the proposed
site.

If you have any questions, please feel free to call.
Sincerely,
MATION OIL COMPANY
) O/{ (d\/

Joe H. Cox, Jr.
Dv—cﬁl1ﬁ+"(r'\h Mzana

T &

aar
D~-

JHC:ex

Enclosure(s)
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MALLON OIL COMPANY

1099 18th Street, Suite 2750, Denver, Colondo 80202
(303) 293-2333

July 12, 1989

Mrr. Georae Mitchell, Jr.
P.0. Rox 50682
Midland, TX 79710

Re: Amoco-Red Bluff 43 well
NW/4 NE/4 of Section 28-726S,R249F
FEddy County, MNew Mexico

Dear Georae:

Pursuant  to our pvhone conversation, enclosed please find the
Operatina Aareement. and AFE for the above captioned well. If acceptable,
please return the indicated copies to the undersianed.

T have also included the corrected survey plats, the APD for the well
and letters from the BIM acceptina the corrected John Wests plats for
Sections 27 and 28, ‘'the force pooling decisions and Title Opinion for the
Amoco-Ped BLuff #1 well is simply for vour information.

As we discussed, our drilling deadline with Amoco 1s August 31, 1989,
I would qreatly appreciate a timely review of the enclosed docurents, in

order to answer any questions vou may have in reagards to the Amoco-hRed
Rluff #3 well.

T would appreciate an executed copy of your adreement with Red BLluff
or a Memorandum of Aqreement, for my f£iles.

1f you should have any technical auestions, please contact Joe Cox in
our office, our Geoloqgist/Fnaineer for this area.

Sincerely,

T.andman

KFM/ars
enclosure



EXHIBLT "A"

ATTACHED to and made a part of that certain Operating Agreement
dated July 10, 1989, by and between Mallon 0il Cowpany, as
Operator and George Mitchell, Jr., as Non-Operator for the NW/4
NIiE/4 of Section 28-T1T26S, R29E, NMPM, Iiddy County, New Mexico.

Item 1: Contract Area:
Township 26 South, Range 29 East, NMPM
Section 28: NW/4 NE/4
Iddy County, New Mexico
Item 2: Restrictions as to Depth: Bell Canyon, Cherry Canyon,
Brushy Canyon formations (Delaware Mountain Group)
Item 3: Percentages of Working Interest:
Mallon Oil Company, et al. 71.5400%
George Mitchell, Jr. 28.4600%

Item 4: Oil and Gas leases Subject to the Agreement:

Limited to that portion of the following leases within
the Contract Arca:

Federal Lease NM-38636
Federal Lease NM NM 71599 ’,

(@)

Item 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, 1% 79710



P .

MALLON OTL COMPANY AU tTY TOR EXPENDITURE ~ Drllling & Produ»,.én

FIELD/PROSPECT Brushy Draw-Delaware/PPecos River LEASE HUMBER
1269
WELL HAME Amoco-Red Blulf-Foderal #3 PROPERTY NO.
hM-01-117
LOCATION 330' THL, 1085' FEL, (HW/4 NE/4), Secllon 28, T265, R29E PREPARID BY: DATE:
. Joe 1t, Cox, Jr, 06-05-89
COUNTY, SIATE Eddy County, How Maxico APPROYED BY: DATE:
Kovin M, Fltzqerald 06-05-69
CONIRACTOR (TENTATIVE) CapStar Dritling A’PROVED BY: DATE:

ANTICIPATED START/ST(P DATES

COST ESTIMATE

INTANG IBLE
TANGIBLE EXPENSE TOTAL
EXPENSE
DRILLING-CASWMG POINT _ $ 4,650 $ 82,420 $ 81,070
DRILLING-COMPLETVON _ $ 82,725 $ 75,000 $157,725
woRKOVER $ $ $
OTMER (SPECIFY) _ $ $ $
10TAL COSTS $ 81,315 $157,420 . $244,195

PROJECT DESCRIPTION

Undor 1he terms of tho Operallng Agreocmont Malfon 011 Company proposes 1he drilling of the above captioned well, The
well Is to Lo drltled 1hrough the Willlamson Sond Member of 1he Cherry Canyon Formatlon to a folal dopth of spproximatetly
5,200', The ostimates of cosls are basod on actual blds and historlical costs, howovor are ostlmates only and subject to
ovorruns. FPartners wlll bo notifled It 1he cost excoeds authorlzed amounls by 10f or more,

ATTACH PROGNOSIS AND COST BREAKDOWN

COST SHARING
(S ACP
George Mitchell, Jr. 28.46  § $ 24.780 28.46 % % 44,889
PARTNER APPROVAL
COMIPANY ¢ SIGNATURE s DATE:

(teorge Mitchell, Jr.



Well llame and Numbor Amoco-Rod Bluff-Fodoral #3 _AFE No,
County Eddy Slalo Now Mexlico Prospect MName Pocos River
Secllon 20 THP 2065 RGE 29 Woll Locallon NW/4 HE/A

Flold Drushy Draw

MALLOR O1L COMPANY

AUTHORIZATION FOR EXPENDITURE

N

ObJectlve Formatlon __ Cherry Canyun

DETAILS OF COST ESTIMAIE

9210 & 920 INTANGIDLE COSTS

Dopth 5,200

| Baalbulis SO

DRY HOLE PRODUCER
101 Damages Losses R
102 Roads & Locatlon N 5,000 6,000
103,1 Moblllzallon/Dumobllization Incl. - -~
103.2 Drilling-Foolago _ 5200 it, @ 31,05 2T 40,020 40,820
103.3 Daywork _ 1 days WDP, 2 3700 /day: 3,200 3,200
103,4 Turnkey Conlract N/A -= --
201 Completlon Unlt 6 days 2 _$1,300 ~- 1,800
106 Mud ~ Chomlcals 2,500 2,500
107 Power, Woter & Fuol 3,000 6,500
108 Equipmenl Roenlal 3,000 6,000
109 Corlng Tostling -= -=
140 Logglng 1,000 7,000
RN Comontling Servicos 5,000 14,500
112 Consultants 2,000 4,400
Ty Trucking & Haullng 500 1,500
117 Othoer Costs Contingancy 5% 3,900 1,200
1 Adminlstrallive Overhoad 2,000 4,500
125 Bits Incl, - --
130 Mud Logglng 4,500 4,500
202 Woll Stlimulallon 37,000 Porforation 1000 ’ ___41,000
165 Abandonment Costs -
TOTAL INTANGIBLE DRILLING COSTS $ 82,420 $157,420
930 TANGIBLE EQUIPMENT COSTS
299 Surfaceo Caslng 450 f1 _8 5/8" slze 2 39.00 /tt $ 4,050 $ 4,050
300 Intormediate Csg, -- LR} -= slze 8 § -- VARS ~-- -=
301 Productlon Csg. _35,200° tr 5 1/2% slze 3 3$6.00 /1t 31,200
302 Tubling & Atlachments 5,200 2 7/0% ] 1,50 1,800
303 Rods & Pumps ___ 8,000
304 Well Head Cqulpment 600 1,500
305 Flowllnes 4,500' x .75 3,315
306 Installatlon _4,500' x .50 2,250
301 Pumpling Unlt & Englnas 25,000
308 Tank Baltery & Fltllngs ==
309 Non-Conirollable Equlpmont =
310 Treaters-soparalors ==
301 Bulldings —_
312 Other Equipmont Contlingency 5% 4,200
FOTAL TAHGIOLE EQUIPMENT COSTS I 4,650 } 87,315
B TOTAL COST 1 87,070 $244,795
ATE Dalo:
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Leasing Act of 1920 (30 U.S.C. 181 et seq.)
Act for Acquiied Lands of 1947 (30 U.S.C. 351-359)
Geothiermal Stcam Act of 1970 (30 U.S.C. 1001-1025)
Department of the Intedior Appropriations Act, Fiscal Year 1981 (42 U.5.C. 6508)

Ni1 71599

Type or ptint plainly in ink and sign In Ink.

Transfeice (Sublessee)*
Sticct
City, State, Z1P Code

George ', Mitchell,
P. O. Box 500682

Midland, Texas 79710

*II' more than one transferce, check here 1) and list the nmne(s) and address(cs)
sepatate attached sheet of paper.

PART A: THAN%FER

of all additional transfcices on the 1everse of this form or on a

This wansfer is for; (Check one) XJ Oil and Gas Lease, or L] Geothermal Lease

lnterest conveyed: (Check one or both, as appropriae) X Operating Rights (sublease) (3 Overriding Royalty, payment out of production or other

similar interests or payments

leuc li;uugig_ll (mii»lcnsc)_gunvcy; l!m (t»!l()willg il_llcxcs(: )

Land Description

Additional space on reverse, if needed. Do not submit documents o1 agiecments other than
this form; such documents or agrecments shall only be referenced herein,

a

Percent of Interest

Peicent of
Overriding Royalty

Sce the attached Exhibit "A" for land
description.

Owncd Conveyed Retained or Similar Intcrests
Reserved Previously
reserved
or conveyed
b [ d c f
100% [ LOO% ~-0- 7.5% ~-0-

FOR BLM USE ONLY—DO NOT WRITE BELOW THIS LINE

THE UNITED STATES OFF AMERICA

This transfer Is approved solely for adninistrative purposes, Approval does not warrant thai elther party to this transfer holds legal or equitable

