~AL N
/i YL

6377

4P P/ :CaTl ON,
| T;eﬂ_scriPTSJ
- Small ExhibiTs,

g . :




;
E
Page 1
. 5
- 1 STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
2 OIL CONSERVATION DIVISION
State Land Office Building
2 Santa Fe, New Mexlco
7 December 1978
4
EXAMINER HEARING
)
6 )
IN THE MATTER OQF: )
7 ) CASE |
| Application of Texas 0Oil & Gas ) 6399 ,
8 Corporation for compulsory pooling, )
Eddy County, New Mexico. )
9 ) %
_______________________________________________ |
ags. 10 }
Bg:i ,, | BEFORE: Richard L. Stemets |
35 A
_ B3l 1
AR ) ?’ 12 5
<kit : "
;g.z_ '3 TRANSCRIPT OF HEARING i
=i 4
IE:d 14 |
o2 :
5 APPEARANCES _§
" For the 0il Conservation Lynn Teschendorf, Esq. j
= Division: - Legal Counsel for the Division 3
13 : State Land GIflfice Bidg. y
: Santa Fe, New Mexico 87501 i
8 For the Applicant: Joel Carson, Esq. : i
LOSEE, CARSON & DICKERSOM, P.A. ;
19 Artesia, New Mexico
2
.
2 :
” ;
23
~ 24
:; ﬁ 'i;




oy 1 INDEX
2
3 CHARLES W. COOKMAN
4 Direct Examination by Mr. Carson
8
6 DOYLE J. SNOW
7 Direct Examination by Mr. Carson
e Cross Examination by Mr. Stamets
9
?-E N
88=s 1"
RIE
. ed 12 EXHIBITS
“ ;gié
1T
=8§§ 14 |  Applicant Exhibit One, Plat
E 15 Applicant Exhibit Two, Plat
E 16 Applicant Exhibit Three, Isolith
E 17 Applicant Exhibit Four, Structure Map
; 18| Applicant Exhibit Five, Logs
19 Applicant Exhibit Six, AFE
20 Applicant Exhibit Seven, Overating Agreement
Kl Applicant Exhibit Eight, List
2
: p <
~ 24
25
.o — ——- . . _ -
g



n

12

13

CERTIFND SHORTHAND AEPORTEA
3030 PMaxa Blamea (B06) 4714463

SALLY WALTON BOYD
Santa Fo, Now Mexioo $7861

14

15

16

Page 3

MR. STAMETS: Call next Case 6399.

MS. TESCHENDORF: Case 6399. Application of
Texas 0il and Gas Corporation for comguisory pooling, Eddy
County, New Mexico.

MR. CARSON: Mr. Examiner, nmy name is Joel
Carson, Losee, Carson, and Dickerson, P. A., Artesia, New
Mexico, appearing for the Applicant.

I have two witnesses.

MR. STAMETS: Any other appearances in this
case? I'd like to have the witnesses stand -- are these
the same witnesses you had in the last case?

MR. CARSOM: No, sir, one of them is differ-
ent. One of them will be Mr. Cookman and one of them would
by Doyle Snow.

MR. STAMETS: Let's just have them both stand
and be sworn, please.

(Witnesses sworn.)

CHARLES W. COOKMAN
being called as a witness and having been duly sworn upon

his ocath, testified as follows, to-wit:

DIRECT EXAMINATION
BY MR. CARSON:

Q Would you state --
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A I have.

0 Is it true and correct to the best of yoﬁr
_knowledge?

A It is.

Poge 4

MR. STAMETS: Let the record show that this

witness was qualified in the previous case and is still

qualified.

Q. Your name is Charles Cookman, is it not?

A Yes.

Q And you previously testified in the previous
case? |

A Yes.

0. Would you siate the purpose of this applica-
tion?

A I don't know just how to do this.

a nat this is, to expedite matters just a bit,
is an application to -- for compulsory pooling, is it not?

A It's an application for compulsory pooling

of all mineral interests in the Wolfcamp and Pennsylvanian
formations underlying the west half of Section 32, Township
18 South, Range 27 East, Eddy County, New Mexico, to be
dedicated to a well 710 feet from the north line and 2330
feet from the west line of said section.

0 Mr. Cookman, I'm going to hand you Applicant‘ﬂ

Exhibit Number One, and ask if you've examined that exhibit?

e
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43 And are you aware of the data underlyving the
exhibit? I mean the information upon which it's based?

A Yes.

0. I will hand you Applicant's Exhibit Number
Two and ask you to identify it.

A This is a production map in the Red Lake
South area of Eddy County, New Mexico.

Q Would you explain the color code?

A The color code is elaborated upon in the
lefthand corner of the production map, red indiéating a
Strawn‘map; turquoise indicating a Morrow well; and blue
indicating a Pennsylvanian well.

o Okay.

A There are two good wells in the area that
have been completed in the Morrow, and they are in Sections
20 and 29 of Township 18 South, Range 27 East.

The Yates Petroleum Rio Pecos Well No. 2-GB
in Séction 20 had an initial rate of fourteen five. It was
completed 8-17-78.

The well directly to the south of that, the
Yates Petroleum Rio Pecos GB Com No. 1 in Section 29 of
wanship 18 South, Range 27 East, has produced in excess of
2 Bcf of gas and in excess of 21,000 barrels of condensate
from the Morrow. It is presently producing 9.4 million

cubic feet 6f gas per day.
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| ! Q Would you -- have you examined the information§
2 underlying that exhibit?
3 A& I nave.
S Q And is it true and correct to the best of
] your knowledge?
s A It is.

7 o3 I'11l hand you Applicant's Exhibit Number

s Three and ask you to identify that.

L A Exhibit Number Three is an Isolith map in
s 10 the Red Lake South area, Eddy County, New Mexico, on Upper
-
>3 n J Morrow Sand. It indicates that we have a dominant sand

7 trend that goes roughly from the northwest to the southeast.

13 Q OCkay. Have you exarined the information on

(U
SALLY WALTON:BOYD

PL

4§ which that exhibit is based?

15 A I have.
13 1Y And is it true and correct to the bast of your

” :knowle'dge?
. A It is.

Q I hand you Apﬁlicant's Exhibit Numbex Four
and ask you to identify that. |

A This is a structure map from the base of the

9
2
n

2| wmorrow ma.ssiﬁe shale in the Red Lake South area, Eddy County,
B New Mexico, and it indicates that we have dip to the south-
2 ' .

west, roﬁghly one d_eg:fee.
sy Q. i hand you Applicant's Exhibit Number Five
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and ask you to identify that.
A . Exhibit Number --
MR. STAMETS: Is it southwest or southeast?
A If I misspoke, I meant to say scutheast. |
MR. STAMETS: Okay.
A Exhibit Number Five is a cross section labeled
A to A-prime in the Red Lake South area of Eddy County, New
Mexico. And it is an east/west cross section.

Q Now, would you ~-- were both Exhibits FPour and

" Five prepared -- have you examined the information under-

lying ‘both Exhibits Number Four and Five?
A I hﬁve. -
Q And are these exhibits true and correct, to
the Best of your knowledge?
A They are,
MR. CARSON: Mr. Examiner, I'd like to move
the introduction of Exhibits One through Five.
MR. STAMETS: These exhibits are admitted.
MR3 CARSON: Mr. Examingr, I'm kind\of going,
as you notice, I'm kind of going about this in a badkwards
manner, which I'1l show you why in a minute, but could I go
ahead and ask thisrwiigésé éﬁout therpenalty andrthén'go
back and establish the need for forced pooling?
| MR. STAMETS: Okay, that’s —- that's fine.

@ (M. Ccarson continuing.) Mr. Cookman, what _

, ‘H.
|
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do you believe would be a fair penalty in the event that

these -- that the peonle that Mr. Snow is going to testify
about are force pooled? Based on Exhibits One through Five?

A Based on Exhibits One through Five I would
say 300 percent would be adequate.

Q In other words, the cost of the well plus 200
percent? |

A Yes.

-
VAQAY o

%)

MR. CARSON: No further questions of this
witness at this time. T may want to recall him after we
have mr. Snow.

MR. STAMETS: Is somebody going to testify
to the need for this unorthodox location?

MR. CARSON: Well, the unorthodox location
has already been approved. We've put ﬁhat’caoe oﬁ already.

| MR. sznETs: weli, good.

MR. CARSON: Glad to say.

MR. STAMETsz ‘I'm glad about ghat.

Any other questions of this witness? He

- may e excused.

DOYLE J. SHOW
belng called.as a witness and hav1ng been duly swormn upon

h;s oath testified as follows, to-wit:
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DIRECT EXAMINATION

BY MR. CARSON:

Qo Mr. Snow, would You please state your full
name?

A Doyle John Snow.

Q And by whom are you employed, Mr. Snow?

A Texas 0il and Gas Corporation.

Q In what capacity?

A Landman,

Q Have you previously testifieq before this
Commission?

A Yes, I have.

0 And ha&e your gualifications been acceptable?

A Yes.

MR. STAMETS: fThe witness is considered

qualified.

Q. (Mr. carson continuing.) Mr, Snow, would

A - Yes, as shown on Exhibit One, the northwest

nprthwest quarter, which is also referred to as Lot One of
Section 32, Township 18 South, 27 East, after hafing title
examined it was broucht to our attention that there was a
poésible -~ a possibility that-fhe-existing United States

o0il and gas lease covering the west quarter of the section

|
;1
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may not cover the mineral rights under that particular area.
This question arose due to a condemnation proceeding in the
sarly part of the century.

Q The gquestion really is when they condemned
the property that -- that whether they also condemned the

mineral rights, isn't that correct?

A That's the question, and this has not been
determined.
Q The United States considers that it owns the

minerals and you in fact have a lease from them, do you
not?

A That's correct.

[on

Q. And the purpose of your application would
Eo protect yourself in the case that the United States
loses its case.

A That's correct.

I might also explain that we have from a
small clue attempted to locate those people who possibly,
if the case were to be decided adversely to the United
states, Qe have attempted to locate these peaople and have
been successful in locating one-fourth of the heirs and
possibly another fourth, put as to the remaining fiftyv
percent of the heirs, we have been ablc tO© iocate then at
this timé. And we're continuing to try to do £hat.

o and those that vou have located; you have
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either gotten a lease from or have offered to lease, is
that right?

A That's correct

0 Mr. Snow, I hand you what's marked as Appli-
cant's Exhibit Six and ask if you would identify that.

A This is the authorization for expenditure
prepared by Texas 0il and Gas for the drilling and completionj
of/the Cogquina Federal Com No.\l Well.

g And is that the standard -- or is that the

AFE that you're going to use for that well?

A Yes, it is,

Q. And is it invyour opinion reasonable?

A Yes.

Q I'1l hand ydu Applicant's Exhibit Number

Seven and ask you to identify that.

A This is the operating agreement that we in-
tend to empioy and have distributed to the various working
interest owners for their approval, which will cover oper-
ations on Section 32.

0 And}you have distributed to those people
that yvou know of that ycu're seeking to force pool except
for some of those that you've mentioned in Exhibit Eight,
which we're géing to get to in a minute?

A That's correct.

0 You have asked that the Commission set a

TN
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reasonable supervision charge both for drilling and producingf

well, attributable to the interest of each nonconsenting
working interest owner.
Ncw, what is -- what do you feel is reasonable
A We feel a drilling well rate of $1,980 and
and producing well rate of $335 per well is reasonable.
Q Is that the usual charge that your company
makes?
A Yes, at the time this agreement was prepared,
that's right.
Q And is that -- is that reasonable in the
industry?
A Yes.
MR. STAMETS: Where is that shown in the
operating agreement?
MR. CARSON: It's under the COPAS part of
it, Mr. Examiner, page --
A Page three of Exhibit C'to the operating
agreement.
MR. STAMETS: Okay, thank you.
Q I refer vou to Applicant's Exhibit Number
Eight aﬂd ask you to identify that.

A This is a listing of working interest owners

under a tract of land described as Lot Two, which is a par-

tial covering 4/10ths of an acre in the southwest portion of

RO S R T S PR
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northwest northbwest quarter.

It shows the parties participation in the
Coquina Federal Com No. 1 Well, and I might add, percentage
participation, not their decimal participation.

Q And you have acquired leases from those that
were sufficiently large to cover the postage, have you not?

A, What we have done is obtained an AFE and
approved operating agreement from those parties who have
an asterisk close by the vercentage figure.

MR. CARSON: I'd like to move the introduction{
of Applicant's Exhibit Number Eight, Six through Eight,
excuse me. |

MR, STAMETS: These exhibits will be admitted.
Q And, Mr. Snow, it's your request that the

0il Conservation Division enter its order pooiing all miner-

al interests on the Wolfcamp through the Pennsylvanian.

A That's correct.
Q Underlying the west half of 32, 18, 27.
A That's correct.

MR. CARSON: We have no further questions of

this witness, Mr. Exaniner.

CROSS EXAMINATION

BY MR. STAMETS:

13 Mr. Snow, on Exhibit Number One, now, you

i
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- west quarter.

That's correct,

4 Q Okay, and ig that the acreage that you're

having problens with in this case?

Yes, it is, that'g right.

And You have 3 lease with the Federal

government, whatever branch it is,

that covers all of that
acreage?

A Yes, we do,

Q Okay,

Federal government loses in court then there wo

owners involved.

A That's correct,

Q Ajl right, now

.
which a

re involved shown on your Exhibit Eight or where are
there additionaj Oowners?

MR. CARSON:

Exhibit Eight, Mr, Examiner. 1 4

That's a different tract.

A There are WO

tracts in the northwest north-—

Lot Number oOne covers 39.63\aéres‘and Lot

Number Two covers 4/10ths of an acre.

2 Okay, now You've given = 1:

=—=Stoi-companies

aﬁa people_ggmggﬁwmecv

—How many beople are involved in Lot
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One? -

A That is -- I don't know how many people are
involved because we've been unable to locate the heirs and
determine that number.

I have located one-fourth‘of the heirs,

& A fourth of the heirs.

A A fourth.

i Okay, well --

A Well, let me explain that.

Q -- if you know what a fourth of the heirs

are, we ought to be able to know what all of the heirs are.
| A Okay. 1I'll go through the_geﬁealogy a little
bit, if it will help you.
0 - VWhat I'm —-
A I'11l go through the chain of title, whatever
you want to call it.

MR. CARSON: We can, if it would be helpful,
and expedite matters, Mr. Examiner, we will be glad to fur-
nish the Commission the iist of the owners to the extent
that we know them.

MR. STAMETS: I'm simpiy trying to determine

for the record what attempts have been made to find and

contact these. people, and that's not really in evidence at

this point.

\

e B

What I've attempted to do, Mr. Examiner, is
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-~ 1 in our -- in the abstracts that we obtained covering this
2 particular area, there's an indication of a lady residing
3 in Kansas. I checked with the particular county and had

4 the abstractor go through their records to find any probate

L proceedings with regard to this woman.

8 Théy were successful in finding some of them.
7% We determined that she had four children. One of them had
8 some heirs still residing in Kansas or other parts of the

L ccuntry, but at least through that connection I've establi

3. 10 all of the heirs of the first child, which is one-fourth of
§§ §§ | the interest.
j‘ gi;; 12 In talking with one of the older gentlemen,
; !f 3] I think I have located a second child in Oklahoma, and I
3E§i 41" have no idea where the other two are, but maybe in talking
15 mth same of these people I can locate them. |
e ~ 2nd that's where we stand now.
; 7 a N@w you said they have been located. Have
81 vyou had any correspondence with them?
L A Yes. T've submifted an offer to lease and
21 an oil and gas lease in draft to them and I do have their
| a addressesk. ‘ o
2 9  Okay. If you could send “copies of Ehose
~ B letters to us, I think ‘tha;: would help the record in this |
St %] case. ' e ‘ - - i
) 5 A i Okay.
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MR. STAMETS: Any other questions of the

es? He may be excused.

Anything further in this case?

MR. CARSON: No, iMr. Examiner.

MR. STAMETS: We'll take the case under

(Hearing concluded.)
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REPORTER'S CERTIFICATE

I, SALLY VIALTON BOYD, a Certified Shorthand Reporter
DO HEREBY CERTIFY that the foregoing and attached Transcript
of Bearing before the 0il Conservation Division was reported
by me:; that the said transcript is a full, true, ard correct
recérd of the hearing, prepared by me to the best of my

ability, knowledge, and skill, from my notes taken at the
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TEXAS O1IL & GAS CORP.
FIDELITY UNION TOowEeR RECEIVED
DALLAS, TExAaS 78201

Jo 8 | 1sPM ¢
STATE LAND QFFICE
May 30, 1979 St Ul
| St
State of New Mexico g
Energy and Minerals Department
0il Conservation Division ;

Re: Case No. €329
Order No. R-5894

Dear Sirsg.

Pursuant to Article 5, Page 4 of the captioned order, the attached

is an itemizeq schedule of actual well costs incurred @ April 30,
1979, in the drilling and completion of the Coquina Federal

Community 01, located as follows: W/2 of Section 32, Township 18
South, Range 27 East, NMPM, Eddy County. News Moxico

A Y

Yours very truly,

TEXAS OIL & Gas CORP,

724‘&4_
Bob Grace

BG:bb
Attachment

‘©C: Amoco Production Co.
Bixco Inc.
ENTI Exploration Co.
Read & Stevens Inc.,
Mark Wilson
Yates Petroleum
Pile




State of New Mexico
May 30, 1979
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; Page 2
i
; Actual Cost to Date
: Nature of Expenditure @ April 30,1979
Location, Road, Dirt wWork $ 27,454.95
Drilling - Day Rate w/Drill Pipe 197,379.79
Drilling - Day Rate without Drill Pipe 25,937.51
8 5/8" Casing 26,548.17
_ Wellhead Equipment 9,353,333
! Cementing Service & Supplies 25,858.53
| Rentals - Equipment 13,523,05
Mud & Chemicals 51,304.58
Testing, Logging, Perforating 29,617.62
; Supervision 12,854.31
j Service Rig 9,132,24
% 4%" Casing 59,079.70
g 2 3/8" Tubing 30,514.56
i Subsurface Equipment 2,838.83
% Stimulation 59,384.47
Overhead 894.18
! Lease Lines 3,438.35
i Capitalized Labor . 1,795.25
Tanks 2,840.69
b Separators, Heaters, Treaters 5,850,.55
Miscellaneous 6,218,57

TOTAL COST 601,819.23

$

v
v
T LN
QSA\QOBE
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TEXAS OIL & GAS CORP.

