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SOUTH L3 YCH STATE UNIT

Unit Nare _
Gulf 0il Corporation

Opera tor '
County LEA

i

STRICT

DATE

~APPROVED

July 16, 1982~ Commissiomer

UNIT AREA

Township 21 South, Range 33 Easf

Section 3: S/2
Section 4: S/2
Section 9: ALL
Section 10: ALL

‘DATE ACREAGE STATE FEDERAL

SEGREGATION
INDIAN~FEE CLAUSE
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July 16, 1582  1,920.00 1,920.00 NONE
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' S : RATIFIED ACREAGE
TRACT NO. SE:. TWP. RGE. ! SUBSECTION DATE ACRES NOT
: E : RATIFIZD LESSEE
1 L 1
218 33E : S/2NW/4 , zm\b SHW/28W/4 1/14/32 320.00 Gu.f 01l Corporatio
LG-1294-1 21s 33 N/2 g 5/21/82  320.00 MT: Limited Partner
21s - 338  §/2 ! 7/16/82 320.00 Gul f 0il Corpoation
218 33E m.\w J 7/8/82 320.00 Getty 0il Company
16-3807-1 21s  33E - 's/2 5/21/82 320.00 Sun 0il Company
218 33E. . N/2NW/4,SE,4,E/25W/4 4129/82  320.00
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 March 28, 1984 ‘SANTA FE, NEW UEICO §7308 1146
 arene sl etiviy e

Gulf t)il Exploration and Product ion Co. - 10 014 Sante fo Trait
P. Q. BO}\ t1tso S Sants Fe, Now Nexico 8750t

Mldland Texas 79702

Re: _Souwth Lyoch State Unit

Lea County, New Mezico

ATTENTION: Mr. Stephen P. Burke
Gent lemen:

A review of bur records for the Soutb Lynch-State Unit reflects
the you were-grantcd a six-menth-extension until March 7, 1984 in ¢
which to commence the drilling of the second test well or dissolve
the unit. Inasmuch as no new drilling operations were commenced on
or before March 7, 1984, thc South Lynch State Unit has been terminated
effective as of March 7, 1984. ‘ x i

. In.view ofithe. above.vour letter dated March 22, 1984 rvequesting. ... .. .. . .
additional six months from March 7, 1984 in which to commence the. .
drilling of the second test well or dissolve the unit has been denied
since the unit automatically terminated 19 days prior to receipt of your
request.

‘ If we may be of further help please do not hesitate to call on
us. ~ :

Very truly yours,

~JTH - BACA
COHHlSS ER OF PUBLIC LANDS

oy Aol

RAY D SRARAM, Birccter
0il and Cas Division
AC 505/827-5744

JB/RDG/ pm
ce: OCb-Smnta Fo, New Mexico
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D. . Messer P. 0. Box 1160

MANAGER LARD, -(w.-m CLviZioN - Ma'rch 22 ’ 1984 lgiﬂ!aad, TXTOT02

Energy and Minerals Départment
0il Conservation Division-

P. O. Box 2088 o foR
2 Fe 'ﬂew Mexlco 87501 .

R T L

Attention: Mr. Roy E./Johnson
Gentlemen:

”Re: South _Lynch’ State Unit
L?A COUN“Y New Mexico

The South Lynch: State Unlt ‘in avcordance w1th Artlcle 8 of the

Tnit Agresment was Sxbendad by “the Commissicner Of Pablic Lands to
March 7 1984,

.;Pecently Gulf has received  a proposal from James F. Devenport and
Company which calls for a Morrow test to be drilled at a location
or the proposed =ntérprise Unit which borders the South Lynch

_State Unit to.the Nortieast.. _In_order. to possiblv.define a drill-
site on ctne south Lynch State 'Unit based on this area act1v1ty o
we request an additional six (6} month extension from March 7,
1984. On or before September 7, 1984, we would cormence a
second well or dissolve the unit. Within this six (6) month
period we will monitor the operations proposed on the Enterprise

- Unit and resume development of the South Lynch State Unit if
_possible.

Should you have any questions, please contact me at (915)687-7208.

Yours very truly,

;;Zi Bin;k\N_\‘%\\\\\\-

Stephen P, Burke
Land Agent
SPB:dls

A DIVISION QOF GULF OfL CORPORATION
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D . Messer : . : . . O Box1IBO S
WARAGEE LAND, WLSTLEX DiviSiON. ) T March 22 ., 1984 — , Mtgiand. TX 79702

Energy and Minerals Department
,011 Conservation Division

P. O. Box 2088 e
Santa Fe, New Mexico 87501

Att enflon Mr., Roy E. Johnsonﬁj,d:¢MA¢:»n% 
_Gentlemen:

Re: South Lynch State Unit
- LEA COUNTY, New Mexico

The South Lynch State Unit in accordance with Article 8 of the
Unit Agreement was extended by the Commissiocner of Public lLainds to
March 7, 1984,

cently Gulf has recelved a proposal from® James F. Devenbort and
.Pombany which ‘calls for a Morrow test to be“drilled at a location
or the proposed SInterprise Unit which borders the South Lynch
State Unit to the Northeast. In order to p0551bly deflne a drill-
site on the South Lynch Stdate Unit based on this area act1v1ty
we request an additional six (6) month s¥tcnsion from March 7,
1984. On or before September 7, 1984, we would cormence a
second well or dissolve the unit. Within this 'six (6) month
period we will monitor the operations proposed on the Enterprise
Unit and resume development of the South Lynch State Unit 1f
possible.

Should ycu have any questions, please contact me at (915)687-7208.

 Yours very truly,

,,:>;7/ 7 }gm .

Stephen P. Burke N
IL,and Agent

SPB:dls |

A DIVISION OF GULF Ot CORPORATION




s GULENGLL Exploratlon and Productxd‘“’

PO,

September 7, 1983

Sty ~y<;d{wb.“‘_,;”;;___,:Q&:‘»,L;:

PLO. Box 1130 i
\hdland, Texas 79702

ATTN: Stephen Burke

Dear Sir:

-Reference is tade to your. letter of August 29, 1983 whefe?n'you have
'requested a‘six month exten31on ‘from September 7, 1983 to Mar ~7,;198A
“within whig¢h ‘time you. would dawsnance a cﬂnnﬂd well ot propose qisséivihg
the South Lynch State Thit Agreement. ‘

Plésse be advised that the Commissioner of Public Lands has this date
approved your request for a six month extension to March 7, 1984 as per
sectzon 8 of the South Lynch Sfate Unlt i e A

Very truly yours,

JIM BACA
COMMISSTIONER OF PUBLIC LANDS

~ { L /
'./‘ (27 A ’ (u:‘%,zz iL’("1 Lo

BY: RAY D. GRAHAM
Director )
0il and Gas Division
AC/505-817-5744

JB/RDG/cm
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@uli O Exploraticn and Production Company

O. H. Messer ) - P.O. Box 1150

MANKGER LAND, WESTEAN DINIGION . Au’gust 29 ’ 1983 o - " LAAIRI02 .

SEP - 1‘983 -

5IL CONGERVATION DIVISION
' : . SANTAFE
W,Energy and’ Mlnerals Department . Sy

P i S A A vy A i e
TLYTCCICED vuk..a.uu U.LV.Lblon

P.0O. Box 2088
Santa Fe,; New Mexico 87501

PRSP NI RSP E SEZE Nt B g Ay

Attention: Mr. Roy E. Johnson
Gentlemen:

Re: South Lynch State Unaie -
LEA COUNTY, New- Me sigo

The South Lynch Statefﬁhit No. 1 was completed, plugﬁéd and aban-

doned on March 7, 1983, in the NE/4 Section 9, T-21-8,- R-33-E,

Lea County, New Mexico. In accordance with Article 8 of the Unit

Agreement for the South ‘Lynch State- Unit," uhlf 0il Corporatlon

must commence, another well on or before September Ta29830 i i B

In order to continue evaluation and consideration of development
possibilities with the other parties to the South Lynch State
Unit and monitor area activity that will possibly define addi-
tional drillsites, we request a six (6) month extension from Sep-
tember 7, 1983. On or before the expiration of the extension we
would commence. a second well or propose dissolving the unit.

Should you have any questions, please contact me at {915) 685-4468.

Yours very truly,

/j/g%/ N A

STEPHEN P. BURKE
Land Agent

SPB/tes

A DIVISION OF GULF Ot CORPORATION




 Unit Name  SOUTH LYNCR STATE UNIT
Operator Culf Qil Corporation

County LEA

0CC GASE.
e E DO ARTIRR-

_FEDERAL

¥ T R R R Bl
h AN S R N

July 16, 1982  1,520.00
July 16, 1382~ Commissioner

INIT AREA
Towtship 21 South, Range 33 East

Section 3t S/E s e
Section &1  S/2 ‘

Section 9: ALL

Section 10: ALL




operator
County _ LFA -

South Lyach St ate Unit

il il Corpaygtion
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R - T RATIFIED ACREAGE ,

- TUTIOR  SEC, 'IWP. RGE, SUBSECTION DATE ACRES NOT .

‘ RATLFLED LESSEE
1 LC-1145 c. s. 9 218 - - E “SIWMA NElG WI26W14 114782 320.00 Gi;lf ‘Oil‘Corporiation

2 LG-12%4=1  C. s. 100 zis . 33 N/2 5/21/82 - "320.00 HTS Limi:edigktﬁé‘féﬁp =
3 16-1340 c. s. 3 s 33E /2 : ‘ , i 7/14/82  ° 320.00 Gut€ ou'cérpoaciog\
4 L.6-1393 c. S. 4 21s 33E 42 118782 320.00 G‘e't’t’féﬂ_bqnpal’?‘y
5 1G-3807-1 C. S. 10 218~ 33E 5/2 -l . 5721/82 320.00 S:’m"Oil Company
6. LG-8151 c. s. 9 2is 33k N/2NW/4 \SEJ4 E/25W/4 4729782 320.00 . Amoco araductio'é\‘c:onpgpy



C L SPhk 1 and
ALEX J. ARMIJO ‘ : ’ L P O.PONNE
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Gulf 0il Corporation
P. 0. Box 1150 .
Midland, Téxas: 797
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Be: South Lvach Stare Unil
Lea Counly, New Mexico

ATTENTION:  Mr. Mark 5. Parker
Gentlemen:

PThe Commissioner of Pablic Lands bas this date given '!Elj\\\:'_);l' Approval
to the Sonth Lynch State Unit, Lea Countly, New Mexico. The effective
date of Lhix wnit is July 16, 1982, being the sawe date az approved.

Enclosed “are Five (%) Covtilicates of ‘Approval.

The Ciling fee in the amount ©F Fourty ($40.00) Dollars huas been
received, N . i e e R e e

Very traly vours,

ALEX Jd. ARMIGO
= . COMMISSTONER OF PUBLIC LANDS

. BY:
FLOYD O. PRANDO, Assistant Divector
Oil and CAsx Division
AC S05/827-2748

SIASFOV/ pan
e b . -
cu OCh-Santa Fe, New Mexico

Admintstration
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: STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONoERVATION DIVISION
STATE LAND OFFICE BLDG.
SANTA FE, NEW MEXICO
3 February 1982

EXAMINER HEARING

IN THE MATTER OF:

A e e SR Tl ST Sl e TR SRS e Sl b e A (SRR
‘\-w.*vA‘ —~\rde u....\-v \—-3‘. PmaANiS s e g

Lea County, New Mexico.

BEFORE: Daniel S. Nutter
PRAWSCRIDT. OF IEARING
APPELARANCES

For the 0il Conservation

Appllcatlon of Gulf 0il Corpor- -

W. Perry Pearce, Esqg.

Division: ) Legal Counsel to the Division
State Land Office Bldg
Santa Fe, New Mexico 87501

For the Applicant:

William V. Xastler, Esq.

THE GULF COMPANIES

P. O. Box 3725
Houston, Texas

77001
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MARK PARKER

Cross Examination by Mr. Nutter
"GRACE NUNEZ

Direct Examination by Mr, Kastler

Cross Examination by Mr. Nutter

EXHIBI TS

Applicant Exhibit One, Unit Agreement Form

Applicant Exhibit Two, Operating Agreement Form

Applicant Exhibit Three, Report

Applicant Exhibit Four, Structure Map
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MR. NUTTER: We'll call next Case Number ﬁf

7471

MR. PEARCE: Application of Gulf Oil

Corporation for a unit agreement, Lea"Céﬁﬁty}fﬂéﬁ}Mg#éQQgg@ﬁ%~4ﬁ

S NPT e

. s iy PP W A i b S
TS ';,““Pf":—»'ﬂ;:n....&“-w“*‘“""“""\"" ol
i+ et i e 4R S B L

MR. KASTLER: - If the'Exaﬁiﬁer please,
my name is Bill Kastler. I'm a member of the New Mexico Bar
but fesiding in Houston, teﬁborarily.'

our two witnesses in this case are Grace

Nunez and Mark Parker.

(Witnesses ‘sworn.)
MARK PARKER
being called as a witness and being duly sworn upon his oath,

testified as follows, to-wit:

DIRBC% EkAMINATION
BY MR. KASTLER:
Q For the record will you please state your
nawe, by whom you're employed, andehere you reside?
A MLEh Taraer.  L1tm empléyed by Gulf 0il
Corporation in Midland, Texas.

Q Have you previcusly given testimony

before the New Mexico 0il Conservation Division?
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A No, sir.
Q Will you please state your educational
and practical experience background as a land agent for Gulf?

A, "In’lQ??ireceivéd a Bachelor of Science

dé@ree in range SCieﬁce from Texas A & M UnlverSLty.

-

o i L N - e s . s EPT
B B AL SECRIINER ST 5 SRS SRS S A el P N SR L >.~~:~M P N o e SR A P N L i -x\v.f;-..

1n 1960 recelveq a Master ot Agrlcultura&,:_f

degree in agricultural economics, specializing in real ‘estaté
" from Texas A & M.

And since graduation, have been working

j"for Gulf ln Mld

o
1
.
2

+ for approXimately a year and a half.
Q Are ypu'familiai with Gulf's application

in Case Number 7471 for the approval of the‘Sbﬁfh'Lynch State

CUnits
A Yes, sir.

MR. KASTLER: Are the witness' qualifi-

- .cations acceptable?

MR. NUTTER: They are.

0. Mr. Parker, what is the size of the
South Lynch Unit area and where is it situated?

A It contains 1,920 acres. It's located
approximately 24 miles west of Eunice; New Mexico,>in’Town-
ship 21 South, Range 33 East.

Q I see. What are the percentages of




41
6
7

15

11

gfgi% : 13
; 14
15
16
17.
18
19
20

21

22

23

25

L R S R e R N L

- is expires March 31st, 1983.

"bf:leaSes,’other than State of New Mexico as royalty owner?

5
Federél,‘State,;éﬁd priVaté1y‘owned lands?
 _ A R It‘s 100 percent State lands.
Q 'f‘ ‘Has this unlt agreement any early ex~*

Ly \_,,,,,A.,,_.M oA

SV you e da&Lug ‘Commission. approval"‘f'

T © A ’ No;'sir. ‘The earliest expiring lease

Q ‘What is the purpose of forming this unit

at this time?

A To offset production and test the Morrow .
formatibn.
LomelQee SR T gl RS Fignt, what as the>oénershiq

Who are the working interest owhers?
A Gulf 0Oil Corporation owns 33-1/3 per-

cent of the leasehold. Amoco Production Company has 16~2/3rds

7

And MTS -

percent. Gun 0il Company owns 16-2/3rds percent.
Limited Partnership owns 16-2/3rds percent.
Q Did you include Getty?
A. And Getty owns 16-2/3rds percent.
Q Hawn 211 oFf +heos ZEITALuls ayr=ed Lo

unitize with Gulf?
A ' About 84 percent.
C I see.

Has anyone refused or have you

not heard from --
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» 6
A -~ "No, sir.
" - any parties?
A We haven'tkﬁeard frchvSun.
) } Suﬂ 0il Company has not responded?
A ,v:Sﬁﬁ*OiivCoﬁpany..

;ﬁﬁAll‘r“wht _Has the unlt recelved pre-

4 -—.«t’-n»-‘-ﬁ S S R B e

wu.,*:@ ;}"J »

llmxnary approval of'the Comm1831on of Publlc Lands for Lhe
;State Qf New Mexico?
A We‘vé received verbal approvél subject
to the approval _of: the NMbCD.
Q Exh_ibit Number Oh:efi"s’.,a f6tm of the pro-
‘posed dhit agréemént. Is that a State-approveé unit aéreemen
in fQ;m? .
A Yes, sir.
- Q . Does it contain exhibits showing a plat
of the unii'area? )
‘A ' . Yes, 3ir.
Q And does it contain another exhibit
sho&ing the leasehold ownef;hip aﬁd statﬁs?
A Yes, sir.
Q All right. And in addition to that,
there is an Exhibit Number Two which you prepared to enter

into this héaring.

A Yes, sir.
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o . And what is it?

A ) It's a Ross-Martin Moéél Férm‘OPe;aﬁing:’
:Aqreement. | | |

Q __And has it:haéicaliy]been approved by

’Ehese’workihg'ihterest»aners?

~J

A N j We Ve dlscussed it

T R Y N

Q R | see,-fHaS“it>been cdnfofméd to ‘be

operated in conjunction with this unit agreement?

A » Yes, sir.
Q@ ° What is the ant1c1pated cost of the wellb
Afﬁ;w,;ﬁ, Anorox1matelv Sl 6 million to. drill and.

Q. :And«that's.make a total --
‘A A total of $2 million.
0. If approved, would Gulf abide with all

orders Ofvthe‘New‘MeXiGO‘Oil Conservation Division?

A » Yes, sir.

0 And will approyal of this unit, in your
opinion, be in the interest of prevention of waste and the
protection of correlative rights?

A Yes, sir, in my opinion it will,

0 It will result in production of natural
resources and oil and gas reserves?

A. Yes, sir.




w. o

10

12
i3

o

15
16
17
18

19

21

22

24

25

8

Q- - Do you intend to test any formation othe
‘thén-ghe Morrow? |

A I ~--

o .  Or'wouldwyou prefer that the geological
witness handle -- B

A I‘would’prefer'tp leavéfthat to the
"geologiéi.A

i o Al right.

Examiner; thiis completes our direct: examination at tdis time.

CROSS " EXAMINATION
'BY MR. NUTTER:
Q Méﬁ‘Pérker, you said you hadn't heard

‘of their lands to the unit agreement, and of course, Gulf

MR. KASTLER: Mr. Nutter, this -- Mr.

from Sun, but Amoco, Getty, and MTS have agreed to commitment|

will, too?

A. Yes, sir.

0. So you've got 83+ percent committed.

A | AYes;(si;; 

0. And it's all State land.

B, Yes.,

0. And the Land Commissioner has given his

tentatlve approvai.
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be sdmitted in evidence.

- being called as-~a wWitness and being duly sworn upon her oath,

'BY MR. KASTLER:

A k_ Yes, sir.
Q ' Okay .
| 'Mk. xAs%ﬁER:j rﬁdﬂiikejsxﬁibits-number
One ana Two to be admitted at:tﬁisAﬁimei | |

MR. NUTTER: Exhibits One ‘and Two will

MR ﬁﬁfTER:“Arevﬁhere'any other qhestio

of the witness? He.mayrbe excused.

GRACE ‘NUNEZ

testified as follows, to-wit:
DIRECT EXAMINATION

Q Will yoﬁ please state your name, by
whom you're employed, and where you reside?
. A Mv name is Grace M
by Gulf 03l as a geologist in Midland, Texas.
0. Will you please outline your educational

and practical experience bac¢kyround?

A I received a Bachelor's degree in geology

from UT El Paso, and I've worked for Gulf 0il for 4-1/2

years,




1 - : - . V N »lvlo
Q : I see. Are you familiar with Gulf's
- application in Case Number 7471, pertaining to the South

Lynch Unit?

A i Yes, 1 am.:

R N And have you made a geolgical study of
A . Yes.- .
K1) And have you prépared a geological com-

2
3
4
5
6
7|  this area?
. ’ v
L
10

ments, Or are you prepared to introduce geclogical comments

c ; . ..
. . - P Iy S UG A o R S A TV PR Rx A B LBy o
LTI L R T DRl X e T W B T oy R S N ST - U v 5 -, " . o1 Ty E [ Pl P RS

11 fépQrt prepar?dfby”séméone else?
12 . A o Ye54‘,i_haveia.geélogical gommehts-ré—
13 port, and also a strucﬁure.map in the area. °
14 - T . fyés.
15 MR. NUTTER: Exh"i’bits:-"rhree -- :
16 'ER.’KASTLER: Exﬁibits'Threé and Four.
17 MR. NUTTER: All right.
18 . » o Ms. Nunez( will you please state who
19 | ‘signed~thewéébioqical report?
20‘_‘, B a . Pat Gordon, who“is a ~- was a regional
21 | geologist for Gulf 0il.
22 Q. Is he no longer with Gulf?
23 hY Na.
: 24‘ ; S Q. T see. A+ +ha wims Lo s1yued TNLS vere
‘ 25

you understudying him or were you under his direction and
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~control?
A Yes. I was working this éortidn of’
Leafcouﬁty*uhdéf'Pat_Gordoﬁ.
Q ~ And ‘in your knoﬁléd§é éS-a'gegipgiStfdo’
you aéteé yi£h this #eport? o |
| » A ’ Yés; I'éo;

‘Township 21 South, Range 32 East, and we hope to start

o Will you please state what the well is
and where it is to be locatéd‘and perhaps,»if,you can;ﬁﬁhen
it will be commenced? ‘

‘A ’» it“is to 5é 5 14,100 foot test in.the
Morrow formation. It iS'ﬁﬁ be located in Sectibn.9, f§9O

feet from the north line,%BGO feet from the east line, of

drilling it in March of this year.
Q Is that locatior a normal location for
a Morrow well in this proposed proration unit?
- A I don't know.
0 Ali right. The attached plat is a

structure map contoured on top of the Lower Morrow Clastics?

A That's correct.

0. And that's‘Exhibit Number Faunr?

A, Right.

Q Does that show the proposed location

and as an overlay, the unit outline?
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‘spot at the center of that plat?

hmaa.

12°
A Yes, it shéws~the sfructuré’in the unit
atea,”bqgnded'by‘faults is ﬁhe cidsed structure with 200 feet
of cloéure.A_ -
Q Now the unit area is outlineé in green,
is that cdfrect? |
A 'That's'corréct.

Q R Aﬁd‘théiprdposéd unit well is the yellow

A That's correct.

e And what is the green solid shaded area
north of the unit?

A That indicates a partial interest
lease of Gulf's, and the red indicates full interest.

Q I see. Does that plat -- or wés:ﬁhat,
the well shown there‘intfoauced as a control pointvin pre~
paring this plat, Exhibit Number Four?

A Yes. All the’highliéhted_wells‘dn the
plat were used as control points for the Morrow map, includin
thatione. |

The ones in red are ones that have pro-
duced in the Morrow formation.

0 Referring to that plat, Exhibit Number

Four, will you state just where Morrow production is being

had right now, that this well, this unit will cffset?
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the particular well on the plat is located in Section 7.

Section 28

red; has a

in

Number Four, shows that you will have a consiceraviec amuuint

of control in this South Lynch Unit if approved?

Section

A

in the Hat Mesa -~ in the Fast Hat Mesa Field. It is a —-

Q

A.

from the West Lynch Deep Field well and it_is in

red dot, also.

Q

A

6, was also recently completed in the Morrow.

,Q.

A

)

‘Directly to the west.

13

There is Morrow production to the west

There is also production to the north. |

That's designated by a blue dot?
No, by a red dot. -
All right.

Directly to the west.

About two and a half miles to the west.
All right.

Approximately.

All right, thank‘fdu.

There is also production to the north in
Okay.
And to the east, the North Berry Well

Dc you believe that the plat, Exhibit

Considerable amount of control?