title 1o this lense,

L] Traosfer approvea effective

(Aulhmizcd_—(;}licu )

~~~~~~~~~~~~~~~~~ PART C: GENERAL It

1. Tiansferor/ Transferce(s) must complete Paits Al and A2 and Pact . All parties
to transfer must sign as follows: The transferor(s) must manually sign 3 original
copics, and the transferee(s) must mannally sign at least 1 of the 3 osiginal cop-
ies. File thiee () completed copies of this (o in the proper BLM woffice for
cach transfer of opcrating rights (sublease). For a trans{er of oveniding royalty
interest, pryment out of production or other similar interest or payment, file
one (1) masually signed copy of this foom. The required filing foc (nonrefunda-
ble) must nccompany the transfer, payment vut of production ar other similar
intciests or payments. File transfer within ninety (90) days afier date of execu-
tion by yausferor.

4.

- Sepasate furm must be uscd for each lease Leing affected by this tansfer and
for eacli type of interest conveyed.

. In Ttems No. 2 of Part A, describe lands affected (See 43 CER 3106, 1135, or
3241). For columns b, c, d, and ¢, enter the interest cexpressed as a percentage
of winl interest in the lease; e.g., il tansleror translers one quattes of a 20%
interest, enter 20% in column b, 5% in column ¢, and §5% in colomn d.

(Title) (Date)

GENERAL INSTRUCTIONS

If any payscnts out of production or similar interests, arrangements or peyments
have previdusly been crented out of the interest being transferred, or if any such
paymients or intetests are reserved under this tansfer include a siatement giving
full details as to amount, iethod of payment, and other pertinent tenns s provided
under 43 CFR 3106, 3135, or 3241,

. The lease account must be in good standing before this ansfer (sublease) can

be approved (43 CI'R 3106 and 3241.)

. Transfer, if approved, tukes effcct on the fitst day of the month following date

of filing in the propcr BLM office. If a bond is necessary, it must be furnished
prior to approval of the transfer.

- Overriding royalty and payment out of praduction or other similar types of trans-

fers must be filed with BLLM, but will be accepted for record purposes only. No
official approval will be given,

. Upon approval of a iansfer of operating rights (sublease), the sublessec is respon-

sibic for all lease obligations under thic lcase rights transferred to the sublessee.

-




NOTICE 4 (3 Lransler to appnopriate Fed gcu( ics when concurience is weyuired prior 1o

granling u right in public lanus or resouices,
The Privacy Actof 1974 and the regulation i 43 CER 2 RIS provide that you be

fusnbshed the fullowing anfusmanon i comncction with infotmation oguicd by this S Infonmation (rom the recond and/or the record will be tansfernted 1o appropri-
ol and gas/geotharmal fease transfer application, ate Federal, State, local on fmeign agencies, when relevant to civil, criminal o regula-
o1y investigations or prrosccutions,
AUTHORITY: Y0 U S.C. 181 ct seq; 30 U.S.C. 1001-1025. 42 U.S.C. 6508
EFFECT OF NOT PROVIDING INFORMATION—If all requested informa-

PRINCIPAL PURIMOSE-—The information is to be used to process transfess of oper- tion Is not provided, the transfer may not be approved. Sce regulations at 43
ating righis {subleases) for oil and gas/geothermal resources leases. CFR Groups 3100 and J200.
Tear e e e o Tear ) Tear

S s e e e e e s sl em et m e e mam e m s e e e in e

Part A (Continued):  ADDITIONAL SPACE for Names and addresses of additional transferees in tem No. 1, if needed, or for Land Description in Item No. 2 if necded.

:

ist,

el TUUITTILTT == it S g LT OSSO IILT TR I T T T ST SIS TR T T T =T o Sl ;i;
PAHT B CEHTIFICATION AND REQUEST FOH APPROVAL d

1. The teansfecur cettilies as owner of an interest in the above designated lease that he/she hereby translers to the abuve wanslerce(s) the tights specilicd above. ]

2. Transferee cemilies as follows: (a) Translerce is a citizen of the United States; an association of such citizens: a municipality; or a corporation organized under the laws %gl
ol the United States or of any Stie or tentitory thereol. For the transter of NPR-A leases, transferee is a citizen, national, or residemt alien of the United States or associations vt

. . . . . . . - - . « N . . . R
ol such citizens, nationals, resident aliens or private, public or menicipal corporations, (b) Transfciee is not considercd a minor under the laws of the State in which '
the lands covered by this tansfer ae located: (¢) Transleree’s chatgeable interests, direct and inditect, in chthier public domain or acquired lands, do not exceed 200,000
acres in it and pas options or 246,080 in oil and gas lcases in the sanie State, or 300,000 acres in leases and 200,000 acres in options in each leasing District in Alaska, ]
il this is an il and gas lease issued in accordance with the Minceal Leasing Act of 1920 or 51,200 acics in any one state if this is a gcothennal Icase; and (d) All parties Bist ot
holding an intesest in the transfer are otherwise in compliance with the regulations (43 CER Group 3100 or 3200) and the authorizing Acts. i
(¢} Trausferce is in compliance with seclamation requitcments {or all ederal oil and gas lease holdings as requited by sec. 17(g) of the Mineral Leasing Act; and (f) Trans- g
leree is not in violation of sec. 41 of the Mineral Leasing Act.

3. Tuamsteree's sipnature 10 this assignment constitutes acceptance of alt applicable coms, conditions, stipulations and restrictions pertaining to the lease described herein, !‘ﬁ ]
Applicable 1enns and conditions include, but are not limited 1o, an obligation to conduct all operations on the leasehold in accordance with the terms and conditions of |
the lease. to condition all wells for proper abandonment, 10 1estore the icased Lands upon completion of any operations as described in the lease, and to furnish and maintain § ”
such hond as may be vequired by the fessor pursvant to regutations 43 CER 3104, 3134, or 3206, i

i
. . i

For geothermal wansfers, an overriding royalty may not be less than one tousth (%) of one percent of the value of output, nor greater than 50 percent of the rate of royalty i

due o the Umited States when this tansler is added to all ')ICViUU'\’ly ceeated overriding royalties (43 CER 3241). 2.&@11‘

I centily that the stateruents made hercin by me are true, comph te. and correct 10 the best of my knuwlcdgc and belief and are made in good faith. A E

| 5

Exccuted this . ’f’/__ day of __._JLL],Y____, .9 _89 Exccuted this _Lé_,____ day of July .19 _89 5

Name ol Translequt Red Bluff _Water Power Conlxol._Dis trict

llc:nc |ypc or inl /

Tennsferor _ 7_.,y,m ',,Z:& 74 1 e Transferee ___7@ .{% [ 2}.% ._.jE
o Signawre) oGeorge P. Mitchell,(Signatuef 17

Attorney-in-fact e e Atorney-in-fact _____ ;

(Slpnnturc) (Signaturc) e

c/o James I'. Jennings, P. 0. Box L8O

(Transteror’s Addiess) i‘%‘- L

Roswell . New Mexico.o 88202--1180 ‘ : ;

(City) (Statc) (Zip Caonde) b

Inlc IR U S.C. 'i( [\ I()()I nnkcs it a crime for any person hnnwmgly and wnlllully to make to any Departiment or agency of the Umlcd States any false, fictitious or [raudulent 1|

statcments or representations as to any matter within its jurisdiction. .

ELITTTTTTT T LT LR ___f,:,_‘_‘_._ /oo oITo tTTz :‘,—( B == -y j

v




EXUIBIT "N

Attached and made a part of that certain Transfer of Operating
Rights from Red Bluff Water Power Control District to George P.
Mitchell, II.

The followiny description was prepared by M. R. Estes, surveyor
for the Red DBluff Water Power Control, District, and certified as
to being true and correct as to boundaries, corners and lines of
the Red Bluff Water Power Control District Reservoir in the State
of New Mexico on May 20, 1936 and further approved by the Bureau
of Land Management on August 4, 1937,

FIELD NOTES

Red Bluff Reservoir
Parcel II1

Section 27, Township 26 South, Range 29 East, LEddy County, New
Mexico:

Beginning at a point in the South line of Section 27, Township 26
South, Range 29 East, Eddy County, New Mexico, which point is
Bast along said South line of Section 27, a distance os 1228.1°
from the Southweslt corner of said Section 27;

Thence North 26° 24} East 70.9' to a point;

Thence North 68° 54' West 186.2' to a point;

Thence North 8° 46' West 279.0' to a point;

Thence North 31° 17' West 223.9' to a point;
Thence North 48° 30' West 330.0' to a point;
Thence North 23° 36' West 263.1' to a point;
Thence North 28° 13' West 251.4' to a point;
Thence North 72° 45' East 249.2' to a point;
Thence North 60° 17' West 422.0' to a point;

Thence North 57° 49}' West 259.4' to a point;

Thence North 2° 35}' West 304.6' to a point;

Thence Noxth 19° 163}' East 126.6' to a point:;

Thence North 2° 454%' East 75.5' to a point;

Thence South 54° 153' West 189.1' to a point;

Thence North 78° 27}' West 176.1' to a point;

Thence Noxth 45° 47}' West 474' to a point in the West line of
said Section 27;

Thence South along the West line of Section 27 a distance of
2149.8' to the Southwest corner of said Section 27;

Thence Last alony the South line of Section 27 a distance of
1228.1" to the point of beginning.

The above described tract containing 38.5 acres, more or less.

019/aghl0
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Parcel IIX

Section 28, Township 26 South, Range 29 East, Eddy County, New
Mexico:

Beginning at a point in the South line of Section 28, Township 26
South, Range 29 Bast, Eddy County, New Mexico, which point is
West along said South line a distance of 643.3' from the South-
cast corner of Section 28:

Thence North 7° 47}' West 318.9' to a point;
Thence North 31° 50}' West 323.0' to a point
Thence North 19° 23}' East 142.1' to a point
Thence South 76° 31}' East 95.5' to a point;
Thence North 11° 53)' West 322.7' to a point
Thence North 41° 00}' West 290.3' to a point
Thence North 72° 34}' West 205.8' to a point
Thence North 9° 43' West 366.4' to a point; '
Thence North 45° 08' West 83.3' to a point;

~e =

ws we we

Thence South 67° 01' West 236.7' to a point;
Thence North 21° 04' East 195.7' to a point;
Thence South 82° 19' West 148.3' to a point;
Thence South 62° 14' West 225.5' to a point;
Thence South 38° 46' West 114.7' to a point;
Thence South 23° 23' West 294.5' to a point;

Thence Norxth 6° 39' Wesl 192.9' to a point;
Thence North 15° 04' East 128.4' to a point;
Thence North 6° 42' Weslt 142.0' to a point;
Thence Noxth 52° 08' West 187.7' to a point;
Thence North 34° 20' West 213.3' to a point;
Thence North 51° 37' West 103.0' to a point;
Thence Noxth 72° 43' West 85.3' to a point;
Thence South 65° 56' West 86.6' to a point;
Thence North 69° 58' West 91.3' to a point;

Thence South 44° 00' West 453.7' to a point;
Thence North 58° 13' West 270.1' to a point;
Thence North 70° 55' West 254.6' to a point;
Thence North 19° 23' West 186.4' to a point;
Thence North 35° 08' West 432.8' to a point;
Thence North 50° 24' West 392.2' to a point;
Thence North 41° 16' West 369.7' to a point;
Thence North 26° 42' West 191.4' to a point;
Thence North 86° 28' East 319.2' to a point;
Thence North 76° 44' East 478.5' to a point;
Thence North 45° 15' East 250.7' to a point;

Thence North 15° 13' East 60.8' to a point;
Thence North 48° 47' West 265.5' to a point;
Thence Noxrth 24° 16' West 143.0' to a point;
Thence North 15° 034' West 134.4' to a point;
Thence North 29° 274' East 172.0' to a point;
Thence North 20° 03' West 499.4' to a point;
Thence Noxrth 0° 56' Weslt 274.0' to a point;

019/aghl0 . 11




Thence Noxrth 1° 44' West 272.5' to a point in the North line of
Section 28;

Thence East along the said North line a distance of 1036.8' to a
point in said North line;

Thence South 35° 37}' East 279.7' to a point;

Thence South 14° 26} ' East 266.2' to a point;

Thence South 19° 12' 217.5' to a point;

Thence South 24° 43' East 307.5' to a point;

Thence South 28° 55' Kast 155.7' to a point;
Thence South 20° 28' BEast 289.2' to a point;
Thence South 43° 08' Iast 314.5' to a polnt;
Thence South 39° 22' Bast 270.,5' to a point;
Thence South 46° 13}' East 387.1' to a point;
Thence South 48° 20}' East 291.2' to a point;
Thence South 57° 44}' East 247.7' to a point;
Thence South 62° 05}' East 355.9' to a point;
Thence South 33° 23%' East 170.9' to a point; ',
Thencé South 55° 49}1' East 180.2' to a point;
Thence Noxth 78° 383' East 182.2' to a point;
Thence South 14° 55}' West 220.6' to a point;

Thence South 45° 473}' East 195.6' to a point in the East line of
said Section 28;

Thence South along the East line of Section 28 a distance of
2149.8' to the Southeast corner of Section 28;

Thence West along the South line of Section 28 a distance of
643.3' Lo the point of beginning.

The above described tract containing 220.5 acres, more or less.

019/aghl0
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CONTRACT AND OPERATIVIG AGREEMENT
]

This Agreement, made and entered into as of the [3 day of
July, 1989, by and between _Red _Bluff _Water__ Powex _ Control
District, bereinafter sometimes referred to as "Assignor", and
George_ P, Mltchell, _II, whose address 1is P. 0. Box 50682,

L/

!
*B(1) Lvsvesap O 8 0tav]
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3 E Midland, Texas 79710, hereinafter sometimes referred to as
Y53 3! "Ansignee";
t [
: WITNESSED?TH:
3 A WHEREAS, Assignor is the record owner of Federal 0il and Gas
y i Lease NM 71599, dated April 1, 1988 (the "Lcase") covering lands
: in Eday CounLy, New Mexico as described on the attached Exhibit
% ! "A" ("Subject Lands"); and
a4 %z WHEREAS, Assignor has agreed to assaign the operating rights
b : and working interest under the lease to Assignee subject to cex-
T tain terms and conditions described hereln,
HA NOW, THEREFORE, in consideration of the premises and other
——— good and valuable consideration and mutual covenants hereof, the

2
T

parties assign and agree as follows:
I.

Subject to the terms and conditions set out hercin, Assignor
hexeby grants, aassigns and conveys to Agssignee all of Assignor's
operating rights and working interest in the Subject Lands exist-
ing by virtue of the Leasc and the exclusive right and privilege
of exploring, testing and development lands de.cribed ins the
attached Exhibit "A" for oil, gas and other hydrocarbons,
minerals and, in connection therewith, Aisignor shall be entitled
to exercise all of the rights and privileges granted to the
lessee undex the terms of the Lease and all of the production
from the Subject Lands shall be owned by Assignee subject to the
following:

{a) Payment by Assignee of royalties reserved in said
lease to the lessor, proportionate to the interest assigned
herein;

{b) Agsignor hereby accepts and reserves to itself,
its successors and assigns, as an overrlding royalty, 7-1/2% of
all oil and gas produced from the subject. lands which shall be in
addition to all royalties, overriding royalties and similar bur-
dens existing as of this date. MAssignor's overriding royalty is
to be free and clear of all costs of development and operation
but subject to applicable taxes. If said oil and gas lcase does
not cover the full interest in the premises or Assignor does not
own the full Interest in the 1lease, the overriding royalty
interest herein reserved by Assignor shall be proportionately
reduced.

(c) Assnignee shall have the right to pool the over-
riding royalty interest herein regserved without the consent of
Assignor, by committing all or any part of the Subject Lands to a
communization agreement or unit agreement. approved by the govern-
mental agency having jurisdiction.

I1I.

Excepting for the payment of »rentals and/or minimum
royalties elsewhere provided for herein, Assignee assumes all
obligations, duties and covenants hereafter accruing, imposed
upon the lessee by the Lease and any intermediate assignment
thereof insofar as they pertain to the nubject landa and to the
extent of the interaest assigned herein and agrees to comply with
the terms thereof and applicable rules and regulations. }\
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III.

Assignor shall not relinquish or surrender the Lease as tou
the Subject Lands, nox shall Assignor do or perform any act or
thing which might cause the Lease to be forfeited as to the
Subject lands without the consent in writing of Assignce.
Agsignor shall prowptly furnish to Assigunee copies of all notices
or other communications received from the Department of the
Interior, Bureau of Land Management or representative thereof,
pertaining to the Lease and shall upon request of Assignee, make
application for any extension or renewal of said oil and gas
lease as to the lands covered by this agreement, where such
renewal of extension is  allowed or permitted by law or
regulation, and upon request of Asslgnee, make application for
any drilling, rental, royalty or other relief with respect to the
land covered by the agreement which to Assignec may be deemcd
proper aml Assignee shall pay or ceimnburse Assignor for all
expenses in connection therewith insofar as the same cover and
affect the lands covered by this agreecment. Assignor does herchy
give and grant to Assignee full power and authority to do and
perform every act and thing not otherwise expressly provided for
herein, necessary or required to be doide ox performed by Assignor
in connection with said o0il and gas lcase.

Iv.

Within 180 days from the date of this agreement, hssignee
shall commence or cause to be commenced the drilling of a'well at
a location of Assignee's choice on the Subject Lands or lands
pooled therewith. Such well shall be drilled with due diligence
and in a ¢good and workmanlike manner until Assignee has tested
the objective formation and either completed the well as a com-
merclal producer or plugged and abandoned the well.

Within 180 days from the completion of the first well as a
well capable of producing oil and/or gas or as a dry hole,
Assignee agrees to conduct a continuous drilling program with not
more than 180 days elapsing between the completion of one well
and the commencement of another well, until the Subject Lands are
developed to a density of one well for each standard spacing or
proration unit prescribed by orders of the New Mexico 0il
Conservation Commigsion oxr if there are no applicable spacing or
proration rules, then one well for each 40 acre tract in the
event of 031 production and one well for each 320 acre tract in
the event of gas production as may be designated by Assignee. It
is agreed and understood that wells drilled to satisfy this
program may be drilled on the Subject Lands or on lands pooled
therewith.

If the number of days which elapse between the completion of
one well and the commencement of the next well is less than 180
days, Assignee may accumulate the days saved and extend the time
for the commencement of a subsequent well. Time may be accumu-
lated from any number of 180 day periods and added to a succes-
sive 180 period.

Within 180 days after the expiration of the continuous
development program, Assignee ghall reassign to Assignor all of
the Subject Lands which are not then included in a spacing or
proration unit, as defined above, of a well producing or capable
of producing oill and/or gas in commercial gquantities, In addi-
tion, Assignee shall reassign the spacing and proxation unit for
each well after such well is plugged and abandoned.

Notwithstanding the provisions of this Article IV, should
all or paxt of the Subject Lands be included in an approved unit
agreement, the development obligations contained in such unit
agreement shall natisfy the continuous drilling requirements con-
tained hexein. Upon termination of the unit agreement or comple-
tion of the develupment obligations contained thexein, whichever

021/aghl0 ~-2-
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is the earlier, Assignee shall have 180 days to commence the con-
tinuous drilling program on the portion of the Subject Lands
which are not included in the unit area or which have been
excluded from the unit area.

V.

Asgignor shall pay all rentals and/or minimum royalties
which may bocome due and payable under the terms of the Lease
with rxespect to the land covered hereby and Assignee shall
reimburse Assignor for 100% of all such rentals and/or minimum
royalties paid and attrxibutable to the leasehold acreage assigned
herein and owned by Assignee at the time of any such payment;
provided, however, that Assignor shall not be liable fcr
inadvertent fallure to pay such rentals and/or minimum royalties.

VI,

A counterpart to this assignment of even date on the
required federal form 1is being filed with the Burcau of Land

Management, State Office in Santa Fe, New Mexico for approval by
the Bureau of Land Management.

IN WITNESS WHEREOF, this agreement is executed as of the day
and year first above written.

s

RED BLUFF WATER POWER CONT‘ROL
DISTRICT

by: Ea.széiﬂﬁéb//
. L. Filler, President

1]
cox . Mitchell, II

THE STATE OF _TEXAS )
)
COUNTY OF WARD ) 4
The foregoing linstrument was acknowledged before me on the
_ 14 _ day of July, 1989 by W. L. Fuller, President of Red Bluff
Water Power Control District on behalf of sald entlty.

| adald l
auwuan.suggguL Notary Public, State cf TEXAS
W Mb;nu‘;” Printed Name: Ruthe S. Sherrill

My commission expires: 3-31-93

THE STATE OF )

COUNTY OF ZZ«H¢~'(>

The foregoing lnstrument was acknowledged before me on the
‘ﬂjfﬂ day of July, 1989 by Geoxrge P. Mitchell, 1I.

%"f//‘ 2
[ B .
/{;Lﬂ4ﬁ/Lj A
‘-:::~ frotonnn Notary Puldlic, State of
(f M\ KATHRYN LOuIa Printed Name: .
MY COUMIBION CxPine 8 My commission expiras:
"-, ) Novamber 30, 1992 ¥ b

4

4
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EXHIBIT "A"

Attached and made a part of that certain Transfer of Operxating
Rights from Red Bluff Water Powexr Control District to George P.
Mitchell, 11.

The following description was prepared by M. R. Estes, surveyor
for the Red Bluff Water Power Control District, and certified as
to being true and correct as to boundaries, corners and lines of
the Red DBluff Water Power Control District Reservoir ip the State
of New Mexico on May 20, 1936 and further approved by the Burcau
of Land Management on August 4, 1937.

FIELD NOT@Q
Red Bluff Resexvolr
Parcel IL

Section 27, Township 26 South, Range 29 Last, lddy County, New
Mexicos s

Beginuning at a point in the South line of Section 27, Township 26
South, Range 29 East, Eddy County, New Mexico, which point is
East along said Sou'! line of Section 27, a distance os 1228.1°
from the Southwest corner of said Section 27;

Thence North 26° 24} East 70.9' to a point;

Thence North 68° 54' West 186.2' to a polint;

Thence Noxth 8° 46°' West 279.0' to a point;

Thence North 31° 17' West 223.9' to a point;

Thence North 48° 30' West 330.0' to a point;

Thence North 23° 36' Weust 263.1' to a point;

Thence North 28° 13' West 251.4' to a point;

Thence North 72° 45' East 249.2' to a point;

Thence North 60° 17' West 422.0' to a point;

Thence Noxth 57°¢ 493' West 259.4' to a point;

Thence North 2° 358 West 304.6' to a point;

Thence North 19° 16)' East 126.6' to a point;

Thence North 2° 45§' East 75.5' to a point;

Thence South $4¢ 153 West 189.1' to a point;

Thence Noxrth 78° 274' West 176.1' to a point;

Thence Norxth 45° 47%' West 471' to a point in the West line of
said Section 27;

Thence South along the West line of Section 27 a distance of
2149.8' to the Southwest corner of said Section 27;

Thence East along the South line of Section 27 a distance of
1228.1' to the point of beginning.

The above described tract containing 38.5 acres, more or less.
Parcel 111

Section 28, Township 26 South, Range 29 East, BEddy County, lew
Mexicc:

Beginning at a point in the South line of Section 28, Township 26
South, Range 29 East, Eddy County, New Mexico, which point is
West along sald South line a distance of 643.3' from the South-
eat cornexr of Section 28:

Thence Horth 7° 473' West 318.9' to a point;

Thence Noyth 31° 50’ West 323.0' to 4 peint;

Thence North 19° 23}' East 142.1' to a point;

Thience South 76° 311' East 95.5' to a point;

Thence Noxth 11° 531' West 322.7' to a point;

Thence Noxth 41° 003}° West 290.3' to a point;

Thence North 72° 343° West 205.8' to a point;

Thence North 9° 43' West 366.4°' to a point;

Thence North 45° 08' West 83.3' to a point;

Thence South 67° 01°' West 236.7' to a point;
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Thence
Thence
Thance
Thence
Thence
Thence
Thaence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
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North
South
South
South
South
North
North
Noxrth
North
North
North
North
South
North
South
North
North
North
Norxth
North
North
North
North
North
North
North
North
North
Noxth
North
Noxth
North
North

Section 28;
Thence Eagt along the said North line a distance of 1036.8' to a
point in said North line;

Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence
Thence

South
South
South
South
South
South
South
South
South
South
South
South
South
South
North
South
South

said Section
Thonco South along the East line of Section 28 a distance of

2149.8' to the Southeast corner of Section 20;

21° 04' East 195.7' to a point;
82° 19' West 148.3' to a point;
62° 14' West 225.5' to a point;
JB° 46°' West 114.7' to a pcinty
23° 23" West 294.5' to a point;
6° 39 West 192.9' to a point;
15° 04' East 128.4' to a point;
6° 42' West 142.0' to a point;
52° 08' West 187.7' to a point;
34° 20' West 213.3' to a point;
51° 37' West 103.0' to a poipt;
72° 43' West 85.3' to a point;
65° 56' West B6.6' to a point;
69° 58' West 91.3' to a point;
44° 00’ West 453.7' to a point}
58° 13' West 270.1' to a point;
70° 55° West 254.6' to a point;
19° 23' West 186.4' to a point;
35° 08' West 432.8' to a point;
50° 24' west 392.2' to a point;
11° 16' West 369.7' to a point;
26° 42' West 191.4' to a point;
86° 28' East 319.2' to a point;
76° 44' East 478.5' to a point;
45° 15' East 250.7' to a point;
15° 13' East 60.8' to a point;
48° 47' West 265.5' to a point;
24° 16' West 143.0' to a point;
15° 03)' West 134.4' to a point;
29° 27)' East 172.0' to a point;
20° 03' West 499.4' to a point;
0° 56' West 274.0' to a point;
1° 44' West 272.5!

35°
14°
19°
24°
28°
20°
43°
39°
46°
48°
57°
62°
33e
55°
78°
14°
45°
28;

374' East 279.7' to a point;

26} ' East 266.2' to a point;
12* 217.5' to a point;

13' East 307.5' to a point;
55' East 155.7' to a point;
28' East 289.2' to a point;
08' pEast 314.5' to a point;
22' Bast 270.5' to a point;
13} East 387.1' to a point;
20§* East 291.2' to a point;
44}' East 247.7' to a polnt;
054' East 355.9' to a point;
23)' East 170.9' to a point;
493 East 180.2' to a point;
38)' East 182.2' to a point;
55)' West 220.6' to a point;
47}' East 195.6°'

to a point in tne North line of

to a point in the East line of

Thence West along the South line of Section 28 a distance of
643.3' to the point of beginning.

The above deecribed tract containing 220.5 acres, more or less.

STATE OF NEW MEXICO, County of Eddy, sa. 1hereby certify that this instrument was filed for record on the
July

25

day of

at 12:50

o'clock

P. M. anddulyrecorded

,A.D. 1989

poox 491042

of the Eddy County Records.

in

KAREN DAVIS, County Clerk

021/aghl0

T TR TN TIT N

LR Ut b b

ST T e e ey Ay CLITRI TH P RO g e e A

7

By __,LQ‘.LA.‘L_Y_ZQW«_____ Deputy



HALLON OFL COMPANY AUHHORITY TOR LAPEHDTIURE - Urllling & Produc!ion

FUELD TROSPECT Brushy Diaw-Dolawara/I'eccos Rlvor

WILLL HAM: Amoco-Rod Blulf-lodaral £3

1OCATICH ©330' FHL, 18085' TEL, (NW/4 NLC/4), Section 28, T2065, R29E

COuNlY, STAIE I'ddy County, How Moxlco

CONTRACTOR (TENTATIVE) CapStar Urltilng

LEASE NUMBLR

1269

PROPLRTY NO,

NM=-01-17

PREPARID BY:

Joe H, Cox, Jr,

DATE:
06-05-89

APPROYLD BY:

Kevin M, Flizqgerald

DATE:
06-05-89

APPROYED BYy

DATE:

TANTICIPATED START/STOP DATES

COST ESTIMATE

TANGIBLE

TXPENSE
DRILLING-CASTNG POINT $ _4,650

LRILLIMG-COMPLETION $ 82,725
woneoviw oo S
onR (secteyy s
TUTAL COSTS $ 81,315

INTANGIBLE
EXI'ENSE

$ 82,420

3 75,000

TOTAL

$ 87,010

$157,725

]

824,195

PROJECT DESCRIPPTION

Under 1he tarms of the Oporaling Agreomont Mallon 0!l Company propusoes the drllling of 1he above captioned well,

woll s
5,200,

avarrunn,

in by drilled 1hrough the Willllamson Sand Mamber of

Fartnots will Lo nollfled I

Mo cost oxcnods authiorlzed amounls by 10% or nore,

the Cherry Canyon Formaltlon to a total depih of approximate
Ihe estlmates of cosls are basod on actual bids and historical coslis, howevor are ostlmates on'y and subject -

ATTACH TROCGNOSTS AND COST BREAKDOWN
COST SHARING
Ber AP
__?fﬁ Hiﬁ}' Water fower Gontrel Dist. 28.40 308 24,780 28.46 % $44.889
L
PAINUR ALTROVAL -
G At SIGNATURE : LATE:

fed Blul'f Water Power Lontrol District



MALLON OIL COMPANY

AUTHORIZATION FOR EXPENDITURE

Wratl Mamo and Number __Amoco-Red Bluill-Tedoral #3 AFE HNO,
Ceunty Lddy State Noew Mexlco Prospoct Name Pecos River
Section _ 28 W 265 RGE ___29E  Well Locatlon __NW/4 NE/A4
ftatd _ Nrushy Draw Objactive Formatlon __ Cherry Canyon Depth 5,200!

DETAILS OF COST ESTIMATE
910 A 920 INTANGIBLE COSTS DRY 1IOLE PRODUCER
1o Damages Lossoes 3 -- $  --
102 Roads & Locatlon 5,000 6,000
103,171 Mobllilzatlon/Demobllization _ Incl. -- --
103.2 Drilling-Tootage 5200 ft. @ $7.85 AR 40,820 40,820
103,353 Daywork | days WDP, @ 3200 /day: 3,200 3,200
1"3.,4 Turnkey Conlract N/ A o -- =--
201 Complation Unlt 6 days @ 31,300 - 7,800
106 Mud Chemicats 2,500 2,500
1ny Fower, Water & Fual 3,000 6,500
tos Equlpment Rental _ 3,000 - 6,000
o9 Coring Tostling -= ~=
140 Logging 7,000 7,000
R Comenting Sorvices e 5,000 14,500
112 Consultants 2,000 4,400
115 Trucking & Haullng . 500 1,500
117 O'hor Costs Contingency 5% 3,900 7,200
118 Adminlstrative Ovoerhoad 2,000 4,500
125 Blts lncl. - --
130 Mud Logaltng e 4,500 4,500
L02 Woll Stimulatton _ 37,000 ~~  Pertorallon 4000 S 41,000
165 Abandonment Costs -

TOTAL INTANGIBLE DRILLING COSTS $ 82,420 $157,420
930 TAMSIBLE LQUIPHMINT COSTS
299 Surfance GCasing 450 ft B8 5/8" slzo @ $9,00 /1t $ 4,050 $ 4,050
300 Intermediato Usg. -= {t - slze @ § -~ /1t -- -~
301 Productlon Csy. 5,200 ft 5 1/2" size a 36,00 /1t 31,200
302 Tubing & Atlachmenis 5,200' 2 7/8" ? 1.50 1,800
503 flods & Pumps __ 8,000
3n4 Wel| llead Equipment _ 600 1,500
35 flowllnes 4,500 x .70 3,373
306 Iinstallation _4,300' x ,50 2,250
307 Pumping Unllt & Englnes 25,000
TOR Tank Battery & Flttings _ ==
09 tton-Controllab'e Equipmonl ==
1o Treaters-separators _ J——
AR Nyl ldIngs . =
iz Uther Equlpmanit Contlmngoncy 5% 4,200

TOTAL TANGIBLE EQUIPMENT ©OSTS $ 4,650 $ 87,375

AFE o TOTAL CcOST $ 87,070 $244,105
+ i M
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MALLON OIL COMPANY

1099 181 Street, Sutte 2750, Denver. Colorado 80202
{303) 293-2333

April 4, 198Y

Red Bluff Water

Power Control District
1171 W. 2nd Street
Pecos, TX 79772

Attention: Mr. Jim E4 Miller
CERTIFIED MAIL - P 570 412 767

Re: Amoco-Red BIuff #2 well
Eddy County, New Mexico

Dear Mr. Miller:

Pursuant to our phone conversation on March 29, 1989, this letter
is to inform you that Mallon 0il Company's offer of a five percent (5%)
overriding royalty on the Amoco-Red Bluff #2 well is still open for
acceptance.

In the event Red Bluff agrees to Farmout all of Red Bluff's acreage
in Sections 27 and 28 under one Farmout Contract, Mallon Oil Company is
willing to offer a seven and one half percent (7.5%) overriding royalty
and a one hundred eighty (180) day continuous drilling commitment.

Please advise the undersigned of your decision as to Mallon 0Oil
Company's offer.

Sincerely,

-

KFM:er
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MALLON OIL COMPANY

1099 18 Stieet, Suite 2750, Denver, Colotado 80202
(303) 293-2333

April 10, 1989

Red Blufl Water Power:
Control District

111 W. 2nd Street
Pecos, X 79772

Attn: M. Fuller

Re: Surveys
Pecos Rivel Prospect
Eddy County, New Mcxico

PDear Mr. Fullern:

’

Enclosed please find copies of the surveys for the above captioned
prospect.

If you have any auestions, please advise.
Sincerely,
MALLON OIL COMPANY

(f e A

,abeth Redmond
Lahd Assistant

FR/as

enclosure
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SECTION 27, TC _NSHIP

ELDY COUNTY, =

L i7

3
33

SUBDIVISION ACREAGE

SWZSWYy,
NW';SWY

28.767 Ac.
9.727 Ac.

NOTE: A drawing was prepared for a tract

in Secution 27, Township 26 South, Range 29
Last, by platting the [ield notes [urnished
by Red Bluff Water Power Control District on
a section plat made by U.S. General Land
0(flce. The notes were prepared by Me. M.R.
Lstes and were approved by the U Bureau

of Land Maunagement. Due to an crror or
errors in the survey or the typed degcription
of the survey,
close by an error of 320.26 feet. A copy of
the plat labeled Exhibit "A" is attached.

.5,

The drawing shown on this page 1s an office
attempt to graphically portray what was
intended in those orfginal {leld notes.

We have made the last two calls In the
description fall on the sectlon lLines and
have attempted to force a closure that will
contain the 38.5 acres. Obviously, we
canuot certify that the drawilng ls correct.

Do, LV (o 7

26 SOUTH, RANC

the tract with 18 sides did not

29 EAST, NMEM,

~~£i 22 NEW MEXICO
eg| T
\\\-_

T 22|23
—

26

T T2 —
' T eee—

LINE NO. BEARLING DISTANCE
1 N 49°28'08" E 131.84'
2 N 61°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°55'54" W 251.09"
7 N 28°54'27" W 204,51
8 N 69°19740" & 283.26"
9 N 51°18746" W 457.09'

(RY) N 55°264'10" 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"'
L4 S 62°05'51" W 206.90"'
15 N 73°35'41" W 114.31"
16 $ 71°50'31" W 67.92'
17 $ 01°58'00" W 2149.80"'
18 S B4°24700" E 1228.10'

MALLON OJL CO.

Plat showing land leased by B.L..M. to Red
Bluf{f Power Water Control District in
Section 27, Township 26 South, Range 29 East,
N.M.P.M., Eddy County, New Mexlco.

— ) L JOHM W. WEST ENGINEERING COMPANY
Jolip-W,West, N.M. P.E. & L.S. No. 676 |CONSULTING ENGINEERS HOBBS, NEW MEXICO
Y Texas R.P.5. Ho. 1138 Scale: 1" = 1000’ Drawn By: M. Mitchell
‘L Date: 8/25/88  |Ck. Shest |  of | Sheels
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SECTION 27,

TOWN P 26 SOUTH, RANGE Lo EAS

T, N.M.PM.,
EODY CGUNTY, : NEW MEXICO
_2l22
28| T
_—
T 22/23
26
I
T e ee——
NOTE : Legal Description does not
close by 320.26 feol.
—_—
TT———— |28
34| 35
LINE NO. BEARING DISTANCE
o | N 26°24'30" E 70.90'
2 | N 68°5900" W 186.20'
3 'N_08°46'00" W 279.00'
A Ino3ietroo"w i 223800
5 | N 48°30'00" W 330.00°
6 N 23°36'00" W 263.10'
7 | N 28°1300" W 251.40'
B |N 72°4500"E |  249.20'
9 | N _60°17'00" W 422.00'
1o | N 57°49'30" W 259.40°
1IN 02°35'30" w 304.60'
12 [N I19°16'30"E 126.60°
13 N 02°45'30" E 75.50"
L | s 54°15'30" w 109.10°
15 |IN 78°27'30" W 176.10°
_ 16 |N 45°47°30" W 47.50°
AT ]S 01°58'00" W 2149.80'
18 S 84°24'00" E 12:28.10"°

[, 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

Bluff Water Power Control District
No fleld work was performed in the
preparation of this plat.

RED BLUFF WATER TOWER CONTROL DLISTRICT

Plot of B.L.M. legal description within
Section 27, Township 26 South, Range 29
East, N.M.P.M., Eddy County, New Mexico.

JOHN W, WEST ENGINEERING COMPANY
CONSULTING _ENGINEERS

. el £ A - 110BBS, NEW MEXICO
Joh?/),/West.' M. P.E. & L.S, No., 676 Scale: 1" = 1000' Drawn By: M. Mitchell
il Taxas R.P.5. No. 1138 ate: 8/01/88 ek Shest 1 of 1 Shesls




~ SECTION 28,

LDDY COUNTY,

TOWNSHIP 26 SOUTH, RANGE *29 EAST, N.M.PM,

NEW MEXICO

prne

oy, REARTNG NISTANCT LINE No, WIEARTHG NISTANCE
' P A SRR NN 1N 7t " AT 20" W 167,53
! A I 1 . N 1 2 YR T Rl I P N V2. 84T i W J67A7 0" W 191.30°"
SURDINVTSTON ANCREAGE \ :I [P AN [V A W 143,00 14 AT T 19,19
4 I TP IR Rl 945,51 " I N 767406 00" E KR 44"
NRNE FH.384 Ac, "on :I)n},:. W e Ve N ARG8T E 250.60°
MR WA . " MoALPOET SO W mo, 18 [[NR B A B R 0. 77"
SWENED, (SR Iy S VO ) B o1y 2 u s o ” HOANTARY 32" W 205 40"
51;‘.‘\“'. 5.656 Ac. BN OITAY20M W 66,1 N 24T16TS0" W 142.92°
" M AST0NT20" W fy.20° 10 I KR R 1 R 136.32°
1 G LT W AL AN Aty o220t Mt K 171.91°
N 1 TR R A A X 195,59 Al U200 A1 W h99.12°
1/ S HITIGUSRT W 1am, 3y’ ht HooeTsH oY W 273.84"
[ S A2 W 225,50 A N 01 4a4'0) W 272.34°
L] S OIMTALTANY W 114,75 Al S BIT43T00" 1252.3)'
1% L NS AN B At 294.60° A RIE R B A TR 285.64°
16 Hoan™3 " W 192,79 [l S EAT260 06" R 225.92"
17 MST04AT I E [F2PRAN h S 1071155 R 217.7%
I N 06427 1) W 141,92 an 8 24743020 1 Wy
1y HOSITOTIN W 18701 W S 2n7557 " 155.51"
20 M OBAT21OR Y 20,19 S0 520020001 F IRR B4
21 H OSTT IR 6" W [1iPCIT 51 S A3T0uT19" R NA R
2! M 7270491 W #95.21° 57 S22 R 270.19°
2 S LHTHATOR" W . 62! 513 S AGTIN NN F BhH. 67"
4 N 69759055 W gy .20 5% & AR"22'0" E 290, /8"
29 SOAPSATAT W A%y.89" 5h $O517AIT05" F 207 46"
26 M OSRPIATALT W 27001 hh S 677ORTEO" E 355.57°
21 HOTOTH60 56" W 254 50" 57 5O3VI24T28" F 170707
M ™2y At W 1o 51 5 99751 SRY F 1ro,02°
AL N0t " W h) ot i NIRRT m2. 12
0 IR A AR AR 704" o I A P ART AR 270,18
it N A N A o 211,96
6 S 0PSRN0 W 214980
0 5 RITATTO0" W 643.10°
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LINE NO. BEARING DISTANCE
1 N 07°47'30" W 315.90"
2 N 31°50'30" W 323.00°
3 N 19°23'30" & 142,107
4 S 76°31'30" £ 95.50"
5 N 11°537'30" W 322.70°
6 N 41°00°30" W 290.30°
7 N 72°34730" W 205.80'
& N 09°43'00" W 366.40"
9 N 45°0R'OO™ W 83.30"
10 S 67°01'00" W 236.70°
11 K 21°04'00" I 195.70"
12 S 82°19'00™ w 168.30"
13 S 62°)4'00" v 225.50"
A S 38°46'00" W 1164.70"
15 S 21°23'00" W 294.50"
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17 N 15°04°00" | 128.40"
18 N 06742'00" W 142.00"
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26 N 52°12'00" W 270.10"
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28 N 19°23'00" W 186.40"
29 N 35°08'00" W 432.80"
30 N 50°24'00" W 392.20°
31 N 41°16'00" W 369.70°
32 N 26°42'00" 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
Bluff Water Pcwer Control District.
No fleld work was performed in the
preparation of this plat.
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33 N 86°28'00" E 319.20°
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36 N 15°13'00" E 60.80"
37 N 48°47'00" W 265.50"
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MALLON OIL COMPANY

1099 18th Street, Suite 2750, Denver. Colorado 80202
(303) 293-2333

February 24, 1989

Red Bluff Water

Power Control District
111 W. 2nd Street
Pecos, TX 79772

Attention: Mr. Fuller
CERTIFIED — P-518 874 953

Re: Amoco-Red BIluff #2 Well
Eddy County, New Mexico

Dear Mr. Fuller:

Pursuant to our phone conversation February 20, 1989, this letter
is to inform you that Mallon Oil Company's offer of a five percent (5%)
overriding royalty on the Amoco-Red Bluff #2 well is still open for
acceptance. Mallon 0il Company feels that in light of the economics in
this area, a five percent (5%) overriding royalty 1is fair to both
parties.

I understand Red Bluff is entertaining the idea of dividing the
reservolr leased by Red Bluff into separate tracts for farming-out to
interested parties. Mallon 0Oil Company 1is 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 drilling 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.

-

Sincerely,
1
MZ}'LIDN OIL COMPXNY
P - ) A ,’

Vi
VR ; -
ar . /)

L/ Gl
Land Manager

. KEM:er
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MALLOY DIL CUMPANY AUV RIRLTY TOR EXPUNDITURE - Drilling & Prouwction

FIELD/PROSPECT  Brushy Draw/Pecos River Prospect LEASL NUMBLR
1269 & Red Bluff #1638
WELL NAME Amoco-Red Bluff-Federnl #2 PROPERIY NO.
NM- 01-15
LOCAT ION SE NE, Soc. 28, 7265, R2%C PREPARED BY: DATE:
Joe H. Cox, Jr. 11-29-88
COUNTY, SIATE Eddy County, New Mexlca APPROVED BY: DATE:
Kevin M. Fitzqsrald
CONTRACTOR (TENTATIVE) Capstar Drilling APPROVED BY: DATE

ANTICIPATED START/STOP DATES

COST ESTIMAIE INTANGIOLE
TANGIBLE EXPENSE TotaL
EXPENSE
DRILLING-CASING POINT _ $ 4,000 $ 120,900 $_ 124,900
DRILLING-COMPLETLON _ $_ 80,700 $_ 086,000 $_ 175,500
WORKOVER _ s $
ONER (SPECIFY) _ _ _ $ $ $
T0IAL COSIS $ 92,700 $ 202,700 $ 300,400

PROJECT DESCRIPTION

b
-

Under the terms of the Operating Agreement, Mallon 0il Company, proposes drilling the abaove captioned
well into the Brushy Canyon formation (Delaware Mtn. Group), to spproximately 6,200'. Costs include
the completion testing of two zones.

ATTALI PROGNOSIS AND CO5T DREAKDUWN

COST SHARING

Red Blotd Woter Pover Control District 14 . 14 % $42.477

”

PARTNER APPROYAL

cepANy: Red Blufl Hater Power Conlrol SIGNATURL :

DATE :
District



MALLON OIL COMPANY

1099 18th Sticet, Suite 2750, Denver, Colorado 80202
(303) 293-2333

December 2, 1988

Red Bluff Water Power Control District
111 W. 2nd Street
Pecos, 1X 79772

SENT' CERTIFIED MAIL {P-297 350 455

RE: Amoco-Red Bluff Federal #2 Well
Eddy County, New Mexico

To Whom It May Concern:

Enclosed please find a plat for the Red BLuff acreage subdivision
for the Anmoco-Red Bluff Federal #2 well localled in the SE/4 NE/4 of
Section 28, 1265, IR9E, NMPM, JFddy County, New Mexico. Mallon Oil
Conpany proposes to drill this well prior to May 1, 1989,

Pursuant to this plat, I have prepared an Authority for
Expenditure dated November 29, 1988 and Operating Agreement dated
December 2, 1988 both of which are enclosed for your execution. |

Should you have any questions, please advise.

Sincerely,

KEM:er
Enclosure

cc: Mr, James T. Joennings
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Secltion 281 SLf4 NE/4

COUNTY OR PARISH OF - Uddy STATE OF e Mexico
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GUIDANCE IN THE PREPARATION OF THIS AGREEMENT:

2.

6.

Title Page: Fill in blanks as applicable.
Preamble, Page 10 Enter name of Operator.

Article II - Exhibits:
(a) Indicate Exhibits to be attached.

(b) 100t is desired that no relercice be nade o non-discrimination, the reference to Exhibit “*F'* should be deleted.

Article 111.B. - Interests of Parties in Cost and Production: Enter royalty fraction as agreed to by parties.

Article IV. A, - Title Examination: Sclect option as agreed (o by the partics.

Article TV.B. - Loss of Title: If *Joint Loss™ of Title is desired, the following changes should be made:

(a) Delete Articles 1V.D.1 and 1V.B.2.

(b) Anticle 1V.B.3 - Delete phase *‘other than those set forth in Articles V.11, and IV.B.2 above.”

(c) Atcticle VILE. - Change refeience at end of the first grammatical paragraph fiom **Article 1V.B.2"" to “*Adticle 1V.B.3."

(d)Atticle X. - Add as the concluding sentence - ** All claims or suits involving title o any interest subject to this agrecment shall be
treated as claim or a suit against all panies hereto.”’

Atticle V - Operator: Enter nanic of Operator.

Article VLA - Inttial Well:

{a) Date of commencement of diilling.
{(b) Location of well.
(c) Obligation depth.

Article VI.B.2.(b) - Subscquent Operations: Enter penalty percentage as apreed to by partics.

Article VLI.C. - Taking Production in Kind: If a Gas Balancing Agrecment is not In existence nor attached hereto as Exhibit “E™, then use
Alternate Page 8.

Article VH.D.1. - Limitation of Expenditures: Select option as agreed to by partics. ,

Asticle VIL.D 3. - Limitation of Expenditures: Enter limitation of expenditure of Operator fur single project and amount above which
Operator may furnish information AFE,

Article IX. - Internal Revenue Coxle Election: Delete this article in the event the agrecment is a Tax Partnership and Exhibit * G is
attached.

Article X. - Claims and Lawsuits: Enter claim limit as agreed to by partics.

Article XIIl. - Term of Agreement:

(a) Select Option as agreed (o by partics.
(b) If Option No. 2 is sclected, cater agreed number of days in two (2) blanks.

Signature Page: Enter elfective date.
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OPERATING AGREEMENT

THIS AGREEMENT, catered into by and between Mallon OIl Company

_— —_— ) - ——, hercinafter designated and

e 1. . H . ‘ . - - . T .
referied (o as “*Operator™, and the signatory party or patics other than Operator, somctimes hereinafter referred to individually herein
as “Non-Opcrator™, and collectively as **Non-Operators™ .

WITNESSETH:

WHERLAS, the partics to this agtcement are owners of oil and gas Icases and/or oil and gas interests in the land identified in