POC WILCO BUILDIRG

Ll wiiivot)
MIDLAND, TEXAS 79701 Ve

December 8, 1978

giec: suonlommizsion
¥
State of New Mexico L
Energy & Minerals Department i }/’
0i1 Conservation Division : /{
P. 0. Box 2088 i/
Santa Fe, New Mexico 87501 2“
i

Attn: Mr. R. L. Stamets | N

Technical Support Chief

Re: Case #6399, Compulsory pooling
of W/2 Sec. 32, T-18S, R-27E
NMPM, Eddy County, New Mexico
(Coquina Federal Com #1 Well)

Dear Mr. Stamets:

Pursuant to your instructions in the hearing concerning the above matter on
December 7, 1978, I am enclosing for your reference copies of Texas 0il1 & Gas
Corp.'s letters to the heirs of Mattie D. Pees. Mattie D. Pees may have inherited
an undivided 1/4 interest in Lot 1, Sec. 32, T-18S, R-27E from Mary M. Blakely,
her mother, who in turn inherited the acreage from her daughter, Ella Kaiser.
However, as discussed in the hearing, whether the acreage is owned by the United
States of America or the heirs of Ella Kaiser, has not been determined at this
noint, according to our title examination. USA 0il & Gas Lease No. NM-A-32593,
which purports to cover all of Lot 1, among other lands, is heid by Texas 01i

& Gas Corp. via farmout agreement.

At the time of her death, Mary M. Blakely had four living children, namely Mattie
D. Pees, Francis M. Blakely, Almer G. Blakely and Georgiana Price. I have obtained

a copy of the transcript of probate in the matter of the estate of Georgiana Blakely ‘

Price, deceased, and hopefully I have located her heirs. At this point however, I
have no information as to where to locate the heirs of Francis M. Blakely and Almer
G. Blakely.

It is Texas 0il1 & Gas Corp.’'s desire, if at all possible, to obtain oil and gas
leases from all the potential owners of Lot 1, Sec. 32. If possible, I would
appreciate your keeping the information confidential with regard to the potential
-owners of Lot 1, since Texas 0i1 & Gas has gone to considerable effort and expense
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o ; Mr. R. L. Stamets
i December 8, 1978
% i iocate these individuals. Once oil and
3 be filed of record, thereby making the whe
é matter of public record.
DJS/sf
Enclosures
CC: Mr. Joel Carson
Losee, Carson & Dickerson
360 American Home Bldg.
Artesia, New Mexico 88210
3

st e BB S e e - ’ T
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gas leases are obtained, they will
reabouts of the various heirs a

Sincerely,

Doyle John Snow

N

o
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- At this time we are uncertain whether you own the mineral rights under the - BRI
“acreage or whether the mineral rights are owned by the United States ofherica.
- Since we are interested fn the area and desive to protect ourselves from a =2

, Movesber 15, 1978 T

Mary Pees Sickler :".‘:7:3-"-.‘..‘::;_ Clinzina
Rt. 1, Box 455 =
Dry Prong, LA 71423

Re: lot 1, Section 32, TI8S, R27E,
NP, Eddy County, New Mexico

av ra. STckier: e o
Enclosed are the following ftems: = = - e el e
1. Oraft for the amount of sms 15 ubich mresants a e 4-:’-.“».-»-;.»'.%3«3.»-_.4

- $50 per acre bonus cons‘lderation for the attached
Of1 and Gas Lease. s

2. . Five year Pafdup 01'! and Gas l.ense ooveﬁng al‘l of .
Lot 1, Sectfon 32, T18S, R27E NMPM, Eddy County, MNew - . - .
‘ ﬂexico. ‘containing 39.63 gross acres, more cr Iess. ST ' :
and 2.12 net acres. - Sl
memc!osedm'aftmdt)‘l'l andsas Lense repmentowofferto\easem .
5.3572% interest in the above described acreage. According to our inforsation
you are heir to a portion of Mattie D. Pees Estate. Mattfe D. Pses may have -
inherited a 1/4 interest of the acreage from Mary M, Blakely who in turn
inherited the above acreage from Ella Xaiser, who I believe was your aunt.

RINEE e T

possibie Loss of Title, we are offering the $50 per acre bonns as eonsideration
for your undivided 5.3572% fnterest in the acreage. " - ;

In order to receive the money, you must comply with the following procedures RN

At the center of the page on the front side of the O11, Gas s o o e
‘and Mineral Lease, please write the name of your bank and the M T
address. On the draft and the 1ease 'lmediate!y belew your

.eim'ainn F‘e&"' asevd o dameses oo

3e wWirrite yows social security numwer and your

bankaccmmtnmberatthebankmmdontheoﬂ and gas lease. .
After you have complied with the above procedure, please
deposit the draft and the S-year Pajdup O11 and Gas Lease
-~ with your bank for collection from The First Ratfonal Bank
o ~of Dallas, Texas

i




If.\vou have any questions regarding the enclosed material, please call me
collect at AC915/682~7992.

N

Sincerely yours,

e

- © DJS/scs ‘ - C
attachrents - L : :
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Novewmber 15, 1978

Fred A. Pees - Sy
C,G ""o LC B- cml‘ ° c'."C"':- y

Ist fationa) Bank of Madison : SRSt poa
tadison, XKAGGBO0 Sien
George Pees

c/o Mr. i.. B. Canpbell
st Rational Bank of Madison
Madfson, KA 56860

Re: 011, Gas and Mineral Lesse
covering Lot 1, Section 32,
T18S, R27E, HMPM,

s

h . ... Eddy County, New Mexico ... Lo
e » o containing 39.63 gross acres. Hore or bess.
B mgr Hr. m]]. . ” T :",ij;-~‘fi":,‘. AL T ,"" S _‘ L S L

Pursm to our prevtous telephone conversation. 1 em enclosing hereuith
e :or your, furﬂler bandling wﬂ:h Fred A. Pees and Georga Pens. the fot‘lovdng
~ teut_jf_‘" Ea i _ ‘

' 1. Draft for the amount of 5176 92 payab!e to Fred A. Pees.
- - - dealing in his separate property which represents a $50
O per acre bonus consideration for a S5-year Paidup 041 and
Gas Leass bearing & 1/8th royalty. According toour .
. {nformation, Fred owns an undivided 8.9286% of the abcve
descﬂbed property being 3.54 net acres. .

Sowmm e m i e el 2o A

2 Nea e mvalsh: to feavna Peas dna!lm in hic sebarate pronerty

[ 2 -y - SSS FrFESE - Se

" for 3106.15 for a S-yar Paidup O11 “and Gas Lease bearing
B “a 1/8th royalty. Our records indicate that CGeorge Pees -

m 5.3572‘!_ of_rit!n above dascﬁbed property being 2.12 net acres.’ ~
Five year Paldup 011, Gas and Mineral Lease between Fred A, - L

" Pees, deaiing in his separate property, and George Pees,
dea‘Hng in his separate property, as Lessors, sand Texas o &
_€as Corp.._Lgssee - The Jease provides for 8 llath royalty. -




v T

DEY P

34 ity e vy

" each
" dqrafts and ofl and gas lease have been executed, please
- _g@llectiop from the First Natfonal Bank of Dellas. SR T s

ORI R

Y A T e WO A ) A S

i

v% .
them

qas Tease before a no

R SRU . OROT : . s % -~
of te the of] & tary public.” After the;-%

If any questions arfse concemning this matter, please contact me at teiephone
] 9‘5’@‘,992 . -' i . v . R L opone.

3

Sincerely yours, s ‘
Doyle John Snow
DJS/scs
attachments
bcc/Pees et al Lease File |

yb §6 ¢
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~ for collection from The First National Bank in Dallas, Texas.

Hovember 15, 1978

Carollee Anne Pustin o n

7515 Belle IR

Plain Drive '

Dayton, OH 45424 '

Re: Lot 1, Section 32, TI8S, R27E KMPM,
Eddy County, lew Mexico

Dear Mrs. Austin:
Enc!osed for your reviw and execution are the fol'lovdng ftems: S o LA
1.  Draft for the amount of $5.31 which represents a ”

$50 per acre bonus consideration for your undfvided -

T 0.2678% interest in the above described acrecge, .
':,:befng .msz net acres. . ;, LERES L -

2. Five year Paidup 011, Gas and mmnl l.ease covertng o
_ the above described acreage,

In order to take care of this matter properly, b‘ﬂlea\s'a:;ﬁté the name of

your bank in the space provided in the center of the front side of the

leaso and the banke address and. fn the presence of a notary public
please execute the 011 and Gas Lease and include your soctal security
number and your bank account number fmmedfately below your sfgnature.

Do the same for the enclosed draft. After you have signed the lease and
draft, please deposit the draft and the o011 and gas lease with your banlz

- If you have any questions regarding the enc’losed mterial or tbe procedures. . s
p)ease ca'n me co‘nect at AC915/682-7992 ) , _
S e e e 51ncere1y yours, ?'“’7 R R
Doyle Jotm—Snow
BJS/scs
Attachments
bcc/Pees et al lease file

s - -

T
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Hovember 15, 1978 | )

Mr. Charles Menghini
Sufte 316, National Bank Bldg.
Pittehurg, XA 66762

Re: 011, Gas and Minera} Lease
Lot 1, Section 32,
R18S, R27E NMPM,
Eddy County, New Mexico - .

Dear Mr. Hanghini' >

Pursuant to our previous telephono eonversltioos. 1am encIosing 'eerewith )
for your review and execution as Guardian and Conservator of Sondra Sue Pees.

NCM the fo‘l'lowinq itens : e S S

L Oraft for the ammt of $90.23 repnesenting a $50 per
.. acre bonus for a S-year paid up ofl and gas leose covering
e e 39.63 gross acres and 1.80 net acres. , ,

20 0f1, Cas and Mineral Lease dated November 10, 1978, . -
covering Lot 1 of Section 32. The pafd up o1l and gas
lease provides for a llsth royﬂty ard a S-year pr!mry
terll.

Also anc‘losod e » draty payab‘.e % jou for the amount of $80 uh‘!ch repre-
sents full and complete compensation for your efforts and expenses involved

in obtaining approval from the Court to execute the draft and ofl and gas = = = ="~

 lease as Guardian and Conservator of Sandra Sue Pees, HCM., Please deposit
~ the draft for £90.23, along with the o011 and gas lease with the Miners State
. Bank in Frontenac, ¥Kansas, after which the draft will be submitted to the
= -Collection Department of the First National Bank {n Dallas, Vexas. Also . . “+0x
. . please deposit the draft for 380, along with the appropriate papers from the
- court evidencing your authority to execute the draﬂ- and of1 and gas lease :

for ano in behalf of Sandra Sue Pees. S T s
If any questions aﬂse concerning the procedure, p‘lease contact me at
AC915/682-7992.
Sincerely yours,
' - Doyle John Snow
DJS/scs «
Attachments

bcr?'Pe-et al file




Novenber 15, 1978

Willfam J. pees

12020 Pine Street, Apt. 1.
Norwalk, C& 90650

Re:

Lot 1, Sectfon 32, TIeS, R27E,
County, Hew Hex'lco_,

» E

_ &V and exocution are the foll - |
e 1. Draft for the amount of 35
- per acre bonus considerat{
0 ;.. Gas ““1””‘[{"’ ~1062
| 2. Five year Patdup 011, gas and
your 0.2678% fnterest in the a |
Please execyte the lease in the ;
'pgblic and after‘the saeihns been ‘ﬂ:
Asgnatureacknowedged please depos
 lease with your bank ft;r collection from :
- . :  National Bank of Dallas, Texas. ..

I¥ you have any questions concerning the procedure or the enclosures,
Please contact me 8t AC915/682-7992. o el T e

K. . - L ot

$1ncerely 'your;. g

EEE S

bce/Fred Pees Lease File o | : -

;
- ',;...-
Tl

E
]
3
3 *, i
:
3
1
E'
‘
.

"
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November 15, 1978

Mrs. Judy Lynn Callen
c/o Carl Y. Shewmaker

402 H. Main, Box 228
Eureka, XA £7025

-

fe: iot 1, Seet-m 2, Mas, R27E

RMPM, Eddy County, New Mexico

Dear #Mr. Shewmaker:

As previously discussed in our telephone conversation, Mrs. Canen may htve»

inherited some property in Eddy County, New Mexico.
from Loss of Title, we are enclosing the fol‘lmdng itus

1. Draft for the ‘amount of 55.31 which represents a $50

. _per acre bonus consideration for Hrs. Callea's un- . ‘.
. -,vdivided 0.2678: 1nterest in the abo':e descrﬂné lcmga

2. Five Year Paldup 011, tas and Mineral Lease covering - e
the above described acreage which contains 39.63 gross
acres and .1062 net acres. The 011 and Gas Lease_pro-f ot

vides for a 1/8th royalty.

Please have Irs. Callen f111 fn the name of her bank ia tbe spac‘ or ded y
on the Tyont side of the lease and on the back stde near her signature, - )

e an b

please indicate the social security number and bank accouni auwmver at

her bank. After she has executed the lease in the presence of a notary

pubHc. please deposit the draft and the of] and gas lease with Mrs.

Callen's bank for collection from me First Natioml Banl: in Daﬂns,

Texas.

If there are any questions com:efning this natter, please mwe -‘-!rs.' “-"!
call me conect at ACQ15I582-7992 - ;

S*mrew.yours. o

y R RSP,

o

Doyle John Snow

BJS/scs
attachments
boefPees et al lease file

copies of the oil ‘and gas leases, drafts
an appropriate

=

and corr should be filed in

To mtect ourselves

g e g e ga i, My
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{ ggfif\:} g ENERGY anp MINERALS DEPARTMENT
‘\'e.‘-ja-ﬁf OiL CONSERVATION DIVISION
:; SNLeAS
. JERAY APODACA
Sl | e
§ “e;gum January 2, 1979 505) €27-2424
|
Re: CASE NoO. 6399
Mr. Joel Carson ORDER ®0. 2° ;“_

Losee, Carson & Dickerson
Attorneys at Law : Applicant:
Post Office Box 239 Pplic ‘

Artesia, New Mexico 88210
Texas 0il § Gas Corporation

§ Dear Sir:

; Enclosed herewith are two copies of the abcve

-referenced
i Division order recently entered in the subject case.
‘ 8 very tf}}y" )
- (, Ve ’ ,
s 5
JOE D. ‘ i
Director
Jor/fa

Copy of order also sent to:

Hobbs OCC__ X
Artesia OCC X
¥ - Aztec OCC

Other

VI i DY T
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT

GIL CONSERVATION nIVIEYION

mmx%mznormamd ,
CALLED BY THE OIL COMSERVATION

CASE NO. 6399
, Order No. R-5894¢

APPLICATION OF TEXAS OIL & GAS

ORDER OF THE DIVISION
BY THE DIVISION:

This cause came on for hearing .at 9 a.m. on December 7.
1978, at Sants Fa, roe Maxico, befors Bxaminer fichard L.
Stamets.

NOW, on this day of December, 1978, the Division
Director, having cons ed the testimony, the record, and
the recommendations of the Examiner, and being fully advisea
in the premises, L -

FINDS: .
(1) matdmpwlicnottcehaﬂngbeugimu ‘
by law, the Division has jurisdiction of this cause and the

subject matter thereof.

(2) That the applicant, Texas 0il & Gas Corporation,
seeks an order pooling allninetalintueatt in the Wolfcamp
and Pemnsylvanian formations underlying the W/2 of Section 32,
Townehip 18 South, Range 27 Rast, » Eddy County, New Moxico.

{3) That the applicant Kas the right to darill and

proposes to drill a well 710 faet fvem 2t Norih iine and

4330 feet from the West line of said section. ]
(4) That because of pending litigatiom there may be
interest ownexs in the pmmadpthation mit who have not

(5)  That to avoid the d:iuing.of-w wells, to )
protect eor:alativ; rights, and to afford to the owner of each




RS R LI AR i S
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proveny

-2
Case No. 6399
Oxder No. R-5894

intereat in said unit the opportunity t.c recover or receive
without unnecessary expense his just and fair share of the
ges in said pool, the subject appiication should be approved
by pooling all mineral intereats, 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 be afforded the opportunity to pay his share of
estimated well costs to the operator in lieu of paying his
share of reasonable well costs out of production.

{(8) That any non-comsenting working interest owner that
does not pay his share of estimated well costs should have
withheld from production his share of the reasonable well
eocu plut an additioml 200 percent thereof as a rxeasonable
charges £foxr the risk invoived in the drilling of the well.

(9) That any non-consenting interest owner ghould be
afforded the opportunity to 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.

(16) That following detexmination. of reasonable well costs,
any non—-consentinag working interest owmer thet has paid his
Meofuuuudeuumammthemaw:m :

 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 $1980.00 per month while drilling and $335.00
per month while producing should be fixed as reasonable :
charges for supervision (combined fixed rates):; that the
operator should be authorized to withhold from production the
proportionate share of such suparvision charges attributable
to each non—consenting working interest, and in addition
thereto. the operator shonld ha anthorizad 45 withhicld from
production the share of actual upeaditnnas
regquired for ope:ating the sub:}ect well, not in excess of
what sva sesssokblis, aeumuﬂ.&ﬂ O eacn nou-caasenting
wozkinq interaat. S .