Yes. 1 mean producilve, MOrrow produciiy

:

\E’ﬁ_‘ Ay,

TN Y
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2: sand? )
3 A | Yes. If’thiS‘structufé is iﬁ~fact ﬁhere._
4 then it should be pfﬁdﬁctive.‘
3 Q 1 see. Dia you state when this w¢11" wouiic_i}f',
N3 most llkelyvbe coﬁﬁeﬂcéd°~uu‘”" R ““  N .
7 Ay Probably in March ‘of '92.'.
8 Q I see. 'Héve you listed bnuExhibit Number
9 Three the tops of the formations you anticipate to encounter
™ | in drilling the wéll?
11 a - - “¥es,” they are listed inrthatféihisltf
12 Q Would you testify as to the abandoned
13 Getty well which is located one mile southeast of the- pros-~
'14 pect?
‘15 A. Yes. It encountered in a drill stenm

16 test 800 feet of gas cut water, and it is down structure from

17 our location, and it does indicate the presence of gas in that

‘18 | structure, and hopefully, we will encounter water-free pro-
19 | duction in our well.

20 Q Do you have anything to add to your

21 | testimony?

22 A No, I'don‘t.

8

MR. KASTLER: Mr. Examiner, this complete%

R

my questions of direct examination, and I would like to proposeg

25 that Exhibits Three and Four be admitted into evidence at this




1 15
2 | time.
3 - - MR. NUTTER: Exhibits Three and Four wilh

4} be admitted_ip;evidéngeea_;,‘

S

6! ' CROSS EXAMINATION

7 BY MR. NUTTER:

8 | Q o .Hé; Nunez, you’méntionéd’the Gettyﬁdry

° " hole. That's thé blue dot there in Section 13?

10 A Yes, it is. i

| ¢1 m‘g  Q And it's well below the stfuctﬂiéi»posi; ;

iz’  ti6h-bf‘your ptdposed‘lo'cationr but it{did enCounfé; §60 feet é

13 of water, you say? |

14 A Right, down pit water.

i5 Q Do you anticipate that any of these ;

3

16 other formations which you've listed on Exhibit Three might;,i§/é
. :

17.. be productive in the area? ?

18 A We don't have very high hopes for any.

19 There is Permian-Yates-Seven Rivers production to the north-

20 west -~ northeast, and of course, we will test anything as

21 we're drilling that we feel would be possibly product;ve,

22 but we --

23 Q The only possibility you have any hopes
24 for would be the shallow Permian formations?
28 A. Right. -

a
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V'standar&"éﬁa require hearing. if you dé&ic&tédfﬁhe‘hofﬁﬁ”half:

16
N ~Okay3 .Now,rﬁith respect to this —-‘he
asked you if tpis_woﬁld;be a standard location. It w¢uld be

if you dedicated the east half of Section 9. It was be non-

A . " ALl right, sir.

MR. NUTTER: Are there any further ques-

tions of Ms. Nunez? She may be excused.

‘Db’you'haVé'ahything'further, Mr. Kastleyx

MR. KAS@iER: fﬁog noﬁhipg further, thank
you. ‘ | |

MR. NUTTER: Does anyone have anything
fhey wish to offer in Case Number 74717

We'll take the case under advisement.

(Hearing concluded.)

I {t,’L'-x i by ‘\A"“ y 1 Sl
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CERTIFICATE

‘I, SALLY W. DOYD, C.S.R., DO uz*.m:':;ir cxn'rxné that

the foregoing 'rranscrint of Bearing Lefov‘e the O:.l CQnserva- .

ftum D:.visio*x was reportcd by mc: that the sa;d transcn“

is a full, true, anc’ correct record of the hearing, preoared

by ne toc the best of my abj.lity.

oo o e that ﬂm form'ﬂ'nq Is
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. e .
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T Conservaiion Division




STATE OF NEW MEXICO

ENERGY AnD MINERALS DEPARTMENT

Ot CONSERVAT&ON DIVISION

Posromcsaoxama :
S’MTELMOWM
SANTA FE. NEW MEXICO.B7S50

0% 827-2¢34

February 15, 1982

“r. William V. Kastler Re: CASE NO. 747
~Attorfney ORDER NO. R—‘Rﬂﬁ
fulf Gil Corporation '

fox 2100 ’ o

Houston, Texas 77001 ~_Applicant:

1-
9

Dear Sir:

‘Enclosed herew1th are two copies of the above-referenced
Division order recéntly entered in the subject case.

/ JOE D. RAMEY
2 Director

JDR/fd

Copy of order also sent to:

Aztec OCD

vthier

Hobbs OCD
Artesia OCD X

J
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_ STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
“OIL cousnxvawron DIVISION

. IN THE MATTER OF THE HBARING

BY THE OIL CONSERVATION

' DIVISION FOR THE PURPOSZ OF
“ CONSIDERING: )

CASE NO. 7471

Order No. R-6899 .

TR Tf l
& dddn N S b WM AIA N b vv L.\ AN 4%

FOR A”UNIT AGREEMENT, LEA COUNTY,

- NEW MEXICO.

ORDER OF THE DIVISION

. BY THE DIVISION:

This cause came on for hearing at 9 a.m. on February 3,

1982, at Santa Fe, New Mexico, before Examiner Daniel S. Nutter.

NOW, on this _i”Ih day of February, 1982, the DlVlSlon

f‘Difector, ‘having considered the’ testlmony, the record, and the ;
. recommendations of the Examiner, and being fully advised in the :
- -premises, ; '

FINDS:

(1) That due publlc notice having been given as required
by law, the pivision has jurisdiction of this cause and the

subject matter thereof.

{2) That the applicant, Gulf 0Oil Corporation, seeks "=
approval of the South Lynch State Unit Agreement covering 1920
acres, more or less, of State lands described as follows:

LEA COUNTY, NEW MEXICO .
TOWNSHIP 21 SOUTH, RANGE 33 EAST, NMPM
Section 3: S/2
Section 4: S§/2
Sections 9 and 10: All

(3) That all plans of development and operation and
creations, expansions, or contractions of participating areas or
expansions or contractions of the unit area, should be submitted
to the Director of the Division for approval.
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- Case No. 747l

Order Mo, R-6855

(4) That approval of the proposed unit agreement should
promote the prevention of waste and the protection of
g correlative rights within the unit area.

=l

IT IS THEREFORE ORDERED: -

(1) That theFSOuth Lynéh”State Unit Agreement is hereby
i,approved.‘v : _ -

i (2) That the plan contained in said unit agreement for the’
: development and Operatlon of the unit area is hereby approved in.

. principle as a ‘proper conservation measure; provided, however,
that notwithstanding any of the provisions contained in said

~unit agreement, this approval shall not be considered as waiving:
or rellnqulshlng, in any manner, any rlght ‘duty, or obllgatlon

which is now, or may hereafter be, vested ir the Divisjon to
supervise and control operations for the exploratlon and

' ‘development of any lands commltted to the unit and production of

oil or gas therefrom.

{3). That the unlt operator shall flle with the D1v1510n an,
: executed original or executed counterpart of the unit agreement‘

w1th1n 30 days after the effective date thereof; that in the
event of subsequent 301nder by any party or expansion or

hoah and

contract*on of the unit area, the unit operator shall file with

- the Division within 30 days thereafter counterparts of the unit;
- agreement reflecting the subscription of those interests having -

joined or ratified.

(4) That all plans of development and operation, all unit

part1c1pat1ng areas and expansions and contracticns thereof, and

- all expansions or contractions of the unit area, shall be
submitted to the Director of the 0il Conservation Division for
approval.

, (5) That this order shall becom°)effect1ve upon the

+ approval cof said unit agreewent by the Commissioner of Public
Lande for the State of New Mexico; that this order shall

- terminate ipso facto upon the termination of said unit

agreement; and that the last unit operator shall notify the

Division immediately in writing of such termination.

(6) That jurisdiction of this cause is retained for the
entry of such further orders as the Division may deem necessary.




-3-‘
Case No., 7471 .
‘ Order No. R-6899%

BONR. at Santa Fe,.
‘ s ignated.

4

“New MexiCd,-on‘the'day and year

//?TL CONSERV.

i
/S

233

*

STATE OF NEW MEXICO
PION DIVISION

JOE D. RAMEY/
Director '




BEFORT EXAANT

CASE NC__ "7‘{7[

(.\”. (.4( x;k.l!.rll\(\{)’(l l\)l\l

Gl oxiinit o f

ﬁ‘fl\a@.ﬂ

' , UNIT AGRE:EMENI‘
e POR TR - DEVETOPMENT AND _OPERATION _
OF THE )
SQUTH LYNCH STATE UNIT AREA
LEA ooum ' NEW ME}CICO

THIS mm; entered into as of the __day of

" k19 by a-'xd between the partles subscr:.bmg, ratifying or consenting herebo. and

herein’ reterred to as tne partles hereto"

MIE:REAS, the parties hereto are the owners of working, royalty, or other -
011 oxr gas interests in the unlt area subject to tru.s agreement, and

WI{E:REAS the Cammissioner of Public lands bf the State of‘ New. Mexico . is
aﬁt}briz;éd by an Act of the mgiéiamre (/ba‘ 3, Chap-.‘ 88, Laws 1943) as amended
by Dec 1 of Chapter .L62, Laws of 1951, (Cnap. 19, Art. 10, Sec. 45, N.M. Statutes
1978 Annot. ), o ~onsent to and approve the develoment or operatlon of State Lands
under agreement;s made by lessees of State Land jointly or severally with cther lessees

where such agreements provide for the unit operation or development off part of or all

of any oil 'or ‘gas pool, field, or area; and

m{-F‘REAS, the Cormussmner of i’ublic LaLnds of the State of New Mexico is
authorized by an Act of the legislature (Sec. 1, Chap. 162), (Laws of 1951, Chap.
19, Art. 10, Sec. 47, N.M. Statutes 1978 Annotated) to amend with the approval of
lessee, evidenced by the lessee's execution of such agreement or otherwise, any oil
and gas lease embracing State Lands so that the length of the term of said lease may
coincide with the term of such agreements for the unit operation and development of

part or all of any o0il or gas pool, field, or area; and

WHEREAS, the 0Oil Conservation Division of the Energy and Minerals Department
of the State of New Mexico (Hereinafter referred to as the "Division"), is
authorized by an Act of the Legislature (Chap. 72, Laws 1935, as amended, being
Section 70-2-1 et seq. New Mexico Statutes Annotated, 1978 Compilation) to approve

this agreement. and the conservation provisions hereof; and

ERE T
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WHEREAS, the parties hereto iwld sufficient interests in the SOUTH LYNCH

STATE Unit Area coverinyg the land hereinafter described to give reasonably effective

control of operationg therein: and

WHEREAS, it is they purpose of the parties hereto to conserve natural
resources, prevent waste and secure other benefits obtainable through 'developnént

and operation of the area subject to this agreement under the terms, oond.w.tmns and
limitations herein set forth:

NOW, “THEREFORE, in considération of the premises and the promises herein contained,
“the 'parties hereto comit to this agreement their respective interests in the below
'dermed wnit area, and agree severauly among themselves as follows:

1. UNIT ARFA: The following described land is hereby designated and

recognlvea as constituting the unit area:

Township 21 South, Range 33 East N.M.B.M.
‘Sections: 9-and 10 and'S/2 of Secticis 3 and 4
contammg 1,920 :acrés', rore or less,
Lea County, New Mexico
Exhibit A attached hereto is a map showing the unit arca and the boundaries
and identity of tracts and leases in said area to the extent known to the unit
operator. Exhibit B attached hereto is a schedule showing to the extent known to
- the mnit operator the acreage, percentage and kJ.nd of omershlp of oil and gas mterests
in all lands in the unit area. However, nothing herein or in said schedule or map
shall be construed as a representation _by any party hereto as to the ownership of
any interest other than such interest or interests as are shown on said map or
fschedule as owned by such party. Exhibits A and B shall be revised by the unit
operator whenever changes in ownership in the unit area render such révisions necessary

or when requested by the Commissioner of Public Lands, hereinafter referred to as
"ot ssinner® or the 0311 Concorvgticon Divisicn, nhereinafiler referzed to as the
" e b s "
Division'.
AiY land committed to this agreement shall constitute land referred to herein

as "unitized land" or "land subject to this agreement”.

B Oy
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2.  UNITIZED SUBSTANCES: All oil, gas; natural gasoline, and associated

fluid hydrocarbons in any and all formations of the unitized land are unitized under
the temms of this agreement and herein are called "unitized substances".

3. UNIT OPERATOR: GULF OIL CORPORATION, whose address is P. O. “Box 1150,

‘Midland, Texas 79702 'is hereby designated as unit operator and by signature herato
comits to this agreement all interest in unitized substinces vested in it as

set forth in Exhibit B, and agrees "and consents £0 accept the duties and obligations
of unit operator for the discovery, develorment and production of mut.»zed substances
‘ " as herein provided. Whenever reference is made herein to the wnit operator, such
_reference mesns tho it Speialol au.m.ng in that capacity ar;d nE)t as an owner of
interests in unitized substances, and the term "working interest owner" when used
herein shall inclide or refer to unit operator as the Gwner of a working interest

when such an interest is owned by it.

4. RESIGMATICN OR REMCVAL OF UNIT OPERATOR: Unit operator shall have the

right to resign at any time But such resignation ‘shall not become effective until a
successor unit operator has been selected and approved in ‘the manner provided for in
Section 5 of this agreement. 'The resignation of the unit operator shall not release
_the unit operator from any ligabilit?f’t)r any deféult by it hereunder occurring prior
to the effective date of 'its resignation.

Unit cperator may, upon default or failure in the pe.rférmance of its duties
or obligations hereunder, ke subjectto removal by the same percéntage vote of the
cwneérs of working interests ‘deferminad in like manner as herein provided for the
selection of a new unit operator. Such removal shall be effective upon notice thereof
to ﬂmé"Comnissiorxer and the Divisib’n.

The resignation or renoval of the unit operator under this agreement shall
not terminate his right, title or interest as the owner of a wocking interest or other
interest in unitized substances, but upon the resignation or renwval of unit operator
hornming offoskics  Such Wil u@amr s'nau‘deilve]’: possession of all equipnent,'
materials, and appurtenances used in conducting the unit operations and owned by the
working interest owners tc the new duly qualified successor unit operator, or to
Llie Gwiners Ukereol 1L 10 sucit new unii uperator 1s elected, to be usew ror the
purpose of conducting unit operations hereunder. Nothing herein shall be construed

as authorizing removal of any material, equipment and appurtenances needed for the

presexvation of wells,
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5.  SUCCESSOR UNIT OPERATOR:  Whenever the unit operator shall resign as

unit operator or shall be removed as hereinabove provided, the owners of the working

interests according to their respective acreage interests in all unitized land shall
by a majority vote select a successor unit operator; provided that, if a majority
Bizt less than seventy-five percent (758%) of the working interests qualified to vote
is owned by one party to this agxeét\ent; a concurrmg wote of sufficient Aadditionalr
parties, so as to constitute in the aggregate not less than seventy-five percent -
(75%) Of the total working interests, shall be required to select a new operator.
Such selection shall not became effective until (a) a unit operator so selected
shall accept in writing the duties and responsibilities of unit operator, and

(b) the selection shall have been approved by the Commissioner. If no successor

unit operétor is selected and qualified as herein provided, the Commissioner at his

- election, with notice to the Division, may declare this unit- doreement terminated.

6.  ACCOUNTING PRCOVISIONS: The unit operator shall pay in the first instance

all costs and éxpenses incurred in conducting unit operations hereunder, ard such costs

- and .expenses and the working intércst benefits acciaiiig hereunder shall be appoirtioned,

among the owners of the unitized working interests in accordance with an cperating
agreement entered int6 by and between the unit bperator and the owners of such

interests, whether one or rore, separately or collectively. Any agreement or

agreements entered into between the working interest owners and the wunit operator as
_provided in this section, whether one or more, are herein referred to as the "Operating

- Agreement”. No such agreement shall be deemed either to modify any of the terms

and conditions of this unit agreement or to relieve the unit operator of any ’ritht

or obligation established under this unit agreeme.nt. and in case of any inconsistencies
or coriflictbetween this unit agreement and the operating agreement, this unit
agreement shall prevail.

7. RIGHTS AND CBLIGATIONS OF UNIT OPERATOR: Except as otherwise specifically

provided herein, the exclusive right, privilege and duty of exercising any and all
vicghte of the rartics herctc wWinch aie necessdry or convenient for prospecting for,
producing, storing, allocating and distributing the unitized substances are heréby
delegated to and shall be exercised by the unit operator as herein provided. Acceiatable
evidoncs ©of title o sald rlygnes shall be deposited with said unili operator and,

together with this agreement, shall constitute and define the rights, privileges and

obligations of unit operator. Nothing herein, however, shall be construed to transfer




title to any land or to any lease or operating agrecement, it being understocdd that
under this agfeement the unit operator, in its capacity as unit operator, shall

exercise the rights of possession and use vested in the parties hereto only for the

7 purposes herein speéified.

8. DRILLING TO DISCOVERY: The unit operator shall, within sixty (60) days after
the effective date of this agrecment,; ocommence operations upor an aiequate test well '
for oil.and gas upon some part of the lands ecﬁbraced within the unit area and shall

arill said well with due diligence to a depth’ suffidient to attain the top of the

Morrow formation or to such a depth as unitized substanices shall be discovered

in paying quantltles at a lesser dépth or until it shall, in the opinion of unit
operator, be determined th..tthe further driliihé,iof said well shall be unwarranted
or impracticable; provided, however, that unit operator shall not, in any event,
be required to drill said well to a dépth in exces‘sgf_ 14,500 feet. Until a

~ discovery of a 'd_e‘posit of unitized substances capable of iSeing produced in paying

quantities (to-wit: quantities sufficient to r:‘e'pa\_} the costs of ‘drilling and ”produdixvlg
operatiibns-wit-:h’a reasonable profit) unit opérator shall continue drilling diligently,
one well at a time, allowing not"rfbre than six months between the completion of one
well and the beginning of the next well, until a well capable of producing unitized
_substances in paying quantities is ccxnplete& to the satisfaction of the Cormissioner 1
or until it is reasonably proven to the satisfaction of tle uﬁit operator that the
unitized land is incapable of producing unitized substances in paying quantities in
the formation drilled hereunder.

hny well commenced prior to the effective date of this agreement upon the unit
‘area and drilled to the de;;ﬂ'i provided herein for the ‘d;t’i].ling of an initial test
well shall be considered as complying with the drilling requirements hereof wit':
respect to the initial well. The’Cozrmissioner may modify the drilling requirements
of this section by granting reasonable extehsions of time w#hen in his opinion such
action is warranted. Upon failure o comply with the Ar3idling provisions of this
article the Commissioner may, after reasonable notice to the unit operator and each
working interest owner, lessee and lessor at their last known addresses, declare this
unit agreement terminated, and all yriyhts, privileges and obligations granted and
assumed by this unit agreement shall cease and terminat2 as of such date.

g. OBLIGATIONS OF UNIT OPERATOR AFTER DISCOVERY OF UNITIZED SUBSTANCES:

Should unitized substances in paying quantities be discovered upon the unit area,

the unit operator shall on or hefors six wonths from the time of the campletion of
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the initial discovery well and within thirty days after the eicpiration of each twelve
months pericd Nthereaf'rc‘cr, file 2 report with the Commissioner and Division of the
status of the development of the unit area and the development contemplated for the
following twelve months period.

It is urderstood that one of the main considerations for the approval of this
agreement Ly the Commissioner of Public Lands is to secure the orderly development
of the unitized lands in accordance with good conservation practices so as to obtain
the greatest Lriltimateurecovery of mitizcd .substance‘s. | o

After discovery of- tmitized substances in paying ‘qﬁéihtifies, ‘unit operator
shall preceed with diligence to reascnahly develop the unitized area as a reascnably
prudent operator would develop such area under the same or similar circumstances.

' If the unit operator should fail to comply with the above covenant for
reasonable 'deﬁélop:rént this agreemezﬁ: may be terminated by the Commissioner as to

all lands of the Ste{{:e cf New Mexico embracing undeveloped regular well spacing or

- proration units, but in such event, the basis of-partiéipation by the working interest

owners shall remain the same as if this agreement had not been termmated as to such
l;ands; -~ provided, however,the Comnissioner shall give notice to the unit operator
and the lessees of record in the manner prescribed by (Sec. 19-10-20 N.M. Statutes
1978 Arnotated), of intention to cancel on account of any alleged breach of said
oover;aht for reasonable development and any décision entered thereunder shall be
subject to appeal in the manner prescribed by (Sec. 19-10-23 N.M. Statutes 1978
Annotated) and, provided further, in any event the unit operator shall ke given a
reasonable oppor:tunity after a final determination within which to remedy any default,
failing in which this dgreement éhall be terminated as to all lands of the State of
New Mexico embracing undeveloped ré@ﬂar well spacing or prération units.

10. PARTICIPATION AFTER DISCOVERY: Upon completion of a well capable of

producing unitized substances in paying quantities, the owners of working interests
shall participate in the production therefrom and in all other producing wells which
may be drilled pursuant hereto in the proportions that their respective leasehold
interests ooxllered hereby on an acreage basis bears to the total number of acres
committed to this unit agreement, and such unitized substances shall be deemed to
have been produced from the iespective leasshold interests participating therein.

For the purpose of determining any benefits accruing under this agreement and



‘ the distribution of the royalties payable to the State of New Mexico and other

" lessors, eacﬁ separiate lease -shall have allccated to it such percentage of said
production as the number of acies in ea;:h lease respectively committed to this

" agreement bears to the total number of acres comitted hereto. ’

Notwithstanding ’ény provisions contained herein to the contrary, each working

'—interest owner shall have the riéht to take such owner's propoi-tiéﬁate share of

‘the unitized substances in kind or to personally sell or dz.spose of the same, and
nothing herein contained shall be construed as git'ing or granting to the it operator -

the right to sell or otherside dispose of the propbrt;ionate share of any working

interest owner without specific authorization from time to time so to do.

11. ALIOCATION OF PRODUCTION: All unitized stbstances producé{d!fr’ome_ach ‘ |
tract in the unitized area established under this agreem‘ent,A é#cépt anypart thereof S
used for production or developmeht purposes hereunder, or mavOidably 1ost, shzll be

deemed to be produced cqually on an acreage basis from the several tracts of the
uhitized land, and for the purpdse of deterﬁiining any benefits thét accrue on an
acreage bdsis, each such tract shall have allocated to it such pefcentagel'of said
p@ﬁction as its area bears to the entire unitized area. It is hereby agreed that
production of unitized substances from the unitized area shall be allocated as provided
herein, regardless of whether any wells are drilled on any particular tracts of said
unitized area.

12. PAYMENT OF RENTALS, POYALTIES AND OVERRIDING ROYALTIES: All rentals due

the State of New Mexico shall be paid by the respective 1ea;-,e owners in accordance
with the terms of their leases.
All royalties due to the State of New Mexico under the terms of the leases
committed to this agreement shall be computed and paid on the basis of all unitized
- substanCes allocated to the respective leases committed hereto; provided, however,
the State shall be entitled to take in kind its share of the unitized substances
aliocated to the respective leases, and in such case the unit operator shall make
deliveries of such royalty oil in accordance with the tevms of the respective leases.
All rentals, if any, due under any leases embracing lands other than the
State of New Mexico, shal.l be paid by the respective lease owners in accordance with
the terms of their leases and all rovalties due under the terms of any such leases
shall be paid on the basis of all unitized substances allocated to the respective

leases committed hereto.




If the unit operator introduces gas obtained from sources other than the

unitized substances into any producing formation for the purpose of repressurirg,

_ stimulating or increasing the ultimate recovery of unitized substances therefrom, a
like annunt of gas, if available, with ‘dﬁe allowance for loss or depletion from any -
"caps.éi may be withdrawn fm_m the formation into which the gas was mtmduced xby_a‘r’lﬁy
free as to dry gas but not as to the products extracted therefrom; provided, tha_t
such withdrawal shall be at such time as may be provided in a plan of operation
cdnsented to by the Commissioner and appréved by the Division as conforming to good

- petroleum engineering practice; and provided further, that such right of withdrawal

shall terminate on the termination of this unit agreement.

