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testified as follows, to~wit:

3

MR, NOUTPER: We'll call next Case Numkers
7534 and T615.

MR, PEARCE: fThese cases are on the appli-
cation of Inexce 011 Company for compulsory pooling, Lea
County, New Mexico.

MR, CARR: May it please the Examiner, way
name is William ¥, Carx, from Campbell, Byrd, and Black, P.A.
of Santa Fe, appearing on behalf of Inexco 0il Company.

tle fequcst that the cases be consolidated
for the purpose of hearing,

MR, HUTTER: The cases will be consolidated
for hearing. |

#iR. CARR: And I have one witness who needﬁ

to be sworn.
{Witness sworn,)
LESLIE J. TACCONI

being called as a witness and being duly sworn upon his oath,

DYIRECT EXAMINATICW.

BY MR. CARR:

6 Will you state your name and place of resit
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4

dence?

M My name is Leslie J. facconi, and I live
in the Woodlands, Texas.

Q and would you spell your last name, please]

A BB Ce-C~0-N-T

0. By wiaom are you employed?

B, I'm enplioyed by Inexco 01l Company in
their Division office in liouston.

0. In what capacity are you employed?

A, I'm an Area Landman in ciiarge of the State
of New Mexico.

Q liave vou previously testified before this
Commission or one of its examiners?

A I have appeared as a support witness but
I don't believe I was formally sworn in,

Q Have you ever had your credentials made
a matter of record?

A I've never hadwmyucredentials~madé a mat-
ter of record for the State of New Mexicu, 10,

o3 Would you briefly summarize your educationfl

- background and your work experience?
A Okay. I have a BA from the University of

California in Berkeley. I was employed in the oil industry

originally in 1968 by Buttes Gas and 0il Company and I worked




10
11
12
13
14
15
16
17

18

&

' acceptabie?

of an undivided 1/48th interest, which is owned by Exxon 0il,

5
51 years ag a petroleum landman for Buttes Cas aand 04il,

In Januvary of 1974 1 transferred my affi-
liation to Inexco 01l Company aand have been employed by Inexco
since that date,

IL've been a membexr of the AAPL since 1969
I have testified in the states of Louisiana, ilyoming, and North
Dakota on behalf of both of these companies in a capacity as
a landman.

9 And your arxea of responsibility, I believe
you stated, includes tew Mexico.

A t includes New Mexico now, yes, sir.

Q Are you familiar with the application
filed on behalf of Inexco in this case?

A Yes, sir.

Q Are you familiar witih the subject acreage
and the proposed well?

A Yes, sir.

MR. CARR: Are the witness' qualifications

MR. NUTTER: Yes, they are.
Q Will you briefly state what Inexco seeks
in this consclidated case?

A We would like to seek compulsory pooling




1 o 6
2 | USA, for two 80-acre spacing units in our South Humble City
3 | orospect,
4 » We would like to seek rigk penalty in ad-
5 dition to compulsory pooling, and we ifeel that we have adequatd
6 representation throuwgh our exhibits to show that thare is risk
7 and show the necessity of the pooling action.
8 |. Q Have you prepared certain exnibits for
9 | introduction in this case?
10 A Yes, sir.
11 Q Will you please refer to what's been marked
2 for identification as Inexco Exhibit Number One and review
13 this for Mr, Nutter?
14 A Exhibit Number One plat is a land plat in
15 | adaition to a well location plat, It shows Sections 13, 14,
: 16 | 23, 24, of Township: 17 South, Range 37 East, in Lea County.

17 On the plat it shows Inexco's acreage pos-

18 ition. Tt shows a producing well in the east half of the
3 1 souﬁheast of Section 14. It shows a location of a presently
== driliing Strawn well in the nortinwest northwest quarter of
21 24, and it shows the two proposed locations for the Inexco
22 No. 1 and 2 Pruietts in the northeait quarter of Section 23,

23 and the proration units attributable to those two wells.

24 g' ~ Are bqth wells proposed at orthodox loca-

25 tions?
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2 A , Yod, they are,

3 0 And are they standard spacing units for the

4 pranoded walla?

S i A ' For the South Humble City Field,

6 Q What 1s the status of the‘acreage involved?
7 A The acreage 18 fee acraage,

8 0 Will you now refer to Inexco Exhibit Num-

9 her Two and review this for Mr. Hutter?

10 ] A Okay, the Exhipit Number Two is a recapi-
11 tulation of the acreage ownership for the northeast quarter

12 of Sectlion 23,

13 MR. NUTTER: Now is this acreage ownership

14 uni form throughout the entire northeast?

15 A Yes, sir.
16 MR. NUTTER: So this is applicable to each
17 .
one of these units?
L h Yes, sir, that's why we requested the
19

applications be combined.

20 , There is a typographical arror for the

2 spelling of Mr. Schlicher’'s name. It has Schilcher and it

22 should be S-C-H-L-I-C-H-E-R, and I apologize for not catching

23 the error prior to the hearing.

Q - Now, Mr. Tacconi, referring to Exhibit

25 T™wo, what interests have committed to the drilling of the well?
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A Inexco, All 1980 Program, Inc.,, Lovelace,

3 Davis, McMillan, and Schlicher are committed by an operating

4 ﬁagreement that covars Seations 13, 14, 23, and 24, for the

5 | development of that area.

6 Exxon had been approached before Thexco -~-
7 the deal was proposed to us by the Lovelace, ot al, Group,

8 and we accepted it and took a 75 percent interest in it, our-
9 selvas and the All 1980 Program, Inc,, and Exxon would not

10 | commit at that particular point in time when the 4-section

11 unit, or working interest area, was proposed, in that they did
12 | not want to make a decision until a well was imminent on their

13 acreage; therefor that's the reason for their absence from

14 | our operating agreement.

A}

15 Q Will you now refer to Inexcoe Exhiibit Numbet

16 | Threa and identify this for My, Nutter?

17 A Exhibit Number Threec are two letters that
18 were written to Exxon Company, USA, with regard to %he proposal

19 of the Strawn test,

20 How no formal AFE's have been sent to Exwch
Ef 21 but the costs, the estimated cosgsts, for each of the wells, both

22 dry and as a completed well, are shown in the letter dated

;b 23 April 8th, 1982. Subsequent conversations with Inexco's Ex-

N

ploration Department had, under separate covaer without bene-

25 fit of cover letter, there were logs of our Lottie York No. 1
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Vlell, and mud logs of our Lottie York lo. 1 Well, sent to
Exxon, and T had convercations intervening before the June 10,
1982, letter to Dxxon with a Mr, Orr, who is a geologist em~
ploycd in Midland in Exxon's Midland office, regarding what
Exxon would need from our technical stafft,

On the June 10th letter, since we could

not get Exxon off center to commit to the well, we had already
aprlied for a forced hearing here with the Commission, We
advised Exxon that we were going to proceed with our forced
pooling efforts, and we again enclosed’55§ information and an
additional mud log, and with the reguest that Mr, Orr direct
it to the proper personnel.

Copies of the June 10th letter were sent
to our working interest partners pursuant to our operating
agreement.

Q Aand in your June 10th letter did you advise
Exxon of the hearing befcre the examiner?

A Yes, we advised Exxon that the hearing
wWould take place on June Z3rd. We asked Exxon to contact us
prior to the hearing in order that we could possibly strike"a
trade and avoid having to come to Santa Fe for the hearing.

Q when did you last talk with Exxon repre-~
gentativea? |

A I talked with Exxon on Friday of last week




10
on Maonday of this week, and again Tuesday morning, OQur pro-
posal is now in what they call they joint venture group., It's
being evaluated and it could take anywhere from three days to
8ix weeks before they decide what to do, and it's a necessity
for us to appear before the Commissgion.

lle're presently drilling our Daugherty
f7lell in the northwedt (uarter of 24 and we'd like to move our
rig over to save time and money and without a decision form
Exxon, we'll have a situation where an outside party could
ride us down, and we don’t feel that that's equitable,
Q ilow noon do YQu anticipate you'd be pra-
pared to commence a well on the -~
2 The Daugherty is presently at about 8000
feet; the last report I had was on Friday of last week and it
was at 8025 feet.
If we do not have any hole problems, it
would probably be 20 to 25 days before we drill to the 11,800

) 5

» e o = . Y v - -~ P | -~ o
foot proposed depih of that well, and probably a2 fow more

et

he rig would be released to move to the new loca-
tion, which would be the Pruiett No. 1,

Q And have vou built a location for the

Pruiett No. 12

A Yes, Sir, and we've settled damages.

Q Do yoﬁ request that any order resulting

B
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11
from this hearing be expedited to the fullest extent possgible?
A We would like that, ves,.
Q and you are aware that any order resulting
from this hearing shculd provide that Exxon would have thirty

days within in which to pay their proportionaﬁe share?

A We ‘are cognizant of that and we can live

with ﬁhat.

| Q Will you now refer to what's been marked
for idéntification as Exxon Exhibit Number Four and identify
this, please?

A Okay, Exhibit Four is entitled Assignment
and Agreement and an exhibit to that Assignment and Agreement
is the operating agreement under which the Inexco group, being
Inexco and AH 1980 Program, Inc., are operatin_g, in addition
to Lovelace, Davis, and Scitlicher. The Schlichgr interé.st
airrive -~ was arrived at at a later date and tﬁefe'is an
amending letter down in the operating 4aqreemént showing that
the Schlicher interest came out of the Lovelace interest when

Mr, lovelace died,

+

Q Do you recommend that this operating agree
ment be incorporated by reference in any order that results

from this hearing?

A Yes, we do.

113 Would you now refer to what has been maricji
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charged by other operators in the area?

except Exxon, and we are probably lower than other parties.

12

for identification as Inexco Exhibit Number Fiwve?

A Exnibit Number Flve. ves, BExhibit ﬁumber
Five is a twofold exhibit; one is an APE for the Inexco Mo, 1
Pruiett, and the other one is an AFE for the Inexco No. 2
Pruiett., They were prepared by Wendall Caviness, who's an
engineexr in our Division Office, at my direction,

They provide for a dry hole cost of -~ for
cach of the wells, since;they Qill be to an ldentical depth -~
of approximately $1,111,400 dry hole cost, and a completed
well cost of $1,613,000,

Q Are these costa in line with what is being

A Yes, we believe so,

é ’ Are you prepared to make a recommeﬁdation
to the ExamiAer as to the overhead and administrative costs
to be assessed in any proposed order?

A The overhead and administrative ccsts have

been negotiated in the operating agreement by all parties

It would be in the COPAS exhibit, We have provided for $2949
drillihg rates and $322 producing rate.

Now, since the operating agreement predatef

the COPAS adjustment of 4-1-82, those figures are a little:

higher, I believe six to seven percent higher.
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Our similar wells now, the suggested
drilling well xates that fnexco goes by now are $3333 for a
drilling well ﬁo that depth, and $364, but wve're Qilling to
abide by the drilling and producing well rates shown in the

operating agreement, as adjusted by the COPAS.

Q Do you recommend that these figures be «~
Yo Yes, T do.
Q -~ incorporated into any order which re-

sults from this hearing?
And these figures, I bellieve you indicated

are below what is being charged by other operators in the
area,

A, In comparable operating agreements for
New Mexico, all of which have to cross my desk, we are nor-
mally lowar than other operators in the area.

Q. Are you prepared to make a recommendation
to the Examiner as to the xisk factor that should be imposed

on nonconsenting working interests?

e la T e T am PR T e T [P ...
BAD, WETM TayvLaaleud, YOO S
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b

had originally proposed under the operating agreement 200
percent and 500 percent penalty, which by negotiation was
reduced to 100 and 300 percent, and I realize that the State

doesn't provide for that amount of risk factor, but we would

’

like to ask the State for the maximum amount allowable by
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14
State regulation, which T bhelieve is 200 percent,

it Does Inexco 011 Company request to be de-
slgnated operator of the proposed wells?

W Yes, we Qo.

0 In your opinion will the granting this
application be in the best interests of conservation, preventi
of wasté, and protection ¢f corvelative rights?

A I do.

0 Were BExhibits Cne through Five prepared
by you or compiled under your direction?

A They were,

MR, CARR: At this time, Mr. Nutter, we
would offer Inexco's Exhibits One through Five,

MR, NUTTER: Inexco Exhibits One through

N e B AN 4 b S, S Y

bn

Five will be admitted in evidence.

MR. CARR: That concludes our direct test-

imony.

CROSS EXAMIEATIOH
BY MR. NUTTER:
Q Mr. Tacconi, I'm looking through ybur
operating agraement you've got attached to the Exhibit Number

Four, and I c#.'t find the part whera you have the --

A Drilling well rate?
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15
Q Ho, I found those firxed rates down here.
I'n looking for the part where you carry somebody, what the

penalty du.

h¥ The 100 - 3007

Q2 Yeah,

M it should be on about ﬁage five oxr six.
I den't have the operating ~- lef me borrow Bill's operating

agreement and I'1l find them,

Q, Okay ’ I -
A Yeah, it's five and six.
0 Okay, 100 percent on surface equipment,

300 percent on -~ on drilling operations, is that right?

A Yes, and 300 percent of the newly acguired
equipment,

Q , And underground equipment.,

A Right.

Then page fifteen has the signature pages,
Q \Right. Now have any of these parties thady
have signed tnis gone honconsent as far as -~
A No, sir. &9, six.
Q So they've all agreed to a 300 percent
renalty but they're not subject to it.

A No.

Q Now do you have any geological evidence
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to support the maximuwa penalty that the State of lew Moxico
can impose?

b I'm not qualified to testify ag to geology
I could refer you back to the information that was submitted
with the application for the original South lumble City Pool,
which was, I believe, on Felruary 3rd, and the geologist that
testified at that time was Mike Vosbien (sic), but I am not
qualified to testify as to the geology for ‘the araa.

0 Well, I recall that hearing, What well
was that for? Was that the --

A That was for the Lottie York Mo, 1 in the
southeast quarter of Section 14,

Q Do you want to incorporate the record of
that one in this one, Bill, since you don't have a geologist

here?

2R, CARR: That's right, we don‘t have a
geologist available today, and with your permission, weé wouid
incorporate the record of that hearing, and I can pull the
case number for ycu. The Lottie York is a north cffset to the
proposaed well, and the geology would be virtually the same.
The testimoixy would bear on the request today.

MR, RUTTER: I_‘think X was the Examiner

on that hearing..

A Yes, ycu were,
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17
MR, HNUTPER: Well, we will Incorporate the
record of the compulsory pooling case -~ was that a compulsory
pooling matten?
A No, that wag -—~=—

MR, NUT“{'DR: Or was that --

h -~ an order for allowable, special pool
ruies, and the designation of the east half southeast --

MR. NUTTER: You were going to drill the
Qell and you vere seeking a discovery allowable --

A, Yes, we were. |

MR, NUTTER: Yeah,

MR, CARR: And it showed the proximity
of other Strawn production in the area and I think there would
be sufficient -~

A Well, we tried to show that it was a sepa-
rate pool for the -- from the Humble City Pool.
_MR. CARR: Yeah.

MR, NUTTER: Well; we'll determine that
case number and incorporate tiie record in the case that in-
voived the Lottie York in the record of this case.

G Now evervone has agreed to this with the
exception of Exxon, is that correct?

A . Yes, sir.

MR, NUTTER: And the —-




10
11
12
i3
14
15
16
17
18
19
20
21
22
23

24

our group would carry 75 percent and the LBM gvoup 25 percent.

18

A - And Exxon has advised me that it's in the
joint venture group 2nd the joint venture aroup at this parti~
cular point in time is leaning towards recommendation but
they're running everythin§ thrcugh the computer and it could
be anywhere from three -- three days to six weeks before we
have a decision,

Q ‘ And their shave is8 going to be roughly

two percent of ~-

A 2,08 ~~

G ~~- a million dollars on a dry hole --
A Yes, sir.

Q -- and two percent of $1.6 million cost

for --

A Yes, sir. Their cost is shown on the
letter of April 8th. Their cost share of the well would be
2,0833 pexcent of the $1,111,400.

Q v Okay.

MR, NUTTER: Aie there aﬁy -
A The AFE's were~prApa£ed in the event that

Inexco would be granted a lease from Exxon, and we would carry,

Q And you never actually have furnished Ex~

xon with an APE?

A ‘Not with a formal AFE.
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19
Q But you told them what the cost would be
on an AFE. |
A, The cost ~-- the cost reflected, if they
wanted an AFE that thev ~- all they had to do was ask for it
and we would provide them with an AFE and an operating agree-
ment, and they aren't to the stage where it is far enough alon?
to be negotiated by the land department.
Q Do you have any recent correspondence with
them or has all their ~-
A All their cbrrgspondence ﬁo nm-has been
via telephone, Mr. Hutter.
Q I see.
MR, NUTTER: Are there any further ques-
tions of Mr, Tacconi? He may be excused.
Do you have anything further, Mr. Carrx?
MR, CAﬁR: Ncthing further, Mr. Nutter.
_ MR, NUTTER: Does anyone have anything
they wish to offer in Cases 7614 and 76157

We'll take the cases under advisement.

(Hearing concluded.)
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:

CASE NO. 7615
Order No. R-7017

APPLICATION OF INEXCO OIL COMPANY
FOR COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 9 a.m. on June 23, 1982,

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

NOW, on this 2nd day of July, 1982, the pivision
Directoxr, having considered the testimony, the record, and the

recommendations of the Examiner, and being fully advised in the

premises

FiNDs:

«{1) That due public notice having been given as required

by law, the Division “has 3urlsd1ct10n of this cause and the.
subject matter thereof.

(2) <That the applicant Inexco 0il Company, seeks an orde
pooling all mineral interests from the surface through the

Strawn formation underlying the E/2Z NE/4 of Section 23, Townshz#

17 South, Range 37 East, NMPM, Lea County, New Mexico.

(3} That the applicant has the right to drill and propose
to drill a well at a standard location thereon.

(4) That there are interest owners in the proposed
proration unit who have not agreed to pool their interests.

5} That to avoid the drilling of unnecessary wells, to

protect correlative rights, and to afford to the owner of eachj

interest in said unit the opportunity to recover or receive
without unnecessary expense his just and fair share of the gas
in said pool, the subject application should -be approved by
pooling all mineral interests, whatever they may be, w1th1n sai
unit.

Aty
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.
Case No. 7615
Ordexr No. R-7017

(6) That the applicant should be designated the operator
of the subject well and unit.

(7) That any non-consenting working interest owner should
be affordeda the opportunity to pay his share of estimated well
costs to the operator in lieu of paving his share of reasonable
well costs out of production.

(8) That any non-consenting working interxest owner who
does not pay his share of estimated well costs should have
withheld from production his share of the reasonable well costs
plus an additional 200 percent thereof as a reasonable charge
for the risk involved in the drilling of the well.

{9) That any non-consenting interest owner should be
afforded the opportunity to okject to the actual well costs but
that actual well costs should be adopted as th. reasonable well
costs in the absence of such objection.

(10) That following determination of reasonable well costs,
any non-consenting working interest owner who has paid his share
of estimated costs should pay to the operator any amount that
reasonable well costs exceed estimated well costs and should
receive from the operator any amount that paid estimated well
costs exceed reasonable well costs. ,

(11) That $2949.00 per month while drilling and $322.00 pex
month while producing should be fixed as reasonable charges for
svpervision {combined fixed rates); that the operator should be
authorized to withhold from production the proporticonate share
of such supervision charges attributable to each non-consenting}
working interest, and in addition thereto, the operator should
be authorized -to withhold from production the proportionate
share of actual expenditures required for operating the subject
well, not in excess of what are reasonable, attributable to eacH
non-consenting working interest.

(12) That all proceeds from production from the subject.
well which are not disbursed for any reason should be placed in
ascrow to be paid to the true owner thereof upon demand and
proof of ownership.

(13) That upon the failure of the operator of said pooled
unit to commence drilling of the well to which said unit is
dedicated within 60 days following completion of the well on thg¢
lands pooled by Order No. R-7016 in Case No. 7614, the order
pooling said unit should become null and void and of no effect
‘'whatsoever.
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Case No. 7615
Order No. R-7017

1T IS THEREFORE ORDERED:

: (1) That all mineral interests, whatever they may be, fron
the surface through the Strawn formation underlying the E/2 NE/4
of Section 23, Township 17 South, Range 37 East, NMPM, Lea
County, New Mexico, are hereby pooled to form a standard 80-acré
0il spacing and proration unit to be dedicated to a well to be
drilled at a standard location thereon.

PROVIDED HOWEVER, that the operator of said unit shall
commence the drilling of said well within 60 days. following
completion of the well on the lands pooled by Order No. R-7016
in Case No. 7614 and shall thereaffer continue the drilling of
said well with due diligence to a depth sufficient to test the
Strawn formation;

PROVIDED FURTHER, that in the event said operator does not
commence the drilling of said well within the time period
described immediately above, Order (1) of this order shall be
null and void and of no effect whatsoever, unless said operator
obtains a time extension from the Division for good cause shown,

PROVIDED FURTHER, that should said well not be drilled to
completion, or abandonmeiit, within 120 days after commencement
thereof, said operator shall appeaxr bcfcxe the Division Directon
and show cause why Order (1) of this order should not be
rescinded.

"{2) That Inexco 0il Company is hereby designated the
operator of the subject well and unit.

(3) That after the effective date of this order and withir
90 days prior- to commencing said well, the operator shall -
furnish the Division and each known working interest owner in
the subject unit an itemized schedule of estimated well costs.

_ (4) That within 30 days from the date the schedule of
estimated well costs is furnished to him, any non-consenting.
working interest owner shall have the right to pay his share ofl
estimated well costs to the operator in lieu of paying his shar*
of reasonable well costs out of production, and that any such
owner who pays his share of estimated well costs as provided
above shall remain liable for operating costs but shall not be
liable for risk charges.

{5) That the operator shall furnish the Division and each
known working interest owner an itemized schedule of ‘actual well
costs within 90 days following completion of the well; that if
no objection to the actual well costs is received by the
Division and the Division has not objected within 45 days

P

-
-




b
Case No. 7615
Ordexr No. R-7017

following receipt of said schedule, the actual well costs shall
be the reasonable well costs; provided however, that if there is
an objection to actual well costs within said 45-day period the
Division will determine reasonable well costs aftexr public
notice and hearing.

- (6) That within 60 days following determination of
reasonable well costs, any non-consenting working interest ownexr
who has paid his share of estimated costs in advance as provided
above shall pay to the operator his pro rata share of the amount
that reasonable well costs exceed estimated well costs and shall
receive from the operator his pro rata share of the amount that
ecstimated well costs exceed reasonable well costs.

{(7) That the operator is hereby authorized to withhold the
following costs and charges from production:

(a) The pro rata share of reasonable well
costs attributable to each non-consenting
working interest owner who has not paid
his share of estimated well costs within
30 days from the date the schedule of
estimated well costs is furnished to him.