Exhibit *“A™", and the paitics hereto have reached an agreement to explore and develop these teases and/or oil and gas interests for the
production of il and gas to the ¢xtent and as hereinalter provided,

NOW, THEREFORE, it is agieed as follows:

ARTICLE I.
DEFINITIONS

As used in this agicement, the following words and tetms shall have the meanings here ascribed to them:
A. The term “oil and gas’* shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons

and other marketable substances produced therewith, unless an intent to limit the inclusivencss of this term is specifically stated.
B. The terms “*oil and gas lease™, “‘lease’

v

andd “‘leaschold’” shall mean the oil and gas leascs covering tracts of land
lying within the Contract Arca which arc owned by the parties to this agreciment.

C. The term *‘oil and gas interests” shall mean unleased fee and mineral interests in tracts of land lying within the
Contract Arca which are owned by paitics to this agreement.

D. ‘The term **Contract Arci’” shall inean all of the lands, oil and gas leaschold interests and vil and gas interests intended to be
developed and operated for oil and gas parposes under this agreement. Such lands, oil mxd gas leasehold interests and oil and gas interests
are described in Exhibit “A*".

E. The term “‘drilling unit’" shall jncan the arca fixed for the drilling of one well by order or rule of any slate or
federal body having authority. I a drilling unit js not fixed by any such rule or order, a drilling unit shall be the dr‘illing unit as establish-
ed by the pattern of diilling in the Countract Arca or as fixed by express agreement of the Drilling Partics.

F. The term “‘drillsite” shall mean the vil and gas lease or interest on which a proposed well is 10 be located.

G. The ters **Drilling Party'" and **Consenting Pasty”” shall mean a party who agrees to join in and pay its share of the cost of
any opcration conducted under the provisions of this agreement.

H. The tcems *“*Non-Drilling Pasty” and **Non-Consenting Party’” shall mcan a party who elects not to participate
in a proposed operation,

Utiless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the
singular, and the neuwter gender includes the masculine and the feminine.

ARTICLE 1.
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
XX A. Exhibit AT, shall include the lTollowing information:
(1) Identilication of lands subject to this agrecment,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percemages or fiactional inteiests of partics to this agreement,
(4) Oil and gas leases and/or oil and gas interests subject to this agieement,

(5) Addresses of parties for notice purposcs.
[T o1 LU T4 TTER LY » LA 3 £.1 -

XX C. Exhibit “C”, Accounting Proceduice,
X D. Exhibit D", Insurance.
XX E. Exhibit “E’, Gas Balancing Agreement, (1f appliicable)
‘:‘l 5" I S N \_l'x}_!lTAL.VAf 3. - " A ;I RPTSY v ™ af )l CAUW E““.I"|08.
cotosbrmnb ey b3 by rarerd .
I any provision of any exhibit, except Exhibits B’ merd=ddadd | is incounsistent with any provision contained in the body
of this agreement, the provisions in the body of this agicement shall prevail.
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ARTICLE I11.
INTERESTS OF PARTIES
A ibeamtbloandabonssl
h"‘}r _:3 - 11 IU :.‘ AL JL.P..‘.' ad '.“. “."' i."‘l"l h‘”hn lliﬂl I ‘l' " '""FIH' i‘ " i i iiiiln(
and during the term hereof as if it were covered by the {opn ol gilanl gasdessswttrctedte eI TIODL T B, and the owner theceofl

s nisbiedsaberrrEd T W er=nrterontememeviebe dtheminiossat walethinloiimimibasiular

B. Interests of Partics in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be tosne and
paid, and all equipment and nuderials acquised in operations on the Contract Area shatl be owned, by the pusties as their interests are set

forth in Exhibit “*A’". In the same manner, the partics shall also own all production of oil and gas fiom the Contract Area subject to the

payment of toyalties tasblideaidoninal bbb slonblnip oeds dvoveinebe oy,

Regardless of which pasty has contiibuted the lease(s) and/or oil and gas inteiest(s) heseto on which royalty is due and
payable, each paity entitled to receive a shire of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause 10 be puid or delivered, o the extent of its interest in such production, the royalty amount stigalateddwssinabene and shall hold the

other partics free from any hiability tharefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any othier pasty’s lessor or royalty owner, and if any such other pasty's lessor or soyalty owner should deinand and

receive settlement on a higher piice basis, the patty contributing the affected lease shall bear the additional royalty burden attributable
to such higher price.

Nothing contained in this Auticle 1I1.B. shafl be decined an assignment or cross-assigimment of interests covered hereby.

C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty,

overniding royalty, production payment or other burden on production in aldhannmnbstipnlatedin Articic 1B, such party so

“ . - . . M
burdened shall assume and alone bear all such excess obligations and shall indenmify and hold the other parties heseto hanless from any
and all claims and demands for payment asserted by owners of such excess burden,

D. Subsequently Created Interests:

If any party should herealter create an overriding royalty, production payment or other burden payable out of production
attributable to its working interest hereunder, or if such a burden existed priog 10 this agreciuent and is not sct forth in Exhibit “A’™", or
was not disclosed in wiiting 10 all other partics prior to the execution of this agrecment by all parties, or is not a jointly acknowledged and
accepted obligation of all parties (any such intcrest being hercinafier referred to as **subscquently created interest’” irrespective of the

timing of its creation and the party out of whose working interest the subscquently created interest is derived being hereinafier referred
to as “*burdened party’’), and:

1. If the butdened party is requited under this agreement (o assign or 1¢linguish to any othier party, or parties, all or a portion
ol its wosking interest and/or the production attributable thereto, said other party, or partics, shall receive said assign-
ment and/or production hice and clear of said subsequently created intetest and the burdencd party shall indemnify and

save said other party, or patics, harmless from any and all claims and demands for payment asserted by owners of the
subsequently created interest; and,

2. 11 the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VILB.

shall bie enforceable against the subsequently created interest in the same manncr as they are enforceable against the working
interest of the burdened party.

ARTICLE 1V,
TITLES

A. Tide Exmmination:

Title cxamination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if
the Drilling Parties so tequest, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working intcrest, minerals, royalty, overriding
royalty and production payments wider the applicable leases. At the time a well is proposed, cach party conttibuting leases and/or oil and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstiacts (including federal lease status
reposts), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession
of or made available to Operator by the partics, but necessary for the examination of he title, shall be obtained by Operator. Operator
shall cause title to be examined by attorncys on its stafl or by outside attorneys. copies of all title opinions shall be furnished to each party
hereto. The cost incutred by Operator in this title progrun shall be borne as follows:

[pon TN &% iy Y P PR - | PO PN £ 4

s rrevrred-bplip procurngrabsirastr-and-tive etrgreiimetedimeprelnvmerrrmmpis seested,

shut-in gas royalty opinions and division order title i ¢ overhead ns provided in Exhibit 'C"’,

aerroryouardeattorneys,
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ARTICLE 1V
continucd

% Option_No, 2: Costs incurted by Operator in procuting abstracts and fees paid outside attorneys for title cxamination
(including preliminay, suppleniental, shint-in pas royalty opinions and division otder title opinions) shall be bane by the Drilling Parties
in the proportion that the interest of each Diilling Paity bears to the total interest of all Drilling Parties as such interests appear in Ex-

hibit ** A", Operator shall make no chatge for services rendered by its stall attorneys or other personnel in the perfonmance of the above
functions.

Each pauty shall be tesponsible for sccuring curative matter and pooling amendments ot agreenents required in connection
with leases or oil and gas interests conttibuted by such party. Operator shall be tesponsible foe the preparation and recurding of pooling
designations or declarations as well as the conduct of heatings before governmentad agencies for the secuting of spacing or pooling orders.
This shall not prevent any party {rom appearing, on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the tide to the duillsite or drilling unit has been examined as above
provided, and (2) the title has been approved by the examining attotney or title has been accepted by all of the pacties who are to par-
ticipate in the drilling, of the well.  The partles wlll have a period of soven (7) doys afler recelpt of Tltle

Oplinlon 1o notify Operata of thelr approval or rojection of title.
B. Loss of Tite: Fallure to notify Operator will be deemod as acceplance of title.

1. Failwic of Title: Should any oil and gas infercst or lease, or interest theeein, be lost through failuce of tite, which loss
resulls in a reduction of interest from that shown on Exhibit “*A™, the party contributing the aifected lcase or intercst shall have
aincty (90) days from linal detcrtiination of title failure 10 acquite a new lease or other instrument curing the entirety of the title
(ailure, which acquisition will not be subject to Article VHLB., and failing to do so, this agrecient, nevertheless, shall continue
in force as tu all remaining oil and gas leases and intercsts: aad,

(a) The pacty whose oil and gas lease o interest is alfected by the title failure shall bear alone the entire loss and it shall not be
cutitled to recover from Operator or the other parties any developient or operating, costs whicly it may have theretafore paid or incurred,
but there shall be no additional hability on its part to the other partics hereto by reason of such title failure;

(b) There shall be no retoactive adjustment of expenses incurred or tevenuces received from the ogcmlion of the interest
which has been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that
title failure has occutted, so that the interest of the patty whose lease or interest is alfected by the tie (ailure will thereafter be
reduced in the Contract Arca by the amount of the interest lost;

(c) It the proportionate interest of the other pastics hereto in any producing well therctolore drilled on the Contract Area is
increased by 1eason of the title failwe, the paty whose title has failed shall receive the proceeds attiributable to the increase in such in-
terest (less costs and burdens atttibutable thereto) until it las been reimbursed for uarecovered costs paid by it in connection with such
well;

(d) Should any person not a party to this agreement, who is determined o be the owner of any iaterest in the title which has
failed, pay in any manncr any part of the cost of operation, development, or cquignnent, such amount shall be paid to the puty or parties
who boce the cost which are so tefunded;

(e} Any liability to account te a third party for prior production of otl and gas which atises by reason of title failure shall be
borne by the party ot parties whose title failed in the same proportions in which they shared in such prior production; and,

() No chiarge shall be tade to the joint account lor legal expenses, (ees or salatics, in connection with the defense of the interest

claimed by any pauty hereto, it being the intention of the pactics hereto that each shall deltend title to its interest and bear all expenses in
connection therewith.

2. Loss by Non-Payment or Erioncous Payment of Amount Duc: If, through mistake or oversight, any rental, shut-in well
payment, minimun royally or royalty payment, is not paid or is crroneously paid, and as a result a lcase or interest theeein terminates,
there shall be no monetary liability against the party who failed to make such payment. Unless the paity who failed to muake the required
payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure 1o make proper payment,
which acquisition will nat be subject to Article VIILB., the interests of the parties shall be revised on an acreage basis, effective as of the
date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of owaciship of the lease or interest which has terminated. In the event the party who failed 1o make the
requited paymient shall not have beeo fully reitnbursed, at the time of the loss, from the proceeds of the sale of oil and gas auributable to
the lost interest, calculated on an acreage basis, for the development and operating, costs theretofore paid on account of such interest, it
shall be reimbursed lor uotecovered acutal costs theretofore paid by it (but not for its shace of the cost of any dry lwle previously drilled
or wclls previously abandoned) from so much of the following as is necessmy to clfect reimbursement:

(a) Procecds of oil and gas, less operiting, expenses, theretofore accrued to the credit of the lost interest, on an acreage basis,
up to the amount of unrccovered costs;

(b) Proceeds, less operating expenses, thereafier accrued attributable to the lost interest on an acreage basis, of that portion of
oil and gas thereafter produced and marketed (excluding production from any wells thereatter drilled) whicls, in the absence of such lease
termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the oil and gas 10 be contributed by the other partics in proportion to their respective interests; and,

(c) Any monics, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner
of the interest fost, for the privilepe of participating in the Contract Arca or becoming a paity to this agreement.

3. Other Luosses: All losses incurred, other than those set forth in Articles TIV.B. 1. and [V 3.2, abave, shall be joint l_osscs
and shall be borne by all parties in proportion to their interests. There shall be no teadjusunent of interests in the remaining portion of



10
11

12
13
14

15
16
17
18
19
20
21

22
23
24
25
26
Py
28
29
30
31
kY
33

35
36
7
iR
19
40
41
42
43
44
45
46
47

49
50)

982 - Modcl Form Opcrating Agl‘(:\c'i..bh(

ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

Mallon Oll Company
, e — shall be the
Opcrator of the Contract Atea, and shall conduct and direct and have full control of all operations on the Contract Area as pennitted and

requited by, ind within the timits of this agieement. It shall conduct all such ope rations in a good and workmanlike manner, but it shatl

have no liability as Operator to the other parties for losscs sustained or liabititics incurred, except such as may result from gross
negligence or willful misconduct.

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

1. Resignation or Removal of Operator: Operator may 1esign at any time by giving written notice thereof to Non-Operators.
if Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Arca, or is no longer capable of
serving as Operator, Operator shall be deened to have resigned without any action by Non-Operators, except the sclection of a
successor. Operator may be removed if it Lails or refuses to carry out its duties bereunder, or becomes insolvent, bankrupt or is
placed in receivership, by the alfirmative vote of two (2) or more Non-Operators owning a majotity interest based on ownership
as shown on Exhibit <A™ S ladiagibisioting.inbsnasstanleantes. Such resignation or removal shall not become
cffective until 7:00 o’clock A.M. on the lirst day of the calendar month following the expiration of ainety (90) days after the giving
of notice of resignation by Opeiator o1 action by the Non-Operators to remove Operator, ualess a successor Operator has been
selected and assumes the duties of Operator at an earlicr date. Operator, after effective date of resignation or removal, shall be
bound by the terins hercof as a Non-Operator. A change of a corporate name or structure of Operator or transfer of Operator’s
interest to any single subsidiary, parent or successor corporation shall not be the basis for removal of Operator,

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

the parties. The successor Operator shall be selected from the patties owning an interest in the Contract Area at the ime such successor
Operator is sclected. The successor Operator shall be selected by the affinmative voie of two (2) or imore partics owning a majority interest
based on ownership as shown on Extibit “*A™"; provided, however, if an Operator which has been renuoved fails to vote or votes only to
succeed itself, the successor Operator shall be selected by the affinmative vote of two (2) or more pattics owning a’nmjority interest based
on ownership as shown on Exhibit “*A* remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

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

D. Drilling Contracts:

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

ARTICLE VL.
DRILLING AND DEVELOPMENT

AL Initinl Well:

On or belore the l S.L.__tlny of_May ' |9§?_. Operator shall commence the diilling of

a well for oil and gas at the following location:

'l'gni./g;'._l‘qipﬂZ()_Sg}.}WL‘_l_L,_ Rauge 29 Last MM

Seclion 28t SL/4 Nif4
Fddy County, Mew Mexico

and shall thercafter continue the diilling of the well with due diligence o a depth of appie wmately 6200 Lo

adequately test Lhe Brushy Canyon Formation.

unless granite or other practically inpenctrable substance or condition in the hole, which renders further drilling impractical, is en-
countered at a lesser depth, or unless all partics agree to complete or abandon the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling which give indication of containing oil and
gas in quantitics sufficient to test, undess this agreement shall be limited in its application 1o a specific fonmation or formations, in which
event Operator shall be required to test only the formation or formations to which this agreement may apply.
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ARTICLE V1

comtinued

If, in Operator’s judgment, the well will not produce il or gas in paying quaatities, and it wishes to plug and abandon the
well as a dry hole, the provisions of Article VLE 1. shall thercafter apply.

B. Subsequent Operations:

1. Proposcd Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
forin Article VLA, or tosework, decpen or plug back a diy hole drifled at the joint expense of alf partics or a well jointly owned by all
the parties and not then producing in paying quantitics, the party desiting to drill, 1iework, deepen or plug back such a well shall give the
other parties wrilten notice of the proposed operation, specifying the work to be performed, the focation, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties 1cceiving such a notice shall have thirty (30) days after receipt of the notice
within which to notify the party wishing to do the work whether they elect to parsticipate in the cost of the proposed operation. If a drill-
ing rig is on location, nutice of a proposal o rework, plug back or drill deeper may be given by telephone and the response period
shall be limited 1o forty -cight (48) hours, exclusive of Saturday, Sunday and lepal holidays. Failure of a party receiving such notice
Lo reply within the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation.
Auy notice or response given by telephone shall be promptly confirmed in writing.

If all pattics elect 1o particiapte in such a proposed operation, Operator shall, within nincty (90) days after expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-cight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actually commence the proposed operation and coroplete it with due diligence at the risk and expense of all par-
tics hercto; provided, however, said comuencement date may be extended upon wiitien notice of sanie by Operator to the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary (o obtain
permits from governmental authoritics, sutface rights (including rights-of-way) or appopriate drilling equipment, or o complete
title examination o1 curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Arti-
cle X1, if the actual operation has not been commenced within the time provided (including any cxiension thercof as specifically
permiticd herein) and il any party hercto still desires to conduct said operation, written notice proposing same thust be resubmitted
to the other parties in accordance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VLB.1. or VIL.D. 1. (Option
Na. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benetits of this Article, the party or parties
giving the notice and such other parties as shall clect to participate in the operation shall, within nincty (90) days afier the expiration of
the notice period of thitty (30) days (or as prowptly as possible after the expiration of the forty-eight (48) hour period when a drilling
rig is on location, as the casc miay be) actually commence the proposed operation and complete it with due diligence. Operatar shall
perform all work for the account ol the Consenting Parties; provided, however, if no drilling rig or other equipment is on location,
and if Operator is # Non-Consenting Party, the Consenting Partics shall either: (a) request Operator to perform the work required
by such proposcd operation for the account of the Consenting Paitics, or (b) designate one (1) of the Consenting Parties as Operator
o perform such work. Consenting, Pactics, when conducting operations on the Contract Area pursuaat to this Article VI.B.2., shall
comply with all terms and conditions of this agieement.

1f less than all partics approve any proposcd operation, the proposing party, inmediately alter the expiration of the applicable
notice period, shall advise the Consenting Partics of the total interest of the partics approving such operation and its recommendation as
10 whether the Consenting Patties should proceed with the operation as proposed. Each Consenting Paity, within forty-cight (48) hours
(exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a)
litnit participation to such party's interest as shown on Exhibit “*A’" or (b) carry its proportionate part of Nun-Consenting Parties’
interests, and failure to advise the proposing party shall be deemed an election uader (a). In the event a drilling rig is on location,
the time pecmitied for such a response shall not exceed a total of forty-cight (18) hours (iuclusive of Sarday, Sunday and legal

hulidays). The proposing party, at its clection, may withdraw such proposal if there is insufficient participation and shall promptly
notify al} partics of such decision.

The cntire cost and risk of conducting such operations shall be borne by the Consenting Parties in the propoitions they have
clected to bear same undler the tenns of the preceding paragraph. Consenting Pastics shall keep the leaschold estates involved in such
uperations free and clear of all licns and cncumbrances of every kind cicated by or arising froms the operations of the Consenting Parties.
i1 such an aperation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole cost, risk and expense. If any well diilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-
ducer of vil and/or pas in paying quantitics, the Consenting Partics shall complete and equip the well to produce at their sole cost and risk.
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ARTICLE VI
continued

and the well shall then be turned over to Operator ad shall be aperated by it at the expettse and for the account of the Consenting Par-
tics. Upon commencement of operations lor the drilling, ceworking, deepening or plugging back of any such well by Consenting Partics
in accordance with the provisions of this Article, each Non-Conscating Party shall be deemied to have relinguished to Consenting Parties,
and the Consenting Parties shall own wud be eutitled to receive, in proportion (o their respective interests, all of such Non-Consenting
Party’s interest in the well and share of praduction therefrom until the proceeds of the sale of such share, calculated at the well, or
market valuc thereol il such share is not sold, (afier deducting production taxes, excise taxes, royalty, overriding royalty and other in-

terests not excepted by Article 111.D. payable out of or measured by the production fiom such well accruing with respect to such interest
until it reverts) shall cqual the total of the following:

{a) 100 of cach such Non-Conseating Party’s share of the cost of any newly acquired surface cquipment beyond the wellhead
conncctions (including, but not limited to, stock tanks, separators, reaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Pasty s share of the cost of operation of the well comimencing with first production and continuing until each such Non-
Consenting P'arty’s relinquisbed iuterest shadl revert o it under other provisions of this Article, it being agreed that each Non-
Conscuting Party's share of such costs aul cquipment will be that interest which would have been chargeable to such Non-Consenting
Patty had it pasticipated in the well from the beginning of the operations; and

(b)__ﬂ?U % of that portion of the costs and expenses of drilling, reworking, decpening, plugging back, testing and
completing, after deducting any cash contributions received under Articke VILC., and_400 __ % of that portion of the cost of

newly acquired equipinent in the well (to and including the wellthead connections), which would have been chargeable to such Non-
Consenting Party if it had patticipated therein.

1]

An clection not to participate in the drilling or the deepening of a well shall be decmed an clection not to participate in any re-
working or pluggring back operation proposed in such a well, or portion thercof, to which the initial Non-Consent clection applied
that is conducted at any time prior to full recovery by the Consenting Partics of the Non-Conscnting Paity’s recoupment account.
Any such reworking or plugging back operation conducted during the recoupment period shall be deciued part of the cost of opera-
tion of said well and there shall be added 1o the sums to be recouped by the Consenting Pastics one hundred percent (100%) of
that portion of the costs of the reworking ot plugging back operation which would have been chargeable to such Non-Consenting
Party had it participated therein. If such a reworking or plugging back operation is proposed during such recoupment period, the
provisions of this Article VL.B. shall be applicable as between said Consenting Padtics in said well.

Duiing the period of time Consenting Partics are entitled to receive Non-Consenting Party’s share of production, or the
proceeds therefrom, Consenting Patics shall be responsible for the payment of all production, severance, excise, gathering and other

taxces, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Patty's share of production not excepted
by Article H1.D.

In the case of any rewoiking, plugging back or deeper drilling operation, the Consenting Pasties shail be permitted to use, free
of cost, all casing, tubing and other equipinent in the well, but the ownership of all such equipment shall retain unchaaged; and upon
abandonment of & well after such rewarking, plugging buck or deeper drilling, the Consenting Partics shall account for all such equip-
ment to the owners thereof, with cach paity receiving its propoctionate part in kind or in value, less cost of salvage.

Within sixty (60) days after the completion of any operation under this Anticle, the party conducting the operations for the
Conscenting Partics shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an
itemized statement of the cost of diilling, decpening, plugging back, testing, completing, and equipping the well for production; or, at
its option, the operating party, in ficu of an itemized statement of such costs of operation, may submit a detailed stateinent of morthly bill-
ings. ach month therealter, dusing the time the Conscnting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall fumnish the Nou-Consenting Partics with an itemized stateient of all costs and liabilities in-
curred in the operation of the well, together with a statemicnt of the quantity of oil and gas produced from it and the amount of proceeds
realized from the sale of the well's working interest production during the preceding month. In determining the quantity of oil and gas
produced duting any month, Consenting Patties shall use industry accepted methods such as, but not limited to, metering or periodic
well tests. Any amount realized from the sale or other disposition of cquipment newly acquired in connection with any such aperation
which would have becn owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturaed costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as
above provided: and if there is a credit balance, it shall be paid to such Non-Cousenting Party.
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ARTICLE V1
continued

1f and when the Consenting, I'arties recover from a Non-Consenting Party s relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert w it. and, from and after such reversion, such Non-
Conscating Party shall own the same interest in such well, the material and equipient in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would have been entitled to lad it patticipated in the drilling, reworking, deepening or plugging
back of said well. Theieafier, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further
costs of the operation of said well in accordance with the terms of this agreement amd the Accounting Procedure attached hereto.

Notwithstarling the provisions of this Article VI.B.2. it is agreed that without tie mutual consent of all partics, no wells shall
be completed inor prichuced from a source of supply from which a well located clsewhere on the Contract Area is producing, unless such
well conforms o the then-existing well spacing, pattern for such source of supply.

The provisions of this Article shall have no application whatsocver to the drilling of the initial well described in Article VLA.
except (a) as 0 Asticle VILD. 1, (Option No. 2), if selected, or (b) as to the rewarking, decpening and plugging back of such initial well
after it has been drilled to the depth specified in Asticle VEALf it shall thereafier prove to be adry hole or, il initially completed for pro-
duction, ceases to produce in paying quantitics.

3. Stand By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results thereof fumished to the partics, stand-by costs incuired pending response to a paity’s notice proposing a
1eworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand by costs subsequent to all partics responding, or expitation of the (esponse time permitted, whichever
first occurs, and prior to agiecinent a5 to the pasticipating interests of all Consenting Panties pursuant to the tenps of the secord gram-
natical paragraph of Article VI.B.2, shall be charged to and bome as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient pasticipation, such staikd-by costs shall be allocated between the Consenting Parties in the proportion

cach Consenting I"'arty's interest as shown on Exhibit ** A’ bears to the total interest as shown on Lxhibit ** A’ of all Consenting Par-
ties.

4. Sidetracking: Except as hereinafter provided, those provisions of this agrecinent applicable to a *“deepening’” operation shall
also be applicable to any proposal to directionally control and intentionally deviate a well fiom vertical so as to change the bottom hole
location (herein called **sidetracking”’), unless done to straighten the hole o1 to diill wround junk in the hole or because of other
mechanical difficulties. Any party having the right to patticipate in a proposed sidetracking operation that docs not own an interest in the
affected well bore at the time of the notice shall, upon clecting to paiticipate, tender o the well bore owners its proportionate shase (equal
to its interest in the sidetracking operation) of the value of that portion of the existing well bote to be utilized as follows:

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the initial diilling, of the well down 1o the depth at which the sidetracking operation is initiated.

(b} 11 the praposal is for sidetracking a well which has previously produced, icimbursement shall be on the basis of the well's
salvable matcerials and cquipment down 1o the depth at which the sidetracking operation is initiated, determined in accordance with the
provisions of Exhibit “*C"’, less the estinated cost of salvaging and the estimated cost of plugping and abandoning.

In the event that notice for a sidetiacking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-cight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request
and receive up to cight (8) additional days afier expiration of the forty-eight (48) hours within which to respond by paying for all stand-by
time incurred during such extended tesponse period. If more than one party elects to take such additional tiine to respond 1o the: notice,
standby costs shall be allocated between the parties taking additionad time to respond on a day-to-day basis in the proportion each electing
party’s interest as shown on Exhibit “* A"’ bewrs to the total interest as shown on Exhibit “ A" of al the electing pasties. In all other in-
stances the 1esponse period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separatcly dispose of its proportionate share of all oil and gas produced from the Contract Area,
exclusive of production which may be used in development and producing operations and in preparing and treating oil and gas for
marketing puiposcs and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any
party of its propostionate share of the production shall be borne by such party. Any party wking its share of production in kind shall be

7



14
15
18
17
3
19

Ea)
—_—
; =~

[FVER VNIV VI S I S O |39
P T LT N DN e e

Sl
-

35
3o
M
38
39
H)
41

42
BRI
44
45
46
47
44
44
50
51

52
53
54
55
¢

)

- 782 - Model Form Operating Agreerc

ARTICLE Vi1
continued

required to pay for only its propostionate share of such part of Operator's surlace facilitics which it uscs.

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from

the Contract Arca, and, except as provided in Asticle VILD., shall be entitled to receive payment direetly from the purchaser thereof for
its share of all preduction.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share
ol the il produced from the Contract Area, Opcerator shall have the right, subject 1o the revocation at will by the party owning it, but not
the obligation, to purchase such oil or scil it to others at any time and [rom time to time, for the account of the non-taking party at the
best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the tight of the
owner of the production to excreise at any time its right to take in kind, or separately dispose of, its share of ali oil not previously
delivered to a purchaser. Any purchase oc sale by Operator of any other party’s share of vil shall be anly for such reasonable periods of

time as are consistent with the miniinum needs of the industry under the particular circumstances, but in no event for a petiod in excess
of one (1) year.

In the event ane or more partics’ separate disposition of its share of the pgas causes split-stream deliverics to separate pipelines
and/or deliverics which on a day-to Jay basis for any reason are not exactly equal 10 a paity’s respective proportionate share of total gas
sales (o be allocated to it the balancing or accounting between the respective accounts of the partics shall be in accotdance with any
gas balancing agrecment between the parties hereto, whethier such an agreement is attached as Exhibit ““E”, or is a separate ngreement.

D. Access to Contract Area nnd Information:

Each party shall have access tw the Contract Arca at all reasonable times, at its sole cost and risk to inspect or observe operations,
and shall have access at reasonable times w information pertaining to the developient or operation thereof, including Operator’s books
and records relating, thereto. Operator, upon tequest, shall furnish cach of the other partics with copics of all forms or reports filed with
governmental agencies, daily deilling 1eports, well logs, tank tables, daily gauge and tan tickets and reports of stock on hand at the
first of each mowth, and shall make available samples of any cores or cuttings taken fiom any well drilied on the Contract Arca. The

’
cost of gathering and furnishing inlormation to Non-Operator, other than that specilied above, shall be charged to the Non-Operator
that requests the information,

E. Abandonment of Wells:

drilled or decpened under the terms of this agreement and is proposed to be completed as a dry hole shall pot be plugged and abandoned
without the consent of all parties. Shoukl Operator, after diligent elfort, be unable 10 contact any party, or should any party fuil lo reply
within torty-eight (48) hours (exclusive of Satueday, Sunday and legal holidays) after receipt of sotice of the proposal w plug and abandon
such well, such party shall be deemed to have consented 10 the proposed abandonment. All such wells shall be plugged and abandoned
in accordance with applicable regulations and at the cost, risk and expense of the pattics who participated in the cost of drilling or decpen-
ing such well. Any party who objects 1o plugging and abandoning such well shall have the right to take over the well and conduct further
operations in scarch of oil and/or gas subject to the provisions of Article VLB,

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operatioun has been corducted
hereunder for which the Consenting Partics have not been {ully reimbursed as herein provided, any well which has been completed
as a producer shall not be plugged and abandoned without the consent of all partics. If all parties consent to such abandonment, the well
shall be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the partics hereto. If,
within thirty (30) days alier receipt of notice of the proposed abandomnent of any well, all parties do not agree to the abardonment of such
well, those wishing to continue its operation fiom the interval(s) of the formation(s) then open to production shall tender to cach of the
other parties its proportionate share of the value of the well’s salvable material and equipment, determined in accordance with the provi-
sions ol Exhibit **C™", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning
party shall assign the non-abandoning partes, without warranty, express or implicd, as to title or as to quantity, or fitness for use
of the cquipment and material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to,
but only as 1o, the interval or intervals of the formation or formations then open 1o production. 1f the interest of the abandoning party
is or includes an oil and pas interest, such party shall exccute and deliver o the non-abandoning party o1 parties an oil and gas lease,
tunited to the interval or intervals of the formation or fonmations then open 1o production, for a term of one (1) year and so long thereafter

as oil and/or gas is produced from the interval or intervals of the formation or formations covered theichy , smetrivaretodbeordierform
: X R
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ARTICLE Vi

continued

e The assignments or leases so limited shall encompass the ““diilling wnit”™ upon which the well is located. The

payments by, and the assignmicnts or leases to, the assignees shall be in a rtio based upon the reationship of their respective perzentage
of participation in the Contract Area to the aggregate of the petcentages of participation in the Contract Arca of alf assipnees. There

shall be no readjustmicnt of interests in the remaining pottion of the Contract Arca,

Thercafter, abandoning pactics shall have no further responsibility, lability, or intecest in the operation of or production from
the well in the interval or intervals then open other than the royalties retained in any lease made under the teans of this Adicle. Upon re-
quest, Operator shall continue o operate the assigned well for the account of the: non-abandoning parties at the rates and charges con-
lemnplated by this agrecment, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to

repurchase its prior interest in the well (using the same valuation formula) and pas ticipate in fther operatious thercin subject to the pro-
visions hereof.

between Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no
well shall be permanently plugged and abandoned unless and until all partics having the 1ight to conduct further operations therein bave

been notified of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions
of this Article VLLE.

3. Abandonment of Non-Consent Operations: The provisions of Anticle VLE. 1. or VLE.2. above shall be applicable as

ARTICLE VIL
EXPENDITURES AND LIABILITY OI' PARTIES

A. Lisbility of Fartics:

The labihity of the patties shall be several, not joint or collective. Each patty shall be responsible only for its obligations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
among the paitics in Atticle VILB. e given to secure only the debts of cach severally. 1t is not the intention of the partics 1o create, nor
shall this agreement be construed as creating, a mining or other partnership or association, or 0 render the parties liable as partners.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share
of oil and/or gas whea extiacted and its nterest in all equipment, to sccure payment of its share of expense, wogether with interest thereon
at the rate pravided in Exhibit **C’*. To the extent that Operator has a security interest under the Uniforin Conunercial Code of the
state, Operator shall be entitled Lo exercise the rights and rewedies of a sccured patty under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the sccured indebtedness shall not be deemed an clection of remedies or otherwise affect the lien
rights or security interest as sccurity for the payment thercof. In addition, upon default by any Non-Operator in the payment of its share
ol expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
the sale of such Non-Opcerator’s shave of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amouant of any default. Operator graats a like lien
and security interest to the Noa-Operators to secure payment of Operator’s propottionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement thereflor by
Operator, the non-defaulting partics, including Operator, shall, upon request by Operator, pay the unpaid amouat in the proportion that
the interest of cach such party bears o the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain
reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as hercin otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the develop-
ment and operation of the Contract Area pugsuant to this agrecment and shall charge each of the pastics hereto with their respective pro-
portionate shares upon the expense basis provided in Exhibit **C'". Operator shall keep an accurate record of the joint account hereunder,
showing expenses incmred and chages and credits made and received.

Operator, atits clection, shall fave the right from time to time o demand and receive from the other paities payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hercunder during the next succeeding