If any 1ease ccmm.tted hereto Ti's burdened with an overriding royalty, payment-
| but of production or other charge in addition to the usual royalty, the owner
of sach such lease shall bear and assure the same out of the wnitized substances
allocated to the lands ewbraced in each such lease as provided herein.

13. LFASES AND CONTRACTS CONFORMED AND EXTENDED INSOFAR AS THEY APSLY TO
LANDS WITHIN THE UNITIZED AREA: The terms, conditions and provisions

of all leases; subleases, operating agreemexfts and other contracts relatjng' to the
exploration, drilling development or operation for oil or gas of the lands cammitted
to this agreement, shall as of the effective date hereof, be ard the same are. hereby
expresély modified and amended insofar as they apply *» lands within the unitized
area to the extent necessary to make the same conform to the provisions hereof and
so that the respective terms of said leases and agreements will be extended insofar
as necessary to coincide with the term of this agreement and the approval of this
agreement by the Connlissioner and the respective lessors and lessees shall be
effective to conform the provisions aﬁd extend the terms of each such iease as to
lands within the unitized area to the provisjoris end terms of this agreement;
but otherwise to remain in full force and effect. Each lease committed *o this
agreement, insofar as it applies to the lands within the unitized area, shall continue
in forcc beyond the term provided therein as long as this agreement remains in
effect, provided, drilling operations upon the initial test well prévided for
herein shall have been commenced or said well is in the process of being drilled by

the unit operator prior to the expiration of the shortest term lease committed to




'tr1js agrecment. Termination of this agreement shall not affect any lease which
pursuant to the terms thercof or any applicable laws would continue in full force
and effect thercaftor. The conmancement, completion, continued operation or preduction
on each of the leaschold interests corndtted to this agreement and operations or
production pursuant to this agreement shall be deemed to be operations upon and
producﬁion from 2ach leaschold interest committed hereto and there shail be no
obligation ¢n the part of the unit operator or any of the ‘uwners ’dfr the respéctive
leasehold interests cor_rmitt‘ed: bereto to'drill offsets to wells as between the lease~
hold int-éres‘ts’ conmitted to this agreemevit-, except as pmVided in Section 9 héreo‘
Any 1ease embracing lands of *:he State of \Iew Mexico havmg only a portion of
ltS lands coum:.tted hereto shall be segreqated as to the pomon ocmnltted and
as to the port;on nol committed and the terms of such leases shall apply separately as
two leases as tc such segregated portions commencing as of the effective date hereof.
Notwithstanding any of the provisions of this agreement to the contrary, any leise
embracing lands cf the State of New Mexico havmg only a portion-of its lards cem-
mitted hereto shall continue in full force and effect beyond the term prov1ded there—

in as to all lands embraced within the unitized area and committed to this agreement

in accordance with the terms-of this agreénent. If oil‘and'gés, or either of them,
are discovered and are . being pl;oduced in paying quantities from some part of -the

lands embraced in such lease which part is coamitted to this .agreement at the expi-~
ration of the secondary term of such lease:, such production shall not be considered
as production from lands embraced in such lease which are not within the unitized
area, and which are not comnitted thereto, and dtilli.ng or reworking operations upon
c~72 part of the lands embraced within the unitized area and comitted to this agree—
ment shall be consmered as drilling and reworking operations only as to lands em-
braced within the unit agreement and not as to lands embraced within the lease and

not committed to this unit agreement; provided, however, as to any lease embracing
lands of the State of New Mexico having only a portion of its lands ;:onmitted hereto
upon which 0il and gas, or either of them, has been discovered is discovered upon that
portion of such lands not committed to this agreement, and are being produced in paying
quantities prior to the expiration of the primary term of such lease, stch production
in paying quantities shall serve to continue such lease in full force and effect in

- alwurdance with its terms as to all of the lands embraced in said lease.

14. CONSERVATION: Operations hereunder and production of unitized substances
shall be conducted to provide for the most economical and efficient recovery of said
substances without waste, as defined by or pursuant to State laws or regulations.

15. DRAINAGE: In the event a well or wells producing oil or gas in paying

quantities should ke brought in on land adjacent to the unit area draining unitized

-0-




substances from the lands embraced therein, unit operator shall drill such offset ’
well or wells as a reasonably prudent operator would drill under the same or similar

circumstances. . |

16. COVENANTS RUN WITH LAND: The covenants herein shall be construed to

be covehants running with the land with respect to the interests’Ac':f the pa.rtiés

. hereto and ‘their successors in interest until this agreement terminates, and any
grant, transfer or conveyance of interest in lénd or leases subject hereto shall |
be and hereby J.scondltloned upon the assumption of all privileges and obligations

hereunder to the grantee, trané‘eree or other successor in interest.. No assignment

or transLer of any workmg roymty, or’ other interest Sl..bject hereto sha"l be

bmdmg von un:L" operator until the first day of the calendar month after the-

unit operator is furnishéd with the original, photostatlc, or certified copy of the

instxrument or transfer.

E 17. EFFECTIVE DATE AND TERM: ‘This agreement shall become effective upon
approval by the Commissioner and the Division and shall terminate : in two years after
such date ‘uniess (a) such date of expiraticn is extended by the Commissioner, or
(b) a valuable discovery of unitized substances has been made on unitized land
during said initial tem or any extension thereof in which case this agr%@t’shaill
remain in effect.so long as unitized substances are being produced from the unitized
land and, should production cease, so long thereafter as diligent operations are
in’ progress for the restoration of production or discovery of new production and

. 80 long thereafter as the unitized substances so discovered can be produced as
aforesaid. This agreeent may be terminated at any time by not less than seventy-
five percent (75%) on an acreage basis of the owners cf the working interests,
signatory hereto, with the approval of the Commiséione"r and with notice to Division.
Likewise, the failure to comply with the drilling requirenents of Section 8 hereof,
may subject this agreement to termination as provided in said section.

18. RATE OF PRODUCTION: All preduction and the disposal thereof shall be

\ in contormity with allocations, allourents, and quotas made or rixéd by the
Commission, and in conformity with all applicable laws and lawful regulations.
19. APPEARAI«:E_S_: Unit operator shall, after notice to other parties
affected, have the right to appear for and on behalf of any and all interests affected
hereby, before the Commissioner of Public Lands and the Division, and to appeal
from orders issued under the requlations of the Corrmi:ssioner or Division, or to
apply for relief from any of séid regulations or in any proceedings on its own
behalf relative to operations pending before the Commissioner or Division; provided,
however, that any other interested party shall also have the right at his own ex-

pense Lo a;_,year and Lo participate in any such proceeding.

~10-
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20. NOTICES:  All notices, demands, or statements recuired hereunder to be
given or rendered to the parties hereto, shall be deemed fully given, if given in

writing and sent by postpaid regi%tered mail, addressed to such party or parties at

- their respective addresses, set forth in connection with the sighatures hereto or

to the ratification or consent hereéf ,» or to such other address as any such party
may have furnished in writing to party sending the notice, demand, or statement.

21. U&\VGIDM DEIAY: Al 6bligatidns under this agreement requiring the

“unit operator to commence or continue drilling or to operate on or produce unitized

substances fmm any of the lands covered by this agreemamt, shall be suspended .
wh..l but only so long as, the uxut operatol, ‘despite the exercise o:. due care and ‘
) 'dllmg,nce, is prevented Frcm cortplymg with' such obllgatlons ; in whole or in part

" by strikes, war, act of God, Federal, State, or municipal law or agencies, unavoid-

able accidents, uncontrollable delays in transportation, insbility to obtain necessary
materials in open market, or other matters beyond the reasonable control of the unit
operator, whether similar to ma*te;s herein enumerated or not.

22, LOSS OF TITEE: In the event title to any tract of wnitized land or

substantial interest therein shall fail, and the true owner cannot be induced to
join ‘the unit agreement so' that such tract is not comuitted to this agreen’a‘miz_,' or
the operation thereof hereunder becomes impracticable as a result thereof, such

tract may be eliminated from the unitized area, and the interests of the parties

‘readjusted as a result of such tract being eliminated from the unitized area. In

the event of a dispute as to the title to any royalty, working, or other interest.:
subject hereto, ﬁhe unit operator may withhold payment or delivery of the "allocated
portion of the umuzed sabstances “involved on account - thereof, without liabil lity
for interest until the disputs is finaliy settleqd, provided that nc payments of
funds due the State of New Mexico shall be withheld. Unit cperator, as such, is
rellieved from any responsibility for any defect or failure of any tiile hereunder.

23. SUBSEQUENT JOINDER: Any oil or gas interest in lands within the unit

area not committed hereto, pinlor to ux Sikiscion of the agreement fcr final
approval by the Commissioner and the Division, may be conmitted hereto by the

owner or owners of such rights, subscribing or consenting to this agreement, or
executing a ratification thereof, and if such owner is also a working interest owner,
by shbscribing to the operating agreement providing for the aliocation of costs of

exploration, development, and operation. A subsegquent joinder shall be effective

-11-




as -of the first day of the month fbllowing the approval by the Conmissioner and

the filing with the Division of duly executed counterparts of the instrurent or
instruments comnitting the interest of such owner to this agreement, bu* such joining

| party or parties, before participating in any benefits hereunder, shall pe

| requlred to assume and pay to the unit operator, their proportionate share of the
unit expenses incurred pricr to such pérty‘s or parties" joinder in the it

~. agreement, and the unit operator shall make appropriate adj'uétxmts ca;t‘s:é;:i by such

jeinder, without any retrcactive adjustment or revenue.

| 24. COUNTERPARTS: Ttus agreement may be executed in any number of counterparts,
no ¢ne"‘of:: xmchneeds to be executedbyau parties, or may be ratified or consented
to by separate instrument in writing specifically referring hereto, and shall be
" Binding upon allt!msepaxtles who have executed such a counterpare, catification,
or consent hereto with the same force ano effect as if all such parties had signéd
the same. docxm\ent, and regardless of whether or not it 1s executed by all other
partiésbvmihg or claiming an interest in the lands within the above described
unit area. 7‘ | _

N WITNESS WHEREOF, tha undersigned parties hereto have caused this agreement

to be executed as of the respective dates set forth ¢ppOSité their signatures.

UNIT OPERATOR, WORKING INTEREST OWNER, AND LESSEE OF RECURD

GULE OIf, CORPORATTON » \

OPERATOR; \
wﬁ

DATT: : By
ATTEST Attorney-in-Fact

‘BY

OTHER WORKING INTEREST OWNERS

Company

DATE: By:

Address

~12~




i Exhibit "A"
South Lynch Unlt Area
Lea County, New Mexico

R-33-E

4 F4 :
i ;\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\ \\\\\‘\\\\\\\\\\\\\\\\\\\\\\\\\%
7 LG~-1393  LG-I340 -
: GETT‘((@O'L co. | ~ GULF OILCORP. 7
® i
P Lo ‘4 Le-1as | 3
7 ' : 5-073I3 MTS LIMIITTGEDIF%RF?TNnRSHiP
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V. 2o 0]
10
l___?__i“_'rﬁb'__ ————s 7
(G—8lsf '
E : 8ed su:slf 8u_ %SC?NZPANY ‘/
| l ® ® a
i A
: | 4—1~90 10—1-86 7
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k\\\\\\\\\s\‘\\\\—Unit Outline

~Tract Number
All State Lands 1920 Total acres




EXHIBIT "B"

Schedule Showing All Lands and Leases
Within the SOUTH LYNCH STATE UNIT AREA
LEA County, New Mexico

RASIC

, DESCRIPTION ‘ 2ER AND ROYALTY LESSEE OVERRIDING WORKING
TRACT . or EXPIRATION AND PER-~ CF ROYALTY AND INTEREST AND
NUMBER LANDS ‘ . ACRES CATE CHIMAGE RECORD PERCENTAGE PERCENTAGE

All leases "ocated in T-21-§, R-33-E, N.M.P.M. ALL STATE IANDS

1 Section 9: S/2NW/4, KE/A, 320.00 1G-1145 12.5% . Gulf Oil Corporation None Gulf Oil Corpcraticn 100%
_ W/2sw/4 | 4-1-83 .

2 Section 10: N/2 320.00 16~-1294 12.5% MIS Limited Partner- None MIS Limited Partner— 100%

; 8-1-83 ship , ship
3 Secticn 3: S/2 ©320.00 1G~1340 12.5% © Gulf 0il Corporation None Gulf Oil Corporation 100%
| 9-1-62 | )
4 Section 4: S/2 320.00 1G-1393 12.5% Getty Oil Company None Getty Oil Company 100%
131-1-83 | _
5 Section 10: §/2 320.00 16-3807 12.5% l};@& 0il Company None Sun 0il Company 100%
, , 10~1-86 *
6 . Section 9: 2\»28\? SE/4, 3206.00 - IG~-8151 12.5% " Amoco -Production None Amoco Produgtion 100%
: . E/2sW/4 4-1-90 Cormpany’ Compay

Total State Lands: 6 tracts ~ 1,920 acres; 100% of ﬁ:u,..n.
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. L1,
OPERATOR GULF OIL CORPORATION

CONTRACT ARFA _All of Sections 9 and 10, aad the S/2 of Sections
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- A..P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977
GUIDANCE IN THE PREPARATION_OF P TIHS AGREEMENT:
1. Title Page - Fill in blank as applicable. 4
9 N;
: 2. Preamble, Page 1 - Name of Operator. |
; 3. Article II - Exhibits;
- ; (s). Indicate Exhibits tobeattached
- (b) (3 it is desired that no reference be made to Non-dnccnmmahon the reference to Exhibit “F" should
: be deleted.
4. Article IV:A - Title‘Exammation = Sélcct option as agreed to by the parties.

5. Article IVB Loss of ’1‘1t!e - If “Joint Loss™ of Title is desired. 'th’e fdllo-x'ing changés should be made: "
(a) Delete Axncles VB ! and IV.B. 2. )
(b) ‘Article IvB3 - Delete ohrase “other fhan. ‘tHose set forlh in Arvcles IVBl and- IVB abo’;'e
(&) Articte VILF. - Changc referonce at end of the fust grammatical paragraph frOm ‘Artxcle IVR.2" to
“Artiele IV.B.3

6. Article V - Operator - Enter name of Opérator.

T. Article VLA - Initial- Well: ;
(2) Date of commencement of drilling.
(b) Location of well.

{c) Obligation depth.

8. Arlicle VLB.2.(b) - Subsequent Operations - Enler penally percentage as agreed to by patties.

9. 'Article 'i_l'_II‘.D.'l. . Liitation of Expenditures - Seicel option as zgreed to by ' parties.

, 10. Avticle” VI[.D.3.:- Limitation of Expenditures - Enter limitation of expenditure of Operator for single
project and “amount above which Operator may furnish information AFE.

1. Articie. VILE. - Royailies, Overriding Rovalties and Other Payments - Enter royalty fraction as agreed to
by parties.

12, Article X. - Claims and Lawsuits - Enter claim limit as agreed to by parties.

13. Article XIII. - Term of Agreement:
(a) Select Option as agreed to by parties. _
(b) 1f Option No. 2 is selected, enter agreed. number of days in two (2) blanks.

Signalure Page - Enter efiective date.

e
s
h
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\ AALL FORM ot - MODEL FORMV OPERATING AGREEMENT - 1977
1 OPERATING AGREEMENT
2
3 THIS ACROEMENT. culered into by and bhetween GULF OIL CORPORATION e
1 R Chereinafter designaten and
5 vefdrred o as COperator”. and the si;:n;t:nry party or parties other than Operator. sometimes herminatier
6 reterred to ingividually hecemn os “Non-Qperator™, and collectively as “Non-Qperators™, This Agresment
is a comp: ‘ion mistrurent to the Unit Agreement for the developnent anc operation
of the 3 7 : , effective as of the effec-
tive date thereof, and in the event of any conflict }¢iween this agreement and
the said Unit Agreemert, the terms and provisions of the Unit Agrcement shall be
controlling. The texrm “Operator" and the tena “Contract Area" herein are synony-
mous with "unit operator“ and "unit area" respectively as those texms are defined
andused :mthe sas.dUmtAgreenent.
8 ' : o WITNESSETL:
9
‘10 W}’SRE AS the' partics to this agreement are owners of oil and” das leases and or oil and gas in=

11 terests in the land lC’LI\l“lf‘d in Exhibit “A". ‘and the patties heveto huve reached an agrecment to expl'vre .
12 and develop thcse leases and or 0it and gas mtcu.ats 'ox the o.oduztmn of oil and gas to the extent and
-13  as h":emaﬂu pwuaed ) R

11 . g - .

15 a\' W, I‘HL“ ErORE it is agreed-as follows:

18
T __ARTICLF I
SR £ ‘ m:rl\mow ‘

19 . ;

20 ' As used in this agreoment, the following words and terms shall have the meanings here aseribed

1 to them: : ‘ )

22 - A, The tevrn - oxl and.gas” >ha ! aoan oxl gas. cast n shead ‘as ﬂaq covdcnsa‘e and al' other-liguid

23 cor gaseous hvd%uaii‘ora and otker mutkelabnc substances pmuuwa thelcwnh unlese  an intent to
24 Tlimit the inclusiv eress of ihis term is soeun\.ﬂly‘ stated. : :

23 B. The terms "oil and gas lease” “lease and * lezmehmd‘ sha{i mean the 011 and gas leases cov-
26 ering tracts of land lying within"the Conlmct ‘Avea whxch are ow :ed by the pantles to this agreement
.27 C. The term “oil ‘and gas interests” shall mean unleased: ‘fee and mineral interests in tracts of
28 - land lying within the Contract Area which are owned by paktxos to this agreement.

29 D The term “Contract Area" shall mean all of the lands. oil and gas leasehold interests and oil

30 . and gas intetests intended to be developed and opérated for oil and gas purposes under this agrcement.
.. 31 Such )ands oil and gas leaseho)d interests and oil and gas inlerests are described in Exhibit “A".

32 E. Thc- term “drilling umt s%anl mean the area fixed for the diilling of one well by order or r:le

33 of any “State or fedeial’ bor', na'.mc authority. If a drilling unit is not fixed by any such rule or order,

34 a drilling unit shall %& the dnllmg unit as_established by the pattern of drilling in the Contract Area

35 or as fixed by’ e}.p:e<s agreement of the Dul‘m" Parties.

36 -F. The term “‘drillsite” shall meanr the oil ‘and gas lease or interest on w hich a proposcd well is to
37 be localed. _ ,
38 G. The terms "Drilling Party” and “Consenting Party™ shall mean a parly ‘who agrees to ‘0in‘in~
3% and pay lt~ share of the cost of any operation conducted under the provisions of this agreement.
49 H. The terms “Non: Drilling Pacty” and:‘Non- Conscnbrw Party™” shall mean a party who elects.
41 not to parlicipate in a proposed operation.
42
43 ‘Unless the context mhelwxse clearly indicutes, words used in the singular include the plural, the
44 plural includes the singular, and the neuter gendor includes the masculine zmd the feminine.
45
46 . ARTICLE L.
47 - S - EXHIBITS
48

49 The following exhibits, as indicalzd below and attached hereto. arc incorporated in and made a

50 part hercof: .
b3 X A. Eximbn A7, shall include the 101I0WINg 1nN1ormation:

52 {1) Identification of lands subject to agreement,

53 (2) Restrictions, if any, as to depths or formations,

54 {3) Percentages or fracticnal interests of parties to this agreement,

85 -~ £ - { v ars—t s ] e

56 (5) Addresses of partics for notice purposes. . 3

57 R Brhib B e ram-ai—betres . o
583 [ C. Exhibit “C"”, Accounting Procedure. ' o

59 ] D. Exiubit "D, Insurance.

60 {¥] E. Exhibit “E”, Gas Balancing Aprcement. ) ,
61 (% F. Exhibit “F", Certificate of Compliance. L
62 05
G3 If any provision of any exhibit., except Exhibit “E”, is inconsistent with any provision contained
64 n the bedy of this agreement, the provisions in the body of this agreement shall prevail, . -

65 A s

66 -

57 [T
"
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ARTICLE 1L
INTERUESTS OF PARTIES

A, O and Gas Interests:

It any patty owns an unleased ol and gas interest in the Contract _Avea, that intevest shall be
treated for the purpose of this apgreement and during the tetm heieof as if it were a leased intercst
under the form of oil and gias lease attached as Exhibit “B". As 1o such_ intecest, the owner shall re-
ceive voyalty on production as nrescribed in“the form of ‘oil and fas lease attached herefo us Exhibit
“B”. Such party shall, however, be subject 10 all of the pt'dvi'st‘dn's of this agrecment relating to lessecs,
to the extent that it owns the lessec interest.

B. Interest of Purties in Costs and Production:
Exhibit “A” llbls m of the purties and their respective percunla-/e or fractional interests under this
agreement. Umesa ctnn-'cd by other provisions. ali costs and liabilities incurred in operations vnder

" “this agrotment shatt by borne and pa\d. and-alt equipment” ang’ malg: tal- acquired in operalions on the
) COX‘!I&LL Avea shall be owned by the parties as their interests ;.u'c"s.iov\n in Exhibit AT Al prodL.c-

‘tion of oil'dhd 2os from the Contract Area. xub_mct to the payment ef lessor's xoyaltus Wbttt
bowne-brthodoint—dosannd, shall also be owned by the parhes in_ the same manncr during the teim’
hereot: provided. however, this shall not be dcen &dan assigament or cioss- dselanmcnt ef in erests cov-
ered herehy. :

ARTICLE 1V.
TITLES

A. Titie F‘..‘\-‘a‘n‘iinaiiom

Tmc e\a'r'n\:zhm-: ond“ bc madc on thc drillsite eof any pxopo:ed well prior to comimencenient of

dnlhno opmat ons or, if’ The' Dn}lmt1 Pariies so request, title e\'munahon shall be mad¢ on the leases

cand or 011 and gas mtelcsts included, or planned to be included, in the drilling unit around such well.

