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STATE OF NEW MEXICO

ENERGY AND MINERALS DEPAHTMENT

OIL CONSERVATION DIV!SIDN

JERRY APODACA A POST OFFICE BOX 2068

GOVERNOR . ‘ STATE LAND OFFICE »BUJLDING
NICK FRANKLIN A e eraans
SECRETARY ‘May 2, 1979 x j
Re: CASE NC. 6431
Mr, Tom Kellahin ORDER NO.

Kellahin & Kellahin
Attorneys at Law
Post Office Box 1769 Applicant:
Santa Fe, New Mexico

of i P HNG Oil Company

Dear S8ir:

Enclosed herewith are two copies of the above-referenced
Division order recently entered in the subject case.

»//§§nfé veryitru Ny - | ;

Director

JDR/fd i

Copy of order also sent to- oy

Hobbs OCC % : .
‘Axtesxa occC_
Aztec oce
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S8TATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL'CONBSRVA?IOﬁ DIVISION

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

CASE NO, 6431
Ordexr No. R~5994

APPLICATION OF HNG OIL COMPANY
POR COMPULSORY POOLING, EDDY
'COUNTY, NEW MEXICO, |

ORDER OF THE DIVISION

BY THE DIVISION3

_‘This cause came on for hearing at 9 a.m, on January i,
575, at a&n;« ¥o, 1uW MeX100, DOIOKW LXanilex NiOhard L. o

X
Stanmeats,

. NOW, on this 2nd _ day of May, 1979, the Division
Director, having considered the testimony, the recoxrd, and the
rocoTnondationa of the Examiner, and being fully advised in the
Frenises,

FINDS:

(1) ‘That due prblic notice having been qivcn as required
by law, the Division has juriudiction of this cause and the
subject matter thereof,

- (2) ‘that the applicant, ENG 04l Company, seeks an o:d-r
pooling all minexal interests in the Pennsylvanian formation
underlying the N/2 of Section 33, Township 23 South, Range 28
”‘zt, hnrm, Bddy County, h-v Hexzéﬁa

(3) Thnt the applieant has tho right to drill and proposes
to drill a well at a standard location thereon, \

(4) That there are interest owners in the proposed ptotatiom’
unit who have not agresd to pool their intnr.-ts.

(5) That to avoid the drilling of unnecessary wells, to
protect coxrelative rights, and to afford to the owner of each
interest in said unit the opportinity to recover or receive
without unnacgessary expense his just and fair share of the gas
in said pool, the subject application should be approved by
pooling all mineral interasts, whatever they may be, within said

“uit o

i
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(6) That the applicant should be desiqnated the operator

of the subject well and unit.

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

‘'cozts tc the operator in lieu of paying his share of reasonable

well costs out of production.

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

(9) That any non-consenting interest owner should be

afforded the opportunity to object to the actual well costs but

that actual well costs should be adopted as the reasonable well
costs in the absence of such objection.

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

(11) That $2398.00 per month ‘should be fixed as a reason-
able charge for supervision (combined fixed rates) while drilling
and that $318,00 per month should be fixed as a reasonable charge
for supervision while producing; that this charge should be ad-

Justed annually based upon the percentage increase or decrease

in the average weekly ‘earnings of crude petroleum and gas produc~-
tion workers; that the operator should be authorized to withhold
from production the proportionate share of such supervision:
charge attributable to eacih non-consenting working interest, and

4in addition thereto, the operator should be authorized to with-

hold from production the proportionate share of actual expendi~
tures required for operating the subject well, not in excess of
what are reasonable, attributable to each non-consentirig working

interest.,

(12) That all proceeds from production from the subjsot
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 caid pooled
unit to commence drilling of the wall to which said unit is
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dedicated on or befora August 1, 1979, the ordasr pooling said
unit should become null and void and of no effect whatsoever.

IT IS THEREFORE ORDERED:

(1) That all mineral interests, whatever they may be,
in the Pennsylvanian formation underlying the N/2 of Section
35, Township 23 South, Range 28 East, NMPM, Eddy County, New
Mexico, are hereby poocled to form a standarda 320-acre gas
spacing and proration unit to be dedicated to a well to be
drilled at a standard location thereon. »

PROVIDED HOWEVER, that the operator of said unit shall
commence the drilling of said well on or before the lst day
of August, 1979, and shall thereafter continue the drilling
of said well with due diligence to a depth sufficient to test

the Pennsylvanian formation;

PROVIDED FURTHER, that in the event sald operator does not
commence the drilling of said well on or before the lst day of
August, 1979, oOrder (1) of this oisder shall be null and void
and of no effect whatsoever, unless said operator obtains a
time extension from the Division for good cause shown.

PROVIDED FURTHER, that should said well not be drilled to
conmpletion, or abandonment, within 120 days after commencement
thereof, said operator shall appear before the Division Director
and show cause why Order (1) of this order should not be rescinded}

(2) That HNG Oil Company is hereby designated the operator
of the subject well and unit.