month, which right tay be excecised only by subinission to each such patty of au itemized staterent of such estimated expense, together
with an invoice for its share thereol. Each such statement and invoice for the paymeat in advance of estitnated expense shall be subinitted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within
lifteen (15) days after such estimate and invoice is reccived. 1§ any party fails to pay its share of said estimate within said time, the amount
duc shall bear interest as provided in Exhibit **C"* until paid. Proper adjustment shall be made monthly between advances and actual ex-
pense to the end that cach party shall bear and pay its proportionate share of actual expenses incurred, and no more.

D. Limitation of Expenditures:

L. Duill or Deepen: Without the consent of all partics, no well shall be diilled or decpened, except any well drilted or deepened
pursuant to the provisions of Article VI.I3.2, of this agrcement. Consent to the drilling or deepening shall include:
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ARTICLE VI
continued

Bl Option No. 1: All necessary expenditures for the drilling or deepening, testing. completing and equipping of the well, including
necessary tankage and/or surface facilities.

WWMHWWMM
authorized depth, and all tests have been completed, and the results thereof furnished o the partics, Operator shadl pi o~
to the Non-Operators who have the right (o pasticipate in the complction costs. The pamcs receiving s
(48) hours (exclusive of Saturday, Sunday amdt legal bolidays) in which to clect 0 patici
tempt. Such election, when made, shall include consent to all necessa
cluding necessary tankage and/or swiface l.\uhuw Failugg
constitute an election by that party not to 3
elect o set pxpc and to atter

back™ as cogl

tdiate notice

Olice shall have fory-eight
ie setting of casing and the completion at-
wies for the completing and equipping of such well, in-
party receiving such notice to reply within the period above fixed shall
C n the cost of the completion atempt. 1T one or more, but less than all of the parties,
ipletion, the provisions of Anicle VEB.2. hereof (the phrasc *“reworking, deepening or plugging
tticle VEB 2. shall be deemiad to include **completing™™) shall apply 10 the operations therealter conducted by less

2. Rework or Plug Back: Without the consent of all partics, no well shall be reworked or plugged back except a well reworked or
plugged back pursuant to the provisions of Article VLB 2. of this agreement. Consent to the reworking or plugging back of a well shall

include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary 1ankage
and/or surface facilitics.

3. Other Operations: Without the consent of all parties, Operator shall not undertake any 'cmk)c project reasonably estimated
o require an expenditure in excess of. twenty-five thousand _Dollars ($ )
except in conncction with a well, the drilling, reworking, deepening, completing, recompleting, o1 plugging back of which has been
previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
cinergency, whether of the same or different niature, Operator may take such steps and incur such expenscs as in its opinion are required
to deal with the emergency to safeguard life amd property but Operator, as prompily as possible, shall report the emergency to the other

parties. If Operator preparcs an authority for expenditure (ALE) for its own use, Operator shall furnish any Non-Operator so requesting
an information copy thercofl for any single project cosling in excess of twenty-live thousand ’

Dollars ($__22,00 ) but less than the amount first set forth above in this paragraph. ’

E. Rentals, Shut-in Well Payments aud Minimum Royalties:

Rentals, shut-in well paymicats and minimnn royalties which miay be required under the terms of any lcase shall be paid by the
party or parties who subjected such lease to this agreement at its or their expease. In the event two o1 miore partics own aad have con-
tributed intercsts in the same lease to this agtecment, such parties may designate one of such pacties to make said payments for and on
biehalf of all such pactics. Any party may tequest, and shall be entitled o receive, proper evidence of all such paynients. In the cvent of
failure to make proper payment of auy reatal, shut-in well payment or minisuum 1oyalty theough mistake or oversight where such pay-

wment is required to continue the lease in foree, any loss which results from such non-payment shatl be borme in accordance with the pro-
visions of Article IV.B.2.

Operator shall notify Non-Qperator of the anticipated cotpletion of a sht-in gas well, or the shutting in or return to production
of a producing gas well, at least five (5) days (excluding Saturday, Sunday wixd legal holiday), or at the catliest opportunity penmicted by
citcumstances, prior to taking such action, but assumes no liability for failure to do so. Inthe event of failure by Operator to so notify
Non-Operator, the loss of any lease contiibuied hereto by Non-Operator for faiture to make timely payiments of any shut-in well payment
shall be borne juintly by the pattics hereto wnder the provisions of Aaticle 1vV.B.3.

. Taxes:

Beginning with the first calendar year after the cflective date hercof, Operator shall sender for ad valorcm taxation all property
subject to this agrecment which by law should be rendered for such taxes, and it shall pay all such taxes assessed thercon before they
become delinquent. Prior to the rendition date, cach Non-Operator shall furnish Operator information as 10 burdens (to include, but not
be limited to, royalties, overriding 1oyalties and production payments) on leases and oil and gas intcrests contributed by such Non-
Operatos. 1F the assessed valuation of any leaschold estate is reduced by reason of its being subject to outstanding excess royalties, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benelit of the owner or
owaners of such leaschold ¢state, and Operator shall adjust the charge to such owncr or owners so as to reflect the benelit of such reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of cach party's working interest, then notwithstanding
anything to the contrary herein, chaiges to the joint account shall be imade and paid by the partics hereto in accordance with the tax

value geucrated by cach party’s working interest, Operator shall bill the other partics for their proportionate shares of all tax payments
in the manner provided in Exhibit **C**,

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and manner
prescribed by law, and prosccute the protest to a final determination, unless all pastics agree 10 abandon the protest prior to final deter-
mination. During the pendency of administiative or judicial proceedings, Operator may clect t pay, under protest, all such taxes ardd any
intcrest and penalty, When any such protested assessmient shall have been finally determined, Operator shall pay the tax for the joint ac-

count, together with any interest and penadty accrued, and the total cost shall dien be assessed against the pasties, and be paid by
them, as provided in Exhibit “C**,

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

10
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ARTICLE ViI

continued

. Insurance:

At all times while operations are conducted heseunder, Operator shall comply with the wotkimen's compensation law of
the state where the operations are being conducted; provided, however, that Operator may be a scll-insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit *“C", Operator shall
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit *D*, attached 10 and made a part
hereof. Operator shall require all contractors engaged in work on or for the Contiact Area to comply with the workimen's comngensation
law of the state where the operations are being conducted and to maintain such other insutance as Operator may require.

In the event antomobile liability insurance is specilied in said Exhibit D', or subscquently reccives the approval of the
patties, 0o direct charge shall be made by Operator for premiums paid for such insurance for Operator’s autoniotive equipment.

ARTICLE V1.
ACQUISITION, MAINTENANCE OR TRANSIER OF INTEREST

A. Surrender of Leascs:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Arca, shall not be surrendered in whole
or tn part unless all paitics consent thercto.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other partics do not
agree or conscnt thereto, the party desiving to sutrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
thereaficr secured, 1o the parties not consenting 10 such surrender. If the interest of the assigning party is or includes an oil and gas in-
lerest, the assigning patty shall exccute and deliver to the party or patties not consenting o such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) year and so long thereafier as oil and/or gas is produced from the land covered thereby , ewele
htiastiadideiitetlvimioninaisoahiddie o dessdubabinddd” . Upon such assignment or lease, the assigning party shall be relicved from all
ovbligations thereafter accruing, but not therctofore accrued, with respect to the interest assigned or leased mnd lhc‘opemlion of any well
attributable thereto, and the assigning paty shall have no further interest in the assigned or leased premises and its equipnient and pro-
duction other than the royalties retained in any lease made under the terms of this Adticle. The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter’s interest in any wells amd equipment attributable (o the assigned or leas-
cd acrecage. The value of all material shall be determined in accordance with the provisions of Exhibit **C’*, less the estimated cost of
salvaging and the estimated cost of plugging anl abandoning. If the assignment or lcase is in favor of more than one party, the interest
shall be shared by such parties in the proportions that the interest of cach bears to the total interest of all such partics.

Any assigmuent, lcase or surtender made under this provision shall not reduce or change the assignor's, lessor's or surrendering
party’s interest as it wis immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage

assigned, leased or surrendered, and subscquent operations thereon, shall not thereafier be subject to the terms and provisions of this
agreement.

B. Rencwal or Extension of Leases:

Ifany party secures a rencwal of any oil and gas lease subject to this agreement, all other pasties shall be notified promptly, and
shalt have the right for a period of thinty (30) days following receipt of such notice in which to elect to participate in the ownership of the
renewal lease, insolar as such lease affects lands within the Contract Asca, by paying to the party who acquired it their several proper pro-

portionate shates of the acquisition cost allocated to that part of such lease within the Contract Arca, which shall be in proportion to the
interests held at that time by the parties in the Contract Arca.

If some, but less than all, of the parties efect to participate in the purchase of a 1encwal lease, it shall be owned by the parties
who clect to pasticipate therein, in a ratio based upon the relationship of their respective percertage of participation in the Contract Area
to the aggregate of the percentages of patticipation in the Contract Area of all parties patticipating in the purchase of such renewal lease.
Any rencwal lease in which less than all paties clect to participate shall not be subject to this agrecment.

Each party who pacticipates in the puichase of a renewal lease shall be given an assignment of its proportionate inteiest therein
by the acquiring party.

The provisions of this Article shall apply 1o rencwal lcases whether they ase for the entire interest covered by the expiring lease
or cover only a portion of its arca or an intetest therein. Any rencwal lease taken belore the expiration of its predecessor Iease, or taken or
contracted for within six (6) months afler the expiration of the existing lease shall be subject to this provision: bt any leasc tiaken or con-

nacted for mote than six (6) months alter the expiration of an cxisting lease shall not be deemed a rencwal lease and shall not be subject 10
the provision of this agreement.

The provisions in this Article shall also be applicable o extensions of oil and gas leases.

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other
operation on the Contract Arca, such contribution shall be paid to the paty who oonducted the drilling or other operation and shall be
applied by it against the cost of such diilling or other operation. If the contribution be in the fotm of acreage, the party to whom the con-
tribution is made shall promptly tender an assigninent of the acreage, without wantanty of tile, to the Drilling Partics in the proportions
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ARTICLE VIl
continued

said Drilling Partics shared the cost of diilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be
poverned by provisions identical to this agteement. Each party shall prosuptly notty all other parties of any acieage or cash contributions
it may obtain in suppott of any well or any other operation on the Comtract Arear. The above provisions shall also be applicable to op-
tional rights to earn acreage outside the Contract Aren which are in suppont of a well drilled inside the Contract Arca.

1€ any party cantracts for any consideration relating to disposition of such pasty’s share of substances produced hereunder, such
consideration shall not be deenmied a contiibution as conteinplated in this Arnicle VIII.C,

. Maintenance of Uniform Inferest:

‘:AL ok LA L o e £ | NI <l = 1 Lo Lt o g " 2
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party shall sell, encumbcer, transfer or make other disposition of its interest in the leases embraced within the
cquipment and production unless such disposition covers either:

and 1 wells,

1. the entire interest of the equipment and production; or

afbodenid bbb 2 l‘l‘_ﬂf‘". P W ayey S A

Every meeh sale, cocumbrance, transfer or other disposition made by any party shall be made expressly subject tw this agreement

and shall be made without prcjudice to the right of the other parties.
two

If, at any time the interest of any party is divided among, and owned by & o0 more co-owiners, Operator, at its discietion, may
require such co-owners (o appoint a single trustec or agent with full authority o receive notices, approve expenditwies, receive billings for
and apptove and pay such party’s share of the joint expenses, and 1o deal gencrally with, and with power [0 bind, the co-owners of such
party’s interest within the scope of the operations embraced in this agreement; however, all such co owners shall have the 1ight 1o enter
into and execute all contracts or agieements tor the disposition of their respective shates of the oil and gas produced from the Contract
Area and they shall have the sight to seceive, separately, payment of the sale proceeds theicof.

Io. Waiver of Rights to Partition:

’
If permitted by the laws of the state or states in which the property covered hereby is located, cach pasty hereto owning an

undivided interest in the Contract Arca waives any and all rights it may have 1o partition and have set aside to it in severalty its undivided
interest therein.

Sivowid e omrotrorolinth Y tertrrerTRIwTem At
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Arca, it shall promyply give writien notice to the other partics, with full information concerning #ts proposed sal include the

name and address of the prospective purchaser (who must be ready, willing and able to purcha
of the offer. The other partics shall then have an optional prior rdght, for a peri
on the same tenns and conditions the inteiest which the other pgy
ing partics shall share thic purchased inteiest i
tics. However, there shall be .

ase price, and all other terms
days afler receipt of the notice, to purchase
Bes to sell; and, if this optional right is exercised, the purchas-
1ons that the interest of each bears to the total interest of alt purchasing par-
1al right to puichase in those cases where any party wishes to mortgage its interests, or to
ativn, consolidation, or sale of alt or substantially all of its assets to a subsidiary or parent com-
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ARTICLE IX.
INTERNAL REVENUE CODE ELLECTION

This agrecment is not intended to create, and shall not be constred to create, a relationship of partnership or an association
for profit between or amuong the partics hereto. Notwithstanding any provision hecein that the rights and labilities hereunder are several
and not joint or collective, or that this agreement and operations hercunder shall not constitule a partnership, if, for federal income tax
purposcs, this agrecment and the operations hereunder are regarded as a partnership, cach paity hereby affecied elects to be excluded
tiom the application of all of the provisions of Subchapter **K*’, Chapter 1, Subtitle **A’*, of the Internal Revenue Code of 1954, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and dicected to ex-
ccute on behalf of cach party hereby alfected such evidence of this election as may be required by the Scerctany of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, ait of the returns, statements,
and the data requited by Federal Regulations 1.761. Should there be any requitement that each party hereby affected give further
evidence of this election, cach such party shall exccute such documents and furnish such other evidence as may be required by the
Federal lnternal Revenue Service or as may be necessary to evidence this election, No such party shall give any notices or take any other
action inconsistient with the clection made hereby. If any present or future income tax laws of the state or states in which the Contract
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter **K™*, Chapter 1,
Subtitle “A™, of the Internal Revenue Code of 1954, under which an clection similar 1o that provided by Section 761 of the Code is per-
mitted, cach paity hereby affected shall make such election as imay be permitted or required by such laws. In making the foregoing clec-

tion, each such party states that the incone derived by such party from operations hereunder can be adequately determined without the
computation of partnership taxable income.

12
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
Fen” thonsand
does not_exceed

p Dollars
$ 10,000

) and if the payment is in complete scttlement of such claini or suit. 1 the amount reguited for scttlement ex-
ceeds the above amount, the parties hereto shall assumc and take over the further handling of the claim or suit, unless such authority is
delegated to Operator. All costs and expenses of handling, scttling, or otherwise discharging such clain or suit shall be at the joint ex-
pense of the partics participating in the operation fioin which the claim or suit arises. If a claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such pasty shall imimediately notify all other partics, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.

ARTICLE X1
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agrecment, other than
the oblipation to make money payments, that party shall give to all other partics prompt written notice of the force majeure with
reasonably {ull particulars concerning, it; thercupon, the obligations of the party giving the notice, so far as they are affected by the force
inajeure, shall be suspended during, but no longer than, the continuance of the force majeurc. The affected party shall use all reasonable
diligence to remove the furce majeure situition as quickly as practicable.

‘The requirement that any force majeure shall be remiedied with all reasonable dispatch shall not requice the settlement of strikes,
lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficultics shall be handled shall be entirely
within the discretion of the party concerned.

The tenn **force majeute’™”, as here cployed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of
the public enemy, war, blockade, public riot, lightning, fire, stonn, flood, explosion, governmental action, governmental delay, restraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the control of the party claiming suspension. ,

ARTICLE XIIL.
NOTICES

All notices authorized or requited between the parties and required by any of the provisions of this agiecment, unless otherwise
sprecifically provided, shall be given in writing by tmail or telegram, postage or charges prepaid, or by telex or tefecopicr and addressed to
the partics to whom the notice is given at the addresses listed on Exhibit **A”. The originating notice given under any provision hereof
shall be deemed given only when received by the patty to whom such notice is directed, and the time for such paity to give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telepgraph company. with postage or charges prepaid, or sent by telex or telecopier. Each party
shall have the right o change its addiess at any time, and from tine to time, by giving written notice thereof to all other parties.

ARTICLE XII1.
TERM OF AGREEMENT

This agreement shall remain in full fosce and effect as 10 1nc oil and gas leases and/or oil and gas interests subject hereto for the
period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any
lease or oil and gas interest contributed by any other party beyond the term of this agreement.

A e g bdbrosribanid { njoebdadliis-ngrost nom ' ntinwerinr-foree-antn-wmrere
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# Option No. 2: In the event the well described in Article VLA, or any subsequent well drilled under any provision of this

apreement, results in production of oil and/or gas in paying quantitics, this agreement shall continue in force so long as any such well or
VAN

wells produce, or are capable of production, and for an additional period of __— days from cessation of all production; provided,

however, if, prior o the expiration of such additional period, one or more of the partics heseto are engaged in diilling, reworking, deepen-
ing, plupging back, testing or attiempting to complete a well or wells hereunder, this agrecment shall continue in force until such opera-
tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the
well described in Article VEA L, or any subscequent well drilled bereunder, results in a dry hole, and no other well is producing, or capable
of producing oil and/or pas from the Contiact Arca, this agreement shall terminate unless diilling, deepening, plugging back or rework-

a0

ing operatons are commenced within __=7" _____ days from the date of abandonment of said well.

1Lis agreed, however, that the termination of this agreement shall not relicve any party hercto from any liability which has

ir-rowsranel ser adbersdarned avrnrat 46y blase ableitn onl cvtaobs Berwrsiarrend feren
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agrecment shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules,

regulations, and orders of any duly constituted regulatory budy of said state; and 1o all other applicable federal, state, and local laws. or-
dinances, rules, regulations, and orders.

B. Governing Law:

This agrecment and all matiers pertaining hereto, including, but not limited to, matters of perfornince, non performarnce, breach,

remedics, procedutes, riphts, dutics amd interpretation or coustruction, shatl be governed and determined by the law of the state in which
the Contract Arca is locited. hediromicanionet-chastebtninmis atowy wlremd b byt #

g YO

C. Regulatory Agencies:

Nothing heiein contained shall grant, or be constiued to grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws o1 under rules, regulations or orders pronmlgated

under such laws in refewence w oil, pas and mincral operations, including the location, operation, or production of wells, on tracts offset-
ting or adjacent to the Contract Arca.

With respect to the operations hereuder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims
and causces of action azising out of, incident to or resulting directly or indirectly from Operator’s intcrpretation or application of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to tie extent such interpretation or ap-
plication was madc in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator’s shaie of production that Opesator 1ay be required to refund, rebate or pay as a result of such an incorrect interpretation or
application, together with interest and penalties thercon owing by Operator as a result of such incorrect interpretation or application.

N

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

ARTICLE XV.
OTHER PROVISIONS

SCE ATTACHMENT SHEETS INCLUDED HEREW!1H AND NUMBERED
14A, 148, ETC.

14



Article XV

Other Provisions

Assignment

A.

Notwithstanding the provisions of this MAgreement and the
accounting procedure attached at Exhibit “C", the parties to this
Agreanent spocifically agree that in no event during the term of
this contract shall Operator be required to make nore than one
billing or receive more than one vote or election for the entire
interest credited to each party on Exhibit "A". 1t is further
agreed that if any Party to this Agreenent (hereafter referred tc
as "Selling Party") disposes of part of the interest credited to
it on Exhibit “A", the Selling Party will be solely responsible
for billing its assignee or assignees, and shall be designated as
agent for its assiynee or assignees for the purpose of casting
votes or making elections under this Mreament, and shall remain
primarily liable 1o the other parties for .the interest ar
interests assigned and shall make prampt payment to Operator for
the entire amount of statanents and billings rendered to it. It is
further understood and agreed that if Selling Party disposes of all
its interest as set out on Exhibit "A", whether to one or several
assignees, Operator shall cootinue to issue statements and billings
to Selling Party for the interest conveyed until such time as
Selling Party has designated and qualified one assignee to receive
the billing for the entire interest. 1In arder to qualify one
assignee to receive the billing for the entire interest credited tc
Selling Party on FExhibit "a", Selling Party shall furnish to
Operator the following:

1.  Written notice of the oonveyance and photostatic or

certified copies of the assigmuents by which the transfer
was made.

2. 'The name of the assignee to be billed and a written
statement signed by the assignee Lo be billed in which it
consents to receive statements and billings for the
entire interest credited to Selling Farty on Exhibit "A"
hereof; and, further, consents to handle any necessary
sub-billings in the event it does mnot own the entire
-interest credited to Selling Party on Exhibit "A".

Payment Defaults

B.

1L any Party tails to pay, within fifteen (15) days after billing,
its share of any oost, including any advance which it may be
obligated to muke under Article I.3 of Exhibit "C" to the
Operalting Agreanent, and if such default continues for a period of
five (5) days following delivery by Operator of notice of such
default to the Party, the following may be invoked at the election
of the Operator:

(1) If the billing is for the drilling of a now well or the
plugging back, reworking or  deepening (including
sidetracking) of a well, o for the ocompletion or
recawpletion of any well, the non-paying Party will be
conclusively deaned to have elected not to participate in
the proposad operation and will becawe a Non-Consenting
Party with respect thereto under Article VI.B.,
regardless of any election to participate theretofore
made.

14 (A)



NArticle XV
Other Provisions (cont.)

Payment Defaults (cont.)

(2) If the billing is for the oonduct of any aspect of an
earning operation under a third Party farmout or option
agreanent, the non-paying Party will be conclusively deemed
to have elected not to participate in the operation and to
have relinquished and disclaimed to the other Parties all
its rights under the third Party agrecment and in and to
any interest to be acquired by campliance therewith,

notwithstanding any election to participate theretofore
made .

(3) If the non-paying Party has duly elected to participate in
the proposad operation and does not default in the payment
of any cost or in the making of any advance related to such
operal.ion until after the operation has been caonnenced,
then the provisions of subparagraphs (1) and (2) above can
be invoked, notwithstanding any election to participate
theretofore made.

(4) Rentals, shut—-in well payments, and minimum royalties which
may bo required under the temms of any lease, shall be paid
by the Operator after this agreement becunes effective.
Non-Operator shall be given notice of all rentals due, and
upon being billed by Operator, shall reimburse Operator
within fifteen days, for its pro-rata share of rentals and
other such payments made. 1In the event Non-Operatar fails
to pay said payments due, then it agrees to relinquish all
rights through proper and legal assigmnent to Operator at
no cost.

1f Operator elects to invoke subparagraphs (1), (2), (3), ar (4), the
election shall be signified by written notice to the defaulting party
delivered by Operator within 60 days of the oconpletion of the affected
operation or paymat of rentals. Regardless of Operator's election as
to subparagraphs (1), (2), (3), or (4), all non-paying Parties shall be
held fully liable for its invoiced costs, plus accrued interest, until
such tiwe as Operator has fully recovered the unpaid amount. Should
subparagyraphs (1), (2), (3), or (4) not provide sufficient funds to
cover non-paying Party's dbligation, Operator reserves the right to
collect the ramaining unrecovered amount, plus attorney's fees, court

costs, and other oosts in oonnection with the collection of the
outstanding unpaid amounts.

Call of Oil

C. Mallon retains the right to call on all oil production and agrees
to pay equal to the posted price in the area.

14 (B)
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ARTICLE XV1.
MISCELLANEOQUS

This agrcement shall be binding upon and shall inuic to the benefit of the partics hereto and to their respective heirs, devisces,
legal representatives, successors and assigns.

7 This instrument niay be exceuted in any nuiber of counterpants, each of which shall be considered an original for all purposes.
9 IN WITNESS WHEREOF, this agrecement shall be effective as of __ day of , 19

10
10

12 OPERATOR

MALFON OT1L COMPANY

, ) ITND \\mzm_\&& )

\

: uemE Mc(d ih pek BY: George O. Mallon, Jr.
RegistantSocpilary President:
z’0L0m\“§};

19

22 NON-OPERATORS

7'4 WETHESS/ATTESY : RED BLUFE WALER PXCWER CONIROL, DISTRICY
26
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30

39
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41
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EXUIBIT "A"

ATTACHED to and made a part of that certain Operating Agreament dated
Decanber 2, 1988, by and between Mallon 0il Cowpany, as Operator, and Red
Bluff Water UVower Control District, as Non-Operator For the SE/4 NE/4 of
Section 28-T26S, R29E, NMPM, Iddy County, New Mexico.

Item l: Contract Area:

Township 26 South, Range 29 Fast, NMPM
Section 28: SE/4 NE/4

Eddy County, New Mexico

Itam 2: Restrictions as to Depth:
None

Ltem 3: Percentages of Working Interest:

Mallon Oil Canpany, et al. 85.8600%
Red Bluff Water Puwer Control District 14.1400%

Ttem 4: Oil and Gas Leases Subjeck to the Agreament:

Limited to that portion of the following leases within the
Contract Area:

Foderal Lease NM-38636 '.
Foderal Lease NM NM 71599

Item 5: Address of Working Interest Partners for Notice Purposes:

Mallon 0il Conpany
1099 18th Streel, Suite 2750
Denver, QO 80202

Rod BLuff wWhler Power Control District
111 W. 2nd Street
Pecos, 11X 70772



NIEACHED Lo and © * & put of that certain Oper g Njreement daled
‘Decewber 2, 1988, ., and belween Mallon 01l Compan, , as Operator, and
"Red Bluff Water Power Control bistrict, as Mon-Operator for the SI/4
NE/4 of Secltion 28-1268, R29E, nMPM, Bldy County, New Mexico.

TERE 1S NO EXHIBIT "B" TO THIS AGREEMENT
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EXHIBIT *c v

MPIACHED to and made a part of that certain Operating Ajreement dated
December 2, 1988, by and between Mallon 0Oil Company, as Operator, and
Red Bluff Water Power Control District, as don-Operator for the SE/4
NE/4 of Section 28-1265, R291, MMPM, Eddy County, New Mexico.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

. GENERAL PROVISIONS

1. Delinitions

“Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is attached.

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection iand mainte-
nance of the Joinul Property.

*Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera-
tions and which are to be shared by the arties.

“Operator” shall mean the party designated Lo conduct the Joint Operations.

*Non-Operators” shall mean the Parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

“IFirst Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct supervision
of other employees and/or contract labor directly employed on the Joint Property in a ficld operating capacity.
“Technical KEmployees” shall mean those employees having special and specific engineering, geological or other profes-
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems
for the benefit of the Joint Property. s

“Personal Fxpenses” shall mean travel and other reasonable reimbursable expenses of Operator's erhployees.
“Material” 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 elassified in the Material Classification Manual as
most recenlly recommended by the Council of Petroleum Accountants Socielies.

2. Statement and Billings

Operator shall bill Non-Operators snvrboforo-tho-lust-day-ol-enab-meonth for their proportionate share of the Joint Ac-
count for-thepreeedinmptmonth. Such bills will be accompanied by statements which identify the authority for expenditure,
lease or facility, and all charges and credils summarized by appropriate classifications of investment and expense except

that items of Controllable Material and unusual charges and credits shall be separately identified and fully described in
detail.

3. Advances and 'ayments by Non-Operators

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

B.  {Zach Non-Operator shall pay its propovtion of all bitls within fifteen (15) days after receipl. I payment is not made
within such time, the unpaid balanee shall bear interest inonthly at the prime rate in effeet at Denver
_National Bauk _____ __ on the lirst day of the month in which delinquency occurs plus 1% or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever
is the lesser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts.

4. Adjustments

Pavmment of any such bills shall not prejudice the right of any Non-Operatlor o protest or question the correctness thereof:
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall con-
clusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar year,
unless within the said twenly-four (24) month period a Non-Operator takes writlen exception thereto and makes claim on
Operator for adjustiment. 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 Cantrollable
Mterial as provided for in Seetion V..

COPYRIGHT® 1985 by the Council of Petroleumn Accountants Societies.
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A. A Non-Operator, upon notice in writing to QOperator and all other Non-Operators, shall have the right o audit Opera-
tor’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year: provided, however, the making of an audit shall not extend the time
for the taking of wrillen exceplion to and the adjustinents of accounts as provided lor in Paragraph 4 of this Section
I. Where there are two or inore Non-Operators, the Non-Operators shall medee-enory-rensonnble-effort-to-conduct a
joint audit in a manner which will result in a minimum of inconvenience w the Operator. Operator shall bear no por-
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator. The audits
shall not be conducled more than onee each year without prior approval of Operalor, except upon the resignation or
removal of the Operator, and shall be made al the expense of those Non-Operators approving such audit.

D. Audits

B.  The Operator shall reply in writing o an audit report within 180 days alter receipt of such report.
6. Approval By Non-Operators

Where an approval or other agreement of Lthe Partics or Non-Operators is expressly required under other seclions of this
Accounting Procedure and il the ajgreement 1o which this Accounting Procedure is altached conlains no contrary provisions
in regrard thereto, Operator shall notify all Non-Operators of the Operalor's proposal, and the agreement or approval of
amajorily in interest of the Non-Operators shall be controlling on all Hon-Operators.

I1. DIRECT CHARGES

Operalor shall charge the Joint Account with the following ilems:

DY

1.  Eeological and Environmental

Costs incurred for the benefit of the Joint Property as o result of governmental or reguliatory requireinents (o satisfy environ-
mwental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological
niture and pollution control procedures as required by applicable laws and regulations.

*

2. Rentals and Royalties :
Lease rentals and royallies paid by Operator for the Joint Operations.

3. Labor

A. (1) Salaries and wages of Operator’s field employees direetly employed on the Joint Property in the conduct of Joint
Operalions.

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

(3) Salaries and wages of Technical Bmployees directly employed on the Joint Property il such charges are excluded
from the overheud rates.

(1) Salaries and wages of Technieal Kmployees cither lemporarily or permanently assigned to and direelly employed
in Lthe operation of the Joint Property if such charges are excluded rum the overhead rales.

3. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees
whose salaries and wages are charyeible (o the Joinl Aceount under Paragreaph 3A of this Scetion H. Such costs under
this Paragraph 3B may be charged on 2 “when and as paid basis” or by “percentage assessment” on Lthe amount of
salaries and wages chargeable Lo the Joint Account under Paragraph 3A of this Scction 1. I percenlage assessment
is used, the rate shall be based ou the Operator's cost experience.

C. lxpenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
lo Operator’s costs chargeable Lo the Joint Account under Paragraphs 3A and 31 of this Scetion 11.

D, Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
JA of this Section L

4. Employee Benefils
Operator’s current costs of established plans for employees’ group life insurance, hospitalizalion, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost chargeable to the Joint
Account under Paragraphs 3A and 3B of this Section 1 shall be Operator’s actual cost not to excecd the percent most recent-
ly recommended by the Council of Petroleun Accountants Societies.

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

G.  Trunsportation
Transportation of employces and Material necessary for the Joint Qperations but subject to the following limitations:
A, If Material is moved to the Joinl I'roperty (rom the Operator's warcehouse 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.

9.



L1

12.

13

14.

(PR

B, 1f surplus Material is moved to Qperator’s warchouse or other storage point, no charge shall be made to Lhe Joint Ac-
count for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway recciving point nearest the Joint Property unless agreed to by the Parties. No charge shall be

made to the Joint Account for moving Material Lo other properties belonging to Operator, unless agreed to by the
Partics.

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

Services

The cost of contract services, equipment and utilities provided by oulside sources, except services excluded by Paragraph
10 of Section J1 and Paragraph i, i1, and iii, of Seclion 1. The cost of professional consultant services and contract ser-
vices of technical personnel directly engayred on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consullant services or contract services of Lechnical personnel not direetly engaged on the Joint
Property shall not be charged to the Joint Accounl unless previously agreed to by the Parties.

Fiquipment and Facilities Furnished By Operator

AL Operalor shall charge the Joint Aceount 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 aceumulated deprecintion not lo exceed

fifteen. . percent (L_15__%) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of Lhe Joint Property.

In licu of charges in paragraph 8A above, Operalor may elect o use average commerciil rales prevailing in the immedi-
ate area of the Joinl Property less 20%. For automotive equipment, Operator may eleet Lo use rates published by the
Petroleum Motlor Transporl Association.

Damages and Losses to Joint Property

*
All costs or expenses necessary for the repair or replacement of Joint Property muude necessary because of damages or losses
incurred by fire, flood, storm, theft, accident, or other cause, except those resulling from Operator’s gross negligence or
willlul misconduct. Operator shall furnish Non-Operator writlen notice of danages or losses incurred as soon as practicable
alter a report therceof has been received by Operator.

legal Expense

Iixpense of handling, investigatling and settling litigation or claims, discharging of liens, payment of judgements and
amounts paid for selllement of claims incurred in or rmulting from operations under the agreentent or necessary to protect
or vecover the Joint Property, exeept that no charge for sexvmts of Operator’s legal stalf or fees or expense of outside attor-
neys shall be made unless previeusly agreeed to by the Parties. Abother—tepatexpenseisconsidered-to-becorered-by-the

whe%pmw&m»«m&wu—u Lunlons-obhorwise-npreed-to-by-the-Parttesexcept-ayprovided-inSectiontParagraph

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 Operalor for the benelit of the Parties. If the ad valo-
rem taxes are based in whole or in part upon separate valuations of cach party’s working interest, then notwithstanding
anything to the contrary herein, charpes to the Joint Account shall be made and paid by the Partics herelo in aceordance
with the Lax value generated by each party’s working interest.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the
event Joinl Operations are conducted in a state in which Operator may acl as sell-insurer for Worker's Compensation and/
or KEmployers Liability under the respective state’s laws, Operator may, al its election, include the risk under its self-
imsurance program and in that event, Operator shall include a charge al Operittor’s cost not to exceed manual rates.

Abandonment and Reclamaltion

Cosls incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory
authority.

Communicaltions

Cosl of acquiring, leasing, mstallmg operating, repairing and maintaining communication systems, mcludmg radio and
microwave facilities directly serving the Joint Property. In the event communication I’\uhhu/systenm serving the Joint
I'roperty are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section 1.

Other Expenditures

Any other expenditure nol covered or dealt with in the foregoing provisions of this Section I1, or in Section 111 and which

i of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations,




1.

111. OVERHEAD

Overhead - Drilling and Producing Operations

i

.

As compensation for administrative, supervision, office services and warchousing costs, Operator shall charge drilling
and producing operations on either:

{x ) Fixed Rate Basis, Paragiaph 1A, or
( ) Percentage Basis, Paragraph 113

Unless otherwise agreed to by the Parties, such charge shall be in licu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