The opmlon will include the ownership of the working . interest, minerals, royalty, everriding royalty
and-production payments under the applicable ‘leases. ‘At the time a well is proposed, each party con-
tributing leases and ‘or oil and gas interests to the drillsite, or to be included in such drilling unit, shall
furnish to Operator all ‘abstracts (in¢luding Federal Lease Status Reports), title opinions, title papers
and curati"ve material in its possession free of charge. Al such information not in the pos;e;sion of or
made available lo Operator by the p'nhcs ‘but necessary for the examinalior. of tllle shall be obtained
by Operaior. Operator shall cause litic to be examined by atiortieys on its staff or by outside attorneys.
Copies of “ali title opinions shall be fuinished to each party heleto “The cost, mcuned b) Operator in
-this title plow any-shall be borne as follows:

Ly -

preliminary, supplemental, shut-in gas voyally cp'mons alrl__g\_\_mmu—e-?éer‘ e opmlons) shall be a
p11l of the admlmstlame ovc,_hcad_as—wrdcd"_x Exhibit “C.” and shall not be a duect charge. ‘whether

{X Option No. 2: Costs incurred by Operator in procuring abstracts and foss naid ountsido. atiorness.
tor title examination (inctuding preliminavy. supplemental, shut-in gas royalty opinions and division
order litle opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
Drilling Party bears to the total iaterest of all Drilling Partics as such interests appear in Exhibit “A”.
Qporator-shallmake-no r‘h)l_y_n for-servicas—rendered by e staffadtornevs oroothas ;Lﬂ)"()zl-\aL w-the

llal'cﬂl'nlancﬂ af ‘!-1@ rbC!.J‘ ‘:'”:;HEI 3

Each party shall be responsible for securing curative matter and pooling amendments or agreements
required in connection with leases or oil and gas intevests contributed by such party. The Operator shall be
responsible for the preparation and recording of Pooling Designations or Declarations as well as the
conduct of hearings before Governmontal Aconcics {or the sceuiing of spacing or pooling orders. Thig
shall not prevent any parly from appearing on its own behalf at any such hearing. i

No well shall be drilled on the Contract Arvea untii after (1) the title to the drillsite or drillhf?gnit
huas been examined as above provided. and (2) the iitle has been approved by the examining altorney ov
title has been accepted by all of the purties who are to participate in the drilling of the well. :

B. Loss of Title:

1. Failure of Title: Should any oil and gas interest or lease, or interest therein, bC'!osl lhlb&iﬂh
failure of title, which loss results in a reduction of interest from thut shown on Exhibit = thh d};,l(‘(,'-
ment, nevertheless, shall continue in force as to all remaining oil and gas leases and interests, and

() The party whose o1} and os leasze or interest is affected by the title failure shall bear ulo.xu
the entive loss and iU shall ol be entitled o reenver from Ogerator ov the other pacties any development

-
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pr operating costs whdeh it may have theretofore paid, but theve shall he no monetary Lability on its
part t¢ the other parties hereto for drilting, developient, aperuting o other similar costs by reason of
such title fallure: and

(b) There shall be nn retrodgcetive adjustiient of expenses incurered: or revenuacs received from the
operation of the irterest which s been lost, but the interests of the parties shall be vevised on an ucre-
age basis, as of the time i is detérmined finuly that title failure has occurred, so that the interest of
the party whose lease or interest is affected by the title failure will thereafter be.reduced in the Contract
Area by the amount of the interest lost: and

(¢) If the proportionate interest of the other partics hereto in Wy producing well tneretofore dr:l]ed .
on the Contract Arca is increased by reason of-the litle failiive, the party whose title has rm!cd shall
receive the procceds atlributable to the increase in such iaterests {less costs and burdens aurxbulab)e
thereto) until it has been rexmbm sed for unvecover vd costs paid by it-in ‘¢ornection with: sich well:
and

(1} Shouid any pem(m not'a pdl’\ to this-agreement, wha is determined to be the owner ‘of an_y in-
terest in the title whith has" fa'lcd pay i «n; manner any part afthe tost of opuallon de\.'eiopmem
or equipment, such ammmt &bfrn be paid to the party: ox parties ‘who box'e the costs which are so {efund-

‘ed: and -

{(e) Any habrmy 1o deeotnt te a third pan'" fot pli(\x ';Loductidn of oil and ’gas ‘which  arises by
veason of title failure shall be horne by the pavty or pax\‘c; i U*e same p.opox‘hom in which thoy shared
in such pnor pxaducuon and , )

{f) \!o chavge shall be made to the jotit account for legal expenses. fees or salaries, in connection

_-with the defensze of “the interest claimed by any party hereto, it being the intention oi the parties
‘hereto that each shall defend title to its interest and bear all expenses in connection therewith.

e Loss by .\on Pavmqn& o E Enencou.a "3\'m<_m of Amount Due: If; through mistake or oversight.
any vental, shut-in well payment, minimum rovalty or royally payment, is not paid or is erroneously

‘paid. ‘zad as a vefult a lease ov intevest therein terminates, there shall be no monetary liability against
- the- ﬁar!) who failed to make such pa\ ment, Unlos_s the party who failed to make the required paynjéht

secures a new leasé covering the same inferest within ninety (90} days from the discovery of the fail-
ure to make proper payment, which acquisition will not be subject fo Article VIILB., the interests of

"the parties'shall be revised on an acreage basis, cffective as af the date of termination of the lease in-

volved, and the part3 who. fajled to rmake proper pa\ment Wwill no Tonger be ‘credited with an interest in
the Contmct Avea on account of ownevship of the lease or interest which has lerminated. In the event
the party who failed {o make the required payment shall® not have beeR' fully reinbursed, at the tinie of
the loss, from the proceeds of the sale of oil and gas attributable to tbe lost interest, calculated on.an
acreage basis, for the development and operating costs therelofore baid on account of such mtelebl it
shali be reimbursed for unrecovered actual costs therciofore paid by it ‘(but not for its share of the
cost of any dry hole previously drilled or wells pzevzousl\' abandoned) from so much of the following
as is necessary to effect reimbursement: .

(a) Proceeds of oil and gas. less opevating  expenses, theretofore accrued to the credit of the lost
interest, on an acreage basis, up to the amount of unrecovered costs;

(b) Proceeds, less operating expenses. thereaffer aderued altributable to the lost interest on an
acreage basis, of that portion of oil and gas thereafter mroduced and marketed (excluding production
from any wells thereafter drilled} which. in the absence of such lease termination, would be attributable
to the lost interest on an acreage basis. up to {h¢ amount of unrcecovered costs, the proceeds of said. .
portion of the oil and gas to be contributed.hy the ¢ther paiiics in propotvtion to their vespective in-
terests; and

{c) Any menies, up to the ameunt of unrecovered costs, that may be paid by any pariy who is, or
becomes, the owner of the interest lost, for the privileze of participating in the Contract Arca or be-
coming a party to this agreement.

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2.
above, shall not be comidcrcd failure of title but shall be joint losses and shall be borne by all parties
in proportion to their intevests. There shall be no readiustment of interests in the remaining portion of
the Contract Arvca.

ARTICLE V.,
OPERATOR T

A, DESIGNATION AND RESPONSIBILITIES OF OPERATOR: ‘\“

GULF OIL CORPORATION ____ shall be the

Operator of the Contract Awa and bhdll Londuct and dl.ccl and have fu]l Contloi of all operations on
the Contract Arca as permitted and required by, and within the Jimits of, this agreement. It shall con-
duct all such operations in a good and workmanlike manncer, but it shatt have no linbi!ity as Operator
to the other parties for losses sustained or liubitities incurred. except such as may result from gross
negligence or willful misconduct. '
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1 B. Resignation or Removal of Operalor and Selection.of Suecessor:
2

}. Resighation or Removal of Operator: Operator may vesign at any time by giving writteh"notice
“thevecf to Non-Operators. If Operator terminates its legal existence. no longer owns an interest in the
Contract Arca, orv is no longer capable of serving as Ooexator. it sholl cease to be Operator without any

3
4
5
6 action by Non-Operator, ¢xcept the selection of a successar. Operator may be removed if it fails or
T
2
9

“refuses to carry out its duties hereunder, or becomes insolvent, bankrapt or’ is placed in receivership,
by the affirmalive votuv of two {2} ov'more Non-Opérators owning a majorily interest based on owner-
ship as shown an Exhibit “A”, and not on the number of parties remaining after” excludmg the voting

10 interest of Opmator Such resignation or removal ahau _nat_become. effective. until T:00-2'0l0ck AL,
11 on the fl!“st ‘day of the calondar menlli Gliowing the e\.pnratxon of ninety (90) days after the giving .of

(1’2 “hotice of resignation by Operator or action by the Non-Operators to remove Operator tnless a; su?:cessor

13 Operator has been sclecied and assumes the digties of Operator at an eartier date. Operator, axter sffect-
14  ive date of t‘eexgnauon or romoval shall be bound by the terms hereof as a Non-Operator. A change of
1S a corporate name or structure of Operator or transfer of Operator's interest to any smg!e aubs.dxary,
16 “parent or suiccessor corporation shall not be the basis for removal of Operator.

17 : - ; : ' O

18 2. Selection of Successor Operator: Upon the resignation or rémoval of Operator, a su?“éesser Op-
19  erator shall be selected by tha Parties. The successor Operator shall be selected ‘rorr_t_;,thre’par»t‘ies owning
20 an interest in the Contract Area at the time such successor Qperater is ‘selected. If ‘the Op;*ratdf that
21  is rerhoved fails to vote or votes ‘only 10 succeed itself, the suucessor Operator shall be selected by the -
22 dffirmative vote of two (2) or.more pariies Sening o m.uoruy ‘tnieérest based on ownershlp as shown
92 2n Tahivit “A°, and nol on the number of parnes remaining after éxeluding the vetmg xnterest of the
24 Operator that was removed.

25

26 C. Employees:

27 v |

28 The number of employees used ‘by Operater in vanducting aperations- hereéunder, theéir: aeleéti’éh.

29 and the hours of labor and the compensatmn for setrvices performed, sha!l be aetermmed by Operato..‘

“30 and’ all such ‘employvees shall be the employees of Opevator.

31

32 D. Drilling Contracts:

33 .

34 All weils drilled on the Contract ‘Area shail be drilled on & competitive contract basis at the usial

35 rates prevailing in the area. If it so desires, Operator may efnploy its'own tools and equipment in the
36  drilling of wells. but its ‘charges therefor shall not exceed the prevaiiing rates in the area and the, rate
37  of such charges shall be agreed upon by the parties in writing before drilling operations are cam-
38 menced, snd such work sholl be performed by Operator under the Same terms and conditions as are
39 customary and usual in the aiea in contracts ‘of independent contractors who are doing work of a sim-
40  ilar nature.

41

412 » “ARTICLE VL ,

43 B DRILLING AND DEVELOPMENT

44 . ~

45  A. Initial Well:

16 : .

47 On or before the day of ~— . 19___, Operator shall commence the drill-
48 ing of a well for oil and gas at the following location: a legal location of Operator's

49 . choice in the NE/4 of Section 9, T-21-S, R-33-E, N.M.P.M., Lez County, New Mexico,

50

51

H2

33 and shall thereafter continne 2ho L0, o e well with due diligence to a depth sufficient,
5+ 41w opinion of Operator, to adequately test the Morrow formation or to a depth

55 Of 14,500 feet beneath the aurface, whichever is the lesser,

56
. &,
{ . "‘
58  unless granite or other practically impenctrable substance or condition in the hole, which>'renders

89  further drifling unpractical, is cncountered at u lesser depth, or unless all parties agree to c"rrplete or

60  abandon the well al a lesser depth - ‘;.4
61 N
62 Operator shall make reasonable tests of all formations cncountered during dritling whichk ygive in-

63  dication of containing oil and gas in quantities sufficient to test, unless this agreement shall bi;.limiled
64 in its application o a speeific formation or formations, in which event Operator snall be requlred to
65 test only the formation or formations (o which this agreement may apply.
66 ) -

67 If, in Operator’s judgment, the well will nnt preduce oil or gas in paying quantities, an nd i Lms} n§
68 1o plug and ubandon the well as o drey hole, it shall first secure the consent of all- paytids "a'mi*shall
69  plug and ubandon sume as provided in Avticle VLE.L hercof. ;

70

L4

[}

') aryen
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B. Subscquent Operations:

"

4 1. Proposed Opiers ations: Should any puarty hereto desire to deiil any well an the Contraet Area

4 other than the wetl mn\idvd for in Article VEAL or 1o vework, deepen or plag buck a dry hole drilled

5 at the joint expense of ali purtics or & well jointly owned by all the partics air"'\d not then produeing
¢ in paving quantitics, the party desiting to drill, rework, decpen or plug back such a well shall give the y
7 othet parties written ndtice of the proposed operation, specifyving the work to be performed. ‘the toca- |
$ Uon. proposcd depth. objective formation and the estimated cost 9f the operation. The parties receiv- ,
9 ing such a notice shall Bave thirty (34) days after receipt of the notice within which to notify the ;

10 parties. wxshmg to do the work whether they elect to participate” i thie cosi of the propused operaiion.
k1 If a drilling rig is on location. notice of/ .broposai lmncwonk pluz back.or drill deepor may be given

12 by telephone and the respoisic period sh'\il be limited to twellCY"‘LULUT bours, exshusive-oi-Saturday

TS T awtesa logabhelidusc s Rajlure. of L parly. receiving such nofice to reply within the period above fixed

14 shall constitute an election by that party not to participate in the cost of the proposed opexauon Any
15 notice or response given by telephone shall be prompily confirmed in’ wntmg.

16

17 2. Opeérations by Less than All Partivs: If an\ party recciving au(‘h notice as provided-in Afticle

18 - VIB.l. or VLE.1l. elects not to participate in the pmpo‘ed oper ation, lhcn in' order to be entitled .to

19 the benefits of this ‘unclc‘ the party or parties giving the. notice und “such othez parties as shail elect

20 to participate in the operation shall, within sixty (60) days arter the e.\pudtlon of the notice peried of
ﬁ 21 thirty (30) days (or as promptly u@s possible after the expiration of the twenty-four hour period
, 22 where the drilling rig is on location, as the case may be} actually commence work on the proposed

23 operation and eomplete it with due diligence. Opclatox shall perform all work for the account of the
Co 1~entmg Pames. ptonded however, if no drill ing rlu or other equipment is on location. and if Op-
3 25 erator is & Non- Consenting P'u ty. the Lonsenlmg. ‘Pariies shail Bithier. {a) requcst Opcratcr‘tﬁo perform
- 26  the werk required Ly stich proposed operation for the account of the Consenting Parties. or (b) desig-
nate-one (1) of the Censciifing Parties as Operator to perform such- work. Consenting Parties. when
28  conducting opcrations on the Contract Area pursuant io this Article VLB.2.. shall comply with all terms
29 and conditions cf this agreement.

Laad
n
e

.y
(3
-3

o
. R L .
3 .31 1f less than all parties approve any proposed operation, the proposing party. xmmedxatel} after the
32 expiration of the applicable Aotice period, shail advise tii> Consenting Parties of (a) the total interest
i "33  of the parties approving such operation, and (b) its recommendation as to whether the Consenting Par-

34 ties \hould procced w 1th the opmatxon as proposcd Each Consenting Party, within twent}"'four

. s) after receipt of ‘such notice, shall advise the
36  proposing party of its desnc to (a} hrmt participation to such party’s interest as shown on Exhibit A",
37  or {b) carry its proportionate’ part of Noii-Consenting Parties” infciest. The proposing partv, at its
3§ election, may withdraw such proposal if there is: insufficient  participation. and shall promptly notify
38 all parties of such decision.

41 The entire cost and risk of conducting such operations shall be boirne by the Consenting Parties in
42 the proportions they have elected to bear same under the terms of the preceding paragraph. Consenting
43  Parties shall keep the leasehold estates involved in such operations free and cleav of all liens and
4¢  encumbrances of every ktz id created by ov arising from the operations of the Consenting Parties. }{ such
45  an operation results in a dvy hole, the Consenting Parties shall plug and abandon the well at their sole
46  cost, risk and expense. If any well drilled, rewoirked, deepened or phlugged back under the provisions
7 of this Article results in a producer of oil and ‘or gas in paying quantities, the Consenting Parties shall
48 complete and equip the well to produce-at their sole cost and risk, and the well shall then be turned
49  over to Operator anc shall be operated by it at the expense and for the account of the Consenting Parties.
50 Upon commencement of operitions for the drilling, reworking, deepening or plugging back of any such
51  well by Consenting Parties in accordance with the provisions of this Article, cach Non-Consenting Party
52 shall be deemed to have relinquished to Consenting Parties. and the Consenting Parties shall own and
53  be entitled to receive, in proportion to their vespective interests, all of such Non-Consenting Party’s
54 interest in the well and share of production therefrom until the proceeds of the sale of such share.
55 calculated at the well, or market value thereof if such share is not sold (after dedusting production
56 taxes, royamy, OVeriiulng tuyaity anu vines Geiorelis cmizting on the affoctive date horeof. navable out of

[P

57 or measurcd by the production from such well accruing with respect to such interest until it reverts)
58 shall equal the total of the following: I

59 . halie”

60 (a) 100% of cach such Non-Consenting Parly’s shave of the cost of any newly acquived su‘r‘f_ace
61  cquipment beyond the wellhead connections (including. but not limited to, stock tanks.  separators,
62  treaters, pumping equipment and piping). plus 1002 of cach such Non-Consenting Party's share of the
63  cost of operation of tLe well commencing with first production and continuing until cach such Non—
64 Consenting Party's relinguished interest shall vevert to it under other provisions of this Article, it bemg
65  agreed that cach Non-Consenting Party’s share of such costs and cquipment will be that interest which
66 would have been chargeabie to each Non-Consenting Party had it participated in the well l’xom thc be-

67 ginning of the operation: and - : ~
68 S S RUUIR S
EE (b)) AUV 7, or that portion of the costs and expenses of drilling reworking, deepening, or pluﬁ"mg

W back, testing and completing, atter deducting any cash contributions received under Article VIILC.. and

-5-

L__—_____
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300 ™ of that portiun of the cost o1 newly acquired equipment in the well (1o and including the well-
head connections), which would have been chargeable to such Non-Consenting Party it it had pertici-
pated thereis,

-

Gas production attributable to any Non-Consenting Party s reltnqutshed
interest shall be sold, at the election of the Consenting Party, consistent
with the terms of the Consenting Party's gas sales contract, either to
the Consenting Party's purchaser or te tha Non- f‘f...“...uus Party's pur-
"chiaser, such Non-Consenting Party shall direct its-purchaser to remit the
proceeds receivable from such sale direct to the Consenting Party until the
amounts provided for in this Article are recovered from the Non-Consenting

-'.o— S
[ = IR I - - JEE A - T R L

:: Party's relinquished interest.

14 Durme the nermd nf time Consenting Parties arc- cnt:tléd to-receive Non-Consenting Party's share
15 of production, or the proceed.» therefrom, Consenting Parties shall be responsible for the payment of .
16  all ‘production, severance. gathering and cother taxes, and zll royalty, overriding royalty and ogher
17 burdens applicable to Non-Consenting Party’s share of production.

18 _

19 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
20  be permitted to use, free of cost, all casing, tubing and other equirment in the well, but the owrership of
21  all such equipment shall remain unchanged; and upon abandonment of a well after such reworking,
22  plugging back or deeper drilling, the Consenting Parties shall“dccount for all such equipment te the
23 owrners thereof. with each party receiving its proportionate part in kind or in value, less cost of
24  salvage.

‘25 .

26 Witnin sixty (60) days after the c¢ompletion of -any aperation under this Articie, _the ‘party con-
27 ducting the operations for the Consénting Parties shall furnish each Non-Consenting Party with an'in-
28 ventory of thé equipment in and connected to the well, and an’ itemized statement of the cost of drmmg,
29  deepening. plugging back, testing, complehng‘ and eqmppmg the well for producnon or, at its option,
30 the operating party, in lieu of an itemized statement of such costs of operanon may submit a detaxled
3 statement of monthly billings. Each month thereafier, durmg the time the Consentms Parties are bemg .
32 reimbursed as provided above, the Party conducting the operations for the Consentmg Parties shall furn-
33 ish the Non:Consenting Parties with an itemized statement of all costs and liabilities mcurred in the
34

operatlon of the well, together with a statement of the quantity of oil and gas produced from it and the
35 amountiof’ proceef‘s realized from the sale of the well's working interest producuon during the preceding
36  month. In detérmining ‘the quantity of oil and gas produced durini any month, Consentmg Parties
37 shall use industry accepted methdds such as, but not limited to, metering or périodic well tests. Any
38 amount realized from the sale or other disposition of equipment newly acquired in connection with #ny.
39 such operatlon which would have buen owned by a Non-Consenting Party had it participated therein
40  shall be credited against the total unreturned costs of the work done and of the equipment purchased,
41  in delermining when the interest of such Non-Consenting Party shall revert to it as above providéd;
42 and if there is a credit balance, it shall be paid to such Non-Consenting partty.

4 If and when the Consenting Parties recover from a Non- Consenting ‘Party’s relinquished interest
45 lhe ainounts provided for above, the whnqulshed mtexests of such Non-Consenting Party shall auto-
46  matically revert to it, and, from and after such reversion, such Non-Consenting Party shall own the same
47  interest in such well, the material and equipment in or pertaining thereto, and the production there-
48 from as such Non-Consenting Parly would have been entitled to had it participated in the drilling,
49 reworking, deepening or plugging back of said well. Thereafter. such Non-Consenting Party shall be *
56 charged with and shall pay its proporticnate part of the further costs of the operation of said well in
51 accordance with the terms of this agreement and the Accounting Procedure, attached hereto.

53 Notwithsianding the provisions of this Article VIL.B.2, it is agreed that without the mutual consent
54  of all parties, no wells shall be completed in or produced from a source of supply from which a well
55 located eclsewhere on the Contract Area is producing, uniess such well conforms to the then-existing
56 well spacing pattern for such source of supply. "

57 ‘ A

58 The provisions of this Article shall have no application whatsocever to the drilling of thé" initial
59  well described in Article VI.A. except (a) when Option ¢, Article VILD.1., has been selected_:’zor (b)
60 to the reworking, deepening and plugging back of such irnitial well, if such well is or thereafﬁeri shall
61 prove to be a dry hole or non-commercial well, after having been drillcd ¢ the depth specified in.Article
é2 VIA.

63

64 C. Right to Take Production in Kind:

65 See Article XV, A, and C, :

66 Each party shall have the right to take in kind or separately dispose of its pxoporhonate shme of

67 all oil und gas produced from the Contract Area, exclusive of production which may be: used m . de-
68 velopment and producing operations and in prepuring and treating oil for marketing - nurposes zmd
69  production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate dispo-
70 sition by any party of its proportionate share of the production shull be borne by such--party.- Any-

-6 -
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party taking its shave of production in kind shall be required to pay for only its proportionate share
of such purt of Qperator’s =urface factlities which it ures,

Each party shall execute such division orders and contrycts as mav be nécessury for the sale of its
interest in production from the Contract Avea. and. except as providged in Artiele VILB. shull be entitled
to receive pay m(\nt divect -from the parchaser thereof for its share of all production.

In the event aay parly shall fait 1o make the arrangements necessary to luke in kind or scparately
dispose of its proportionate share of the oil and gas produced {rom tiwe Contract Area, Operator shal! have

“the right, subject to the revocation at will by the party vwning it, but not the obligation, to purchase such

oil and gas or sell it to others at any time and from time to tinmie. for the account of the nen-taking
party at the best vrice obtainable in the area for such production. Any such purchase or sale by Op-
erator shaii be subjéct always to the right of the owner of the production to exercise at any time its
right to take in kind, or separately dispose of. its share of all oil and gas not previously delivered to a
purchaser. Any purchase or sale by Operator of any other party’s sharve of oil and gas shall be nnly for
such reasonable peviods of time as are consisteot with the minimum needs of the industry under the
particular circumstances, but in no event for a peuod in excess of one (1) year. \'otudhstandmg Fhe
ioxen‘omg, Operator shall not make a sale, mclucma one mtu interstate commerce, of any other vartyv's
share of gas production withaut fivst giving-such other urty thirty (JO) days natice of such intended

“sale.