(B} As a charge for the risk involved in the
drilling of the well, 200 pexcent of the
pro rata share of reasonable well costs
attributable to each non-consenting
working interest owner who has not paid
his share of estimated well costs within
30 days from the date the schedule of
estimated well costs is furnished to him,

(8) That the operator shall distribute said costs and
charges withheld from production to the parties who advanced
the well costs.

{8) That $2949.00 per month while drilling and $322.00
per month while producing are hereby fixed as reasonable
charges for supervision f(combined fixed rates); that the
operator is hereby authorized to withhold from production the
proportionate share of such supervxslon charges attributable
to each non-consenting working interest, and .in addition
thereto, the operator is hereby authorized to withhold from
production the proportionate share of actual expenditures
required for operating such well, not in excess of what are
reasonable, attributable to each non~consenting working
interest.

aby
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{(10) That any unsevered mineral interest shall be
considered a seven-eighths (7/8) working interest and a
one-eighth (1/8) royalty interest for the purpose of
allocating costs and charges under the terms of this order.

(11) That any well costs or.charges which are to be paid
out of production shall be withheld only from the working
interest's share of production, and no costs or charges shall
he withheld from production attributable to royalty
interests.

(12) That all proceeds from production from the subject
well which are not disbursed for any reason shall imnrediately
be placed in escrow in Lea County, New Mexico, to be paid to
the true owner thereof upon demand and proof of ownership;
that the operator shall notify the Division of the name and
address of said escrow agent within 30 days from the date of
first deposit with said escrow agent.

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

DONF at Santa Fe, New Mexico, on the day and year
L Aiede designated.

.STATE OF NEW MEXICO
IL CONSERVATION) DIVISION

JOE D. RAMEY
Director

Wy
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INEXCO Ol COMPANY

BREAKDOWN OF ACREAGE OWNERSHIP

NE/4 Sec 23-T17S, R3?E  lLea County,New Mexlco

Inexco 011 Company

AH 1980 Program, Inc
Loveless

David

McMillan

Sehilcher 'ka?l;Cka)

Exxon

47.42838 %

26.00912 %

9.17969 %

7.64974 %

v’
4
s.60101 7 ¥
_
>
v

1.95833 %

2.08333 %
100.00000 %

vz Cﬁﬂ
Sy mt-connid

BEFORE EXAMINER NUTTER
~ OlL CONSERVATION DIVISION
T Sxo EXHIBIT NO. _ 2>
CASE NO. 264 oud Il
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June 1

SEFORE EXAMINER NUTTER
’ OlL CONSERVATION DIVISION
1-xWefto EXHIBIT NO._ D

| CASE NO. 7ot Awd 261 §7

§ Sppgpmenny

Exxon Company
P.0. Box» 1600
Midland, Texas 79701

Att: Mr., Orr

JM Re: Proposed Strawn Test ’
/ 4 . { & NWRE Sec 23-T17S, R 37E —, :
Q . /w‘t SENE Sec 23-T17S, R 37E M
Humble City Prospect NM 181
}7’ Lea County, New Mexico

e e

Gentlemen:

Please be advised that Inexco 0il Company has filed an application for
force pooling on the referenced locations in the event we are unable
to reach a timley trade with your Company. We are presently drilling
at about 7,700 ' in our f##f 1 Daughterty located in the NWNW Sec 24-T17S,
R37E, and wouild like to move the rig from the Daugherty into the NWNE
Sec 23 T-17S, R37E, and commence drilling an 11,800 foot Strawm test.

In the event the logs and other material forwarded to Exxon did not reach
you I enclose for your review to assist you in your recommendation
the following materials:

1. Compensated Neutron Formation Density Logs
Lottie York # 1 NESE Sec 14-T17S8, R37E

. Dual Induction- SFL Log Lottie York #f 1

. Mud Log Lottie York # 1

LN

appreciate as prompt of a response as possible. The hearing for the force
pooling action will take place on June 23, 1982 in Santa Fe, New Mexico.

We originally contacted Fxxon by lerter dated April 8, 1982, we would

| We look forward to hearing from you and consumating a trade.

LIT/bkb ‘
CC/ LDM Associates,
Fred J. Schlicher ; 6

AR 1980 Program, Inc ' 7

Tt C OMPANY BURITMEACS » S0TE WL D11 HIG ARG CROSS. < SOUSIOT S TERASATH Sy

et




INEXCO OIL COMPANY

April 8, 1982

Exxon Company, U.S.A.
P. 0. Box 1600
Midland,” Tx. 79701

Attn: Land Department

Re: Proposed Strawn Tests
Humble City Prospect NM18]
NW/4NE/4 Sec. 23-T17S, R37E
SE/4NE/4 Sec. 23-T17S, R37E
Lea County, New Mexico

Gentlemen:

Inexco 0i1 Company hereby proposes. subject to management approval, the
drilling of two Strawn tests, each to an approximate depth of 11,800
feet at legal locations as more particulary described in the reference
hereinabove. The estimated cost for each test will be approximately
$1,111,400.00 for adry hole and $1,615,000.00 for a completed well.

Our review of the E/2 Section 23-T17S, R37E shows you to own or-céntro]
an-unleased mineral interest of 2.08333% or an undivided 6.67 acres.

We would appreciate your prompt consideration to one of the following
proposals: ‘

1. Grant a lease providing for 1/4 royalty, 3 year term and
$1.00 per acre delay rentals.

2. Join in the drilling of the test wells as to your prorata
shiare. {AFE and Operating Agreement will be supplied
upon request).

Since we need as much time as possible in order to schedule rigs, we
look forward to your response or alternate proposal within the next
thirty (30) days.

Very truly vours,

[ )

. Tacconi
lLandman

LdT/mf

/6

INEXCO Oft COMPANY BUHDING * SUTE 201 + 21| HIGHIAND CROSS » HOUSTON, TEXAS 77073 + (713) 4432932
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S0 344 00 680 ASSIGNMENT AND AGREEMENT

THIS ASSIGNMENT AND AGREEMENT made and entered into this 2A%H
day of Ockeber , 1981, by and between CHARLES C. LOVELESS, JR.
and wife, NADINE LOVELESS, (hereinafter sometimes called "Lovelegs'),
DAVID PETROLEUM CORP., a Texas corporation, (hereinafter sometimes
called '"David"), and COLIN R. McMILLAN and wife, KAY McMILLAN,
(hereinafter sometimes called "McMillan"), whose address is 714
Petroleum Building, Roswell, New Mexico 88201 (all of whom are
sometimes collectively referred to as “LDM"), as Assignors, and
INEXCO OIL coméANY, whose address is 1100 Milam Building, Suite

1900, Houston, Texas 77002 (hereinafter called '"Inexco"), as

Assignee.

WITNESSET ‘H: «

For consideration of the cash payment hereinafter: noted, and

in further consideration of the mutual covenants hereln contained, .
and upon the terms and conditions herein set forth, the parties

hereto agree as follows:

| 1. Definitions. For the purposes hereof, the following
terms shall have the following designated meaning:

(a) Leasehold Estate: The entire interest in and to
those certain 0il and Gas Leases described in
Exhibit "A" attached hereto, recorded in the
Office of the County Clerk of Lea County, New
Mexico, inscfar as each of said leases cover any
part of the Subject Land, subject to the Lesscor's
royalty reserved in each such lease

(b) Subject Land: The following described land situated
in Lea County, New Mexico:

Township 17 South, Range 37 East, N.M.P.M.

Section 13: . All
Section 14: NE%, Sk
Section 23: All
Section 24: All

containing 2,400 acres, more or less.

(c) Initial Test Well: The initial test well to be

: drilled within the SELSEY% of Section 14 of the
Subject Land at a location to be mutually agreed
upon between the parties.

(d) Objective Depth: The Lower Mississippian formation
- : expected to be encountered-at approxlmately 12,300
3 . ' feet subsurface. ; )

BEFORE EXAMINER NUTTER
_ Ol CONSERVATION DIVISION
(> EXHIBIT NO. _4
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(e) Casing Point: ‘That point in time when the Initial
Test Well has been drilled to the Objective Depth
and has been adequately tested so that a decision
is to be made vhether to plug and abandon said
well as a dry hole or to set casing to the Objective
Depth or a shallower depth in an attempt to complete
salid well as a producing well.

»
~ .
on

(f) Test Well Proration Unit: The acreage in Section
14 of the Subject Land dedicated to the Initial
Test Well pursuant to the rules and regulations of
the 0il Conservation Division of the New Mexico
Energy and Minerals Department. Upon dedication
of said acreage to the Initial Test Well, Inexco
shall execute an Affidavit, in the form set forth
in Exhibit "B" attacihed heretc, designating the
description thereof and shall record the same in
the office of the County Clerk of Lea County, New
Mexico. Said recorded Affidavit shall be binding
on the parties hereto, their respective heirs,
successors and assigns, and shall constitute
Notice of the specific description of said Test
Well Proration Unit. If the Initial Test Well is
plugged and abandoned as a dry hole, the SE4SEY of
said Section 14 shall be designated as the Test
Well Proration Unit.

{g) Area of Interest: The following described land in
Lea County, New Mexico: )

Township 17 South, Range 37 East, N.M.P.M.

Section 13: All
Section 14: All
Section 23: All
Section 24: All

(h) LDM Override: The overriding royalty interest
reserved by LDM hereinbelow. .

(i) LDM Option: The option of LDM to convert the LDM
Override to a working interest as provided herein-
below.

(j) Joint Operating Agreement: A Joint Operating
Agreement to be entered into between the parties
hereto, a copy of which is attached hereto as
Exhibit "C".

2. In the proportions of 31.25% by Loveless, 37.5% by
Devid and 31.25% by McMillan, LDM hereby assigns, sells and
cOnveYs to inexco, its successors and assigns, the following
interésts in and £o all right, title and interest in the
Leasehold Estate, together with the rights incident thereto:

Part I: The entire interest in the Leasehold Estate in the

Test Well Proration Unit, subject to the LDM

"Override and the LDM Option.
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?ART II1: An undivided 75% interest in the balance of the
Leasehold Estate, excepting the Test Well Proration
Unit. The assigned interest and the retained
interest in this Part 11 are subject to the Joint
Operating Agreement.
3. 1n the proportion of 31.25% to Loveless, 37.5% to David
and 31.25% to McMillan, LDM reserves an overriding royalty interest
equal to 1.25% of all of the oil, gas and other hydrocarbons in
and under and that may be produced and séved from the Test Well
Proration Unit in the Leasehold Estate assigned hereby. Said
overriding royalty shall be computed and paid at the same time
and in the same manner as royalty is computed and paid to the
lessor under the terms of said 0il and Gas Leases, and shall be
free and clear of all costs, claims and charges except gross
production taxes and taxes of a similar nature.
4. . Inexco shall promptly notify LDM when Casing Point has
been rcached. Notice shall‘be given by telephone to the first of
the following representatives of LDM that Inexco is able to

contact by telephone, Area Code 505, namely:

Name Ooffice Phone Home Phone
Edward David 622-8850 " 622-5267
Colin R. McMillan 623-1225 623-4086
Charles C. Loveless 622-1958 622-7313
Fred schlicher 623-8800 622-7320

Upon rquipt'of said notice by LDM as above provided, Loveless,
David and McMillan, individually, shall each have the option to
convert his proportionate share of the LDM Override to the following
specified interests in the Leasehold Estate covering the Test

Well Proration Unit:

David 37.50% of 25%

McMillan 31.25% of 25%
Loveless 31.25% of 25Y%

Said Option shall be exercised by giving notice of the exercise

thereof by telephone to Inexco within 24'hours after LDM has

received notice from Inexco that Casing‘Point has been reached.
Notice to Inexco shall be given to the first of the following

representétives of Inexco that LDM is able to reach:
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‘Name Office Phone Home Phone
Mike Vosbein ) 713-651-3486 713-358-5881
M. L. Feldian 713-651--3404 713-334-2946
L. J. Tacconi 713-651~3483 713~-367~1986

Failure of LDM to notify Inexco of its exercise of the option
shall be deemed an election to convert the LDM Override to the
above stated interests in the Leasehold Estate covering the Test
Well Proration Unit if Inexco attempts to complete the Initial
Test Well as a producing well., Faillure by LDM to notify Inexco
of its exercise of this option shall be deemed an election to
retain the LDM Override if Inexco elects to plig and abandon the
Initial Test Well as a dry hole.

In the event any party attempting to give notice by telephone
is unable to make telephone contract with any of the specified
parties within a period of 3 hours, the notice may then be given
by telegram and notice shall be deemed to have been given when
said telégram‘is delivered to the addressee.

As to each of Loveless, David and McMillan who exercise the
option to convert his share of the LDM Override to said ihterest
in the Leasehold Estate covering the Test Well Proration Unit,
tﬁat part of ﬁhe LDM Override shall terminate, effective at
Casing Point and Inexco will reassign to the party so electing
the spcciiiéd interest in the Leasehold Estate covering the Test
Well PrQFation‘Unit together with a like interest in all casing,
equipment and all other personal pioperty then appurtenant
thereto. Said assignment shall be free and clear of any burdens
thereon hereafter created by Inexco or its successors. The party

receiving such assignment shall simultaneously execute and deliver

to Inexco a release of its share of the LDM Override. Thereupon
the .relationship of the parties owning an interest -in the Leasehold
Estate covering the Test Well Prorétiqn Unit shall be controlled
by the Joint Operating Agreement.

5. Inexco assumes and agrees to perform its proportionate
‘part of any duties owed'ihe lessor undexr the tgrms of said 0il
and Gas Leases, including the payment of ény shut—in‘r0yalty
paymentsiihat’may be necessary to maintain saidiLeases in effect

it N
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or that may become due under said Leases. In the event LDM
elects to make any shut-in royalty payments, Inexco agrees to
reimburse LDM for its proportionate share of the amount of said
payment within thirty (30) days after receipt of invoice therefor.
6. On or before January 1, 1982, Inexco agrees to commence
or cause to be commenced the Initial Test Well and thereafter
drill the same with due diligeﬁce to the Objective Depth. Prior
to Casing Point, all costs and expenses pertaining to the drilling
and testing of the Initial Test Well attributable to the Test
Well Proration Unit in the Leasehold Estate shall be borne solely
by Inexco. After Casing Point, Inexco and each of LDM as have
exercised the LDM Option shall bear all costs and expenses per-
taining to the drilling, testing, completing, equipping and
operating-of the Initial Test Well attributable to the Test Well
Proration Unit in the Leasehold Estate. Prior to Casing Point.
Inexco agrees to indemnify LDM, their agents and employees, and
to hold them harmless from and against all claims, demands,
actions and causes of action (including costs of defending the
same) for injuries to or‘death of any and all pefsons and damage

to property arising out of or connected with their operations on

~the Test Well Proration Unit of the Leasehold Estate aséigned

ﬁereby. After Casing Point, Inéxco, and such of LDM as have
exercised the LDM Option, agree to so indemnify suclhh of LDM as
have~no€'éxercised the LDM Option.

In fhe‘event the Initial Test Well is not timely commenced,
or, having been timely commenced, is not diligently drilled to
the Objective Depth or if Inexco otherwise fails to comply with
the obligaﬁions hereof, the rights assigned heresunder shall
terminate and Inexco shall immediately reassign its entire
interest in the Leasehold Estate to LDM. The obligation to
reassign and the forféiture of the bonus consideration paid by
Inekco shall be the sole liability of Inexco for failure.to so
commence and drill: said well. | y

7. ‘LDM is negotiating toracquire oil and"gas leases or

farmout agreements‘covering.additionai intefeststin'thezsghjegt

ES
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Land. 1If said leases or agrcements are obtained prior to commence-
ment of the Initial Test Well, Inexco shall reimburse LDM for the
entire cost therveof and the interest so acquired shall constitute
part of the Leaschold Estate. Assignments shall be executed to
create the interests of the parties therein in accordance with
.Paragraph 2 hexceof. LDM and Inexco further agree that, so long

as:

(a) Inexco, its successors and assigns, retain the
rights assigned liereby, and

(b) Any of the leases assigned hereby or pursuant
hereto remain in force and effect,

any acreage acreired within the Subject Land after commencement
of the Initial Test Well, or any acreage acquired before or after
the commencement of the Initial Test Well which is not part of
the Subject Land but is part of the Area of Interest, shall be
subject to thlie option of each non~acquiring party hereto to pay
its proportionate share of the purchase price and receive an
assignment of its proportionate share of the acreage so acquired.
Said aption must be exercised in writing within 30 days of receipt
of the offer from the ac§uirihg party. Failure to respond within
said period shall be deemed as an election not to participate.

I1f said option is exercised by all non-acquiring parties, the
proportionate share of the parties shall be 7.8125% to Loveless,
9.375% EoADavid, 7.8125% to McMillan, and'75% to Inexco. Should
any non-acquiring ﬁarty fail to exercise itS‘option, the speci-
fied proportionate part of the acquired‘acreagerofﬁetedfto said
party may be reoffered to each remaining nén—acquiring party
electing to exercise its option on a proportionate basis and upon.
the same terms as set forth hereinabove, or retained by the
acquiring party, at its sole election. Any interest acquired
pursuant tﬁ;this-paragraﬁh;shall'become part of the Leasehold

Estate.

8. Except as required in Paragraph 4 hereof pertaining te

the LDM Option, any notice hereunder shall be.given by certified
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mail or telegram confirmed by certified mail. Each such notice

shall be given to the parties at the addresses stated hereinabove
or at such other addresses as the parties may deéiqnate by certi-
fied mail from time to time.

9. Inexco agrees to pay LDM a cash consideration of
$330,445.00 for the interest in the Leasehold Estate assigned to
Inekco hereby to be paid upon delivery of this Assignment and

Agreement.
10, If any party hereto sheould at any time desire to
surrender any part of the Leasehold Estate to the lessor as to
all or any portion of the Subject Land, said party. for the
purposes of this paragraph, shall be called "Assignor!", and the
rionassigning parties, for the purpose of this paragraph, shall be
called '"Assignee'". Assignor shall teunder to Assignee a reassign-
ment of the Leasehold Estate as to that part of the Subject Lands
sought t¢o be surrendered at ieast forty-five (45) days prior to
the date Assignor intends to surrender said lease as to said
land. If some but not all of the Assignee shall fail to accept
the reassignment within twenty (20) days from the time it is
tendered, Assignor shall tender the unaccepted reassignments to
the Assignee who has accepted the previously tendered reassign-
mént. If reqssignment of the entire interest tendered hasrnot
been accepted within twenty (20) days after the first tender or
ten,(loj‘days after the subsequent tender, Assignor shall be free
to surrender the lease as to such lands. If the reassignment of
the Assignor's interest is accepted by all or some of the Assignee,
the accepting Assignee shall save, hold and protect Assignor
harmless from all rentals and liability of> whatsoever character

subsequently accruing with respect to the lands covered by the

reassignment.
11. Despite anything héreinto the contrary, the rights and
duties of‘the'parties‘héreto shall be several and not jdiht;_and

nothing herein contained shall create a partnership or joint

3 ventmre‘he£3eenAany<of)£he parties hereto.
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12. In the event any 1edse in the Leasehold Estate covers
an interest in that part of the Subjéct Land described therein
less than the entire fee simple 0il and gas mineral estate in
that land, tlie overriding royalty reseérved in Paragraph'3khereof
and the interest to be reassigned to LDM pursuant to Paragraph 4
hereof in said lease shall be reduced proportionately.

13. This Assignment is made without warranties of title,
either express or implied, covers an interest in the 0il and-Gas
Leases creating the ;easehold Estate and any extensions and
renewals thereof, and the provisions hereof shall bind ang
benefit the parties hereto and their respective heirs, personal
represehtatives, successors and assigns.

EXECUTED the day and year first above written.

'\Cé’(’wu 4 L&M,, = ()/7

Charles C. Loveless, Jr. /VFS

’

. // fﬁ(»{,< et (7>1.a~(__{_'r ke
Nadine Loveless

DAVID PETROLEUM CORP.

'd
BY
Edward David, Pres 1dent

(0 [l

Colin R. McMillan

Al
Kay McMillan

- I '
N -+ = .., - -
. ko hrkond ad R
CATE DT“,‘ H A

e .. k : INEXCO OIL COMPANY

SRE Y
. . \ "/- / W
/7~/,,E d_,,/,, / s

"1'"""1"1" Sceretary '*wﬂha'n G. Soodwin, Vice- Presadent

STATE OF NEW MEXICO’ )
4 ) ss. ;
COUNTY OF CHAVES ) \\;;.1 U

~The r-fare"cin" instrument was =f~‘mnw1adgecj before me thlsn\
A I

2/ day of s i/ ’ 1981 by Charles C. Lo‘veless, Jr. <
and Nadine Loveless, his wife. -~ ) : .;._ ./, s

C /I£ uJ 2 7/) @' (—..‘!/’)1,&‘ g t.