3A, Section 11. The cost and expense of services from oulside 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 sclected Paragraph of this Section 111 unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services
and conlract 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.

The salaries, wages and Personal Expenses of Technical Employecs and/or costs of professional consultant services
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in
the operation of the Joint Property:

{ ) shall be covered by the overhead rates, or
(X ) shall not be covered by the overhead rates.

Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $ _____3,056.00
(Prorated for less than a full month) \

Producing Well Rate § 334.00

(2) Application of Overhead - Fixed Rale Basis shall be as follows:
{a) Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill-
ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except

that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or
more consecutive calendar days.

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (b) consecutive
work days or more shall be inade at the drilling well rate. Such charges shall be applied for the period
from date workover operations, with rig or other units used in workover, coinmence through date of rig

or other unit release, except that no charge shall be made during suspension of operations for fifteen
(15) or more conseculive calendar days.

(b) Producing Well Rates

(1) An active well either produced or injected into for any portion of the month shall be considered as a one-
well charge for the entire month.

(2) Each active completion in a multi-completed well in which production is not commingled down hole shali

be considered as n one-well charge providing each completion is considered a separate well by the govern-
ing regulatory authority.

(3) An inactive gas well shul 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 (o a permanent sales
outlet.

(4} A one-well charge shall be made for the month in which plugging and abandonment operations are com-

pleted on any well. This one-well charge shall be made whether or not the well has produced except when
drilling well rate applics.

(5) All other inactive wells (including but not limited o inactive wells covered by unit allowable, lease allow-
able, transferred allowable, ete.) shall not qualily for an overhead charge.

(3) The well rates shall be adjustedd as of the first day of April each year following the effective date of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in use by Lhe percentage increase or decrease in the average weekly earnings of Crude Petroleumn and Gas
Production Workers for the Inst 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,

H3-Operatorshall-echarge-the Joint-Aecount-nt-the-following rates-
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LR,

Percent (%) of the cost o development of the Joint Property exclusive of costs provj :
) of Scction 11 and all salvage credits. ‘

evelopment

under aragra

(b) Operaling

. Percent(  %)of L5t of operating the Joint Prope
Paragraphs 2 and 10 of Seetion I, all salvage lits, the value of jpg
recovery and all taxes and assessments which are ied, ags

to the Joinl Property.

clusive of costs previded under

«Ted substances purchased for secondary
and paid upon the mineral interest in and

»
"’

(2) Application of Overhead - Percentage Basis

¢ as follows:

For the purpose of determining ¢
shall include all costs in ¢
wells involving the

Yes on a percentage basis under Paragraph 1B js Section HI, development
ion with drilling, redrilling, deepening, or any remedia rations on any or all
drilling rig and crew capable of drilling to the producing interva he Joint Prop-

erty; also, pre ary expendilures necessary in preparation for drilling and expenditures incurred 1 andoning
when U is not compleled as a producer, and original cost of construction or installation of {ixed as the

Sion of Tixed assels and any other projeet clearly discernible as a [ixed asset, except Major Construction
defined in Paragraph 2 of this Scetion 1. All other costs shall be considered as operating.

2. Overhead - Major Construction

To compensate Operalor for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any olther project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall cither nepotiate a rate prior to the beginning of construction, or sh:\l&ph:br% the Joint
Account for overhead based on the following rates for any Major Construction project in excess of $ _ <22 w__ .

A9 %offirst $100,000 or total cost if less, plus
3. ,__3,__ % of costs in excess of $100,000 but less than $1,000,000, plus
2 .
C.o %ol costs in excess of $1,000,000. ’

Tolal cost shall mean the gross cost of iny one projeet. For the purpose of this paragraph, the component parts of a single

project shall not be treated separalely and the cost of drilling and workaver wells and artificial 1ift equipment shall be
excluded.

3.  Calastrophe Overhead

T'o compensate Operator for overhead costs incurred in the event of expenditures resulling from a single occurrence due
to oil spill, blowoul, explosion, {ire, slorm, hurricane, or other catastroples as agreed to by the Parties, which are necessary
to restore the Joint Property (o the equivalent condition that existed prior to the event causing the expenditures, Operator

shall either negotiate a rate prior o charging the Joint Account or shall charge the Joint Account for overhead based on
Lhe following rates:

A. 5___ % of total costs through $100,000; plus

B. ___.__3

- % ol tolal costs in excess ol $100,000 but less than $1,000,000; plus

G2 % of tolal cosls in excess of $1,000,000.

lixpenditures subject Lo the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
sions of this Section 11 shall apply.

4. Ameundment of Rales

The overhead rates provided for in this Section HE may be amended from Lime to time only by mutual agreement belween
the Parties hereto if, in practice, the rates are found to Le insufficient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operalor is responsible for Joint Account Material and shall make proper and timely charges and eredits 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, QOperalor shall make timely disposition of idle and/or surplus
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to outsiders.
Operator may purchase, but shall be under no obligation lo purchase, interest of Non-Operators in surplus condition A or B
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

1. Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of

Material found to be defeclive or returned to vendor for any other reasons, credit shall be passed to the Joint Account
when adjustment has been received by the Operator.

2. ‘'T'ransfers and Dispositions

Material furnilshccl to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts;



A.

New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

(2)

(3)

{(a) Tubular goods, sized 2% inches O and larger, except line pipe, shall be priced at Bastern mill published

(b)

(c)

(d)

carload base prices effeclive as of date of movement plus transportation cost using the 80,000 pound carload
weight basis to the railway receiving point nearest Lthe Joinl Property for which published rail rates for
tubular goods exist. If the 80,000 pound rail rate is not offeved, the 70,000 pound or 90,000 pound rail rate

may be used. Freight charges for tubing will be caleulated from Lorain, Ohio and casing from Youngstown,
Ohio.

For grades which are special o one mill only, prices shall be computed at the mill base of that mill p:lus trans-
portation cost from that mill W the railway receiving point nearest the Joint P'roperty as provided above in
Paragraph 2.A.(1Xa). For transportation cost from points other than Bastern mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

Special end finish tubular goods shall be priced at the lowest published out-oCGstock price, (.o.b. Houston,
Texas, plus transportition cost, using Oil Ifield Haulers Association interstate 30,000 pound truck rate, to
the railway receiving point nearest the Joint Property.

Macaroni tubing (size less than 23% inch OD) shall be priced al the lowest published out-of-stock prices f.o.b.
the supplier plus transporiation cosls, using the Qi Field Haulers Association interstate truck rate per weight
of tubing transferred, w the railway receiving point nearest the Joint Property.

Line Pipe

(a)

(b)

()

(d)

Line pipe movements {except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A.(1)(a) as provided above. Freight
charges shall be caleulated from Lorain, Ohio.

Line pipe movements (exeept size 24 inch OD and larger with walls % inch and over) less than 30,000 pounds
shall be priced at Isastern mill published carfoad base prices effeclive as of date of shipment, plus 20 percent,
plus transportation cosls based on freight rates as set forth under provisions ol tubular goods pricing in Para-
graph A.(1)(a) as provided above. Freight charges shall be ealeubated from Lorain, Ohio.

Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.o.b. the point of manufacture

at current new published prices plus transportation cost to the railway receiving point nearest the Joint
Property.

Line pipe, including fabricated line pipe, drive pipe and conduit nol listed on published price lists shall be
priced al quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agreed to by the Parties.

Other Malerial shall be priced at the current new price, in effeel al dale of movement, as listed by a reliable supply

slore nearest the Joint Propertly, or point of manufacture, plus Lransportation costs, if applicable, to the railway
receiving point nearest the Joint Property.

Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current new
price, in effect on date of novement, as listed by a reliable supply store nearest the Joiut Property, or point of
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property.
Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2).

(iood Used Material (Condition 1)

Material in sound and serviceable condition and suitable for reuse withoul recondilioning:

(1) Material moved to the Joint Property

Al sevenly-five percent (7H%) of current new price, as delermined by Paragraph A.

(2) Material used on and moved from the Joint Propertly

(a)

(b)

At sevently-five percent (75%) of current new price, as determined by Paragraph A, if Material wus originally
charged to the Joint Account as new Material or

At sixty-five percent (65%) of current new price, as deltermined by Paragraph A, if Malerial was originally
charged to the Joint Account as used Malerial.

(3) Material nol used on and moved [rom the Joint Property

At seventy-five percent (75%) ol current new price as delermined by Paragraph A.

‘The cost of reconditioning, if any, shall be absorbed by the transferring property.

Other Used Material

{1) Condition C

Ma_lcrial which is not in sound and serviceable condition and not suitable for its original function until after recon-
ditioning shall be priced at [ifty percent (50'%) of current new price as determined by Paragraph A. The cost of

reconditioning shall be charged Lo the receiving property, provided Condition C value pluy cost of reconditioning
does not exceed Condition 13 valuc.



: —~ PR

{2) 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 hy Operalor without prior approval of Non-Operalors.

(n) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B scamless line pipe of com-

parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
pipe prices,

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, o.p. power oil lines,

shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall
be priced on a non upset basis.,

(3) Condition 1§

Junk shall be priced al prevailing prices. Operator may dispose of Condition 15 Malerial under procedures nor-
mally utilized by Operator without prior approval of Non-Operators.

). Obsolete Material

Malterial which is serviceable and usable for ils original function bul 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 resull in the Joinl Aceount being charged with the value of the service rendered by such Material.

5. Pricing Condilions

(1) loading or unloading costs may be charged to the Joint Account al the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movements, in lieu of actual loading or unloading cosls sustained at Lhe stocking
point. The above rate shall be adjusted as of the [irsl day of April each year following January 1, 1985 by the same
percentage increase or deerease uvsed to adjust overhead rates in Section HI, Paragraph 1LA(3). Bach year, the
rate calculated shall be ronnded Lo the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the Council of Petroleum Accounlants Societies.

(2) Material involving erection costs shall be charged at applicable percentage of the currenil knocked-down price of
new Material. ’
3. I’remium Prices

Whenever Material is notl readily obtainable at published or listed priees because of national emergencies, strikes or other
unusual causes over which 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
it to the Joint Property; provided nolice in writing is furnished to Non-Operitors of the proposed charge prior to billing
Non Operators for such Material. Each Non-Operator shall have the 1ight, by so electing and notifying Operator within

ten days alter receiving notice from Operator, o furnish in kind all or parl of his share of such Material suitable fer use
and acceplable to Operator.

1. Warranly of Malerial Furnished By Operator

Operator does not warrant the Malerial Turnished. In case of defeclive Material, credit shall not be passed to the Joint
Account until adjustment has been received by Operator from the manufacturers or their ayrents.

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

L. I’eriodie Inventlories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. WriLFen notice
of intention to take inventory shall he given by Operator at least thirty (30) days before any inventory is to begin so that

Non-Operators may be represented when any invenlory is taken. Failure of Nou-Operitors Lo be represented at an inven-
tory shall bind Nen-Operators to accepl the inventory taken by Operator.

2. Reconciliation and Adjustinent of Inventories

Adjustments to the Joint Account resulling from the reconciliation of a physical inventory shall be m.ade within six
ionths following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint quount for
overages and shortages, bul, Operator shall be held accountable only for shortages due Lo lack of reasonable diligence.

3. Special [nventories

Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint Property.
It shall be the duty of the party selling to nolify all olther 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
ol Operator, all Parties shall be governed by such inventory.

4. Iixpense of Conducting Invenlories

A. The expense of conducling periodic inventories shall not be charged to the Joint Account unless agreed to by the
Parties.

B. The expense of conducting ypecial inventories shall be charged to the Parties requesting such inventories, except in-
ventories required due to change of Operator shall be charged W the Joint Account.

-7-



EXHIBIT "D"
INSURANCE QOVERAGE

ATTACHED to and made a part of that certain Operating Agreement dated
December 2, 1988, by and between Mallon 0il Company, as Operator, and
Red BLuff Water TPower Control District, as Non-Operator for the SE/4
NE/4 of Section 28-126S, R29E, NMPM, Bldy County, New Mexico.

During the period of the joint operations hereunder and countinuing
thereafter during the eatire term of this contract, Operator shall,
with its best efforts, carry for the Joint Account the following types
and amounts of coverage:

a) Insurance which shall cawply with the Workman's
Canpensatiou and Emnployer's Liability laws of the
state in which the Unit area is located.

b) Cunprehensive General Liability Insurance with
bodily injury or property damage limits of not
less than $500,000 in any one occurrence.

c) Cawprehensive Automcbile Liability Insurance
with bodily injury or property damage limits
of not less than $500,000 in any one accident

No other types of insurance shall be carried for the Joint Account
without the separate approval of all parties subject to this contract.
All losses arising out of uninsured risks shall be charged to parties
according to their interest under this coantract. Certificates of
insurance cvidencing ten (10) days advance notice of cancellation shall
be Furnised Non—-Operator(s) upon requast. (perator shall require all
subcontractors of coverage with limits adjulged by Operator as being
sulficient and in oowpliance with doing practice for this type
operation.
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DILACHED Lo and . - a put of that certain Opete. v.g nuygewgzgrda:ig
v Decanber 2, 1988, by and beltween Mallon Oil Cowpany, as CFe;dthe'S}/4
Red Blulff Water Power Control District, as Nnrinnra;grlcg :

NE/4 of Section 28-1265, R29E, NMPM, IHdy Counly, MNew Mex

EXHIBIT *E*

GAS BALANCING AGREEMENT

Subject to the provisions of the Operating Agreement
to which this Exhibit is attached, each party shall have the
right to take in kind and separately dispose of its
proportionate share of the gas produced from the Contract Area
and shall be entitled to an opportunity to produce its
proportionate share of the allowable gas production from a
well (or proration unit, including lawful tolerances)
established by appropriate regulatory authority.

It is the intent that each party be entitled to gas
produced attributable to its participation percentage as set
forth in Exhibit *A* attached to this Operating Agreement.
Subject to the terms and provisions of the Operating Agreement
to which this Exhiblt is attached, the Operator (a) has the
duty to control gas production and the responsibility of
administering the provisions of this Agreement, and (b) shall
cause deliveries to be made to the gas purchasers at such
rates as may be required to give effect to the intent that the
gas production accounts of all parties are to be brought into
balance under the provisions containhed herein. All parties
hereto shall share proportionately in and own condensate
recovered with the gas produced from the Contract Area and
shall pay their proportionate share of current operating
expense, in accordance with the Operating Agreement 'to which
this Exhibit is attached, regardless of the allocation of gas
production or the status of gas production accounts.

After notice to Operator, any party may begin taking
or delivering all or a portion of its share of the gas
produced. Each party taking gas shall furnish the Operator a
monthly statement of gas volumes taken by such party. If
during any period of time a party is unable to market or
deliver all or a portion of its share of the gas produced,
such party shall be deemed underproduced and shall be credited
with a volume of gas in storage equal to its share (or portion
thereof) of the gas produced but not marketed or delivered,
less its share of gas used in lease operations, vented or
lost, and the other party or parties shall be entitled to
market or deliver the volume of gas not marketed or delivered
by the underproduced party. Any party marketing or delivering
greater than its share on a cumulative basis shall be deemed
overproduced. Operator shall furnish all parties hereto
monthly statements showing the total quantities of gas
produced and used in lease operations, vented or lost, and the
total quantity of condensate recovered. In addition to its
current share, each underproduced party, until it has
recovered its credited gas and balanced its gas account, shall
be entitled to take or deliver a volume of gas up to a maximum
of twenty-five percent (25%) of each overproduced party’s
share of gas produced. If more than one (1) party is entitled
to the additional gas produced, they shall divide such
additional gas in proportion to their respective Unit
participations. When an underproduced party takes gas in
excess of its current share of production, only the volume in
excess of its current share shall be treated as make-up, and
this make-up volume shall be applied to reduce prior deficits
in the order of accrual of such deficlt. Each party shall at
all times use its best efforts to regulate its takes and
deliveries from the Contract Area so that no well will be
shut-in for overproducing the allowable, if any, assigned
thereto by the regulatory body having jurisdiction.



Each party producing and/or delivering gas to its
purchaser shall pay or cause to be paid any and all production
taxes due on such gas. At all times while gas is produced
from the Contract Area, each party shall make appropriate
settlement of all royalties, overriding royalties and other
payments out of or in lieu of production, as if each party
were taking or delivering to a purchaser its share, and its
share only, of such gas production. Each party hereto agrees
to hold each other party harmless from any and all claims for
royalty, overriding royalty and other payments asserted by
such burdening owners to whom each party is accountable.

Nothing herein shall be construed to deny any party
the right, from time to time, to produce and take or deliver
to the purchaser its full share of the allowable gas

production to meet the deliverability tests required by its
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 its interest to another
party at a time when the gas account is out of balance,
settlement will 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 all underproduced
parties) the lesser of (a) an amount of money equal to the
amount received by the overproduced party for its )
overproduction or (b) an amount of money equal to the amount
the underproduced party would have received under its contract
to sell its gas, if any, less applicable production taxes
theretofore paid. In the event an accounting is necessary
between overproduced and underproduced parties when all 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 will pay and the
underproduced parties will accept their proportionate shares
of such monies with the understanding and agreement that
should a refund be required of all 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 is

required to be refunded, plus any interest required to be paid
thereon.

Nothing herein shall change or affect each party’s
obligations to pay its proportionate share of all costs and
liabilities incurred as its share thereof is set forth in the
Operating Agreement.

The provisions of this Exhiblt shall 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

utilized for the purpose of balancing underproduction from any
other source of production.



NI'TACHED to and made a part of that certain Operating Ayreement dated
December 2, 1988, by and between Mallon 0il Company, as Operator, and
Red Bluff Water Power Control District, as Non-Operator for the SE/4
NI/4 of Section 28-126S, R29E, NMPM, Iddy County, New Mexico.

THERE 1S NO EXHIBIT “F" TO THIS AGREEMENT
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. BITACHLD to and macs a part of that certain Operac .Zg Mgreenent dated
December 2, 1988, by and between Mallon Oil Company, as Operator, and
Red Bluff Water Power Control District, as Mon-Operator for the SE/4
NE/4 of Section 28-1265, 12913, NMPM, Bidy County, New Mexico.

THERE 1S NO EXHIBIT "G" TO THIS AGREEMENT
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AAPLFOUM. 610-1982

MODEL FORM QPI;’R{\f]JING AGREEMENT
- | " A‘.m\ﬂﬂﬁ[‘g.':n

OPERATING AGREEMENT
DATED

October 1 ., 19 86,

OPERATOR Mallon 0Oil_ Company —

CONTRACT AREA _Federal Lease - NM-38636 covering lands_ included

Ln E@dy County New Mexico, Township 26 South, Range 29 Bast, NMPM,
Section 27-N/2 NE/4, SE/4 NE/4, NW/4, N/2 S/2, SW/4 5Q/3) (excluding
38.08 acres lying within the Red BLuff Resecuoir), Soction~28 All
(excluding 203.9 acres lying with the Red BLuff Regsecvoirc),

Section 29-N/2, N/2 SE/4, SE/4 SE/4

STATE OF New Moxico_

COUNTY ERXRARU OF _Eddy

COPYRIGHT 1982 - ALLRIGHTS RESERVED
AMERICAN ASSOCIATION OF PLIROLE UM
FANDMEN, 2408 CONMTINENVAL LITE BULDING,
FORT WORTH, TENAS, T6102, A'PROVED FORM,
A A DI NGO 610 - 19R2 RLEVISED
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OPERATING AGREEMENT

TIHS AGREEMENT, entered into by and between__Mallon_0il _Company

— — S e e 22 hereinalter designated and

refecred 1o as P Opecator™ ) and the signatory party ot panties other than Opedator, sometimes hecemaier relerred w individually heremn

Ve

as 'Non Operator ™', and collectively as ““Non Operators
WITNESSETH:

WIIEREAS, the paities to this agreement are owners of oil and gas leases andlor oil and pas interests in the land identificd in
Exhibit “*A*", and the parties hereto have ceached an agreement to explore and develop these feases andlor oil and gas interests lor the
production of oil and gas to the extent and as hereinalter providald,

NOW, THEREFORL, it is agreed as follows:

ARTICLE L
DEFINTTIONS

As used in this agreemeat, the following words and teems shall Tuve the meanings here ascribed to them:
A. The term “oil and gas® shall mean oil, gas, casinghend gas, gas condensate, and all other liquid or gaseous hydeocastons
and othes marketable substances pridduced therewith, unless an intent to limit the indusiveness of this tenmis specifically stated.

B The terms foil and gas lease™, “lease™ and Vleaschold™ shall mean the oil and gas leases covering tracts of land

lying within the Contract Area which are owned by the parties to this agreement.

C. The terin "ol and gas interests”” shall mean valeased fee and minetal interests in tracts of Lind lying within the
Contract Arca which are owned by parties o this agreement,

D. The 1esm "Contract Area’” shall mean all of the Lands, oil and gas leasehold interests and ol and pas interests intended to be
developed and operated for oil and gas purposes under this agreement. Such ands, oil and pas feasehold mterests and oil and gas inerests

are described in Exhibiyg "TAT,

N
E. The term Mdeithng vnit®” shall mean the area hixed for the diilling of one well by ander oc cule of any state or
fedecal body having anthorty. a dsilling uninis not fixed by any such rule or order, a dotling voit shall be the diilling unit as establish-
ed by the pattern of drithog in the Conteact Ares or as fixed by express agrecment of the Dnlling Paties.

F. The tern “diillsue™ shall mean the oil and gas fease or interest on which # proposed well v 10 be located.

G. The terms “Driling Party " and " Consenting Party '’ shall inean a party who agrees 1o join in and pay its share of the cost of
any operation conducted under the provisions of this agreement.
Ho The werms “Non-Drilling Party™ and “*Non Consenting Party™ shall mean a party who elects not o partiaipate

in a proposed, operation.

Unless the context otherwise dlearly andicates, words used in the singular iacude the plural, the plural indudes the

singular, and the newter gender includes the mascubine and the feminine.

ARTICLE 1L,
EXTHBITS

The following exhibirs, as indicated betow and auached hereto, are incorporated in and made a part hereol:
H A Exhibit “A", shall include the following information:
(1) Wentlication of lands subject to this apreement,

(addaadd dand i L A 2 b L 2 1
-

e ’2 A Al

(3) Percentages or hactional interests of pasties to this agreement,

(1) Ol and gas leases and/or oil and gas interests sabject to this apreement,

() Addresses of parties lor notice puiposes.
E—xhibie- B Farm-ob-bease.
N C. Exhibit *C", Accounting Procedure,
A D. Exhibit D", Insarance,
M E. Exhibit “E", Gas Daluncing, Agreciment,
b - Nomisermination-amd-Certitoniomrof-Non-Segre gated- Facilities.
A A B bR G T Hustaerahip.

Hoany provision of any exhibit, oxcept Exhibits "' amd-46H, s inconsistent with any provision contained in the body

of this ageeement, the provisions in the budy of this agreement shall prevail. i
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ARTICLE 1.
INTERESTS OF PARTIES

A th-and-Cons- Interewine-
H-nnypartyvwnt-nn-mb-and- gavineerestn-the dontrmet-sdren-the-mterest ahalb-bestreated-tor alt paepeeeeot treimeett

and dunng the weray bereod aoal it were anered Iy the dotie ol wind-gaslease angacid Leteta as Tabidat 17 and the owner thegeot
shll b Joditud o vua - lath-the supaltydnterent—rescovedmwoch-temend-themierestothe teeerthermmiers

1. aoterests of Parties in Costs and Produdction:

Undess changed by other provisions, all coss and Tabdities iscnered i opecations wnder the speeement shadl be boene and
petidand b equupment and arerads acquined in operations oncthe Contract Ares sladl be omned, By paries s thers iteress e
farehy iy Exdubae 0 Inoche samie onanner, the parties <hall abao own b prodoetion ol osd and s teos the ©optract Arca subject 1o the

| ) )

payment of royattes 1o the extont ob- odae . whidheshiebee e rnerrherormhorrorterth

Regardiess of whicle paety s contmbuted the fease(s) andior ol and pas mtecesits) liereta v whicy rovalty o due and

payable, cach party entitled 1o receve a share of produceas ol oib and gas Trom the Contracr Area stall bear and shall pay oradohver or

“Lanse to be pad ar delivered, o the exeent of wsaterest i sach producaon, the royalty snount stipalated heeemabuove and shatl held the

other parties froe from any bability therelor, Noopanty shall evec be tesponsible, however, ona proce Toses Bipher than the poce reconad
by such party, 10 any other paty s lessor o toyalty osner and i any such other pacty s lessor or seyaleys owaner shoubd demand and
receive settlement ana higher price basis, the party conteilmiting the attected dease <hatl bear the sdditional rayaley burden atnbutable to

such higher price,

Nothing contaned w thes Article HERL shall be decmed an assipnment or aross eantiment ot imterests covered heeehy
C. Lxcess Royalties, Overriding Royalties and Other Payments:

N N . A
Unless chaoged by other provisions, o the interest of any party e any leaese convered Tiedn i subpect i covahiyg,
overrkhng soyvalty, production payment o other burdon on production in excess of the anwest stipudac oy Actec e T sach paey so
burdeaed shalt assume and alone bear all suckeexcess abligations and shatt indesindy and Bobd the othior panies hereto aomess feene ans

and all claims and demands for payment aserted by owners of such excess bardea.
. Subsequently Created Interests;

I any party shoald herealter aeare an overdidig voyadty, prosduction: paymeae or other Taadon pavablie ont of producinn
attnbutable s working mterest herenmder, o socdia burden existed prioe o this ateenieot andos not et oehon Exhut A7 o
was not desclosed in woong e adl ather partes prioe o the execation of this agreement byl parties, o sonot ajomtly acknos ledird andd
accepted obbgation of sl parties fany sudemterest bong herematter celerred woas “subsequently creatad omterest ™ aerespeciine ol the
timing ol its createn and the pacty oat of whose working interest the subsequently created interest s deoncd homg heremafter ectared

1o as Vhordencd party Ty .

L Hothe Bucdened pacty s requited undee this agrecment o s o cchmgue b o any other iy on parnes, b or aponteen
of ity working interest andfog the production atmnbatable thereto, sad omther oy, an partees, sboll cecone sl assigsmment and o
production tree and stear of sand sulsequently created anteeest and e burdened parry shadb aetommts and save sad other paris,
or parties, hasmiloss fromeany wod b chams and demands for payment asseried by aswnees ol die sabsequently created snterest

and,

r

If the burdened parey Lails to pay, when due, it e of expenses Charpeable hereronder all pessnaens of Arodle VIER sl 1w
enlorceabk against the subsequently created interest in the same manner s they are enlorcealihe aonss gie workog mterest o
the burdened paity.

ARTICLIL TV,
TITLES

A. Tiule Examination:

Tite examination <hatt be made on e dodbate of any proposed well prioe o commencement of ol cpeeations or, it
the Datling Pagties so request, title examination shall he made on the deases anddor ol and s intereston baded, or planned o be meclud
e, the dithing unitasound soch well, The opinion wall inciude e ownership of the workogg iterest, mmerabs, rovalty ovenndong
royalty amd production paymients under the apphicable eases. At the tne awellis propesed, cach pany contibaong Teases ambor ol ad
gy interests to the ditlate, o to e mcluaded i aach dedlings anin, shadl furniste s Operatot all absteacts smduding federal Tease siatus
seports), atle opinions, tile papers and areative matenal i s possession free of darees Al sodh indormanon not i the possession o ar
made available 10 Operator by the partes, but necessary for the examination ot the ke, shall be obtanad by Operatior. Operator shad
cause itle to be examined by attorneys on its stafl or by ontside attorneys. Copies of all ttle opinions shall be tnenishied to cach party

hereto. The cost incueeed by Opertor m s tide program shall be bome as follows:

L Optimn b bt ittt peb by L s bt o ectierpstutemeta—and—t theenmmimtamtitehidig frrhonvndrye—mpplemental

shirt-in ,{n:rfm IM~ opimonranddivion-ordertthopisnstadinll - ber-pretsbthendmimtentrvererhondbusepovnbad-dn-Rrhibin 216G
anrh-thnlbnot—hen-dircct - charger whether- perfnemed-by-Opermtorratafb-attomey ety snrmmdkeattor nep,

.
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ARTICLE IV
confinued

B0 Option No. 20 Costs incurred by Operator in procuring abstracts and fees paid outside antoeneys lor uile examination
(lll(|u.(“.l;;sp4l—(:ilrllI;;i.«;y, supplenental, shutin gas toyatey opmions and division order ttle opinons) shall he Torae by the Dredhing Pacoes
in the proportion that the interest of cach Dislling Party bears to the wotal intesest of all Dolling Parties as sach interests appear in I
bt **A", Operator shall nike no chissge for services rendered by ats stall attorneys or other peesonnel i the pedtormance of the above

fundtions.

Each party shall be responsable for seeuring coranve matter and pooling amendiments or myrecments required in connection
with leases or oib and gas inerests conteibined by such party. Openator shadl be responsible for the poeparaton and recording of pooling
designations o declaratons as well as the conduct of heanings before governmental agencies lor the securing of spacing or pooling orders.

his shiall nov prevent any party from appeacing on its own behalf wt any such heaing.

No well shialt be dotled on the Conteact Aresw undl after (1) the atle 1o the dallsie o dedhme aimit s been exanuned as above
provided, and (2) the title has been approved by the examining attorney or tithe has been accepted by all o the parties who are to par

ncipate in the drilling of the well,

B, Loss of Tide:

reduction of miesest leom that shown on Fxdubut A7 the pasty connibuting the affected lease o mterest shall huve ninety ()

wdeebaslussal LiderShouldwiypwiband -WuWW—WNNWOHG'HMM—“!MNKM‘mhfﬁ%M‘rrMﬁthm—fmkW)?
3

and gas leases and interests: and,

(») The party whose oil and gas lease or mierest s alffected hy dhe title Golure shall bear alone the entire Joss and e shatl not be
eatitled to recover from Operator or the ather parties any development or operating costs wlnch it may have theretolgdt pad or incurred,
but there shall be no adiitional tubility on its part 10 the other partics hereto by season of such otde failure;

() There shall be no retroactive adjustment of expenses incurred or revenaes seceived Trom the opecatiop/of the interest which has

been fost, but the interests of the parties shull be revised onan aceeage hasis, as of the time i is determined pfatly thae tide Ladure bas o
curred, so that the interest of the party whose lease or interest s affected by the ule fadure will therofiee be reduced i the Contrace

Atrea by the amount of the interest fosg;

(¢) M the proportionate interest of e other pardies hereto inoany producing well theregdore dodl-d on the Contract Area »

mcreased by reason of the ttle Liilure, the party whase title has fafed shall receive the procesds attnbutable o the incresse inosuch in

terest (less costs amd burdens attributable thereto) nntel i has been reimbursed for wnrecopded costs puid by it m connection with such
well;

(d) Should any person not a pasty to this agreement, who is determined 1o IyZthe owner of any interest in the ttde whicn has
farled, pay in any mannce any part of the cost of operation, develapiment, or equipggdent, such amount Sl e pand 1o the party of paries

who bane the costs which are so refunded;

(¢) Any fabday o account 1w a thicd party for prior production ofZo and gas whidi arises by reason of title Laiture shall be

borne hy the party or parties whose title Laled in the same propartiopgin which they shared i such proe production; and,

(h No charge shall be made 10 the juint account fae legal experies, fees o salaies, in connection with the delense of the nterest

chaimed by any party hereto, it being the intention of the pacties et that cach shatl defend tele o imsest amd bear all expenses i

connection therewith,

2. Loss by Non Pavment or Freoneows Payineny/ob Amount Dae: 1 throngh mistake or oversipht, any eentab, shut i well

prayment, minmwm coyalty or royalty pavinent, s gpd paid o s erroncowsty paid, and as i eesale i lease o interest theremn tecnnnates,

there shall be no monetary liahility against the pigdy who Laded (o make such payment. Usdess the pariy whio Laled 1o make the requred
pityment secures a new lease covering the samgAimerest within ninety (90) days Trom hie discovery of the Lolare to make proper payment,
which acquisition will not be subject to ArpCle VHLIL dic interests of the parties shall be cevised anan acrvage basss, elfecine as of the

date of termunation of the lease nvolve

and the party who fuled to make proper payaient will no laneer be credited with aninterestin
the Contract Area on account of owp€iship of the lease or interest which has terminated, T the event the party who Laled o snak e the
required payment shall not have heten fully seimbagsed, at the tme of the Joss, fram the proceeds of the sade ol ol and gas attebatable o
the lost interest, calcudated onah acrcage basis, for the development and operating coms theretofore pad on asccount ol such interest, n
shall he reimbuirsed for ungfovered actual costs theretolore paid Dy it (hue not lor its share of the cost ol any diy hole previousty dedked

or wells previously abapdoned) rom so much of the lollowing as is necessary 1o elledr reimbursement.

(1) Proceeds ol dil and gas, less operiting expenses, theretolore acerned to the credit of the st intesest, on an aceeage basis,

up to the amounp Ol amrecovered costs;
(b} Proce

wl and gas

sy Jess operating expenses, theeeafter accmed attiibutable o the Tost interest on an acreage Tuasis, of that porton of
creatter produaced and markewed (excduding production from any wells therealter drilledy s, in the abseace of such Lease
terminag

=

v, wonld be attributable to the lostintegest onanacreage basis, up 1o the amount of unrecovered costs, the proceals of sad

of the oil and gas 10 be contributed by the other parties in proportion 1o their fespective mesests; and, .

(€} Any monies, up tothe amount of unrecovered costs, that may be paid by any party who is, or becomies, the owner of the inerest

ivilogaol. pasticipating 10— G- Lontsaci—Armu—oi—bucining—a—pus typ—tao- dhis-aps sement, 3

.-

3 Quhas Losses: All Tosses incorred, otus—tbuntiou—toturthin—A tidoic B —and VL2 sbove, shall be joutt” osses
aned shall be borne by all parties in proportion 1o their interests, There shatl be oo ceadjustment of interests in the remaining poston of

the Contract Arca. '{ ,
1 i
)<
i
‘.' v
I 1 !
H . .
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;

ARTICLE V.,
OPERATOR

A. Designation nnd Responsibilities of Operator:

Mallon Qil _Company .o _shall Le the
Operator of the Contract Area, and shall condudt and direct and have full contral of all operations an the Conteact Area as peraine] and

required by, and within the limits of tns apeeement, 1eshall conduet all such operations i a gowd and workmanbke manner, but i shall
lave no lubilny as Operator to the other parties for losses sustamed or labilities incurred, exoept such as may result from gross

negligence or willtul misconduct.
3. Resignation or Removal of Operator and Selection of Successor: :

Resignation or Removal of Operator: Operator thay resign at any time by giving, written notice thereol to Non Oper stors,
It Operator terates ity [Cx.‘( l“xi;\l('I;(‘(V‘TI;Ui-;ll;:(‘l' owns an interest herennder in the Contract Area, o1 s no longer capable of serving as
Operator, Operator shall be deemied to have resigned waithout any action by Non-Operators, except the selaction of a successor. Qptator
may be remuoved it finls or reluses 1o Carry out its duties hereunder, oF becomes msulvent, bankoupt o s placed i recewershap, by the
atlirmative vote of two (1) or more Non Operatars ownimg a ovajority interest based on ownership as shown on Pxhibit A remaming
alter excluding the voting intesest o Operator, Such resignation or cemoval shall not become elfective until 700 o"clock AR on the
lir<t day of the calendar month following the expitavion of ninety (X)) days after the giving of notice of cesignation by Operator or wction
by the Non Operators to remove Operator, unless a successor Operator has been selected and wssimes the dunies of Operator st an cather
date. Operator, alter eftective date of tesipnation ar romovat, shall be bound by the terms hereof as a Non Operator. A change ol 4 cor-
porate name ot struciure of Operaton or transfer ol Operior’s interest 1o any single subsidiary | parent or successor corporanon shall not
be the basis for remdval of Operator. S0 Avrticle XV.OA.

2. Selection of Successar Operator: Upon the resignation: o removal of Operator, 3 successor Operator shall be selecied by

the parties. The s esson ()pu.uul shall b selec ted tron the pactics owning an interest in the Contract Area at the time such successor
Operator is selected The successor Operator shall be selected by dhe aftironative vote of two (2) or more parties owning a majocity interest
based on ownership as shown on Exhibit A" provided, bowever, il an Operator which has been remaoved fals to vote or votes anly to
succeed itself, the succescor Operator shall be selected by the alfinnative vote of twa () or mare partics owning @ aajority interest based

on ownership as shown on Exhibit VA" remaining after exclading the voting interest of the Operator that was removed.
C. Employees:

The number of employees used by Operator in conducting, operations hereunder, theie selecuon, and the hours of labor and the

compensation for seevices performed shall be determined by Operator, and all suech employees shall be thie employees of Operator.
. Drilligg Contencts:

Al wells drtled on the Contract Area shall be diilled onca competitive contract basis at the usaal rates prevabhing in the area 1 so
desires, Operator may employ its own tools and equipment in the dalling of wells, bt s charges therefor shall not exceed the prevailing
rates in the area and the rate of such diarges shall be agreed upon by the parties in writing before drilloig operations are commenced, and
such work shall be performed by Operator winder the same terms and conditions as are customary and usual in the area i contracts of -

dependent contractors wha are domg work of a similar naare,

ARTICLE VI,
DIILLING AND DEVELOPMENT

A. loitial Well:

On-arbelote them —mm doy-obmc o 19 = Operatorshatrommenee-thednitmg ot ewelt-for
a&l—M—MMM«MMWN

The initial well has alrcady been drilled.

and shull thecyabtes contiouethu-dolling- obthie-wallwide dus—diligenceto

unlusn—geoni ther pravtiasll posmpen ctrablesnhraneeer—eandition-in-the-hole—whteh-pendes - iMMMMernMrmwn
ountes od-atu lusioedo pth-ornleon—wib puetiva-aprec—to-cemplete—ornhandon-the well-at-n-tever-depth ‘