In the event one or more parties' separate d spomlon of its share of the gas causes split-stream de-
liveries to separate pipelines and or deliverics which on a dav-to-day basis for any reason are not
exactly equal to a party’s respective proportionate share of totul gas sales to be allocated to it. the
balancing or accounting between the respective dccounts of the parlies shall be in accordance with
any Gas Balancing Agreement between “the parties bercte., whether such Apreement is atiached "as
Exhibit “E". or is a separale Agreement. '

D. Access te Contract Area and Information:

Each party shall have access to the Contract Aves at“all reassiable times. at its sole risk to inspect
or observe operations. and shall have zccess at veasoniable times {o information pertaining to the de-
velopment ‘ot operaticn thereof. including Operator's books and records velating thereto. Operator, upon

- request, shall furnish each of the other parties with copies of all forms or reports filed with govern-

mental agencies, daily drilling reports. well logs. tank tables, dailv gauge and run tickets znd reports
of stock on hand at the first of each month. and shall make svailable samples of any cores or cuttings

“taken from any well drilled on the Contrat Area. The cost of gathering and furnishing information to

Non-OQOperator, other than that specified above, shall be charged to the Non-Qperator that requests the
information.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VLB.2.. any well .
‘which has been drilled under the terms of this agreement and is proposed to he completed as a dry hole

shall not be plugged and abandoned without the consent of all parties. Should Operator. after diligent
effort, be unable to contact any party. or should any partly. ‘il to reply with'n twenty-four hours

S r-er-tog 3 after receipt of nolice of the proposal to plug and
abandon such well, such party shall bo deemed to have consented to the proposs :bandonment. AN
such wells shall be plugged and abandonred in aceordance with applicable regul - and at the cost,
risk and expense of the parties who participated in the cost of drilling of such wel. iay party who ob-
Jects to the plugging and abandoning such well shall have the right to take over the well and conduct
further operations in search of oil and or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced; Except for any well svhich has been drilled or re-
worked pursuant to Article VEB.2. hercof for which the Consenting Parties have not been fully reim-
bursed as therevin provided, any well which has been completed as a producer shail not be plugged and
abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandonced in accordance with applicable regulations and at the cost. risk and exbense
of all the partics herveto. If, within thirty (30} duays after receipt of notice of the proposed abandonment
of such well, a1} parties do not agree to the abandonment of any well, those wishing to continue it—s,op—
cration shall tender to cach of the other parties its proportionate share of the value of the well’s savl{-able
material and equipment, determined in accordance with the provisions of Exhibit “C”, less the estinated
cost of salvapging and the estimated cost ol plupging and gbandoning. Each abandoning pall\’ shall
assign to the non-abandoning parties. without warranty, express or implied. as o title or us lo quanhl\
quality. or fitness for use of thc ecquipment and muaterial, all of its interest in the well and e tated nquip-
ment, together with its interest in the leaschold estate as to, but only as to, the interval ov intervals of the
formation or focmations then epen to production. I the interest of the abandoning party is or includes
an ol and goas interest, such poty shall execute and deliver to the non-abandoning party or parties an
ottt and vus lease, Imited *o the mterval or inlervals of the formation or formations then open to produc-
tion, for a2 term of one year and <o lona thoervaller as ail and or ¢as is produced from the interval or inter-
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vuls of the Drmaticn o formations covered thereby, sueh lease o be on fthe form altachea as Exhibn

—

20 UBUD The assvnments o feeses s trmitod sholl eneomiiss the cdeitine unnt” woon which the el is
3 located. The pavirents by, and the asstmments or lenses 1o the aesigness shall be anoaoratio based upon
4 the retationsinip of thelr respoctive pereentaoes of put Beipation in the Contract Area o the aggiegate of
5 the.-pereentages of purtiomation in the Contrivt Area ot Ll ssignces. There shall be no readjustment
6 of interest in the remuining portton of the Contract Areu.

.

3 Thereafter. abaundoning parties shalt have ne further responsibiity. habiity, or interest in the op-
9  eration of or production froem the well in the interval or intervals then open other thuen the royvalties

10 retained in any lease made under the tenns of this Article . Upnit request. Operator shall continue to
11 operate the assigned well for the account of the non-abandoning puartics at the rates and charges con-
12 templated bx- this agreement, plug any additionul cost and charges which may arise as thc result of
13 the separate ownership of the assigned well

15 . ARTICLE VL.
16 ' EXPENDITURES AND LIABILITY OF ?:\R‘I‘IES

17 , ]

18 A. Liability of Parties:-

19 See Article XY. B. »

20 The lisbility of the parties shall be several. not joint or collective. Each party shall be responsible
2] - only for its obligations. and shall be liable only for its proportionate share of the costs of developing
22 and operating the Contract Area. Accordingly. the liens granted among the parties in Article VILB. are
23 given to secure only the debts of cach severallv. Tt is not the intention of the parties 1o create, nor shall
24 this agtezment be construee as creating, a mining or other purtnhiesship or association. or 16 render the
25 parties liable as partners.

26

27 B. Liens and Payment Defaults:

28

29 Each Non-Operator grants 1o Operator a lien upon its oil and gas rights in the Contract Area, and a

30  securtty interesi in its share of oil and or gas when extracied and its interest in all equipment, to secure
31 payment of its share of expense, together with interest thereon at the rate provided in the Accountu‘z
32 Procedure attached hereto as Exhibit *'C”. To the exten? that Operator has a security interest under Ln:
33 Uniform Cotrmercial Code of the State, Operator shall be entitled to exercise the rights and remedies
34 of a secured party under the Code. The bungmu of a suit and the obtaining of Juag'nent by Gperator
35 for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
36 rights or security interest as security for the payment thereof. In addition, upon default by any Non-
37 Qperator in the pavment of its share of expense, Operator shail have the right. without prejudice to
"33 other rights or remedies. to coilect from the puichaser tiie nroceeds from the saie of such Non-Operator’s
39 share of oil and ‘or gas until the amount owed by such Non-Operator, plus interest has been paid. Each
4¢ - purchaser shall be entitled to rely upon Operater's writfen siztement conterning the ameunt of any de-
41 fault. Operator grants a like lien and security interest to the Non-Operators to secure pavment of Op-

42 erator's preportionate share of expense.
43
44 If any party fails or js unable to payv its share of expense within sixty (60) days after rendition of

45 a statement therefor by Operator, the non-defaulting parties, including Operator, shall. upon reguest by
46 Operator, pay the unpaid amount in the proportion that the interest of each such party beurs to the in-
47  terest of all such parties. Each party so paying its share of the unpaid amount shall te obtiain rezmbur\e—
48 ment thereof. be subrogaied to the security rights described in the foregoing paragraph. ‘

49 |
50 C. Payments and Accounting: |
51

52 Excep! as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses

53 incurred in the development and cperation of the Contract Area pursuant to this agreement and shall
54 charge each of the parties hereto with their respective proportionate shares upon the expense basis pro-
55 vided in the Accounting Procedure attached hereto as Exhibit “C”. Operater shsil keep an accurate
56 record of the joint account hereunder. showing expenses incurred and charges and credits made and

57 received. 5
er | o
59 Operator. at its election. shall have the right from time to time to demand and receive from the

60 other parties payvment in advance of their respective shares of the estimated amount of the expen‘sg to
61 be incurred in operations hercunder during the next succecding month, which right may be exercised_only
62 by submission to each such party of an itemized statement of such estimated expense, together with
63  an invoice for its shure thereof. Each such statement and invoice for the payment in advance of (’all-
64 mated expense shall be submitted on or before the 20th day of the next preceding month, Each paxl\
65 shall pay to Operator i*x proportionate share of such estilmate within fifteen (15) daxs 'éflet.,:uch es-
66 timute and invoilce is reccived. If any parly fails to pay its share of said estimate within S'ﬁd'tim\: the
7 amount duec shall bear interest as provided in Exhibit T until paid. Proper admslmcnt shall be
68  made moninly between advances and actual expense to the end that each party shall b(,ac .md pav.)is .
69 proportionate shure of actual expenses incurred, and no more. .. '
70 -
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D, Limittien of Exneadifures:

oo Bl oo Doopens Withieut the consent i 31 parties, noowell shall be ditlled or doepened, exe-
cept any wel) diolivd ar deopened pur=annt 1o the provisgons of Asticle' VIR 2 of this Agreement, 31 boiny
understood that the congsent to the doiiiing my deepesing thail nchude:
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X1 Option No. 2: All necessary o\;moduma xo: the 4 nl’m; or decpening and testing of the wdi Whan

cirek el Ros 1oachid s wuibwlised depin. 200 2l Wests have been completed, Operator shall give im-
maodiate notice to the Non-Operators who have the vight to participate in the completion costs. The paties
receiving such notice shall have TWENTY-LOUT hours (eaddondveiieStiminteim S e it -t -
dew=d in which 1 elect 10 participate in the setling of cusing and the completion attempt Such election,
when made, shall iaclude donsent to all necossary oxpenditures for the compleling and cquiessing of such
well. including neccssary tankage and or surface facyities. Fatiure of any pany reveiving such notics
10 replv within the period above hived shali constilGte an cheo Iton by that parly noet w0 patticipate. in

the cast of the somriction sitaiivi 1 wuis o1 more, o less than ail of the parties. eloct o set pipe and

10 utlempt o completion. the provisions of Article VIB.2, hercoi (the phrase “reworking, deepening or
piugging back™ as comained in Avlicle VB2 shail be deemed to include “ocompleting’) shail apply to
the operutions thereafter conducted by less than 21 partias.

2. Rework or Pluz Back: Withou! the consent of alt parties. ne well shall be reworked vr pl ugg-
back excent a well reworked or plugged back pursvun! o the provisions of Arzicle VI.B.2. of this

menl. it being understond that the consent 1o the reworking or pluvzing bzck of a2 well shall include
consent to all necessary expendifures in oonducling sueh operations and completing apd eguipping of

said welll including necessary tankage and or surfzoe facilities.

3. Other Operations: Operator shail not undertake any single project reasenably estimated to reguire
an expenditure in excess of _Twenity-Five Thousant—
except in connection with a weli, the drilling. reworking. deepening, vompleling, recompleting. or plug-
ging back ef which kas been previously authorized by or pursuant io this agreemeni; provided, how-
ever, thal, in case of explesion, fire. fliood or other sudden emergency. whether »f the same or different
nature, Operator may take such steps and incur such expenses as in its opinion are required 1o deal with
the vinergency to safeguard Nife and properiy but Operator, as promptly as possible, shall report the emer-
gency w0 the other partles. ¥ Ogerator prepares “Authority for Expenditures” f{or its own use.
Operator. upor requesi. shali furnish oopics of its “Authority for Expenditures™ for any single prejedi
costing in excess of Fifteen Thousand T Dolars (§ 15,000.00 ).

E. Roaalties, Overriding Royalties and Other Payments:
See Article XV. C.

Eath-portvrshall-pavordeliver-orrovseto be poid _or Jolivered ail-iovaltios tn tho oxiont o7

—— : __duw s shar rod - ies free
from any liability therefor. If interest of g 1y 1 - aTid 2as 1ea<L covered by this sgree-
ment is subject to any royaslly,
the zforvesaid rovaliy

arly \ha}l assume and alone bear aﬂ .such obhs'af~ ons and sha ]I account

Caoto e accounted forsuch intorest 2o the oaners therend.

No party shall ever be responsible, on any price basis higher than the price received by such party.
to any other party’s lessor or revalty owner; and if any such other party’s lessor or rovalty owner sheuld
demand and receive sctilements on a higher price basis, the party contributing such lcase shall bear the
royally burden insofar ss such higher price is concverned.

. Rentals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum royalties which may be require@ under the terms of
any lease shall be paid by the party or parties who subjected such lease to this agreement at its or-their
expense. In the event two or more parties own and hove coniributed interests in the same lease 1o this
agreement, such parties may designute one of such parties to moke said pavments for and on behaif of all
such parties. Any parly may 1eguest, and shail be entiticd to recvive, proper evidence of all such pay-
ments. In the event of failure to muake proper pavmoentof any rentzl. shut-in chI paynent or minimum
rovalty through mistuke or oversight where such payment is reguired to continue the lease in force.
any loss which results from such non-pavment shall be borre in accordance with .hc provizions of Article
1V.B.2. - T

Ogpcrator shall nolify Non-Operater of the anticipoted compiction of a snut-in gas well, oz lh shut-
ting in or return o production of o producing cos wetl ot lesst five 13) daovs !m:t",.’

T Suuuud). sun-
day and holiduvsy rr oot the colliool gpporniumty permuted by cireums qnees. pror to taking such action.
Lul CaEsmes e Hutnlite for fulure o do osoo Ie Uie evant of {oidare by Oporator o so notify Non-

Operatin. the bes of any lease »ontribored hor o Dy Non-Opoo BRI

mLEe ey puaymonis

-9
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of any shut-in well pavment shall be borne jointly by the partios hereto under the provisions of Asticle
was -~

{i. Taxes:

Reainning with the first calendar year after the effective date heren!, Operator shall render for ad
valorem tuxation all projperty sublect 10 thiz agreemeat which by law should be cendered for such
taxes, and 1 shadl pay all such lixes assessed bercon before they buevdme delinguent, Prior to the ren-
ditfon date. each Non-Qperator shall furnish QOperator information as to burdens (to include, but not be
limited o, rovallies. overriding rovallies and prodizetion payments) an asces and o1l and gas interests con-
trituted by such Non-Operator. I the assessed valuation of any leaschold estate is :educcd‘by reason of iis
being subject 10 sutstanding excess mwysitios, iswrriding roralties or production payments, the reduction in
ad valoremi-taxes resulting therefrom shall inure to the benefit of the owner or owners of such leusehold
estte, and Operator shail adjust the charge to such owner or owners s0 as to reflect the benefit of such
reduction Operator shall bill other pasties for theiv proportionate share of all tax pavments in the man-
nev pmvzdod m E\hbx‘ ~C",

If Operator considers any tax assessment improper, Gperator may, at s dxﬂr:\\uon protest within
the ume and panner prescribod by luw, and prosccute the protest 2o 2 final delermination, uniess all
pasties agioe 10 abandon the prolest prior to final determination. Duning the pendency of adwiinistrative
or judicial procecdings. Operator may elect to pay. under protest, all such taxes and any interest and
penalty. When any such prolesied assessment shail have been firally determined. Qperator shall pay
the tax fer the Joint socount, mguhvr with any interest and ue'\aih‘acc- uad, and the total cest shall then

" Be hssessod aganst the parties) and de paid by ther, as ﬁm\'xﬁou in E\h:hu i O

§

Each party shall pay or cause to be paid all production. severance, gathering and other taxes im-
poced upon or with respect o zim production or hundling of such party’s share of ol ond or gas pra-

duiced under tha tor
B. Insucauce:

At all times while operaiion: are condusiad hercunder, Operator shall comply with the Workmen's
Compensation Law of the Sta ate where the operations are being conducted; provided, however, that Op-
erator may be a seif-insurer for lability under said compensation laws in which event the only charge
that shall be made to the joint accoun: shall be an amount cquivalent to the premium which would have
been paid had such insurance been obtained. Operator shajl ulso carry or provide insurance for the
benefit of the joint account of the parties as outlined in Exhibit “D”, attached to and made a pact hersof.
Operator shall regquire al! contraclors engaged in work on cr for the Contract Area to comply with the

* Workmen's Compensation Law of the State where the operations are belig onnducted and to maintain
such other insurance as Operator may require.

In the event Automobile Public Liability Ynsurance is specified in said Exhibit D", or subsequently
receives the approval of the parties. no direct charge shall be made by Operator for premiums paid for

AR e e s AN oasTo €AY P T ST
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ARTICLE ViiL
ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

- A, Surrender of ¥ eave<:

The leases covered by this agreement. insofar as thoy embrace acreage in the Contract Avea, shail
510t be surrendered in whole or in parl unless all parties consent thereto.

H}wevesz should any pariy desire to surrender its interest in any lease or in any portiou thereof, and
other parties do not agree or consent thereto. the party desiring to surrender shall assign, without express
or 1mpl:en warranty of title. all of its interest in such lease, or portion thervef. and any well, material and

in

equipment which may be lovated theveon and any rights pmdvct‘on thereafier securced, to the parties

PR S & v s LSS TS BT T I T Y LTI L PSS Ut ST e a).
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Upon such sssignment, “the assigning party shall be relieved from all obligations thercafter act;"llitwg.
butl not theretofore accvued. with respoect to the acreage assigned and the eperation of anv \\'CIZ thereon,
and the assizning party shall huve no further Interest in the lease assigned and its equipm ont and pro-
duction other than the rovalties retained in any lease made under the terms of this Article. The paities
assignee shall pay to the party assignor the rezsonable salvage value of the latter’s interest in .av\ wells

and eguipment on the assipned acreage. The value of all material shall e deternmuned n' accordance
with ke provisions of Exhibit ~C™, !e:\< the estimated cost of salvasing and the estimated ‘cost of plug-
ginzg und gbandoning. If the assignment is in faver of more than one patty. the assigrned interest shall

10 -
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Beosheited Byothe pactes asatonee 0 the prapartions that the interest of vach bears to (e iderest of all

LArLIeS assinee, R

ANy assi ;:unwm erosurrender mde wnder this provsian shull vot redice or chinge the asgignou': ar
surrendering partics’ amterest, ax it was immediately before the assignment, in the balunce of i Contract
Area; and the acreyge assigned or surrendered, and subsequent operations thereon, shall net thercafter
be subiect to the terms and provisions of this agrcement.

B. Renewal er Exteunsion of Leases:
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of such notice in which to elect to participate in lhe ownm\hxp of the renewal !eacv msofar

pm'coxtmnat: shares of the aequisition cost allocated to that part of ‘:ach tease within pw€ Centract Avea,
\vhmh shall be in m‘opomon to the interests held at thiat time by the parties’ia t

‘chase of a rencwal lease, it
1o bused upon the relationship of
<% to the aggregate of the percentapes
g in the purchase of such renewal leass.
participate shall not be subject to this agreement.

If some. but less than all. of the parties elect to pavticipate in the
shall be owned by the parties who elect to participate therein, in a
their ex ‘-“‘ti\'e pescentage of parvticipation in the Contract
of participation in the Contruact Avea of all parties particigp
Any rene\\'al lease it which less than all parties elect,

“ e,

Each party who participates in the purche€e of a renewnal lesse shall be given an assignment of its

fo"’ thore thprSix {6) months after the expiraiion of an existing lease shall not be deemed a renewal
1t not be subject to the préovisions of this agreement.

C. Actreaye or Cash Contributions:

While this agreement is in force, ix‘iany party contracts for a contribution of cash toward the drilling
-of a weili or any other operation on the Coniract Area, such contribution shall be paid to the party who
co..\m‘h@'v*l the drilling or other operation snd shall be applied by it against the cost of such gdrilling or
other operation. If the contribution be in the form of acreage. the party to whom the contribiution is
made shall promptly tender an assignment of the acreage. without warranty of title, to the Drilling
Parties in the preoertions said Drilling Parties shared the cost of drilling the well. If all parties hereto
ave Dritling Parues and accept such tender, such acreagze shall become a part of the Contract Avea and
be governed by the provizions of this agreement. If less than all parties hereto are Drilling Parties and
accept such tender. such acreage shaill not become a part of the Contract Area. Each party shall prompt-
Iv notify all other parties of all acreage or money contributions it may obiain in support of any well or
any other operation on the Contract Area.

If any party contracts for any consideration relating to disposition of such party’s share of substances

produced hmcum.m. such consideration shall not be deemed a contribution as contemplated in this
Article VIILC.

ID. Subsequently Created Intorest:

Notwithstanding the provisions of Article VIHILE and VIILG.. if any party hereto shall, sxxlfééquent
to execution of this agreement, ereate an overriding rovalty. production payment, or net proceeds inter-
est, which such interests are hereinafter referred to as “subsequently created interest”, such subséquemly
created interest shall be speciiically made subject to all of the terms and provisions of this agreement, as
follows: N

L. I non-consent operations are conducted pursuant to any provision of this agreement, 'md the
party conducling such opcrations becomes enlitfed to veceive the production ']Hllbllldblc to” lln interest
out of whith the subsequently created interest is dervived, such party shall receive same free and “clear
of such subrequentiy created interest. The pavty creating same shall bear and pay all such >ubaequcnﬂ}
created inlevests and sholl indemnify and hold the other parties hereto free and harmiless fmm\:‘x'n‘:.' and
all Hiability resulting therefrom. e e e e
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2. I the owner of the interest from whick the subsequently ercated intevest is decived (1) falls to
pay, wheFiue, ity share of expenses chargeable heveunder, or {2) elects to abundon a weil under pro-
visions of Article VLE. hereof, ov (3) elects to survender a lease under provisions of Artiele VIILA.
hereot, the subsequentiv created” interest shail be chatgeable with the pro vata portion of all expenses
heretinder in the same manner as if such interest woere a working interest. For purposes of cotlecting
such chargeable exponser, the party or parties who receive assignments asa resutt of (2) or {3) ubove
shall have the right to criforce all provisions of Avticle VILB. hereof against such subscquently created
interest,

E. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas l(‘aseh(ﬂd inlerests
covered by this agreement. and notwithstanding any other provisions to the coutrary, no - pa- ty shall
seil, encumber, transfer ov make other dzapmmon of its interest in the leases embraced within the Con-
tract Area and in wells, equipment and production ‘unless such dispokition. covers either:

1." the entire interest of the purty in all leases and equipment and p\fnduclion: or
2. an eqaal individed terest in all leases and equipment and production’ in .the Contract Area.

Every such sale, encumbrance. transfer or other disposition made by .any pa'r!y,shall be made ex-
oressiy subject to this agreement. :ind shall be made without prejudice to the right of the dther parties.

If, at any time the m!ex est of any party is divided amum: and owned by feur o more co-owners,
Operator. at its diserction, may require such co-ownérs to appoml a single trustee or agent with full
amhon!: to reccive notices, approve '-\pu.dxtme:. receive billings for and apprové and pay such parf{y’s
shave of the joint exgenses. and to deal genevally with, and with power to” bind. e co-owners of such
party's interests within’ the scope of the operations embraced in this agreement: however, all such
co-owners shall hiave the right to enter into and-execute all contracts or agreements for the disposition
of their vespective shaves of the oil and gas produced from the Contract Area and they shall have the
right to receive, separately, payment of the sale proceeds hereof.

F. Waiver cf Right to Partition:

If‘»pet‘mitt'cd by the laws of the state or states in which the propevty Govered hereby is lacated, each
pariy herele owning an undivided interest in the Centract Area waives any and all rights it may have
to partition and have set aside lo it in severalty its undivided intevest therein. '

" G. Preferential Right (o Purchase:

mation concerning its plopO\ed
ckaser (who must be ready, \\l“ll’l’ and able 10 purchuse), the pu
the offer. The other parties shall then have an optional prior
receipt of the notice, to purchase on the same terms apd-eBnditions the interest which the othev party
proposes to sell: and, if this optional right _j
chased interest in the proportions t
parties. However, there shp
to mortgage its ins
of all o

<Greised, the purchasing parties shall share the pur-
e interest of each bears to the total interest of all purchasing
tno preferential right to purchase in those cases wheve any party wishes
S5Us. or to dispose of its inlerests by merger, reorganization, conschidation, or sale
Stantially all of its assets to a subsidiary or parent company or {o a subsidiary of a parent

- 4+ oy e RN 4 + 4= b3 3 3
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ARTiCLE IX,
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to cveate, and shall not be construed to create. a relationship of nart-
nership or an association for profit betwceen or among the parties heveto, Notwithstanding any. pro-
visions herein that the rights and lHabilities hereunder are several and not joint or collective, ov that this
agreement and operations hercunder shall not constitule a parvtuership. if, fer Federal income tax pur-
poses, this agreement and the operations hereunder are regarded as a partnership, cach party hereby
nf{cc:cd clecis to be excluded from the application of all of the provisions of Subchapter “K”, Chapter

1. Subtitle “A", of the Interna! Revenue Code of 1954, as permitted and authorized by Sertion 761 of
the Code and the regulations promulgated thereunder, Operator is authorized and dnoctud to. t‘\ouxle on
bYehalf of each parly hereby affected such evidence of this election as may be required b\ l!m Secretary
of the Treaswry of the United States or the Federal Internal Revenue Service, including speeifically, but
not by way of limitation, all of the returns, statements, and the data required by Fudcral"l(cgula—
tions 1761, Should there be anv requiremoent that cach party hereby alfocted give further ‘evidence. of
thiz clection. cach such purty shatl exceute such doctnents and furnish such ether evidence us may be
ceqinied by the Federal Internal Rovenwee Service or as may be necessary to svidenvce this election.. No
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‘Ohervator’ by this. dgred

suely party shail wive any natices or take any other acfion inconsstent with the election made herveby.

If any preséal or future incomie ax faws of the state or states in which the Contract Area is located ov
any future Beome tas faws of the United States contain provisions stmilar to those in Subchapter VK"
Chapter 1, Subtitle A, of the Internut Revenue Caderof 1954, under which an eleetion simifar to that
provided by Seetion 761 of the Code is petmitted, cach party hereby affected shall make such election us
may he permitled or fequired by such laws. In making the foregoing election, each such party states that
the income ‘derived by such party from Operations bereunder can be ddequately determined without the
conipu!ati‘on of partnership taxable income.

v  ARTICLE X.
CLAIMS AND LAWSUITS

Ope"'lh)x may $eftle any single damaye ‘claim or amt ar mnrr fren operations hewundm if the ex-

penditure dou not exceed _Ten_Thousand---—— : — Dallars
(8 10; 000 00 ) and i the payment is in complete settlemient of such claim or suit. " ‘he amount

required_for_setilemeont extveeds the 1b0\e amount. ‘the parlies howto :ha:l assume znd take over the

further handling of the claim or sun “onicsi suun duluunu iSdCivzaled W Spmalnrr AN st 1 T SRR

pense of handling. settling. orv uthcx wise discharging uch claim or suit shall be at the joint expense
of the parties. "If'a claim is made at{a'm. any party ov if any party’is sued on account of any matter

“arising from operations hn;em‘del 0\.01 w}uch such’ md:nd qal-has no control buause of the rights given
nt, the p.nt\ \hd" xmmedutnlv nn’nf; Om‘rator and the claim or suit shall.

be treated as any olhex claini ov suit involving opey rations hereufi er.