‘ (3) That after the effective date of this order and within
90 days prior to commencing said well, the operator shall furnish
the Division and each known working interest owner in the subject
unit an 1temized 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 wall costs as pro-
vided above shall remain liable for operating. costs but shall
not be liable for risk charqea.

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

(6) That within GO'days following determination of reason~
able well costs, 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 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 cogts exceed reasonable well costs.

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

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

(B) As a charge for the risk involved in tha
+ drilling of the well, 200 percent of the pro
‘rata share of reasonable well costs attribu-
table to each non-consenting working interest
owner who has not paid his share of estimated
well costs within 30 days from the ‘date the
schedule of estimated well costs is furnished

to him,

(8) That the operator shall diStribute sald costs and
charges withheld from production to the parties who advanced
the well costs,

.;,-

(9) That $2398,00 per month is hereby £fixed as a reason- B
able charge for supervision (combined fixed rates) while drilling, ’
and that $318,.00 per month is hereby fixed as a reasonable
charge for supervision while producing, provided that this rate
shall be adjusted on the first day of April of each year follow=-
ing the effective date of this order; that the adjustment shall
be computed by multiplying the rate currently in use by the
percentage increase or decrease in the average weekly earnings
of Crude Petroleum and Gas Production Workere for the last
calendar year comparad to the pracadinag calandar year as shown
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by "The Index of Average Weekly Earnings of Crude Petroleum and
Gas Production Workers® as published by the United States Depart-
ment of Labor, Bureau of Labor Statistics, and the adjusted
rate shall be the rates currently in use, plus or minus the
computed adjustment; that the operator is hereby authorized to
withhold from production the proportionate share of such super-
vision charge attributable to each non=-consenting working
interest, and in addition thereto, the operator is hereby
authorized to withhold from production the proportionate share
of actual expenditures required for operating such well, not
in excesd of what are reasonable, attributable to each non-

consenting working interest,

(10) That any unsevered mineral intefest shall be consideréd
a seven-eights (7/8) working interest and a one-eighth (1/8)

LI
wiaa Sl thv tarms of this order.,

(11} That any well costs or charges which are to be‘péid
out of production shall be withheld only from the working

be withheld from production attributable to royalty interests.

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

That jurisdiction of this cause is retained for the

i anck further ordere as the Divizicon may deen necessary.

adNr

‘DONE at Santa Fe, New Mexico, on therday and year herein-
above designated.

(3 TATE OF NEW MEXICO
,IL CONSERVATION DIVISION

"J/ JOE D ‘.‘ RAME

é/’uirector
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STATE OF NEW MREXICO
ENERGY AND MINERALS DEPARTMENT
OII, CONSERVAYTION DIVISION
State Land Office Building
Santa Fe, New Mexico
31 January 1979

EXAMINER HEARING

- ——— o du tam - " - .- —-— iy e

IN 'I‘IIE MATTER OF:

compulsory poollng, Eddy County, New
mxico.

)

)

)
Application of HNG oil Company for ) CASE

)

)

)
BEFORE: Richard L. Stamets

TRANSCRIPT OF HEARING

APPEARANCES

For the 0il Conservation © o Lynn Teschendorf, Es8q.

Division: Legal Counsel for the Dpivision]

" State Land Office Bldg.
- Santa Fe, New Mexico 87503

For the Applicant: W. Thomas Keilahin, Esq.

KELLAHIN & KELLAHIN
$00 Don Gaspar
Santa E‘e, New Mexico 87501
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Direct Examination by Mr. Kellahin
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Direct Examination by Mr. Kellahin

Cross Examination by Mr. Stamets
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Applicant Exhibit One, Plat

__Applicant Exhibit Two, List

Applicant Exhibit Three, Letter
Applicant Exhibit Four, Affidavit
Applicant Exhibit Pive, Affidavit
Applicant Exhibit Six, Plat |

Applicant Exhibit Seven, AFE

Applicdht Exhibit Eight, Operating agreement

11

11

n

11
11
11
11
11

11




Page 3
) 1
MR. STAMETS: We'll call now Case MtNumber
21 6431,
3 MS. TESCHENDORF: Case 6431. Application of
4 HNG 0il Company for compulsory pocling, Eddy County, New
81 Mexico.
& MR. KELLANIN: I'm Tom Kellahin of Kellahin
7 S N . oy
: and Kellahin, Santa Fe, New Mexico, ‘appearing on behalf of
8 ' : : .
the Applicant, and I have two witnesses to be sworn.
\9 v o : .
: MR. STAMETS: Any other . appearances? Have
o »E3s the witnesses stand and be sworn, please.
2§es 11 - S
B gi' o (Witnesses sgworn.)
w); 9:_ 12
3 3“. i3
> S‘ o RAYMOND DARVER
3£
k= 14 ) o ;
- : being called as a witness and having been duly sworn upon
18 - e , S
o his oath, testified as follows, to-wit:
18 o . T
17 ] . -
DIRECT EXAMIVATION :
18 , : o | o )
e BY MR. KRELLAHIN: M
19 - o _ . ‘ RS
_ 0. ¥Would you please state your name and occqr
20 . y
, pation?
2 o R
‘A My RAame's Raymond Parker. 1I'm a consultanty
for HNG 0il Company in land matters. S ’ﬂ-\v
o : Q Mr. Parker, have you previously’ testified = i
ERA "baefore the 01l Conservation Divisiqn“invyour capacity as .
% ‘ ‘ o SN
a land man in othex:cases? x
; ‘ A
1!,




L A Yes, sir.