Operator shall make reasonable tests of all formations enconntered during diilling which give indication of (omaining il and
gits in quantities suflicient to test, unless this agreement shall be limited incis application 1 a spesibic formaton of lonmlims in which

event Operator shall be required to test only the formation or formations 10 which this agrecment may apply. e, v“ﬁ;.‘ -
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ARTICLY, V]
conlinued

I, in Operator’s judgment, the well will oot produce oil or gas in paying quantities, amd i wishies to plug and abandon the

well as a dry hole, the provisions of Aracle VUL shall therealier apply.

13, Subsequent Operations:

1. Proposed Operations: Shoukl any party hereta desire o doill any well on the Conteact Area other than the well provided
for in Article VILA ,_l—)rlt;—r—(:aftylk, deepen or plug back a ey hole dritled at the juint expease of all parties or a well jointdy owned by all
the partics and nat then peoducing in paying quantities, the party desiting to drill, rework, deepen or plug back such a well shall give the
other parties writlen notice of the proposed operation, specifying the worko o be peormed, the Jocation, propaned depth, objective forma
tion and the estimated cost of the operation. The parties receiving such a notice shall ave thirty (30) days alter receipt of the rotiee
within which 1 oty the party wishing 1o do the work whether they elect to pagticipate in the cost of the proposed operation. 1f 4 dnilt
ing rig is on location, notce of & progosal w rework, plu bick or deill deeper may be given by welephone and the response period shall be
imited 10 forty eight (38) hours, exclusive of Sstrday, Sunday and legal holidays. Failure of a party receiving such notice to reply within
the period above fined shall constitute an election by that party not to patticipate in the cost of the proposed operation. Any notice or

sesponse given by telephone shali be promptly conlirmed in writing.

H all pactics eleet 1o participate in sach a proposed operation, Operator shall, within nincty (90) days alter expiration of the nitice
peciod of thirty (30) days (or as promptly as possible after the expiration of the forty eight (48) hour petiod when a deilling rig 15 on loca-
tion, as the case may be), actually cominence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties heretn; provided, bowever, said commencement date may be extended upon written aotice of same by Operator 1o the other partics,
for a period of up to thirty (30) additional days if | in the sole opiion of Operator, such additional time s reasonably necessary 1o obtain
pesmits from governmental authorities, surface sights tinduding rights of-way) or appropriate deidling cquipment, or to complete titde ex-
amination or curative matter required for tide approval or acceptance. Notwithstanding the force majeune provisions of Article X1, if the
actual operation has not been commenced within the time provided (including any extension thereof as speaitically permitted herein) and
it any party hereto still desires o conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-

dance with the provisions hereof s il no prior proposal had been made,

2. Operations by Less than ARl Parties: Il any party receiving such antice as provided in Arncle VIBLL or VILDLL (Oguion

No. 2) clects not to partcpate in the proposed operation, then, in order 10 be entitled 1o the benefits of this Article, the party or partics
grving the notice and such othee parties as shall elect 1o participate in the operation shall, within mnety (X1 days after the expirauon of
the notice period of thirty (30) days (or as promiptly as possible after the expiration of the forty eight (48) hour period when a drilling cig is
on Incation, as the vase may be) actually commence the proposed operation and complete it with due dihipence. Operator shall perform all
waork for theaccount of the Consenting Parties; provided, however, il no drilling rig or other equipment is on location, and if Opetator 1s
a Non Consenting Party, the Consenting Parties shall vither: () request Operator 1o perfoim the work required by such proposed upera
tton for the account of the Cansenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, whea conducting operations on the Comtract Area pursnant to this Asticle VEBL.2., shall comply winh all terms and con-
ditions of this agreement

W less than all pastics approve any proposed operation, the proposing party, immediately ater the expitation of the appheable
notice pericd, shall advise the Conenting Parties of the total interest of the partics approving such oper mtion mwld its recommiendabon as
t whether the Consenting Parties should procecd with the operation as proposed. Each Consenting Party, within forty cight (48) hours
{exclusive of Saturday, Sunday and legal holidaysy after receipt of such notice, shall advise the proposing pasty of s desire to (a) kit par
tapation to such party s interest as shown on Exbilit A" oe ) carry its propostionate part of Non Consenting Pacties” interests, and
tatduee to advise the proposing party shall he deemad an election imder (). In the event a diilling rig is on focanon, the time permitied for
such a response shall not excead wiotal of forty cight (A8) houes (indlusive of Saturday, Sunday and legal holidays). The propasing party,

at its election, may withdeaw such proposal o there is insullicient participation and shall prompudy natify all pacties of such decision.

The entire cost andl risk of conducting such operations shall be borne by the Consenting Patties in the proportions they have
clected to bear same under the tenms of the preceding pacageaph. Consenting Pactics shall keep the leasehold estates involved o such
operations free and dear of all Tiens and encumbrances of every kind created by or arising from the opetations af the Consenting Parues.
It such an operation results in a diy hole, the Consenting Patties shall plug and abandon the well and restore the surlace location at their
sole cost, risk aid expense. 16 any well dritled, reworked, deepened or plugged back under the provisions of this Article results i a pro-
ducer of oil andfor gas in paying quantitics, the Consenting Parties shall complete and equip the well 1w produce at their sole coss add risk,
[N
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ARTICEE V]
continued

and the well shall then be turned over 1o Operater and shall be aperated by i at the expense wd for the account of the Consenting Par-
ties. Upon conmmencement of operations for the diithng, reworking, deepening o pluggmp back of any such well by Consenting Parties
in accordance with the provisions of this Article, vach Non Consenting Party shall be devined 1o have sehinguashed 1o Consenting Parties,
and the Consenting Partics shall own and e entded 1o receive, in proportion 1o their sespective imterests, all of such Non-Consenting
Party's interest in the well amd share of producuion therelrom unidd the proceads of the sale of such <hare, caleulsted at the well, or
market value thereol i such shace i not sold, (alter deduadcting production taxes, excise taxes, royaty, overriding royalty and other n-
terests not excepted by Arncle HED. payable out of or measared by the production from such well accrmng with respect to such interest
untl at reverts) shall equal the wual of the lotowing:

() 100% of cach sucli Non Consenting Pacty s share of the cost of any newly acquired sutface cquipment beyond the welthead
connections (induding, but not limited 1o, stock tanks, separators, treaters, pamping equipment and paping), plos 100% of cach sach
Nan Consenting Party’s share of the cost of opecation ol the well zonunending with fiest production and continuing antil cach such RNoa
Consenting Party’s relinquishied interest shall revert to ot ander other provisions of this Arucle, e being agrecd that cach Non
Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non Consenting,

Party had it parvcipated in the well from the begmning of the operations; and

(15 _100_% of tha portion of the costs amnd expenses of diilhng, ceworking, decpening, plipginge back, testing and complevng,
alter deducting any cash contributions recenved under Aracle VILC, and __A{H) % of tha portion of the cost of newly acquired eqagp
ment in the well (to and including the wellhead connections), which would have heen chargeable o such Non Consenting Pacty of it had

parucipated therein.

An clection not to participate in the diilling or the deepening of o well shall be deemed an clecuon pot o participate inoany re-
working or pluggmg hack operaton praposed in such @ well, or portion thereol, to whid the ininal Non Comsent election applied thie s
conducted at any time prioe 1o full recovery by the Consenting Parties of the Non Consenting Party's recoupment account. Any such
reworking or plugging back operation condudted during e recoupmient period shall Bie devmed pare ol the cost of aperation of sad well
and there shall be added 10 the sums 10 be reconped by the Consenting Parties one hundeed percent (100755) of that portion of the costs of
the reworking of phagging back opesation which would have Bieen chargeable o such Non Consenting Party had i pasticipated theren.
such a reworking or plugging back operation is proposed during such reconprient period, e provisions of s Article VLB shall be ap

plicable as between said Conserting Parties in siid well.

. . . ~ . N . . B
During the pegiod of time Consenting Parves are entitded 10 seceive: Non Consentiags Parey s share of production, or the
proceeds theretrom, Consenting Parties shall be respansible {oe the payment of all prodaction, sevevance, exone, gathering and othes

taxes, and all royalty overnding royalty and other burdens applicable to Non Consenting Party s share of production aot excepted by Ar
ticke NLD.

In the case af any reworking, plugping back o deeper dalling operation, the Consenting Parties shall be permitted 1o use, free
of cost, all casing, wibing and other equipmient i the well, but the ownersship ol all sach equipment shall cemain unchanged; and dpon
abandonment of a4 well altee such reworkmy, plaggang, back or deeper deiltiog, the Consentimgs Parties shall account for all sach cquap
ment to the awners thereof, with cach pany ceceiviog ats proportionate part in kind or m value, less cost of salvage,

Within sixty (60 duvs after the completion of any aperation onder this Articke, the panty conduacting the operations {or the
Consenting Patues hall fuenish each Non Consenting Party with an inventory of the equipment inand coonected 1o the well, and an
temized statement of the cost of dalling, deepening, plugging back, testing, completing, and eiuippmg the well lor production; o, at s
option, the opesating party, i hieu of an itemized statement of such costs of opecation, may submit o detailed staement of mondhly hill-
ngs. Each month therealter, diring the time the Consenting Pacties are being reimbursed as provided above, the pacty conducting the
vpetations {or the Consenting Paruies shall furnish the Non Consenting Parties with an itemized statement of all costs and liabdhoes in
curred in the operation of the well, topether with a statement of the quantity of ait and pas prodoced from it and the amount of procecds
realized from the sale of the well's working interest peoduction during the preceding manth. In deternuning the quantity of git and gas
proxluced during any monh, Consenting Pacties shall use industry accepted methads sich as, but not mited to, metering o peniodic
well tests. Any amount reabized fromn the sale o other disposition of equipiment newly acquired in connection with any sucli operation
which would have been owned by a Non Consenting Party had it participated therein shalt be credited against the 1otal vareturmad Losis
ol the work done and of the equipment purchased in detesmining when the interest of such Non Consenting Party shall reveat 1ot as
above provided; and if there is @ credit balance, it shall be paid 1o such Non Consenting Party.
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ARNICLE V]
continned

! requaed to pay for only s proportionae share of such part ol Operator™s suchace Lacibues wlhich e uses.

3 Fach party shall execnte such division orders and contiacts as may be necessary for the sale of s nterest i produchion irom
4 the Contract Area, and, except as provided i Article VIRV shall be enttled 1o recene payiment diectdy from the purchaser ithereod Jor
)

ity share of all production

7 In the event any pany sliall Ll to make the arrangements necessary to take in kind or separately dispose of s propostionate share of
H the o and gas produced from the Conteact Area, Operator shall have the sight, subject o the revocation at will by the party owning i,
9 but not the oblipation, to purchise such oil and gay or sell it o ulhtn"n any time and from time to ume, lor the account of the non-
10 raking party at the best prce obtainable in the ares for sach '\rlltl\l('lllll)//\ll)' sach purchaie or sale by Operator shall be sobjoct always
1 the right of the owner of the preditction to exerase atany gme ity cight go take i kind, o separately digeose ol it share of alb o and s
12 ot previousty delivered o a puschaser. Any purdiase or sale by Operator of any other party's share of o and gas shall lee ondy for such

1V seasamable perinds of tme as are tonsistent with the minissnn needs of the industsy andes the particular decumstances, but i no event

i o a penod in excess of one (1) year. Notwithstaseling: the foregoing, Opeestor sl not onke s sabesaduding one inta intenseite con
15 merce, of gny othee pany's ‘lnr( ol nxéun ot without first p\m \li{'l ulh- party thisty (40 davy notece of such intended sale
o l_)ul, not g5 than Lhe price Operator receive or 1ts shavée of oll and/or gas produced
17 Crgm he Contract Arca.

). ceess 1o Contract Area und Information:
IH
19 Fach party shall have aceess 1o the Conteant Areaat all ceasonable tmies, an it sole costand eeh tonspect on abserve operations,
20 and shadt have aecess st reasonable tmes o infornoon pertaming 1o the devetopaent or opecation theceod s mdduding Opeaton s ook
2 aml records rebaning thercte, Operator, upon request, sl Tueaish each of the other pacties soth copaes o all forms o reports ifed wath
P povernmental prencies, dady dodhing reports, well bogs, tank tables, dinby gauie and ray nckets and vepores of stockon dued at the fast ol
M each month, and shall muke available samples of any cotes or cattings tken from any wodl dedted on the Contract Area, The cont of
Mo pathening and tornshng wntormaton to Noo Opecator, other than that speabd above, shall be chaneed o the Non Opeeator that re
29 quests the nformanon,
20
27 E. Abandonment of Wells:
el
Pl 1o Abandanment ol Dry llnhs Except for any well deilled or decpened pucsuant to Astide V9D 2. any well which Jus been

W dndled or deepened ander the terms of this agrecment and is proposed 1o be completed as . dry hole shadl not be plugged and abandoned
| without the consent of all parties. Should Operator, aflter diligent effort, be unable 1o contact any party, oc handd any party (ol reply
12 within lorty esght (A8) hours (exclusive of Saturday, Sunday and legal holiday<) alter peceipt of notice of the proposat to plug and abandon
W such well, such party shall be deemed o have consented to the proposed sbandonment. Al such wells shall e plugged and sbandonad i
Y1 accordunce with apphcable regulations and at ahe cost, sk and expense of the parties who participated e the cose ot drithing o deepening
19 suchwell Any party who obyecs to pluggmg and abandoning such well shall have the sight 1o take over the well snd conduct further
oo operations in seagch of ol andior gas subject o the provisions of Article VEB,

2 A!‘f:,’,‘.‘" miment_ol Wells that have Pooduced: Except for any well in which & Non Consent operation has been conducted
hereunder for which the Consenting Parties have not been folly reimbursed as herein provided, any well whirch has been completed as o
producer shall not be plugged and sbandoned without the consent of all pagties. I all parties consent to sach abandonment, the well shall
be plugged and abandoned mn accordance with apphicalile regutations and at the cost, risk and expense of all the parties hereta® i, vatlin
thirty (30) days afver recept of notice of the proposed abandonment of any well, all pacties do oot agree tthe abandonment of sach well,
those wishing to continue its operation from the intecval(sh of the formanon(s) then open to production shalt wendes o cach of the other
pactics its proportionate share of the vdue of the well's salvable matesial and equipment, deternuned inaccondance with the provisions ol

A5 Exbabit **C™" dess the estimated cost ol salvaging and the estimated cost ol plagging and abandoning. Tach abandoning party shall asaign
“(I

A7
AH

the non abandomng parties, without warranty, express or implicd, as to title or as 1o quantity, o hraess for use of the equipmcnt and
material, all of s interest in the well and relaed equipmient, wopether withos interest in the Jeasehold estate as 1o, but only a5 to, the in
terval or intervals of the formation o formations then open o production. 1f the interest of the abandonmg, party is or indudes an al and
9 gas imterest, such party shall execute and defiver to e nomabandoming party or pacties an oil and gas lease, Bntited 1o the interval or
)
51

“y

-

AR}

tervals of the formaton o focmations then open to production, for a teem of one (1) year and so long therealter as oil andior gas iy pro
duced from the interval or intervals of the formation or formations covered thereby | suelr bkewse o he-ome the for meattached- e dichibi~
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ARTICLY VI
continued

B The assignments or leases so limited shall encompass the **dsiling unit*’ upon which the well s locned. The payments by, and the
assignments or leases to, the assignees shall be ina ratio based upon the refationship of their respective percentage of pacticipation in the

Contract Arca to the aggregate of the percentages of participation in the Contract Area of all assigoees. There shall be no readjustment of
interests in the remaning portion of the Contract Area.

Thetealter, abandoning parties shall have no further responsibality, tability, or interest in the operation of or produchion lrom
the well i the inteeval or mstervals then open cther than the royatties retained inany lease nude uader the erms of this Adticle: Upon re
quest, Operator shalt continue 10 operate the assigned well for the account of the non abandoning parnies at the rates and charges con-
tesnplated by this agreement, plus any additionat cost and charges which may atise as the cesult of the separate ownenship of the assigned
well, Upan proposed abandonment of the producing interval(s) assigned o leased, the assignor o Tessoe shall thien have the opton to
repurchase its prio interest in die well (using the same valuation formuta) and pacticipate in futiher opecations theeesn sobject w the pro:

visions hereol,

3. Ahandonment of Non Consent Operations: The provisions of Astidle VEE Y or VEE 2 above shall be applicalle as betworn

Consenting Parties in the event of the proposed abandonment of any well excepted Teom said Acndes; provided, however, no well shall be
R prog y | ]

permanently plugged and abandoned unbess and anul all partes having the right to comduct further operstsuons therem ave been notdied

ol ihe proposed abandonment and atforded the oppartunity o elect to take uver the welb i accandance with ihe provisions of this Arocle

VIE.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A, Liability of Partics:

The Balulity of the parties shall be several, not joint or collective. Each party shall be responsable anly {or s oblivations, and
shall be liable only for its propottionate share of the costs of developing and operating the Contract Acea Accordingly, the Tiens gransed
anong the parties in Artcle VILBL are given to secuse only the delis of cach severally. [vis not the intention of the parties to aeate, nor
shall this agreement be constiued as cresting, & miniog or other partnership or assadiation, of o tender the partes hable as parenees,

v

B.  lLiens and Payment Defaunlis:

Each Non Opecator grants to Operator a ben apon s ail and gas righes in the Contract Area, and aosecusity anterest in s share

of oib andlor gas when extracted and its interest incall equipment, 1o secuse payment of its share of expense, topether with interest therean

at the rate provided in Exdubit ©C™* To the extent that Operator has g security inmterest under the Uadoon Commetdial Code of the
state, Operator shall be entitded 1o exercise the rights and remedies of a secared party under the Code. The bringing of a suit and the ol
taming of jndgment by Operator for the sernred indebtedness shall not be deemed an clection ol remedies or otherwise alfect the Tien
nphits or security interest as security for the payment dicreol. b addiion, npon defantt by any Non Operator in die payoient of as share
ol expense, ()‘[‘(‘I.Il(ll shall have the right, withou prejudice to other rights or cemedies, 1o colleat frony the pusdiaser the proceeds lrom
the sale of such Non' Operator's share of al and/or gas until the amount owed by such Non Operatar, plas interest, has been pand Each
purchaser shalt be entitled 10 rely npon Operator s wiitten statement concerning the amount of any Jdcblanle Operator grants a hke ben

anil secuity interest o the Nan Operatars 1o secore payment of Operator’s propotionate share o cxpense

Aany—party—tnb—ar—ta—unnhle—to—pry—tty shareolen pease—wit in—sinty (et <dnys—adter—penditrart—w—stntement—thrretmebe
Operator, the non defanling parties, including Operator, _\h.nllw JeLatubepery-the TP T une in the peoporton tha
the interest of each such party beags 1o heamterestt TS0 T parties. Fach party so payiog s shaee of the anpuid amount shail, o obtan

MﬁmeWwiwwMM\MQMWWuwmgw‘
C. Payments and Accounting:

Except as heeein otherwise specifically provided, Operator shall prompily pay and discbange expenses socucred i the develogenent
and operation of the Contract Arer pursuant ta ths apreement and shall charge cachv of the paroes Tiercte with thesr sespective propor

totate shares upon the expense basis provided in Exbibie 7C' Operator shadl keep an acennae record ol the jont acconnt hereunder,

showing expenses incvrred and charges and credits made and received,

Opusatarrutistu—sloctsimrahiall hovethu-tighidronetime ot etodemand sid-ccmmed e omitdie et e gt st abiud « s
ol their tespective shares of the estimated amonnt of the expense 10 be moweed in operations hereondes «Iurnm.hnq
P N

month, which right may be exercised only by submivaon to cach such party of an itemized Wwvﬁﬂ'fﬂl’:".liln.llrd expense, tognther
with an invoice or its share thereal Each such staenment and invoice for tye puyment imv:lrltt- of estinated exprrree shatl be subarned
on or betore the 20t day of the next preceding, mﬁl’lﬂ\,lim'h'p:ﬁly shall pay 1o Operator s propoctionate share of such estimate v
fitteen (195) days after such r,\(imil’:;,uul—énr\'lﬁ’fg received. Iany pasty Gls to pay s share of sind estanare wathn said tme, the amonm

. el . . tegrea c .
due shalt bews igreiwstasTitovided i Exhibic ©C unai pawl. Proper ahustinent shalt e pade monthly between advances and actudd ox
pornet i the-vnd thut-ouc bpacty-s all Luus uod - pasite-propa tionute -shateol- uctua b axp eiteit—iieusd wldoaid-dio-iose.

D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drifled o deepened, exeept any well drilled or'decpened

pursuant o the provissons of Article VEIL2 of (i agreement. Consent to the dolling o deepening shall indude: -

- ‘:.»

-
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ARTICHE VI
continued

|J_w;u.,.wuw\.,»w..J“w,.,J“._u. PRV FPIPEVPEIN WUPOIITIOTION SR POP PYVRVU IR VYUUPUIIVIL EOVRTPUPUIPVFVUPGUN Y FOTUTVRN | GIPPVON U oo
neecrary-tankage-andive-mrtacetretdre e

1M Option No. 20 All necessary expendiares for the diofling or deepening and tesamg of the well When sach well has reachad s
authorized :lvrpli;::nd allrests have been complered and tdhe resibts thereol aenshed othe parnes Operana shall give smmaliue none
1 the Non Opecatons who have the nipht 1o paraapate i che complenon costs The paroes secenanyg such nonce shall Tune Loy cigha
¢ houes (exclusive of Seracday, Sunday and legal haldas ) o shuch toelear o pariogane mohe setnm ob casings andd the complenon
tempt. Such elecion, when made, shall indlode coment 1o sl necessary expenditaees for the comptonnm and cquippong of such well,
duding necessary tanb e andfor surlace Liahties Fature ol any panty recewimg such notce o reply witlon the peiod abvove hed shali
constitute an eleciion by that party not o partcipate i the cost ol the completon atempt 1hone or mere, ot ess than adbobihe sare
clect wset pipe and e attcinpt o completion, the provisions of Arnde VEB2 hereal Qlie phicaas iowarkmme, deepenig on ploggpa,:
bk ay contamad m Actcke VEIE 2 shall be deered tinchude completmg ™ ) shatl apply 1w thie opesatons therealice comduciad Dy less

than all partees,

2 Rework or Plag Back: Withont the conseot of all pasties, noowell shall be veworbod an plugped Tach except aoswell rewarkal or
plugged back pursuant 1o the provisions of Article VEB L o thiy agreement. Comsent e the eewotbung o phggang back o oot shail
include all necessary expendituges in conducting such eperanons and completing and cquipping of sl well, acladimg necessary tankae

andfor sueface facilities

V. Other Operations: Without the consent ol parves, Operator shall not anderiake any single projed reasonably estinned

housand Five dlandeed ——_Dolhas 3017 ,.500.00 ———— )

except in connection with & woll, the dodbag, reworhing, deepening, complenng, recomplenng, or phipeging: back of wlinch Lo been

t require an expenditure in excess of _ Seventeen

previously authodized by or pursuant W this agreement; peovided, however, that, in case ol exploswon, hue, Hood oe other sudden
cmerpency, whether of the same or ditlerent nature, Operator may take sach steps and menr such expeases as iy s npamon ace requitad
o deal with the emergency to salepnard e and property but Operator, as promptly as possible, shadl ceport the einergency to the other
parties. H Operator propares an authority for expendituee (AFE) for its own ase, Opesator shalt Tugnede any Non Opetator s requesting

an nformation copy thereof foe any single project costing in excess ol _Soventoeoen Thousand and Five-llundrad-—
Doblars (317, 0500.00___ __) but less than the smonnt Lisst set {orth shove i this paragraph.

L. Rentals, Shut-in Well Puyments and Mininwm Royalties:

Rentals, shucin well payments and mimenom rovalties which sy be tequited under the tenns o amy fease shall be pad by the
,Q.USILQ!.d)Lu.’;éﬂ!i.s&sl&fc‘uﬂﬂﬂﬂh’._.()hh&m{_'hp&&udu.u&lhh&,‘_‘,}mu\y- By the evert o oe mase parties own and have ton
tributed interests in the same lease o this apreement, such parties may designate one of sach pacties to oake sand payments for and on
behall of all such partics, Any party may request, and shall be entitled o reccive, propec evadence of b sudh payviments, In the cvent of
failure to make proper payment of any tental, shatin well payment or niinimam coyalty through nintake or oversight where such pay
ment is requited 10 continue the lease in force, any loss which resobis from such non payment shall be bore in accordance wathy the pro

visions of Article TV 1Y AR

Operator shall notify Non Operatar of the anticipated completion ol ashatin gas well, o the shuttngg sn o retara o prodaciion
of a producing gas well, at least five (5) days (exchediog Sotarday, Sunday and fepal habidays), or s the canhest opportunity peomintual by
circumstances, pror to taking such acion, et assanes no babidity lor Gidure o doso, T the event of faluee by Operator to <o notily
Non Operator, the loss of any lease contabuted bereto by Non Operator for falste to make tmely pavinents of any shat in wdl payment

shall be borne jointly by the parties heceto under the peovisions of Acpcde IV B3
I, ‘Taxes:

Beginning with the fiest catendar year alter the effective date hereof, Operarar shall cender loe ad valorem teation all property
subject to this agreement which by Low shoubd be rendered fae such tases,and e stall pay all such taves assessed thereon betore they
bevome delingoent. P'rios to the cendinon date, cach Non Operator shall fueonish Opecatos aiformation as o bucdens onmddade, but nor
b linwted o, royaltes, overriding royalties wnd production payments) on ledses and ol sind s interests contabuned by such Non
Opecator. I aihe aaessed vilduation of any leaaehadd estate is reduced by reason ol its e sabject 1o onstanding exeess royalies, ove
riding royalties or prodoction payments, the cedoction i ad valorem taxes sesulbting theretrom shadl iare o the benetit of the ovoner o
owners of such leaschold estate, and Operatar shall adjuse tie charge to such awner o owners 2o as 1o rellect the beache o sach redue
ton, 1 the ad valorem taxes are based in whole o i part apon sepagate vabuetions of each pary s wortame iterest, then snnwithsanding
anything to the contrary herein, charges to the joint sccount shall be made and paid by the parties Bieseto i accordance with the s
vahie generated by cacl paety s workang smerest. Operator shall Bl the other parties {for thew propartonate shaces of sl tax paymients i
the manner provided e Exhibic €.

H Operator considers any tax assessment improper, Operator may, ot is dicretion, pronsg within the tme amd naneer
prescibead by Liwand prosecote the protes v fued deteomination sndess all pasies aeree 1o abaandon the pratest poor oo bpal Qete
nation. During the peadency of adoasinisteative or padicual proceahings, Operatar may elear o pav s onder pootest, all sach teas cond any
interest aml penalty. When any such protesied assessment stadl have been finally determined, Opecator shull pas the taxc foe the foling ac
count, togethee wih any intecest and penadty accnred, and the tord costshall then be asaessed agamst the parties, and be pad by theon, o
provided in Fatubie 1O, H

=)

Fach party shall pay or cause ta e paid all production, severance, excse, gathesing and other Goees unposed apon o with respect 1o
the production or humdbing of soch pariy s shace of oil andfor pas produced wender the e of thas agreement.
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ARTICLES VI

continued

G. Insurance:

At all times while operations are conducted hereunder, Opevator shall comply with e workmen’s compensation Laiw ol
the state where the aperations are being conducted; provided, however, that Opesator may be asellinsarer Tor labadity under sand com-
pensation Liws in which event the only dvarge gt shall be made to the jomt account shalt be as provided s Exhibic C™ Opecator shall
abw caery or provide msarance e the benelit of the jointaccount of the parties as onthined in Exlnbie D7 Catached wooand made apant
hereol. Operator shall reguire Al contractons engaged i work on or for the Contract Area to conaply with the workmen's compensaton

law ol the state where the operations are being conducted and to mamtain such other ssarance oy Operatar (nay fequare,

In the event automolile public ability insurance i specfied insaid Exhibit D70 ar subsequenty receves the approvat ol the

partics, no divect Charge shall be ade by Operator for prenume paid tor such tnsurance for Operadon s automotine cquipment

ARTICLE VL
ACQUISTTION, MAINTENANCE OR TRANSHERR OF INTERES]

A. Surrender of Lenses:

The deases covered by this agreement, insolar as they embrace acreape in the Contact: Area, shadl not be surrendered in whole

ot in part uniess all pacties consent thereto

However, should any party desire 1o surrender s interest inany lease or inany portion thereol, and the other parties do not
agree or consent theeeto, the party destoing to sucrender shall assign, withont express o implicd warzaoy of e, all of its interest in
such lease, or portion theteol, and any well, material and equipment which may be focated thereon and any rights in production
therealtes secured, (o the parties not consenting (o such suerender. 1 the interest of the assigning party s o includes an oil and gas in
terest, the assignmg party shall execute and debiver 10 the party or parties not consenting to such suesender an ol and g lease covering
such ol and gas intevest for aterm ol one (1) year amd so long therealter as oo andfor gas is produced from the Land covered thereby, aeh
loarurate-onthedorm-atashed-heretamr-Enhibt=21"". Upon such assignment or lease, the assipmng party shall be relieved trom all
abligations thereafter acenung, but not theretofore acerued, with cespeet w the interest assigned or feased and the operation ol any vell
attributable thereto, and the assigning party shadl have no further interest in the assigned ar leased prenises and it equipment and gro-
duction other than the royalties retamed i any lease made undes the terms of this Avocte, The pany esignee or tessee shall pay o ihe
party assignor or tessor the reasonable salvape value of the Leter 's interest inany wells and equipment staibutable o the asigned o Jeas
ed acreage. The value of all material shall be determined in accordance with the provisions of Exdnbat 77O ess the estimated cont of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease s in Livor of more than one party, the integest

shall be shared by such parties in the propartions that the interest of each bears 1o the wotal interest of adl such parnes.

Any assipnment, lease or surrender made vndee this provision shall not sedoce o change the assignor’s, lessor s or surtendening
party's interest as i was immedutely belore the assignment, Jease or surcender in the balance of the Contract Areas and the acreage
assigned, leased or sarrendered, and subsequent operanions thereon, shiall not theeealter he sabject 1o the erms and provisions of s
Agrecment.,

3. Renewsl or Extension of 1enses:

It any party secures o renewal of any ol and gas lease subject 1o tns agreement, all other parties shall be nonficd pronply o
shall have the right for a peniod of thinry (30) days followsng receipt of sud notice in swhich o elean taparnopate v the owaenslip of the
renewal lease, insofar as such dease afleats Tands within the Conteact Area, by paying o the party who acgared s then several proper pro
portionate shares of the acquisition cost allovied 1o that part of such lease within the Contract Area, which shall be i proportion to the

wnterests held at that time by the pardies i the Contract Area,

It some, but fess than all, of the parties elect o participate in the pardiee of arenewal Tease, o shall be owned by the panes
who elect to partcipate thegein, in i ratio hased upon the relationship of their respective percentage of paroopation i the Contracy Aeed
to the aggregate of the percentages of partiapation in the Contract Arca of all parnes participanng in the purchuase of caeh renewal feae

Aay renewal lease in which less than all pactics elect ta pasticipate shall not be sobject to this aprecent

Each party who participates in the parchase of 1 renewal tease shall be preen an assignment of ws proporoonate saterest theren
by the acpuiring party.

The provisions of this Article shall apply to renewal teases whether they are for the entire intereat covered by the expinmg leawe
a1 cover only a portion ol ds area ar annterest therein, Any renewal lease taken belare the expiration ol s predecessar lease, o takens or
comtracted for within six (O) months after the expiration of the existag fease st Be subgect ta this proveaon, but any lease taken or com
tracted foe more than six (O} monthy alter the expicition of an existimg lease shall nor he deemed arencwal Toase aid shall oot be sulyect o
the provisions of tus agreement,

.

The provisions i this Ardcde shall also be applicable 10 extensions of ol and pas leases.

!

b
oo
While this agreement is i force, i any party conttacts for a contribution of cash owards the dnlling of a well or any other

operation on the Contract Arei, such conttibution shall be paid to the party who condducted the diilhing or other up«:luﬁun apd shall be

C. Acreage or Cash Contributions:

applied by it against the cost of such dedllmg or other operation. I the conteibution be in the formy of acrcape, the party @ wheth the con-

tribution is made shall promptly tender an assigniment of the acreage, without warranty of title, to the Dolling Pasties 4 lhc&ﬁunns
o skdALs V-
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ARTICLE Vi

continued

1 saul Dinlling Parnies shared the cost of deilling the well. Such acreage shall become a separate Contract Areaand, o the extent posaible be
J governed by provisions identical to this agreement. Each pasty shall promptly notify all aiher parhes of any sercage or cash comnbutions
) it muy obtain in support of any well or any other opetation on the Contract Asea. The above provisions sliall also be applicable 1o op
1 tional rights to carn acreape outside the Contract Arca which are in support of 2 well dilled insede the Contract Area.

5

8 If any party contracts for any considerstion relating ta disposition of such party s share of substances produced hereunder, such
7 consideration shall not be deemed o contribution as contemplated in this Articke VIILC,

R

Y D. Maintennace of Uniform loterest:
1
I Koe—theopur pas—el—nainmiasing-uniln ity -al-swarersdip——tiesk-and pasdemeholdaiteeota et sd-hy s as ety S
12 party shall sell, encumber ieasles o nigke other disposttion o its imerest in the deases embraced wathin tie ('umuer’m; wells,
1 eguipment ad producuon unless such disposition vovers cither:

ot
h
1" Eothe entne imerest of the party in all beaes 3T equipment and prodaction, o
ey

16 /
17 mﬂ;ﬁjmdww»mmw -l Juarvstind - piprieneond-praduetion-in the-Gentenet—rd een

peratogushal b not install .m?( additional tank bytteries for Wells Nos. 1| through 8 already drilled
W

fothe Gentract, Aved MO G S SORISIE SR R RLRTAIY 1 Dyt ARSERIR UM QRTINS i ape canens

0 and shall be nude withom prejudice to the apht of the other pans,

N '

22 I, ot any tune the interest of any party is divaded among ind oswned by four or more co owners, Operator, at s discrenion, may
2t require such co ownets 10 appointa single tustee ot agent with full anthority o receive notices, approve exponditares, receive billings fos
] and approve and pay such party’'s share of the pint expenses, and 1o deal genetally with, and with power o bind, the covwners of such
N party's interest within the wope ol the operations embraced in this ageecment; howeverall such co vwners shall have the tght o enter
26 into and execute all contracts or agreements for the disposiion of their respective shires of te oil and pas produced trong e Conract
27 Area and they shall have the righ to receive, sepanaely, payment of the sale procecds thereof '

M

M) E.  Waiver of Rights to Partition:

W0 ’

Al U permitted by the Liws of the state or states in which the property covered herchy s Jocated ! cach party hercto awmng an
3 undivided interest i the Contract Area wiives any and all fights it may have o paovon amd have set aseds 1o m sevetalty its undioded
n interest therein,

!

17 Fr—Prelesential-Right-1a-Ruevhane—

o

37 Mronekd-uin porty—dorsstaselballoesnv—pur ol sntvtnoadu e ppssuwnl ot gt aod st o thia o
M Arca it shall promptly give written nonce to the othee parties, withe Indl intornation concenmng ns proposed wale Wlhr
V' name and address ol the prospedctive purchaser (who muost be ready, swolling and able @ puechac), fhe W(‘Yﬁ.\’lvu ecand all otbier e
a0 of the offer. The other pasties shall then have an opnonal poor dphe, foe a perio ul—k‘nT_TWWwwq'l ol the notice, tu purchace
41 on the sane teoms and conditions the interest wlid the other sases t sell; and, o this optional ceht is exerased | the purchiae

a0 ing parties shall share the purchased wtesest igat Porteons that the imecest of cach bears to the ot iierea of ol purchasing par

1 ties. However, there shall bg Y‘ﬂ‘ml vight 1o purchase i those cases where any party wishies 10 imogage 1S mterests, ar
40 dinprse of 1y Ty merger, reanpanization, conolidanian, or sale of all o substaneially sl of s assers toasubsadiary or parent com

CRTES . s SFTPYN FYPH NP2V WORTWEIV- TR EIYE PPITPITTIRPET e PRSI VYRR ORYS LIPNTIVRRTE SN (e D T i taaat i e Lt A

RIN

47 ARTICLE IX.

A4 INTERNAL REVENUE CODE ELECTION

49

) This agreement s not intended o create, and shall not be construed o create, arelationshinp o partnerdup or an associatun
51 for profit between or amonyg the parties hereto, Naovwitiistanding any provision hereis thi the vighits and babiitcs hieseunder are weviral
32 and not joint or collective, or that this agreement and operations heteunder shall not constitute s pactne sbap il o federsl income 1ax
91 purposes, this agreement and the operations hercunder are regarded s a partinecstiup, cacy party herel y altoaed elects o be e tudad
31 from the application of all of the provisions of Sabdlapter K7 Chapter 1, Subtitle A, of the Intermal Revenue Code of 1954, a8 et

3% mitted and authorized by Section 761 of the Code and the regulations pronstpated thercunder. Operaton s authorzed and diceeted e

56 ecute on hehall of each party hereby alfeaial such evidence of this cleciion as may be required by the Secretany ol the Treasary ol e
37 Unitted States or the Faderal Internal Revenue Service, induding specifically, but net by way of Timstanon, all ol the vetues, statements,
SH and the data requised by Fedecal Regolations 17601 Should there be any requicement that each patty hereby atfected give furthe

549 evidence of this election, cach such party shall excecute such docmments and tucaish such ather eadenice as may be repuired by the
(4) Federal Toternal Revenue Seevice or as may be aecessary o evidence this election, Nacsich party shiall give any nouces or tahe gny ot
6l action mnconsistent with the dlection made hereby 1 any present or futore income tachiws of e state o st i which the Contran
Y Area is Jocated o any hiture income tax Laws of the United States contain pravisions simidas to those e Sulbsxcapees K™ Chaprer 1,
O Subtitle AT, of the Internal Revenue Code of 1T9% under which an election similar to that provided by Section 761 of 1the Codeic por

(i mitted, cach party hereby affected shall make such election as may be permistted o requited by such lows, lo making the foregoing cle

05 tion, each such party states that the income derived by sadi party from operations herender can be adequately determined without the
o6 compntation of partership tanable income, . i

07 H ‘

o1 e
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsed dued party daniage caim or st arising trom opecations hereandern il the expenditure
does notexcead. _Ten Thaovsand — R Daltars
(3_..10.,000.00 _ yandif the payment ay in complete setdement of such chim or suit, B ihe wnount cequired for setdement ox

ceeds the above amount, the parties hereto shall assume and take over the fuether handbing of the Gl or sai, unless such suthornity s
delegated to Operator, Al costs and expenses of handhng, sewling, or otherwise discharging such claim or st shall be at the jon ex
pense of the parties parsicopating in the opeeation from swhich the clnm or suit agises, 1 claim is made agamstany pasty onalany party o
sued an acconunt ol any matter arising lom operations hecennder over which sachindividial has no control because of the nighis poaen
Operator by s agreement, such pany studb iomeditely ooty alt other parties, and the ¢y or suin shall be veated avany other s laiun

of suit mvolving opecations hereunder.

ARTICLE X1
FORCE MAJEURE

Hoany parny iy rendored amable, wholly or i pant, by Torce majenne o caey oot ats oblgations unda s agreemert, othee than
the obligation 1o make money paythents, that party shalt gave ol other parties prompt woatten nate of the force magente wih