"/ MNotary Public L e

My Commission Expires: . ‘ e

./-/ZS Y

-8—
*Subject ‘_t'a Conditional Letter of Acceptance of December 1, 1981 W
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: STATE OF NEW MEXICO )
) ss.
COUNTY OF CHAVES )
The foregolng 1nst1ument was acknowledged before me thl
/// day of Aorri e, 1981 by Edward David, President- Qﬁ\" :" )
David Petroleum Corp., 'a Texas corpoxatlon, on behalf uf sald fon
corporation. S A O
ey - ~ v
. H “r, » -
( /L‘/’(tl //} ""w/ Q///{/rl\ < ":r,\ ’ ;: .
4 ol

¢ Notary Public L. Ye.,
My Commlission Expires:

/”//\ '(S:L/

v
I“
"

’
nnnnnnnnnn

STATE OF NEW MEXICO

Nt Nt S
0
9]

COUNTY OF CHAVES

The foregoing instrument was acknowledged before me this -
7/% day of ,(LJ/f esienr o+ 1981 by Colin R. McMillan and_Ko\_gL’f i

McMillan, his wife. ) "L
~ “
v "IT\ \n"‘.
/L/tt 77/}) [)/é(,)///(/»z\_ - ) ./ ':
P Notary Public i e, S =
My Commisson Expires: "-, o e
/=105 -
STATE OF Texas )

e ) ss.
COUN'I‘Y OF Harris )

j;— The for oing instrument was acknowledged before me this
/ o qay of. M, 1981 by _ William G. Goodwin .
" A¥ice  President of Inexco 0Oil Company, a

: .\.corporatiom -on behalf of said cormMn / /

o

Notary Public

[~ ¢rimer




EXHIBIT "A"
TO ASSIGNMENT AND AGREFMENT

Prospec: NUMBLE CITY T-17-$, R-37=E, NMPM County State New Mexico
SCUEDULE OF LECASES
) . Recording

Lease Land Data Gross
Date Lessor Lesseec Description Book/Page Acres .Term
10-9480 Roderick J. Skidmore Donald E. Blackmar Sec. 13: Sk 333/408 320 5 vears
10-9-80 Charlotte M. Gleason Donald E. Blackmar Sec. 13: 84 331/870 320 5 years
10-9-80 Pauline Lzwson Bailey, etvir Donald E. Blackmar Sec. 13: Sk 331/615 320 5 years
2-27-81 Hazel 0. Cunningham, et al J. P. Carnes, Inc. Sec. 13: Sk 335/783 320 3 years
3-4-81 Maxine Raburn, et vir J. P. Carmes, Inc. Sec. 13: 8% 337/177 320 3 years
4-7=81 Roy G. Barteon J. P. Carnes, Inc. Sec. 13: Sk 337/20 320 3 years
5-3-81 Promco, Inc. J. P. Carrves, Inc. Sec. 13: Sk 338/252 320 3 years
5~-22-81 Bryant Williams, Trustee J. P. Carnes, Inc. "Sec. 13: Sk 338/254 320 3 years
6-19-81 | Ruth A. White, Exec. J. P. Carnes, Inc. Sec. 13: sk 339/64- 320 3 years
6-22-81 Sally Hunter Trollinger J. P, Carnes, Inc. Sec. 13: 8k 339/66° 320 3 years
6-25-81 Ruby Webster March J. P. Carnes, Inc, Sec. 13: sk '339/88- 320 3 years
6-18-81 W. T. Mendell "J. P. Carnes, Inc. Sec. 13: Sk 339/243 320 3 yeats
5-1~81 Charles Francis Bedford,etal J. P. Carnes, Inc. Sec. 13: 8% 340/25 320 "3 years
6-25-81 Jessie B. Crump, et al Donald E. Blackmar Sec. 13: Sk 341/751 ‘ 320 2 years
7~29-91 First Nat'l Bank, Midland B ‘

% Jessie Blesins Crump Donald E. Blackmar Sec. 13: sk% 341/808 320 2 years
A-18-81 Ford M. Boulware J. P. Carnes, Inc, Sec. 13: Sk 341/608 320 3 years
6-25-81 Mrs. Grace Beck J. P. Cdarnes, Inc. Sec. 13: Sk 339/476 320 3 years
6-22-81 Dwight L. Huntev J. F. Carnes, Inc. Sec. 13: 8k 339/478 320 3 years
6~26-81 David D. Wakefield J. P. Carnes, Inc. " Sec. 13: sk 339/474 320 3 years
6-26-81 Robert W. wWakefield J. P. Carnes, Inc, Sec. 13: 8% 340/28 320 3 years
6-26-81 Frarnk Grier Wakefield J. F. Carnes, Inc. Sec. 13: Sk 341/194 320 ., 3 years
7-1-81 Austin C. Millspaugh, Indiv.&I.ExJ. P. Carnes, Inc. Sec. 13: Sk 339/698 320 . 3 years
7-14-81 Mrs. Amna Cladire Beazley, _ .

Hendersou, et al J. P. Carnes, Inc. Sec. 13: Sk 340/238 320 4 years
7-16-81 Helen Schneemann Straus’, : ‘

et al J. P, Carnes, Inc. Sec., 13: Sk 340/134 320 3 years*




EXHIBIT "aA"
. TQ ASSIGNMENT AND AGREEMENT
Prospect HUMBLE CITY T=17-8, R=-37~E NMHPM County Lea State ZGZ Mexico
SCUEDULL OF LEASES
Recording
Leassa Land Data ‘ Cross
Date Lessor Lessee Description Rook/Page Acres " Term
7-28-81 John Bavard Tweedy,
Ind. Exec. J. P. Carnes, Inc. Sec. 13: Sk 340/634 320 3 years
6-25-81 Norma L. Clarke J. P. Carnes, Inc. Sec. 13: Sk 340/30 320 3, years
7-28-81 A. M. Tweedy, Jr., Indiv.-
A & Ind, Exec, . J. P. Carnes, Inc. Sec. 13: sk% 340/636 320 _ 3 years
7-28-81 Elizabeth R. Syxes, Indiv.: o
& Ind. Exec. J. P. Carnes, Inc. Sec. 13: Sk 340/507 320 , .3 years :
6-18-81 Edith Ansor ; _
. ©¢ith Anson Boulware J. P. Carnes, Inc. Sec. 13: gk 343/925 320 A 3 years
~-28-~ 2ong 1 . erc > 3. GEL .
W-QW-MW mJJmMM w w«mN( J. P. Carnes, Inc. Sec. 13: SEY% 343/892 160 3 years
< : ona - Byers .J. P, Carnes, Inc,. Sec. 13: Swk 343/894- 160 . 3 yeéars




Page 2

EXHIBIT "A"
TO ASSIGNMENT AND AGREEMENT

Prospec: HUMBLE CITY T-17-5, R~37-E, NMIM County Lea State New Mexico
SCHEDULE OF LEASES
Recording
Lease _ Land Data Gross
Tate Lessor ) Lessee Description Book/Page Acres Term
3-11-81 Ross L. Elliott, et al J. P. Carnes, Inc. Sec. 13: NWk 336/171 160 3 years
3-11-81 A. B. Waldron, Jr., et al J. P. Carnes, Inc. Sec. 13: NW% 335/64% 160 3 years
10-4-80 Marie Jane DeVoss Donald E. Blackmar Sec. 13: NW 331/709 640 5 years
- , Sec. l4: NEl; .
Sec. 23: EX ' .
3-20-81 lst National Back, Roswell Donald E. Blackmar Sec. 13: zzw 335/718 320 3 years
Sec. 24: SEX . .
1-19-81 Jogeph Richard Nickson,etux Donald E. Rlackmar Sec. 13: NWk; 334/48 640 3 years.
, Sec. l4: NEY;
Sec, 23: Ek _
1-19-81 Martha Nickson Dorald E. Blackmar Sac. 13: Nwk; 334/44 640 3 years
Sec. l4: NEY%;
o Sec. 23: Ek4
1-19-81 John YNickson Bezxrs, et ux Donald E. Blackmar Sec. 13: NWk. 334/46 640 3 years
Sec. l4: NEk;
: Sec., 23: E4% -
3-3-81 Clarence V. Shelfer, et al J. P. Carnes, Inc. Sec. 13: NE% - 335/720 240 3 years
Sec. 24 3%NWY ;
1-14-81 Jerry Cypert, et ux Donald E. Blackmar Sec. . i3: NEX; 334/230 800 ¢ 3 years
See. 14: Sk _ s
tSec. 23: W i
3-12~81  Sharon Bishop, et al Donald E. Blackmar - Sec. lb4:.S% 338/420 640 3 years

Sec. 23: Wk

vaha
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EXHIBIT "A"

TO ASSIGNMENT AND ACREEMENT

T-17-8, R-37-E, NM2M County Lea State New Mexico
SCHEDULE OF LEASES
e Recording
(wmuv Land Data Gross
Date Lessor Lessee Description Book/Page Acres Term
4w7-81 Roy G. Barton, Jr., et ux J. P. Carnes, Irc. Sec. l4: NEX
1-31-81 H. Dillard Schenck, et al Donald E. wwmowamn Sec. 14: zmm WWM“MMQ\ wmw w WMMMM
1-16-81 Albuquerque National Bank, Donald E. Blackmar Sec. 14: NEk; 334/374 480 3 years
. Trustee Sec. 23: EY4 ,
16-9-8¢C Edna P. Pruiertt Donald E. Blackmar Sec. 14: NEk; 331/609 480 5 years ,
Sec., 23: E!
bluuww Roy G. Barton, Jr.. <t ux J. P. Carnes, Inc. Sec. l4: mw 337/22 320 3 wumwm
1-15-81 Lottie L. Holloway York Donald E. Bluckmar Sec. 1l4: Sl - 334/54 640 K] wwnnw
o . Sec. 23; w!
1=-16~81 E. W. Stratman, et al Donald E. blackrmar Sec. l4: mm 335/141 640 4 years
) Sec. 23: W .
1-15-81 Frances Murle Crow ‘Donald E. Blackmar Sec. l4: mmn 334/52 640 3 years
Sec. 23: Wi _
5-26-8! Rudney Carter Donald E. Blackmar Sec. l4: NEX; 338/370 440 3 yrs from 1-19-81
Sec. 24: NEXNEY;
NLNWk;
: SWk , ,
5-26-8"1 Powhatan Carter, III Dorald E. Blackmar Sec. l4: NEX; 338/373 440 3 yrs from 1-19-81
: Sec. 24: NEMNEYL; .
NisNWY%;
« . SWk . L I
5-26-81 Beverly Anm Carter Overton Donald E. Blackmar Sec, l4: NEk: 338/376 440 "3 yrs from 1-19-81
Sec. 24: NEYNEX; ,
. NENWh ;-
SWi' o
5-26-81 Powhatan Carter, Jr.,et ux Donald E., Blackmar Sec. 24: NERNEY; 338/379 360 3 yrs from 1-19-81
| : NWY; SWy | R
+ 5-26-81 Anderson Carter I1I, et al Donald E. Blackmar Sec. l4: NE4 338/382 440 3 yrs from 1-19-81
Sec. 24: NEYNEY; g , '
Ny NWi;
SWk

Cala




Prospect

EXRIBXIT "A"
TO ASSIGNMENT AND AGREEMINT

MBLE CITY T-17~S, R=37-E, NMEM County Lea State New Mexico
- SCHEDULE OF LEASES
< Recovrding
™ Lease Land . Data Gross
.. Date Lessor Lessee Description Book/Page Acres Term
3-5-81 Evelyn Elizabeth Machen J. P. Carnes, Inc., Sec, 23: Ek% 335/285 320 3 years
Lﬂﬂw - 3-13-81 r%uau,momn Lindh, TIadivid. J. P. Carnes, Ianc. Sec. 23: Ek4 335/545 320 3 years
~ and as Trustee
1-16-81 Beatrice Zappe Donald E. Blackmar Sec. 23: W 334/50 320 4 wmm%a
- 10-4-83 Rotert E., Daughtry, et ux Donald E. Blackmar Sec. 24: NEYNEY% & 331/617. 360 5 years
W
. 10-4-80 Peggy M. Daughtry Donald E. BRlackmar Sec. 24: NEYNEY & 331/619 360 5 years
W , y
10~4-80 Joe W. Huff Donald E. Blackmar Sec. 24: NEYNEY & 331/611 360 5 years
. . Ws v
20 Ruth Daughtry Huff Donzld E. Blackmar Sec. 24: NERNEYL & 331/613 360 5 years
"W w .
James Roy Tomlinson J. F. Carnes, Inc. Sec. 24: SEYLNEL & 335/143 120 3 years
W4NEY ) .
1 Anderson Carter, et ux Donald E. Blavkmar Sec. 24: NEYRNEY%; 339/245 360 3 yrs from
, - Nwi; Swi 1-19-8%
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EXHIBIT "B"

AFFIDAVI'®
STATE OF NEW MEXICO )
) ss8.
COUNTY OF LEA )

Before me, the undersigned authority, on this day personally

appeared ;o of Inexco

0il Company, of lawful age, who being by me first duly sworn, on
his oath deposes and says as fdllows:
That in accordance with Paragraph 1(f) of that certain

Assignment and Agreement dated between Charles C.

Loveless, Jr., et al, and Inexco 0il Company, the following land

in Lea County, New Mexico, is designated as the Test Well Proration

Unit for the well described below, pursuant to the rules and
regulations of the 0il Conservation Division of the New Mexico
Energy and Minerals Department:

. Township 17 South, Range 37 East, N.M.P.M.

Section 14:
containing __ acres, more-or less.
That the Initial Test Well drilled on said ______acre tract,
known as the wWell, is located feet from
‘the line and __ _ feet fxom the ___  line of said

Section 14, and {completed as a producing well in the

formation in the interval between _ feet and
feet subgurféce.] {plugged and abandoned as a dry hole.}

Further affiant saith not.

SUBSCRIBED AND SWORN TO before me this day of

1981.
Notary Public in and for
My Commission Expires: '~ Lea County, New Mexico

STATE OF NEW MEXICO )
N , ) ss.
COUNTY OF LEA )

The foregoing instrument was acknowledged before me this

day of" . 1981 by ,

President of Inexco Oil Company, a '
corporation, on behalf of said corporatlon.

'My Commission Expires: T Notary Public
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between _L*Q.Wang___,
, hereinafter designated and
referred to as "Operator”, and the signatory party or parties other than Operator. sometimes hereinafler
referred to individually herein as “Non-Operater’”, and collectively as *Non-Qperators”,

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas in-
terests in the land identified in Exhibit *A", and the parties hereto have reached an agreement to explore
and develop these leases and/or oil and zas interests for the preduction of oil and gas to the extent and
as hereinafter provided:

NOW, THEREFORE, it is agreed as follows:

ARTICLE L.
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings nere ascribed
to them: .

A. The term “oil and gas" shall mean oil, gas, casinghead zas, gas condensate, and all other liquid
or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to
limit the inclusiveness of this term is specifically stated.

B. The tarms “oil and gas lease”, “lease” and “lease.‘;Qtd" shall mean the oil and gas leases cov-
ering tracts of land lying within the Contract Area which are owned by the parties te this agresment.

C. The term “oil and gas interests” shall mean unleased fee and mineral interests in tracts of
land lying within the Contract: Area which are owned by parties to this agreement.

D. The term “Contract Area” shall mean all of the lands, 0il and gas leasehold interests and ail
and gas interests intended to be develoged and operated for oil and gas purposes under this agreement.
Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A'

E. The term “drilling unit” shall mean the area fixed for the crilling of one well by order or rule’
of any state or federal hody having authority. [f a drilling unit is not fixed by any such rule or order,
a drilling unit shall be the drilling unit as established by the pattern of dnumg in the Contract Area
or as fixed by express agreement of the Drilling Parties.

F. The term “drillsita” shall mean the oil and gas lease or interest on which a proposed well is to
be located.

G. The terms “Drilling Party” and “Consenting Party’” shall mean a party who agrees to join in
and pay its share of the cost of any operation conducted under the provisions of this agreement.

H. The terms “Non-Drilling Party” and “Non-Consenting Party” shall mean a party who elects
not to participate in a pruposed operation.

Unless the ‘context otherwise clearly indicates, words used in the singular include the plural, the
plural includes the singular, and the neuter gender includes the masculine and the feminine.

ARTICLE H.
EXHIBITS

The following exhibits, as mdxcated below . and attached hereto, are incorporated in and made a
part hereof:
X A. Exhibit "A" shall mclude the following mformatma.
(1) Identification of lands subject to agreement,

(2) Percentages or fractional intsrests of parties to this agresment.

(3) Oil and gas leases and/or oil and gas interests subject ta this agreement,

@) Addresses of parties for notice purposes. .

Exhibit “B", Form of Lease. ‘ =

(3 B
"R C. Exhibit “C", Accounting Procedure. o : -
X D. Exhibit “D", Insurance. , 9
D E. Exhihit “E”, Gas Balancing Agreement. L
R F. Exhibit “F”, Noa-Discrirzination and Certitication of Non-Segregated Faci!.ities. -

. Hmmu!anyextub&t.except?.xb&hxt“ﬂ”ummtentmthanypmvxsmnmmned
inthabodyumwen;theprommmthebodyottm:wemshanpm *

MR
“.)‘

-le

{1
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AALPL FORM 610 - MODEL FORM Ol’l RATING AGREEMENT - 1977

1 ARTICLE II1.
2 INTERESTS OF PARTIES
3 ’ -
4 A. Oil and Gas Inlerests:
5
-6 If any party owns an unleased oil and gas interest in the Contract Area, that interest shall be
7 treated for the purpose of this agreement and during the lerm hereof uas if it were a leased interest
8 under the form of oil and gas lease attached us Exhikit “B”. As to such interest, the owner shall re-
9. ceive royally oid production as prescribed in the foim of oil and gas lease attached hereto as Exhibit
10 “B". Such party shall, however. be subject to all of the provisions of this agreement relating to lessees,
Il to the extent that it owns the lessee interest.
12
13 B. Interest of Parties in Costs and Production:
14
15 Exhibit ‘A" lists all of the parties and ‘their respective percentage or fractional interests under this
i6 agreement. Unless chianged by athicr provisions, all costs and labilities incurred fn operations under
17  this agreement shall be borne and paid, and all equipment and material acquired in operations on the
18 Contract Area shall te owned by the parties as their interests are shown in Exhibit “A”.  All produc-
18 tion of oil and gas from the Contract Area, subject to the payment of lessor's royalties which will be
20 borne by the Joint Account, shall also be owned by the parties in the same manner during the term
21 hereof; provided, however, this shall not be deemed an assignment or cross-assignment of interests cov-
22 eved heieby.
‘)3 .
24 ARTICLE 1V.
25 : TITLES
26
27 A. Title Examination:
28 ) - . .
29 Title examination shall be made or the drillsite of any proposed well prior to commencement of
30 drilling operations or, if the Drilling Parties so request, title examination shall be msde on the leases
31 and/or oil and gas interes’s included, or planned to be included, in the drilling unit around such well.
32 The opinion will include the ownership of the working interest, minerals, royalty, overriding royalty
33 and production payments under the applicable leases. At the time a wen is proposed, each party con-
34 tributing leases and‘or oil and gas interests to the drillsite, or to be included in such drilling unit, shall
35 furnish to Operator all abstracts (including Federal Lease Status Reports), title opinions, title papers
36 and curative material in its possession free of charge. All such information nnt in the possession of or
37  Inade available to Operator by the parties, but necessary for the examination of title, shall be obtained
38 by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
39 Copies of all title opinions shall be furnished to each party hereto. The cost incurred by Operator in
40  this title program shall be borne as follows:
41
42 = %M»ed—by—@pem&e&wmmgabsk&k—an&-&&bm%#&dum
43 mhmmphmhﬁhm-wmmnwrmmww-hﬂewnm* shel—be-a
44 . -pest-oftheadminishativesverhead-as- provided in-Eushibit 2L andshall swot-be-a.direct chacge.uwhethar—
45 -performed-by-Operalors-staiiattorRreyrs—or-by--outside—atlorness.
46
47 R _O‘ption No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys
48 for title examination (including preliminary, supplemental, shut-in gas royalty opinions and division
49 order title opinions) shall be borne by the Di'ill'mg Parties in the proportion that the interest of each
50 Drilling Party bears to the total interest of all Dnllmg Parties as such interests appear in Exhibit “A".
51 Operator shall make no charge for services rendered by its staff attorneys or other personriel in the
52 performance of the above functions. )
53
54 Each party shall be responsibie for securmg curative matter and pooling amendments or agreements
55 required in connection with leases or oil and gas interests contributed bv such party. The Operator shall be
56 responsxble for the preparation and recording of Pooling Designations or Declarations as well as the
57 conduct of hear ings before Governmental Agencies for the securing of spacing or pooling ordors This
§8 shall not prevent any party from appearing on its own behalf at any: such hearing. :
59 - . -
60 No well shall be drilled on the Con!ract Area until after (1) the title to the drillsite or drillfn& unit
61 has been examined as above provided, and (2) the titte has been a2pproved by the examining attomey or
62 title has been accepted by all'of the parties who are to participate in the drxlhng of the well. - 1
6¢ B. Lass. of Title: Ao i
L 65 ’ II i;,:";‘\ :
3 66 MMJMMS-HMWWW .
“ 67 failure—oi-* Uor-which-loss—tesults—in_a. reduction of interast from that z AL
w 68 : 0 thel _shall . i & u -~ i1 3 ] i3 -~ ’ !-f'~r~'
70 ~the-ertire-loso-and-it-shal-noi-bo-ontitlod-to—recovarfrom-Onarator-orsha-othes partiss-any-dovalopmont- 5
-2