. ARTICLE XI
~ FORCE MAJEURE

If any party is rendered unable, w“iol]- or in part, by force majeurs ‘to farry out its obligations
unm: this agreement, ather than the: ob‘mahon to m'xko money payment.\ that part sha l}‘g-,i\e te ali

'o*hm p'lrttes prompt writter notice” 0! the force m ajetire 'with reasonably full particulars concernmg it:
kthereupon ‘the abligations of tha paviy’ gnmo the notlice,so far as thpy ave affected by the force maieure.

shali be suspehded” during. but no ‘onge: than, the: contmum.cc of the xorce .majeure. The affected party
shalt use -all reasofiable dlllgt.nc to remove the force ma]eue situgtion as quxckl) as practicable.

The requnemmi :hat any ’orce majeure shall be lemedmd with all ‘reasonable dispatch’ shall not
‘require ‘the settlement of strikes, iockouts. or other labor difficulty by the pa1 ty, ‘nvnlved con'rary to its

wishes; Row “afl such difficulties shall' be handled shali be entirely \ithin™ the’ ‘discretion of the party
concerned.

The térm *‘force majeurc™, as bere cmployed. shall mean an act of God, strike, lockout, or other
industriat disturbanice, act of the public enémy, war, blockade. public riot, lighining, fire, storm, flood.
explosmn. governmental action. governmental delay. restraint orv 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 XIL
NOTICES

All notices authorized or required between the parties, and required by any of the provisions of
this agreement. unless otherwise specifically provided, shall be given in writing by United States mail
or Western Union telegram, postage or charges prepaid, or by teletype. and addressed to the party 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 party to whom such notice is directed,
and the time for such party to give any notice in response thereto shall run from the date the originat-
ing notice is received. The second or any responsive notice shall be deemed given when deposited in
the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid,
or when sent by teletype. Each partly shall have the right to change its address at any time, and from
time to time, by giving writlen notice hercof 1o all other parties,

ARTICLE XI. . -
TERM OF AGREEMENT ST

This agreement shall remain in full force and effect as to the oil and gas feases and ‘or oil and gas in-
terests subjected 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 initerest con-
tributed by any other party beyond the term of this agreement. _ cnt B

r‘" ‘)F‘i‘l:l ‘:Y‘ ;. S;' ,‘

tinuced in force as to any pat of the Co Contr u__/_\u_,x,,n lh—ehé*i—h\"p HICTIon. extension. renewal or othet-
Wil ot e AN L andlor i r‘LD_i' tian eontinnes frane v teiia i b b :
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. any habmty Wthh has accxued .or attached. prior-to the’ date of ‘such termmahon

X Option Na. 2: In the event the well desceribed in Article VLA, or any subsequent well drilled

~under any provision of this agreement. results in production of ail and or gas in paying quantities, this

agreement shall continue in force so long as any such well or wells produce, or are capable of produc-
tion, and foir an additional period of =90~ days from cessation of all production; provided, however,
if. prior to the expiration of such additional peried, one or more of the parties hereto are engaved in
drilling or reworking a well or welh hereunder, this sgreement shall continue in force until such op-
erations have bLeen completed and il produchon results therefrom, thxs agreement shal! continue in
force as provided herein.~ In the event the woll described in Article VLA, or any subsequent well
drilled hereunder, results in a dly hote, and no other well is producmg or capable of prcducmg ail
and or gas from the Contract Area, this agreement shall terminate uniess drilling or reworking opera-

tions are conimenced within _:S_Q:____days froin the date of abandonment of saxd: ,well

It is agreed. howevox that the termination of this agreement shall not xehe\e any party hereto from’

ARTICLE XIV, :
COMPLIANCE WITH LAWS AND REGULATIONS

" A. Laws, Regulaticas and Orders:

This agreemeht shall be subject to the conuervation laws of the state in which 'the committed
acreage is located, to the valid rules. regu!auons and orders of any duly constituted reﬂulatmy boc) of
said stzte: and to all other applicable iede*al state, and lecal laws. ordlnavces rules. regulatmns and
oxders.

B. Govermng Law:

See Art.lcle X\I F.

The essential vahdltv of this agreement and all matters pertaining thereto, including, but not lim-
ited to, matters of perfo*marce non-performance, breach, remedies, procedures rights, duues'and in-
terpretation or cons‘ructxon shall be gu\,erned and de*ermmed by the law of the state m whlcu the
Contrict ‘Area is located. If the’ Conhact Area isin- two or more states, the law of the state where ‘most
of the land in the Contract Area is located shall govern. '

ARTICLE XV.
OTHER PROVISIONS

A. Records ¢n Production Taken in ‘Kind

Each party electing to take in kind or separatély dispose of its proportionate

- share of the proauctlon from the Contract Area shall keep accurate records of the

wihme, selling price,” royalty and taxes relative to its share of producuon. Non~-
Ope.rators shall, upon request, furnisi Cperitoy wWith trie and rhmnlete copies of
the r=cords required to he képt hereunder whenever, under the terms of this agree—
ment or any agreement executed in connection herewith, it is necessary for Operator
to cbtain said information. Any. information furnished to Operator hereunder shall
be used by Operator only to the extent necessary to carry out its duties as Opera-
tor and shall otherwise be kept confidential.

B. No Third Party Beneficiaries

s i omofi—the—t . . . . .. . ied
St o] s c ird

C. Ownership of Working Interest and Royalty, Marketing of Royalty Gas, Rearing
Excess Royalties or Other Burdens

Anything herein to the contrary notwithstanding. it is agreed that the:follow-

ing provisicns shall control: IZ

,.

(1) For the purpose of this agreement as between the parties hereto, tbe roy-
alty interest is and shall be treated as 1/8th, and the working interest of..the par-
ties hereto shall be treated as 7/8ths, and all oil and gas, including casmchead
gas and condensates produce’. from the Contract Area attributable to the mrkmg in-
terest covered by this agreement shall be owned in the proportions shown—in Exhibit
"A"; and ,\\/-"\\’«

,"rt +5 t \

(2} It is recognized by the parties hereto that in additicn to each partv s
share of working interest production as shown in Exhibit "A", such party shall:have
the right, subject to existing contracts, to market the royalty gas"'&ititfi’putlbfé’ to
each lease which it contributes to the Coniract Area and to receive caymsnts cuz "o*

<1 -
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such royalty gas produced from or allocated to such lease or leases. It is agreed
that, regardless of whether each party markets or contracts for its share of gas, in-
cluding the royalty gas under the leases which it contributed to the Centract Area,
such party agrees to pay or cause to be paid to the royalty owners under its lease
or leases the prcceeds attributable to their respectlve royalty interest and to hold
all other parties hereto harmless for its fax.ure to Jdo so; and

(3) It is understood by and between the partles hereto that if any of them is
cbligated to pay any lessor royalties at a rate in excess of usual 1/8th royalty ox
to pay to anyohe any overriding royalty, payments out of ‘production, net profit obli=-
gations, carried interests, or any other outstanding chbligations now exxst.mg or here-
after coming into existence against any of the parties hereto, or their respective in-
terests, or w:.th respect to the respecuve mterests in the productlon from the abave
dosorilan J.culu, dli suCn royaities, ObligatiGns and payments By ..._:.": any-of tha mava . C
ties hereto is now bound or may hereafter beccme bound shall remain the obhqat.mn of
the respective perty or parties, as the case may be, and-shall'be paid and satisfied
‘in each mstance, ‘Unless, otherwise paid- and Satlsfled, out of the interest of the ob~
 ligated party in the 7/8t:hs mrkmg interest set forth above.

D. Allocation of Ad Valorem Taxes .

o = : 3 L) " 2 _ N . . . s
=< \_..;c—rJr e o3 e Y e VAU TN ACST L oy e —r —

in part upon separate valuatm ns of each part:v s working interest7tHEn notwithstand-
ing anything to the contrary herein harges 0 the joint acoount snaL. be made and
paid by the pariies—tereto in accx:rdar'ce w:.th the ‘percentage of tax value generated

G T LY . o ag D~ 'aw‘--' - Ao 43 -

E. Renewal ox Extensicn of Ieases

renewal or extens;on of leases'

(a) ReneWal or E:i:i:ension By Original Lease Owner

If the party “Who' cxxxm).tted a lease to this agreement, which party is. I :
as the "original lease owner" ‘shall- renew such lease pricr to_or within' gi ROR months
after the expiration date “5f “such lease, such party shall thereby Gn. o' reta_m its
original interest and title in said -lease and-all. pacrties! mrk__rg intérest in the Con-
tract Area shall rémain unehanged unless such renewal lease oove_r., ess area or less
interest than was covered by said lease at the time of its explra Aon, in which event
the mt,.rest of. the parhes will be adjusted accorqulv.

(b) Renewal or Extension by Other Than Ociyinal Lease;amer

If any working interest owner other than the origimal lease owner renews a lease
conmltted to this agreement prior to or within qw {6Y monthe after the coxgiration
date of such lease, whether such renewal lease is’

T the entire interest covered by
the explrmg lease or covers only a portion of it€ area or an interest therein, the

renewing party shall furnish the original leasgowner an itemized statement of the full
costs and expenses of renewing such lease. e original lease owner shall have sixty
(60) days after the receipt of such itemizpd statement within which to reisburse the
renewing party in full for such costs ang’expenses of renewing such lease, and prompt-
ly following such reimbursement the repfwing party shall execute an assignment of such
renewal lease to the original lease er. If such renewal lease covers the sare area
and the same interest as the expirifig lease, then the interests of all parties' working
interest in the Coutract Area shall remain unchanged; otherwise, the interests of all
the parties will be adjusted aecordingly.

(c) Original lease er Does Not Elect to Reimburse

If the original léase owner does not elect to reimburse the renewing party for such
oosts and expenses ¢f renewing such lease within sixty (60) days after receipt of such
statament, such lgase shall then be promptly offered by the renewing party to all of the
working inleresiz’owners on a pro rata basis provided each such owner agrees to pay his
rt. of the renewal costs, Such renewal _costs shall be bomme in pmpor—

oportlon to their interest in the Contract Area Such right to pay renewal
and to share in the assignment of said lease must be exercised within sixty (60)
after receipt of such notice from the renewing party. If all parties to this
reerent elect to share in the renewal costs and to receive an assignment of such ce—

3
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ment. and to_ the rights of the ergn@l le " owner ‘under Article X R fal 253 BU.EL &
s hex:ecf _mth-'f"_‘.‘: c:‘.’.:;' WS an Juamé‘nr_ o percentages as xm&. kb«eve_, the pro-.

mt T ACra et sy e uaMCwmrub.wJL"ﬁc&}\;n‘j Pl
Contract Area shall remain unchanged.

(Q) If A1l Parties Do Not Elect to Reimburse

If one or more parties to this agreeancent elect not to reimburse the renewing
party and not to receive an assignment of their proportionate inter in such re-
newal lease, then such renewal lease shall not be or becone subj to this agreement

“unless all parties to this agreement consent in writing to such”lease being subject
tothis; agreement and all parties consent to adjusting thei rcentages of partici-
pation in the Contract Area. L

(e) Indlvxdual Loss

2 sﬁbject to this agreement, the loss
1 again becoma sub;ect to. thls agres-

If any party securesaxerenewalofal A
‘of which was an individual lcss, such lease.

uswns of Art:zcle XV E. (c) and XV.EA8) sha.ll not be applicable thereto and shall not

. A renewal lease as Ld in hrt.Lcle XV.E. hereof shall mean any leace. taken. before -
the expiration. of its L,roﬁcc esor lease, Or any lease taken or contracted for m;hm
six (6) months aftst the expiration of an. ex.stmg lease. Any lease taken Or Contraci-
ed for more ‘than€ix (6)" months after the expiration of an existing lease s .ha_l not be
deemed a renewdi lease.

(g)Articie Xv. E. alsb Pni;I@ies 0 Extensions

The provisions of Article XV.E.(a} through (e) shall also. apply in like manner w.
{tensions of leases. and where not in confllct or in contradlctmn, the tenns "reneval

F. Failure toC@mply WithICertificate of Compliance

It is.understood that. thls contract may 1ot be. canceled, te:an.mated or suspended:
for noncompl.ance w1th the. Cert)_:lcate of Cowxphance set forth.in Exhibit “F": attached
hereto until a final detemunatlon of ,.orcanphance has. been made by the Director, Of-

: flce of Federal Contract Campliance, U.S. Department of Iabor,. as authorized in Execu-
tive Order No. 11246 of Septearber 24, 1965

G. ILiability for Failure to Comply with Regulations

Non-Operators: agree to release. Operator from any and all losses, damages, injuries,
claims and causes of action arising out of, incident to, or resulting directly or indi-
roctly from Operator's intervretation or application of rules, rulings, regulations.or-
orders of any local, state, or faderal agancy, or any other requlatory agency having
‘jurlsdlcmon, along with any predecessors or successors to any agency, to the extent
operators interpretation or application of such rules, rulings, regulations or orders
was made in good faith. Non-Cperators further agree to reimburse Operator for their
proportionate share of any amounts Operator may be required to refund, rebate or pay
as a result of an incorrect interpretation or application of the above noted rules,
rulings, requlations or orcers, together with the Non-Operators proportionate part of
interest and penalties owing by Cperator as a result of such incorrect interpretation .
or application of such rules, rulings, regulations or orders. ’

H. . Right to Protest Invcices and to Audit
Non-Operators shall have the right to oroteat hille am2 Slalawaiis renaered by

Ororail wid wo aualt uperator's accounts and records to the extent provided in Exhib-
it Hcll'
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ARTICLE XYL

MISCELLANEOQUS

This agrecment shall be bindivg tpon and sbadl tnure o the benglit of the parties bereto and to their
respective heirs, devisees, legal  represeatatives, successos and assigos. -

Thiz instrument may be executed in any number of counterparts, each of which shall be congidered

an original f{or all puvposes.

IN WITNESS W,H,EHEOE. this agreenwnt shall be elfective as of day of

"OPERATOR

GULF OIL COREQRATION -

Byi

Attormey-in-Fact

NON-OPERATORS

ATTEST:

Secretary

ATTEST:.

“Secretary .

AETTEST:

Secretaxy

Secretary

GETTY OIL COMPANY

i

MTS LIMITED PARTNERSHIP

Title:

SUN OIL COMPANY

fetarra

v

Signature Page to Cperating Agrecrent covering all of Sections 9 and 10., and
the §/2 of Sections 3 and 4, 1-21-3, R-33-E, N.M.P.M., Lea County, New Mexico.




EGITRIT "A"

Attached to and made a part of the Cperating Agregment
between GULF Ol!, CORPORATION )
as "Cperator”, and GETTY OIL COMPANY, et al

: , as "Non-Cperatozr”.

Lea County, New Mexico.

(1) Identification of lands subject to agreeent:
All of Sections $ and 10, and the S/2 of Sections .
3 and 4, T™=21-5, R~33-E, N.M.P.M,, Lea County,
New Mexico. : T

(2) Restricticns, if any, as to depths or formations:
None..

(3} Percentages or fracticnal interests of parties to this agreement:

Party Acres : Percentage
Gulf 0Oil Corporation 640.00 © 33.334%
MIS Limited Partnership 320,00 16.667%
‘Getty 0il Company 320.00 16.667%
Sun 0il Company 320.00 16.666%
Amoco Production Company 320.60 16.666%

Total 1920.00 100. 000%

. . - - = . . 5 4
> % ¥ Sintereges-sabicck—to—tRio-agrecmemisr—

(5) Addresses of parties for notice purposes:

Gulf 0il Corporation Getty 0il Company
P. O, Box 1150 P. 0. Box 1231
Midland, Texas 79702 . Midland, Texas 79702




MIS Limited Partnership Amoco Production Cormpany
1000 Vaughn Building P. 0. Box 3082
Miclans, Texas 79701 Houston, Texas 770681

Sun Cil Campany
P. O. Box 1861
Midland, Texas 79702

P

This is the second page of Exhibit "A" of the Unit Operating hAgreercnt between Gulf
Oil Corporaticn, as Cperator, ard Getty 0il Company, et ail, as Non-Operator, lexz
County, New Mexico,
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EXRHIBIT “c o

Attached fo ond made a port of “ts-..l.’_r%“h 19 r‘m‘"ﬂm» botween (UL
O1L. CORPORATION, f.;S "Oograter” nmd (:z.‘l‘ ! OIL COMPAY, et al,
k

as "Non-Operatox”, Iea

ACCOUNTING PROCEDURE
JOINT OPERATIONS

L GENERAL PROVISIONS o i
1. Deiinitions o .
~Jaint ?’oper’v snzall mean ‘the real and persenal property subject lo the agree:z:ent {o which h‘zisq‘i,ccuz:zi:g
Procedurs iz attacked. }

“Joint Qperations™ shali rmean aill oreératicns necessary or proper for the development, operaiion, protection ani
maintanance of the Jéint P:'open).

“Joint Actount” shali wean the account showing the charges paid and crediis received inm the conduct af the Tno
Crerations znd which are to te shared oy the Paril
“QOperator” shail mean the party designated tz-zondudi ihwe Joint Uperations.
- "‘(CI‘“;O‘DE"ELCI‘S shall wearn the parties to this agresment other than the Operator.
“Pardes” shail mean Cperatcr and \nrof’; 210Ta.

. “Tirst Levei Supervisors” shali mean these employ2es whese primary function in Jeint Gruperations is tha &irz::
i’ supen'zs.an of other employees. and./or eontract labor direcily empioyed or the Joint Property in a fleld Sperai-
H ing capacity.

“Technica! Zrmplovees™ shall mean these empliovess having special and sps ifc engineering, geologi or othss
! professional sxills, and whose prirmary function in Joint Operations is the ardling of specific oper :-g conci-
1

tions and preblems for the benefit of the Joint Properxy. .
“Personal Expenses” shall mezan travel and other reasonable reimbursable expenses of Operalor’s employees.
*“Matecial” shall mean personat property, equipment or supplies acquired or held for use on'the Joint Propertyv.
“Controllable Material” shall mean Material which at the time is so clussified in the Material Classification Manuz.
a5 mmost recently recommended by the Council of Petroleum Accountanis Societies of North America.

2. Statement and Billings

Operator shall bil} -Non-QGperators on or tefore .be last day of each month for their proportioriate share of ths
Jaint Account for the prececing month. Such bills will te accorapanied Dy staiements which identify the author-
ity for expenditure, lease or facility, and all charges and crediis, summarized by appropriate classifications of i=-
vestment and expense except that items of Coniroliable Material and vnusv2l charges and c:edﬂs shall be ser-

arately identified and fully cdescribted in det2il

3. Advances and Payments by Nen-Operatnrs

TInizss Silierwise provided for in the agreement, the Orgerator may require the Non- Omraiom t0 advance their
: share of estimated cash outlay f{or the succeedisg month's operation. Qperaior shall adjust e€zch monthly billing
: to reflect advances received from the Non-Orerators. )

: Each Non-Operator shali pay its progertion of ':'s pii's within fifteen (13) days after receipt. If pavmen* is nct
' wade within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (1247) ser
: annum or th= mawumwn contragt rate permittad by the aCD] cabie usury laws in the state m which the Join:
‘ Property is located, whichever is the lesser, plus attorney’'s iees, court costs, and other costs in connectien “xith
! the collection of unpaid amounts.

; 4. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Cperator to protest or gquestion the cors

ness thereof; provided, however, all bills and =tateme'1t> rendered to Non-Operators by . Oyperzior during any
; calendar vear shall conclusively be presumed to te true and correct aiter twenty-four (24) months following
; the end i any such calendar year, unless within the said twenty-four {24) month period a Non-Operator ‘ake
writien e»;cep\ion thereto and m:kes claim on Ogerator for adjustment. No adjusiment favorable to Ogperzaior =
, be made unless it is made “~ithin the same prescrited period. The provisions of this paragraph shall not preven: j
: adiustments resuiting from a physical inventory of Controllzble Material as provided for in S~c ion V

5. Audits : .

{ A. Non-Orgerator, upon rotice in writing to Operator and all other Non-Orerators, shall have the right 10 aud

: rator's accounts and records 'e’an'r.g to the Joint Account for any calendar year within the twenty-four (24) el
i period following the end of such calendar --ear: prowcm however, the making of an audit shall not extend
time for the taking of writlen exception to and the adjusiments of serounts g5 proviced for in Paragraph 4o
Section 1. Wkere there are two ¢or more Mon-Ogerators, the Non-QOperators shall make every reasornible elior:
conduet joint of sunuilaneous aucdils in a manrer which will result in a minimum of inconvenience to the Cper
tor. Operator sha 1 bear rno portion of the Non-Ogperators’ audit cost incurred under this paragraph umes; agr
to by the Cperato

cr e rap v

Where zn approval or other agreement of th

© At i i ot - fkm e+

e Parties or Non-Orgerators 5 expressly required under other see.
tiens of this Accounting Procedurz and if the agreement 20 which this Accounting Procedure is atiached contains ‘
no conirary provisions in regard thereto, Overator shall notify all Non-Ogperstors of the Gperator's progesal, ane :
the agreeme..t or aperoval of a majority in interest of the Non-Cgerslers shall ze conirelling on all Non-Crpers- :
tors.

)
i
!
{
; 6. Approval by Non-Operators
}
1
f
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1. DIRECT CHARGES
Operator shail charge-the Joinl Account with the following items:

Rentals and Ravnlues

Lease rentais and royalties gaid by Ope'awr for the Jeint Operations.

Labor

A (1) Salaries and wages of Operator’s field employees directly emplo,\'ed on the Joint Property in
: of Joint Operations.

the conduct

{2) Salaries and related expenses of Supervisors ia the field below Area Supenntendenc.w

_"‘(_3} Salaries and wages of Technical Emplovees directiv ammlasad. as-dho Fal-sDotmiin Suan charges are

exciu@ed -tom the Qverhead rates. i

B Orperator’s cost af hohaay vacation, sickness and disabiiity benefits and other cu.toma"v ailowances paid to
employess whose salaries and wages are chacgeable o the Joint Acceunt under Paragraph 2A of this Section
. Swch costs under this Paragraph 2B mar be charged on a “when and as paid basis™ er by “percentage as-
sessnient™ on the amount of salaries and wages chargeable to the Joint .-\ocoum under Paragraph 22 of tb.zs

Section 1L Ii percentage assessment is used. the rate shall be bzeed oa the Cperatar’s QOSt eXPerience. . T

C.. Expenditires.ar ssnteilatisng rr;adz—‘-.;u Sueni i3 assessments impesed by governmental suthsrity which are
applicable o Qperater's cosls chargeable to the Joirt Account under Paragraphs 2A and 2B of this See-

tion II.

D. Personal "to@n ses of those emplovees whose salaries and wages are chargeable . the Joint Accsunt under
Paragraph 24 ei this Sacilon IL

Employee Bmeﬁs

Operator's current costs of esiablished plens fer employees’ group life insurance, hospitalization. pension, re-
tirerneni, stock purchase, thrift, tonus, and other benefi t a'ams of s lke nature. applicable o Operator’s iabm:
cost chargeabie to the Joint Actount under Paragraphs 2A and 2B of this Sectien i shall be Cperates sowuat

osi nol_to e.moen twantv-~ 3ix percent ! 26%%), or parcanl most receatly recamrenvizd by the
cum:;l Petroleun Acsouars Societiss 'of Norta America. )

_Material purchased or furnished by Operater for us2 en the Joiar Progerty as provided under Sention IV. Only

such Malerial shall be purchased ior or transferred o the Joint Properiy as may be required for imn.:diste use

and is' ressonably practical and cunsisteni with efficient and economics! aperations The accumulation of sur-

pius stocks shall be avoided.