reasomably full partiealars concerming a, thereapon, the oblgations of the party givime the notice, so tae as they age alleaed by the Lace
magenre. shall be suspended dunmng, but no fonges than, the continaance of the force oajenre The ablected party shadb use alt reasonabile

diligence to remove the lorce migeure sstaation as gaickly as poacticable,

The requirement that any force majenne stall be remedied withy all easonable dispatche shall non regquire the seitdement ol stnbes,
Tockouts, or other Labor diflsculty by the party invelced contiary toats wishies; how all sach difeaties shall be andted shall be entely

within the discretion of the party concerned

The term orce majente’, as here employed, shalt acan an act of G, strike, kekout, or other indusioal distarbance, act of
the pubbe enemy, war, blockade, public not, ightnmg, heegstorm lood, explosion, governmental acnon, goseonmental delay eestrane
or inaction, unavaibabelity of cquipnient, and any other case, whether of the kind spealically envmesated abose or otherwase, whichis

" Al

not reasonably within the control of the party caiming suspension

ARTICLE X1,
NOTICES

All notices authotized o requited bevween the parties and required by any of the provisions of this agreement, unless otherwise
speaifically provided, shall be given i writing by mail or telepram, postage or chages prepaid, o by welex o telecopier and addressad o
the partics to, whom the notice 3 given at the adidresses listed on Exbib A The origmatmg aotice piven undes any provision heteot
shall be deemed given only when receved by the party o whonm such notice is dirccted, amd the tne bo soch party to geve any notce i
response thereto shall run from the date the onginatung notce is received. The secand or any sespotsive notee shall be deemed given
when deposited in the mail or with the wlegraph company, with postage or charges prepaid, of sent by telex o telecopier Each pasty

shuall have the ripht to change its addeess at any tme, amd from time 10 time, by giving wiitten nonce thereol 1o all other paries,

ARTICLE XL
TERM OF AGREEMENT

This agreement shall repain in lull force and effect as o the o and pas Yeases andior oib and pas mtereses subject hereto o the
perd of time selected below, provided, however, no pacty lrereto shall ever be constoued s Tavingg sy bt otle oc interestin or oomy

lease or ol and pas interest contobuted by any other party beyond the teem of thas agreement.

(e Opuon Dol Soduny-usanv-of thaeoil and gac s sibjoct 1ot hisa g e men L mui-oEare s ot sk eeun o an v frrt

Ob-the-Canteuct -Asvirwhstheebyopraduct - ontensin —renewal - ot s hieewesee——

X Option Noo 2 e the event the well deseeibed in Agicle VEAL o any subsequent well dodbad ander any proveson o tus
agreement, results i production of o andfor gas in paying quantties, this agecement shall continue n faece so o as any such swelbor
wells produce, or are capable of production, and for an addivonal perod of 90 __ days from cessation of all production, pravided,
however, il, prior o the expiration of such additional penod, one or more of the pacties herew are ecogaped mdeibhog, reworkng. decyen
ing, plugging back, testing or attenmipting to complete aowell or wells heeeunder, this agreement sl contmae w force untl such opera
tans have been completed and il production resolts thesefrom, this agrecment shall cominue in loree e provided herein, Tathe event the
well described in Artide VEA | o any subsequent well dolied hereander, tesults madey hole, aod no other well o posduciog, \;r Caprable
of produding ol andfor pus trom the Contract Area, this agreement shall terminate nnless deilling, decpenaae, plaganng back or rework
g operations are commenced within ____G0__ days from the date of abandonment ol said well ’

1t is agreed, however, that the termnation of 1his agreement shall not relieve any party heeeto foom any hability whuch has

accrued or attached prior to the date of such termnmaton. 1
!
L}

-
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ARTICLE X1V,
COMPLIANCE WITII LAWS AND REGULATIONS

A, Laws, Regulations and Orders:

This agreement shall be subject 10 the conservation Lews of the stae i which the Contrace Area s located, to the valad ooles,
regulations, and orders of any duly constituted regulivocy body of sad state; and o all ether applicalile fedeeal, state, and local Lows, ar
dinances, rules, regulations, and orders,

. Governing Law:
This agreement aad al maeters pectaining bereta, mcadiag, but not avited o, audiens of perdoomance, nan pedformance, brew b,

remedies, proceduros, nights, dutes and itecpeetanon or consttaction, shull be goveraned sod deteonpned be ahe Lse of e state m whch

*
the Contract Areais locata) Ifulw,l;.muau.-a\swuuwuuuuuwum,.xhg.hmul (e st aol

sl gevern Ahut, i enforceablie under the jurisdiction and venue of the State of Texas,
County of llarris.
C. Regulntory Agencies:

Nothing herein contained stall grant, ot be consteued to peant, Operator the nght or authaety 1o waave o0 refease sny ohis,
privileges, or obligations which Non Operators inay have under tederal o state Taws o under sales, soradations o veders promutpand
under such laws in reference to oil, gas and mineral operations, induding the locatiwon, operstion, or praduction of wells, on tracts ollset-

ting or adjacent 1o the Contract Area.

Wiath respect to opeoations heceundes, Non Operators apree to release Operator frosn any and all Josses dainages, njaenes dbams
wind causes of action arising out o, incident o or resulony disectly o indireddy lrom Operator’s interpeetanon o appbcaton of cales,
rublings, regulations or orders of the Department of Energy or predecessor or successor apenaoes 1o the ovient sucdbmtespectation o0 ap
phication was tade i gocd Lah, Facde Nan Opecator lucther agrees (o reanburse Operaor tor atey amoas applicable o sach Nan
Operator’s share of production thae Operator may be requited toetund, rehate o pay as o resubtol s an moorredt interpretabo o

applicaton, topether with interest and penaltics theseon owing by Operator as a resuht of sach inconcot miterpretation o appheion.
A

Non Operators authortze Operator 1o prepare and submit such docoments as may be sequited 1o be sabiinad o the parciaser
of any coende ol sald herennder or o any uther person o eatity paosaan o the cequicements of the " Coade OO0 Windtal Protie Tax Adt
o TOBY s same may be amended from time o time (A7), and any vabid repalanons o rades whodemay b ssscd by the Treasony
Department from time 1o time pursuant toosaid At Faoh pany hereto ageees o farosh any amd sl cennbicatons o ather inlanmation

which is requited 1o be furnished by said Act i a tmely imanner and i sutficiens detad o pecimt vomplance wath said At

ARTICLE XV,
¢ OTIHHER PROVISTONS

Sce Pages 14A and 140

. l.n.—;;m’ﬁ“\'i.



If any of the provisions of this Article XV. are inconsistent with any of the
provisions sct forth in Article I. through X%IV. hereof, the provisions of this Article
XV. shall prevail and control.

(A1) On or before (ctober 1, 1988, Operator may be removed upon proof by Mon-
Operator to its choice of e¢ither a court of competent jurisdiction, or to an
arbitration panel, that Operator is quilty of gross negligence, material breach of
contract or willful and wanton misconduct in the performance of the duties of
Operator.  Should Non-Operator elect to sulmit the dispute to cexpedited arbitration,
thn-(yerator shall notify Operator in writing by coertified mail of its request for
arbitration and in said notice will designate one arbitrator. C(perator shall within
10 days thereaflter, by notice sent certified mail to the party requesting arbitration,
name a second arbitrator. 'The two arbitrators so appointed shall name the third or
failing to do so within 10 days, the third arbitrator may be appointed by the person
who i5 at the time the senior judge of the 11lth District Court of Harris County,
Texas.  ‘The arbitrators selected to act hereunder shall be qualified by education,
experience and training to pass uwpon the performance of Operator. “The arbitrators so
appointed shall prompltly hear and determine Operator's performance and shall render
their decision in writing within 30 days after appointment of the third arbitrator.
e decision of the arbitrators or a majority therecof made in writing shall be final
and binding upon the parties. Fxpenses of the arbitrator seclected by Non-Operator
together with one-half of the expense of the third arbitrator shall be borne by Non-
Qperator.  The expenses of the arbitrator selected by (perator and one-half of the
expense of the thind arbitrator shall be borne by Operator.  Failure of Operator to
timely respond to notice of arbritation by Non-Operator shall be deemed willful or
wanton misconduct in the performance of Operator's duties and Operator shall be deemed
removed eflfective on the date (perator's notice to Nm-Operator was due.

(M. 2.) After (ctober 1, 1988, Operator may be removed without cause by the
affirmative vote of the parties owning a majority interest based on ownership as shown
on Exhibit "A" hereto.  Such resignation or removal shall not become effective until
7:00 o'clock A.M. on the first day of the calendar month following the expiration of
thirty (30) days after the giving of notice of resignation by Operator or action by
the Non-Operators to remove Operator, unless a successor Operator has been selected
and assumes the duties of Operator at an earlier date. Operator, alter effective date
of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A
change of a corporate name or structure of Operator or transfer ol Operator's interest
to any single subsidiary, parent or successor corporation shall not be the basis for
removal of Operator. ‘The Operator may be removed under the provisions of this Article
XV. A.2. no more than once cvery two (2) years.

(A.3.) Should any Non-Operator attempt to remove (perator under the provisions of
Article XV. 1. or 2. and the uniformity of ownership in the oil and gas leasehold
interests within the Contract Area has failed to be maintained, the voting interest of
ecach party shall be determined by the "weighted average ownership" of each party in
the Contract Arca. ‘The "weighted average ownership" of cach party shall be the
quotient of (i) the sum of e¢ach leasehold interest of each party in each producing
well within Lhe Contract Area, (ii) divided by number of producing wells in the
Contract Area.

(B.) Without the express written consent of @ majority in interest of Non-
operators, Operator (or any third party in which Operator holds an interest of any
kind, whether directly or indirectly, beneficial or otherwise) shall not provide goods
and/or services which according to industry custom is normally provided by a third
patrty vendor. Additionally, without the express written consent of a majority in
intcrest of Non-Operators, Opcrator (or any Lhird party in which Operator holds an
interest of any kind, whether directly or indirectly, beneficial or otherwise) shall
not drill, establish, omstruct, maintain, operate or perform services for Non-
perator consisting of any of the following types, to-wit:

1. saltwatcr disposal well;

2. gas gathering or transportation system;

J. oil and/or gas purchasing;

4. drilling, completion or re-working contractor.

Violation by Operator of this Article Xv.B. shall te deemed a material
breach of contract.



T am—

(C.) Non-Operator is relicved of any obligation to pay to (perator the charges
reflected in Cperator's joint interest billing statements attributable to a third
party vendor il Non-Cperator receives notice, whether wiitten or oral, from the third
party vendor, that Operator has previously failed to pay such third party vendor. The
provisions of the Article XV.C. shall be applicable on a vendor by vendor basis.

Y Ho party to this Agreement shall propose the drilling of more than one
wol]l at. a time, nor shall any party to this Agrecment propose the drilling of a well
during the time that another wetl is being drilled except: (i) by the mutual consent

of a wajority dinterest®* o (ii) il one or more of said proposed wells are obligations

necessary for the miintenance of any leaschold interest or farmout rights in the
Contract Area which would otherwise expire within six (6) months from the date of such
proposal . o iem o
#hascd on ownership as shown on Exhibit ©A hvl.‘ul.o.yq'ﬁ

(E.) My change of purchaser of oil and/or gas produced from the Contract Area
which pays 100% of the proceeds of production Lo Operator shall require the unanirous
approval of Non-Operators.

(r.) It is agreed that where a well which has been authorized under the terms
of this Agreement by all parties, or by one or more but less that all parties, and
said well shall have been drilled to the objective depth or the objective formation,
whichever is the lesser depth, and the pacties participating in the well cannot
mutually aqree upon the sequence and timing of further operations regarding said well,
the f(ollowing clection shall control in the order enumerated hereafter: (1) An
election to do additional logging, coring or testing; (2) An election to attempt to
complete the well at cither the objective depth or objective formation; (3) An
election to plug back and attempt to complete said well; (4) An election to deepen
said well; and (%) An election to sidetrack the well. It is provided, However, that
if at the time the parties participating 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 shall not be given the priority hereinabove set forth.
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1 ARTICLE XVL
MISCELL ANEOQUS

Al
i
A This agreement shadl be binding upon and shalt inure to the benelit of the parties hereto and o then respective s, devisees,
N

legal representatives, successors and assipns.

7 This mstrament may he executed moany number of coanterparts, cach ol which shall be conadeced an orgoal 1or il poggees,

H and shall be deemed to be executed in Houston, Harris County, Texas.
Y IN WETNESS WHIFRFOF, tus agreement shall be eftective as of o lst_ . dayol _Qctober ... .. . 1NBBH

i OPFRATOR

1 , MALLON OTII, COMPANY
ATEST:

v ( . b )

16 / ' / / ’ ) ) ) /

17 - 4_{& / / ;// //' / / e B ::_t__c_é61(' / V?/ { //*Z ) (O
WY Karen b, Mm( lmLu( ok bavid 1.. Mllw»s

19 Assistant Svceretary Exccut ive Vice I'resident

- NON OPPERATORS
Y KERRCO LTD.

//T{CAﬂGnXZ:LU 'észJMullﬂL/bb
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1027 - Model Form Operating Agreement

ARTICLE XVI.
MISCELLANEOUS PCCOS RIVIQ PROSITCT

This agreement shall be binding upon and shall inuse to the benefit of the parties hereto and 10 their respective heirs, devices,

lepal tepresentatives, successors and assigns.

This instrument may be excented in any number of counterparts, each of which shall be considered an original for all purposes,
snd shsl]l be deemed to be executed In Houston, Herris County, Texas,

IN WITNIESS WHEREOF, this agreement shall be effective as of ___ 18t day of _October L1985
OPERATOR
AI'TEST: MALLON OTL OCMPANY
) (‘/l I . '_._’i/‘(/ “!ﬁ___‘*__ [ : ‘~'—"(- ! \i\ ;J*:-.\\
BY: Cmr,'leﬁ , Peterson BY: George 0. Mallon, Jr.
Sccretary/Treasurer President \\
NON-OPERATORS
ATTEST/WITNESS
/ A , /. R ;
oy: ) BY: Charles Sinmons
BY: Tttt e BY: Waldon Aston
WES~TEX DRILLING OCMPANY
BY: o BY:
‘ STAR PRODUCTION COMPANY
BY: o I BY:
ANCO OIL COMPANY
BY o BY:
BY: o BY: Daniel G. Ea_g.ley
BY: T ’ BY: W. Tinothy Weaver, Trustee
EUROI'EX RESOURCES, LTD.
BY:. o - BY:

BAILEY PRODUCTION AND DEVELOPMENT (QO.




AI'TEST /WITNESS

BY: BY: Jay M. Easley



O 00 ) D LA L e b -

X A DR A b e N == O D

(B

69

17 Y Model Form Operating Agreemer?

o

ARTICLE XV1.
MISCELLANLOUS PECOS RIVER PROSPECT

This agreement shall be binding upon and shall inure 10 the benefit of the partics hereto and 10 their respective heirs. devisces,

lepal representatives, successors and assigns.

This instrurent may be excculed in any nutiber of counterparts, each of which shall be considered an original for all purpoces.
and shall be deemed to be executed in Houston, Harris .Counly, Texas,

IN WITNESS WHEREQF, this agreement shall be effective as of lat dayof _October L1988
OPERATOR
ATTEST: : MALLON OII, OOMPANY
1\
7 / . ] - ' \\
L Z (/(/ '7:.___' - /_‘ ;{{ R - — ( )\\QA PR \{ Yoot

BY: “Tarlyle K. Peterson BY: George O. Mallon Jry

Secretary/Treasurer President \

NON-OPERATORS

ATIEST/WITNESS

By : BY: Charles Simmons
L:(:’\ ik (u [ L U o b
BY: BY: Weldon Aston

WES-ITX DRILLING OCCMPANY

By: BY:
STAR PRODUCTION COMPANY

BY: BY:
ANCO O1I, COMPANY

BY: BY:
BY: T BY: Ianiel G. Easley
BY: o BY: V?.—_'i'imothy Waaver, Trustee

EUROTEX RESOQURCES, LTD.

BY: BY:

BAILEY PRODUCTION AND DEVELOPMENT O3,

BY: BY:



ATTEST MITNESS

BY: BY: Jay M. Easley
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1982 - Model Form Operating Agreement

ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the pasties hereto and 1o their respective heirs, devisces.
legal representalives, successars and assigns.

This instrusment may be execuled in any number of counterparts, each of which shall be considered an original for all purposes.
and shall be desmed to be executed in liouaton, Harris County, Texas,

IN WITNESS WHEREOF, this agreement shall be effective as of ___ 18t dayof October .19 8¢
OPERATOR
ATTEST: MALLON OIl, OOMPANY
. o D SN A

B i N e X WA SN A

By: " Cax 1yla A Teterson BY: George O. Mallon, Jr.
Secretar y/ Treasurer President
NON-OPERATORS

ATTEST/WITNESS
By: T BY: Charles Simmons .
BY: T T T BY: Weldon Aston

WES-TEX DRILLING OOMPANY

A //éwz&

BY: Charles l‘/ ( , Exec. Vice-President
STAR PRODUCTION C(MI’ANY

BY: BY:
ANCD O1L OQUMPANY

BY: BY:
BY: o BY: Daniel G. Easley
BY: T BY: W. Timothy Weaver, Trustee

EUROTEX RESOURCES, 1.TD.

BY: ' BY:

BAILEY PRODUCIION AND DEVELOPMENT CO.




ALI'TEST/WLTNESS

BY: BY: Jay M. Easley
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1982 Modcl Forin Operating Agreement

i
3

ARTICLE XVL. )
MISCELLANEOUS FLECOS RIVER PROSIECT

This agreement shall be binding upon and shall inure to the benefit of the partics hereto and 1o their respective heirs. deviscen,
legal representatives, successors and assigns.

This instrument tay be executed in any number of counterparts, each of which shall be considered an original for all purposes.
and shall be deamed to be executed in Houston, Harrias County, Taxawe,

{IN WITNESS WHEREOF, this agreement shall be effcctive as of 1Bt dayof _October 19 8¢
OPERATOR
ATITEST: MALLON OIL OOMPANY
L . N
/) A /.'_/"(,J;"‘\ - n- j \ _A\—-\\
BY:’ Caflylﬂm “Foterson BY: Gemgo o. Mallon, Jr. ‘\\\
Secretlary/Treasurer President \\‘\

NON-OPERATORS

ATTEST/WITNESS
BY: B T BY: Charles Simmons
BY? *" BY: Weldon Aston
WES-TEX DRILLING COMPANY
BY: BY:
‘ ) STAR PRODUCTION, eerteti 77}/,

D

N
|
%\“
\
X
ﬁ
N
\J
N

‘_., : ’_\62//(,/

BY: BY:
BY: BY: Daniel G. Easley
BY: BY: W. Timothy Weaver, Trustee

EUROTEX RESOURCES, LID.

BY: . BY:

BAILEY PRODOCTION AND DEVELOPMENT (0.

BY: BY:



ATITST /WL, NESS

BY: BY: Jay M. Easley

15A
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1 ARTICLE XVL

2 MISCELLANEQUS

Al

4 This agreement shall be binding upon and shall inure to the benefit of the parties hercto and to their respective heirs. devisces.
S fepal tepresentatives, successors and assigns.

6

7 This instrument may be exccuied in any number of counierparts, cach of which shall be considered an original for all purposes.
R and shall bo deemed Lo be executed in liouaton, Harria Counly, Toxas,

9 IN WITNI:SS WHEREOF, this agrecment shall be effective as of ___ 18t day of _October .19 86
10
1
"

2 OPERATOR

MALLON OIT. OQOMPANY

R e e D N ~3§\l\
A. Peterson BY: George O. Mallon, JX.

ry/'freasurer President

NON-OPERATORS

ATTEST/WITNESS

Dy: BY: Charles Simmons

BY: BY: Woeldon Aston
35 WES—TEX DRILLING OOMPANY

:‘9 BY: BY:
40 STAR PRODUCTION OCOMPANY

DY: BY:
ENERGY  INVESTORS 1986 LIMITED PAR[WNLRSHIP

" //K//z////( // \,}W[é[(/ i 5//;//”/

471 BY: C‘yljth:ia A, Sandell

¢ Dby: BY: Daniel G, Easley

¢ BY: : . BY: W. Timothy Weaver, Trustee

87 EUROIEX RESOURCES, 1LTD.

Ll ny: BY:

61 BALLEY PRODUCTION AHD DEVELOPMENT CO.

67 BY: ' BY:

v R L o

1S O T TSP TS B Rt g



1= - Model Form Operating Agreement

A

ARTICLE XVI. .
MISCELLANEOUS FECOS RIVEER PROSHT G

This agreement shall be binding upon and shall inure to the benelit of the parties hereto and to their respective heirs, devisees,

legal representatives, successors and assigns.

This instrument may be executed in any number of counterpants, each of which shall be considered an original for all purposes,
and shell be deemed to be executed in Houston, Harrle County, Texas,

IN WITNESS WHEREOF, this agreement shall be effective as of ___18t day of _Octoboer L1986

o wd O A B e R e

=

OPERATOR

L)

ATTEST: MALLON OIL OOMPANY

RV S

Ty

ol

/ .
RPN RS ~

G 4T T N )

BY? TAFF 1e A, "cterson - BY: George 0. Mallon, Jz\
Secremry/‘l‘reasurer President \\

-~

L W
~No—_ O L o

NON-OPERATORS

[
-

ATITEST/WITNESS

L I
- o

Fd Pa e
~

V.
oo

By: BY: Charles Simmnons

L e
- W
a

Tt
ro

w
bt
}

BY: BY: Weldon Aston
WES-TEX DRILLING COMPANY

'.Jw‘-du'ﬁ'
30 ~d O A

BY: BY:
STAR PRODUCTION OOMPANY

o B a
N OO
-

BY: BY:
ANCO OIf, OMPANY

& D e B
S A ke
{

BY:

BTNy ¢ 1 ,h,;v cdiles i /A (U’M { ‘/4/////)

BY: S -BY: Daniel G. Easley
W-27-30

F S
T W o~

AN A A A
B Vs e D
|
i
{

BY: ‘ ) BY: W. Timothy Woaver, Trustee

A
-

At

87 EUROI'EX RIZSQ0RCES, LTD,

SR

39

¢}

61 BY: : BY:

62

61 BAILEY PRODUCTLION AND DEVELOPMENT (0.
64

6S




ATTEST /WITNESS

BY:

IERN

BY:

Jay M. Easley
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I° 7 “Model Form Operating Agrcemer  —~

ARTICLE XV,
MISCELLANEOQUS PECOS RIVIR PROSPICT

This sgreement shall be binding upon and shall inure 10 the benefit of the parties hereto and to their respective heirs, devisees,
legal representatives, successors and assigns.

This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes.
and shall]l be desmed to be executed In louston, Harris County, Texas,

IN WITNESS WHEREOF, this agrcement shall be effective as of ___ 18t day of _Octobar L1986

OPERATOR

ATTEST: MALLON O1L, COMPANY

! L ' A.; - g BESERY hYS ‘
SOt - e St e e T \C) ‘§‘Q~\-~Jl'q:\«>\-~\ \
BY: Carlyle hA. Peterson BY: George 0. Mallon, JK.
Secretary/Trmasurer President :

NON-OPERATORS

ATTEST/WITNESS

BYyT ) BY: c(harles Simmons

BY: Weldon Aston
WES—-TEX DRIILING OOMPANY

BY?:

RY: ‘ BY:
STAR PRODUCTION OOMPANY

BY: | BY:
ANCO OT1L OOMPANY

BY: BY:

Ve
ot Ver,,

......
* .

. .
. t\\\‘ Plg e, \:p ",‘ . o . //
A g o,'-' Lol R /[/(Lf\//é[//J[((((I /Z‘{ 5’

:BY 2\ - ) W. Tipothy Weaver, Trustee
. ,/ of \“ ) : -
ey S EUROTEX RESOURCES, LID.

' \
ATITIIAN

BY: ' , BY:

BAILEY PRODUCTION AND DEVELOPMENT (0,

ny. RY »



ATYEST/MITNESS

BY: BY: Jay M. Easley
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17 —- Model Form Operating Agreemer®

ARTICLE XVL PECOS RIVIR PROSPECT
MISCELLANEQUS

This agreeinent shall be binding upon and shall inure 1o the benefit of the parties hereto and to their respective heirs, devisces,

lega) representatives, successors and assigns,

This instrumnen may be executed in any nuinber of counterparts, cach of which shall be considered an original for all purposes.,
and shall be deemed to be executed In Houaton, tiarris County, Texas,

IN WITNESS WHEREOF, this agreem=nt shall be effective as of ___10t day of _October L1986 .
OPERATOR
ATTEST: MALLON OIL, QOMPANY
) T \\
Cr g Ll o S
. Carlyle A, Toterson BY: George O. Mallon, 31r
Secretary/Treasurer President

NON-OPERATORS

AT TEST/WITNESS
BY: | - BY: Charles Simmons
BY: - BY: Weldon Aston
WES—TEX DRILLING OOMPANY
BY: . T BY:
STAR PRODUCTION OOMPANY
BY: o BY:
ANCO OIL CCMPANY
BY: BY:
BY: BY: Daniel G. Easley
BY: o BY: W. Timothy Weaver, Trustee
v LBUROIEX REESOURCES, LTD.
d A
r///M / ////1/( (/1/\ / Z//;AM/M\//!( fzb/aui/
BY: // L,j BY:(/ Vv fnson }\FI\ JE,‘/\NK&L ,a/}/(‘ﬁb(_-f{
BAILEY PRODUCILON AND DEVELOPMENT Q0.
BY: BY:



ATITST/WITNESS

BY: ' BY: Jay M. Easley
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1092 - Model Form Operating Agreement |

A

ARTICLE XVI. PICOS RIVER PROSITCT
MISCELLANEOUS
This agreement shall be binding upon and shall inure to the benefit of the partics hereto and to their respective heirs, devicen.
legal representatives, successors and assigns.

This instrument may be executed in any number of counterpants, each of which shall be considered an original for all purpases.
and shal]l be deemod to be exscuted in Houston, Harrls County, Taxas,

IN WITNESS WHEREOF, this spreement shall be effective as of ____18t day of _October 19 86 .
OPFERATOR
ATTEST: MALLON OIL, OOMPANY
- \

A S R S ‘~Lf*dx~‘\'

BY: "Carlyle k. Peterson N BY: George O, Mallon, Jn,
sccretary/Treasurer President 2\
NON-OPERATORS

ATTEST/WITNESS
By: ’ T BY: Charles Simmons
BY? - ‘ BY: Weldon Aston

WES-TEX DRILLING COMPANY

BY: BY:
STAR PRODUCTION OOMPANY

BY: BY:
ANCO OIL QOMPANY

BY: BY:
BY: BY: Daniel G. Easley
by: BY: W. Timothy Weaver, Trustee

EUROTEX RESOURCES, LTD.

BY: BY:

BAILEY PRODUCIION AND DEVELOPMENT (0.

(e "’L({'}'/ ws:i",(v L0 A Rl T e
BY: ) BY: .- .
{ o A /\\_J."t Tt , VRERSEATE A



ATTEST/WITNESS

BY: BY: Jay M, Easley
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19t ~odel Form Operating Agrecment

(z.r.ﬁ

ARTICLFE XVI.

MISCELLANEOUS

Preary ven rennm e

This agreement shall be binding upon and shall inure 1 the bene it of the panties hereto and to their respective heirs, deviees,

legsl representatives, successors and assipns.

Ths inctrument may be executed in any number of countcrparts, each of which shall be considered an original for all purpaees
and shall ba dcemod lo be execuled In Houeton, Harris County, Texas,

IN WITNESS WHEREOF, this apreement shall b effective as of ____ 10t day of _October

L1986

OPERATOR

MALLON O1L, COMPANY

e V&) S
BY: George O, Mallon, Jr.
President

NON-OPERATORS

“Begfutacy
Rl
ATIEST/WITNESS

By:

BY:

BY:

BY:

ny:

nyY:

BY:

BY:

BY: Charles Simnons

BY: Weldon Aston
WES~TEX DRILLING CCHMPANY

BY:
STAR PROOUCTION COMPANY

ny:
ANCO Ol QOMPANY

BY:

BY: Daniel G. Easley

BY: W. Tinothy Weaver, Trustee

EUROTEX RESOURCES, LTD.

BY:

BAILEY PRODUCIION AND DEVELOPMENT (),

BY:



ATTEST/WITNESS

Attest s

BY: Assistant Cashier BY: Jay M. Easley

ESTATE OF ROBERT A. MY'TCHEM
First Interstate Bank of Denver, NA,
Persgnal Representative of the Estate

\ et

wnes T

President & Trust Officer

BY

RIDER

First Interstate Bank of Deonver, N.A., Personal Representative of the Estate

of Robert A. Mitchem, exvcutes the foregoing instrument solely in its capacity
as Personal Represcatative and not in its individual corporate capacity, makes
no warranties of title cither express or implied, and any liability asserted
against sald Bank because of its excecution of this i{nstrument shall be satisfied
solely from asscts held by it as such Personal Representative.

15A
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ARTICLE XVL,

PECOS RIVIR PROSPECT
MISCELLANEOUS .

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and 10 their respective heirs. devisces.

fegal representatives, successors and assigns.

This instrument may be executed in any nuinber of counterparts, each of which shall be considered an original for all purposes.
eand shall be desmed Lo be exacuted in Houston, Harrie County, Texas,

IN WITNESS WHEREOF, this agreement shall be effective as of ___18% day of _Qctober 19 86 .
OPERATOR
ATIEST: MALLON OIL OOMPANY
1/‘” z\’:,‘/"/ ’-:’.'} ( /i /’// L .~-~'"y‘-\\g:')m\\‘(\{\mif‘“—(‘%'\ |
BY:T Tarlyie A. Peterson BY: George O. Mallon, Jr.
Secretary/Treasurer President A\
NON-OPERATORS
ATTEST/WITNESS
By: - BY: Charles Simmons
BY: BY: Weldon Aston
WES~TEX DRILLING OOMPANY
BY: . BY: '
STAR PRODUCTION COMPANY
BY: BY:
ANCO OIL OOMPANY
BY: BY:
BY: BY: Daniel G. Easley
BY: ' BY: W. Timothy Weaver, Trustee
EUROIEX RESOURCES, LTD.
BY: BY:
BAILEY PRODUCTION AND DEVELOPMENT Q0.
BY: BY:



l,\'I"l‘F‘,S'I‘MI TNESS

)
[ ,j}
2 )
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BY:

15a

// } . W 810 IRV

BY:UJ&W M. Easley -/
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PEOOS RIVER PROSPECT

ARTICLE XVI.
MISCELLANEOUS

[}

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

LA B W N e

This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes.
aidd shall be deemed to be executed in Houston, Harris County, Texas.

124 WITNESS WHEREOF, this agreement shall be effective as of __Ist___ day of ____October 19 _86

10
11

12 OPERATOR
13

3 Sy
14 Wil AL (ST 0 _ MALLON OlL COMPANY, A COLORADO OORPORATICAH
16 -
17 W .
ren [. Me o?lt - By: George O. Mallon, Jr.

19 f;'i.s_gzint S{:e'éut}),(zy President

---------- P4
20 QQLORI\@,;{-’

15

/) ‘\\:‘A :D \V\rlka\\
18 \&
21 TR

n NON-OPERATORS
23
24
25
26
27
28
29
30
31
3
33 .
Y By: By: Dennis N, Johnston
s

6 PITOI ENFRGY 1985 LID.
37

R}

39 By: By:

40

41

42

43

44

45

46

47

48

49

50

51

52

53

54

55

56

57

BIL LID., 1985

— A
-7 / / 7 / ,
At
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1 ! - Modcl Form Operating Agreemc
PEQOS RIVER PROSPECT

ARTICLE XVI.
-\ ) MISCELLANEOUS

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

This instrument may be exccuted in any number of counterparts, each of which shall be considered an original for all purposes.
and shall be decmed to be executed in Houston, Harris County, Tesxas.

IN WITNESS WHEREOF, this agrecment shall be cffective as of ___ISL___ day of October , 19 86

OPERATOR

MALION Ol OCMPANY, A QOIORADO QORPORATION

By: George 0. Mallon, Jr.
President

o — txm;mgsk\&

NON-OPERATORS
WITNESS/ATTEST: BIL LD., 1985
By: By: o
// g
J e
{. //)77 i
By: flyz"Dennis N. John7<$n// /

PLLOC ENERCY 1985 110,

By: By:
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2 - Model Form Operating Agreem
PEQUS RIVER PROSPECT

| ARTICLE XVI.

2 . MISCELLANEOUS
3

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

This instrument inay be executed in any number of counterparts, each of which shall be considered an original for all purposes.
8 and shall be deemed to be executed in Houston, Harris County, Texas.

9 IN WITNESS WHEREOF, this agrecment shall be effective as of 15t day of ___ October 1986 .

12 : OPERATOR

Coy

Bpeer, _ MALION Ol1. OMPANY, A COLORADO CORPORATION

e (S

i )

0 F.\_P};Clil.\toc,l,b' By: George 0. Malloun, Jr. \
19 ‘*ﬂ;‘stant Secretaty President

.........

n NON-OPERATORS

24 WITNESS/ATIEST BT L1D., 1985

14 By: By: Dennis N. Johnston

” PILOT ENERGY 1985 LID.

38 — By:__Morth Star 0il & Gas, General Partner
39 By: By: . ll_ o Ae LJ»__Q \fl_’::}

40 Aexander D. Stuart

41 Managing General Partner




AMENDED
EXHIBIT "A.1"
January 31, 1990

Item 1: Identification of lands subject to this Agreement:

Township 26 South, Range 29 East, NMPM
Section 27: NI/4 SE/4 (Awco Federal #1 wWell)
Iddy County New Mexico

Ttem 2: BPO APO
Non—-Consenl. Non—-Consent
Mallon Oil Cowpany 57.9865100% 25.7600000%

1099 18th Street, Suite 2750
Denver, (olorado 80202

Charles Simmons 11.8741700% 6.2500000%
1120 Shady Oaks Lane

t. wWorth, Texas 76107

Weldon Aston 11.8741700% 6.2500000%
1465 Continental Plaza

Ft. Worth, Texas 76102

Wes~Tex Drilling Coapany 6.2500000% 6.2500000%
P.0O. Box 3739

Abilene, Texas 79604

Star Production Inc. 5.2441100% 2.7602500%
P.0O. Box 10918

Dallas, Texas 75207

Kerrco, Inc. 1.5625000% 43.3022500%
22nd Floor, Niels Esperson Bldg.
Houslton, Texas 77002

Anco 0il Company -0- 2.5000000%
301l Comwerce, Suite 1010

Fort Worth, Texas 76102

W. Timothy Weaver, Trustee ~0- 3.1250000%
910 Travis

Suite 1203

Houston, Texas 77002

Pacaa 1 nnf 9



ftem 2:

Item 3:

AMENDED
EXHIBIT "A.1"
January 31, 1990

(cont.) BPO
Non-Consent

Jay Fasley 2.9685400%

P.O. Box 5036

Victoria, Texas 77903

Estate of Robert A. Mitchem 2.2400000%

c/o First Interstate Bank of
Denver, as personal representative
P.0O. Box 5825

Denver, Colorado 80217

TOI'AL WORKING INI'EREST 100.0000000%

Oil and Gas Leases Subject to this Agreement:
Lessor: United States of America

lessee: Don Wright:

Ilease Date: Iebruary 1, 1980

Federal [ease Number: NM-38636

Desceription:

Township 26 South, Range 29 East, NMPM
Section 27: WN/2 Ni/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: All (excluding 203.9 acres
lying within the Red Bluff Reservoir)

Section 29: N/2, N/2 SL/4, SE/4 SE/4

Eddy County, New Mexico

Page 2 of 2

APO
Non-Consen L

1.5625000%

2.2400000%

100.00000000%



AMENDED
EXHIBIT "A.2"
January 31, 1990

ITtem 1: Identification of lands subject to this Agreement:

Township 26 South, Range 29 East, NMPM
Section 27: NW/4 SE/4 (hmoco Federal #3 wWall)
SE/4 NE/4 (Amoco Federal #4 Waell)
NIZ/4 NE/4  (Amoco Federal #5 W=11l)
NW/4 NE/4  (Amoco Federal #6 Well)
NE/4 NMW/4 (Amoco Federal #7 W=11)
SE/4 NW/4  (Amoco Federal #8 Well)

Bddy County New Mexico

working Interest Percentage

Ttem 2:

Mallon Qil Conpany 25.76000%
1099 18th Street, Suite 2750
Denver, Colorado 80202

Charles Simmons 6.25000% '
1120 Shady Oaks Tlane
Ft. Worth, Texas 76107

Weldon Aston 6.25000%
1465 Continental Plaza
Ft. Worth, Texas 76102

Wes—Tex Drilling Company 6.25000%
P.0O. Box 3739
Abilene, Texas 79604

Star Production Inc. 2.76025%
P.O. Box 10918
Dallas, Texas 75207

Kerrco, Inc. 43.30225%
22nd Floor, Niels Isperson Bldg.
Houston, Texas 77002

Anco 0il Conpany 2.50000%
301 Comm:rce, Suite 1010
Fort Worth, Tuxas 76102



AMENDED
EXHIBIT "A.2"
Janwary 31, 1990

Item 2: (cont.) Working Interest Percentage

Jay Easley 1.56250%
P.0O. Box 5036

Victoria, Texas 77903
Estate of Robert A, Mitchem 2.24000%

c/o First Interstate Bank of
Denver, as personal representative

P.0O. Box 5825

Denver, Colorado 860217

W. Timothy Weaver, Trustee 3.12500%
910 Travis

Suite 1203

Houston, Texas 77002

TOI'AL WORKING INTERESY ' 100.00000%

Ttem 3: 0il and Gas Le:ases Subject to this Agreeent:
Lessor: United States of America
Lessee: Don Wright :
lease Date: Tebruary 1, 1980
Federal [ease 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: All (excluding 203.9 acres
lying within the Red BLuff Reservoir)

Section 29: N/2, N/2 SE/4, SE/4 SE/4

Bddy County, New Mexico

Page 2 of 2



Item 1:

Ttem 2:

AMENDED
EXHIBLT "A.3"
Janvary 31, 1990

Tdentification of lands subject to this jreement s

Township 26 South, Range 29 East, NMPM
Section 27: NE/4 $W/4 (Amoco Federal #9 well)
BEddy County New Mexico

Working Interest Percentage

Mallon Oil Conpany 25,76000%
1099 18th Street, Suite 2750
Denver, Colorado 80202

Charles Simmons 6.25000%
1120 Shady Oaks Iane
Ft. Worth, Texas 76107

Weldon Aston 6.25000%
1465 Continental Plaza
Ft. Worth, Texas 76102

Wes-Tex Drilling Company 6.25000%
P.O. Box 3739

Abilene, Texas 79604

Star Production Inc, 2.76025%
P.O. Box 10918

Dallas, Texas 75207

Kerrco, Inc. 27.05225%
22nd Floor, Niels Esperson Bldg.
Houston, Texas 77002

Anco 0il Company 2.50000%
301 Commarce, Suite 1010

Fort Worth, Texas 76102

W. Timothy Weaver, Trustee 3.12500%
910 Travis

Suite 1203

Houston, Texas 77002



Ttem 23

Ttem 3:

AMENDED
EXHIBIT "A.3"
Janvary 31, 1990

(cont.) : Working Interest Pcercentage

Anoil Coupany
P.O. Box 2967
llouston, Texas 77252-2967

Dennis N. Johnston
711 Iouisiana

Suite 2000

Houston, Texas 77002

Pilot Energy 1985 Itd
1021 Main Street, Suite 1700
Houston, Texas 77002

Jay Fasley
P.O. Box 5036
Victoria, Texas 77903

Estale of Robert A. Mitchem

c/o First Interstate Bank of
Denver, as personal representative
P.O. Box 5825

Denver, Colorado 80217

‘COrAL WORKING INTEREST

7.00000%

3.00000%

6.25000%

1.56250%

2.24000%

100.00000%

0il and Gas Leases Subject to this Agreemenl:

lessor: United States of America
Iessee: Don Wright |

£.ease bDate: Tebruary 1, 1980
Federal Lease Number: NM-38636

Description:

Township 26 South, Range 29 East, NMPM

Section 27: N/2 NIi/4, SE/4 NE/4, NW/4,
N/2 $/2, SW/4 SW/4 (excluding 38.08 acres
lying within the Red Bluff Reservoir)

Section 28: All (excluding 203.9 acres
lying within the Red BLuEf Reservoir)

Section 29: N/2, N/2 SE/4, SE/4 SE/4

Eddy County, New Mexico

Page 2 of 2



Item 1:

Ttem 2:

AMENDED

EXHIBIT “A.4"

January 31, 1990

Identification of lands subject to this Agreement:

Township 26 South, Range 29 East, NMPM

Section 27: SwW/4 NW/4 (Anoco Federal #L0 Well)
Bddy County New Mexico

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

HWes—Tex Drilling Cowmpany
P.O. Box 3739
Abilene, Texas 79604

Star Production Inc.
P.O. Box 10918
Dallas, Texas 75207

Kerrco, Inc.
2214 Floor, Niels Isperson Bldg.
Houston, Texas 77002

Working Interest Percentage

36.88500%

6.25000%

6.25000%

6.25000%

2.76025%

19.05225%



Ttem 2:

Item 3:

AMENDED
EXUIBIT "A.4"
January 31, 1990

(cont.) Working Interest Percentage

Anoil Company 7.00000%
P. 0. Box 2967

Houston, Texas 77252-2967

Dennis N. Johnston 3.00000%
711 Louisiana

Suite 2000

Houston, Texas 77002

Pilot Energy 1985 Ltd 6.25000%
1021 Mhin Street, Suite 1700
Houston, Texas 77002

Jay Easley 1.56250%
P.0O. Box 5036

Victoria, Texas 77903

Energy Investors 1986 2.500009%
Limited Partnership

370 17th Streclt, Suite 5020

Denver, (olorado 80202

Estate of Robert A. Mitchem 2.24000%
c/o First Interstate Bank of

Denver, as personal representative

P.O. Box 5825
Denver, Coloriado 80217

TOI'AL WORKING INTEREST 100.00000%

0il and Gas Leases Subject bto this Agreement:
iessor: United States of America

Iessee: Don Wright

Iease Date: TFebruary 1, 1980

Federal [ease Nunber: NM-38636

Description:

Township 26 South, Range 29 East, NMPM

Section 27: N/2 NF/4, SE/4 NE/4, NwW/4,
N/2 S/2, SW/4 SW/4 (excluding 38.08 acres
lying within the Red Bluff Reservoir)

Section 28: All (excluding 203.9 acres
lying within the Red BLuff Reservoir)

Section 29: N/2, N/2 SE/4, SE/4 SI/4

Bddy County, New Moxico

Page 2 of 2



Ttem 1:

Ttem 2:

AMENDED
FXHIBIT "A.5"
Janvary 31, 1990

Identification of lands subject to this Agreement:

Township 26 South, Range 29 East, NMPM
Section 27: NW/4 NW/4 (Amoco Federal #11 wall)
Bdcly County New Mexico

Working Interest Pcrcentage

Mallon Oil Cowpany 33.76000%
1099 18th Street, Suite 2750
Denver, Colorado 80202

Charles Simmons 6.25000%
1120 shady Oaks Tane )
Ft. Worth, Texas 76107

Weldon Aston 6.25000%
1465 ontinental Plaza
Ft. Worth, Texas 76102

Wes~Tex Drilling Company 6.25000%
P.O. Box 3739
Abilene, Texas 79604

Star Production Inc. 2.76025%
P.O. Box 10918
Dallas, Texas 75207

Kerrco, Inc. 19.05225%
22nd Floor, Niels Psperson Bldg.

Houston, Texas 77002

Anoil. Company 7.00000%
P.0. Box 2967

Houston, Texas 77252-2967

Dennis N. Johnston 3.00000%
711 Louisiana

Suite 2000

Houston, Texa:s 77002

Pilot Fnergy 1985 1td 6.25000%
1021 Main Streelk, Suite 1700
Houston. Texas 77002



AMENDED
EXHIBIT "“A.5"
January 31, 1990

Item 2: (cont.) Working Interest Percentage

Jay Easlay 1.56250%
P.O. Box 5036

Victoria, Texas 77903

Energy Investors 1986 2.50000%
Limited Partnership

370 17th Strect, Suite 5020

Denver, (blorado 80202

Estate of Robert A, Mitchem 2.24000%
c/o First Interstate Bank of

Denver, as personal representative

P.O. Box 5825

Denver, Colorado 80217

W. Timothy Weaver, Trustee 3.12500%
22nd Floor, Niels Esperson Bldg.

Houston, Texas 77002

TOrAL WORKING INTEREST 100.00000%

Item 3: 0il and Gas Leases Subject to this Agreement:
Lessor: United States of America
Iessee: Don Wright
Lease Dale: T'ebruary 1, 1980
Federal Tease Number: NM-38636
Dascription:
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: All (excluding 203.9 acres
lying within the R>d BLuff Reservoir)

Section 29: N/2, N/2 SE/4, SE/4 SE/4

Bddy Counky, New Mexico

Paage 2 of 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 Tederal #13 well)
Fddy County New Mexico

BPO APO
Non-Consent Non—-Consent
Them 2: T -

Mallon Oil Cowpany 64.7802080% 36.8850000%
1099 18th Street, Suite 2750
Denver, Colorado 80202

Charles Simmons 6.2500000% 6.2500000%
1120 shady Oaks Iane

Ft. Worth, Texas 76107

Weldon Aston 10.3075356% 6.2500000%
1465 Cont:inental Plaza

Ft. Worth, Texas 76102

Wes~Tex Drilling Company 10.3075356% 6.2500000%
P.O. Box 3739 .

Abilene, Texas 79604

Star Production Inc. 4.5522200% 2.7602500%
P.0O. Box 10918

Dallas, 'Texas 75207

Kerrco, Inc. -0- 19.0522500%
22nd Floor, Niels Fsperson Bldg.
Houston, Texas 77002

Anoil Company -0~ 7.0000000%
P.O. Box 2967

Houston, Texas 77252-2967

Dennis N. Johnston -0- 3.0000000%
711 louisiana

Suite 2000

Houston, Texas 77002

Pilot Energy 1985 Ltd -0- 6.2500000%
1021 Mpin Street, Suite 1700
Houston, Texas 77002



Item 2:

Tltem 3:

AMENDED
EXHIBIT "A.6"
January 31, 1990

(cont.) BPO
Non-Consent

Jay PBasley 1.5625000%

P.0O. Box 5036

Victoria, Texas 77903

Energy Investors 1986 -0~

Limited Partnership

370 17th Strect, Suite 5020

Denver, (nlorado 80202

Estate of Robert A. Mitchem 2.2400000%

c/o First Interstate Dank of

Denver, as personal representative

P.0O. Box 5825

Denver, Coloriado 80217

TOI'AL WORKING INTEREST 100.0000000%

0il and Gas Leases Subject to this Agreement:

Lessor: United States of America
Lessee: Don Wright

Iease Date: Iebruary 1, 1980

Federal [ease Number: NM-38636
l?escription:

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: All (excluding 203.9 acres
lying within the Red Bluff Reservoir)

Section 29: N/2, N/2 SE/4, SE/4 SE/4

BEddy County, New Mexico

Page 2 of 2

APO
Non—-Consent

1.5625000%

2.5000000%

2.2400000%

100.00000000%



Ttem 1:

Teem 2:

AMENDED
EXAIBIT "A.7"
January 31, 1990

Identification of lands subject to this Agreement:

Township 26 South, Range 29 East, NMPM
Section 28: SW/4 SE/4 (Anmoco Federal #14 well)
Bddy County New Mexico

BPO

Non—-Consent
Millon Oil Qoipany 65.1319700%
1099 18th Street, Suite 2750
Denver, (olorado 80202
Charles Simmons 9.8023500%
1120 shady Lane
Ft. Worth, Texas 76107
Weldon Aston 9.8023500%
1465 Continental Plaza
Ft. Worth, Texas 76102
Wes-Tex Drilling Company 6.2500000%
P.0O. Box 3739
Abilene, Texas 79604
Star Production Inc. 2.7602500%
P.O. Box 10918
Dal las, Texas 75207
Kerrco, 1Inc. 1.5625000%
22nd Floor, Niels Isperson Bldg.
Houston, Texas 77002
Anoil Coupany -0-
P.O. Box 2967
Houston, Texas 77252-2967
Dennis N. Johnstén -0-
711 Iouisiana
Suite 2000
Houston, Texas 77002
Pilot Energy 1985 Ltd -0-

1021 main Strcet, Suite 1700
Houston, Texas 77002

APO

Non—Consent

36.8850000%

6.2500000%

6.2500000%

6.2500000%

2.7602500%

19.0522500%

7.00000%

3.00000%

6.25000%



Ikem 2:

Ttem 3:

AMENDED
EXQIBIT "A.7"
January 31, 1990

(cont.) BPO
Non-Consient

Jay Fasley 2.4505800¢%

P.0O. Box 5036

Victoria, Texas 77903

Encrgy Investors 1986 -0-

Limited Partnership

370 17th Street, Suite 5020

Denver, (blorado 80202

Estate of Robert A. Mitchem 2.2400000%

c/o First Interstale Bank of

Denver, as personal representative

P.O. Box 5825

Denver, Colorado 80217

TOI'AL WORKING INTEREST 100.0000000%

Oil and Gas Leases Subject to this Mgreewent:

Iessor: United States of America
Lessee: Don Wright
Lease Date: February 1, 1980

Federal Tease Number: NM-38636

+

Description:

Township 26 South, Range 29 East, NMPM
Section 27: N/2 NIi/4, SE/4 NE/4, NW/4,
N/2 8/2, SW/4 SW/4 (excluding 38.08 acres
lying within the Red Blutf Reservoir)

Section 28: All (excluding 203.9 acres
lying within the Red Bluff Reservoir)

Section 29: N/2, N/2 SE/4, SE/4 SE/4

Bddy County, New Mexico

Page 2 of 2

APO
Non—~Consent

1.5625000%

2.5000000%

2.2400000%

100.0000000%



AMENDED
EXUHIBIT "A.8"
January 31, 1990

Item 1: Identification of lands subject to this Agreement:

Township 26 South, Range 29 East, NMPM
Section 27: NW/4 SW/4 (Amoco-Red Bluff }1 ederal Well)
Iddy County, New Mexico

Item 2: BPO APO
Non-Consent Non-Consent
Mallon Oil Company 41.1284932% 27.9154900%

1099 18th Streetb, Suite 2750
Denver, (blorado 80202

Charles Simmons 6.9690415% 4,7301563%
1120 shady Iane

Ft. Worth, Texas 76107

weldon Aston 6.9690415% 4.7301563%
1465 Continental Plaza

Ft. Worth, Texas 76102

Wes-Tex Drilling Company 6.4432990% 4,7301563%
P.O. Box 3739
Abilene, Texas 79604

Star Production Inc. 2.8456185% 2.0890262%
P.0O. Box 10918

Dallas, Texas 75207

Kerrco, Inc. 16.1012802% 14.4192190%
22nd Floor, Niels Esperson Bldg.
Houston, Texas 77002

Anoil Company 7.2164948% 5.2977750%
P.0. Box 2967

Ilouston, Texas 77252-2967

Dennis N. Johnston -0- 2.2704750%