"Joint Loss"
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N
1 sroperating costs.awhich it amav. have . theretofore paid - but there shall be nopanetary .Lw.bi]il." an.ils,
2 parmwhu;.wwa.mee'mwﬁdulmx,,._dm.clapmcnt,m,gmnm,‘or.anr similar costs. by reason. of
3 -such-tite-failurei-and-
4 (BT-Theve~shirh ~ boe—no -~retrocctive —ad kistment oL ax penses ancurrad ar FEVeIIes rm.mc.riiwm the
5 vperation—ot the interest-ehich~har baes Joat - butthe Htereste of- the-pattiess hatl bhedevicad wn-on-are-
§ uapcbasisrar-of-the-time ~-is~determined —finad iy -that- A ke faibire Res- securred: o Hiat-the-hntesest. of
7 the partvwhose-teasr or-interest-isaffreted by thetitte- fathire vt theseef{ter-be- redueed p-he -Gortrect
8 Arer-by-thvarount ofthe-tnteres~tost: —and-
9 (t)'"l‘f'ﬂm"pmpumcrm'trmntmtst—Uf"the"o‘chm“pmﬁmmﬁmn‘a‘-mﬂmm:ﬁve}*-&heve&ofere'&rﬂ{e&
10 Dr-the-Comract-Arvr s mureasodby-reasor of the titte fatdorer e~ pariy~ vhore AtHe—has—faited-sheit
11 Té‘:efm’ﬁre“pmedrmﬁhumﬁe-to-mrmmsc'irrsudr-inmm-q-w-vasts-—-.w d=Hrrdemrs—xttributrble
12 THANBIS) DN T IS oo “Tetmborsed ™ for— UnIeroy oree- tosts e i et~ vomrectron—withr sirchr wetiy
13 -and
14 ) ~Shsrid—~m—prersorrTrot < party tothis-agreement~whos r <ictcrmined 1o He-the-swner-of-any-in-
15 Terestir-thetite ittt o fathed pey- irany-rmannerany -par t of- threcont—of-operation-develepments
18 or-equipmontsach mmowmt st e patdto thepar ty-or parties—who bore the- ceet s whtehr sre-so-refund -
7 ®drad
18 ey —fAny abitity-toarcoartto-athird-partyfor -pricr productivnr of -wik-ami~ gas--which—artses~by
19 TEsson~or-titdcrtetinreshatt e borte—oy the party-orpartesinthe same proportions frwivich they-stamd
20 nrsnenpTiorproduenon T and T
21 (I N6 Thargy ST U2~ mMades 10 The JonTt Ieeoun T 1o Tegst eXpenses; 1ers o szmrres--m‘a xmmarr
22  ~witirthedefrmreof the-interest-clainmmed —by -~ party—rereto -1t —teing-~the— rtenton—ef-the—parties
23  tweretovtharvacirsiaitdefend: titteto-itsirterest-mrd-bear-al-expenseshrconmection therewitin
24 ' ~
25 2 Eoss-brMNonr=Parimentur-Ernroneoas- Paymment of Yomount Bruer—~Hr-th ~ough-mistake-or-oversights
26 EnyTentashutsin—wel -y it oy a ity —or- royrho pas e nt, st pamd - T erromegusty
27 pandamas T resuitaense o treresttheretmterminmaes; thersshah b no—monetary —Hability—agamst
28 the-party—vho-<faitedtormeke-sueh-paynrent— Emlessthe-pariy <rivo-frited- to -meite—the--required-payment
29 sevures—anew—fease-tovering the—same mterest rithirr ninety—{(-383 dars from—thre—discoverv-of-the-foH-
2 ure o-rmake-proper—paynent ~whrcr-acquisitionr wit-net e —subject—to- Ar tichk- ¥iH B theinterests of—
31 thepartiesshattberevised or-airacreage-basiseffective oS of-the-datr- of-termimatron—of— the- feuze—inv—
32  -votvedrand-tire—party ~who Taitedtomake proper payment witmo-tongerbetredived-witiram imrerest rr
33  TMe CoNtratr ATeI UL ICCeNT O DWTRT S p-or the fease or interest wiichrtas termimated: —frthe—event
34 T pATGT Wi R ETT T TR T TEUI TS DRSS ST nor haces bear ity rehmmnsed;, st the-thme ot
35 TREIOSSIIONT U BISCee s of The 3Ale ol Girand Aot iusis o IR 108~ sy, —rariared-on—an
36 mmmmemmmWthﬁ%
37 =sitgit—beremmbursed ~for—unTrroversd—actrat Tosts— therctofore-pant byt —thut ot for-its—share-of-the
38 mmwmﬁmmmw“mmb—wmmﬁmwmummmng
39 Iv-isTeressary toeifect reimpursTment:
40 () Proteeds 0T SO NG s, eSS UhRr AtV B PETSET, eSO IorE  AcerurT o thecreditot - the 1ot
41  Tterest-omr-amracreage tasisup-to-the—rmounrtof-unrecovered-costs;
42 mmmmme—mbm—mmﬂ
43 avreagT-tatissrttharportionor- ot nmd- pas - thereater ~proturatamt narketed—texciading prodaetion
44 from-ogwelisthersater drtted ) which; tnvhessence o sucir lease Termingtion,~wouid-be attritatabie
45 YothE oSt hTerTst On I BUrTAEs UaSE U IO e S IOUNT 0T UNTECovEred TosTs; the —procreds ot —satd
46 TOrtow T e oH AN 233 10 BE CORFITMEY By e othtl parfisy NI proportion i uretr 1espettive ™
47 TTEresSET AN
438 { —Any-momies—up-to—tre—~amoant- ot unreroveret tosts - ety be-paid-by- amy —party-who-isror
49 becomesr-the—owner vi-tie—titerestost, tor e privitegeof-partivipating- trthe Comtract—Arex-or te-
50 Ttomimga-party tothis agreentent.”
51 ‘ .
52 3. Other Losses: All losses incurred, STHET TRAM TMOSE SET Yorth I —ATHeles VB —amd1v-B2.
53 =above; shall not be considered failure of title but shall te joint losses and shall be borne by all parties
54 in proportion to their interests. There shall be no readjustment of interests in the remaining portxon of
55 the Contract Area.
56
57 ARTICLE V. ’ -
58 OPERATOR , o
60 A ‘DESIGNATION "A.ND RESPONSIBILITIES OF QPERATOR: - ' : a
61 fowh
62 INEXCO oL COMPANY shall be the
83 Operator of the Contract Area, and shall conduct and dxrect a.nd have full control of ail Qperauons on
i 64 the Contract Area as permitted and required by, and within the limits of, this agreeinent. ﬁ'ﬁxal! con-
- 85 duct all such operations in a good and workmanlike mannes; but it shall have no habxlxty as Opetator
66 to the other parties for losses sustained or- liabilities incurred, except such ‘as may rsult trom _gross
67 neghgence or willful misconduct. oY ;\_i_/j;__-,_
] 69 - o TR
70 L SRR
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1 B. Resignation or Removal of Operator and Selection of Successor:
2 )
3 Lo Nesinnailon o Rewovad of Seeraior: - Ooerader may it*uﬂﬂ at any time by giving written nolice
4 !llereol_t;'\;(;;()pcmmrx 1t Orc rator terminates its legal existence. no longer owns an interest in the
5 Contract Arca, or is no jonger capable of serving as Operator, it shatl cease to be Operator without any
6 action by Non-Operator, except the selection of a successor. Operater may be removed if it fails or
7  refuses to carry oul its duties hereander, or bkecomes insolvent, bankrupt or is placed in receivership.
8 by the affirmative vole of Lwo (2} or more Non-Operators owning a majority interest based on owner-
9 ship as shown on Exhibit “A", and not ¢n the number of parties remaining after excluding the voting
10 interest of Opecrator. Suech reswgnation or removal shiii not become effective until 7-00 o’clock A M.
11 on the first day of the calendar month following the c..‘kpiration of ninely (90) days after the giving of
12 notlice of resignation hy Operator or action by the Non-Operators to remove Operator. unless a successor
13 Operator has been selected and assumes the duties of Operator at an carlier date. Operator, after effect-
14 ive dale of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of
1§ a corporate name or structure of Operator or transfer of Operator's interest to any single subsidiary,
16  parent or successor corporation shall not be the basis for removal of Operator.
17
18 2. Selection of Successor Operator: Upoen the resignation or removal of Operator, a successor Op-
19 erator shall be selected by the Parties. The successer Operator shall be selected from the parties owning
20 an interest in the Contract Area al the time such successor Operator is selected. If the Operator that
21  is removed fails to vote or votes only to succeed itself, the successor Operator shall be selected by the
22 affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown
23 on Exhibit “A”, and not on the number of parties remaining after excluding the voting interest of the
24 Operator that was removed.
25 -
26 - C. Employees:
27 ‘
28 The number of employces used by Operator in conducting operations hereunder, their selectian,
29 and the hours of labor and the compensation for services performed, shall be determined by Operator,
30 and all such employees shall be the embloyees of Qperator. :
31 : '
32 D. Drilling Contracts:
a3
34 All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual
35 rates prevailing in the area. Tf it so desires, Operator may employ its own/{ggl r%té 1pment in the
36 drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate
37 of such charges shall be agreed upon by the parties in writing before .drilling- operations are com-
38 menced, and such work shall be performed by Operator under the same terms and conditions as are
39 customary and usual m the area in contracts of independent contractors who are doing work of a sim-
40 ilar nature.
42 ARTICLE VL
43 . DRILLING AND DEVELOPMENT
44
45 A. Inmitial Well:
46 . .
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: :
49
50
51
52
53 and shall thercafter continue the drillinéof the well with due diligence to

> .
Mo
T1.

unless granite or other practxcally impenetrable substance or 2ondition in the hole. which renders

~further drilling impractical. is _encountered at a lesser depth. or unleéss all parties agree to: mn'-plafn or

abandon the well at a lesser depth dg

Operator shall make reasonable tests of all format ions encountered during drilling which gwe in-
dication of contammg oil and gas in quantities sufficient to test, unless this agreement shall be limited -
in its apphmuon to a specific formation or formations, in which event Operator shall be requu'ed to
test only the formation or formations o which this agreement may anply. -'-‘ i t:

to; plug and abandon the well as a dry hole, it shall first secure the consent of all pa.rtwc and shaﬂ._

"ip’¢ and abandon same as provxded in Article VLE.1. hereof.

3 - : T

£
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B. Subsequent Operations:

1

2

3 1. Proposed Operations: Should any party hereto desire to drill any, well on, the Contract Area
4" other than the well provided for in Article VILA,, or to rework, deepen/ors%ﬁt?g%’i%%\ a dry hole drilled
5 at the joint expense ¢f all parties or a well jointly owned by all thg _al'!igﬁ and not then producing
68 in paying quantitiés, the party desiring to drill, rework, deepenfor S‘mgﬁﬁ?&&i such a well shall give the
7 other parties written notice of the propesed operation, specifying the work to be performed, the loca-
8 tion, proposed depth. objective formation and the estimated cost of the operation. The parties receiv-
9 . ing such a notice shall have thirty (30) days afier receipt of the notice within which to notify the
10 parties wishing fo do the work whetber they elect tc participate in the cost of the proposed operation.
11 If a drilling rig is on location, notice of proposal to rework. plug back/oxg?{xr‘:ﬁ?%eepcr may be given
12 by telephone and the response period shall be limited to forty-eight (48) hours, exclusive of Saturday,
13  Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above fixed
14 shall constitute an eleclion by that party not to participate in the cost of the proposed operation. Any

13 nntire ar resnonce given by telephene shall be promptly confirmed in writing.
16
17 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article

18 VLB.1. or VLE.l. elécts not to participate in the proposed operation, then, i» order to be entitled to
19  the benefits of this article, the party or parties giving the notice and such other purti:s as shall elect
20 to participate in the aperation shall, within sixty (60) days after the expiration of the notice period of
21 thirty (30) days {or as promptly as possible after the expiration of the forty-eight (48) hour period
22 where the drilling rig is on location, as the case may be) actually commence work on the proposed
23  operation and complete it witl.'due diligence. Operator shall perform all work for the account of the
24 Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Op-
25 erator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform
268 the work required by such proposed operation for the account of the Consenting Farties, or (b) desig- i
27 nate one (1) of the Consenting Parties as Operator to perfocrm such work. Consenting Parties, when |
28 conducting Operations on the Contract Area pursuant to this Article VL.B.2., shall comply with all terms.

29 and conditions of this agreement.

31 If less than all parties approve any proposed operation, the proposing party, immediatély after the |
32 expiration of the applicable notice period, shall advise the Consenting Parties of (a) the total intgrest ‘
33 of the parties approving such operation, and (b) its recommendation as to whether the Consenting Par- |
34 ties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) I
35 hours {exclusive of Saturday. Sunday or legal 'holidays) after receipt of such notice, shall advise the |
36 proposing party of its desire to (a) limit participation to such party’s interest as shown on Exhibit “A”,

37 or (b) carry its proportionate part of Non-Consenting Parties’ interest.. The proposing party, at its

38  election, may withdraw such proposal if there is insufficient participation, and shall promptly notify

39 all parties of such decision.

41 Tke entire cost and risk of conducting such operations shall be borne 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 clear of all liens and
‘44  encumbrances of every kind created by or arising from the operations of the Consenting Parties. If such
45  an operation results in a dry hole, the Consenting Parties shall plug and afezg%an the W ll'atktg&ir sole
46 cost, risk and expense. If any well drilled, reworked, deepened /Src;‘)?trlgge adk %Jﬂg%x%'zl-g'g provisions
47 of this Articie 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 Gperator and shall be operated by it at the expense and for the account of :ixé Coﬁsentsinéé’égai i
50 Upon commencement of operations for the drilling, reworking, deepening 6r Flugging gck otJ' any suc
51 well by Consenting Parties in accordance with the provisions of this Article, each 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 respective . interests, all of such :Non-Consenting Party’s
54 interest in the well and share of production ’therefrém.;until the proceeds of the sale of such share,
55 calculated at the w?éaﬁ. maykft_ tv'alue thereof if such share is not sold (after deducting production
taxes, royalty, [gvl‘er}rx ing rB%zﬁ 3} an%‘a)éﬁlser interests existing on the effective date hereof, payable out of
or measured: by tﬁe production {rom such well accruing with respect to such interest until it réyerts)

~3s

~shall &gusl! the iotal of the following: o e
(a) so¢% oi’each such Non-Consenting Party’s share of the cost of any newly acquired "'siifface
equipment beyond the wellhead connections (including, but not limited to, stock tanks, separators,
; treaters, pumping equipment and piping), plus % of each such Non-Consenting Party's share ‘of the
cost of operation of the well commencing with first production and continuing until each such Non-
Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being
agreed that each Non-Consenting Party’s share of such costs and equipment will be that interest ‘which
would have been chargeable to each Non-Corisenting Party had it participated in the well f_rpm;‘thé be-
ginning of the operation; and : nal S AT \
(b). 30Q% of that portion of the costs and-expenses of drilling reworking, deepening, or plugging .:
back, testing and cotnpleting. after deducting any cash contributions received under Article VIIL.C.. and

-5
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320.% of that portion of the cost of newly acauired equipment in the well (fo and including the well-

head connections), which would have heen chaigeable to such- Won-Consenting Party if it had partici.
pated therein.

Gas production attributable to any Non - Conseniing Party’s relinquished interest upon such Party’s
election, shall be sold to its purchaser, if uvailable, under the terms of its existing gas sales con-
tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from
such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
ered from the Non - Consenting Party's relinquished interest. 1f such Non - Consenting Parly has not
centracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party’s share of gas as hereinabove provided during the recoupment period,

During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share
of production, orith(& pj'aceeds therefrom, Consenting Parties shall be responsibie for the payment of
all produdciion, /s"o’evgrah%e‘. ggr-% xlhtg and other taxes, and all royalty, everriding rovalty and other
burdens applicable to Non-Consenting Party’s share of production.

In the case of any reworking, plugging backbrctgg%?smﬁr{g :Ség%tﬁg%%%cngonsenting Parties shall
be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of
all such equipment shill remain u I'}%gse w.and upon abandonment of a well after such reworking,
plugging back /Sr ecpe?%%hg?]ing g\%en :gg Farties shall account for all such equipment to the
owners thereof, with each party receiving its proportionate part in kind or in value, less “cost of
salvage.

Within sixty (SO) days after the completion of any operation under this Article, the party con-
ducting the operations for the Consenting Parties shall furnish each Nen-Consenting Party with an in-
ventory of the equipnient insﬁ%ﬁ%%’éﬁfted to the well, and an itemized statement of the cost of drilling,
deepening, plugging back/ testing,” comp et?ng, and equipping the well for production; or, at its option,
the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed
statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
reimbursed as provided above, the Party conducting the operations for the Consenting Partias shall furn-
ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
operation cf the well, together with a statement of the quantity of oil and gas produced from it and the
amount of proceeds realized from the sale of the well’s working interest production during the preceding
month. In determining the quantity of oil and gas produced during any month, Consénting Parties
shall use industry accepted methods such as, but not limited to, metering or pericdic well tests. Any
amount realized from the sale or other disposition of equipment newly acquired in connection with any
suchnbperation whic_h would have been owned by a Non-Consenting Party had it participated therein
shall be credited against the total unreturned costs ¢f the work done and of the equipment purchasad,
in determining when the interest of such Non-Consenting Party shall revert to it as above provided;
and if there is a credit balance, it shall be paid to such Non-Consenting party.

On the first day of the month, following that month in which

P:1r,8.9:1-0:0.9,£.6'4

the Consenting Parties recover from “a Non-Consenting Party’s relinquished interest

‘the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-

matically revert to it, and, from and after such reversion, such Non-Consenting Party shall own the same
interest in such well. the material and equipment in or pertaming thereto, and the production there~
from as such Non-Consentinie art ngi eg%vgkbeeém entitled to had it participated in the drilling,
re»gorking, deepening/o%ﬁ ging bdck of saxc? wé}l’E Thereafter, such Non-Consenting Party. shall be
charged with and’shall pay its proportionate part of the further costs of the operaiion of said well in

accordarice with the terms of this agreement and the Accounting Procedure, attzched hereto.

Notwithstanding the pr_oivisibr_ls of this Article VLB.2, it is agreed that without the mutual consent
of all parties, no wells shall be completed in or produced from a source of supply from which a well
located elsewhere on the Contract Area is producing, uniess such well conforms to the‘then-existing
well spacing pattern for such source of supply. .

The provisions of this Ar-t‘iéié shall have no application _k_vhé@sog!gn to the drilling of the initial
well described  in Articie VLA, ekrévt. (a) wh lo"g“ﬁan; 2, Article VILD.1, has been selected, or (b)
to the reworking, deepenin angg\:xfuggmg'basc't% sucn mi%al well, if such well is or thereafter shall
prove to be a dry hole or non-commeicial well; after having been drilled to the depth specified in Article
VIA. T

C.' Right to Take Production in Kind:

RIS

-

Each party shall have the right to take in kind or separately dispose of its proportionate share of -
all oil. and gas’ produced from the Contract Area, exclusive of production which may bgused in de-

wvelopment and producing operations and in preparing and treating oil for marketing purposes ’a'nd,e‘

production -unavoidably lost. Any-extra expenditure incurred in the taking in kind or separate dispo-

sition by any party of its proportionate share of the production shall be borne by such- party.- Any.—

; ..
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party taking its share of production in Kind shall be required to pay for only its proporiionate share
of such part of QOperatar's surface facilities which it uses.

3 BN e

Pack party shall swocite much Aivician arders and contracts as may he necessarv for the sale of its
interest in production from the Contract Area, and, except as provided in Article VILB., shall be entitled
to receive payment direct from th: purchaser thereof for its share of all production.

RN -2 o N g

In the event any party shall fail to make the arrangements necessary
9 to take in kind or separately dispose of its prcoportionate share of the

10 oil ard gas produced fram the Contract Area, Cperator shall have the right,
11  subject to the revocation at will by the party cwning it, but not the

12 cbhligation, to purchase such oil and gas or sell it tc others at any time
13 and fram time to time; provided, however, that should one or more of the
14 parties to this agreerent nave a market and all of the facilities necessary
15 to transport ard deliver gas to their market have been conpleted, but the
16 Operator camnot at such time cammence selling its gas due to lack of a

17 market, then the party or parties which desire to conmence selling or

18 utilizing gas shall have the opticn, but not the cbligation, to dispose

19 of all the gas produced fram the well pursuant to Paragraph No. III B of
20 the Operating Agreerent as if such party or parties were the Operator. Any
21 such purchase or sale by Operator or Non-Operator shall be subject: always
22 to the right of the cwner of the producticn to exercise at any time its

23 richt to take in kind, or separately dispose of, its share of all oil and
24 gas not previously delivered to a purchaser. any purchase or sale by

25 Cperator or Non-Operator of any other party's share of oil ard gas shall
26 be only for such reascnable periods of time as are consistent with the

27 minimm needs of the 1ndustry under the particular c.lrcumstam,es, but in
28 no event for a veriod in excess of one (1) year.

29 D. Access to Contract Area and Information:

31 Each party shall have access to the Contract Area at 1ll reasonable times, at its sole risk to inspect
32 or observe operations, and shall have access at reasonable times te information pertaining to the de-
33 velopment or operation thereof, including Operator’s books and records relating theretol Operalor, upon
3% request, shall furnisk each of the other parties with copies of all forms or reports filed with govern-
35 mental agencies, daily drilling reports, well logs, tank tables. daily gauge and run tickets/and reparts
36 of stock on hand at the first of each month, and shall make availakle samples of any cores or cuttings
37 taken from any well drilled on the Contract Area. The cost of gathering and furnishing information to
38 Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the
39 information. (1) as provided for in the Accounting Proccedure attached hereto (2]
40 monthly oil run statements and gas purchase statements

41 _F. Abandonment of Wells: .

43 1. Abandonment of Drv Holes: Except for any well drilled pursuant to Article VI.B.2, any well
44 which has been drilled under the terms of this agreement and is proposed to be cuimpletad as-a dry hole
45 shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent
46 effort, be unable to contact any party, or should any party fail to reply within forty-eight (48) hours
47 (exclusive of Saturday, Sunday or legal holidays) after receipt of notice of the proposal to plug and
48 abandon such well, such party shall be deemed to have consented to the proposed abandonment. All
49 such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost,
50 risk and expense cf the parties who participated in the cost of drilling of such well. Any party who ob-
51 jects to the plugging and abandoning such well sholl have the right to take over the well and conduct
52 further operations in search of oil and/or gas subject to the provisions of Article VI.B.

54 2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
55 worked pursuant tg Article VLB.2. hereof for which the Consenting Parties have not been fully reim-
$6 bursed as therein provided, any ‘well which has been completed as a producer shall not be nlugaed and
7 abandened vnthout the consant of all parties. If all parties cousent to suca abandonment. the wellshall
58 he nluezed and . abarconed in accordanca with" apnhcable redulancr‘s and at the cost; tisk and’ expensa
S8 of all the parties hereto. If, within thu“y (30) davs after receipt of notice of the proposed abandonment
60 of such well, all parties do not agree to the abandonment of any well, those wishing to continue. xts op-
8! eration shall tender to each of the other parties its prorortionate share of the value of the well’s salvable
62 material and equxpment determined in accordance with the provisions of Exhibit “C", less the 5amated
cast of salvaging and the estimated cost of plugsmg and abandoning. Each abandoning pan.; shall.
assign to the non-ahandenmg parties, without warranty, express or m:phed s to title or asto.quantxty
quality, or fitness for use of the equipment and matenal all of its interest in the well’ nd‘ rela.tea eqmp-
ment, together with its interest in the lessehold estate as to, but only as to, the interval or mte*val; of the
tormatxon o~ formations then open to production.. If the interest of the abandoning party’ xs_a;‘,mchxdes -
aa cn.l and gas interest, such party shall execute and deliver to the non-abandoning" pa:zt ,o:-pa:‘.xes..awn_.
oil and gas lease, limited to the interval or intervals of the formation or formations then open to p'oduc— .
70 tion, for a term of one year and so long thereafter as oil and/or gas is produced from thg_mvgmt;r_;_?

-7 -
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.

vals of the formatjoa or formations covered thereby, such lease to be on the form attached as Exhibit
“B’”. The assignments or leases so limited shall encompass the “drilling unit" upon which the well is
located. The payments hy, and the assignments or leases to, the assicuees shall Ue e catio Yasald upon
the relationship of their respective percentages of participation in the Contract Area to theaggregate of
the percentages of participation in the Contract Area of all assignees. There shall be no readjustment
of interest in the remaining portion of the Contract Area.

QO =3 O U o 3 P

Thereafter, abandoning partics shall have no further responsibility. liability, or intersst in the op-
9 eration of or producticn from the well in the interval or intecvals then open other than the royalties
10 retained in any lease made under the terms of this Article. Upon request, Operator shall continue to
t1  operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
12 templated by this agreement, plus any additional cost and charges which may. arise as the result of
13  the separate ownership of the assigned well,

15 : ARTICLE VI,
16 EXPENDITURES AND LIABILITY OF PARTIES

18 A, Liability of Parties:

20 The liability of the parties shall be several, not joint or collective, Euch party shall be responsible
21  only for its obligations, and shall be liable only for its proportionale share of the costs of developing
22 and operating the Contract Area. Accordingly, the liens granted among the varties in Article VILB. are
23  given to secure only the debts of each severally. It is not the intention of the parties to create, nor shall
24  this agreement be construed as creating, a mining or other partnership or association, or to render the
25 parties liable as partners.