(12) That all proceeds !:,ou prodnct.i.on from the subject
well which are not disbursed for any reason should be placed
ina escrow to be paid to the true owner thereof upon demand
and proof of ownezship.

S

[ eI

.
Rt
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Case No. 6399
Order No. R-5894

i ssltimated well Costs to the operator in iieu of paying his
r out of nvnfhmf{nn_ and that anv

G e w-v Bl bk ey

such owner who ;ays 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 following receipt of said schedule, ths actual
well costs shall be the reasonable well costs; provided
however, that if there is an aobjection to actual well costs
within said 45-day period the Division will determine reason-
able well costs after public notice and hearing. _

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

{7) <That the operator is hereby authorized to withhold

~ the following costs and charges from production:

{A}Y TThe . Dro rata shara af raasanahla wall cnsta

A it + W S S St W S - — ——

attributable to each non~-consenting working
interest owner who has not paid his share of
estimatad well cnats 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 .

. 4rilling of the well, 200 percent of the pro
rata share of reasonable well costs attributable
to each non-consenting working interest owner
vho has not paid his share of estimated well

snote nlt-lv.‘q 2n a-..;:: Evrw thn Aata 4-‘;3 enth‘la

i

of Velt:lntted ve],l costs is furnished to him.

(&) <That the operator shali disctribute said costs and -
charges withheld tro- ptoduction to the parties who advanced
the well costs.

P
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! Case No. 6399
Order No. R-5894

(9) That $1980.00 rer month while drilling and $335.00

Per month while pProducing are hereby fixeA as reasonable
charges for gupervieinn {cembined fixed rates); that the
operator is hereby authorized to withhold &ron production
tha proportionate share of such supervision charges

nate share of actual
-l o expenditures required for.operatiug such well, not in aexcess
of what are reasonable, attributable to each non-consenting
& working interest.
‘

£ (10) That any unsevered mineral jinterest shail Le COni~-

and a one-

‘the purpose of allocating
costs and charges under the terms of this orde:r.

out of production shall be withheld only from the working
interests share of production, and no costs or charges shal}
be withheld from production attrihutable to royalty interests.

: | (12) That all proceeds from Production from the suhiect
: ‘ well which are nas disb@fﬁed.for.any reason shall irmediately
: be placed in escrow in Eady County, New

to the true owner theteof.upon.demand and proof o
that the operator shall notify the pDivision of th
address of said escrow agent within 30 days
first deposit with said escrow agent,

€ name and
from the date of

_ (13) That jurisdiction of this cause is retained for the
entry of such further ordera as the Diviesi~n say deem necessary. E
. DOME at Santa Fe, New Mexfco, on the day ang year herein- 5
i dasignated., -

STATE CF NEW MEXICO
IL CONS IVISION

Y s o Ve
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F
TEXAS QL & GAs CORP. AUTHORITY FOR EXPENDITURE X
Rev. /47 TS DRILLING WELL
District Nest Teoxas Dote §-7-78
Lease Nome Coquina Fed Com Well No.___1 Depth_2600"
Field County.__ Eddy State N.X.
Requested By: __S: P- m@,ﬂl&’ Approved By:
' i RATURE OF EXPENDITURK QUANTITY PRICE STImATED ¢3037
' CASH MAT L, ON HAND
- - DRILLING '
a5 _ 243 Location, Roads, Dirt Work 12 lpoo ;l
i ABL 1 (s AAMPBAPLT _ 93Y Foeocaa
3 i DRILLING LOMTRACT - 231 footags 1
265 Daywork WOP 40 4350 174 poo
266 Daywork WODP 2 4150 8 1300
267 Turnkey XNIRU 25 1000
102 Casing 13-4~ Con 2990" 1 211500
: 104 Casinghead 7 oo
: 233 Cementing Service € Supplies 11 ‘ooo
et ; 242 Rentals _15 looo
- ; 230 Mud & Chemicals 30 lbog
3 234 Testing & Logging 31 250 :
204 Supervision , 42 200 8 koo 4
290 Other Fuel, bits, reamers, etc. ' 45 000 ‘
: TOTAL DRILLING 388 1450 ) ;
! COMPLETION 3
241 Rig (Incl. Day Work) 7 1000 7 looo o
! 102 Casing <%" 10.5X11.6#, K-55 & N-80 |9600 - 41 looo \ i
‘ 233 Cementing Service & Supplies " slooo %?
: 242 Rentals 3 000 :
103 Tubing 2-3/8" 4.7# N-80 EUE 9500 2.95 28 |0ooo '
’ 108 Sub-Surface Equipment s looo
d 234 Testing, iogging & Perforating 6 1000 ;
i Z36 Stimuiation Acid & Frac ‘ 4G 1600
{104 vetinead 10jooo | . ,
b I 204 Supervision 7 200 1 400 1
250 Other 2i000] ggg E
i{ TOTAL COMPLETION , 149 |300 |
; PRODUCTION EQUIPMENT 45
i ) 105 Pumping uxit 4
, 106 Engine £ Motors , j
107 Rods - ' ' _ E
110 Flowiinee 1 500 .
H: 111 Installation 2looo}’
1i5 Siorege - o - : i 5.l00¢
7 H7 Separators, Heaters, Treaters ‘ 92 600
. 120 Other Equipment 2 i000
, - TOTAL PRODUCTION EQUIPMENT ; 201100
L ﬁ TOTALS 557 (850 '
WORKING | APPROVED:
- , _ ___OWNER NAME INTEREST Company :
S BEFQRLE L 07 o ave s g b By:
- CiL Tl i . Name :
- . & ; Title:
. T s Date:
: < 6357 _
e . rXQ,_.._J AFE No. Lease No
L Faco - - s2_ = . 've ’ o
E;L__: s e e — ,: '; T *"".m’ 4 - r B : ) S 1
S _
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A.APL FORM 610 - 1977
MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT
DATED

July 10 , 19 78

OPERATOR TEXAS OIL & GAS CORP.

CONTRACT AREA Section 32, Township 18 South, Range 27 East, N.M.P.M.

STATE OF__New Mexico

COUNTY OR PARISH OF___ Eddy

COPYRIGHT 1977 - ALL RIGHI> RESTAYED
AMERICAN ASSOCIATION OF PETROLEUM LANDMEN
APPROVED FORM. AAPL NO. 610 - 1977 REVISED
MAY BE ORDERED DIRECTLY FROM THE PUSLISHER
| KRAFTBALT PRODUCTS, BOX 800, TULSA 74157

o



10.

11.

14.

Title Page - Fill in blank as applicable.

Preamble. Page 1 - Name of Operator.

Article II - Exhibits:

(a) Indicate Exhibits to be attachec.
{b) 1f it is desired that no reference be made to Non-discriminatiocn, the reference to Exhibit “F” should
he deleted.

. Article TV.A - Title Examination - Select option as agreed to by the parties.

. Article TV.B - Loss of Title - If “Joint Loss” of Title is desired, the following changes should be made:

(a) Delete Articles IV.B.1 and IV.B.2.

(b} Article IV.B.3 - Delete phrase “other than those set forth in Articles IV.B.1 and IV.B.2 above.”

{c) Article VILF. - Change reference at end of the first grammatical paragraph from “Article IV.B.2"” to
“Article IV.B.3.”

-

Article V - Operator - Enter name of Operawr.'

Article VLA - Initial Well:

(a) Date of commencement of drilling.
(b) Location of well.

(¢) Obligation depth.

Article VIB.2.(b) ~ Subsequent Ogperations - Enter penailty percentage as agreed 1o by parties.

Article VILD.l. - Limitation of Expenditures - Select option as agreed to by parties,

Articie VII.D.3. - Limitation of Expenditures - Enter limitation of czpenditurs of Operator far cingla
project and amount above which Operator may furnisn information AFE.

Article VILE. - Royalties, Overriding Royalties and Other Payments - Enter royalty fraction 'as’agreed to
by parties.

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

Articic XTIt . Tormn of Asvoarent:

. (a) Select Option as.agreed to by parties.

¢b) If Option N’o.zisselected,mter agreed number of days in two (2) blanks.

Signature Page - Enter effective date.




A.AP.L FORM 610 - MODEL FORM OPERATING AGREEMENT --1577

TABLE OF CONTENTS

Luticle \eticte Tite

5 Ii. EXHIBITS ...
III. INTERESTS OF PARTIES .. o bt e r et e v emt i st

A. OIL AND GAS INTERESTS e o emeaanian
B. INTEREST OF PARTIES IN COSTS AND PRODUCTION

IV. TITLES
A TITLE EXAMINATION

B. LOSS OF TITLE. ...

1. Failure of Title

2. Loss by Non-Payment or Erroneous Payment of Amount Due ———-

3. Gther Losses

] V. OPERATOR
A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR .
B. RESIGNATION OR REMOVAL OF GPERATOR AND SELEC’I’ION OF SUCCESSOR O
. Resignation or Removal of Operator
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OPERATING AGREEMENT

THIS AGREEMENT. entered into by and between _JTexas 0il & Gas_Corp.

900 Wilco Building, Midland, Texas 7970} , hercinafter designated and
referred to as “Operator”, and the signatory party or partics other than Operator, sometimes hereinafter
referred to individually herein as “Neon-Operator™, and collectively as “Noq~09erators",

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 heveto have reached an agreemeni to expiore
and deveiop these leases and.or oil and gas interests for the production 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 here a2scribed
to them:

A. The term “oil and gas™ shall mean oil, gas, casinghead gas, gas condensate, and all other liguid
or gaseous hydrocarbons and other marketable substances produced there«with, unless an intent to
limit the inclusiveness of this term is specifically stated.

B. The terms “oil and gas lease”, “lease” and “leasehold” shall mean the oil and gas leases cov-
ering tracts of land lying within the Contract Area which are owned by the parties to this agreement.

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

D. The term “Contract Area” shall mean all of the lands, oil and gas leasehold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands, ‘oil and gas leasehold interests and o0il and gas interests are described in Exhibit “A™.

E. The term “drilling unit” shall mecan ibe area fixed for the drilling of one well by order or rule
of any state or federal body having authority. If a drilling unit is not fixed by any such rule or order,
a drilling unit shall be the drilling unit as established by the pattern of drilling in the Contract Area
or as fixed by express agreement of the Drilling Parties.

F. The term “drillsite” shall mean the oil and gas lease or interest on wluch 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” ard “Non-Consenting Party™ ehall mean a party who eiects
not to participate in a proposed 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 1L
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a
part hereof:
X A- Exhibit “A”, shall include the following information:
(1) Identification of lands svhiect tno agresmont
(2) Restrictions, if any, as to depths or formations,
{3) Percentages or fractional interests of parties to this agreement,
€4y O} and =oac Yoooos Gnd, /o vil and gas inierests subject to this agreement,
(5) Addresses of parties for notice purposes.
B. Exhibit “B”, Form of Lease.
(21 C.-Exhibit “C”, Accounting Procedure.
8¢ D. Exhibit “D”, Insurance.

X E. Exhibit “E", GasBalanangAgreement.

(X F. Exhibit “F”, Non-Discrimination and Certification of Non-Segregated Facilities.
X 6. Exhibit "6" Income Tax Election

If any provision of any exhibit, except Exhibit “E”, is inconsistent with any provision contained

_in the body of this agreement, the provisions in the body of this agreement shall prevail.
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ARTICLE HL
INTERESTS OF PARTIES

A. Oil and Gas Intercsts:

if any party owns an unleased 2il and gas interest in the Contract Arca, that interest shall be
treated for the purpese of this agreement and during the term hereof as if it were a leased interest
under the form of oil and gas lease attached as Exhibit “B”. As to such interest. the owner shall re-
ceive royalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit
“B”. Such party shall. however, be subject to all of the provisions of this agreement relating to lnssees,
to the cxtent that it owns the lessee interest.

B. Interest of Paxties in Costs and Production:

Exhibit “A"” lists all of the parties and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under
this agreement shall be borne and paid, and all equipment and material acquired in operations on the
Contract Area shall be owned by the parties as their interests are shown in Exhibit “A". All produc-
tion of 2il and gas from the Contract Area, subject to the payment of lessor’s royalties which-witi~be
borme-by ~the-joint A&croomt. shall also be owned by the parties in the same manner during the term
hereof: provided, however, this shall ot be deemed an assignment or cross-assignment of interests cov-
ered hereby.

ARTICLE IV.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of
drilling operations or, if the Drilling Parties so request, title examination shall be made on the leases
and/or oil and gas interests included, or planned to be included, in the drilling unit around such well.
The opinion wiil inciude ihe ownership of the working iriieresi, minerais, royaiiy, overriding royaiiy
and production payments under the applicable leases. At the time a well is proposed, each party con-
tributing leases and.or o0il and gas interests to the drillsite, or to be included in such drilling unit, shall
furnish to Operator all abstracts {including Federal Lease Status Reports). titie opinions, title papers
and curative material in its possession free of charge. All such information not in the possession of or .
made available to Operator by the parties, but necessary for the examiration of title, shall be abtained
by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
Copies of all title opinions shail be furnished to each party hereto. The cost incurred by Operator in
this title program shall be borne as follows:

" [0 Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (includir{g

preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be a
part of the administrative overhead as provided in Exhibit “C,” and shall not be a direct charge, whether
performed by Operator’'s statf attormeys or by outside attorneys.

] Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys
for title examination (including preliminary, supplemental, shut-in gas royalty opinions and division
order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit “A”.
Operater shall make no charge for services rendered by its staff attorneys or other personnel in the

e mam v Al dhn Abmera Frvenabiaee
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Each party shall be responsible for securing curative matter and pooling amendments or agreements '
required in connection with leases or oil and gas interests contributed by such party. ‘the Operator shall be
responsible for the preparation and recording of Pooling Designations or Declarations as well as the
conduct of hearings before Governmental Agencies for the securing of spacing or poolmg orders. This
shall not prevent any party from appearing on its own behalf at any such hearmg

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit
has been examined as above provided, and (2) the titic has been approved by the examining attorney or
title has been accepted by all of the parties who are to participate in the drilling of the well

B. Loss of Tille:
1. FEailure of Title: Should zny 0i! and gas interest or loase, or interest therein, be lost through

failure -of title, which loss results in a reduction of interest from that shown on Exhibit “A”, this agree-
ment, nevertheless, shall continue in force as to all remaining oil and gas leases and interests, and

"~ (a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone _
the entire loss and it shall not be entitled to recover from Operator or the other parties any development .

la- ,
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or operating costs fivhich it may have theretofore/paid. but there shall be no monctary liability on its
part to the other parties hereto for AMrilling, development. operating or other similar costs by reason of
such title failure: and subsequently incurred

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the
operation of the intercst which has been lost, but the interests of the parties shall te revised on an acre-
age basis, as of the time it is determined finally that title failure has occurred. so that the interest of
the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost: and

(c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled
on the Contract Area is increased by reason of the title failure, the party whose title has failed shall
receive the proceeds attributabie o ihe increasc in such interests (less costs and burdens attributable
therets) until it has been reimbursed for unrecovered costs paid by it in connection with such well;
and

(d) Should any person not a party to is agreement, who is determined to be the owner of any in-
terest in the title which has failed, pay in any manner any part of the cost of operation, developinent,
or equipment, such amount shall be paid to the party or parties who bore the costs which are so refuand-
ed; and

(e) Any liability to account to a third party for prior production of o0il and gas which arises by
reason of title failure shall be borne by the party or parties/in the same proportions in which they shared
in such prior production; and whose title failed

({f) No charge shzll be made to the joint account for legal expenses, fees or salaries, in connection
with the defense of the interest claimed by any party hereto, it being the intention of the parties
hereto that each shall defend title to its interest and bear all expenses in connection therewith.

2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight,
any rental, shut-in well payment, minimum royalty or royalty payment, is not paid or is erroneously
paid, and as a result a lease or interest therein terminates, there shall be no monetary liability against
the party who failed to make such payment. Unless the party who failed to make the required payment
secures a new lease covering the same interest within ninety (90) days from the discovery of the fail-
ure to make proper payment, which acquisition will not be subject to Article VIIL.B., the interests of
the parties shall be revised on an acreage basis, effective as of the date of termination of the lease in-
volved. and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event
the party who failed to make the required payment shall not have been fully reimbursed, at the time of
the loss, from the proceeds of the sale of oil and gas attributable to the lost interest, calculated on an
acreage basis, for the development and operating costs theretofore paid on account of such interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the
cost of any dry hole previously drilled or wells previcusly abandoned) from so much of the following
as is necessary to effect reimbursement:

(a) Proceeds of oli and gas, iess operating cxpenses, theretofore accrued to the credit of the lost
interest, on an acreage basis, up to the amount of unrecovered costs;

(b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an
acreage basis, of that portion of oil and gas thereafter produced and marketed (excluding production
from any wells thereafter drilled) which, in the absence of such lease termination, would be attributable
to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the cil and gas to be contributed by the other parties in proportion to their respective in-
terests; and .

(c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or
becomes, the owner of the interest lost, ‘for the privilege of participating in the Contract Areaz or be-
coming a party to this agreement.

3. Other Losses: All losses incurred, other than those sei ifoiihi in Articles TVR.1. and IV.B.2.
above, shall not be considered failure of title but shall be joint losses and shall be borne by all parties
in proportion to their interests. There shall be no readjustment of interests in the remaining portion of
the Contract Area.