Transportation .

‘Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-

tions:

A, If Mat i 2l is moved to the Joint "'oaerz\' from the Operator’s warehouse or other propertiss, no \.;.ar,e shal
be mad o the Joint Acceunt fer a Jdistance grester than thwe distance {rom the nearest reliable supply store,

rc-cosm;ea barge terminzi, or. razluay recewmc point where like mate i3l is normaliv svailahla unless ::g“":::‘.
v Ly ihe rarues - :

B. If surpius Material is moved to QOperator’s warchouse or other storage point, no charge shall be made to the
Joint Account for a distance greailer than the distance to .the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless sgreed 10 by the Parties. No charge shail be made iv the joint Ac-
count for moving Material 1o other properties belonging to Operator, unless agreed to by the Parties,

C. in the appiwcation oi Subparagraphs A and B above, there shall te no equalization of acmaZ Zooss trucking co\t
of $§200 or less excluding accessorial charges.

Services

The cost of contract services, equipment and utilit: es provideo: by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. i1 of Section II1. The cost of professional cocnsultant services an d con-
tract services of technical persenael directly eng E,Qd < the Joint Properiy if such charges are excluded from the
Overhead rates. The cost of professional consuliant s@rvices or contract services of technical personnel rnot di-
rectly engaged on the Jeint Property shall not be charged to the Jeint Account unless previcusiv agreed to by

the Parties.

J

Equipment and Facilities Furnished by Operator

A. Orperator si:all charge the Joint Account fer use of Operator owned egquipment and facilities al rates com-
mensurate with ‘O\Ib of ownership and cperation. Such rates sh I include costs af maintansmas =-- 0 ler
SpoTaling ox Iy aviutanive, saacs, GEpieCiaiion, ana interest on invesiment not ic exceed eight per cent (8<%}

per annum. Such rates shail not exceed average commerg.al rates currently prevailing in the immediate area
of the Joint Properiy.

B.. In iieu of charges in Paragraph 7A aktove, Operator may elect {0 use average commereial rates prevailing in
the immediate area of the Joint Property less 20¢%. For auiomolive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Associatien.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those re<uhing from Operator's
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incurred as soon as practicable after a report thereof has been received by Operator.

Legal Lixpense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for seftlement of claims incurred in or resulting from operations under the asreement or
nesocenry to pratest OF TJI0NGE fhiv gulint rrugtrty, exXerpl iphat no c}‘argc for services of Qrerator’s legal staff
or {ves or expense of oulsice attorneys shall be made unless previeusiy agreed to by the Parties. All other legal
exporse i concdered to be coverad by trc overfiead provisiens of Section Il unless otherwise sgreed to by the

Parties, exeopt o8 proviced w \L ton i Paragraph 3.
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19. Taxes

All taxes of every Xind and nature assessed or levied upon or in conpection with the Joint Property, the apera-
tion thereof, 0. the producticn therefrem. and which taxes have been paid by the Operator for the benefit of the
Parties,

11. Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men’s Compensation and. or Employers Liability under the respective state’s laws, Operator may, at its election,
include the risk under its self-insurance program and in that evert; Operator shall include a ¢hargs at Operator’s
cast not to exceed manual rates.

L ek B .

Any other expendzture not covered or dealt with in the foregoing provisions Of this Section 1L, or in Section I,
and which iS incurred by the Operator in the necessary and proper conduct 6f the Joint Operations.

1. OVERHEAD

2. Overhead - Drilling and Producing Operations

i

As compensation for aumuu:txauve, supervision, office services and \\arebouamg costs, Operator shall charge
drilling and producing operations on éither:

( X ) Fixed Rate Sasis, Paragraph 14, or

( } Percentage Basis, Paragraph 1B, .
Unless otherwise agreed to by the Parties, such charge shall ‘be in liey of costs and expenses of ail offices
and salaries or wages plues applicabie burders and expenses of all rérsonnal, except those dicectly chargeabie
under Faragraph 23, Section [I. The cost and expense of services from ourside sources in conneciicn -with
matiers of taxation, traffic, accounting or matters before ar involving governmanial agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section IH unisss such
cost and expense axe azteed to by the Partes as a direct harge O the Joint Account.

, The salar*e:-, wages snd Personal Expenses of Techaical Eknwloyees and; or the cost of professional consuitant

services and contract services of technicsl personnel directiy emplo ‘od on the Joint Property shall ( ) shall
not.{ X} be covered by the Overhead rates.

Overbead - Fixed Rate Basis
(1) Operator shali charge the Joint Account at the following ratSs per well per month:

Drilling Welt Rate §__3,950.00
Preducing Well Rate $_395.00Q T
{2} Application of Dverhead - Fixed Rate Basis shall be as follows:
{a) Drilling Well Rate
11] Tharges for onshore drilling wells shall begin on the date the well is spudded and {erminate or
the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fiteen {13} or more consecutive days.
[2] Charges for offshoce drilling wells shall begin on the daie when drilling or completion equipment
© 0 ervives on leoaticn and foominate 2a fhe Jare thasdriiiing or complation sanipment moves off loca-
Uon or 11g s released, whichever vocurs fizst, except :.‘:* o charge shall be made during susren-
sion of drilling operations for Hitcen (135) or more Thnsecutive days
{31 Charges for wells undergoing any type of workover or recompletion for a pericd of five (53) con-
secutive daxs or more shall ke made at the drilling.well rate. Such charges shall be applied for
the peried from date w or‘\o\ er operations, with rig. commence through date of rig release, except
that no charge shall ke made during susrension of gyerations for fifteen (15) or more consscutive
days. -

e

(b) Producing Weil Rates ‘
[1] An active well either produced or injected inld for any portion of the month shall be ~oasidered
as a erne-well charge {or the entire month. .
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hole shall te considered as a one-we § charge pm\'mma each completion is can\u..ered a \eparate
well by the governing regulatory authority. .

[3] An inactive gas well shut in tecause of overproduction or failure of purchaser to take the produe-
ticn shall be considersd as a one-well charge providing the gas well is directly connected 10 3 per-
manent sales cutlel.

{4] A one-well charge may te made for the montk in which plugging and abanconment eperations
are comapleted on any well

3 10 inactive wells covered by unit allowabdle,

{51 Al other inactive wells
2 not qualify .or an overhead charge.

o weli neluding but neot limit
leas: allowabie, transie \

(inciu
reed aliow

—-m

{3 The well roveg chall be adiusted g3 of the t foilowing the effective date of the
agreement to which this Accounting Precedure ached: ad ustment shall be computed by multi-
plring the rate ¢ntly in use by the reentage i 3 ecrease in the a\emée weekly earnings of

T Petseleum :arzd Gas 14 :wdx;c:iw ¥ ear -:om;:ar { 10 the calendar year

s Produc-

preceding as sh Petroleum and Cas Field
tien Wark . Bureau of L\:»L!‘ Statistics, or the
icable. The adjusted rates shall ke

equanvanny Canaa v '3‘ by Sansn nads, as agplics
the rates cur :




B, Overhead - Percontage Basis
{1) Operator sha'ﬂ charge the Joint Account at the foilowing rates:
{a} Developnient

Percent (<) of the cost of De\'eiopn\ent of the Joint Proparty exclusive of costs
provided under Paragraph 9 of Section II and all salvage credits.

(b) Operating

e Percent (%) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recavery and all taxes and assessments which are levied, asses:.ed anid paid upen the min-
eral interest in and to the Joint Prorerty.

(2) App!lcauon of Overhead - Percentage Baci; shall be as follows:
. Foi e purpose of determining charges on a percentage basis under Paiagraph 1B of this Section LI, de- -
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equxpment' also, preliminary expendztures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of censtruction or installation of fixed assets, the e\:pans.on of fixed
asrets and any other project clearly discernible as a fixed asset, except Major Cor..st*'uctxon as defined in
Paragraph 2 of this Section IIl. All other costs shall be consicered as Operating.

® Overhead - Major Construction

To compensate Operator for overhead cosis incurred in the construction and instailation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset reéquired for the development and
operation of thy Joint Property Operator shall either negotiate a rate priof to the beginning of construction, or shail
charge the Jeint Account for Overhesad based on the following rates for any Major Construction project in excess

A, 3 ¢ of total costs if such cosis are more than $.25,000 but less than $_100,000 __ : plus
B. - 3% oi total costs in excess of $100,000 but less than $i,000,006; plus-

C. o 2% of total costs in €xcess of $1,006,000.

_Total cost shall mean the gross cost of any one project. For the purpese of this paragraph, the componént parts
of a sipgle projact shall not be ireated separately and the cost of drilling and workover wells shall be excluded.

3. Amendment of Rates

The Overhead rates pmv.den for in this Section I1I may ke amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

' Operator is responsible for Joint Account Material and shall make proper and timely charges and' credits for all ma-
terial ‘movements affecting the Joint Propearty. Operator shall provide all Material for use on the Join' Property; how-
ever, at Operator’s option, such Material may be sapplied by the Non-Operator. Operator shall make timely dispesition
‘of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, divisicn in
king, or saie to outsiders. Operator may purchase but shall be undar no obligation {o piirchase, interest of Nor-Opera-
tors in surplus condition A‘or B Msaterial The disp sosal of surplus Controllable Material not purchased by the Opera-
ior shall be agreed to by the Parties.

- 1. Purchases

Material purchased shall be charged at the price paid by Operater after deduction of all discounts received. In case
of Material found to be defective or returned to vendor for any other rezson, ciédit shall be passed to the Joint
“Account when adivstment -his been received by tne Operator.

2. Transfers and Dispositions

Material furnished to the Joint Property and Material transierred from the Joint Properly or disposed of by the
Qpgerator, unless otherwise agreed te b) the Parties, shall be priced en the following bases exclusive of cash dis-
counts:

A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the cwrrent new price in effect on date of movement on a |
maximum carload or barge load weight basis, regardless of quantity transferved, equalized to the lowest |
published price f.o.b. railway receiving poirt or recognized barge terminal nearest the Joint Property
where such Material is normally available.

(2) Line Pipe

(a) Movement of less than 30,000 pounds sha!l be priced at the current new price, in effect at date of |
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally availabie.

(b) u!ovemen! »f 30,0060 pounds or more shall be priced under provisions of tubular geods pricing in Para-
graph 2A (1) of this Section IV.

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
supply store or f.0.b, railway receiving point nearest the Joint Property where such Material is narmally
available.

B. Good Used Materisl (Condition B)

Material in sound and serviceable condition and suitable for reuse without econdllxonmg

(1} Material moved to the Joint Property ’

{a) At seventy-five percent (75¢) of current new price, as determined by Parzagraph 24 of this Section 1V,

(2) Material moved from the Joint Property

T T

{3) Al seventy-five percent {73'7) of current new price, as determined by Paragraph 2A of this Section 1V,
if Siaterial was origi nuﬂy crnarged to the Joint Account as new MMaterisl, or ;

—f
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(b} at sixty-five percent (857-) of current new price, as determined by Paracraph 2A of this Section
IV, if Material was ariginally charged to the Joint Account as good used Material at seventy-five per-

o cent {754%) of current new price, )

The cost of reconditioning, if any, shall be aibsorbed by the transferring property.

¢ ~ C. Other Used Material (Condition C and D)

© 777 7{1) Cendition C

: Material which is not in sound and serviceable condition and not suitable for its original functxon until
3 after reconditioning shall be priced at fifty percent (50 ) of current new price as determined by Para- -
: graph-2A of this Section IV. The cost of reconditioning shau be charged to the receiving property, pro-
vided Condition C value plus cost’of reconditioning does not exceed Conditiort B value.
(2) Condition D
All other Materint-inctuding ,u...\, Shail ue pru.ed it a vailue commensurate “with its use or at pre"azimg
- prices. Material no langer suitabie for its original purpose but usable for some other purpose, shall be
priced on a basis comparabie with that of items normally used for such other purpose. Qperator may dis-

pose ‘of Ceandition D' \iaterxai under ‘procedures nermall\ “utilized by the Operator without prior approval
of Non—Operators.

. Ohsolete Material -
'b.a;emnl which is serviceable and usable for its original function but condition and or value of such Material
is not equivalent to that which would justify a price as provided above may be specialiy priced as agreed 0 by
the Parties.” Such price should resuit in the Joint Account being charged with the value of the'service ren-
dered by such Material.

i S ¥ ’Pncmg Corditions

'(l) Lo.mmg and unlmdmg costs may be charged to the Joint Account at the rate of fifteen cents (154) per
hundred weight on all tubular goods movements, in lieu of loadmg and unloading costs sustairied, 'when
actuai haulilig cost of such tubular goods are equalized urider provisions of Paragraph 3 of Secticn I

(2) Materizl involving erection costs shall be charged at applicable percentage of the current knecked down
price of new Material.

e T"mgﬂwm [ 1 o kA

3. Premxum Prices

P

»Whene»er Material is not readily obtamab!e at pubhsned or listed prices ‘because of national emergencies, strikes
or othet unusual! causes over which the Operator has no control, the Operator may charge the Joint Account for the
requxred Material at the Operator’s actual cost incurred in pmvzdmg stiich Material, in making it suitable for use,

and in movmg it to the Joint Property: provxded notice in writing is furnished to Ncn- Operators of the proposed
charge prior to billing Non-Onerotors for such Material. Each Non- Operator shall have the right, by so6 ‘electing and
notifying Operator within tent days after recexvmg nolice from Operator, to furrish in kind all or part of tns share
of such Material suitatle for use and acceptable to Operator.

e a7 POTTECINT

4. Warranty of Material Furnished by Operator

. Operator does not walrant the Malérial furnished. In case oi defective Material, credit shall not be passed to the
’ Joint Account unti) ad)u:tmm‘t has Yeen receivéd by Operator from the manufacturers or their agents.

V. INVENTORIES
The Cperator shall maintain ‘detailed records of Controllable Material.
1. Periodic Inventories, Notice and Representation

'@ At reasonable inte:vals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
: Wrmen notice of intention to take inventory shall ke given by Operat(r at least thirty {30) days beiore any invén-

© tory is 1o begin so thal Non-Ogeraivts may te represented when any inventory is taken. Failure of Non-Qperators
to be represented at an inventory shall bind Non-GOperators to acced: the inventory taken by Operator.

2. Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Juint Acccunt shall be made, and a list of overages and shortages
shall be furrished to the Non-Operators within six months foliowing the taking of the inventory. Inventory ad-
justments shaii be made by Operator with the Joint Account for overages and shortages, but Operator shall be
| held aceountable cnly for shortages due to lack of reasonable diligence.

3. Special Inventories

Special Inventories may be tak=n whenever there is any sale or change of interest in the Joint Preperty. It shall
be the duty of tke party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

4. Expense of Conducting Periodic Inventorics

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.




EXHIBIT "D"

Attached to ard made a part of the Operating Agreement

, as “Operator", .

—and T Ghiif Uil COMPANY, et al

. as "Non—Cperator".

INSURANCE COVERAGE

(a) Workmen's Compensatien Insurance and Employers'
Liability -Insurance in accordance with the laws of
the state in which the Contract Area is situated;

ang,

(b) Carprehensive General Public Lizbility in the
following amunts:

Beodily Injury: SlS0,0QO.,OO each person
$300,000.00 each accicdent

Property Damage: $100,000.00 each accident,
‘ with the excertion of the
first $5,000.00 loss which
'is self-insured
£200,000.00 aggregate

~ The $5,0090.00 self-inamed prorerty damase louss incident

te esch sccident shall be charged to the Joint Account.




EXHIBIT "E"

Attached Z0 and made a part of Cperating Agreemnent
between _GULE OIL CORPOPATION

, as "Cgerater”,

and CETIY OIl COMPANY. et al
' . as "Non-Operator".

GAS STORAGE AND BAILANCING AGREEMENT

The parties to the Operating Agreement to which this agreement ie attachad ...
cwn the working interest in the gas rights uncerlying the Contract Area coverad
by such agreement in accordance with the percentages of participation as set
forth in Exhibit "A" to the Operating Ag:efaaent.

In accordance with the temms of the Operating Agreement, each party there-

tc has the right, subject to existing contracts, to take its share of gas pro-
duced fram the Con tract Avea and market the same. In the event any of the par-
’ ties hereto is not at any time taking or marketing its share of gas or has con-
tracted to sell its share of gas produced fram the Contract Area to a purchassr
which does not at any time while this _agreement. is in effect take the full share
of gas attributable to the interest of such party, the terms of this acrestent
shall automatically beccme effective,

During the pericd or pericds when any party hereto has no market or fails
to take its share of gas produced from any proration unit within the Contract
Area, Or its purcbuser does not take its full share of gas produced from such
proration unit, the othsr parties shall be entitled to produce each month one
hundred percent (140%) of the allowable gas production assigned o such pro-
ration unit by the State regulatory body having Jurisdiction and shall be en-
titled to take ard deliver to its or their purchaser all of such gas ‘production.
All parties hereto shall share in and own the liquid hydrocarbons recovered fram
such gas by lease equlgxent in accordance with their respective interests and

- subject to the Q;>erat_ng Agreement to which this agreement is attached, but the
- party or parties taking such gas shall own all of the gas delivered to its or
their purchaser.

On a curulative basis, each party not ta](ing Oor marketind its Lul’ share of
the gas produced shall be credited with gas in storage equal to its fuil share |
of the gas produced wmder th.., agraeient, less its share of gas used in lease op~- ]
erations, Vented or lost, and less that portion such party tock or delivered to |
its purchaser. The O'perator will maintain a current account of the gas balance
between the parties and will furnish all parties heretc monthly statements show—
ing the total quantity of gas pmduced, the amount sised in lease operations,
vented or lost, the total Cuantity of ;1quld hydrocarbons recovered therefrom,
and the monthly and c:melatlve over and under account of each party.

At all times while gas is produced from the Contract Area, each party hare-
to will make settlement with the respective royalty owners to whom they are each
accountable, and each party will pay state prucduction taxes, just as if each par-
ty were taking or delivering to a puarchaser its share, and its share only, of to-
ta’ cas production exclusive of gas used in lease cperations, vented or lost.

Each party hereto agrees to hold each other party harmiess from eny and 211 claims
for royalty payments asserted bv rovaltv owners to whom each party is acconn+shnlo
and to the State of New Mexico con state production taxes. The term “royalty owner"
shall include owners of royalty, overriding rovalties, production payments and sim-
ilar interests.

After notice to the Operator, any party at any time may begin takino or de-
livering to 1its purchaser its fild) share of the gas produc ed from a croration unit
uncer which it has gas in storage less such partyv's share of gas used in operations,
vented or lost. In addition to such share, each varty, including the Coerator, un-
til it has recovered its gas in storage and bhalanced the cas account as to itg in-
terest, shall be entatled to take or deliver to its purchaser a share of gas derer-
mined by multiplving fifty percent {50%) of the interest in the currant gas produc-

T

. tion of the party or parties without cas in storzge by a fracticn, the numerator of




which i5 the intorest in the proracion unlt of such rarty with gas in storage
and the depominator of which is the toral mercentage intarest in such croration
uiit or all parties with cGas in storags currently caking or delivering to a pur-
chaser,

7]

)

Nething hercin shall be construsd to deny any party the right, Irom time to
time, o praduce and take or deliver to its pwrchacser ics full share of the al-
lowable gas praluction to meet the deliverablility tests required by its purchaser.

(1

Should preduction of gas from a proration unit be permanently discontinued
before the gas account is balanced,:.settlement will be made between the under~
produced and overproduced parties. In making such settlement, the underprodhuced
party or parties will be paid a sum of suney by the overpraduced party or parties
attributabple to the overproduction which said overproduced party reczived, less
applicable taxes theretofore paisdd, at the applicable price defined below for the ‘
latest delivery of a volume of gas equal to that for which settlement is made. —— 7
For cas, the prz.ce of wtuch 1s not ::eum,afsd b ‘*““&I{. Snace. or othar govem- :

the Cas. For gas,. tbe price of whuh is subject to *egulatm nv fcce.a__, state
or other covermantal authorities, the price basis shall be the rate collected,
from time to time, which is not subject to possible refund, as prcv*d:::i by the
Fecaral Sneray %gular.ory Commission Or any other covemmentsl authority pur-
suant to final vrder or settlement appl:.cable to gas sold from such well, plus
any additional collected amount which is not ultimately recuired to be refunded
by such aut.m*ltv, suck additional collected amount to be accounted Tfor at such
time as final determination is mede with respect —herew.

L L S
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Nothing herein shall chanue or affect each gparty's obligation to pay *ta

px:*n.»c:r::;c:wmz:w share of all costs and liabilitiss incurred, as its sha_v:e thereo
is set forth in gne e Operating Agreemant.

This agreetent 11 constitute a separate agreament as to sach proration
unit within the Contract Area and shall become effective in accordance with its
terms and shall remain in force anda effect as long as ‘the qseratmg Agreement to To-
~which it is attached remains in erfect, and shall inure to the benefit of and be
bmdmg upon the parties hereto, their successors, legal’ repreeencatlves and as-
signs.




EXHIBTT “FY

Zttached to and made a part of the Operating Agreenent
between GULF OIL CORPORATION '

as "Cperator”,
, as "Nen~Operator®,

and GETTY OIL COMPANY, et al

CEXKIIFICATE OF COMPLIANCYH

Contractor agrees that, as to all current contracts and purchase corders, as
defined below, heretofore issued or entered into by Gulf, as purchaser, for the
fumiching of supplies or services by Comtractor, and as to each such contract
and purchase order, h&uc‘xmyhereafterbeiss\mor entered into by Guilf in
favor of the Contractor during one vear from the date of execution of this Cer-
tificate, the Contractor will comply with the Federal Covernment's Reguirements
as identified below, and agrees that without further refevence thereto the pro- -
viszions contained in this Certificate shall be a part of each such contract and
purchase order,

For the purposs of this Certificate, the words "contract™ and "purchase order™
311 mean any none<endt agraament or arrangement between Gulf and the Contracror
for the furnishing of supplies or services or for the use of real or perscnal
property, including lease arrangements which, in wiple or in part, are necessary
to the performmance of any one Or more contracts between GUif and the United States of
America or under which any portion of the Gulf's oougatlon under any one Or more
such contracts is ker;orzred undertaken, Or assumed.

Gulf inderstands and agrees that Cmtractor's assent 10 the incorporatrion
of the provisions in this Certificate into every nonexempt contract and purchase
order betwen Gulf and Contractor during the periocds specified herein is intended
to satisfy Gulf's requirements under the governing executive crders and statutes
{reference to which includes amendments and orders superseding in wiele or in part)
and the rules and reguiations issved thereunder. GuIf further understands and
agrees that this Certification is not meant to create, nor thall it be construed as
creating, any enforceable rights hereunder for any firm, crganizaticn or individual
=lo is not a party to any such cortract or purchase orger betweaa Gulf and Contractor.

NONSEGRECATED FACTLITIES

The undersigied bidder, offerer, apolicant, -s.‘.le., contractor, or sutzmtractor,
hereinafter referred to as Contractor, cartlf_\,s ts Guif ard the Federal Covernnent -
agencies with which it contracts that he does not maintain or provide for his em
plovees any segregated focilitics at any Of his establishments, and that he does not
permit Hw enployees tO perform their serviess at any location, under his control,
where segregated facilities are maintained. As used in tlus certification, the
term “segregated facilities“ means any walting rocoms, work areas, rest rooms and wash
rooms, restawrants and other eating areas, time clocks, locker rooms and other
storage or dressing arecas, paviing lots, drinking foumtaing, recreation or enter—-
tainment areas, transportation, and housing facilities pxc»m\,ed for employees which
are segredated by explicit directive or are in fact segregated on the basis of
race, creed, color, or nacional origin, because of habit, local cuztom, or otherwize.