26

27 B. Liens and Payment Defaults:

28 -

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

30  security interest in its share of ail and.‘or gas when extracted 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 Accounting
32 Procedure attuached hereto as Exhibit “C”. To the extent that Overator has a security intersst under the
33 Uniform Commercial Code of the State, Operator shall be entitled to exercise the rights and remedies
34 of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator
35 for the secured indebtedness shail 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 1 Non-
37 Operator in the payment of its share of expense, Operator shall have thé right, without prejudice to
38 other rights or remedies, to collect from the purchaser the proceeds from the sale of such Non-Operator’s
39 share of oil and/or gas until the amount owed by such Non-Operator, pius interest has been paid. Each
40  purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any de-
41  fault. Operator grants a like lien and security interest ‘o the Non-Operators to secure payment of Op-
42  erator’s proportionate share of expense.

44 If any party fails or is unable to pay its share o expense within sixty (60) days after rendition of
45 a statement therefor by Operator, the non-defaulting p;r:ies. including Operator, shall, upon request by
46 Operator, pay the unpaid amount in the proporiion that he interest ¢f each such party bears to the in-
47  terest of all such parties. Each party so paying its share of thé'qnpaid amount shall, to obtain reimburse-
48 ment thereof, be subrogated to the security rights described in''the foregoing paragraph.

49

50 C. Payments and Accounting:

51 b

52 Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses

53 incurred in the development and aperation of the Contract Area pursuant to this agreement and shall
54 charge each of the parties hereto with their respective proportxonate shares upon the expense basis pro-
55  vided in the Accounting Procedure attached hereto as Exhibit “C". Qperator shall keep an accurate
56 record of the joint account hereunder, showma expenses incurred and cnarges and credits made and
57 recexved. ; -
58 T b a
: Operatot. at its election. shall have the right from time to time to demand and receive from the
other parties payment in advance of their respective shares of the estimated amount of the expéixse to
be incurred in operations hereunder during the next succeedxng month, which right may be exercised only
by submission to each ‘such party of an itemized statement of such estimated expense, tegethe: with
an invoice for its share thereof. Each such statement and invoice for the payment in advanceol esn- .
“mated expense shall be submitted on or before the 20th, day of the next preceding mont):r."Eacb
shall pay to Operator its proportiopate share of such estimate within fifteen (15) days-after such es-
timate and invoice is received. If any party fails to pay its share of said estimate within sand 'une, the
amount- due shall bear interest as provided in Exhibit “C" until paid. Proper ad;usmmnt*shall be.
thade manthly between advances and actual expense to the end that each party shall bqa;:apd..mug_
proporuonate share of actual expenses incurred, and no more. .1

-8 -
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A3y and 'toiaca"s). 2¢ at the sarbiest Hppociunily permitied 57 HUITUMSIANCES. D00 0 Taxing (uoe acten,

D. Limitation of Expenditures:

Lo Dol oy Baeeoen: “Witnout the consant of atll parnes, no wall sholi be dnlled o deepened. ex-

cept any well ditled oc deepeped pursuant 0 the provisions of Articte VU B2 of thyy A\ zreement, it being
urclerstood that the consent to the drilling or deepening shail inctude:

TRty _,.;........_.4,_.--‘..«_..,.,-~>.._«...,..n,..‘;,.w,.‘,\- L T T BTy e TV T TR I £ SO DRIV, RF SRS & CIRLIE T 1324
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T Qoriea Ma 20 All aecessary cxpenditures foc the dritliaz ar deepening and fostiing of the well, Whan
such walt has reached ls authorized depth, and all tests have been compieted. Operator shail Tive -
mediate notica to the ?if)n-O[:Qra'.ors whin havae'the cight to participate i tha complctinn costs. The nartes
recgiving such’ aotice shall nave fortv-eigiht (48 hours {exclusive of 3aturdasr 3undav ang i2aal Yolis
davs) mn which to slect 10 pavtidipate in the 3athing of casing 1ind the completion attemint Suen 2lection.
when made. shail include consent o 3!l necessary excenditures o the -;‘l)m{)[eu}\‘.’_' and equipoing of such
vl ancluding necessary tanksge and or surface faailities, Tatiure ai any gariy recer7ing suca antice
to reply within the perted atove fixed shail constitute an eloction b that party ant o sarticicate in

cost of the completion attempl. if dne nr more. !‘--t less than all of the oarties. siect 0 sar pige and
W att2ampt a completion. the provisicns of Acticle VI3 asrant fithe phrase rawerking, deepgaang a9t
plugging Hack™ as contawned o Article V1.3 2. shall be ceemed o winclude “"completnyg™) snall apoly o
agerations lherea:ter conducted by less than all parues. :

2. Rawork or Plug Back: Without the consent of all parties, no well shall be rewncked or piuyge

wihes

back except a well reworked or plugzed back pursuant to the piovisions of Artcle VI3.2. of thiys agrae.

ment. it being understood that the consent to the reworking or piuzging back of a weil snail :nclude
consent to all necessary expenditures in conducting such oorrations and completing and 2quipping of
said well, including necessary tankage and.ov surface facilities.

3. Other Oaeratioas: Qgeradsr shall not undertake any suigle geciect ceasonably astmared 0 requtire
an expenditure in excess.of Twanty five Thousand Dollars (5_23.00C. )
except in coansction v.u“ well, ihe drilling, reworking, deepening, comnpleting, recompleting, or piug-
ging back of which has been previously authorized ov cr gursuant to this agreement: grovided. haw-
ever. that. in case of e\'rjlosion.kfire. ‘lood ar other sudden emergancy. whethecr of *he sama Jc diiferent
natur2. Operator may take such steps and incur such 2xpenses as in 115 apinion are reguired 12 feal with
the emergency to safeguard life and progerty but Operator. as promotiy as possisdle, shall report the emey
gency to ‘the other parites. [{ Operator prepaves “Authority for IZIxpendiitres” ov it3 »en ule
Cgerator. upon Wm;eSx :‘\"H fur~ish copies of iis "Authority for Sipenditures” for any :innzie project
costing in excess of _sen Thousard : . Oollars 5 _10,8C9.00 ).

E. Royalties, Overriding Royalties and Other Payments:

Each party shall gay or deliver, or cause to be patd aor delivered. a1l rovailies 10 ihe extenl” of
cre~aichih (1/23 due on its share o production and shall hold the other narties ‘rae
from any liability therefor. [f the interest of z2ny pariv inanv 2l and zZas lease coverad hHyv ihus agree-
meni is subject to any rovaily, overriding rovalty, production payment. or other charge ovar and 30
the aforesaid rovalty, such party shall assume and alone bear sli such obligations and shail acooun
for or cause to be accounted for. such interest to the owners tnereol.

€ 3
~ 6

No party shall aver ke responsitle. a0 2ay 2rice basis higher than the grice raceived 2 suen :ar"r
to any other pariy’s lessor or sovaily owner: and if any such-other pariy’s lessor ov roralty 2-wne
demand: and receive settlements on a nighec price masis, the sarty contributing such lease 3nail i:ea: the
rovalty burden insofar as such nigher arice is concerned.

F. Rentals, Sliut-in Well Pavinents and Minimum Rovalties:

Rentais. shﬁt-in well pavments and minimum tovalties which mav -de reguired un fer the terms of
anv iease -shail De paid 9y the pativ or parties 'who subjected such (2ase ‘o his air2me

axgensa. o tha svant twn ar Tore ;driies awn and fave contnibuied interesis i the inmae l22sr 19 1y
ajreemani. such parfiies mav dssiinate ane 2f sueh nai-we-: to make a1 favmenis far ant v mentii a7 ail
suchh parties, -\n sar:y mayv ceguast. and snsii be antitled o recewve. nracter aodende 90 2t sUck pays
ments. In the 2van! of {ailure o make proper pavment of any rentai suG - wall savment o mnimum
royaity theougn mestake or oversizht wwhere such payment is reauirad ) continue the 2ase 1 13040,
any iass_ which_resuits jrom such non-payment shail be vorne in accovdance vt th the provisicns of Arucle:
v3.z 3. '

Qerrator shall netify linn-Qgeratoe of ine anuc.samq camplenion 2 4 5ut-in 238 Weill A ihe shii-
um; in oc rzen to produciion at 3 graducing 2as ‘wall, zt {east five (3) 4avs (=\c.4cxr; Saweday, 3ufts

“ul assumes’ taamlity for Jailure o do 0. in the av nn' Sf (giivye Hy Operaist ©» 6 ~ouly on-
Opctatoc. the 'o;s of any lease routriouted hereto by Non -Qperatar Joc {atiute o maxke umeiy jLyments
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1 of any shut-in well pavment shall be borne jointly by the pattics hereto under the provisions of Article
2 1v.B3. When sales commence, Operator agrees to notify Non-Operator of the actual
3 date of first sales; however, Operator assunes no liability for failure to do so.
+ 4. Taxces:

5

B Beginning with the first calendar year after the effective date hercof, Operator shall render for ad
7 valorem taxation all property subjeet to this agreement which by law should be rendered for such
8 taxes, and it shall pay all such taxes assessed thercon before they become delingquent. Prior to the ren-
9  dition datc, each Non-Operator shall furnish Operator information as to burdens (to include, but not be

1 limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests con-
11 tributed by such Non-Operator. If the assessed valuation of any leasehold estate is reduced by reason of its
12 being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in
13  ad valorem taxes resulling therefrom shall inure to the benefit of the cwner or owners of such leaschold
14 estate, and Operator shall adjust the charge to such owner or owners so as to reficct the benefit of such
15 reduction. Operator shall bill other parties for their proportionate share of all tax payments in the man-
16 ner provided in Exhibit “C”.

17

13 If Operator considers any tax assessment improper, Operator may, at its discretion. protest within
13 the time and maboner prescribed by law, and prosecute the protest to a final determination. unless all
20. parties agree to abandon the protest pr.or to final determination. During the pendency of administrative
21 or judicial proceedings, Operator may elect to pay, under protest, all such taxes and any interest and
22  penalty. When any such protested assessment shall have beer finally determined, Operator shall pay
23  the tax for the joint account, together with any interest and penalty accrued, and the total cost shall then
24  be assessed against the parties, and be paid by them, as provided in Exhibit “C".

25 .

26 Each party shall pay or cause to be paid all preduction, severance, gathering and other taxes im-
27 'posed upon or with respect to the production or handling of such party's share of oil and‘or gas pro-
28  duced under the terms of this agreement.

29 .

30 H. Insurance:

31 )

32 At all times while operations are conducted hercunder, Qgerator shall comply with the Workmen'’s

33 Compensation Law' of the State where the operations are being conducted; provided, however, that Qp-
34 erator may be a self-insurer for liability under said compensation laws in which event the only charge
35  that shall be made to the joint account shall be an amount equivalent to the premium which would have

36 been paid had such insurance been obtained. Operator shall also carry or provide insurance for the °*

37  benefit of the joint account of the parties as outlined in Exhibit “D”, attached to and made a part hereof.

38 Operator shall require all contractors engaged in work on or for the Contract Area to comply with the

39  Workmen's Compensation Law of the State where the operations are being conducted and to maintain

40  such other insurance as Operator may require.

41 -

42 In the event Automobile Public Liability Insurance is specified in said Exhibit D", or subsequent(y

43 receives the approval of the parties, no direct charge shall be made by :Qperator for premiums paid for

44  such insurance for Operator's ﬁxlly owned automotive equipment.

45 N

46 ARTICLE VIII

47 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

48

49 A. Surrender of Leases:

50

51 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall

52 not be surrendered in whole or ir part unless all parties consent thereto.

53 ,

54 However, should any party desire to surrender its interest in any lease or in any portion 'theréof,‘ and

55  othér "parties ds not agree or consent thereto, the party desiring to surrender shall assign, without express

5¢ or 1mphed warranty of title, all of its interest in such lease, or portion thereof; and any well, materxal and

57 equipment which may be located theéreon and any rights in production thereafter secured, to the parnes

58  not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest, ‘the as-
) signing party shall execute and deliver to the party or pagties not desmng to surrender an oil and gas

60  lease covering such oil and gas interest for a term of one year and so long thereat‘ter as oil and/or gas

61  is produced from the land covered thereby. such lease to be on the form attacned heidts as Exhi kit “BY.

62 Upon such assignment, the assigning party shall be relieved from all obligations thereafter accruing,

63 but not theretofore accrued, with respect to the acreage assigned and the operation of any :v__eu théieon.

64 and the assigning party shall have no further interest in the lease assigned and its equipment and pro-

65 ducgon other than the royalties retained in any lease made under the terms of this Artlcle. '!’he parues‘ '

66 assignee sha:} pay to the pasty assignor the reasonable salvage value of the latter’s mtemt in any wells

67 and equipment on the assigned acreage. The value of all material shall be determined m accorm .

88  with-ihe provisions ol Exhibit “C”, less the estimated cost of salvaging and the estimated cost of phnx-»-

89 gmg and qoendoning. If the assxgnment is in favor of more than one party; the ass:gned mt.erost shali

. e i
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1  be shared by the parties assignece in the proportions that the interest of each bears to the interest of all

2 . parties assignee.

3 .

4 Any assignment or surrender made under this provision shall not reduce or change the assignor’s or

5 surrendering parties' interest, as it was immediately before the assigiiment, in the balance of the Contract

§  Area; and the acreage assigned or surrendered, and subsequent operations thereon, shall no! thereafter

7  be subject to the terms and provisions of this agreement.

8

9 B. Renewal or Extension of Leases:

10 )

13 If any party secures a rencwal of any oil and gas lease subject to this Agreement, ul] other parties
12 shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt
13 of such notice in which to elect to participate in the ownership of the renewal leace, insofar as such
14 ° lease atfects lands within the Contract Area, by paying to the party who acquired it their several proper
15 proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area,
16  which shall be in proportion to the interests held at that time by the parties in the Contract Area.
17 ]

18 If some, but iess than all, of the parties elect to participate in the purchase of a renewal lease, it
19  shail be owned by the parties who elect to participate thersin, in a ratio based upon the relationship of
20 . their respective percentage of participation in the Contract Area to the aggregate of the percentages
21  of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
22  Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.
23

24 Each. party who participates in the purchase of a renewal lease shall be given an assignment of its
25 proportionate interest therein by the acquiring party.

26
27 The provisions of this Article shall apply to renewal leases whether they are for the entire interest
28 covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease
29 taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after
30 the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted
31 for more than six (8) months after the expiration of an existing lease shall not be deemed a renewal
32 -+ lease and shall not be subject to the provisions of this agreement.
33 .
34 The provisions in this Article shall apply also and in hke manner to extensions of oil and gas
35 leases e
386 :
37 €. Acreage or Cash Contributions:
38

39 While this agreement is in force, if any party contracts for a contribution of cash toward the drilling
40 of a well or any other operation on the Contract Area, such contribution shall be pzid to the party who
41  conducted the drilling or other operation and shall be applied by it against the cost of such driiling or
42  other operation. If the contribution te in the form of acreage, the party to whom the contribution is
43 made shall'promptly tender an assignment of the acreage, without warranty of title, to the Drilling
44  Parties in the proportions said Drilling Farties shared the cost of drilling the well. If all parties hereto
45 are Drilling Parties and accept such tender, such acreage shall hecome a part of the Contract Area and
45 be governed by the provisions of this agreement. If less than all parties hereto are Drilling Parties and
47 accept such tender, such acreage shall not become a part of the Contract Ares. Each party shall prompt-
48 ly notify all other parties of all acreage or money contributions it may obtain in support of any well or
49 any other operation on the Contract Area.
50 _ ) 5
51 If any party contracts for any consideration relating to disposition of such party's share of substances
52 produced hereunder, such consideration shall not be deemed a contribution as contemplated in this
53 ticle VIII.C.
54 . }

D. Subsequently Created Interest: o

Notwithstanding the provisions of Article VIIL.E. and VIILG., if any party hereto shall, s ub;quent
to execution of this agreement, create an overndmg royalty; producnon payment, or net proceeds inter-
est which such interests are hercinafter referred to as “subsequenily crealed interest”, such su bsc*ue"ﬂy
créated’ interest shall be specxfxcally made subject to all of the terms and provisions of this agreement as
follows: - s-

1. If nen-consent operations are conducted pursuant to any provision of this agreement,.and the
party conducting such operations becomes entitled to receive the production attnbutable to’ t'he mtemt
 out of which the subsequently created interest is derived, such party shall receive same free and clear
of such subsequently created interest. The party creating same shall bear and pay all such subsequently
created inte<ests and shail mdemmf:, and hold the other parties hereto free and harmless: Erom any and

“all- 'Iability resulting therefrom. , e

~11-
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2. If the owner of the interest from which the subsequently created interest is derived (1) fails to

1

2 pay, when due, its share of expenses chargeable heveunder. or (2) elects to abandon a well under pro-
3  visions of Artic'e VILE. hercof, or (3} olcati to surrender a lease under provisions of Article VIHLA.
4 hereof, the subscgucntly croated intoresi ohall Lo chinrgoohle with the pa rata nortiop of all expenses
5 hereunder in the same manner as if such m!ercst were a working imterest, For purposes of collecting
6 such chargeable cxpenses, the party or parties who receive assignments as a result of (2) or (3) atove
7  shall have the right to enforee all provitions of Article VILB. heraof against such stibsequently created
8  interest.

9

10  E. Maintenance of Uniform Interest:

11

12 For the purpose of maintaining uniformity of ownership in the oil and gas leaschold interests

13 covered by this agreement, and notwithstanding any other provisions to the contrary., no party shall
14  sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Con-
15 tract Area and in wells, equipment and production unless such disposition covers either:

16 |
17 1. the entire interest of the party in all leases and equipment and production: or |
18

19 2., an equal undivided interest in all leases and equipment and production in the Contract Avea.

20

21 Every such sale, encumbrance. transfer or other disposition made by any party shall be made ex-

22 pressly subject to this agreement, and shall be made without nrejudice to the right of the other parties.

23 '

24 1f, at any time the interest of any party is divided among and owned by four or more co-owners,

25  Operator. at its discretion, may require such co-owners to appoint a single trustee or agent with full
26 authority to teceive notices, approve axpenditures, receive billings for and approve and pay such party's
27 share of the joint expenses, and to deal generally with;, and with power toc bind, the co-owners of such
23  party's interests within the scope of the operations embraced in this agreement: however, all such
29 co-owners shall have the right to enter into and exectite all contracts or agreements for the disposition
30 of their respective shares of the oil and gas produced from the Contract Area and they shall have the
31 right to receive, separately, payment of the sale proceeds hereof.

32

33 F. YWaiver of Right to Partition:

34

35 If permitted by the laws of the siate or states in which the property covered hereby is located, each

36 party hereto owning an undivided interest in the Contract Area waives any and all rights it may have
37 to partition and have set aside to it in severalty its undivided interest .therein.

38

.39 Er—Treferential-Right to- Purehases
40 ) -
41 Stroutd-arepasty-desire toselbaH-orany-part-of Ha-interests ynder-thisagreement or-ta-vishis-and-
42  imterestshrthe-Contract—Ares—it shal—prompiiy—givretrritenrnotice to- tire-otherparties avitir fuitinfor—
43  rmmatiorcornterming—its-proposed—saie: —which—shai-incind et he-mame mmd—addressof—+he prospectite pur=

44 thaser—twino-nust be-ready - witirg-amd able-tor purchase y—thepurcirase —price;—and ot Hother—termrs—of-
45  the-offer—Fhe-other-partier sheH—thenheve—an-optispal-prierishi~for-a-period sf ten+ 10 )-days-after
46 WMWMW—MméR%—%Ne%H%WMW
47 . propuses-tor-seHr-and-if-4his-optiorai—risht-is-exereised: ~ the-purelrasing-partesshai—slrare—the—prr-
48 m&mmfmmmrwﬂnmhm%mwmmmmw
49 Wmmwmmmmﬁmmmr '
> 50 wmﬁﬂm&ﬁ%&mﬁmﬂé—waen&eaenmmw
"51 wmwmmwmxmmwmmwm
52 mmwmwwmmmmmc&

53

54 ARTICLE IX.

55 INTERNAL REVENUE CODE ELECTION

56 : :

57 This agreement is not intended to create, and shall not be construed to create, a relationship of part-

58 _nership or an association for profit between or among the parties hereto. Notwithstarnding any pro-.

§9  visions herein that the righis and liabilities hereunder are several and not Jomt or collective, or that this

60 agreement and operations’ hereunder shall ‘not “constitute a parmersmp, if, for recerax income tax pur-

61 - poses, this agreement and the operations hereunder are regarded as a partnership, each party hereby
affected elects to be excluded from the application of all of the provisions of Subchapteri"K" Chapter
1, Subtitle- "A" of the {ntemal Revenue Code of 1954, °as permitted and authorized by Section' 761 of

. the Code and the regulations promulgated thereunder. Operator is authorized and directeqd to/;mute on
behalf of each party hereby affected such evidence of this election as may be required by the Secretary
of the Treasury of the United States or the Federal Internali Revenue:Service; including specxfxcally, but

‘riot by weav., of limitation, all of the returns, statements, and the data requxred by Federal Regula-
tions 1.761. Should there. be any requirement that each party hereby affected give further evidence o!-
this election, each such party shall execute such- documents and furnish such other evidence as may be

" 70 - required by the Federal Internal Revenue Service or as may be necessary to evxdence t!us election._No. .

283388288
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69 .

such party shall give any notices or take any other action inconsistent with the election made hereby.
If any present or future income tax laws of the staie or states it which the Contract Avea is located or
any future income tax laws of the United States contain provisions similar to those in Subchapter “K*.
Chapter 1, Subtjtle “A”, of the Internal Revenue Code of 1954, under which an clection similar to that
provided by Scction 761 of the Code is permitted, each party hercby affected shall make such eleclion as
may be permitted or required by such laws. In making the foregoing election, cach such party states that
the income derived by stuch party from Operations hercunder can be adequately determined without the
computation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single damage claim or suit arising from operations hereunder if the ex-
penditure does not exceed _____Five Thousand Dollars

(5~§__Q_@_90_ } and if the payment is in complete settlement of such claim or suit. 1f the amount
required for settleinent exceeds the above amount, the parties hereto shall assume and take over the
further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-
pense of handling, settling, or otherwise discharging such clalm or suit shall be at the joint expense
of the parties. If a claim is made against any parly or.if any party is sued on account of any matter
arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement. the parly shall immediately notify Operator, and the claim or suit shall

be treated as any other claim or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure lo carry out its obligations
under this agreement, other than the obligation ta make money payments, that party shall give to all
other parties prompt written notice of the force majeure with reasonably fuli particulars concerning it;
thereupon, the obligations of the party giving the notice, so far as they are affected by the force majeure,
shall be suspended during, but no longer than, the ccntinuance of the force majeure. The affected party
shall use al! reasonable diligence t¢ remove the force majeure situation zs quickly as practicable.

The requirement that any ferce majeure shall be remedied with all reasonable dispét,ch shall not
require the settlement of strikes, lockouts, or oiher labor difficulty by the party involved, contrary to its
wishes; how all such difficulties shall be handied shaii be entirely within the discretion of the party
concerned.