ARTICLE V.
OPERATOR

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR: b

fexas 0il & Gas Corp. shall be the
Operator of the Contract Area, and shall conduct and direct and have full controi of all operations on
the Contract Area as permitted and required by, and within the limits of, this agreement. It shall con-
duct all such operations in a good and workmanlike manner, but it shall have no liability as Operator
to the other paﬁics for losses sustained or habilities incurrcd: exdept such as may result —'rom gross
negligence or willful misconduct.
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B. Resignation or Removal of Opcerator and Sejection of Successor:

1. Resignation or Removal of Operator: Operalor may resign at any time by giving written notice
thereof to Non-Opecrators. If Operator terminates its legal existence. no longer owns an interesi in the
Contract Area. or is no longer capable of serving as Operator, n shall cease to be Operator without any
action by Non-Operator. except the selection of a successor. Operitor may be removed if it fails or
refuses to carry out its duties hereunder, or becomes insolvent, baikrupt or is placed in receivership,
by the affirmative vote of two (2) or more Noin-Operaiors owning a majority interest based on owner-

9 ship as shown on Exhibit “A", and not on the number of parties remaining after excluding the voting
. 10  interest of Operator. Such resignation or removal shall not become effective until 7:00 o’clock A.M.

O =3 O LN o W N

: _ i1  on the first day of the calendar month following the expiration of ninety (90} diys after the giving of

W ‘ 12 notice of resignation by QOperuter or action by the Non-Operaiors io remove Operator, unless a successor

= 13  Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after efiect-

: . 14  ive date of resignation or removal, shall be bound by the terms heresf as a Non-Operator. A change of

L~ : 15 a corporate name or structure of QOperator or transfer of Operator's interest to any single subsidiary,

16 parent or successor corporation shall not be the basis for removal of Operator.

S : 17 '

‘ 18 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op- 1
¥ ’ i 19  erator shall be selected by the Parties. The successor Operator shall be selected from the parties owning ]
Fo 20 an interest in the Contract Area at 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

b . ; 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
i 28 C. Employees:
27
28 The number of employees used by Operator in conducting operations hereunder, their selection,

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 employees of Operator.

¥
i 31
! 32 D. Drilling Contracts:
o 33
i . 34 All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual
i . ‘ 35 rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in the
1 : 36 drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and-the-rate

37 ~of-such-clrarges shatt “be- agreed ~opomr by~ tire- parties — orr ~writirme- before-drilling - operations —are~conm
=mencedsy and such work shall be performed by Operator under the same terms and conditions as are
39 customary and usual in the area in contracts of independent contractors who are doing work of a sim-
40 ilar nature,

»
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41

; 42 ARTICLE VI

43 DRILLING AND DEVELOPMENT
44

45 A. Initial Well
The 1mt1a1 Test HeH will be drilled pursuant to the prov1swns of the
farm i =

3

ing of a well for oil and gas at the foliowing location:

A
>
©
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and shall thereafter continue the drilling of the well with due diligence

nce or condition in the Lole, which renders

€sser depth, or unless 21l parties agree to complete or

58 unless granite or other practically impenetrable
59 further drilling impractical, is encountered at 2
60 abandon the well at a lesser depth.

. ‘ 62 Operator shall make reasonabfe tests of all formations encountered during drilling which give in-
: . 63 dication of containing oil a gas in quantities sufficient to test, unless this agreement shall be limited
7 : 64 in its application to a ific fomation or formations, in which event Operator shall be required to
€5 test only the for on or formations to which this agreement mav apply.

! ; 66 ] .
T o7 If, inp-Operator’s judgment, the well will not produce cil or gas in paying quantities, and it wishes
68 to B and abandon the well as a dry hole, it shall first secure the consent of all parties and shail
3 69 . [
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B. Subsequent Operatious:

1. Proposed Dpcrations: Should any party hercto desire to drill any well on the Contract Area
other than the well provided for in Article VI.A | ar to rework. deepen or plug back a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the parties and not then producing
in paving quantities, the party desiring to drill, rework. deepen or plug back such a well shall give the
other partics written notice of the proposed operation. specifying the work to be performed. the loca-
tion. proposed depth. objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) davs after receipt of the notice within which to notify the
parties wishing to do the work whether they clect to participate in the cost of the proposed operation.
If a drilling rig is on loecation. notice of proposal to rework. plug back or drill deeper may be given
by telephone and the response period shall be limited to forty-eight (48) hours, exclusive of Saturday,
Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above fixed
shall constituts an election by that party not to participate in the cost of the proposed operation. Any
notice or response given by telephorie shall be promptly confirmed in writing.

2, Operations by Less than All Parties: If any party receiving such notice as provided in Article
VLB.1. or VLE.1. elects not to participate in the proposed operation, then, in order to be entitled to
the benefits of this article, the party or parties giving the notice and such other parties as shall elect
to participate in the operation shall, within sixty (60) days after the expiration of the notice period of
thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period
where the drilling rig is on location. as the case may be) actually commence work on the proposed
operation and complete it with due diligence. Operator shall perform all work for the account of the

.Consenting Parties: provided, however, if no drilling rig or other equipment is on location, and if Op-

erator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform
the work required by such proposed aperation for the account of the Consenting Parties, or (b) desig-
nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties, when
conducting operations on the Contract Area pursuant to this Article VIL.B.2,, shall comply with all terms
and conditions of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the
expiration of the apnlicable notice period, shall advise the Consenting Parties of (a) the total interest
of the parties approving such operation, and (b) its recommendation as to whether the Consenting Par-
ties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48)
hours (exclusive of Saturday, Sunday or legal holidays) after receipt of such notice. shall advise the
proposing party of its desire to {a) limit participation to such party’s interest as shown on Exhibit “A”,
or (b) carry its proportionate part of Non-Consenting Parties’ interest. The proposing party, at its
election, may withdraw such proposal if there is insufficient participation, and shall promptly notify
all parties of such decision. ;

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in
the proporticns they have elected to bear same under the terms of the preceding paragraph. Consenting
Parties shall keep the leasehold estates involved in such operations free and clear of all liens and
encumbrances of avery kind created by or arising from the operations of the Consenting Parties. If such
an operation results in a dry hole. the Consenting Parties shall plug and abandon the well at their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions
of this Article results in a producer of oil and ‘or gas in paying quantities, the Consenting Parties shall
complete and equip the well to produce at their sole cost and risk, and the well shall then be turned
over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties,
Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such
well by Consenting Parties in accordance with the provisions of this Article, each Non-Consenting Party
shall be deemed 4o have relinquished te Consenting Parties, and the Consenting Parties shall own and
be entitled to receive, in proportion to their respective interesgs, all of such Non-Consenting Party’s
interest in the well and share of production therefrom until the proceeds of the sale of such share,
calculated at the well. or market value thereof if such share is not sold (after deducting production
taxes, royalty, overriding royalty and other interests existing on the effective date hereof, payable cut of
or measured by the production from such well accruing with respect to such interest until! it reverts)
shall equal the total of the following:

(a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface
equipment beyond the wellhead connections (including, but not limited to. stock tanks, separators,
treaters, pumping cquipment and piping). plus 100% 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-Consentirng Party’s share of such costs and equipment will be that interest which

woiitd have boon chargenble to cach Neon-Conconting Party had it particinated in the well frcm the be~

ginning of the operation; and

- -

(b)Y Ol _“6 of That portion of the cosis and expenses of drilling reworking, deepening, or plugging
back, testing and compiciing, afier deduciing any cash comiributions received under-Avticle VIILC, and

-5- ’
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30Q9% of that portion of the cost of newly acquired equipment in the well (to and including the well-
head connections), which would have been chargeable to such Non-Consenting Party if it had partici-
pated therein.

Gas production attributable to any Non - Consenting Party’s relinquished interest upon such Party’s
election, shall be sold to its purchaser, if available, 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 intcrest. If such Non - Consenting Party has not
ccntracted 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 entit‘néd 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, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of
all production, severance, gathering and other taxes, and all royalty, overriding royalty and other
burdens applicable to Non-Consenting Party’s share of production.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting 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 shall remain unchanged; and upon abandonment of a well after such reworking,
plugging back or deeper drilling, the Consenting Parties shall account for all such equipment to the
owners thereof, with each party receiving its proportionate part in kind or in wvalue, less cost of
salvage. :

Within sixty (60) days after the completion of any operation under this Article, the party coa-
ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling,
deepening, plugging back, testing, completing, and equipping the well for production; or, at its option,
the operating party, in lieu of an 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 Parties shall furn-
ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
operation of 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, Consenting Parties
shall use industry accepted methods such as, but not limited to, metering or periodic well tests. Any
amount realized from the sale or other disposition of equipment newly acquired in connection with any
such operation which would have been owned by a Non-Consenting Party had it participated therein
shall be credited against the total unreturned costs of the work done and of the equipment purchased,
in determining when the interest of such Non-Consenting Party shall revert to it as above provided;
and if there is a credit balance, it shall be paid to such Non-Consenting party.

If and when 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-

interest in such well, the material and equipment in or pertaining thereto, and the production there-
from as such Non-Consenting Party would have been entitled to had it participated in the drilling,
reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in
accordance with the terms of this agreement and the Accounting Procedure, attached hereto.

Notwithstanding the provisions 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, unless such well conforms to the then-existing
well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the initial
well described in Articie VI.A. except (a) when Option 2, Article VIILD.1., has been selected, or (b)
to the reworking, deepening and plugging back of such initial well, if such well is or thereafter shall
prove to be a2 dry hole or non-commercial well, after having been drilled to the depth specified in Article
VIA.

C. Right to Take Production in Kind:

’

Fach narty chall have the right to tale in kind of secparaicly dispose of i piopoitivhate shaic of
all oil and gas produced from ihe Contract Area, exclusive of production which may be used in de-
velopment and producing operations and in preparing and treating oil for marketing purposes and
production unavoidably lost. Any extra expenditura incurrcd in the taking in kind or separate dispo-

sition by any party of its proportionate share of the productic:: shal! ke harne by such party. Any
-8 - 3
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party taking its share of production in kind shail be required to pay for only its propartionate share
of such part of Opcrotor's surface facilities which it uses.

1
2
3
4 Each party shall execute such division orders and contracts as may be necessary for the sale of its
$ interest in production from the Contract Arca. and, except as provided in Articie VILB.. shall be cntitled
6 -
7
8

to receive payment direct from the purchaser thereof for its share of ali production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately

L. 9 dispose of its proportionate share of the oil and gas produced from the Contract Area, Operator shall have
s“.-_ , 10 the right, subject to the revacation at will by the party owning ii, but not the obligation, to purchase such

11  oil and gas or sell it to others at any time and from time to time, for the account of the non-taking
12 party at the bes: price obtainable in the arca for such production. Any such purchase or sale by Op-
. 13 erator shall be subject always to the right of the owner of the production to exercise at any time its
i4 right to take in kind, or separately dispose of, its share of all oil and gas not previously delivered to a
15 purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for

- . .' 16 such reasonable periods of time as are consistent with the minimum needs of the industry under the
o . s 17 particular circumstances, but in no event for a period in excess of one (1) year, Notwithstanding the
: & : 18 foregoing, Operator shall not make a sale, including one into interstate commerce, of any other party’s |
. 19 share of gas production without first giving such other party thirty (30) days }mtice of such intended a
ol 20 sale prior written |
- : 21
22 In the event one or more parties’ separate disposition of its share of the gas causes split-stream de-

23 liveries to separate pipelines and‘or deliveries which on a day-to-day basis for any reason are not
24 exactly equal to a party’s respective proportionate share of total gas sales to be allocated to it. the
25 balancing or accounting between the respective accounts of the parties shall be in accordance with
26 any Gas Balancing Agreement between the parties hereto, whether such Agreement is attached as
27 Exhibit “E”, or is a separate Agreement,

bt e d

28
o] i 29 D. Access to Ceontract Area and Information:
e : 30
R ; 31 Each party shall have access to the Contract Area at all reasonable times, at its sole risk to inspect

32 or observe operations, and shall have access at reasonable times to information pertaining to the de-
33 velopment or operation thereof, including Operator’s books and records relating thereto. Operator, upon
H 34 request, shall furnish 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 reports
36 of stock on hand at the first of each month, and shall make available 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

2 3%  information. :

L | 4 -

41 E. Abandonment of Wells:

i 42

3 43 1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VIL.B.2., any well

44 which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
45 shall not be plugged and abandoned without the consent of ail parties. Should Operator, after diligent
46 effort, be unable to contact any paity, 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 te 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 of the parties who participated in the cost of drilling of such well. Any pariv who obh-
81 jects to the plugging and abandoning such well shall have the right to take cver the well and conduct
52 further operations in search of oil and or gas subject to the provisions of Article VLB,

53 ’ : .

54 2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
55 worked pursuant to Article VI.B.2. hereof for which the Consenting Parties have not been fully reim-
56 bursed as therein provided, any well which has been completed as a producer shall not be plugged and
57 abandoned without the consent of all! parties. If all parties consent to such abandonment, the well shall
586 be piugged and abandoned in accordance with applicable rcgulations and at the cost, risk and expense
59 of all the parties hereto. If, within thirty (30) days 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 its op-
61 eration shall tender to each of the other parties its proportionate share of the value of the well’s salvable
! 62 material and equipment, determined in accordance with the provisions of Exhibit “C”, less the estimated
63 cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall
64 assign to the non-abandoning parties, without warranty, express or implied, as to title or as to quantity,
85 quolite o 105055 Los wse i i equipment and material, all of its interest in the well and related equip-
66__ment tagethor swith its interest in the leasehold estate as to, but only as to, the interval or intervals of the
67 formation or formations thon open to production. If the interest of the abandoning party is or ixycludes
68 an oil and gas interest. such party shall execute and deliver to the non-abandoning party or parties an
69 oil and gas lease. limited to the interval or intervals of the formation or formations then open to produc-
70 tion, for a term of one vear and so long thereafter as oil and ‘or gas is produced from the imzrva! or inter-
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vals of the formation or formations covered thereby. such lease to be on the forn. attached as Exhibit
“B". The assignmeats or leases so limited shall encompass the “drilling unit” upon which the well is
located.. The payments by. and the assignments or lcases to, the assignees shall be in a ratio based upon
the reiationship of their respective percentages of participation iz the Contract Area to the aggregate 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.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the op-
eration of or production {rom the well in the interval or intervals then open other than the royalties
retained in any lease made under the terms of this Article. Upon request, Operator shall continue to
operate the assigned well tor the accouni vi the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of
the separa:.> ownership of the assigned well

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible
only for its obligations, and shall be liable only for its proportionate share of the casts of developing
and operating the Contract Area. Accordingly, the liens granted among the parties in Article VIL.B. are
given to secure only the debts of each severally. It is not the intention of the parties to create, nor shall
this agreement be construed as creating, a mining or other partnership or association, or to render the
parties liable as partners. -

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a
security interest in its share of oil and ‘or gas when extracted and its interest in all equipment, to secure
payment ¢f its thare of exnense, together with interest thereon at the rate provided in the Accounting
Procedure attached hereto as Exhibit “C”. To the extent that Operator has a security interest under the
Uniform Commercial Code of the State, Operator shall be entitled to exercise the rights and remedies
of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator
for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non-
Operator in the payment of its share of expense, Operator shall have the right, without prejudice to
other rights or remedies, to collect from the purchaser the proceeds from the sale of such Non-Operator’s
share of oil and/or gas until the amount owed by such Non-Operator, plus interest has been paid. Each
purchaser shall be entitled to rely upon Operaior’s wriiten statement concerning the amount of any de-
fault. Operator grants a like lien and security interest to the Non-Operators to secure payment cf Op-
erator’s proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of
a statement therefor by Operator, the non-defaulting parties, including Operator, shall, upon request by
Operator, pay the unpaid amount in the pruportion that the interest of each such party bears to the in-

‘terest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain reimburse-

ment thercof, be subrogated to the security rights described in the foregoing paragraph.
C. Payments and Accounting: -

Except as herein otherwise specifically provided, Operator shall prompily pay aid dischorge evpenses
incurred in the development and operation of the Contract Area pursuant to this agreement and shall
charge eacn of i paiiics horete with their respective proportmnate shares upnn the expense basis pro-
vided in the Accounting Procedure attached hereto as Exhibit ““C”. Operator shall keep an accurate
record of the ioint account hereunder. showing expenses incurred and charges and credits made and
received.

Operator, at its election, shall have the right from time to time to demand and receive {rom ihe
other parties payment in advance of their respective shares of the estimated amount of the expense to
be incurred in onerations hereunder during the next succeeding month. which right may be exercised only
by submission to eack such party of an itemized statement of such estimated expense. together with
an invoice for its share thereof. Each such statement and invoice for the payment in advance of esti-
mated expense shall be submitted on or before the 20th day of the next preceding month. Each party

. chall nav to Qoperator its proportionate share of such estimate within fifteen (15) days after such es-

timate and invoice is received. If any party fails to pay 115 share of said wiiimalc within said time. the
amount due shall bear interest as provided in Exhibit “C” until paid. Proper adjustment shall be
made monthly between advances and actuzl expense to the end that each party shall bear and pay’its

proportionate share of actual expenses incurred, and no more. -
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B. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, ex-
cept any well drilled or deepened pursuant to the provisions of Article VI.B.2. of this Agrcement, it being
understood that the consent to the drilling or deepening shall include:

[0 Option No. 1: All necessary expenditures for the drilling or deepening. testing, completing an;i
equipping of the well, including necessary tankage and or surface facilities.

X Option No. 2: Ali necessary expenditures for the drilling or deepening and testing of the well. When
such well has rerched its authorized depth. and all tests have been compleicd, Operater shall give im-
mediatc notice to the Non-Operators who have the right to participate in the completion costs. The parties
receiving such notice shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holi-
days) in which to elect to participate in the setting of casing and the completion attempt. Such election,
when made, shall include consent to ail necessary expenditures for the completing and equipping of such
well, including necessary tankage and/or surface facilities. Failure of any party receiving such notice
to reply within the period above fixed shall constitute an election by that party not to participate in
the cost of the completion attempt. If one or more, but less than all of the parties, elect to set pipe and
to attempt a completion, the provisions of Article VLB.2. hereof (the phrase “reworking, deepening or
plugging back” as contained in Article VI.B.2. shall be deemed to inclnde “completing”) shall apply to
the operations thereafter conducted by less than all parties.