EMPTOYMENT OF THE HANDICAPPED

Applicable to all contracts and purchase orders exceeding $2,500, not other—
vise exenpted: Contractor agrees to conply with Rehabilitation Act of 1973 and all
orders, rules, and regulations issued thereunder and amendrents thereto.

EQUAL, OPPORTUNITY,
VETERRNS, AND MINORITY BUSINESS ENTERPRISES

Applicable tG all contracts and purchase orders éxceeding $10 J0, not other—
wise exenpted: Contractor agrees to canply with Executive Order 11246 regarding
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" Egual Oppertunity and all créers, rules and regulaticns issusc thersunder or amenc-

Tents theretc. Conc *ac*" dgrees 0 comply with Exocutive Crier 11701 and Viewmsm

b o
Veteran's Pezdiusiment fot of 1974 and orders, rudos, and rc’,u-wt-,,w 1STis “..‘“”‘.'.’L"'
under Or azencnents therceo,  COntracior agraes o owonly with Exccative Trdéers 1137
angé 11829 regerding Mincrlivy Business Entervrises and all oxders, males; and rc;':_‘
laticns issued thereunder or amrdrents thereto.

MINCRITY BUSINESS ENTEFFPRISES AND
UTILIZATION OF SMALL BUSINESS CONCERNS
AD SMALL BUSLESS COERE OWRED AND COHTRCLLED
BY SOCIALLY AND ECRAMICAILY DISADVANTACED DIIVIDUAIS

Contvactor acrees to oomply with Pxecutive Order 11625 regarding Minority Busi-

ness Enterprises and all orders, rules and regulations issued thereunder Or aendients

theretrs.
Appliczble to all contracts of over $10,000 ot otherwise exenpred:

{A) Ituthepolu._(of the United States that small business concerns and smail
business concerns owned and controlled by socially and sconomicaily msam'aﬁtage:‘. in~
dividuals shall have the maximm practicable opccrt;ms. to mmma in e per-
formunce of contracts let by any Federal agenoy. - -

{B) The Controcter weby agrees to carcy ou' th.‘.s policy in the awarding of
sehoontractes to the fullest extent Cconsistent with the efficient vericrrance of this
contract. The Contractor furtrer agrees to cooperate in any. studies or surveys

‘that ray be conducted hy the Small Business Aéninistration or the ooniracting agency

which may be necessary to determine the extent of the Con*"actcr s corpliance =~1th
this clauce.

{C) (1) The terms "small tusiness concern™ shall mean a small business as
defined pursuant to Section 3 of the Small Busms Aot and in relevant requlaticns
premugated pursuant theveto.

(2) The term “small business concern owned ard controlled by sociaily and
econamnically disadvantaged’ individuals” shall mean 21 small business concern——

(i) which is at least 51 per centum owned by one or more sccially and
econcmically disadvantaced individuwals; or in the case of any publicly cwned busi-
ness, at least 51 per centum of the stock of which is owned by one or more sccially
and economically disadvanta ged indivicduals; and

(ii) whese managerent and daily business operaticns are controlled oy
one or more of such individuals.

The contracter shall presume that socially and economically disadvantaged in-
divideals include Black Zmericans, Hispanic Americans, Native Avericans, Asian
Pacific Americans, and cther minorities, or any other individual found to ke dis-
advantaged by the Smzll Business Administration pursuant tc section 8(a) of the

- Small Rusiness Aot.

(D) Contractors acting in good faith may rely on written representaticns
by their subcontractors as either a small business concern or a emall koeiness con—
cern u«ned and controlled by socially and economically disadvantaced indivicduals.

SMATJ, BUSINESS AND SMALL DISADVANTAGED
BUSINESS SUBCONTPACTING {OVER $500,000 OR
$1,000,000 FOR CONSTRUCTION CF ANY PUBLIC FACILITY)

rpplicable to all centracts over $500,000 or $1,000,000 for construction of
any public facility not otherwise exerpted:

Pursuant to Termporary Regulation 50, Supplement 2(c) where applicable the
contractor agrees to negotiate detailed subcontracting plan.

UPILIZATICN OF WOMEX-CWINED BUSINESS CONCERNS

Applicable to all contracts cver $10,000 not otherwise exermpted:

(B} It is the policy of the United States Goverrnent that women-owned busi-
nesces shall have tre maximum practicable opportunity to participate in the

Page 2 of Exhibit "F"




pericrTance of contracts cwarced by any Fecerzl agency.

(B) The Contractrt acrecs to use his b&s: efforts 4o carry out this policy in
the mard of subccntracts to the 'T:.llfct extent oonsistent with the efficient Fer
s formance of this contract.  as used in this contract, a “woman-owred husiness”
cocncern means a business that is at least 51% owned by 2 woman or women who also
cantel and cperate it. “"Contrel® in this context means exercising the power to
make policy decisions. "COperate” in this context means being actively involved
: in the day-to—day management. “Woen” mean all women business ocwners.

WOMEN-CWED BUSINESS CONCERNS SUBQINTRACTLING PROGRAM

Applicable to all contracts over $500,000 or $1,000,000 for construction of )
any public facility not otherwise exempted:

(A} The Contractor agrees to establish and conduct a progrem which will enable
women-cwned business concemns to be considered fairly as stbcontractors and sigpoliers
unCer this contract. In this connection, the contractor shall:

1. Designate a liaison officer who will acminister the Contractor's
"men—-Owned Business Concerns Program”.

3 2. Provice adequate and timely consideration of the potentialities of :
- kncwn weEEn-CwneZ business concerns in all "meke-or-ixy™ decisions.

il o

3. Develcp a list of qualified bidders that are women-owned businesses

anc assure that nown weeen—owned business concerns have an eguitable
3 ) ccporiunity o compete for suboontracts; particularly oy making infor- ’
mation on ferthooming cpoortamities avai_}.able by arranging solicitations, o
tire for preparaticn of bids, quantities, specificaticns, and alivery
schedules so as to facn_luate the participation of women-owned busi-
pess oonoerns. :

e

4. Maintain reccrds showing {i) procedures which have been adopted to ,
omply with the policies set forth in this clause, including the estab— .
listment of a scurce list of women-owned business concerns; (ii) awards
to wmenr-owned businesses on the scurce llstbymmptyaxnmm-

| minority women-owned business concerns; and {iii) specific efforts to

; icdentify ard award contracts to women—cwned husiress concerns.

5. Include the "Utilization of Women-Osned Business Concemns” clause in
subccnitracts which offer substantial subcontracting opportunities.

6. Cooperate in any studies and surveys of the Contractor's women—owned
business concerns procedures and practices that the Contracting Officer
may frcm tme—to—tme oonduct

7. Submit periodic reports of suboontracting to women—cawned business con-
cerns with respect to the records referred to in subparagrach 4 above,
in swh form and manner and at such time (not nore often than guarterly)
as the Contracting Officer ray prescribe.

(B) The Contractor furtner agrees to insert, in any subcontract hereunder
wnicl: may exceed $500,000 or $7,000,000 in the case of contracts for the construc-
tiocn of any public facility anc which offers substantial subconiracting possibilities,
provisicns which shall conform substantially to the languace of this clause, including
this paragraph B and to notify the Contracting Officer of the nares of such sub-
contrectors.

(C) Trne Contractor further agress to reguire written certification by its
subcontracters that they are pona fice women-owned and controlled business concerns
in acoorcdance with the cdefinition of a wrmen-owned business concern as set forth in
the Utilization Clause 1{b) above at the time of submissicn of bids or proposals.

The aforementicned Contractcor agreess that the provisicns of this Certificate cf
Corpliance are hereby incorperated in every ncrnererpt ocontract or purchase orcer
between us currcnt;.y in force or that may be 1ssued cduring one year frcm the Gate of
executicn of the Operating Agreemnt.

8/81
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GULF 01t CORPORATION
SOUTHWEST DISTRICT

o | R SR ATION 3'3423\3
SOUTH LYNCH UNIT ! 6_ ¢ —
LEA COUNTY, NEW MEXICO L CASE o - :

GEOLOGIC COMENTS

Gulf Gil Corpofation plans te drill a2 14,500° wildcat as the initial. test
within the propased 1,920 acre South Lynch Unit. ,This well, to be Tocated in the
NE/4 of Section 9, T-21-S, R-33-E, will test the ﬁower Pennsylvanian Morrow
clastic interval. o

The dttached plat is a structure map contoured on the tbp of the Lcﬁéé Mor-
rov clastics. the plat also shows the proposed lecation and unit outlire, and ’
locations «f nearby Morrow.gas wells and dry holes. The prospect is located on
a closed structure encompassing the south 320 acres of Sections 3 and 4, and all
of Sections 9 and 10. All potential one-half secticn proration units are con-
tained by greater inan 50% within the -10,300 foot contour. | '

The good reservoir potential of the Morrow clastics in this area is indi-
cated by three new discoveries in the past three years: West Lynch Deep located
3 miles north in Sec. 28, T20S-R34E; North Berrv located 4 miles east in Sec. 6,
T21S-R34E; and East Hat Mesa located 2-1/2 miles west in Sec. 7, T21S-R33E.
Also, the abandoned Getty well located one mile southeast of the prospect re- -
covered 800 feet of gas cut water on adrill stem test ifn the Morrow.

Eveocted Tormation tops are as follows:

Rustler . 1,955 feet T
Yales 3,930 ol , ,
Delaware 5,895

Bone Springs 9,130

Yolfcamp 11,950

Cisco 12,540

Stirawn 13,165

Atoka 13,310

Morrow Clastics 13,780

Base Morrow 14,450

We would appreciate your office keeping this and the attached wap confiden-
tial.

P. 1. Gorden
Senior Regicnal Geolegist
Gulf Cil Corporatien
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Dacket Mo. 4-82

Dockets Nos. 6-82 and 7-82 are tentatively set for February 17 and March 3, 1982. Applications for haariog
siast be filed at least 22 days in advance of haaring date.

DOCXET: COMMISSION HEARING - TUESDAY - FEBRUARY 2, 1982

OIL TOMSERVATION COMMISSION - S A.N.
BOON 205, STATE LAND OFFICE BUILDING
SANTA YE, NEN MEXICO

- The £ iVoardrsT303a m‘m!m&.m 11, 1932. c_issien hnri.ng

..... pSosguEi~- 1Y

:

7394:
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{D3 WOVO)

Application of Uriah Exploration !momntnd!oxccnulaotypoolm mmmq.maax-“.r .

Applicant, in the above-styled cauas, seeks an order pooling all mineral interests in ths Cisce,
mmmmummnymmwzofmn.mzzm. Range 24 Bast,
to ba dedicated to 2. wall to be @rilled at z standard locatiod thereon. also to be considered
will be the cost of drilling and ec-pletmq said well and the allocation of the cost therecf ae
well as actual operating costs and charges for supervision, designation of applicant as operator
of the well, and a charge for risk involved in drilling said well.

Gpon application of Supron Energy Corporation, this case will be heard De Novo pursvant to
the provisions of Rule 1220.

(DE MOVO)

Application of Supron Enexgy Corporation for an unorthodox gas well locatiod; Eddy County, New Mexico.
Applicaat, in the above-styled cause, seeks approval for the unorthodcx locatich of a Pennsylvanian

well to be drilled 467 -feet from the North line and 1650 feet from the West line of Saction 13,
Towmship 22 South, Range 24 East, the N/2 of said soctzon 13 'to ke dedicated to the wall

Upon apphcm:san of Supron Enargy Corparation, t.hxs case will be beard De Novo pursuaut to
the pruvisions of Rule 122¢C.

Docket No. 5-82

9 AM. -~ OIL, CONSERV\IIGRlbIVISION CONFERENCE
ROOM, STATS LAND OFFYCE SGILDING, SANTA FE,
WEW MEXICO.

The fcllowing cases will be heard befaore Daniel S. Nutter, Examiner; or Richard L. Stamets, Alternate Examiner:

CASE 7489:.

CasE 7430:

~"CASE 7471:

e e e T

CARSE 7472:

CASE 7462:

In the matter of the hearing called by the 0il “onservation Divigion on its own motion to permit
R. M. Bailey & Associates, Commercial Union Insurance Company, and all other interested parties
to appear and show cause why the following wells on the H. M. Bailey Lease, Township 2! Scuth,
mmge 1 West, Dora Ana \.ounty, should not be plugged and abandoned in accordance with a Division~
approved plugging program: In Section 10: Nos. 9 in Unit A, 9, 11,12, and 13 in Unit B, 10 and
14 in Unit C; and ¥No. lixnunxtCofSecuonS

..‘!’mmannn of Hayne Hoore for a unit agreement, Eddy County, New Mexico.

Applicant, in the above-stvled cause, seeks approvai foy the Delauvare River Unit Area, comprising
2,560 acres more or less, of State and fee lands in Township 26 Scuth, Range 28 East.

Application of Gulf Oil Corporation for a unit agreement, Lea County, New Mexico.

1920 acres, more or less, of Stafe lands in Township 21 Scuth, Range 33 East.

Application of Grace Petroleum Corporaticn for a unit agreement, Lea County, New Mexico.

Applicant, in the above-styled cause, seeks approval for the Buffalo-Deep East Unit Area, comprising

2543 acres, more or less, of Federal and State lands in Townships 18 and 19 South, Range 33 Exst.
{Continued from January 20, 1982, Examiner Hearing)

appiication of Marathon 0Oil Cormpany for downhole commingling, Lea County, New Hexico.

Applicant, in the above-styled cause, seeks approval for tne downhole commingling of the Drinkard
and Blinebry production in the welibore of its C. J. Saunders ¥Well No. 3, located in Unit C of
Section 1, Township 22 South, Range 36 East.

Applicant, in the above-styled cause, seeks approval for the South Lynch St2iz Unitl Area, corprising
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CASE  747):°

7451 :

:

CASE 7474:

CASE 7475:

CASE 7476:

CASE 7477:

CASE 7448:

Application of Inexco 0il Company for pool creation, special pool rules and discovery allowable °
Lea County, New Mexico. Applicant, in the above-styled cause, seeks the creation of & maw oil
pool for its Lottie York Well Mo.. 1 located in Unit P of Section 14, Township 17 South, Range

37 Baat, with special rules therefor, including provisions for l6Q-acre spacing. Applicent
further seeks the assignment of 57,150 barrels of discovery allowablie to said well. :

1Caneinuad and Rardvoreisad)

Application cf T. D.Skeltor for compulsoly pooling, Lea County, Mew Mexico.

Agplicant, in the above-styled cause, seeks an order pooling all mineral interssts in the Devonian -
Mmmxmm&mumunderlymmEI{ﬂnofm?.Msbmusmh Range 38
Bast, to be dedicated to the re-entry of an old well at a standard location thereon or to a new
numbedruledatasundudlocaucniisnchze-mtnxsmmsm Also to be considered
will ba the cost of re-entering and completing said well and the drilling of the new well, if
neceuaty .mdtheallncat;onafthecastthemfaswellasacmloperatin’gcostsandchuqes

--for supervision, designation of applicant as opetat:o: of the well and a charge for risk mvolved

in re-entry and/oc drillina said wells,
{Contimed from January 20, 19682, Examiner Hz;ring)

Application of Yaites Petroleun Corporation for cc-pulsczy pooling, Chaves County, New México. .
Applicant, in the above-styled cause, seeks an order pooling all mineral interests down through
the Abo formation underlying the SE/4 of Section 11, Township 6 South, Range 25 Bast, to be
dedicated to a well to be drilled ax a standard ‘location thereon. Also to be considered will
be the cost of &rilling and completing said well and the allocation of the ‘cost thereof as well
as actual’ aferating costs and charges for supervision, des:.gnatzoa of applicznt as operator of
the well and a charge for risk mvolved in drilling said well.

Application of Union 0il Company of California for coqulsory proling, Lea County, New Mexico.
Applicant, in the above-stylad cause, seeks an order pcoling all mineral n‘berests in the Strawm,
Atoka and Morrow formations underlying the Ef2 of Section 25, Township 19 S*nt:h, Range 33 Bast,

to be dedicated to a well to be drilled at a standard location thereon. Also to be considered
will be the cost of drilling anl completing said well and the allocation of the cost thereof

as well as actual operating costs and charges for supems:.oa, Gesignation of applicant as operator
of the well, and a charge for risk involved in drilling said well. -

' Application.of C & X Petroleum, Inc. for compalsory pcoiing, Lea County, New Mexico.

Applicant, in the above-sStyled cause, seeXs an order pooling all mineral interests in the Casey-
Strawn Pool underlying the E/2 SE/4 of Section 28, Township 16 Scuth, Rarnge 37 East, to-be dedi-
cated to a well to be drilled at a standard lccation thereon. Also to be considered will be the
cost of drilling and completing said well ami the allocaticn of the cost thereof as well as actual
operating costs and charges fcr_rsupexv’i‘sion, designation of applicant as operator of the well,
and a charge for risk involved in drilling said wen

Application of Jack J. Grynberg for compulsory pooling, Chaves County, New Hexxco.

Applicant, in the above-styled cause, seeks an order pooling’all mineral intérests down through

and including the Abo formation, underlying two 160-acre gas spacing units, being the NE/4 and

83'4, respectively, of Section 12, Township 5 South, Range 24 Sast, each to be dedicated %o a

well to be drilled at a standard location thereon. Also to be considered will be the cost of
dn.llxng and con:pletx .g said wells and the allocation of the cost thereof as well as actual cperating
costs and charges for supervision, designation of applicant as operator of the wslls and a charge
for risk involved in @xilling said wells.

Application of Jack J. Grynberg for compulsory peooling, Chaves County, New. Mexico.

Applicant, in the above-styled cause, seeks 2n order pooling all mineral interests down through

and iacludiny the Ao formation, underlying the NE/4 of Secticn 22, Toumship § South, Range 25
East, to be cedicalcd #~ A well to be drilled at a standaxd location thereon. Also to be coasidered
will be the cost of drilling and compietiny s3id +»V1 and the allocation of the cost thereof as well
as actual operating costs and charges for supervision, design2tion of arplicant 25 operator of the
well and a charge for rxisk inveolved in drilling said well.

(Continued and Readvertised)

Application of Energy Reserves Group, Inc. for creation of a new associated pool and special pool
rules, Roosevelt County, New Mexico. Applicant, in the abovae-styled cause,seeks the creatiocn of

a new associated pool to be designated the South Peterson Penn Associated Pool, comprising the Nw/4
of Section 30, Township 5 South, Range 33 East, the S/2 of Section 11, the S/2 of Section 12. and
the N/2 of Section 13, Township 6 South, Range 33 East. Applicant further seevs the establishment
of special peol rules including 40-acre spacing units for oil wells and 320-ac.v spacing units for
gas wells and a 4000 to one gas-oil ratio limitation.
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CASE 7478: Application of Julian Ard for compulscry pocling and an wmorthodox location, Lea County, Mew Mexico.
applicant, in the abowe—atylsd cauia, seeks an.order pooling ail mineral interests in the Moryow
forsation underlying the £/2 of Secticn 23, Yowmship 20 South, Range 33 East, to be dedicated to
2 wall ‘to be Arilled at an uncorthodox location 1980 feat from tha Worth lins and 2310 feat from
the East line of said Section 23. Alsc to be considered will be the cost of drillisg and cosgletinsg
said wall and the allocatiun of the cost therecf as well az actual opaxating costs and charges for
sapervigion, Mwuaotamlimtummdmun.m-mfuud involved ia
drilling said well. : -
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South Lyach State Hnlt,
T-21-S, R-33-E,
LEA COUNTY, New Mexico
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State of New Mexico

Energy and Minarals Department
0il Comservation Divisiva
Post Cffice Box 2086

Santa Fe, New Mexico 87501

Attention: Ms. Florene. Davidson
Dear Ms. Davidson:

- This letter will confirm ocur recent verbal request to schedule a hearlng

on your February 3, 1982 Examlners Docket to consider Gulf 0il Corporatiom's j
request for approval of the captloned exploratorv unit which is more particularly
described as follows:

Name: South Lynch State Unit

‘Operator: -Gulf 0il Corporatien

Leases: 100% State of New Mexico

Gross Acreage: 1920

Location: T-21-8, R~33-E, lea County, New Mevico.

Thank you for your assistance in iitls watiei, and if you Tegquire &
information, please contact Dave Messer at (9i3) 685-4862.

Yours very truly,

B - '— d
Ny v

i~

Senior/Land Agent

DE:

L DO SIGN DF GULE Gl CORPIORATION




FLORENE DAVIDSON
ADMINISTRATIVE SECRETARY
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STATE OF NEW MFXICO
ENERGY AND MINFRALS DEPARTMENT
OIL CONSERVATIOR DIVISION

IR THE MATTER OF THE HFARING

S O R

a4 e e e e~ iy g . g P D S, W S P PR SRR [
CALLELD DY L0 VAl UCVINOLIAVES L AN

DIVISION FOR THE PURPOSE CF

CONSIDERING:
CASE NO. 7471
Order No. R—{¥79
APPLICATION OR GULF GIL CORPORATION : 7,;75_

FOR A UNIT AGREEMENT, LER CCUNTY,

NEW MEXICO. |
_ 'ARDER OF THE NIVISION { j é

; ) - . %/"*

BY THE DIVISION: | Wz

This cause came on for hearing at 3 a.m. on February 3,
1982, at Santa Fe, New Mexico, Dbefore Examiner Daniel 8.

Nutter..

NOW, on this day of February, 1982, the Division
Director, having considered the testimony, the record, and the
recommendations of the Examiner, ard being fully advised in the
prepises,

FINDS:

{1} That Zue public notice havino been given as reguired
by law, the Division has 3jurisdiction of this cause and the
subiect matter thereof.

(2) That the applicant, Gulf 0il Corporation, seeks
approval of the South ILynch State Unit Agreement covering 1920

LEA couowTY , NEw MEKICd
Tou2k P 21 5ouve, RANSE 3D EAST, AP
seEﬁm 33
Section d:
Seohions @ and 10 Q11
(3) That all plans of development and operation and
creaticns, expangicns, or contractions of participating areas
Oor expansionse ©0r contractions o©of the unit area, should be
submitted to the Director of the Divisicn for approval.

(4) That appreoval of the proposed unit agreement shculd
promote the prevertion of waste and the protection of
correlative rights within the unit area.




IT 7S THEREFORE OPRDERED:

(1) That the South Lynch State Unit Agreemert is hereby
approved.

{2y That the plan contained in said unit agreement for
the  development and operation of the unit area is hereby
approved - in principle as a proper conservation measure,
provided, however, that notwithstanding any of the provisions
contained in caid unit agreement, this approval shall not be
considered as waiving or relinquishing, in any manner, any
”:;qﬁc,”buty}”btwbbligation which 1s now, or may hereafter be,
vested in the Division to supervise and control operations for

thé ‘exploration and development of any lands comm;tted to the,m_wni

unit and production of 5il nr gas the-»f;um.““

({3) That the unit operator shall file with the Division
an executed. original or executed counterpa*t of the unit
agreement within 30 davs after the effective date therecof; that
in the event of subcequent joinder by any partv or expansion or
contraction of the unit area, the unit operator shall file with
the Division within 30 days thereafter counterparts of the unit
agreement reflecting the subscription of those interests having
joined or ratified.

(4) That all plans of development and operation, all unit
participating areas and expansions and contractions thereof,
and all expansions or cecntractions cof the unit area, shall Lbe
submitted tc the Director of the 0il Conservation Division for
approval.

(5) That ¢this order shall become effective upon the
approval of said unit agreement hy the Commissioner of Public
Lands for the State of New Mexico; that this order shall
termirate ipso facto upon the termination of said unit
agreement; and that the last unit operator shall notify the
Division immediately in writing of such termination.

(6) That jurisdiction of this cause is retained for the
entry of such further orders as the Division may deem
necessary.

DONE at Santa Fe, New Mexico, on the day and vesr
hereinabove designated.

STATE OF NEW MDXITO

OI7, CONSERVATION DIVISION

JOE D. RAMEY,
Director
S EAL