The term “force majeure”, as here employed, shall mean an act of God, strike, leckout, or other
industrial disturbance, ‘act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood,
explosion, governmental action, governmental deldy restraint or inaction, unavailability of ¢qiipment,
and any other cause, whether of the kind specmcally 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 3specifically provided, shall be given in writing by Uthd States mail
or Western Union telegram, postage or charges prepald or by teletype, and addressed to the party to
whom the notice’ l_s gwen 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 party shall have the right to change its address at any time, and from

~ time to time, by gwmg written notice hereof to 21l other parties. —

ARTICLE XTI : ' .
TERM OF AGREEMENT B : =

This agreement shail remain in full force and ‘effect as to the oil and gas leases and/or oi} and gas in-
terests subjected hereto for the period of time selected below; prnvxd°d however, no party hereto shall
ever be construed as having any nght title or interest in or to any lease, or oil and gas mTerest con-
tributed by any other party beyond the term of this agreement.
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7% Option No. 2: In the event the well described in Article V1A, or any subsequent well drilled
under any provision of this agreement, results in procuction of 0il and or gas in paving quantities, this
agreement shall continue in force o long as any suck well or wells produce, or are capable of produc-
ton, and for an addilicral period of 90 _davs from cessation of all production; provided, Lhowever,
if, nrior to the evpiration of such zdditicnzal period, one or aore of the parties hereto are engaged in
drilling or reworking a well or wells hereunder,. this agreement shzll continue in force until such op-
erations have been completed and if production results therefrom, this agreement shall continue in
force as provided berein. In the event the well described in Article VI.A.,, or any subseguent well
9 drilled hereunder, results in a dry hole, and no other well is producing, or capable of produding oil
10 z2nd or gas from the Contract Area, this agreement shall terminate unless drilling or reworking opera-
11 tions are commenced within 90 days trom the date of abandonment of said well

3. Q0 A3 O D W e

12

13 1t is agreed, however, that the termination of this agreement shell not relieve any party hereto from
14 any liability which has accrued or attached prior to the date of such termination.

15

16 ‘ ARTICLE XIV.

17 . COMPLIANCE WITH LAWS AND REGULATIONS

18 . ;

18 A. Laws, Regulations and Orders:

20 )

21 This agreement shall be subject to the conservation laws of the state in which the committed

22  acreage is located, to the valid rules, regulations, and orders of any duly constituted regulatory body.of
2 said state; and to all other applicable federal, state, and local laws, ordinances, rules, regulations, and
orders.

B. Governing Law:

The essential validity of this agreement and all metters pertaining thereto, including, but not im-
ited to, matters of performance, non-performance, breach, remedies, procedures, rights, duties and in-
terpretztion or constructiori, shall be governed and determined by the law of the state in which the
Contract Area is located. If the Contract Area is in' 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. Metering of Production:

If a diversity of the wor‘u_ng interest o:mershm in production fram a lease
subject to this agresment occurs as a resuvlt of operal_lons by less than all
parties pursuant to any prov:n.smn of this agreement, it is agreed that the oil
and other hydrocarbons produced from the well or wells completed by the consent-
ing party or parties shall be separately measured by standard metering equipment
to be properly tested pericdically for accuracy, and the setting of a separate
tank battery will not be required unless the purchaser of the production or govern-
mental regulatory body having jurisdiction Wlll not approve metering for separately
measuring the producticn.

B. Non-Discrimination:

In the performance of this agreerment, Opﬁ*ator shall not engage in any conduct
or practice waich violates any law, orxder or regulation prohibiting discrimination
aga.mst any person by reason of his or her race, religion, color, sex, national
origin, or age; and Operator further agrees to cawly fully with the mn—da,scrmu-
nation provisions of Section 202 of Executive Order No. 11246 (30 F.R. 12319) i

‘ anend&d which are hereby mcluded as Exhibit "F"

C. P-'lorlty of Cperations:

“‘51. i

Wnenever therelsnorethanoneprooosalmcomecumwlthanymll subjec*
to- this agrestent, s.xduproposalsshallbeccns;dereﬁanadlsmsedofmthefoj,
order of priovity:

(a) Drilling the well to its authorized epth or attemoting a cam.‘tet:.&: in-
clud:mg testing andloagmgof such well at suchdeothshallhawe q::s‘
.. pnorz.ty over all other operations and m:opcsals, e T e

‘-"'L .

-14 -
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(b) A proposal to plug back a well shall prevail over a proposal to deepen
or to sidetrack such well; if there is more than one proposal to plug
back, the proposal to plug back to the rext decpest prospective interval
shan have priovity over proposal (s) to plug back to shallower prospective
intervals;

(¢) A proposal to sidetrack a well in order to reach the authorized depth
snall prevail over a proposal to deepen;

{d@) A proposal to deepen a well shall have last priority; and

(e) Proposals of the same type and to the same depth shall be glven precedence
in the order in which they were made.

Department of Energy Regulaticns:

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 indirectly from Operator's interpretation
or applicaticn of rules, rulings, regulations or orders of the Department
of Energy or predecessor agencies to the extent Operator's interpretation
or application of such rules, rulings, regulations or orders were made
in good faith.

Non-Operators further agree to reimburse Operator for their pro-
portionate share of any ampunts Gperator may be required to refund,
rebate or pay as a result of an incorrect interpretation or application
of the above not_:ed rules, rulings, regulations or orders, toqether with
the Non-Operators'part of interest and penalties owing by Operater as
a result of such incorrect interpretation or aolecdtlon of such rxules,

rulings, regulations or ocrxders.

A sale or assigrmment of interest by any party will rot relieve or release

such party of its obligaticns hereunder. HRirther, the assigning party shall
be and remain liable for the cbligations incurred by its assignee unless and
until the sale or assignment has been approved by the other parties hereto,
which approval shall not be unreasonably withheld. However, no approval shall
be given unless and until all monies due and accounts payable accruing out of
the development and operation of the lease(s) subject hereto shall have been
paid ir full by the party assigning its interest and the Operator has been
furnished with a certified copy of a recorded instrument evidencing the sale
or assigrment.

REAL QOVENANT

The terms, covenants and conditions of this Agreement shall be covenants
running with the lands covered hereby and the leasehold estates therein, and
with each transfer or assignment of said lands or leasehold estates. Each
party ma]ung an assignmment or transfer of any lands or leasehold estates
covered hereby shall state in such assignment or transfer that it is subject
to all of the terms, ¢jvenants and conditions hereof, and shall oromptlv give
notice to the Mrevator of o5y S essiynibent or transfer.

14 (aj)
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G. " OBLIGATION WELL,

Purthermore, nouﬂ‘t'hsmndmj any provisions to the contrary appearing
in Article VI hereof, it is agreed that if the drillirg of a well should
be necessary under the express terms or requireaments of any lecase or leases
covered hereby in order to maintain said lease or any portion thereof in
force and effect, and if any party or parties desire not to participate
in the drilling of such well and the othier party or partics desire to
conduct such drilling cperations, then such well may be drilled by such
party or parties without the joinder c¢f the cther party or parties. In
that event and if and when said well shall have been s0 drilled and
conpleted or abandoned, the party or parties not participating in the
drilling thereof shall transfer and assign to the other party or parties
all of its right, title and interest in and to said lease or portion
thereof except that, if production is then being obtained from the land
held thereunder by a well or wells previously drilled for the joint
acoount, there shall be excepted from such assignment 40 acres around
any such well producing oil and 160 acres arourd any well producing gas
in as near a square form as possible with the well in the approximate
center thereof, provided that if a spacing pattern or production unit shall
have heen established by a legal autlhority around any such well, only the
acreage assigned t it shall be so excepted and reserved to the parties
jointly. In the event of any such assigrment, the acreage as to which it
should be so made and leasehold rights thereon shall no longer be subject
to this Agreement.

H. : WORKOVER OPERATIONS

It is agreed that without the mutual consent of all parties no workover
operations will be cornducted under the provisions of Article VI so long as
any completion in the well proposed to be worked over is producing in
paying quantities.

1. FILRGS WITH GOVERNMENTAL AGENCIES

The parties hereto autiwrize and direct the Operator to prepare and sub-
mit to the appropriate jurisdictional agency such filings as the Operatcr may
doom necessary in order that proper well classification may be made for the
purposes of the Natural Gas Policy Act of 1978 ("NGPA"). In the event that
Operator. shall have determined that a well does not qualify for a classification
requiring a jurisdictional agency determination under the NGPA and any other
party hereto desires to request a jurisdictional agency determination that
a well qualifies for a particular category under the NGPA, Operator shall,
at the request of such party, advise such party in writing that Ocerator
does not intend to request a jurisdictional agency determination for such
well. Operator shall use its best efforts to make such filings under the
NGPA in sufficient time after completion of a well to enable any party to
make such additional filings as may be necessary to enable such party to

~oollect the maximum rate to which it may be entitled. However, Operator

" shall not be held liable or responsible for failure to file an appropriate
request with a jurisdictional agency unless such resulted fram gross or
willful negligence or misconduct.

- Qperator’s responsibility for filing shall cease at such time as
filings must be made by each party separately.

J. WEXDEAIL PROFITS TAX ACT OF 1980

. The Nm-{berators hereto authonze q)erator to prepare and sub-
mit such documents as may be required to be submitted to the Furchaser
of any crude oil sold hereunder or to any other person or entity pursuant .
to the requirements of the “Windfall Profits Tax Act of 1980" (the "WPTA")
and the Non—Operators further agree to submit to Operater such certificationg
asq:eratormaydeeunecessarvmordertaocwplymththewpm. The Non—- .
Operators. agree to indemify and hold Crerator harmless for any and all
liabilities caused as a result of any action taken by Operator on the basis

- of any certification prepared by any party hereto and for any other action

- undertaken, or certification preparad, by Operator unless Operator is

’ grossly negligent or acts with willful misc..duct . in taking such action cr
preparing such certification. Operator agrees to submit all documents on -
behalf of Non~Operators unless Operator gives written notice to the coNLYAYY . - it

14(b)
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o 'A.A.P.L. FORM 610 - MODLEL FORM OPERATING AGREEMENT - 1977

ARTICLE XVI.
MISCELLANEOQI'S

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

This instrument may be executed in any number of counterparts, cach 6f which shall be considered
an original for all purpose: Cs

i
i@

IN WITNESS WHEREOF, this agrecement sh?s ce cffective as of 25th day of October
19_224,

—
O W0 NG e La B e

[
oo

OPERATOR
ATTEST INEXCO OIL COMPANY

By:
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Colin R. McMillan . Charles C. Loveless
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3

Kssistant Secrétary William G. Goodwin, Vice President

[
LondiR =]

David Petroleum Corp.

[ 22
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3 ?

ARTICLE XVI.

MISCELLANLEOUS
4 This agrecment shall be binding upon and shall inure. to the benefit of the parties hereto and to their
5 respective heirs, devisces, legal representatives, successors and assigns.
6
7 This instrument may be exccuted in any number of counterparts, cach of which shall be considered
8 an onginal for all purposes
0 .
16 I WITNESS WEEREOF, this agreement shall be effective as of __ 208___day of OCtober
11 19
12
13 OPERATOR
14
15 INEXCO OIL COMPANY -

P o //;/ﬁ.._,m 0

U1111am G. Goodwin, Vice President -

24 1 MON-OPERATORS
' 25 % LDM ASSOCIATES

2& DAVID PETROEUM CORP.

//Mm 2 At

30 Secretary President:’

24 vrt /ffiziiéz ‘/xézééy/”

35 Na ine Prideaux LCxeleqs ¥ndividually and
36 N as-Personal Rﬂpresentative Estate of
' Chatlces b. Loveless, Jr., D ceased

38 é / 61/ . :- -
59 . /

40 é% ,a ‘-//\.(,L[w

41 Kay McMitlan €e+l4n R. Mcﬁl]]an

ColinN

s ; ‘\ )
) ) = cf . VAN
46 (—34 fl{/'A 4;\{ \<} / ,/,/ > jv// y l\&@%&\& ~—

< :
Carolyn LL Schtlicher Fred 3. Schiicher

54 Signature page to Operating Agreement attached ‘to "Assignment and
55 Agreevent” :f same date between LDM, Assignors, and Inexco 0il
56 Company, Ass1gnee.

5§

60

61

62

63

64 ,‘._{ ?'/.'\\
65.

67

68

6.
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EXHIBIT “A"
Attached to and made a part of that certain
Operating Agreement dated October 28, 1981,

between Tnexoo 0Ll Campany, Operator and
1DM Associates, Non-~Operator

Lands subject to this Agrecement
T175, R37E, Lea County, New Mexico
Sections 13,14,23, and 24: all

Percentage Interest of Parties

Before Casing Point Initial After Casing Point Initial Test
Test Well Well and Other Wells -
Inexco 100% “Tnexco 75%
Loveless ~0- * Loveless  31.25% of 25%
David -0~ * David 37.5% of 25%
McMillan ~0- * MoMillan  31.25% of 25%

~ *Each party has the option to elect to retain its proportionate
share of an overriding royaity of 1.25% or join as to its proportionate
interest as shown in the Initial Test Well after Casing Point

has been reached.

A, 3. 0il and Gas leases and/or interests subject to agreament
- See Exhibit "A-1" attached hereto

Addresses of Parties for Notice Purposes

LDM Associates "Inexco Oil Company

714 Petroleum Building 1100 Milam Bldg. Suite 1900
Roswell, New Mexico 88201 Houston, Texas 77002

Attn: Edward David Attn: L. J. Tacconi

TR T S R 5 TS R Y% S TR
.
T
»
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MEMORANDUM

INEXCO

April 19, 1982 .

TO: A. Parras
FROM: LJ Tacconi

RE: Humble City, NM 181} |
Lea County, New Mexico

|

|

My memo to you of 2-16-82 concerning revised Wl's contained erroneous
figures., (Haven't determined whether it was me or a typo, so I'11
“take the blame.)

%lease accept my apologies for any inconvenience and correct your
records as follows.

10C 48.4375 %
AH 26.5625 %
Loveless 5.8125 ¢
David 9.3750 %
McMillan 7.8125 ¢4
Schlicher: 2.0000 ¢«

LJT/bb




EXHIBIT "A"
Attached to and made a part of that certain
Operating Agreement dated October 28, 1981,
between Inexco 0il Company, Operator and
LDM Associates, Hon-Cperator

A. 1. Land subject to this Agreement
~T17S, R37g, Lea County, New Mexico
Sections 13, 14, 23, and 24: Al

A.Z2.  Percentage Intercst of Parties .
Before Casing Point Initial After Casing Puint [nitial Test
Test Well Well and Other Yells
Inexco 100% fnexco 75%
Loveless -0- *Loveless 31.25% of 25% less 2%
David -0- *David 37.5% of 25%
McMillan -0- *McMillan 31.25% of 25%
Schlicher -0- Schiicher 2%
A.3. 0il and Gas Leases and/or interests subject to agreement
See Exhibit "A-1" attached hereto.
A.4. Addresses of Parties for Notice Purposes:
*| DM Associates Inexco 0il Cémpany
714 Petroleum Building 1100 Milam Building, Suite 1900
Roswell, New Mexico 88201 Houston, Texas . 77002
Attn: Edward David Attn: L. J. Tacconi

Fred J. Schlicher
P.0. Box 566
Roswell, New Mexico 88201
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EMHTAIT "A~1"
Attached to and made a part of that
certain Operating Agreement dated October 28, 1981,
between INEXCO OII, COMPANY, as Operator
and LM ASSOCTATES, as Non-Operator
SCHEDULE OF LEASES — T-17-8, R-37-E, MNPM Cconty lea  State New Mexioo
, Recording
Lease Land Data Gross
Date Lessor Lessee Descr. Book/Page Acres Texm
0~9~80 .Rederick J. Skidmore Donald E. Blackmar Sec.13: 8% 333/408 320 S5 yrs.
0-9-80 -Charlotte M. Gleason Donald E. Blackmar Sec.13: 8% 331/870 320 5 yrs.
0-9-80 - Pauline Lawson Bailey, et vir Donald E. Blackmar Sec.13: 8% 331/615 320 S5 yrs.
-27-81 +Hazel 0. Cunningham,et al J. P. Carnes, Inc. Sec.13: S% 335/783 320 3 yrs.
-4-81 - Maxine Raburnp, et vir J. P. Carnes, Inc. Sec.l3: sk 337/177 320 3 yrs.
-7-81 ' Roy G. Barton, J., J. P. Carnes, Inc. Sec.13: 84 337/20 320 3 yrs.
-3-81 ' Prowco, Inc. J. P. Carnes, Inc. Sec.13: Sk 338/252 320 3 yrs.
-22-81 ° Bryant Williams, Trustee J. P. Carmes, Inc. Sec.13: Sk 338/254 320 3 yrs.
~-19-81 * Ruth A. White, Exec. J. P. Carnes, Inc. Sec.l13: Sk; 339/64 320 3 yrs.
-22-81 . Sally Hunter Trollinger J. P, Carnes, Inc. Sec.13: Sk 339/66 320 3 yrs.
-25-81 - Ruby Webster March J.P. Carnes, Inc. Sec.l13: Sk 339/88 320 3 yrs.
-18-81 - W. T. Mendell J. P. Carnes, Inc. Sec.13: 8% 339/243 320 3 yrs
-11-81 ' Ross L. Elliott, et al J. P. Carnes, Inc. Sec.13: N4 336/171 160 3 yrs.
-11-81 -+A. B. Waldron, Jr., et al J. P. Carnes, Inc. Sec.13: NW4 335/643 160 3 yrs.
0~04-80 - Marie Jane DeVoss Nonald E. Blackmar Sec.l3: Ny 331 /709 640 - S yrs,
' Sec.l4: NE4; -
Sec.23: E%

-20-81 -lst National Bank, Roswell Donald E. Blackmar Sec.13: NWk - 335/718 320 3 ¥Yrs.
. ' Sec.24: SE%
-19-81 -+ Joseph Richard Nickson, etux Donald E. Blackmar Sec.l3: Nwk; 334/48 640 3 yrs.
‘ Sec.14: NEY; '
, . ' Sec.23: E%
-19-81 - Martha Nickson - Donald E. Blackiar Sec.13: NwWi; 334/44 640 3 yrs.
Sec.14: NE%; ’
Sec.23: E%

. -19-81 . John Nickson Beers, et ux Donald E. Blackmar Sec.13: Nwy 334/46 640 = 3 yrs.
. Sec.14: NEY;
’ Sec.23: E4
-3-81 - Clarence V. Shelfer, et al J. P. Carnes, Inc. Sec.l3: NEX% 335/720 240 3 yxs.
. ; ) - Sec.24: SLSN 1 »
-14-81 . Jerry Cypert,-et ux Donald E. Blackmar Sec.l13: NE%; 334/230 800 3 yrs.

Sec.14: S
Sec.23: Wk
E%

-5-81 - Evelyn Elizabeth Machen J. P. Carnes, Inc., Sec.23: Ej 335/285 320 3 yrs.
-13-81 - Lynda Yost Lindh, Individ. J. P. Carnes, Inc. Sec.23: Ej 335/545 320 3 yrs.
and as Trustee
-16-81 - Beatrice Zappe Donaid E. Blackmar Sec.23: Wi 334/50 320 4 yrs.
0~-4-80 - Robert E. Daughtry, et ux Donald E. Blackmar Sec.24:NEXNEx & 331/617 360 5 yrs.
: L8 P '
. ‘ w2
0-4-8) * Peggy M. Daughtry Donald E. Blackmar Sec.24:NERNE% & 331/619 360 5 yrs.
T v

'0-4-80 - Joe W. Huff Donald E. Blackmar Sec.24:NEXNE% & 331/611 360 5 yrs.
0-4-80 - Ruth Daughtry Huff Donald E. Blackmar Sec.24:NEYNE% & 331/613 360 5 yrs.
-3-81 - James Roy Tomlinson J. P. Carmes, Tnc. Sec ?4.3Uamb ¢ 2357143 120 3 yus.

S WNEY :
~7-81 - Roy G. Bartom, Jr., et ux J. P, Carnes, Inc. Sec. 14:NEx 337724 160 3 yrs..
-31-81 - H. Dillard Schenck, et al Donald E. Blackmar Sec,l4:NE% 334/586 160 3w
. =19=-81 . Alb.qzm’que Nat:.onal Bank, Donald E. Blackmar Sec.14:NEk: 334/374 480 33
i Trustee S ; , - Sec., 23, Ek :
0~-9-80 - Edna P. Pruiett Donald E. Blackmar Sec 14'NE5' - 331/609 480 Sy

-7-81 - Roy G. Barto.; Jr., et ux  J. P. Carmes, Inc. - e 337/22 320 3 yrs




( ' {
. L | oy 344 s 717
‘ EXIIIBIT "B"
‘ Attached to and made a part of that
‘ certain Operating Agreement dated Octcbor 28, 1981, ‘
between INEXCO OIL COMPANY, as Operator
and LDM ASSOCIATES, as Nen~Operator ‘
'~ There is no Exhibit "B" to this agreement.
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EXHIBIT "

dated. Q<Y 23 1981 , hetweeh Tueco Ol Co. , Operator,

and LB Aseoctate S /Non-Cperator.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

i. Definitions

“Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting
Procedure is attached.

“Joint Cperations” shall mean all operations neeeSsary or preper for the development, operation, protection and
- maintenance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.

“Mon-Operators"” shall meast the parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those emplovees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

“Technical Employees™ shall meéan those employees having special and specific éngineering, geological or other
profzssional skills, and whese primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the Joint Property. -
“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees.
“Material"” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

2. Statement and Billings

Operator shall bill Non-Operators on or before tne last day of each month for their proportionate share of the ‘
Joint Account for the preceding month.: Such bills will be accompanied by statements which identify the author- |
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in- |
vestment and expense except that items of Controllable Material z::d unusual charges and credits shall be sep-
arately identified and fully described in detail. 1

3. Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to’ advance. their
share of estimated cash outlay for the succeeding month's operation. Operaior shall adjust each monthly billing
to reflect advances received from the Non-Operators. Each Non-Uperator shall pay_ its pruportionate

- share of all invoices within thirty (30) days after receipt thereof. "If payment is not
made within such time, the unpaid balance shall bear interest monthly at a rate per annum
equivalent to the Prime Rate of the Texas Commerce Bank, Houston, :Texas, plus 27, which
rate :ay very from time to time, or the maximum contract or conventional rate permitted
by the applicable usury laws in the state in which the Joint Property is located, which-
ever is the lesser; plus attorneyv's fees. court costs, and anry other costs incurred by the
Operator in connection with the collection of unpaid amounts. ——

- T‘?&mﬂm&ms

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correc:-
ness thereof: provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively be presumed to be true and correci aiter Lweniy<iour {24} moniiis fvilowing
the end of any such calendar year, unless within the said twenty-four {24} month period a Non-Operator takes
written excepticn thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of, this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

‘5. Andits
A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to atudit Qpe-
ratoc’s accounts and-records iiaiing (o the Joint Account for any calendar year within the twenty-four (24) month
i period following the end of such calendar vear: provided, however, the making of an audit shall not extend the
o time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
‘ Section-L - Where there are two ot more Mon-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera- . .
. tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under tais paragraph unless agreed
to by the Operator. : - L
6. Approval by Non-Operators .1
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec- . ...,
' tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary- provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal. and -
“the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
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1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

l»

2.