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged
back except a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-
ment, it being understood that the consent to the reworking ‘or plugging back of a well shall include
consent to all necessary expenditures in conducting such operations and completing and equipping of
said well, including necessary tankage and/or surface facilities.

3. Other Operations: Operator shall not undertake any single project reasonably estimated to require
an expenditure in excess of _Fifteen Thousand Dollars ($15,000.00 )
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plug-
ging back of which has been previously authorized by or pursuant to this agreement; provided, how-
ever, that, in case of explosion, fire, flood or other sudden emergency, whether of the same or different
nature, Operator may take such steps and incur such expenses as in its opinion are required to deal with
the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emer-
gency to the other parties. If Operator prepares “Authority for Expenditures” for its own use,
Operator, upon request, shall furnish copies of its “Authority for Expenditures” for any single project
costing in excess of Fifteen Thousand Dollars ($.15.000.00 .

E. Royalties, Overriding Royalties and Other Payments:

onreh Sy A e e iy et SOt Y LAY e

from any Hlability therefor. If the interest of any party in any oil and gas lease covered by this agree-
ment is subject to any royalty, overriding royalty, production payment, or other charge over and above
the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account
for or cause to be accounted for, such interest to the owners thereof.

No party shall ever be responsible, on any price basis higher than the price received by such party,
to any -other-party's lessor or royalty owner; and if any such other-partyls lessor or royalty owner should
demand and receive settiements on a higher price basis, the party contributing such lease shall bear the
royalty burder insotar as such higher price is concerned.

See Article XV A. for additional provisions
F. Rentals, Shut-in Well Payments and Minimum Reyalties:

Rentals, shut-in well payments and minimum royalties which may be required under the terms of
any leaseshallbepaxdbythepartyorparﬁeswhosubjected such lease to this agreement at its or their
expense. In the event two or more parties own_ and have contributed interests in the same lease to this

5

agreement, such parties may designate one of such parties to make said payments for and on behalf of ali
such parties. Any party may recuest, and shall be entitled to receive, proper evidence of all such pay-
ments. In the event of failure to make proper payment of any rental, shut-in well payment or minimum
royalty through mistake or oversight where such payment is required to continue the lease in force,
any loss which results from such non-payment shall be borne in accordance with the prov:slons of Artlcle
Iv.B.2. : - :

- L . L.

© Uperator shall notiiy iNon-Operator oi ihe a‘nuclpalcu COMPIeUHon Ul a SIAt=1n- gas woil; Gi e Shat-

ting in or return to production of a producing gas well, at least five (5) days (excluding Saturday, Sun-

day and holidays), or at the earliest opportunity permitted by circumstances, prior to taking such action,

but assumes no liability for failure to do so. In the event of failure by Operator {o so notify Non-

Operator, the loss oi any iease contributed hereto by Non-Operator for {aljure lo muske limely payments

Lo

R L N T e L




[T

i

e s e

P

A.AP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

0 00 «1 MW g W N

SHEREN

of any shut-in well payment shall be borne jointly by the parties hercto under the provisions of Article
IV.B.3.

G. Taxes:

Beginning with the first esiendar year after the effective date hercof, Operator shall render for ad
valorem taxation all property subject to this agreement which by law should be rendered for such
taxes. and it shall pay all such taxes assessed thereon before they become delingueni. Prior to the ren-
dition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not be
limited to, royalties. overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leasehold estate is reduced by reason of its
being subject te outstanding excess royaltics, overriding royalties or production payments, ihe reduciion in
ad valorem taxes resuiting therefrom shail inure to the bencfit of the owner ar awners of csuch leacshold
estate, and Operator shall adjust the charge to such owner or owners so as to refiect the benefit of such
reduction. Operator shall bill other parties for their proportionaie sha:e of all tax payments in the man-
ner provided in Exhibit “C".

See Article XV. D. for additional provisions

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

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

H. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the Workmen's
Compensation Law of the State where the operations are being conducted; provided, however, that Op-
erator may be a self-insurer for liability under said compensation laws in which event the only charge
that shall be made to the joint account shall be an amount equivalent to the premium which would have
been paid had such insurance been obtained. Operator shall also carry cor provide insurance for the
benefit of the joint account of the parties as outlined in Exhibit “D", attached {0 and made a part hereof.
Operator shall require all contractors engaged in work on or for the Contract Area to comply with the
Workmen's Compensation Law of the State where the operations are being conducted and to maintain
such other insurance as Operator may require.

In the event Automobile Public Liability Insurance is specified in said Exhibit “D”, or subsequently
receives the approval of the parties, no direct charge shall be made by Operator for premiums paid for
such insurance for Operator’s fully owned automotive equipment.

ARTICLE VIH.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall
not be surrendered in whole or in part unless all parties consent thereto.

However, should any party desire tc surrender its interest in any lease or in any portion thereof, and
other parties do not agree or consent thereto, the party desiring to surrender shall assign, without cxpress
or implied warranty of title, all of its interest in such lease, or portion thereof, and any well, material and
equipment which may be located thereon and any rights in production thereafter secured. to the parties
not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest, the as--

M-vn s evawtber ~lnl¥ Aascnneetn Awmd AnVierne $m ot-... mmvbr- v wmonybiam s mb XD v B meswmmmrn B mre e wIt e D — .o
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lease covering such oil and gas interest for z term of one year and so long thereafter as oil and/or gas
is produced from the land covered thereby, such lease to be on the form attached hercto as Exhibit “B”.

Upon such assignment, the assigning party shall be relieved from all obligations thereafter accruing,
but not theretofore accrucd. with respect to the acreage assigned and the operation of any well thereon,
and the assigning party shall have no further interest in the lease assigned and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The parties
assignee shall pay to the party assignor the reasonable salvage value of the latter’s interest in any wells
and equipment on the assigned acreage. The value of all material shall be determined in accordance
with the provisions of Exhibit “C”, less the estimated cost of salvaging and the estimated cost of plug-
ging and abandoning. If the assignment is in favor of more than one party, the assigned intercst shall

~-10 - '
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be shared by the parties assignee 1n the proportions that the interest of each bears to the 1aierest of all
partics assignee,

1'\ “SS;"“"‘ AT ST TS} £ L YORE

surrendering parties’ mterest as it was lmmedmtely before the assxgnment in the baiance of the Contract
Area; and the ac-eage assigned or surrendered, and subsequent operations thereon, shall not thereafter
be subject to the terms and provisions of this agreement.

B. Renewal or Extension of Leases:

If any party secures a renewal of any nil and gas lease subject o this Agreement 211 other part
shall be notified promptly, and shall have the right for a period cf thirty (30) davs follawing ree_-g;pe
notice in which io elect to participate in the ownership of the renewal lease, insofar as such
lease affects lands within the Contract Area, by paying to the party who acquired it their several proper

proportionate shares of the acquisition cost auoeated to that part of such lease within the Contract Area,
which shall be in proporticn to the interests held at that time by the parties in the Contract Area.

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

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

The provisions of this Article shall apply to renewal leases whether they are for the entire interest
covered by -the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease
taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after
the expiration of the existing lease shall be subject to this provision; but any Jease taken or contracted
for more than six (68) months after the expiration of an existing lease shall not be deemed a renewal
subject (6 the provisions of this agreement.

aaans anu&l AFUL

The provisions in this Article shall apply also and in like manner to extensions of oil and gas
See-Article-¥¥=-E--for-additional-provisions-

Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash toward the drilling
of a well or any other operation on the Contract Area, such contribution shall be paid t
conducted the drilling or other operation and shall be applied by it against the cost of such drilling or
other operation. I¥ the contribution be in the form of acreage, the party to whom the contribution is
made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling
Parties in the proportions said Drilling Parties shared the cost of drilling th. well.
are Driuing Parties and accept such tender, such acreage shall become a part of the Contract Area and
be governed by the provisions of this agreement. Ii less than all parties hereto are Drilling Parties and
accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompi-
contributions it may obtain in support of any well or
any other operatmn on the Contract Area, Notmthstandmg the above,Texas 01l & Gas Corp.wil
to share any of 1ts 1nterest in var1

tlgtmg to dtmsposm

uoi be deemed a. contribution as contemplated in this

o the party who
If all pames hereto

ly notify all other parties of all acreage or monev

us armout %gs, farmout agre:
mnt&,‘ a |

e of substances !
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Article VIII.C.
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consideration auali

D. Subsequently Created Interest:

Notwithstanding the provisions of Article VIILE. and VIILG.,, if any party hereto shall. subsequent
to execution of this agreement, create an overriding rcyalty, production payment, or net proceeds inter-
est, which such inleresis are hereinaiter referred to as “subsequently created interest”, such subsequently
cx'eatcd interest shall be specifically made subject to all of the terms and provisions of this agreement as

1. If non-consent operations are coanducted pursuant to any provision of this agreement, and the
party conducting such operations becomes entitled to receive the production attributable to the intevest
out of which the subsequently created interest is derived, such party shall receive same free and clear
atiap same stuall vear and pay ail such subsequently

created interests and shall indemnify and hold the other parties hereto free ‘and harmless irom any and
all liability resuiting therefrom.

of such subsequently created intorsct

— w—-ﬁ.--. Lo e

Revised 10-24-78
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2. If the owner of the interest from which the subsequently created interest is derived (1) fails to
pay. when due, its share of expenses chargeable hercunder, or (2) clects to abandon a well under pro-
visions of Article VLE. hereof, or (3) clects to surrender a lease under provisions of Article VIILA.
hercoi. the subsequently created interest shall be charreable with the pro rata portion of all expenses
hereunder in the same manner as if such interest were a working interest. For purposes of collecting
such chargeable cxpenses. the parly or parties who receive assignments as a result of (2) or (3) above

shall have the right to enforce all provisions of Article VILB. hereof against such subsequently created
interest.

TR T ™
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10 E. Maintenance of Uniform Interest:

intaining uniformity oi ownership in the o0il and gas leasehold interests

is agrecment, and noiwiihsianding any other provisions to the contrary, no party shall A
14 sell encumber. transfer or make other disposition of its interest in th<e leases embraced within the Con-
15 tract Area and in wells, equipment and production unless such disposition covers either:

i
:: 1. the entire interest of the party in all leases and equipment and production; or

r ;: 2. an equal undivided interest in all leases and equipment and production in the Contract Area.
;‘l’ Every such sale, encumbrance, transfer or other disposition made by any party shall be made ex- 4
22 pressly subject to this agreement, and shall be made without prejudice to the right of the other parties. g
22:: - If, at any time the interest of any party is divided among and owned by four or more cc-owners, *

25 Operator, at its discretion, may require such co-owners to appoint a single trustee or agent with full
26 authority to receive notices. approve expenditures, receive billings for and approve and pay such party’s
; 27 share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
; 28 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 execute all contracts or agreements for the disposition
30 of their respective shares of the o0il 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. Waiver of Right to Partition:
; 34
35 If permitted by the laws of the staie 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.

35 G. Preferential Right to Purchase:
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visions herein that the rights and liabilitiec hercunder are several and not joint or cojleciive, or that this
agreement and operations hereunder shall not constitute a partnership. if. fos-Féderal income tax pur-
- 81 poses, this agreement and the operations hereunder are regarded as dartnership. each party hereby
62 affected elects to be excluded from the application of all of the Provisions of Subchapter *“K”, Chapter
63 1, Subtitle "*A”, of the Internal Revenuc Code of 1954-a5 permitted and authorized by Section 761 of
64 the Code and the regulations promulgated ther der. Operator is authorized and directed to execute on
65 behalf of each party hereby affected ' evidence of this election as may be required by the Secretary
66 of the Treasury of the United _Stafes or the Federal Internal Revenue Service. including specifiraty b
87 i
68

69

70

not by way of limi . all of the returns, statcments, and the data required by Federal Regula-
there be any requircment that each party hereby affected give further evidence of
each such party shall execute such documents and furnish such other evidence as may be
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stthaparty-shailgive-any-notices-or-takeany othorartiom—inconsistent - with  Lthe election - made g
If any present or future income tux laws cf the state or states in whxch the Contr v 1s located or
any futurc income tax laws of the United States contain provisions sj S those in Subchapter “K",
Chapter 1, Subtitle A, of the Internal Revenue Code ““under which an election similar to tnat
provided by Section 761 of the Code is cach party hereby affected shali make such election as
may be permitted or requi laws. In making the foregoing election, each such party states that
Wiveﬂ'by such party from Operations hereunder can be adequately determined without the
ation of-partnership-taxable-income.
"See Exhibit “G", Income Tax Election"
ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single damage claim or suit arising from operaiions hereuinder i the e=x-
penditure does not exceed our ousand and NO/‘00“""""“-"'-“--“'--‘--------Dollars
¢s 4,000.00 } and if the pzyment is in complete settiement of such claim or suit. If the amount
required for settlement exceeds the zbove 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 claim or suit shall be at the joint expense
of the parties. If a claim is made against any party or if any party is sued on account of any matter
arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, the party shall immediately notify Operator, and the claim or suit shall
be treated as any other claim or suit involving opcrations hereunder.

ARTICLE XI
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations
under this agreement, other than the obligation to make money payments, that party shall give to all
other parties prompt written notice of the force majeure with reasonably full 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 continuance of the force majeure. The affected party
shall use all reasonable diligence to remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not
require the settlement of strikes, lockouts, or other labor difficuity by the party involved, contrary to its
wishes: how all such difficulties shall be handled shall be entirely within the discretior of the party
concerned.

The term “force majeure”, as here employed, shall mean an act of God, strike, lockout, or other
industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood,
explosicn, - governmental action, governmental delay, restraint or inaction, unavailability of equiprment,
and any other cause, whether of the kind specifically enumerated above or otherwise, which is not
reasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

All notices authorized or required between the parties, and required by any of the provisions of
this agreement. unless otherwise specifically provided, shall be given in writing by United Siates mail
or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the party to
whom the notice is given at the addresses listed on Exhibit “A”. The originating notice given under any
proviaion heresf chall ha deemed given onlv 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 ic change its address at any time, and from
time to time, by giving written notice hereof to all other parties. .

TERM OF AGBEEMENT

This agreement shall remain in full force and effect as to the oil and gas leases and.’or oil and gas in-
terests subjected hereto for the p:riod of time selected below: provided, however, no party hereto shall
ever be construed as having any right. title or interest in or to any lease, or oil and gas mterest con-
tributed by any other party beyond the term of this agreement.

[J Option No. 1: So long as any of the oil and gas leases subject to this agreement rémain or are con-

tinuved in force as to any part of the Contract Area, whether by production, extension, renewal or other-

wise, and/or so long as oil and/or gas production continues from any lease or oil and gas interest.
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Option No. 2:

38$$%aaassg

:E; Shall run consecutively with the terms of the sublease operating agreement
or farmout agreement to which this agreement is attached.

1, P W owie capneuvic UL SWwt AGAiTIONar period, on TMOTC O TNE PArues Nerz2io are engareu i
drilling or reworking a well or wells hereunde € agreement shall continue in force until such op-
erations have been completed and if_peodliction resuits therefrom, this agreement shall continue in

It is agreed. however, that the termination of this agreement shall not relieve any party hereto from
any liability which has accrued or attached prior to the date of such termination.

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement chall be subject to the conservation laws of the state in which the committed
acreage is located, to the valid rules, regulations, and orders of apy duly constituted regulatory body of
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 matters pertaining thereto, including, but not lim-
ited to, matters of performance, non-performance, breach. remedies, procedures, rights, duties and in-
terpretation or construction, 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 Contrast Area is located shall govern.

ARTICLE XYV.
OTHER PROVISIONS

A. Sale of Gas Production:

It is recognized by the parties hereto that in addition tu each party's share
of working interest production as shown in Exhibit "A", such party shall have the
right, subject to existing contracts, to market ilic royalty gas attributable to
each lease which it contributes to the Unit Area and to receive payments due for
such royalty gas produced from or allocated to such lease or 1ea§es. It is agreed
that, regardless of whether each party markets or contracts for its share.of gas,
including the royalty gas under the leases which it contributed to tﬁe Unit, such
party agrees to pay or cause to be paid to the royalty owners-under its lease or
leases the proceeds attributable to their respective royalty interest and to hold

all other parties hereto harmless for its failure to do so. :
B. Billing Additional Interests:
| Notwithstahding the provisions of this agreement and of the accounting procedure

attached as Exhibit “C*®, the Parties Lo ihiis agreement spccifica}!y aarea that in
no event during the term of this contract shall Operator be required tc make more

_ than one billing for the entire interest credited to each Party on Exhibit "A". It
" is further agreed that if any Party to this agreement (hereafter referred to as

"Seiling Party") disposes of part of the interest credited to it on Exhibit “A%, the
Selling Party will be solely responsible for billing its assignee or assignees, and
shall remain primarily liable to the other parties for the interest or interests
assigned and shall make prompt payment to Operator for the entire amount of statement:
and billings rendered to it. It is further understood and agreed that if Selling
Party disposes of all its interest as set out on Exhibit "A", whether to one or sever:
assignees, Operator shall continue to issue statements and billings to t@e Selling
Party for the interest conveyed until such time as Selling Party has 49s1gnated and
qualified one assignee to receive the billing for the entire interes;.:;!n order to.
qualify one assignee to recaive the billing for the entire interest credited to

w e -

- Selling Party on Exhibit A" Selling Party shall furnish to Operator the following:

) . PR 22 eSS S
1. Written notice of the conveyance and photostatic or certified copies of the

assignments by which the transfer was made. et e e v

S14- o
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2. The name of the assignee to be billed and a written statement signed by
the assignee to be billed in which it consents to receive statements and billirgs
for the entire interest credited to Selling Party on Exhibit "A" hereof; and, further.
consents to handle any necessary sub-billings in the event it does not own the e~*ive

interest credited to Selling Party on Exhibit “A". :
C. Disbursement of Royalties:

If a purchaser of any o0il, gas or other hydrocarbons produced from the Unit Arec E
declines to make disbursements of all royalties, overriding royalties and other pay- = -=
wents out of, or with recnect to. production which are payable on the Unit Area,
Operator will, if any Non-Operator so desires, make such disbursements on benait? ¥
said Non-Operator at his direction, provided, foa-Upeirator shall cxegute such docu-
ments as may be necessary in the opinion of Operator to enabie Operatcr to receive
all payments for oil, gas or other hydrocarbons directly from said purchaser. In
that event, Operator will use its best efforts to make disbursements correctly but

will be liable for incorrect disbursement only in the event of gross or willful
negligence.