711 louisiana

Suite 2000

Houston, Texas 77002

Pilot Energy 1985 Ltd 6.4432990% 4,7301563%
1021 Main Street, Suite 1700
Houston, Texas 77002



AMENDIED
EXIIIBIT "A.8"
January 31, 1990

ftem 2: (cont.) BPO APO
Non-Consent Non—-Consent
Jay Easley 1.6108247% 1.1825391%

P.O. Box 5036
Victoria, Texas 77903

Estate of Roberkt A. Mitchem 1.6952880% 1.6952880%
c/o First Interstale DBank of

Denver, as personal representative

P.O. Box 5825

Denver, Colorado 80217

Encrgy Investors 1986 2.5773196% 1.8920625%
Limited Partnership

370 17th Street, Suite 5020
Denver, olorado 80202

Red Bluf £ Water Power —0- 24.3175000%
Control District

11L W. 2nd Street

Pecos, Texas 79772

TOPAL WORKING INPEREST 100.0000000% 100.00000000%

Item 3: Oil and Gas Leases Subject to this Agreement:

L)lessor: United States of America
Iessee: Red Bluff Walter Power Control District
Lease Date: March 29, 1988
Federal Lease Nunber: NM NM 71599
Descript ion:

Township 26 South, Range 29 East, NMPM
Section 27: NW/4 Sw/4
fddy County, New Mexico

2)leasor: United States of America
Lessee: Don Wright:
Iease Date: February 1, 1980
Federal Iease Number: NM-38636
bescription:

Township 26 Soulh, Range 29 Fast, NMPM
Section 27: N/2 NE/4, SE/4 NE/4, NW/4,
N/2 5/2, SW/4 SW/4 (excluding 38.08 acres
lying within the Red Bluff Reservoir)

Section 28: All (excluding 203.90 acres
lying within the Iked Bluff Reservoir)

Section 29: N/2, N/2 SE/4, SE/4 SE/4
dy County, New Mexico

Pacde 7 nfF 2



Ttem 1:

ltem 2:

AMENDED

EXJIBILT "A.9"
Janvary 31, 1990

Identification of lands subject to this Ngreament:

Township 26 South, Range 29 East, NMPM

Section 27: SW/4 SW/4

Section 28: All excluding NE/4 NE/4, SW/4 SE/4
and 203.9 acres lying within the

Red Bluf f Reservoir

Section 29: N/2, N/2 SE/4, SE/4 SE/4
Iddy County New Mexico

{Undeveloped Acreage)

Millon Oil Conpany
1099 18th Street, Suite 2750
Denver, (nlorado 80202

Charles Simons
1120 Shady Lane
Ft. Worth, Texas 76107

Weldon Asiton
1465 Continental Plaza
Ft. Worth, Texas 76102

Wes-Tex Drilling Conpany
P.O. Box 3739
Abilene, Texas 79604

Star Proluction Inc.
P.0O. Box 10918
Dallas, 'l'exas 75207

Kerrco Ltd
22nd Floor, Niels Esperson Bldg.
Houston, Texas 77002

BeneTex 0il & Gas, Ltd.
22nd Floor, Niels Fsperson Bldg.
Houston, Texas 77002

EuroTex Resources, Ltd.
22nd Floor, Niels Fsperson 8ldg.
Houston, Texas 77002

Anoil Company
1021 Main Street, Ste. 1700
Houston, Texas 77002

Dennis N. Johnston
711 Louisiana

Suite 2000

Houston, Texas 77002

Pilot Energy 1985 [itd

1021 Main Street, Suite 1700
Houston. Texac 77007

Working Interest Percentage

36.88500¢%

6.25000%

6.25000%

6.25000%

2.76025%

3.50000%

L.56250%

7.98975%

7.00000%

3.00000%

6.25000%



Ttem 2:

Jtem 3:

AMENDED
EXIIIBLT "A.9"
January 31, 1990

(cont) Working Interest Revenue

Jay Easley 1.56250%
P.0O. Box 5036
Victoria, Texas 77903

Estate of Robert A. Mitchem 2.24000%
c/o First Interstate Bank of

Denver, as personal representative

P.0O. Dox 5825

Denver, Colorado 80217

Energy Investors 1986 2.50000%
Limited Partnership

370 17th Street, Ste. 5020

Denver, Oolorado 80202

TOTAL WORKING INTEREST 100.00000%

0il and Gas Ieases Subject to this Agreement:
Iessor: United States of America

ILessee: Don Wright

Lease Date: TIebruary 1, 1980

Federal Tease 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: All (excluding 203.9 acres
lying within the Red BLuff Reservoir)

Section 29: N/2, N/2 SE/4, SE/4 SE/4

BEddy County, Now Mexico

Paen 2 of 2



— COPAS - 1984 - ONSHORE

Recommended by the Counct

h:iflbm 601 8Ox ROO of Petroleum Accountonts
r

TULSA OK 74100 Socielies EUPHS

EXHIBIT Yo "

ATTACHED TO AND HADE A PART OF THAT CERTAIN OPERATING AGREEMENT
DATED OCTOBER 1, 1986, BY AND BETWEEN MALLON OIL COMPANY, AS
OPERATOR AND KERRCGO LTD., FT AL., AS NON-OPERATORS.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

| GENERAL PROVISIONS

1. Definitions

“Joint Property™ shadl mean the real and personal property subject to the agreement to which this Accounting Procedure
i< attached.
“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and muinte-
nance of the Joint Property.

“Jnint Acconnt™ shall mean the account showing the charges paid and credits received in the conducet of the Joinl Opera-
tions and which are to be shared by the Parties.
“Operator” shall mean the party designated to condnuet the Joint Operations.
“Non-Operators” shall mean the Parties to this agreement other than the Operator,
“Parties” shall mean Operator and Non-Operators,
“First Level Supervisors”™ shidl mean those employees whose primary function in Joint Operations is the direet supervision
of other employees and or contract labor divectly employed on the Joint Property in a ficld operating capacity.
“Techrieal Fmplovees” shall mean those emplovees having special and specifie engineering, geolopricat or other profes.
stonald skitls, and whese primary function inJeint Operations is the handling of specific operating conditions and probilenis
for the henefit of the Joint PProperty,
“Personal Fxpenses™ shadl mean travel and other reasonable reimbursable expenses of Operator's employees.
“Materiad” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material™ shall mean Material which at the time is so classified in the Material Classification Manual as
mos{ recentdy recommmended by the Council of Petroleum Accountants Societies.

2 Statement and Billings

Operator shalldhill Non-Operators srss-diclorothadamdioeefasehaantde for their proportionate share of the Joint Ac-
count fa—threpeeeedtmgeananth. Such bills will be accompanied by stitements whieh identify the aathority for expenditure,
lease or fucihity, and all charges and eredits summarized by appropriate chssifications of investment and expense exeept
that items of Controllable Miterial and unusual charges and credits shall be separately identificd and fully described in
detail.

1

3. Adduanavicinddiaovmeendt: 1y Non Operators

A ) DTS NIPICS FVTETTTITIOTEIVETITOVT P8 JUVT I PIUCUR CTHN J SUTETOr o FIRUPCTY IR § 1Y [\n\uu Lo vl N H 41 Al 1)' 4 mer
share of esting m-d cash ontlay for the sneceeding mnnlh = npm.llmn within fifig et T IITCT receipt of the hilt
inge or v the Niest day of the month {op s bicleidveseaemret =T red, whichever is later. Operator shall adjnst vach

‘L' . 'ﬂ_' 'kl > ll' a0
)
| i HLRTY 13p)‘<“ K

B, Fach Non-Operator shall pay s proportion of all hills within avs after receipt. I pavment i~ not male
wiathin such time, the unpaid balanee shafl hear interest monthly at the prime rate in effect at _Denver -
National Bank ___.. _ . on the first day of the month in which delinqueney oeeurs |»lux ' or the manimum
contract rate permitted by the apphoable nsury Jaws in the state in which the Joint Property is located, whichever

is the lesser. plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts

he p
ORI ki b st e N ey sy remaane -

1. Adjustments

avment of any such bill <hadl nat prejudice the right of any Non-Operator W protest or gquestion the correetness thereof:
provided. however, al hills and statements rendered to Non-Operators by Operator during any calendior yvear shall con-
clusively be presumed ta be true and correet after twenty-four (21) months following the end of any such calendar ver.
pnless within the said twenty-four (2 month period a Non-Operator takes written exception thereto and makes claim on
Operator for adjustment. No adjustment favorable to Operator shall be made wnless it is nude within the siame preseribed
period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Controtlable
Material as provided for in Section V',

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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h.

6

Audits

\ A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right o audit Opera-
tor’s accounts and records relating to the Joint Account for any cialendar year within the twenty-four (24) month
period Tollowing the end of such eadendar vear: provided, however, the making of an audit shall not extend the time
for the taking of written exeeption to and the adjustments of accounts as provided for in Paragraph 4 of this Section
1. Where there are two or mare Nan-Operators, the Non-Operators shall suaheevors-regesnidde——effortte-corduct a
goant awdit in o manner which will result in a minimum of inconvenience o the Operator, Operator shall hear no por-
tion of the Non-Operators” audit eost incurred under this paragraph unless agreed to by the Operator, The audits
chall not be conducted more than onee each year without prior approval of Operator, except upon the resignation or
removal of e Operator, and shall be made at the expense of those Non-Operators approving such audit.

& The Operator shall reply in writing o an andit report within 180 days after receipt of such report.

Approval By Non-Operators

Where an approval or other myorcenment of the Parties or Non-Operiators is expressly required under other sections of this
Acconnting Procedure and if the apreement o which this Accountings Procedure is attached contains no contrary provisions

1 regard thereto, Operator shall notify al) Non - Operators of the Operador's proposal, and the agreement or approval of
a nuagority an interest of the Non-Operators shall be controlling on all Non-Operators.

1L DIRECT CHARGES

Operator shall charge the Jaint Aceount with the following items:

.

3

Feological and Favironmental

Costs inenrred for the benefit of the Joint PProperty as a resull of povernmental or regulidory requirements o satisfy enviren-
mental considerations applicable to the Jaoint Operations. Such costs may inelude surveys of an ecological or archacologrical
nature and pollution control procedures as vequired by applicable laws and repulations.

Rentals and Royalties

laase rentals and ravalties paid hy Operator for the Joint Operations.

I.ahor

A (1) Salaries and wagres of Operator’s ficld employees direetly emploved on the Joint Property in the conduet of Joint
Operitions, . .

(1 Salaries of First Level Superyisors in the field.

{2 Sataries and wagres of Technical Emplovees direetly employed on the Joint Property if such charges are excluded
from the overhead rates.

(0 Salaries and wagres of Teehuival Employees either temporarily or permanently assigned to and directly employed
i the operation of the Joint Propecty of such eharges are excluded fram the overbiead rates.

U Operator’: cost eof holiday, vacation, sichness and disability benefits and other costoniuy allowances paid to emplovees
whase salaries and wapres are chargeable o the Joint Acconnt under Parvagraph 3A of this Section H. Such costs under
this Paragrraph 21 miay be charged ona “when and as paid basis™ or by “pereentage assessment” on the amount of
sidaries and wigres chargeable to the Joint Aceount under Paragieaph 3A of this Section T I percentape assessmient
i« used. the rate shall be based on the Operator’s cost experience,

C. Lxpenditures or contributions made pursuant o assessments imposed by governmental anthority which are applicable
to Operator's costs charpeable to the Joint Aecount under Paragraphs 3A and 3B of this Seetion 11

D Personal Fxpenses of thase employees whose sadaries and wigres ave chargeable to the Joint Account ander Paragraph
SA of this Sectin H.

omployee Benelits

Operator's current costs of estabhished plans for employees” group life insuranee, hospitalization, pensgion, retirement, stock
purchase, theift. bonus, and other benefit plans of a like natare, applicable to Operator’s labor cost chargeable to the Joint
Vecount under Paragrphs 3A and 313 of this Section H shall be Operator’s actual cost not o eaceed the pereent most recent-
v orccommended by the Counctl of Petroleam Aceountiants Societies,

Miterial

Material purchaced or furnished Uy Operator for use on the Joint Property as provided under Seetion TV, Only such Material
<hatl be parehacad for or transferved to the Joint Property as may be vequired for immedinte use and is reasonablv practical
and conzistent with efficient and cconomical operations, The aceurhuliation of surplus stocks shall be avoided.
Transporiation

Transportation of cmplayees and Material necessary for the Joint Operadions but subject to the following limitations:
A I Maderial is moved to the Joint Property from the Operator’s warehouse or other properties, no eharge shall be made

o the Joint Accaunt for a distance greater than the distanee from the nearest reliable supply store where like material
is normadly available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

i




-1

o

—
=t

.

R, I surplus Material is moved o Operator’s warchouse or other storage point, no charge shall be made o the Joint Ae-
count for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, ar railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the
Parties. '

. In the appheation of kulq‘:u.lgx wphs A and B atvwe, the oplion to equalize or charge actual trucking cost is available
when the actual charge is $400 or less exeluding 'n(‘('wnl.’l? charges. The $400 will be adjusted to the amount most
recently recommended by the Coundit of Petroleum Accountants Secieties. :

Services

The eost of contract services, equipment and atitities provided by ouiside sources, except services excluded by Paragraph
10 of Section I and Parayraph i, i, and it of Section T The cost of professional consultant services and contract ser-
viees of teehnieal personnel Jrvectly enprapred on the Joint Property if such charpges are excluded from the overhea] rates.
The cost of professional consuftiant services or contract services of techaical personnel not direetly engaged on the Joim
Propecty shall nat be charped W the Joint Account unless previously aereed to by the Parties.

Fguipment and Facilities Furnished By Operator

AL Operator shall ehargre the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with eosts of ownpership and operation. Such rates shalt inclode eosts of maintenance, repairs. other operating expense,
insnrance, taxes, depreciation, and interest on goeoss investent less accumulated depreciation not to exceed

fifteen. percent €15 %) personum, Such rates shall not exceed average commercial rates currently pre.
vatling i the lnnm-rh ite arcean of the Joint Property.

. In benof ehargesin paragrraph SA above, Operator may elect to use average commercial rates prevailing in the immedi-
ate area of the Joint Property Jess 20%. For antomotive equipment, Operator may elect to use rates pablished by the
Petrolewm Motar Transport Assocration,

Damages and Losses to Joint Property
14 A

\
All costs or expenses necessary for the repair or replacement of Joint Property made necessary becanse of damagres or losses
incourrad hy fire. flood, storm. theft, aceident, or other cause, except those resulting from ()p( rator’s gross negligpenee or
willful mizconduct. Operator shall farnish Non-Operator written notice of damages or losses incurred as soon as practicable
after a report thereof has bren recewved by Operator,

Japal Expense

Foapense of handline, invedigating and settling litigation or claims, discharging of Liens, pavment of judgements and
amounts paid fde settlement of chdms incarred in or resulting from ope "llimm under the uvru ment or necessary to protect
or recover the Joint Property, except that no charye for services of Operator's legral staff or fees or expense of outside attor-
neva shadl he made unless previously apreed to by the Partics, Atbotherdepatcepenseircomsidered-tor-breorrereddaethe

Y 0wlwl—+uw-w ne-al Seetion 4 ludan —«Howww*'hﬂﬁhf'-{‘m errexcept-nrprovidedmSection-k-Paraprart
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Taves

AN tanes of every kind and midore assessed or levied upon or in connection with the Joint Property, the operation thereaf,
or the praduction therefrom, and which taxes have been paid by the Operator for the benefit of the Parties, 1 the ad vidoe
rem aves are based in whole or in part upon separate valuations of each party’s workings interest, then notwithstanding
any thing to the contrary herein, charges to e Joint Accaunt shall be made and paid by the Parties hereto in accordance
wiath the tax value penerated by each partye’s workings interest.

lnsuranee

Net premiums paid for insurance required to he carried for the Joint Operations for the protection of the PParties. In the
cvent Joint Operations are conducted in a stide in which Operidor may act as sell-inzurer for Worker's Compensation and
or Fmplovers Liability under the respective state’s laws, Operator may, at its election, include the risk wnder its self-
insurance proveam amd in that event, Operator shall inelude @ charge at Operator’s cost not 1o exceed manual rates,

Abaondonment and Reclamation

Costs inenrred for abandonment of the Joint Property, inclading costs required by governmental or other regulitory
autharity

Communications

Cost of acquiring. teasing installing, operating, repaiving and maintaining communication svstems, including radio and
microwave facihties direetly serving the Jomt Property. In the eveat conununication facilities/syvstems serving the Joint
Property are Operator owned, charges to the Joint Account shall he made as provided in Parigrraph 8 of this Secdon T

Other Expenditures

Any other expenditure unt covered or dealt with in the foregoing provisions of this Section 1, or in Section T and which
is of dircet beneflit ta the Joind Propecty amed is incurred by the Operator in the necessary and proper conduct of the Jomnt
Operations,

[ - ity
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1.

HI OVERUEAD

Overhead - Drilling and Producing Operations

i, As compensation for administrative, supervision, office serviees and warchousing eosts, Operator shall charge drilling
and producing eperations on cither:

o) Fixed Rate Rasie, Paragraph 1A, or

{ ) Percentape Rasis, Paragraph 113

Unless otherwise agrreed o by the Parties, such eharge shaldl be in Hiew of costs and expenses of all offices and salaries
or wiges plus apphicable burdens and expenses of atl personnel, except those directly chargeable under Paragraph
AA. Section . The cost and expense of services frmn oulside sonrees in connection with imalters of taxation. trafhe,
accounting or matters before or involving governmental agencies shall be conzsidered as included in the overhead rates
provided for in the abeve selected Paragraph of this Section T unless such cost and expense are agreed ta by the
Parties as o direet charge to the Joint Aeconnt,

i The salaries, wagres and Personal Fxpenses of Technieal Emplovees and/or the cost of prolessional consultant services
and contract services of techuical personnel direetly employed on the Joint Property:

) <hall be covered by the overhead rates, or
(x ) shall not be covered by the overhead rates,

i The sataries. wagres and Personad Papenses of Technical mployees and "or costs of proefessional consultant services
and contract services of techinical personned vither emporarily or permanently assipned o and directly emploved in

the operation of the Joint Property:

¢ Yshall be cavered by the overhed rates, or
(X ¥ shadl not be covered by the overhewd vades,

A Overhead - Fixed Rate Rasis

th Operator shall charge the Joint Accoant at the following rates per well per month:

Dieitling: Well Rate & J’ 10000 SR .
tIrovated for tess than a full month) ~
. r -; "/
Producing Well Rade $ 52:) * 09,,_,-.«. ('V

121 Application of Overhemnd - Fived ate Basis shadl be as follows:
G Dilling: Well Rate

L Charges for deilling wells shall begzin on the dide the well is spudded and terminate on the date the drill-
e rip, completion vigr, or ather units used in completion of the well iz refeased. whichever is Tater, except
that no charge shall be miade during suspension of dritling or completion aperations for fifteen (15) or
mare conseculive calendar dayvs,

(2) Charpes for wells undergoing any Wype of warkover or recompletion for a period of five (5) consecutive
wark davs ar more shall he made ad the deillings well rate. Sueh eharyes shall be applicd for the period
from date workover operations, with rig or other units ugsed in workover, commence throuph date of rig
or other unit release, exeept that ne charge shall be mmade during suspension of operations for fifteen
{15y ar more conseeative calendar davs,

thb Producing Well Rates

(1 An active well either produced or injected inta for any portion of the month shall be considered as a one-
well charge for the entire month.

{21 Faweh aetive completion in womualti-comgpleted well in which production is notcammingsed dowa hiole shall
be concidered as aone-well charpe providing each completion is eansidered o seprate well by the yrovern
ingr repabidory aathorily.

O An inactive pag well shotin because of overproduction or filare of purchicer to take the pradoction shali
e considered as a one-well charpe providing the g well is directy connected to a permanent sales
ontiel.

(O A one welb charpe shiadt be made for the month inoswhich ploygring and abandanment operations are com
pleted omany well This one well ehargee shadl he made swhether or uot the welt has produced exeept when
dedbing well rate applies,

(5 Al other inactive wellz tineluding but not Himited to inactive wells covered by unit affowable. fease atiow.
able, transferred allowabie, eted shalt not qualify for an overhead chnrpee.

Y The well rates shall he adjocted as of the hirst day of April cach vear following: the effective date of the agreemen:
to which this Accounting Procedure is attached. The adiustiment shadl be computed by multiplying the rate cur
rentlyv in use by the percentyoe inercise or deerease in the averagze weekly carnings of Crade Petrofoum and Gas
Production Waorkers for the Let eadendar year compared to the ealendar vear preceding as shown iy the index
of average weekly earnings of Crode Petroleam and Gas Production Waorkers as published by the United Stanes
Departiment of Labor, Bureau of Labor Statistics, or the equivident Canadian index as published by Statisties
Canada. as applicable. The adjusted riates shall be the rites cuerently in u<e, plug or minus the computed ad-
Justment.

H—verhend—Percentrre-Huss

Ha-Lperatorahnlbehnr - the s lmnt Y eronnt-nt-thefollowin g rate s



(n}) Development

~ Pereent {  Wof the cast of development of the Joint Property exclusive of costeqifovided

aragraph 10 of Section 1 and all sabvage credits.

tunde

(1) Operaling:

%

Percent %) of the cost of operating the Joir

Paragraphe 2 aond 10 of Section Tl salvagre eredits, the
recovery and all taxes and assessmentasavhich are
to the Joint Property.

operty exclusive of costs provided under

s of injected substances purchased for secondary
. assessed and paid upon the mineral interest in and

(2y Application of Overhead - PN“W Vasis shall be as W
For the porpose of deterpsinfig charges on a percentagee hasis under L%::ph 11 of this Section 111, develapment
shall include all epst<in connection with drilling, redrilling. deepening, Doy remedial operations on any or all
wells in\'nl)'j:r{ﬂn- use of drilling rig and erew eapable of drilling to the ;:rh‘i dngzinterval on the Joint Prop-
ertvoaled prefiminary expenditures necessary in preparation for deilling and expendhauges incurred in abandoning
_wtten the well is not completed as a producer, and originad cost of construetion or instaltdon of fixed ascets, the
""" expansion of fixed aszets and any other project elearly discernible as a fixed asset, exeept Majoc Construction as
— defined in Paragraph 2 of this Section HT A other costs shadl be considered as operating.
\\

Tu compensite Operator for overhead costs incurred i the construction and installation of Tixed 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 cither negotiate a rate prior (o the begiinning of construction, or shall charge the Joint

2. Overhead - Major Construetion

Account for overhead baced on the following: rates for any Major Construction project in excessof § 10,000 .
A5 ol Tiest B100L000 or tolal cost i less, plus

R 3 ool costs in excezs of $100.000 hut less than $LO0ML008, plus

Co_o Yool eosts inexcess of $1.000.000,

+

Total cost shall mean the gross cost of any one project. FPor the purpose of this paragraph, the component parts of a singrle
praject shall not be treated separately and the cost of drilling and workaver wells and artificial Lift equipment shall be
excluded.

3. Catastrophe Overhead

Ta campensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spitl, blowoul, explosion, fire, storm, hurricane, or other catistrophes as agrreed to by the Parties, which are necessary
to restore the Joint Property to the equivalent condition that existed prior 1o the event cansing: the expenditures, Operator
shall either negatiate a rate prior to charvping the Joint Account or shall charpe the Joint Account for overhead based on
the following rates:

A5 %ol tetal costs through $100.000; plus
B3 Aol tolal costs in exeess of $100,000 but less than $1,000,000: plus
.. ..,I, e Yool total costs in exceess of $1.000,000.

Foxpenditures suliject to the overheads above will not be reduced by insuranee recoveries, and no other overhead provi-
sionns of this Section HT shall apply.

4. Amendnment of Rates

The overhead rates provided for in this Section TH may be amended from time to time only by mutual agreement between
the Parties hereto i, in practice, the rates are found to be insufficient or excessive.

IV.PRICING OF JOINT ACCOUNT MATERIAL PURCITASES, TRANSFERS AND DISPOSITIONS

Operator is respongible for Joint Account Material and shatl make proper and timely charges and eredits for aft Material move-
ments wffocting the Joint Property, Operator shall provide all Maderial for ase on the Joint Property: however, at Operator's
ophion. such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surpluz
Material, such digposil being nade cither through sale to Operator or Nop-Operator, division in kind, or sale to outsiders,
Operator may purchase. bt shadl be voader no obligration 1o purchase, interest of Non-Operators in surplos condition A or B
Miterial. The disposal of surplus Controdlable Material not purchased by the Operator shall he agreed to by the arties.

1. Purchases
Material parcliased shall e currged at the price paid by Operator after deduction of all discounts received. In case of
Muaterial fonnd to be defeetive or returned to vendor for any other reasons, eredit shall be passed to the Joint Account
when adjustment has been received by the Operator.

2. Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator.
unless otherwise wpzreed to by the Parties, shall be priced an the following basis exclusive of cash discounts:




A
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New Material (Condition A)

11 Tubular Goods Other than Lane T'ipe

ta) Tubular groads, sized 2% inches OD and larger, except Line pipe, shall be priced at Eastern miil published
citrlond base prices effective as of date of movement plus transportation cost using the 80,000 pound cirload
weight basis Lo the railway receiving puint nearest the Joint Property for which published rail rates for
tubular gonds exist. H the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate
may he used. Freqght eharges for tubing will be calenlated from Lorain, Ohio and casing from Youngstown,
Ohia,

{by For grades which are special to one mill only, prices shall be camputed at the mill base of that mill plus trans-
portition cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paraseraph 2A (00D, For transportation cost from points other than Fastern mills, the 30,000 pound Oil Field
Hiauiers Association interstate truek rate shall be used.

(e Special end finish tubular poods shall be priced at the lowest published ont-of-stock price, fo.b. Houston,
Texas, plus transportation cost, using 4l Field Haulers Association interstate 30.000 pound truck rate, to
the railway receiving point nearest the Joint Property.

(el Macarani tubing (size Jess than 24 inch O shall be priced at the Jowest published ont-of-stock prices fob.
the supplicr plus transportation costs, nsing the O3 Field Haolers Association interstate truck rate per weight
of tubing transforred. to the railway receiving point nearest the Joint Property.

Y N N
21 Line Pipe

(a) Line pipe movements (exeept size 240 inch O and larger with walls 2 inch and over) 30.000 pounds or more
<hall he priced under provisions of tubular goads pricing in Paragraph A (DG as provided above. Freight
chirpes shall be eadentated from Lorain, Ohio.

() Line pipe movements (except gize 240 inch OB and Targrer with walls * inch and over) less than 30,000 pounds
shall b priced at Bastern mill pubhished carload base prices effective as of date of shipment. plus 20 pereent.
plus transportation eo-ts based on freipght rates as set forth under provisions of tubular gopds pricing in Para-
srraph ACDe as provided above, Freight charges shall be ealeulated from Lorain, Ohio.

(¢} Line pipe 240 inch OB and over and *y inch wadl and larger shall be priced Cob. the point of manulacture
at current new published prices plus transportation cost to the radlway receiving point nearest the Jaint
Property.

(h Line pipe, including fabricated line pipe. drive pipe and conduit not listed on published price lists shall be
priced at quoted prices plus freight (o the railway receiving point nearest the Joint Property or af prices
agreed to by the Parlies.

4+
3y Other Materiad shadl be priced ot the current new price, in effect at date of movement., as listed by a reliable supply

store pearest the doint Property, or point of manufacture, plus trimsportation costs, if applicable, to the railway
receiving point nearest the Joint Property.

1 nused new Materiad, exeept tnbulor pomds, moved from the Joint Property shall be priced at the current new
price. in effeet on date of movement, as listed by a reliable supply store nearest the Joint Property. or point of
manulacture, plus trangportation costs, if applicable, to the railwiy reeciving point nearest the Joint Property.
oused new tabulars will be priced as provided above in Paragraph 2.A.00 and (2).

Good Used Material (Condition 1)

Material in sound and serviceable condition and suitable for reuse withont reconditionings:
th Material moved to the Joint Property

At seventy-five pereent £75"%) of current nes price. as determined by Paragraph A,
2y Material uged on and moved from the Joint Property

() At seventy-Tive percent (7% of current new price, as determined by Pavagraph A, if Material was originally
chargred to the doint Account as new Material or

thy At <ixty five percent (65%) of enrrent new price, ag determined by Paragraph AL il Material was originally
chargred to the Joint Aceonnt as usged Material,

¢ Material not used on and moved from the Joint Property
At seventy-five pereent (79%) of current new price as determined by Paragraph AL

The cost of reconditioning, il any. «hadl be absorbed by the transfevring property.

Other Used Material

(1) Condition €
Material which i notin sound and servieeable condition and not suitabie for its original funetion until alter recon-
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph AL The cost of

reconditioning <hall be charped to the receiving property, provided Condition € value plus cost of reconditioning
does not exceed Caondition B value,

-6-
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2y Condition D)

M erial. exe luulmy junk, no longer suitable for its origrinal purpose, but usable for some other purpose shall be
oo o e eammiensnrate s« Oth ats use. Operator may dispose of Condition 1 Material under procedures
cerati ecd iy Operator without prior approval of Non-Operadors,
C0 e sy or deill pipe used as line pipe shall be pr iced as Grade A and B seamlbess line pipe of com:
parable size and weight, Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
pipe prices,

() Casing. tobingr or drill pipe nsed as higrher pressare serviee lines than standard lne pipe, e power ol lines,
shall he priced under normal pricing procedures for easing, tubiuy, or drill pipe. Vpset tubalar goods shall
he priced on aonon upset basiy,

Gh Condition IS

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures por-
mally uhilized by Operator withoue peior approval of Non Operators,

Do Obolete Maleriad

AMaderiad which s gerviceablo and nsable for its origrinad function hut condition and;or value of such Material is not
eguivident to that which would justily a price as provided above may he spectally priced az agreed to by the Parties.
Soeh price should result in the Joint Account heing charped with the value of the service rendered by such Material.

15 Pricing Conditions

(1 lesding or unlaading costs may be chargaed to the Joint Account at the viate of twenty-Tive cents (25€) peer hundred
weirht on all tubilar gronds movements, in liew of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adpnsted as of the first day of Apeil cieh vear following January 1, TON5 by the same
pereentyre increase or decrease nsed to adjinst overhead rates in Section 111 Parvagraph LA Eaeh yvear, the
rate caleulated shall be raunded to the nearest cent and shall be the rate in effect until the first day of April next
vear. Such rate shall be published cach year by the Council of Petrolenm Aecountants Socicties,

(21 Material involving ereetion costs shadl be eliarged st applicable pereentagre of the enrvent kpocked-down price of
new Material.

1. Preminn Prices

Whenever Material iz not readily obtainable at published or listed prices Ieeanse of national emerpgenecies, etrikes or other
nnusual canses over which the Operator has no control. the Opervator may charge the Joint Account for the required
Material at the Operator's actual cost tneureed in providing such Material, in making it suitable for use, and in moving
it to the Joint Property: provided notice in writing is furnished to Non-Operators of the proposed charge prior to hilling
Non-Operators for such Miterial, Fach Nou-Operator shall have the rigght, by so electing and notifyving Operator within
ten davs after receiving netice from Operator, to furnish in kind all or part ol his share of such Material suitable for us
] aeeeptable to Operator,

1. Warranty of Matervial Furnished By Operator

Operator does not warrant the Materiad Turnished, In case of defective Material, eredit shall not be passed to the Join
Aceount until adiustment has been received by Operator from the mamafacturers or their agents,

VOINVENTOREES

The Operator shadb maintain detailed records of Controllable Material,

1. I'eriodie Inventories, Notice and Representation
At rensanabile infervadz, inventories shati be taken by Operator of the Joint Account Controllable Material. Writien notice
of intention to take inventory shall bepdven by Operator at least thirty 303 dave before any inventory is to begim so thae
Nan-Operators man he represented when any mventory is taken, Failore of Non Operators to be represented at aninven
tary siadl bind Non-Qperators o aecept the inventory Gtken by Operator.

e Reconeilintion and Adjustment of Inventories
Adiustiments to the Joint Account resulting: from the reconcilintion of a physieal inventory shall be minle within siy
monthz follow g the Gikings of the inventory, Taoventory adjustments <hall be made by Operator to the Joint Aceaunt for
overages and shortagres, bhut, Operator shiall he held acconntabie only for shortages due o ek of reasonable diligenee,

3. Special Inventories

Specal imentories may be Gilken whenever there is any sade, change of interest, or change of Operator in the Joint Properis,
Hoshadl be the duty of the party setling to notify all other Parties as quickly o |)nk\|h||' after the transfer of interest takes
place, In sueh cases, both the seller i the parebieer shall be poverned by such inventory, fneases involving a change

of Opercator, Wl Parties shall be governed by such inventory.

f Fapense of Conducting Inventories

A, The expense of conducting periodic inventories shall not be charped o the Joint Account unless agreed to by the
Parties.

B The expense of conducting speciat inventories shalt he eharged to the Parties reguesting such inventories, except in-
ventories regoived due to changre of Operator shall be charged to the Joint Acecount.




EXHIBIT "D"
INSURANCE COVERAGE

ATTAGHED TO AND MADE A PART OF THAT CERTATN OPERATING AGREEMENT
DATED OCTOBER 1, 1986, BY AND BETWEEN MALLON OLI, COMPANY, AS
OPERATOR AND KERRCO, LTD., ET AL., AS NON-OUVERATORS.

During the period of the joint operations hereunder and continuing
thereafter during the contire tern of this oontract, Operator shall,
with its best eflorts, carry for the Joint Account the following types
and amwunts of coverage:

a) Insurance which shall oorply with the Workman's
Campansation and Tmployer's Liability laws of the
state in which the Unit area is located.

b) Conprehensive General Liability Insurance with
bodily injury or property damage limits of not
less than $500,000 in any one occurrence.

c) Coprehiensive hutomobile Liability Insucance
with bodily injury or properLy damage limits
of not less than $500,000 in any one accident

No other types of insurance shall be carried for the .Joint Account
without the separate approval of all parties subject to this contract.
All 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 cancoellation shall
be furniscd Non-Operator(s) upon request. Operator shall require all
subcontractors of. coverage with limits adijuwilged by Operator as being
sufficient and in ocopliance with doing practice for this type
operation.



oIl e
GAS DBALANCING HIREEMENT

ATTACHED TO AND MADE A PART OF THAT CERTAIN OVERATING AGREEMENT
DATED OUTOBER 1, 1986, BY AND BETWEEN MALLON OLL COMPANY, AS
OPERATOR AND KERRCO 1TD., ET Al., AS NON-OPERATORS.

Subiject to the provigions of the Operating Agrecment Lo which this
Exhibit ig attached, each party shall have the right to take in kind and
separataely dispose of ity proportionate share of the gas produced from
the Contract Area and shall be entltled to an opportunity to produce lts
fair share of the allowable gas production fran a well {(or proration
unit, incluling lawful tolerancea) established by appropriate regulatory
authority.

It is the intent thatt each party be entitled to gas produced
attributable to its participation as sct forth in Exhibit "A" attached to
this Operating Mreanent, he Operator has the duty to control as
production and the responalbility of administering the provisions of
this Agreoment., ‘The Operator shall cause deliveries bto be made to the
gag purchasers at such rates ad my be  roequired to give cffect to the
intent that the gas production account:s of all parties are to be brought
into balanca under the provisions ocontained herein. All parties hareto
shall share proportionately in and own oondensate recovered with the gas
by leage equipment and ushall pay thelr proportionate share of current
operating expense In accordance with the Operating Mreement to which
this Bxhibit ius attached.

After notice to Operator, any party may begin taking or delivering
fts share of the gas produweed.  Fach party taking gas shall furnish the
Operator a monlhly statanent of gas volunes taken. Each pacty unable to
market its share of the gas produced shall be credited with gas gqual to
fts share of the gas produced, less its share of qas used in lease
operations, vented or lost. Operator shall furnish all parties hereto
monthly statements showing the total quantity of gas producerd, used in
lease operations, vented or lost, and the total quantity of condensate
recovered. In addition to ity share, each party, until it has recovered
its credited gas and balanced its gas account, shall be entitled to take
or deliver a volume of gas aqual to kwenky-five—qracemt--+2593/ of each
ovaerproduced party's share of gas produced. 1If more than one (1) party
is entitled to the additional gas produced, they shall divide such
additional gas in accordance with Unit participation, When  an
underproduced  party takes ¢gag  in excess ol its currenb share of
production only the volure in excess of its current share shall be
treated as make-uvp, and this make-uvp volume shall be applied to reduce
prioc deficita in the ovder of accrual of such deficit. FEach party,
shall at all times, we its best efforts to regulate its takes and
dollveries from the Unit Area so the lease will not be shut-in for
overproducing the allowable, if any, asasigned thereto by the regulatory
body having jurisdiction. ‘Lifty percent (50%)

Each party produwing and/or delivering ¢as to its purchaser shall
pay or caude to be paid any and all pruduction taxes duwe on such gag. At
all times while gas iy produced Fron the Unit Area, each party shall make
appropriate settlemant. of all royalties, overriding royalties and othar
paymenty out of or in lieu of production for only those leases in which a
party has an obligation to pay its proportionate share of such burdens,
as il each party were taking or delivering to a purchager its share, and
its share only, of such gas production. Each parby hereto agrees to hold
cach other party harmless from any and all claing for royalty, overrlding
royalty and other piaywentg asgserted by such burdening owners to whan each
party is accountable.
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Nothing herein shall be construed to deny any pacty the right, from
time to time, to produce and take or deliver to the purchaser its full
share of the allowable gas production to neet the deliverability testa
required by ita purchaser.,

Should production of gas from a well or proration unit be permanently
discontinued or the well be included in a unitized arva or any party
aisign his iaterest to another party at a tine when Lthe gas account is
out of balance, sectbleoment will be mwdle beatween the underproduced and
overproduced parties for overproduced voluava,  Each overproduced party
shall pay to each underproduced piarty (in the proportion that the
underproduction of each underproduced party bears to the underproduction
of all underproduced parties) the lesser of an amount of money ogjual to
the  amount either received by the overproduced party for  its
overproduction or the amount of oney the underproduced party has
contracted to sell its gas, less applicable production taxes theretofore
paid. In the event an accounting is necessary between overproduced and
underproduced parties when all or a portion of the nonies collected by
the overproduced parties was oollected subjeclt to possible refund as
provided by the PFederal Fnergy Regulatory Comnission  or  other
governmental authority, then the overproduced parties will pay and the
underproduced parties will accept their proportionate shares of  such
monies with the underastanding and agreoncnt that should a refund be
required of all or a portion of the monica so oollected thea the
undarproduced parties agree to refund to the overproduced parties that
portion of monies paid by the overproduced parties of the underproduced
partlen that is required to be refunded plus any interest required to be
pald thereon.

Nothing hereln shall change or atfect each party's obligations to
pay its proportionate share of all costy and liabilities incurred as its
share thereof is set forth in the Operating Agreanent,

The provisions of this Agreanent shall be separately applicable and
shall coustitute a separate MAgreement aa Lo each well (or proratlon unit)
and each resarvoir to the end that production fran one reservoir may not
be utllized for the purpose of balancling undetproduction from any other
resarvoirs,



THERE L5 NO IXXAUBIEE "F" TO NS ASREEMENT

ATTACHED) ‘1O AND MADE A PARI OF THAT CERTAIN OPERATING AGREEMUENT DATED
OCIOBER L, 1986, BY AND BEIWEEN MALLON OLL, COMPANY, AS OPLRATOR AND
KERRQO [D., W AL., AS NON-OPLERATORS.



THERE L3 NO EXHIBET "G" TU MIS AGREEMENT

ATIACHED 1O AND MADE A PARDY OF THAT CERTAIN OPLERATING AGRECMENT DATED
OCIOBER 1L, 1906, BY AND BEIWEIN MALLON OLf, COMPANY, AS OPERATOR AND
KERRCO [/ID., KT AL., AS NON-OPERATORS.