1.

Rentals and Royalties
Lease rentals and royallies paid by Operator for the Joint Operations.
Labor

A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct
of Joint Operations.

(2) Salaries of First Level Supervisors in the field.

(3) Salaries and wages of Technical Emplovees directly employed on the Joint Property if such charges are
excluded from the Overhead rates.

B. Operator's cost of holiday, vacation, sickness and disability benefits and other custemary allowances paid to
emrlovses whate salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
1I. Such costs under this Paragraph 2B may be charged on a2 “when and as paid basis” or by “percentage as-
sessment’ on the amount of salaries and wages chargeable to the Joint Account unde: Paragraph 2A of this
Section 1. If percentage assessment is used, the rate shall be based on the Operator's cost experience.

Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion II.

D. Personal Expences of those employees whose salaries and wages are chargeable to the Joint Account u..der
Paragraph 2A of this Section II.

)

Employee Benefits

Operator's current costs of established plans for emeloyees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor
cost chargeable to the Joint Acccunt under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty per cent {209%).

Material , .
Material purchased or furnished by Owperator for use on tho Joint Property as provided under Section IV. Only

such Materisl shall“be purchased for or transferred to the Joint Property as may be required for immediate use

and is reasonably practical and consistent with efficient and economical operations. The accumitlation of sur-
plus stocks shall be avoided.

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

A. If Material is moved tc the Joint Property from the Opéré‘tor"s’ warehouse or oiher properties, no charge shall
be made to the Joint Account fm a di tance greater than :he distance from the nearest reliable supply store,

to by the Parties.

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

C. In the application of S'praragraphs_ A and B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed’to by

the Parties.

Equipmeanti and Facilities Furnished by Operator

A. Opeérator shall charge the Joint Account for use of Operator owned aquinment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the imrmediate area

of the Joint Property.

+ B.. 'In lieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in

L

the immmediate area of the Jeint Property less 20%. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property A ;

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's
gross negligence or willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses
meum:l as soon as pnctzcable after a report thereof has been received by Operat,or

~

Legal Expense

Expense of handling, mvahgatmg and settlmg hhgatnon or clalms discharging of hens. payment of judgments
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or
necessaty to protect or recover the Joi nt Property, except that no charge for services of Operator's legal staff
‘or fees or expens.. Jf outside attorneys shall be made unless previously agreed to by the Parties. All other legal
expensé is considered to bé covered by the overhead provisions of Section III unless otherwise agreed to by the

Parhe&exceptaspro\ndedeectxonl Paragraph 3.
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Taxes

All taxes of every kind and nature assessed or levied upon or in cennection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.

Insurance

Net premiunis 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 andjor Employers Liability under the respective state's laws, Operator may, at its election,
include the risk under its self-insurance prograin and in that event, Operator shall include a charge at Operator’s
cost not to exceed manual rates. '

Other Expenditures

Any other expenditure not covered or dealt-with in the foregoing provisions of this Section II, or in Section IiI,
and which is incurred by the Operator in the necessary and proper conduct of the Yoint Operations.

Ill. OVERHEAD

Overhead - Drilling and Producing Operations

i. ~As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
( X ) Fixed Rate Basis, Paragraph 1A, or
(. =) Percen'age Basis, Paragraph 1B.
Unless otherw1se agreed to by the Parties, such charg: shalt be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead raies provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, w:;ges and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not (X ) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate $ 949,00
Producing Well Rate $ 327.00

(2) Application of Overhead - Fixed Rate Sasis shall be as follows:
(a) Dnllmg Well Rate

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

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

[3] Charges for wells undergoing any type of workover or recompletion for a peried of five (5) con-
secutive days or more shall be made at the driliing well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive
“days.

{p) Producing Weil Rates
{1] An active well either preduced or injected into for any portion of the month shall be considered
as a one-well charge for the entire month. .

{2] Each active completion in a multi-completed well in which production is not commingled down
hole shall be corsidered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority.

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

[4] ‘A one-well chargé may be made for the month in which pluggmg and abandonment operations
are completed on any well.

(5] All other inactive wells (including but not limited to inactive wells covered by unit allowable,
lease allowable, transferred allowable, ete.) shall not qualify for an overhead charge.

{3) The well rates shall be adjusted as of the nrst day of April each year following the effective date of the
agreement to which this Accountmg Procedure is attached. The ad:ustment shall be computed by multi~
plying the rate current.y in use by the percentage increasc or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
precedmg as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Wor¥-rs as published by the United States Department of Labor, Bureau of Labor Statistics, or the
-equivalent Canadian index as published by Statitics Canada, as applicable. The 2djusted rates shall be
the rates currently in use, plus or minus the computed -adjustment.

—_3—
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B. Overhenad - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:
{(a) Development

e e PPRECEDIE ( S5) of the cost of Development of the Joint Property exclusive of costs
provided urder Paragraph 9 of Scction 11 and all salvage credits.

(b) Operating

e e s PETCEIL ( ¢4} 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 recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

{2) Application of Overhead - Percentage Basis shall be as follows:

For the purpose of determmmg charges on a percentage basis under }’aragmph 1B of this Sectlon I, de-
VL‘IUplllLllt bllult muuuc dll COsis III -.unnu.uun WHH u“uulg, n,u.nung, ut.npuun;, Oi auy l&lll'-uu.“ Uy(.lao
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparvation for drilling and expenditures incurred in abandening when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as des ned in
Paragraph 2 of this Scction J1I. All other costs shall be considered as Operating.

2. Overhead - Major Construction TC BE NEGOTIATED

pansion of I sets, and any other project clearly discernible as a fixed asset requirud for the deve!l opment and
operation of the Joint P 3 Operator shall either negotiate a rate prior to th « beginning of cunstruction, or shall
charge the Joint Account for Oveér ased on the following rates for any Major Construction project in excess

of §
A % of total costs if such costs are more than butlessthan$_______________; plus
8. __ . % of total costs in excess of § but less tha 0.000; plus

C

% of total costs in excess of $1,000,000.

3. Amendment of Rates

The Overhead rates provided for in this Sectinn 1II may be amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to te insufficient or excessive.

1IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Materiai and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Jeint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operatar, Obsrator shall make timely dlSDOSltlon
of idle and/or surplus Material, such disposal being made-either through sale to Operater or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-QOpera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties. oo

1. Purchases

Material purchased. shall be charged at the price paid by Operator after deduction of all discounts received. In case
of Material found_to be defective or returned to vendor for any other reason, credit shall be passed to the Joint
Account when ad;ustment has been received by the Operator.

2. Transfers and stpoqxtxons

Material furnished to the Joint Property and Mdtenal transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Parties, shall be pr1ced on the following bases exclusive of cash dis-

counts:
A. New Material (Condition A)

(1) Tubular goods, except line pxpe, shall be priced at the current new pricein effect on date of movement on a
mavimum earload or baree load weight basis, regardless of quantity transferred equahzed to the lowest
published price t.o.b. raxlway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.

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

movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

(b) Movement of 39,000 pounds or more shall be pnced under provxsxons of tubular goods pncmg in Para-
graph ZA (1} oi‘this Section'iV.

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

) available.
" B. Good Used Material (Condition B)
' Material in sound and serviceable condition and sm’able for reuse without reconditioning:
(1) Material moved to the Joint Property >
(a)- At seventy-flve percent (75% ) of current new price, as determined by Paragraph 2A of this Section IV.
(2) Material moved from the Joint Property

T ta) At seventy-fwe percent (75<%) of current new prxce. as determined by Paragraph 2A of this Sect:on IV,
1 4 Matenal was originally charged to the Joint Account as new Material, or

—
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(b) at sixty-five porcent (657) of current new price, as determined by Paragraph 2A of this Section
IV, if Material wos orviginally charged to the Joint Account as good used Matcnal 2t seventy-five per-
cent (759%) of current new price.

The cost of reconditisning, if any, shall be ahearked by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C .
Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent {50:) of current new price as determined by Para-

g}aph 2A of this Section 1V. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D

ANl other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some ather purpose, shall be
priced on a basis comparable with that of itemns noiinally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
cf Non-Operators.

D. Obsolete Materiat

Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Acccunt being charged with the value of the service ren-
dered by such Material.

E. Priciné Conditiong
(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per

hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

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

3. Premium Prices

Whenever Material' is not readily obtainable at published or hsted prices because of national emergencxes strikes
or other unusual causes over which the Operator has no control, the Qperator may charge the Joint Atcount for the
reqmred Material at the Operator’s actual cost incurred in provxdmg such Material, in making it suitable for use,
and in movmg it to. the Joint. Property; provided notice in writing is fu¢nished to Non-Operaiors of the proposed
charge. prior to billing Non-Cperators for such Material. Each Non-Operator shall have the right, by so electing and
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for use and acceptable to Operator.

4. Warranty of Material Furnished by Operator

Operator does not warrant the Material furnished. In case of defective Muterial, credit shall not be passed to the
Joint Account until adjustment has been received by Operator from the manufacturers or their agents.

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

1. Periodic Inventories, Notice and Representation

At redsonable intervals;, Inventaries shall be tsken by Operator of the Joint Account Controllable Material
Written notice of mtention to take inventory shail be given by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any inventory 'is tuken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.

2. Reconciliation and Adjustment of Inventories
Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall: ,l"e Jfurnished to the Non-Operators within six months following the taking of the mvenlory Inventory ad-
justr . “shall be made by Operator with the Joint Account for overages and shortages, : Operator shali be
held accountable only for shortages due to lack of reasonable diligence.

3. Special lnventozies i
any szle or change of tnfpres' ‘in the. Joint Property. It shall

v

Speciai Inventories may be takén whenaver there i

be the duty of the party selling to notify all other Pa rtles as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shali be governed by such inventory.

4. Expense of Conducting Periodic Inventories

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

Operator shall at all times during the term of this Agrecement maintain the following
insurance, for the benefit of the parties hereto, subject to availability on acceptable
terms ?

1. Worker's Compensation, including an "all states” endorsement, as required by the
laws of the state whevre the operations are to be conducted and Employers' Liability.
Insurance with a limit of not less than $100,000.

2. Comprehensive General Liability Insurance, including completed operations and
blanket contractural liability insurance, with limits not less than:

$500,000 - each occurrence

$100,000 - for loss of or damage to property in any one occurrence

3. Comprehensive Automobile Liability Insurance covering all automotive equipment
used in performance of work under this agreement with limits of not less than:

$250,000-~ each person
- $500,000 - each occurrance
$100,000 - for loss of or damage to property in any one occurrence

Excess liability insurance may be carried to meet the above requirements.

UFFSHORE AND INLAND WATER - .

_Whenever the operations under this Agreement will be conducted in offshore, coastal
" or inland water areas, operator's Worker's Compensation policy shall be extended
ro provide the following additional winimum insurance.

U.S. Longshoremen and Harbor Worker's Compensation Ac¢t Coverage;

Outer Continental Shelf Lands Act Endorsement; The General Maritime
law including Jones Act with limits of not less than $500,000; '"In
Rem" Endorsement; and voluntiry coimpensation {maritime) $250,000 limits.

Any contractor furnishing waterborne vessel services for any work to be performed
hereunder shall carry protection and indemnity insurance in ‘an amount equal to the
sound. value of the vessel with a minimum limit of $100,000, including collision
liability with provisions for transportation, wages, maintenance and cure to a
master or member of the crew of the insured vessel, and Hull and Machinery coverage
to the sound value of the vessel. Further, wheres applicable, said contractors shall
carry towers liability, pollution liability and debris removal coverage.

Upon request, Operator shall furnish satisfactory evidence of well control insurance
as well as those coverages raquired by the terms of this agreement.

Operator shall use its best efforts to require its Contractors performing work under
this Agreenent to carry insurance as. oultined above.
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EXHIBIT "B

Attached to and made a part of that
certain Operating Agreament dated October 28, 1981,
betweon INENCO QOIL COMPANY, as Operator
and I.IDM, ASSOCIATES, as Non Operator

There is no Exhibit "E" to this Agreement.
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v, _ SUPPLEMENT "A“

e EQUAL EMPLOYMENT OPPORTUNITY PROVISION

During the performance of this contract, the Operator agrees as follows:

(1) The Operator will rot discriminate against any employee or applicant
for employment because of race, color, r911g1on, nat1onal origin or sex. The
Operator will take affirmative action to ensure that applicants are employed,
and that employees are treated during employment, without regard to their race,
color, religion. nationai origin or sex. Such action shali include, but not be
limited to the following: Employment, upgrading, demoticn or transfer; recruit-
ment or recruitment advertising; layoff or termination; rates of pay or other
forms of compensation; and selection for training, 1nc1ud1ng apprenticeship.

The Operator agrees to post in conspicous places, available to employees and ap-
plicants for emp]oyment notices tg be provided for the contracting officer set-
ting forth the provisions of this non-discrimination clause.

(2) The Operator will, in all solicitations or advertisements for employees
placed by or on behalf of the Operator, state that all qualified applicants will
receive consideration for employment without regard to race, color, religion,
national origin or sex.

(3) The Operator will send to each labor union or representative of wor-
kers with which it has a collective bargaining agreement or other contract or
understanding, a notice to be provided by the agency contracting officer, ad-
vising the tabor union or worker's representative of the Operator’s commitments
under Section 202 of Executive Order 11246 of September 24, 1965, and shall post
copies of the notice in conspicuous piaces ava11ab1e to emp]oyaes and applicants
for employment.

(4) The Operator'w111 comply with all provisions of Executive Order 11246 of
September 24, 1965, and of the ruies, regu]attons and relevant orders of the Sec-
retary of Labor

(5) The Operator will furnish all information and reports required by Execu-
tive Qrder 11246 of September 24, 1965, and by the rules, rncu}at1ons and orders
of the Secretary of Labor, or pursuant thereto, and will permit access to its
books, records and accounts by the contracting agency and the Secretary of Labor
fog puéposes of investigation to ascertaxn compiiance with such rules, regulations
and orders

(6) In the event of the Operator's non-compliance with the non-discrimination
clauses of this contract or with any of such rules, regulations or orders, this
contract may be cancelled, terminated or. suspended in whole or in-part and the
Operator may be declared ineligible for further Goverment contracts in accordance
with procedures authorized in Executive Crder 11246 of September 24, 1965, and
such other sanctions may be imposed and remedies invoked as provided in Executive
Order 11246 of September 24, 1965, or by rule, regulation or order of the Secre-
tary of Labor, or as otherw1se prov1aed by law. .

{7) The Operator will include the provisions of Paragraphs (1) through (7)
in every subcontract or purchase order unless exempted by rules, regulations or
orders of the Secretary of Labor issued pursuant to Section 204 of Executive Order
11246 of September 24, 1953, o) that such prov1s1ons w11] be binding upon each sub-

Y S o TaY ok
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contract or purchase order as the contracting agency may direct as & means of en-
forcing such provisions including sanctions for non-comp11ance Provided, however,
that in the event the Operator becomes involved in, or is threatened with, 1iti-
gatiom with a subcontractor or vendor as a result of such direction by the. contrac-

~ting agency, the Operator may request the United States to enter into such 1iti-

gatiom tc protect the interests of. the United ‘States.

' Operator acknowledges that it may be required to file Standard Form 100 {EEQ-1)
promulgated jointly by the Office of Federal Contract Compliance, the Equal Employ- :
ment Opportunity Commissian and Plans for Progress with Joint Reporting Committee, "

- Federal Depot, Jeffersonville, Indiana, within thirty (30) days of the date of con-

tract award if such report has not been filed for the current year and otherwise .
comply. with ar file such other compliance reports as may he required unider Executive

aav’Qrder 11246, as amended and Rules and Regulations adopted thereunder.

8 -Qperator further acknowledges that he may be required to develop a written af-
f?rmatjve action compliance program as required by the:Rules and Regulations ap-

proved by the Secretary of Labor under authority of Executive Order 11246 and supply

Non—Operatqrs with a copy of such program if they so request.
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SUPPLEMENT “B“

CERTIFICATION OF NON-SEGREGATED FACILITIES

Operator assures Non-Operators that it does not and will not maintain
or provide for its employees any segregated facilities at any of its establish-
ments, and that it does not and will not permit its employees to perform their
services at any location, under its control, where segregated facilities are main-
tained. For this purpose, it is understood that the phrase "segregated facilities"
includes facilities which are in fact seqregated on a basis of race, color, religion,
or national origin, because of habit, local custom or otherwise. It is further
understood and agreed that ma1nta1n1ﬂg or providing segregated facilities for its
employees or permitting its employees to perform their services at any location under
its control where segregated facilities are maintained is a vielation of the equal
opportunity clause required by Executive Order 11246 of September 24, 1965.

_ Operator further understands and agrees that a breach of the assurance
herein contained subjects it to the provisions of the Order at '’ CFR Chapter 60
of the Secretary of Labor dated May 21, 1968, and the previsions of the equal
opportunity clause enumeraled in contracts between the United States of America and:
Non-0Operators.

Whoaver Enouinq]y and wil]fu1iy makes any false, fictitious or fraudulent
representation may be liable to criminal prosecution under 13 U.S.C. sec. 1001.
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INEXCO OIL COMPANY
AUTHORIZATION FOR EXPENDITURE
AFE No. {inexco Property No.} S e e e e e
Prospect Sou fh,,Humb_lﬁ.C_Lu,S.trAﬂn - Locauon 560°' FHL & 198Q' J
Well Name and Number ____Inexca _#1_Pruiett FEL, Sec¢. 23, T17S,
' R37E
Estimated Days to Drif! 47 i lea Co.. New Mexico
Estimated Days to Complete 10 . -
SANDS AND DEPTH . Ese. T.O._11.800' _
OBJECTIVES __Yalfcamp 9,985 Est. Spud
Malfcamn Oet. 11.008" AF E PrapareghBril 7, 1982
Strawn - 11,425 gy: Wyndell R, Cavmess
Atoka 11,658 Y/
&1V Orill - { } Warkover Same Zone (3 Rec:)molete in New Zore !J
pe——— i
DESCRIPTION ESTIMATED COSTS ACTUAL i
ORILLING COMPLETION COST '
¥
INTANGIBLE COSTS (321) . |
Access and Locatign CosTS . ..\ vue it e i 24,009 i
Move-n, Rig-up, ng-down, Move-out ... .. e e e et e e e 60 2 0006 '
Contract Oriiling ~ -
Feotage _____ RatSo_______ft............... PR
Daywork 87 daysats 8,200 sy .. ... .. ... ... ..., 385,400
Campletion Unit ___lg_.__davs at S_Z_;_.‘}_D__Qjay ................. 24,000
Fuyel, Power, Wa;er and Water Lines. .. oo et et e e e e 50,000 1,500
Bits, Reamers and Stabilizers. .. . ... ... ... ... . i, 30, OOO .
Equipment RENtal . . ......ooo\ e 4 74\’ 20 5,009 i
Cementing and Sgueezing - 4 '
Conductor Casing  ......... e e e eeaeeeaia s :
SUrfate CasiMg .o e e e e e e . 5,5000
Intermediate Casing. . . .............. e 20,000 ,
Production Casing . . ... et e e e e 15, G,QO '
Limer . ... ... .... D e e e e e e i
Other ... .. e e e
3 Driiling Mud and, Chemlcals ....................................... 40.,0600f - 23,000
’ Mud Logger ..o e 14,000 :
: Logging, Coring and Testing -
Cores....30Q! convantional..core ... .. ... ... ........ 5,000
OSTs.... L. ... S P 5,000
Logs.....DISFL-4850/-1180Q", FDC/CNL-485Q" - . £5,000
......... 11800’ , DIPMETER 10000:-11800"' ... . .. 7,000
........ GRICBL , 6,000
- Perforating. . & wireline . work. . ... . ... . ... ... .. ... .. .... 3,400
“2 T AGIZING 3nd Fracturing . . ... ... i 23,900
Lazor and Supeswision . ... .. e e e e e 23,500 5,000
3 Countract Labor. .o oot o 30}100 3.000
23 Drilling Overhead . . . ......... ... ..... e e 20,000
s Transportation. . & hauling ... ... ... ... . ... ... 7,ﬂ0(ﬂ 2,000
‘6 83185 TaX o o o e e 20,000 22,000
- Other Miscelianecus Intangible Costs £ @ sting,. .pipe. i l'l spec..,et 25,000 18,000
S 3 Losses, Oamages and Abandonment . ..... . ............ ... s 12,0 : ;
“ Fishing Tdol Expense and/or Directional Drilling
. Ory Hole Contributions . .. ... ... .cveeinr o, e e e
e Well. Control Insurance ... ... ...l e e e
TOTAL INTANCIBLE $1,068,9005 955,400/ 113,500

" BCFORE EXAMINER NUTTER
OiL. CONSERVATION DIVISION
TelEx(o EXHIBITNO. _ S
jCASEm,EhH and, FLAS
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ESTIMATED COSTS | acrom

DESCRIPTION . {‘ ORHLWH: CQJU%‘YK)N | cosTt

e e A i s = i m " PPN SRS

R —— e L L L L S L C e L SIS S vl o S

TANGIBLE COSTS (312314 ‘ !
Conductor €sq ... H v:! . SUUUURUNRY: | BRSSPI | U

Surtace Csg oo 450 1ot 13:3/8at . ___on . _ 10,800, . . _

Intermmaciate Csg .. 4,300t o ..-J.:S SOat T ' 139.200..__. e :

-

Lner o At Y b e e e i oo e e e 2 h i e e ereeee
LiNer e VO At e e e e e e e e e e
Tiehack e S H. (o] SR | SRS | ¢ e e e nn __,-._‘__,,,J.*_ S

Proguciren Csg .11, 300 _nor_ 5:-1/2at. — _____.n e 247,400 0
Tubmg,_,.“__.._,_._-, _14].;8.0 O ot 2-1/8Bav_ ..t e B2.000
Installation Cosis and Non-Controilable Well Equipmant . ... ... ... .. N > § QQO_M-W*-m .
Casing Head Assembly . R 6,000
Tubing Head Assembly . &. tree .................................. _-~.»<-.._-,__,.,,__.___29.,.0.0 Qe
Pumping Unit .. & . rods e 281,000
Prime MOver ... . E‘,_,--‘_._.‘_.-__“-4...",\._“_._“_5;_9. 00
StOrage TaNKS. ... oot N — 30,000

SAPAIALON o e , — _3,50 O L
BNyt Or L e R
Heater - Treater .........................ccoco... B, ; - ,...__-_3J_D.O.Q__.___.__
LACT Unit L e e A —

LTX or Progduction Unil ... ... o i ‘ ——e
Line Pipe ............. I ;___.-.‘_“m.__*._.._.w_q_i,.QQQ_.__Q__‘.-.
Gas RecoOrders ....... ......... il R 4,000
Instalfation Costs and Non Controtlable Lease EQUnpment ............... L o 16,000

W ea L v e s UG e s N T e e =

Do b = W~ O

e
t §
!
i

H X 1 Vo
. TOTAL WELL S 1,615,00051,111,400{5 5n3.600 |5 |

f " }
It is recognized that the amounts herein are estimates only and approval of this authorizauton shall extend to the actual costs
incurred in conducting the operation specilied, whether more or less than that herein set out.