: D. Article VII.G., Addition:

If the Operator 1s required hereunder to pay ad valorem taxes based in whole
or in part upon separate valuationsof each party's working interest, then notwith-
standing anything to the contrary herein, charges to the joint account shall be
mede and paid by the parties hereto in accordance with the percentaces of tax value
generated by each party's working interest.

Revised 10-24-78 | o
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ARTICLE XVI.
MISCELLANEOUS

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

s LLULEE. o i)

This instrument may be executed in any number of counterparts, each of which shall be considered
an original for all purposes.

7€}WITNESS WHEREOF, this agresment shall be effective as ot_z::#;_day ot_M_,

OPERATOR

© 0 =3 N e

e
(-]

Vice President

NON-OPERATORS

CHRISTIANSEN OIL & GAS, INC.

BY:

COQUINA OIL CORPORATION

Priscilla F. Giimofe
EXXON CORPORATIGI

BY:

YATES_BETROLEUM CORPORATION

7z

COMPANY

-
pE - -

7
/ NRTES DRILLING

#YCO INDUSTRIES, INC.

BY:

8238228823889 88RB¢
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that _ . he executed the same for the purposes -

THE STATE OF TEXAS
OUNTY OF Midland i

BEFORE ME, the undersigned authority, on this day personally appeared
CHARLES L. CANFIELD known to me to be the perso Y ibe

: . n whose name is subscribed to the
foregoing Instrument, as Vice President and Att

orney in Fact of TEXAS OIL & GAS
CORP., and acknowledged to me that he executed the same for the purposes and

» in the capacity stated, and as the act and deed
of said corporation.

GIVEN UNDER MY HAND SND SEAL OF OFFICE this the EE day of‘gg;;snﬁggz:f
A. D. » ]9 4&'.{_- ",
T ' .
} f .

] n and for
Midland County, Texas ;

My Commission Expires: %«4‘;/5; /779

THE STATE OF TEXAS l
COUNTY OF i

BEFORE ME, the undersigned authority, on this day personally appeared

known to me to be the person whose name is subscribed
to the foregoing instrument, as ‘ of

: » corporation, and acknowledge to me that he executed
the same for the purposes and consideration therein expressed, in the capacity.
stated, and as the act and deed of said corporation :

A GIVEN UNDER MY HAND AND SEAL OF OFFICE this the day of
.D., 19 .

Notary Public in and for
County, Texas

My Commission Expires:

THE STATE OF TEXAS |
: i
COUNTY OF |

'BEFORE ME, the undersigned authority, on this day personally appeared

_ known to me to be the identical person
whose name is subscribed to the foregoing instrument, and acknowledaed +o mo

and consideration therein expresSed.

GIVEN UNDER MY HAND AND SEAL OF OFFICE this the day of ' »
A.D., 19 . S

Notary Public in and ¥or
County, Texas

My Commission Expires:

e
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fn Inftia) Test Wel

Participation in
Initial Test Well

EXHIBIT "A"
I.___CONTRACT AREA: A1l of Section 32, Township 18 South, Range 27 East,, N.M.P.M., Eddy County, New Mexico
1. PARTICIPATION: . B.

0' . . o c-

V

vosnﬁn*uo«*oa in
Initial Test Well

E.

Participation 1
all Wells Drillud

Subsequent to Injitial

Prior to Drillin Prior to Payout Overriding Royalty after Payout a, Jest Well
{Acves) 1 {Percentage) {Percenta oovu avmqnazwaoav ﬂ
Hegt 1/2 of Section 32 | .
Texas 011 & Gas Corp, 39.6100 99.8750 —————- 64.4903 64.4903
Coquina 011 Corp. 160.0000 =0~ 2.4998% of 8/8ths b. 16.6656 16.6656
‘ristiansen 011 and L
Gas, Inc. 79.8100 -0- 1.5587% of 8/8ths b. 12.4695 12,4695
Jack J. Grynberg, et ? 1.2470% of 8/8ths
Priscilla F. &ilimore 40.0000 -0~ 0.7812% of 8/8ths b, 6.2496 6.2496
Exxon Corporation (et g, 0.4000 0.1250 S 0.1250 0.1250
n.
TOTAL 320.0200 100.0000 100.0000 100.0000
py Assumes each party elect o convert it's overriding royalty to a working *sﬁoqpmn at payout. W
b. Each party may convert overriding royalty to a working interest as shown in Column D.
C. The ownership of operating rights to the acreage is set forth as follows: . : _
1. From the base of the San Andres formation down to but not below the top of the 2. For all other depths: - _
Mississippfan Chester Limestone formation: . _ _ ‘ _
Exxon Corporation 100%
Exxon Corporatinn 50% , _
Yates Petroleum Corporation 25% of 50%- 4
Yates Drilling Company 25% of 50%
‘Revised MYCO Industries 25% of 50% :
Oct. uai _uqm ABO Petroleum Corporation 25% of 50% n .
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Eddy County, New Mexico

CONTRACT AREA: Al of Section 32, Townshi

E.

PARTICIPATION: A. - B. C. D.
participation in
Allocation of Acreuge participation in Participation in all Wells Drilled
fn Initfal Test Well Initial Test Well Initial Test Well subsequent to Initial
. Prior to Drilling Prior to Payout Overriding Royalty after Payout 8. Test Well
[Acres) (Percentage [Percentage) ~(Percentage)
t 1/2 of Section 32
as 011 & Gas Corp. 80.1900 ‘ 100.0000 ————————— 70.8630 70.8630
uina 011 Corp. 160.0000 -0~ 2.5% of 8/8ths b. 16.6667 16.6667
{gtiansen 011 and _
as, Inc. 79.8100 -0- 1.5588% of 8/8ths b. 12.4703 12.4703
.k J. Grynberg, et al. | 1.2674% of 8/8ths
iscilla F. &iimore -0- -0- -0- -0-
xon Corporation «0- -0=- (- __=0-
320.0000 100.0000 doo.ooco 100.0000

TOTAL

erriding royaity to a working interest at payout.

a. Assumes each usq«« elect to convert it's ov
o a working interest as shown in Column D.

b. Each party may convert overriding royalty &

Revised aocwa.uc

il HhI e

3




EXHIBIT "A" - Page 3
IV. ADORESS LIST OF PARTIES

Texas 0ii & Gas Corp., Operator
S00 Wilco Building
Midland, Texas 79701

Christiansen 0§1 & Gas, Inc.
1050 - 17th Street

Suite 1950

favvor  Colorado 80265

Coquina 011 Corporation
p. 0. Box 2960
Midiand, Texas 79702

Exxon Corporation
9. 0. Drawer 1600
Midland, Texas 79702

Priscilia F. Gilmore

c/o W. H. Gilmore, Jr.

216 Buiiding of the Southwest
Midland, Texas 79701

Yates Petroleum Corporation

Yates Drilling Company

MYCO Industries

ABO Petroleum Corporation
207 South 4th Street -

Artesia, New Mexico 88210




EXHIBLY "B"

Unleased 0i1 and Gas Interests in the
Contract Area are owned by the United
States of America and are subject to
leasing pursuant to CFR 43, Subpart 3100.
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v : Attached to and made a part of .Operating Agreement dated July 10,
: . 1978 between Texas 0il & Gas Corp...Operator, and Christiansen
E 011 % Gas, .Inc.,. et al, Non-Operators.

o R
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ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. 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 Operations” shall mean all operations necessary or proper 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.
“Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose pnmary function in Joint Operations 1s the direct
supervision of other employees and/or coniract labor directly employed on the Joint Property in a iield operat-
ing capacity.

“Technical Employees™ shall mean those employees having special and specific engineering, geological or other
prefessional skiils, and whose primary fuaction in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the Joint Property.

“Personal Expenses” shall mean iravel and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held fnr 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 Petroleun Accountants Societies of North America.

2. Statement and Billings

Operator shall bill Non-Operators on or before the 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 zuthor-
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 and unusual charges and credits shall be sep-
arately identified and fully described in detail

3. Advances and Payments by Non-Operators

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

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt. If payment is not

" made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (129% ) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with
the collection of unpaid amounts.

4. Adjustroents i .

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thereof; provided, however, all bilis and statements rendered to Non-Operators by Operator during any
czlendar vear shall conclusively be presumed to be true and correct after twenty-four (24) months follewing
the end of any such calendar year, unless within the said iwenly-four {24) month period a Non-Operator takes
written exception theretc 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 fo- in Section V.

5. Awndits
A. Non-Operator, upon notice in writing to Operator and zll other Non-Operators, shall have the right to audit Ope-
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (Z4) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the-
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section 1. Where there are two or more Non-Operators, the Non-Operamrs 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 this paragraph unless agreed

to by the Operator.

; 6. Appraval by Non-Operators
N . . Whers an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-

tions of this AmuhtxngMum and if me agreemeni 6 which-thic 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-

—1—
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I1. DIRECT CIARGES

Opcrator shall charge the Joint Accoun: with the following items:
1. Rentals and Royalties :
Lease rentals and royalties paid by Operator for the Joint Operations. 1

2. Laber :

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

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

K ) (3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
5‘{ excluded from the Overhead rates.

e B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to .
employees whose salaries and wages are chargeable to the Joint Account under Paragraph ZA of this Section
IL. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “‘percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall be based on the Operator's cost experience.

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

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

3. Employee Benefits .

: Gperator’s current costs of established plans for employees’ 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 Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty per cent (20%).

4. Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be avoided.

5. Transportation

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

£ 1 O Tt s it

ity
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A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall

£ be made to the Joint Account for a distance greater than the distance from the nearest reliable supply siore,
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties.

. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater inan ihe disiaince i ihe ncarest raliable supply stors, recognized harge
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 agreed to by the Parties,

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

7. Equipment and Facilities Furnished by Operator :
A. Operator shall charge the Joint Account for usc of Operator ovned equipment and facilities at rates com- i
mencurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, taxes. depieciation, and interest on investment not to exceed eigii per cent (8503
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.
B.. In iieu of charges in Paragraph 7TA above, Operator may elect to use average commercial rates prevailing in
the immediate avea of the Joint Property less 20¢,;. For automotive equipment, Operator may elect to use rates
j published by the Petroleum Motor Transport Association. .

8. Damages and Lesses to Joint Property ’
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those res lting from Operator’s

- gross negligence or willful misconduct. Operator shail furnish Non-Operator written notic : of damages or losses

' ] . incurred as soon as practicable after a report thercof has been received by Operator.

9. Legal Expense ‘
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
. and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or
oo necessary to protect or recover the Joint Property, except that no charge for services of Operator’s legal swaff
. ‘or fees or expense of outside attorncys shall be made unless previously agreed to by the Parties. All other 1egai
expense is considered to be covered by the overhead provisions of Section III unless otherwise agreed to by the
Parties, except as provided in Seciion I, Paragraph 3. . -
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All taxes of every kind and nature assessed or levied upen or in connection with the Joint Property, the opera-
tion thercotf, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties. )

10. Taxes

11. Insurance

h.let premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men's Compensation and.or Employers Liability under the respective state’s laws, Operator may, at its election,

include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s
cost not to exceed manual rates.

12, Other Expenditures |

Any oiher expendilure nol covered ur deaii wiin in the foregoing provisions of this Section II, or in Section IiI, i
and which 15 incurred by the Operator in the necessary and proper conduct of the Joint Operations.

Ill. OVERHEAD

1. 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 lA, or
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall 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
maeatters of taxation, traffic, accounting or matters before or involving governmental agencies skall be considered
as included in the Overhead rates 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, wages and Persona! 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 Gverhead rates.

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Weli Rate $___1980
Producing Well Rate $__339

{2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

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

{2} Charges for offshore drilling weils shall begin on the date when drilling or completion equipment
arrives cn location and terminate on the date the drilling or completion equipment moves ofif loca-
tion or rig is released, whichever occurs first, except that no charge shall 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 pericd of five (5) con-
secutive days or more shall be made at the drilling 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.

{b) Producing Well Rates

[1] An active well either produced or irijected into for any portion of the month shall be considered
as a2 one-well charge for the entire month. . .

[2] BEach active completion in a multi-completed well in which production is not comringled 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-
tian 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 charge may be made for the month in which plugging 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 aliowable, ete.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by mu—
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year comgared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.




PR 162} e

Ve e el i M)

e e e . . e i

[P

ane.
Ul

[ o)

B. Overhcad - Percentage Basis
(1) Operator shall charge the Joint Accoulit at the following rates:
(a) Decvelopment

Percent { ;) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 8 of Section II and ail salvage credits.

(b) Operating

Percent { ‘%) of ihe cost of Operating the Joint Property exciusive 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 fcllows:

For the purpose of determininz charges on a percentage hasis under Paragranh IR nf thic Section IIT do.
velcpment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
nrecessary in preparation for drilling and expenditures incurred in abandoning 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 de..ned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating. ‘

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the constructior and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required fer the development and
operation of the Joint Property, Operator shall either negotiate 4 rate prior to the beginning of construction, or shall
char%- the Joint Account for Overhead based on the following rates for any Major Construction project in excess

of § 3 :

A. __3 % of total costs if such costs are more than $ 25,000 but less than$_mggg___;plus

B. __3 % of total costs in excess of $_100,000 but less than $1,000,000; plus :

C. 2 4 of total costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts

of a single project shall not be treated separately and the cest of drilling and workover wells shall be excluded.
3. Amendment of Rates

The Overhead rates provided for in this Section III may be amended from time to time only by mutual agreement
between the Partics hereto if, in practice, the rates are found to be insufficient or excessive.

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to cutsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-

—. o

2 ~al cnrenBesm fmsnIi_LI_ AN Ty e e e . -
disposal of surpius Controliable Maierial nol puirchased by ine Opera-

tore in eurpluc conditien A or B Maierial The
tor shall be agreed to by the Parties.

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

2, Transfers and Dispositions

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

counts: _
A. New Material {Condition A) o
{1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of guantity transierred, equalized to the lowest
published price f.0.b. railway 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 z reliable supply store nearest the Joint Property where such Material is nor-
mally available, - »

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-

) g_raphZA (1) of this Section IV.
(3) Other Material shail be priced at the current new price, in effect at date of movement, as listed by a reliable ;
’ supply store or {.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 suitable for reuse without reconditioning:
(1) Material moved to the Joint Property ’

(a) At seventy-five percent (759.) of ‘current new price, as dctgrmined by Paragraph 2A of this Section IV.

(2) Material moved from the Joint Property

(a) At sevaenty-five percent (735 ) of current new price, as determired by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material, or
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4. Expense of Conducting Periodic Inventories

(b) at sixty-five percent (657.} of current new price, as determinced by Paragraph 2A of this Section
1V, if Material was ongmany charged to the Joint Account as good used Material at seventy-five per-
cent (757¢) of current new price.

The cost of reconditioning, if any, shatl be absorbed by the transferring property.
<. f)ther Used Material (Condition C and D)
{1) Condition C .

Material which is not in sotind and serviceable condition and not suitable for its original function until

alter reconditioning shall be priced at fifty percent (50¢%) of current new price as uctermined by Para-

graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
v:dedCcndmonCvamepluscosto(recondxhomngdoesmtemeedCondmonBvalue i

%} Condition D

AllotuerMatenal. including mnk,shallbepneeda:avaluemmmtethhxﬁmoratpmﬁng

prices. Material ac longer suitable for its original purpose but usable for some other purpose, shall be

priced on a basis comparable with that of items normaily used for such cther purpese. Operstor may dis-

mot CondmmDMatenalmdermdw%mmuyuuhndbymOpaammmwtpﬁwappmd
on-Operzators.

D. Obsolete Material
mmmwm&mmmmmmmmummmmd/«mammm
ilnotequivaleutmmatwhmhwouldjusufyapneeaspmwdedabovemaybespeaanypncedasagmedmby
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material.
E. Pricing Conditions
(1) Loading and unloadmgcostsmaybechargedtotheJmntAccountattherateoftineencents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unioading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section IL

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

‘Whenever Material is not readily obtainable at published or listed prices because of national emergencies, sirikes

or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
reqmredhlaﬁena! attheOperamr’sactualoostmauredmpmwdmgsucblhtemmeakmgnstﬁhbleforme,

and in movmg it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operaters 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 Furaished by Operator

Operator does not warrant the Material furnished. IncaseofdefecuveMatenal, cred:tshallmtbepassed to the
Joint Account until adiustment hac heon recsived by Operaisr ficin e manuiacturers or their agents.

V. INVENTORIES | Lo
’nerperatorshanmaintaMdetaﬂedremrdsofContronableMateriaL ; ) o . Fre
At reasonable intervals, Inventories shall be taken. by Operator of the Joint Accourt Controliable ‘Material.

WuttennotxceofmtamontotakemventoryshaﬂbengenbyOperatorat!&astthxrty(ao)daysbeforeanymvm

tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operstor.

’ Bemnaha&onofaphymmventorythhﬂse]mntﬁemntshaﬂbemade,andahstofoveragesands!wrtages
ahanbefmmahedwtmNm-Opmmmmmmsumntbsfolbwmgtbetakmgofthemmtory Inventory ad-
justments shall be made by Operator with the Joint. Account for overages and shortages, but Operator shall be’
heidaccountableonlyforshortagesduetolackofreasonabiedﬁxgm

“3. Special Inventeries B

Speuallnventonesmaybetaken whenevertberelsanysaleorchangeofmwstmﬂneJothmperty It shall
bethedutyotthepartyselhngmmhfyano&umsqmckiyaspcssbhafmthemmdmmmks
phcahsuﬂxass,h&hd:eseﬂamdﬁwmmshanhemmdhymm .

mmﬁmmmmmMmewmethtmmawwm
Parties.




SCHEDULE OF INSURANCE

Unit Operator shall cacry the ionomng insurance covering operations under

ﬁmw&tatﬂwexpauemdformebmehtd meparuesherewaﬂ-. ,

Muqummmmmmwmmymm, to-wit:

L. Workmen's Compensation and Employer's Liability lnsusance
as required by the laws of the state where the property is
Socated. '

2. Contractor's or Comprehensive General Public Liability insur-
ance with minimum limits of at least $100,000.00 for injuries
10 one person; $300,000.00 for injury in one accident and
ﬂmfwmm@mmm

3 Wmn:chiqmwomm
{with an endorsement covering non-owned and hired cars) with-
minimum fimits of at least $250,000.09 for injuries to one per-
msmmm:anpmhmmtmsnmmm
hmdmnapmanyoaemdmt. -

§. Insurance coverage on cquipment as the operator deems neces-
sary for the protection of the joint account.
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EXHIBIT "™

Attached to and made a part of Operating
: Agreement between TEXAS OIL & GAS CORP.
as “Operator” and CHRISTIANSEN OIL

] & GAS, Inc., et al, as Non-Operators.

GAS BAI ANCING AGREEMENT

The parties to the Operating Agreement to which this agreement is attached own the
working interest in the gas rights underlying the Unit Area covered by such Agree-
ment in accordance with the percentages of participation as set forth in Exhimt
*A" to the Operating Agreement.

In accordance with the terms of the Operating Agreement, each party thereto has
the right, subject to existing contracts, to take its share of gas produced from
the Unit Area and market the same. In the event any of the parties hereto is not
at any time taking or marketing its share of gas or has contracted to sell its
share of gas produced from the Unit Area to a purchaser which does not at any time
while this agreement is in effect take the full share of gas attributable to the
iger::t of such party, the terms of this agreement shall automatmally become
effective.

During the period or periods when any party hereto has no market or fails to take
its share of gas produced from any proration unit within the Unit Area, or its pur-
chaser does not take its full share of gas produced from such proration unit, the
other parties shall be entitled to produce each month one hundred percent (100" ) of
the allowabie gas production assigred to such proration unit by the state regulatory
body having jurisdiction and shall be entitled to take ard deliver to its or their
purchaser all of such gas production. All parties hereto shall share in and own the
]'iquid,hydrocarbons recovered from such gas by lease equipment in accordance with
their respectwe interests and subject to the Operating Agreement to which this
agreement is attached, but the party or parties taking such gas shall own all of the
gas delivered to its or their purchaser.

On a cumulative basis, each party not taking or marketing its full share of the gas
produced shall be credited with underproduction equal to its full share of the gas
produced under this agreement, less its share of gas used in lease operations, vented
or lost and less that portion such party took or delivered to its purchaser. The
Operator will maintain a current account of the gas balance between the parties and
will furnish all parties hereto monthly statements showing the total quantity of

gas produced, the amount used in lease operations, vented or lost, the total quantity
of liquid hydrocarbons recovered therefrom, and the monthly and cumulative over and

inmday arcaunt af sarh nartdvy
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ey S -At ary-times-wnile gas is produced Trom the Unit Area, sach party herets will make
settlement with the respective royalty owners to whom they are each accountabie,-
- Just as if each party were taking or delivering to a purchaser its share, and its
share only, of total gas production exclusive of gas used in lease operations,

wantad Aaw Tacs Canbh Avwmdir hawmadbn ammanse +n A’J Asrh A‘l’ﬁow n:-‘l'u h:m'lace €vervm
VENLEh OF »85¢. walsi paryy nerecd agrees =0 «8 Laln Py nam: P e e

any and all claims for royalty paywents asserted by royalty ouners to whom each
party is accountable. The terms "royalty owner' shall include owners of roya‘lty,
overriding royalties, production payments and similar interests.

After written notice to the Operator, any party may at any time begin takmg or
delivering to its purchaser its full share of the gas produced from a proration
unit under which it has underproductlon {less such party's share of gas used in
operations, vented or lost). To allow for the recovery of underproduction and to
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~ balance the gas account of the parties in accordance with their fespective interests,

as underproduced party shall be entitled to take or deliver to a purchaser, in addition
to such full share, an amount dotermined by multiplying twenty-five percent 25%) of the
interest of the overproduced party or parties by a fraction, the numerator o$ which

is the interest in the Unit Area of such underproduced party and the denominator of
which is the total percentage interest in the Unit Area of all underproduced parties
¢urrently taking or delivery to a purchaser. Recovery of underproduction by the
underproduced party or parties will balance the account in the same sequence that

+he avairnraducad nantuv nar nardtiac arrimnlatad avarnraduartinan
TNe QuorDrouiel FArLYy OF parties acoumulatlel ovararocuciion,

Each party producing and taking or delivering gas to its purchaser shall pay.any and
all production taxes due on such gas.

Nothing herein shall be construsd to deny any party the right, from time to time, to
produce and take or deliver to its purchaser its full share of the allowable gas
production to meet the deliverability tests required by its purchaser.

Should production of gas from a proration unit be permanently discontinued before the
gas account is balanced, settlement will be made between the underproduced and over-
produced parties. In making such settlement, the underproduced party or parties will
be paid a sum of money by the overproduced party or parties attributable to the over-
production which said overproduced party received, less applicable taxes theretofore
paid, at the applicable price defined below for the overproduced volumes of gas which
have not been recovered by the underproduced party or parties. For gas sold in
intrastate commerce, the price basis shall be the actual price received for sale of
the gas at the time the overproduction was accumulated. For gas sold in interstate
commerce, the price basis shall be the rate collected at the time the overproduction
was accumsulated, from time to tiwme, which is not subject to pessible refund, as pro-
vided by the Federal Energy Commission pursuant to final order or settlement applicable
to the gas sold from such well, plus any additional collected amount which is not
ultimately required by said Commission to be refunded, such additional collected
:ggggt to be accounted for at such time as final determination is made with respect
to. : R

Nothing herein shall change or affect each party's obligation to pay its proportionate
share of all costs and liabilities incurred, as its share thereof is set forth in the
Operating Agreement.

This agreement shall constitute a separate agreement as to each proration unit within
the Unit Area and shall become effective in accordance with its terms and shall remain
in force and effect as long as the Operating Agreement to which it is attached remains
in effect, and shall inure to the benefit of and be binding upon the parties hereto,
their successors, legal representatives and assigns.
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] . , EXHIT *F~
; NONDISCRIMINATION ANO CERTIFICATION OF NONSEGREGATED FACILITIES

A. Cqual Oppartumty Clawse (8] CFR 60-1.8). {Applicable only to contracts or purchase orders for more than $12,000.)
During the performance of this coatract, the Operator agrees as follows:

The Opreator will not ducrimenate aganst any employer or anphe ant for empioyment becaute nf race, color, religion,
”r, 2')».1!59!“! origin.  The Operator will take altirmative action 10 enwwe that apphwants are ve«p‘oyfd. and that v«-ﬂnyfes
ste werated durng employmeny, without reg iy 1o their race, cotor, religion, sex, of nationat orign.  Such action shall inchude,
But not be limited 1o the following: Cmployasent, upprading, dematian, or wransfer, recrutment or cecruitment adverisng,
layotf or tesminations, including apprentweshup,  The Operator agrees 10 post i conspecuous places, available to employees

and apphicants fur employment, notices to be provided by the cantracting officer seiting {orth the provisions ol this nondis-
crimination clavse.

(2) The Cperator wili, in all solicitations or advertisements for employees placed by or on behait cf the Operato?, state

that all qualified applicants will receive comideration lor employment without regard to race, color, religion, sex, of national
orign.

{3) The Operator will send to cach fahor union of representative of workers with which it has a collective bargaining
agreement or other contract or understandiyg, a notice 1o be provided by the agency contraciing olticer, advising the labor
umon or workers' represcotative of the Operatur’s commitments under section 202 of Executive Order 11246 of September 24,
1963, and shall post copics ot the notice in conspicuous places availabie to employees and applicants for employment,

{3} The Operator will cunpiy with all provisions ol Executive Order 11206 of September 20, 1963, and of the rules, regu-
{ations, and relevant orders of the Secretary of Labar. .

{3) The Operator will furnish all information and reports required by Executive Orde? 11206 of September 24, 1963, and by

the rules, regulations, 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 for purposes of investigation to ascertain compliance with
such rules, regulations, and orders, .
: {6) tn the event of the Operator's noncompliance with the nondiscrimination clauses of this contract or with any of such
rules, regulations, or orders, this contract may be canceled, terminated, or suspended in whole or in part and the Opsrator may
be declared incligible for further Governm=nt Contracts in accordance with procedures authorized in Executive Ocder 11246 of
Seatember 28, 19635, and such other sanctinns may be imnmposed and remedies invoked as provided in Executive Order 11266 ol
1 September 24, 1963, or by rule, regulation, or order of the Secreiary of Labor, of as otherwise provided by law.

{7) The Opreator will include the provisions of paragraph (1) through (7) in every subcontract or purchase ocder unless
exempted by rules, regulations, or orders of the Secretary of Lator issued pursuant to section 209 of Executive Order 11246 of
September 28, 19635, 30 that such provisions will be binding upon each subcontractor or vendor. The Operator will take such
action with respect to any subcontract or purchase order as the contracting agency may direct as a means of enforcing such
provisions including sanctions for noncompliance: Provided, however, that in the event the Operator becomes involved in, or is
tweatened with, litigation with a ssbcontractor or vendor 23 a resuit of such direction by the contracting agency, the Operator
may request the United States to enter inro such litigation to pratect the interests of the United States.

- 8, Cerrification of Nonseeregated Facilities (1 CFR €0-1.8). {Applicable only to contracts or purchase orders which are
not exempt from the provisions of the Equal Opportunity Clause set out above.)

The Operator certifies that it does not, and will not, maintain or provide for its employees any segregated facilities at any of
its establishments, and that it does not, and will not, permit ity cnployees to perlorm their services at avy tocation, under its con-
trot, wiwre seprepated {acilitics are mamntamed. The Opetator agrees that a breach of this coernfication is a violation of the qual
Opdort:nizy Clause in this contract or purchase order. As used in this cectification, the term “segregated facilities” means any
wa1rg roers, ‘work areas, rest rooms and wash rooms, restaurants and other cating areas, time clacks, locker rooms and other
storaze or cresing areas, parking lots, drinking fountains, recreation or entertainment areas, transportation, and housing facilities
provided for emplovees which are scgregated by explicit directive or are in fact segregated on the basis of race, creed, color, or
naricnal origin, because of habir, local custom, or otherwise. The Operator further agrees thar (except where it has obtained iden-
tical certifications from propased subcontraciors lor specific time periods) it wiil obrain identical certifications from proposed sub-
contractors prior to the award of subcontracts exceeding 510,000 which are not exempr trom the provisions of the Equal Oppor-
tunity Clause; that it will retain such certilications in its files; and that it will forward the following notice to such propased sub~
contractors {except where the subcontractors have submitted identical certifications for specitic tine periodsk NOTICE
TO PROSPECTIVE SGBCONTRACTORS OF REQUIREMENT FOR CERTIFICATIONS OF NONSEGREGATED FACILITIES. A Cer-
tif~~ate of Monsegregated Facilities must be submitted prior to the award of a subcontract exceeding $10,060 which is not exempt
from the provisions of the Equat Opportunity Clause. The certification may be submitied either for each subcontract of for ali
sbeontracts during a period (ie., quarterty, semiannually, or annually).

C. Affirmative Action Compliance Program (81 CFR 60-1.80). (Applicable only if {2) the Operator has 50 or more employ-
~ ees and {b) the contract or puichase order 1s for 550,000 or ore.)

The Op=rator shall develop a written affiemative action program for.each of its establishments; and, within 120 days from the
effectiven=ss ol this contract or purchase order, shall maintain a copy of separare programs for each establishment, including eval-

wations of utilization of minority group personnel and the job classification tables, at each local office responsible {or the personnel
matters of such estabiishment.

D. Employer Information Report {61 CFR 63-1.7). {Applicable only if (2} the Operator has 50 or more employees, (b} the-
Opera’or 15 not cxempl {Pursuant 10 seCton 6€0-1.3 of Tide 41 of the Code of Federai- Reguiationsy ITrom the requirement

H foc fiing Empioyer Information Report EEO-1, and (c) the contract or purchase order is for $30,000 or more.)
The Operator agrees 1o file with the appropriate Federal agency ammually, on or before the 1st day of March, complete and
accurate reports on Standard Form 300 {EEO-1) promulgated jointly by the Office of Frderal Contract Compli , the Equal
Employment Opportunity Commission and Plans for Progress or such form as may hereafter be promulgated initsplace, .

o s
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o B Affismsasive Aciion for-Disybied Veterans and Veterans of the Vietnam Era (61 CFR 60-250). {Applicable only to contracts
or purchase orders for 3iG,000 or more.) o

The affirmative action clause-prescribed in section 60-250.% of Title 61 of the Code of Federal Regulations is incorporated
herein by reference (as permitted by section 66-253.22 of said Regulations) as i{ set out in full at this pownt. #f the Operator (a) has
50 or more cmployees and (5) this contract or purchase order is for $50,000 or more, then within $20 days from the eflectiveness of
this contract or purchase order, the Operator shall prepare and maintamn an affirmative action program at each establishment
which shall set forth the Operator's policies, practices dnd procedurcs in accordance with section 60-250.6 of said Regulations.

F. Aftirmative Action for Handicapped Workers (81 CFR 60-781.8). {Applicable onl> to contracts or purchase orders for
. 82,500 v snore) - ‘ -

N

3 The alfirmative action clause prescribed in section 60-781.% of Title 41 of the Code of Federal Regulations is incorporated
2 herein by refcrence (as permitied by section 60-761.22 of said Regulations) as if set out in full at this point. If the Operator (a) has
: 30 or more employces and (b) this contract or purchase order is tor $30,000 or more, then, within 120 days of she eflecriveness of
i :t:'s contract or mwrhase order, the Operator shall prepare and mantain an alfirmative action program at each establishment,
. uwch

: W program shall set torth the Operator's policies, practices and pracedures in accordance with section 60-781.6 of said Regu-
:E ‘icﬂﬂ - -

~ G. Unlization of Minarity Pasiness Enterprises (Frederal Procurement Rrgulations 1-1.13). {Applicable only 1o contracts or
T ) purchase ordess which smay exceed $30,000.) ' :

U ks the policy of the Gavernment that minority business enterprises shall have the maximum practicable opportunity
1o participate in the performance of Government contracts.

€2} The Operator agrees 1o use his best efforts 10 carry out this policy i the award of his subcontracts to the fultest
_ extent comsistent with the elficient performance of this contract. As used in this contract, the tesm “minority business enter-
Prise” means a ousiness, at least 50 percent of winch is owned by minority group members or, in cxve of pudlicly owned busi- |
ATISES, st feavt 3] percent of the stock of which is owned by mwority proup members. For the parpates of Cwi defmition, -
R0ty Zeonp Mmembers are Negroes, Spanish-speaking Can persons, AmerniCan-Oriratals, Ametican-indiam, AsverCan- L. A
Eskimos, .and American AMleuts. COnractors may rely on westten rasrwsenezeicns Sy cuboon G )

. 'y SC IS TeLMUNNY b SEAtUS 2y ) . '
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EXHIBIT “G"

Attached to and made a part of Operating Agreement
dated July 10, 1978 between Texas 0il & Gas Corp.,
Operator, and Christiansen 0il & Gas, Inc., et al, Non-Operators.

Income Tax Election

Any provisions in the attached agreement to the contrary notwithstanding,
each party hereto agrees not to elect to be excluded from the application of

?ggzhapter K of Chapter 1 of the Subtitle A of the Internal Revenue Code of

The parties agree thai for United States income iax purposes the distri-
butive share of each of the parties hereto in each item of loss from abandon-
ment or other disposition of property and in each item of deduction for costs
and expenses, including, but not by way of limitatiocn, the classes for items
specifically mentioned below, shall be determined as follous

(a) The production costs shall be allocated as deductions to each
party in accordance with their respective coantributions to such
costs.

(b) The exploration costs and intangible drilling and development
costs shall be allocated as deductions to each party in accor-
dance with their respective contributions to such costs.

{c) . Depreciation on tangible equipment shall be allocated to each
party in the ratio of their respective contributions to the
adjusted basis of such equipment.

(d) Depletion, gain, loss etc., shall be computed separately by the
partners, and not by the partnership.

- {€) A1l other classes of costs and expenses not falling within
paragraphs (a) and (b) above shall be a2llocated to and accounted
for by each party in accordance with their respective contribu-
tions to such costs and expenses.

The term "adjusted bas1s“ shall mean the adjusted basis as defined 1n

‘Section 1011 of the Internal Revenue Code of 1954.

The parties hereby authorize and direct QOperator to file with the
appropriate office of the Internal Revenue Service a Partnership Income
Tax Return (on Form 1065} on behalf of the arrangement between the parties

" and their joint operations under this agreement and in such return to

make the following elections:

{(a) To elect, in accordance with Section 263(c) of said Code and
applicabie Regulations, to expense all intangible drilling and
development costs with respect to both productive and nonproduc-
tive wells and the prevaration of wells for production of oil
_and/or gas.

(b} To elect to use the accrual method of accountlna.