TOTAL TANGIBLE S __546,100° 156J00075 390,100 S

OWNERSHIP APPROVALS:

INEXCO OIL COMPANY ln(t)e.re7s|(5: 1 211,250 Authon d{‘Sngnalure 410.3(-6‘5 -,
LoM - 0.25 _.403,750

0-5 (Rev 7-2331)
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INEXCO  OIL COMPANY

AUTHORIZATION  FOR  EXPENDITURE
AFE No (Inexco Peoperty 100 0 oo ot e e e e .
Pespeey _ . South Humble £ity Strawn. . . 4 Lesaton J-Q&ﬂj_iJJ”?;ASﬁﬁ_'w._
Sl Name and dlueater ,h__ine;‘go._fz_fw_: te . e f EEL,.. Sec..22 Llysﬁ_“m
[, RN, S
Sopmared Davs 10 Sl b i ea 0 wori "‘Il Jexi L0
“Cstmated Days 1o Complete 10 N . | L .
SANDS AND OEPTH Ceato__ti,A0Qr
JBJECTIVES _lalicdmn_ 09,065 Vewspug o
_delinarn Oes. e MMLOD2 G AFEPm.estnril T, 1387
TStrawa 1154257 7 g dyndell B Caviness
_ntoka_ N § SR -3 - R ; /)74
) Ot . () Horkover Sams Zone {3 .df'r.r-;l;x;)—b)lq n fins 2one
LESCRIPTION L-w»lsll' Al g—? CoST ACTUAL
R B I_DORILLING 1 COn PLE no‘_i cOsy
INTANGIBLE COSTS 2321 } i
Access and Locatign Casis. . . .. ... ... e 24,060 K
Llovesin, Rig-up, Hi‘jj‘im-.‘n, Moveoul L. e 60 OO—Ql y2 !
Contract Ordling ~ ' 4. .
Footsye s | S e ; !
Oa-'work__iz_,_ days ats BL.ZQ.Q__(I&‘/ ....................... L 383d09 —
Camglation Uit 16 —days ar S g_zfi_qgmy ................ R S . 2 4 ,QQO._.__ e 1
Fuel, Power, Water andd Water Lines. .. ... o e ____,_:—30_:*0«0 ol 1,500;
Bits, Aeamers anu Stabilizers . .. .. ... L. e 30,0001
Eauioment Bental s e e 47,000 5,009
Cémen(mg and Sque2zing -
Conductor CasINg .. oot e et et i e i e s {
Surface Casing .. L e eI [ - 5, SDQ
Intermeaiate Casing. .. ... ... N 24,000
Production Castng . .. e e e 15,960 —
Limer ... 0oL ' e e e e e e e e e X -
OtNaE e e _ - ’
D-iling Mug and, C’wm:cals ...................................... 49,040 ~3.94949
fud Logger . .. .‘.‘.f .......................................... 14,00
Lagging, Coring and Tasiuig -
Cores ... 3Q' conventional core . ................. 5.000
OSTs.... L. . . D 5,000 !
Logs. ... DISFL-4850'-1130Q", FOC/CHL-485Q"'- | 55,090
........ 113809', DIPHETER. . 10000'-11800'_\__‘,.., i____L.QﬂL‘-L ,
_ GR/SBL ! 5.000!
Pecforating. 5 Wiiv sline work_ ... . 91609
Acidizing and Fracturmg . . ..o .. Lo e e e . 20 ,ﬂﬁQL '7’
Labor and Supernsion .. ... L 23,5600 3.90481
Contract Labor. .. ... . ... .. L . P ————3-0-.—0»93; 2.0441
Urilliig Querhead . .. . .. .. .. e { 23,010 ;
Transportation. (& PAUTING . . R 2,000 2,082
> Sales TAX . . . oo e . r 20,4300 z.nadg
Other Miscelancous Intaigibie Costs testi ng,. D i Re.. ins DQC N e UC__.7 d. OQ(]I - 1a,004q]
Losses. Damayes and Ahandonment . e L —_—12. OQC —_—
Fus’\mg Tool Expome amidror Directional Dulla.n. ; :
Ory Hole Contrnibutons .. .. .. R S [ e e e !
Welt Controi insurarce _ .. L . . %__--.___._____~ l_- -
TOTAL INTAMNGIBLE s = | ;
: = $1,068,3005 355,400° 113,500
A,
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Linar L e ot ai !

TR0ACK e . oer . it e et I - R ._L___a_-_-_.
Droguction CS\J Y200 0 e s 5172wl e al7,4n0
Tubing 11,800 bt 2-7/3a e e ft U 5 24 ,60»0‘.--_,_4___._..'

installation Cosis and Man-Conteatlatie Well Equpment .. S R - SO0 14 14 N S
Casing Heae A<somnty . e L8000
Tooing Heas Assemnsy & tree e o e 229,000
2omena Uind 3 rods . . o . . . U ?l nnn -
Peme Louar e . L e .. - ,,_,g..l“_, 5)-,)00.,-,,,_
Storage Tanss. .. . o 30,200

{ S90aranr . . . S e e e R S _~.._..“,,_3)600.:..,,.“--.-‘-,.
95 V0o KM vld R e e e e, e e e R e T T . e e — ———

~eater - Treates . . . . . e o e ,_“.V,,---_._._.-__g 500_._~-__._ e
L,\(| e o e e . e s S O
LT K or P'CCL.\..!OH Ural o0 e e e . O P e e e .vl. e
Lione Pipa e e e e e ;_w.-“_.w_,-..q__.___. R 4 ,900
3Aas Recrraeey | . . . . . S e e e e s [‘ OPO

‘nsiaiaton C 2505 and \..A»\,onho,‘m‘cm Lease Equigment .. ... ... .. e YR GO0

00 5 390,100 °

——— e e e
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0
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’ - 2. 1,615,005 ,111,40013 503,600
« ;-
H
- I_ ) §
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Page 2 of

Docket No, 20-52

Exaniner Yearing ~ Wednesday - June 23, 4982

CASES 7614 AND 7615: Application »f Inexco 0il Company for compulsory pobling, Lea County, New Mexico.

Applicant, in each of the following cases seeks an order pooling all mineral interests
frem the surface chrough the 3Strawn formation underlyiig the lands specified in each
case, to form a standaxd. B0-acre oil proration unit in the South Humble City~Strawn Pool
to be dedicated to a well to be drilled at a standard location thereon. Also to be con-
sidered will be the c¢ost of drilling and completing said wells and the allocation of the
cost thereof as well as actual operating costs and charges for supervision, designation
of appiicanc as operator ©of che weild ané J charge for risk invoived in drillloax said
wells:

CASE 761%4: 'W/2 NE/& Section 23, Township 17 South, Range 37 East

CASE 7615: E/2 NE/4 Section 23, Township 17 Séuch, Range 37 tast

CASES 7616 AND 1617: Applicacion of Southland Royalty Company for compulsory pooling, Eddy Couuty, New Mexico.

CASE 7615:

CASE 7605:

CASE 7458:

CASE 7598:

Applicant, in each of the following cases seexs an order pooling all mineral interests in

the Pennsylvanian formaticn uaderlying the lands specified in each case, to form a standard
320-acre zas spacing and proration unit to be dedicated to a well to be Jrilled ar a

scaadard location thereon. Also to be considered vill be the cost of drilliag and completing
said wells and the allocation of the cost thereof as well as actual operating costs and
charges for supervision, designation of applicant as operator of the wells and 1 charge for
risk involved in drilling said wells:

CASE 7616: N/2 Section 21, Township 18 South, Range 29 East
CASE 7617: 3/2 Section 21, Township 18 South, Range 29 East

application of Doyle Hartman for an unmorthodox zas well location, Lea County, New Mexico.

Applicant, in the above-styled cause, seeks approval for the unorthcdox location of a gas well to be
drilled 1450 feet from the South line and 1980 feet from the East line of Section 20, Township 20
South, Range 37 Bast, Fumont Gas Pool, the SE/4 of said Section 20 vo be dedicated to the well.

(Continued frem June 3, 1982, Examiner Hearing)

Application of Yates Petroleum Corporation for compulsory pooling, Eddy County, New Mexico.
Applicant, in the above-stylad cause, seeks an order pooling all mineral interests from the top of
the Wolfcamp formation thrcugh. the uppermost 100 feet of the Misgissippian Chester Limestone under—
lying the W/2 of Sectiom 35, Townahip 19 South, Range 24 East, to be dedicated to a well to be
drilled at a standard location thereon. Also to be consgidered will be the cost of drilling and
completing said well and the allocation of the cost thereof as well as actual operating costs and
charges for supervision, designation of applicant as operater of the well 2nd a charge for risk
involved in drilling said well.

(Continued from April 28, 1982, Examiner Hearing)

Application of Marks & Carmer Production Company for salt water disposal, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks authority to dispose of salt water iato the Bough ¢
formation in the perforated interval from 9596 feet to 9616 feet in its Betenbough Well Wo. 2,
located in Unit M of Sectiom 12, Township 9 South, Range 35 Ease.

(This case was heard on May 26, 1982. However, due to an errorv in oviginally advertising the case
in the Torrance County newspaper, it has been readvertised in Torrance County only and will be
reopened June 23, 1982, with respeci ¢ Torrance County oniy.’ )

Application of ANR Production Company and Yates Petroleum Corporation for designation of 2 tight
formstion in San Miguel, Torrance, Gu:adalupe, De Baca, Lincoln and Chavas Counties, New Mexico.
Pursuant to Section 107 of the Natural Gas Policy Act of 1978 and 18 CFR Sectiom 271.701-705,
applicants, in the above-styled cause, seeks the designation as a tight formation of the Abo forma-
tion underlying the following described lands in the above-named counties.

4l1 of:

Towmships 1 thru 4 North, Ranges 14 thru 27 East;
Townships 5 thru 11 North, Ranges 14 thru 24 East;
Township 1 South, Ranges 14 thru 27 East;
Townships 2 thru 5 South, Ranges 14 thru 21 East;
Townships 6 thru 1l South, Ranges 15 thru 21 Easc;
Towaship 12 South, Ranges 17 thru 21 1/2 East; and
Townships 13 and 14 South, Ranges 17 thru 21 Easc;
containing 5,158,563 acres, wmore or less, but excludink the not yet defined Capitun Wilderness Areas.
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June 4, 1982

Ctoge Dbl9

Mr. Joe D. Ramey

Division Director

0il Conservation Division

New Mexico Department of Energy
& Minerals

Post Office Box 2088

Santa Fe, New Mexico 87501

Re: Application of Inexco 0il Company for Compulsory
Pooling, Lea County, New Mexico

Dear Mr. Ramey:

Enclosed in triplicate is the application of Inexco 0il
Company in the above-referenced matter,

The applicant requests that this matter be included on the
docket for the examiner hearing scheduled to be held on June 23,
1982.

Ve truly yours,

William F. Carr

WFC:kb
‘enclosures

cc: Mr. L.J. Tacconi
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O1i, CONSERVATION DIVISION

NEW MEXICO DEPARTMENT OF ENERGY AND MINERALS

IN THE MATTER OF THE APPLICATION )
' OF INEXCO OIL COMPANY FOR COMPULSORY CASE D (5
'POOLING, LFA COUNTY, NEW MEXICO. '

APPLICATION

Comes now, INEXCO OIL COMPANY, by and through its
%undersigned attorneys and, as provided by Section 70-2-17, New
Mexico Statutes Annotated, 1978 Compilation, hereby makes
’%application for an order pooling all of thne mineral interests in
‘gall formations from the surface down through and including the
;?Strawn‘formation in and under the E/2 NE/4 of Section 23, Township
:§l7 South, Range 37 East, N.M.P.M., Lea Couﬁty, New Mexico, and in

;;support thereof would show the Division:

il

1. Applicant owns 47.43% of the working interest in and
under the E/2 NE/4 of Section 23, and applicant has the

i right to drill thevedn.

;f 2. Applicant proposes to dedicate the above~referenced
pooled unit to a well to be drilled at an orthodox location;

in the E/2 NE/4 of said Section 23.

3. Applicant has sought and obtained either voluntary
agreement for pooiing or farmout from all other working
intercst owiners in the E/2 NE/4 of said Section 23 except

Exxon Company, U.S.A. the owner of a 2,08% working interest,

4. Said pooling of interest and well completion will avoid’

qo the drilling of unnecessary wells, will prevent waste and

will protect correlative rights.




5. 1In crder to permit the applicant to obtain its just and

fair share of the o0il and gas underlying the subject lands,
the mineral intercst should be pooled, and applicant should

be designated the operator of the well to be drilled.

WHEREFORE, applicant prays that this application be set for i

 hearing before the Division's duly appoihted examiner, and that

after notice and hearing as required by law the Division enter its |
order pooling the lands, including provisions designating the ‘
‘applicant as operator of the well, providing for application to ‘
"recover its costs of drilling, equipping and completing the well, l
“and its costs of supervision while drilling, and after completion,
jincluding overhead charges, ‘and imposing a risk factor for the risk
-assumed by the applicant in drilling, completing and equipping the
“well, and making such other and further provisions as may be proper

in the premises.

Respectfully submitted,

CAMPBELL, BYRD & BLACK, P.A,

By W O/&/\

William F. Carr NS
Post Office Box 2208

Santa Fe, New Mexico 87501
Attorneys for Applicant

i
t
H




Memo ..

FLORENE DAVIDSON
ADMINISTRATIVE SECRETARY

P P R A A O SRR
N (’.'\'-f»‘\r - { .. / .

L
/ {7 ;,’/‘S A

s U,
R S SN VIR
’ SR S S G PR B NP AR ;/
' P R /‘ /(’ . y
oo t/";’) A ‘\’J A Al 7 / OFS Cotne,

,’/Z. ’, [CrGEy ( e e P {(./
-
7

v

5 7o /. S W
% (MR(‘,‘ Cote Ao D0 cecno
| - ]
s , . -
“/ ‘/CQ ')L ¥ (‘({,rf((f‘) 19
)

OIL CONSERVATION CCMMISSION-SANTA FE




STATE OF NEW MEXICO
BENERGY AND MINERALS DLEPARTMENT

OIl, CONSERVATION DIVISION

IN THE MATTER OF THE HEARING

CALLED BY THE OIL CONSERVATION

DIVISTION FOR THE PURPOSE OF bﬂ

CONSIDERING: ep*y

/ ,

APPLICATION OF INEXCO OIL COMPANY

CASE NO. 7615

Order No. R~ 7017

FOR COMPULSORY POOLING, LEA COUNTY,

NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 9 a.m. on June 23, 1982,

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

NOW, on this day of July, 1982, the Division
Director, having considered the testimony, the record, and the
recommendations of the Examiner, and being'fuliy'advised in the

premises,

(1) That due public notice having been given as required

by law, the Division has jurisdiction of this cause and the

subject matter thereof.




{2) That the applicant, Inexco 0il Company, seeks an order
pooling all mineral idnterests from the surface through the
Strawn formation underlying the Ef2 NE/4 of Section 23, 7Township

17 South, Range 37 East, NMPM, Lea County, New Mexico.

(3) That *he applicant has the right to drill and proposes

to drill & well at a standard location thereon.

(4) That there are interest owners in the proposed

proxation unit who have not agreed to pool their interests.

[

(5) That to avoid the arillina of unnecessary wells, to
protect correlative rights, and to afford to the ownexr of each
interest in said unit the opportunity to recover or receive
without unnecessary expense his just and fair share of the gas
in said pcol, the subject application should be approved by

pooling all mineral interests, whatever they may be, within said

unit.

(6) That the applicant should be designated the operator

of the subject well and unit.

(7) That any non-consenting working interest owner should 1
be afforded the opportunity to pay his share of estimated well ,i

costs to the operator in lieu of paying his share of reasonable

] well costs out of production.

(8) That any non-consenting working interest owner who
does not pay his share of estimated well costs should have
withheld from produétion;his share of the reasonable well costs

plus an additional ;ggyg percent thereof as a reasonable

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

El




(9) That any nan-consenting intercst owner should be
afforded the opportunity tc object to the actual well costs but
that actual well costs should be adopted as the reasonable well

costs in the absence of such objection.

(10} That following determination of reasonable well costs,
any non-consenting working interest owner who has paid his shaie
of estimated costs should pay to the operator any amount that
reasonable well costs exceed estimated well costs and should
receive from the operator any amount that paid estimated well

costs exceed reasonable well costs.

(11) That $§ X‘Zq‘?. [#]4] per month while driiling and

s 322,00 ~ per month while producing should be fixed as

reasonable charges for supervision (combined fixed rates); that
the operator shéﬁld be authorized to withhold from production
the proporticnate share of such supervision ciarges actributable
to each non-consenting working interest, and in addition
thereto, the operator should be authorized to withheold from
préduction the proportionate share cf actual expenditures
required for operating the subject well, not in excess of what
are reasonable, attributable to each non-consenting working

interest.

{12) That all proceeds from production from the subject
. ” well which are not diSbursed for any reason should be placed in

escrow to be paid to the true owner thereof upon demand and

oy
b

proof of ownership.

(13) That upon the failure of the operator of said pooled

unit to C?ﬁﬁufce dr'lllﬁa of the well to whlhh id un1t is
ollmmq cample 1 Do, f on

unlt should become null and VOld and of no effect

dedlcated
Haonde r pool:mg

whatsoever.




IT TS THEREFORE ORDERED:

{1) That all mineral interests, whatever they may be, from
the surface through the Strawn formation underlying the E/2 NE/4
of Section 23, Township 17 South, Range 37 Fast, NMPM, Lea
County, New Mexico, are hereby pooled to form a standard 80-acre
oil spacing and proration unit tc be dedicated to a well to be

drilled at a standard locatioh thercecon,

PROVIDED HOWEVER, that the operator of said, unit shall

within 6o days #ollménn' Complehon
commence the drilling of said well on-ﬁg—be@e&p—the
of the wbil odjlauds pooled by Ordar Ne. Ko we.Case Now TR T

ool eyt B8, and shall thereafter continue

the drilling of said well with due diligence to a depth

sufficient to test the Strawn formation;

withy Ha Fime peried deseri
Ol St

PROVIDED FURTHER, that in the event said operator does notb‘J

commence the drilling of said well
muedw@-c—ktd.bau ) | |
Gty — ydeP@®> Order (1) of this order shall be

null and void and of no effect whatsoever, unless said operator

obtains a time extension from the Division for good cause shown.

PROVIDED FURTHER, that should said well not be drilled to

completion, or abandonment, within 120 days after commencement
thereof, said operatcr shall appear before the Division Director
and show cause why Order (1) of this order should not be

rescinded.

(2) That Inexco 0il Company is hereby designated the

operator of the subject- well and unit.

(3) That after the'effective date of this order and within
90 days prior to commencing said well, the operator shall
 furnish the Division and each known working interest owncr in

the subject unit an itemized schedule of estimated well costs.




(4) That within 30 days from the date the schedule of
estimated well costs is furnished to him, any non-consenting
working interest owner shall have the right to pay his share of
estimated well costs to thekoperator in lieu of paying his share
of reasonable well costs out of production, and that any such
owner who pays his share of estimated well costs as providéd
above shall remain liable for operating costs but shall not be

liable for vrisk charges.

(5) That the cperator shall furnish the Division and each
known working interest owner an itemized schedule of actual well
costs within 90 days following completion of the well; that if
no objection to the actual well costs is received by the
Division and the Division has nrot objected within 45 days
following receipt of said schedule, the actual well costs shall
bhe the reasonable well costS} provided howevexr, that if thére is
an -objection to actual well costs within said 45-day period the
Division will determine reasonable well costs after public

notice and hearing.

(6) That within 60 days following determination *éf
reasonable well costs, any non-consenting working interest owner
who has paid his share of estimated costs in advance as provided
above shall pay to the operator his pro rata share of the amount
that reasonable well costs exceed estimated well costs and shall
receive from the operator his pré rata share of the amount that

asgtimated well cosgte exceed reasonable well costs.

(7) That the operator is'hereby authorized to withhoid the

following costs and charges from production:

(A) The prou rata share of reasonable well
costs attributable to each non-consenting
working interest owner who has not paid
his share of estimated well costs within




30 days froim the aate the schedule of
estimated well costs is furnished to him,

(B) As a charge for the risk involved in the
drilling of the well, 206&
percent of - the pro rata  share of
reasonable well costs attributable to each
non-consenting working interest owner who
has not paid his share of estimated well
costs within 30 days from the date the
schedule of estimated well costs is
furnished to him,

(8) That the operator shall distribute said cests and
charges withheld from production to the parties who advanced
the well costs.

(3) That $ 2?44,00 per month while drilling and
$ 322.00 per month while producing are hereby fixed-
as rzasonable charges for supervision (combined fixed rates);
that the operator is hereby authcrized to withhold from
production the proportionate share of such supervision
charges attributable to each non-consenting working interest,
and in additlon thereto, the operatorl Ls heceby aathorized to
withhold from production the proportionate share of actual
expenditures required for operating such well, not in excess
of what are reasonable, attributable to each non-consenting
working interest,

(10) That any unseverad mineral interest shall be
considered a seven-eighths ({7/8) working interest and a
one-eighth (1/8) royalty interest for the purpose o0f
allocating costs--and charges under the terms of this order.

(11) That any well costs or charges which are to be paid
out of producticn shall be withheld only from the working
interest’'s share of production, and no costs or charges shall
be withheld  from production attributable to royalty
interests.

(12)  That all proceeds from production from the subject
well which.are not disbursed for any reason shall immediately
be placed 1n escrow in Lea County, New Mexico, <o be paid. to
the true owner thereof upon demand and proof of ownership;
that the operator shall notify the Division of the name and
address of said escrow agent within 30 days from the date of
first deposit with said escrow agent.

(13) 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 year
hereinabove designated.

' STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

JOE D. RAMEY,
Directgr

SEAL