Each party agrees to furnish the Operator such informeiion as it may
have relating to operations conducted under this agreement as may be
regiired by Taw for income tax reporting purposes. Operator shall submit

__a _copy_of the finai partnership return te the other part1es at least
forty-five (45) days prior to its being Tiied each year. - If veguested,

Operator agrees to furnish each party a complete analysis of all _items
in the return, including a reconciliation with actual biliings.

It is understood and agreed that in the event the terms of this
Exhibit conflict with any of the terms and conditions of any Operating
Agreement as described in Exhibit 'C', then and in such event as between
the parties hereto the terms of this Exh1b1t 'a" shall contiol.

The relationship between the parties hereto and under this agreement
shall be such that it may for income tax purposes only, be treated in
the same manner as a partnership, but said relationship shall not be a
partnersh1p to any other extent or for any other purposes.

t B . I B
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OMNNERSHIP OF THE 0.4 ACRES IN THE
Mi/4 Wi/4 of Section 32, 1185, R27E,
Eddy County, New Mexico

Percentage Participation
" in Coquina Federal tom

Owner | - A vell
Inexco 011 Company | .021826%
bavoil, Inc. | .009298
Great Western Drilling Co. .016875
Read & Stevens, Inc. .013381
Exxon Company * .005094
Amoco Production Company .004238
Anna R. Alford 004238
Mark D. Wilson .005888
Yates Petroleum Corporation .015454%
Depco, Inc. .001398
%i:’&?“ﬁ?i&“ﬁﬁﬁ#’“e Hoore. .000636
Featherstone Development Co. .000127
Yates Drilling Company .008849*
Myco Industries, Inc. .008849*
Ao Petrolesm Corporatton .008849*
0.12500%

TOTAL

+jiave sigaed the AFE and JOA.

BEFORE EXAMINER STAMETS

-—c

AFE cost: $557,850.00 x .00125 = $697.31 - GIL COMNSE:VATIZH DIVISION

PRI NG, o
LALEND. A 2FY o Bt ’
) L4

Submiiag 33‘-,1/ : 77X O
Hearing Caie__£2-2-"29




Ducket 'o « 3578

Dockets Nos. 40-78 and 41-78 are tentatively set for hearing on December 20, 1978 and Jamuary 3, 1979. Appli-
cations for hearing must be filed at least 22 days in sdvance of hearing date.

DOCKET: EXAMINER BREARING - THURSOAY - DECEMBER 7, 1978

9 A.M. - OIL COXSERVATION DIVISION CONFERENCE ROOM
STATE LAND OFFICE BUILLING, SANTA FE, NEW MEXICO

S CASE 6392:

L % : CASE 6393:

CASE 6394:

T

CASE 6395:

R

R i

: . CASE 6397:

et

A RAGAA

CASE 6398:

A BB 850 B
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The following cases will be heard before Richard L. Stamets, Examiner, or Dcniel 5. Nulter, Aliernate Examiner:

in the matter of the hearing cailed by the Cil Conservation Division on its own aotion to permit
Corinne GCrace, The Travelers Indemnity Company, and all other interested parties to appear and
show cause why the Indian Hills Com. Well No. 1 located in Unit J of Section 8, Towmship 21 South,
Range 24 East, Eddy County, New Mexico, should not be plugged and aband-n2d in sccordance with a
Division-approved plugging prograx.

In the matter of the hesring called by the 0il Conservation Division om its own motion to comgider
the amendment of Bule 104 ¥ of the Division Bules and Regulations to provide for the administrative
approval of the unorthodox location of wells drilled within secondary recovery or pressure
maintenance projects.

In the matter of the hearing called by the 0il Conservation Division om its own motion to consider
ithe adoption of an administrative nrocedure and Forms C-132 and C-132-A, all for the purpcse of
making wellbead price ceiling category determinations under the Natural Gas Policy Act of 1978.

Application of David Fasken for pool contraction sad pool extension, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks the contraction of the Indian Basin-Morrow Gas Pool by
the deletion therefrom of Section 9, Township 21 South, Range 24 East, Eddy County, New Mexico, and
the extensfon of the Cemetery-Morrow Gas Pool to include the aforesaid Sectiom 9.

Application of Amoco Production Company for pool creation and contraction, Lea County, New Mexico.
_Applicant, in the above-styled cause, seeks the contraction of the House Drinkard oil pool by the
deletion therefrom of the NE/4 and E/2 SE/4 of Section 12 and the Ef2 NE/4 of Section 13, both im
Township 20 South, Range 38 East, and the W/2 of Section 7 and the NW/& of Section 18, Township 20
South, Range 39 East, and the creation of a new gas pool for Lower Drinkard production in the NE/4
of Section 12, Township 20 South, Range 38 East, all in Lea County, New Mexico.

Application of Westerm 0il Producers, Inc. for compulsory pooling, Lea County, New Mexico. :
Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Morrow
formation underlying all of Section 4, Township 24 South, Range 35 East, Cinta Roja-Morrow Gas Pool,
to be dedicated to a well to be drilled at a standard location thereon. Also to be considered will
be the cost of drilling and completing said well and the allocation of the cost thereof as well as
ectual operating costs and charges for supervision. Also to be considered wili be the designation
of applicant as operator of the well and a charge for risk involved in drilling said well.

Application of Texas 0il & Gas Corporation ‘for an unorthodox gas well location, Eddy County, New
Mexico. Applicant, in the above-styled cause, seeks approval for the umorthodox location for the
Wolfcamp and Pennsylvanian formations of its State Com Well No. 1, to be located 660 feet from
the South and West lines of Section 18, Towmship 21 South, Range 26 East, Catclaw Draw Field, Eddy
County, New Mexico, all of said Section 18 to be dedicated to the well in the Morrow formaction.

Application of Texas 0il & Gas Corporation for compulsory pooling, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks an order pooling all mineral icterests in the Wolfcamp
and Pemsylvanian formations underlying the W/2 of Séction 32, Township 18 South, Range 27 East,
Eddy County, Rew Mexico, to be dedicated to a well to be drilled 710 feet from the North line and
2330 feet from the West line of said section. Also to be considered 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. Also to be considered will be the designation of applicant as operator
of the well and 3 charge for risk :I.uvolved in drilling said well.

Apvlication of Coromado Exploratiom Cotparation for compulsory pooling, Chaves County, lew Mexico.
Applicant. in the above-styled cause, seeks an order pooling all mideral imterests in the Sau Amires -
formation underlying each of the following 40-acre tracts: SW/4 SW/4 Section 7; SW/4 SW/4 Sectionm 8;
SH/4 SEf4 Section 18; WW/& WN/4 Section 19; and WW/4 WW/4 Sectiom 20, all in Towaship 10 South,

Range 28 East, Race Track-San Andres Pool, Chaves County, New Mexico. Also the NE/4 NE/4 Section 28,
Township 10 South, Range 28 East, LE Ranch-San Andres Pool, Chaves County, and the SW/é ME/4 Sectiom
15, Townstdp 11 South, Range 28 East, East Chimm-San Andres Pool, Chaves County. Each of the afore-
said 40-acre tracts would comprise a drilling unit to be dedicated to a well to be drilled at a
standard location thereon. Also to be considered, with respect to each of the above described dril-
1fog units and well, will be the cost of drilling and completing the well and the allocation of the
cost thereof as well as actual operating costs aud charges for supervision; also to be comsidered

" will be the designation of applicant as operator of each well and a charge for risk fawvolved in

drilling each well.
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Mr. Joe D. Ramey, Director
New Mexico 0il Conservation
p. O. Box 2088
santa Fe, New

pivision
Mexico 87501

1ication

pear Mr. Ramey:
copies of an App
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% BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO

IN THE MATTER Or THE APFLICATION OF
TELAS OIL & GAS CORPORATION FOR
COMPULSORY POOLING, EDDY COUNTY,
NEW MEXICO

e S e 0 VRO Sy T N

CASE NO. [ 399

o as B3 @9 O

APPLICATION

COMES NOW TEXAS OIL & GAS CORPORATIONM, by its attorneys,
and in support herecf, respectfully states:
1. Applicant has the right to drill its Coquina
Federal Com. No. 1 Well in the Wolfcamp and Pennsylvanian forma-
tions as a gas well, which is to be located at a point 710 feet
from the North line and 2330 feet from the West line of\fssfigfﬂiil

Township 18 South, Range 27 East, N.M.P.M., Eddy County, New
[ - /N

Mexico.

2. The applicant has dedicated the W/2 of said section
to this well, and there are interest owners in the proration
unit who have not agreed to pool their interests.

MTZTg' 1 3. Applicant should be designated the operator of

the well and the proration unit. s %‘

. -,; 4. To avoid t the dr1111ng of unnecessary wells,

to protect correlatzve rights and to afford to the owner of each

] - . interest in said unit the opportunity to recover or receive

ﬁ‘

e

without unnecessary expense his just and fair share of the
gas in said unit, all mineral interests, whatever they may be,
from the Wolfcamp through the Pennsylvanian'formation underlying

the W/2 of said Section 32, should be pooled.

—— 2
p {
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5. That any non-consenting working interest owner

that does not pay his share of estimated well costs should have

| withheld from productior his share of the reasonable well costs,

| plus an additional 200% therecuf as a reasonable charge for the

risk involved in the drilling of the well.

6. Applicant should be authorized to withhold from

| production the proportionate share of a reasonable supervision

| charge for drilling and producing wells attributuble to each

| non-consenting working interest owner.
WHEREFORE, applicant prays that:

A. This application be set for hearing before an

examiner and that notice of said hearing be given as required

by law.

B. Upon hearing the pivision enter its order pooling

all mineral interests, whatever they may be, from the Wolfcamp

through the Pennsylvanian formation underlying the w/2 of said

].

Section 32, Township 18 south, Range 27 East, N.M.P.M., Eddy

County, New Mexico, to form a 320-acre épacing unit dedicated to

"applicant's well.

Cc. And for such other relief as may be just in the

B ‘ ~ 7rXAS OIL & GAS CORPORATION ~

P’
Artesia, New Mexico 88210

Attorneys for Applicant
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

it b bt e e

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

CASE NO. 6399
order No. ’~ %5894

APPLICATION OF TEXAS OIL & GAS
CORPORATION FOR COMPULSORY POOLING,

———

EDDY COUNTY, XICO. ;

ORDER OF THE DIVISION

'BY THE DIVISTON:

This cause came on for hearing at 9 a.m. on December 7 7

19 78 , at Santa Fe, New Mexico, before Examiner _Richard L. Stame*

pDirector, 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 Divisionm has jurisdiction of this cause and‘the subject
matter the;eof.

(2) That the applic(ant' Texas Oil & Gas Corporation 7

seeks an order pooling all mineral jnterests in the Wolfcamp and

of Section _32 » Township 18 South , Range 27 East
' NM?M, ‘ ‘ ’ ’ . Eddy County, New =
Mexico.fﬁw
|
i
t
LI

JUS DURPUIS )

NOW, on this day of Décember ¢« 1978 , the Divisiohn
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% (3) That the applicant has the right to drill and proposes
£ to drill a well 710 feet from the North line and 2330 feet from thd

(4) Trat,shere-eme interest owners in the proposed proration

————

“* West line of said section.
|

1 unit who have not agreed to pool their interests.

(5) That to avoid the drilling of unnecessary wélls; to x

s
N

protect correlative rights, and to afford to the owner of each
h 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 theg may be, within said

anit.

i

_4‘,“,;‘ ’ﬂ' ,‘..afz] /V?t’éﬁn‘, %M. rr2a y be

(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 afforded the opportunity to pay his share of estimated well
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 thét
does not pay his share of estimated well costs should have
i withheld from production his share of the reasonable well costs
‘ _

plus an additionalé@gfknuuﬁ"thereof as a reasonable charge for th

W

“ risk involved in the drilling of the well.
(9) That any non-consenting interest owner should be
afforded the opportunity to object to the actual well costs but

that actual well costs should be adopted as the reasonable well

-lfcasts in -the zksence of such objection.
(10}’ That following determination of reasonable well costs,

any non-ccnsenting working interest cwner that has paid his

share of estimated costs should pay to the operator any amount F

that reascnable well costs exceed estimated well costs and

T RIS NI
R T R Ay P Bt S

should receive fiom the operator any amount that paid estimated

well ccsts exceed reasonable well costs.

o AN DAV AR TR A O 7 Err N

|
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> iCase No, a"d'}a;‘_ﬂ"‘, . w‘o/-c /?;M
ﬂ§ Order No. R-
2
1 |
z \ (11) That Plri-taeRt should be fixed as  reason~

operator should be authorized to withhold from production the

proportionate share of such supervision charge,attributable to

i TSR iy

\able charges for supervision (combined fixed rates); that the

each non-consenting working interest, and in addition thereto,

e

the operator should be authorized

ot
A\

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 escrow 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 on oOX bejfore /an'/ /4 /1979 ' , the order

pooling said unit should become null and void and of no effect

s —

whatsoever.

IT IS THEREFORE ORGERED:

~ ' (1) That all mineral interests, whatever they may be,

Wolfcamp and Penns lvanian
in the.} P Y formationSunderlying the W/2

of Section 32 , Township 18 South , Range 27 East

“5¢;‘ ' 7 NMPM, ’ Eddy County., New Mexico/

are hereby pooled to form a standard 3720 - acre gas spacing

“] « ! : 710 feet from the North line and 2330 feet from the West line of
' __;said;sectinn,iséilhﬂﬂﬁhadhﬁyé!ﬂ!fﬂﬂ!ﬂé{-,: .

pROVIDED HOWEVER, that the operator of said unit shall

e et

2 . ) .
; \ . ‘fland proration anit to be dedicated to a well to be drilied e&f ew

Ncommence the drilling of said well on or pefore the /;" day of

A2an' e 19'22, and shall thereafter»céntinue the,drilling1;
L4

s

of said well with due diligence to a depth sufficient to test the -

}* Wolfcamp and Pennsylvanian . formationg;

pRGVIDED FURTHER, that in the ~+ant said operator does not

- ——

lcommence the arilling of said well on or before the_ﬂlg" day of

(L2 { ’ 19_72 , Order (1) of this order shall be null

and void and of no effect whnatsocver, gnless =aid operator obtains

. — v A—

a =ire extersion from +he Division for good cause Shown.
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g PROVIDED FURTHER, that should said well not be drilled to

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

(2) That Texas 0il & Gas Corporation is ! reby designated : *

the operator of the subject well and unit.

{3) That after the effective date of this @réer and within

;‘?0 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
of estimated well costs to the operator 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 pro-
vided above shall remain liable for operating costs but shéll
not be liable for risk charges.

{5) That the operator shall furnish the Division and each
known wnrking interest owner an itemized schedule of actual well
costs within 90 days following completion of the well; that if
ro sbjection to the actual well costs is received by the Division
and the Division L.as not objected within 45 days 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 Livisi@n will
determine reasonable wéll costs afterxr pgblic notice énd hearing; :
i (65 That within 50 days following determination of reason- H

' able weil costs, any non—conseﬁting working interest owner that

has paid his share of estimated costs in advance as provided

E
;
&
3
;
o
;
3
E
:
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- share of such supervision chargesattributable to each non-

‘consenting working interest, and in additicn thereto, the operator

share of actual expenditures recuired for operating sucn well,

-5
Case No.
Order No. R~
above shall pay tc the cperator 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
estimated 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 cosﬁs is
furnished to him.

(B) As a charge for the risk invoclved in the
drilling of the well, 260 rnmvﬁf the pro rata
share of reasonable well costs attributable
to each non-consenting working interest

cwner 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 distfibute said ccsts and

charges w1thhe1d from production to the parties who advanced
YE w0l ofelny amd #3352
O=% ”n
the well costs._/ 4/?,{;» -‘.:"2 o & e prodac are.
(9) That - Ppex—momth—4+6 Lereby fixed as f£ reasonablp

charge, for supervision (combined fixed rates); that the operator
is hereby authorized to withhold from production the proportionate
is hereby authorized to withhold fron productioh the proportionate

not in excess of what are reasorable, ettributable to each non-

consenting working interest.
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Case
Crder No.

(10) That any unsevered mineral interest shallhbe considere
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
interests share of production, and no costs or charges shall
be withheld from production attributable to royalty interests.
iat all proceeds from production from the subject
well which are not disbursed for any rcason shall immediately

Tom ot wmm~d 3 - ~ e 4 PET. L L0 BT ey
e placed in escrow in Eddy County, New Mexico, to be

paid to the true owner thereof upon demand and proof of ownershipj
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 herein-

above designated.
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STATEMENT OF DOCUMEUT CERTIFICATION

411 microphotgraphics images of documents follcsing this cesrtificate are
of authorized  documents in the possession of this Amency. Theae documenta
ars routineiy microfilued as a necessary operation in the generation of

an inviolate document Tile.

UPERVISOR

STATE OF NEW MEXICO )
) SS.
COUNTY OF VALENCIA )

Sworn and Subscribed to me, A Notary Public,

This /o€ day of Lficeonsed/ 19 %3

NOTARY PUBLIC |
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CERTIFICATE OF AUTHENICITY

THIS IS TOVCBRTIF! that the microphotographs appearing on this Roll of

Film .age accurate and cpmplets, reproductions of the records of the,
W&’delivered in the regular course of

business for Micro Filming.
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STATEMENT OF DOCUMENT CERTIFICATION

All microphotgraphics images of documents following this certificate are
of authorized documents in the posasession of this Agency. These documents
are routinexy nicrofilmed as a necessary operation in the generation ot

an inviviaie documsnt file.

UPERVISOR
\
STATE OF NEW MEXICO )
, ss.
COUNTY OF VALENCIA )

Sworn and Subscribed to me, A Notary Public,

day of _Lfecesntes ,19 93

This Ve -4

B suo! 'r: A'Lar gp:%n:tc

CERTIFICATE OF AUTHEKICITY

THIS IS TO CERTIFY that the microphotographs appearing on this Roll of
Film.are accurate and complete,reproductions of the records of the, H
2o i _Gelivered in the regular course of
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business for Micro Filsing.
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