2 ) MR. KELLAHIN:H We tender Mr. Parker as an
3 expert,

K MR. STAMETS: fThe witness is considered

5 qualified.

4 6 o (Mr. Kellahin doﬁtinuing.‘) Mr. Parker, have
7; you made a study of and are you familiar with the land
"8l gitustion concerned in this appliqatioh?
o 9 A Yes, sir, I have..
v of s, 0 Q Would you refer to what I've marked as
o ggE -
: 3 "l  pxhibit Number One and identify that?
s 1 L N L | |
S 53 A This is a plat of the north half of Section
‘* ‘ 7 :‘osi 13 ‘ 35, Township,23 "Soy}:hu, Range 28 East, Eddy County, New . = |
B
. ngs Mexico.
15 ‘ The acreage colored in yellow represents

“ .e leasehold interests owned by HNG 0il Company. The orange,

17 leasehold interest owned by Ph#llii:s Petroleum; the biue_

1 leasef;oid by Jack F. Russell and Associates; the greeh aﬁd"
Yl the pink are owners of minerals that we have been upable.
. 20 to locate. |
2 0 Do you have a‘ﬁ appré‘ximatién as to:h’ow', ma.ny
: | 2 acres are uncommitted to the unit? » «\:”-;
= ) 2 | Mn. There's a total of 6."8'75 mineral acres that
- 2 a?e‘ uncommitted to what we propose to poolin ‘the north, half.
% Q.  That's indicated on Exhibit 'Nﬁn;b‘ér 'rw’d‘?

- i . ) .
Bt e T RIS £ e e et Th e R S i st e b




! A That's true.

2 0 Would you descrilie the information containéd
3 on Exhibit Two for‘us?

‘ A The first item shows a mineral interest of

6

1,875 acres out of a 5~acre tract, which shows on the plat,

6 Exhibit -One, as Tract 664. 15/24ths 65 that particular

7 tract are owned as a leaschold by Phillips Petroleum. The
8 - remaining interest is owned by the heirs of Albert Larson
9 ,
and Olaf Inrude, last known address Caldwell, Kansas.
o 10 ’ e ‘
EEE: 0 With regard to that interest, Mr. Parker,
o .-|= - )
ofs " ‘ :
> :§ what if anything have you done or directed to be done in
238 12 : ‘
< 3; ‘contacting those people?
:gsg R ‘We've engaged a main named Tom Burton in
-t
<& 14 ‘ :
woz Wichita, Kansas, to attenpt to locate these lost people.
15 » . ,
: He has contacted several people. Attached as our exhibits
# . are the two affidavits.
1y | 5 | |
, 0. As of this date, that acreage is still un-
18 L '
cormmitted to you?
19 ' , .
- A That's true.
Q. All right. Now; you have a 5-acre tract thatjs
21 , . ; o
in the name of the helrs of Bert Schurr, S-C-H-U-R-R.
.{‘,‘ 22 ‘ ia o ¥ ’
i A That's right.
. Q Let me show you what we've marked as Exhibit §
24 o ' T PRI
’ Number Three and will you desaribe your efforts to contact .
25 - ) ’ Q

those heirs? _ S o ; (
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A This is the letter, my letter -- or ING's
letter, my signature, addressed to Mr. Robert E. Coleman
of Midland, Texas. Mr. Coleman visited me in my office
about ten days ago, advised me that he has'IOcated certain
heirs of Bert Schurr, using the process of acquiring oil
and gas leases covering this outstanding interest.

I have not scen the oll and gas lease; he
does not have it in hand. I wrotc this letter for the ex-
press purpose bf inviging him if he has a valid oil and“gﬁé
lease to join us in the drilling ofiéur well or to farmout
on the basis outiined inyfhi; letter. | |

0 That letter does indicate a paragraph ad—
vising the Bert Schurr heirs, through Mr. Coleman, of this
particular case here?

A Yos.

0 would you refer to Exhibit Number Four and
identify it? i = |
B Exhibit Number Four is an7affidavit of Tom

Burton of Wichita,'xansas} as to hls‘attempts to locate.t,f

Mr. Alfred Latsdn. ' : 'X
Q In summary he's not been able to do so. ..27
: : IR 8
A, In summary~he's contacted a lawyer that at

3
3
3

one time representeu the Larson pecpla qu he 1is VGry aged

t

in a nursing home and is unable to correspond.

Q@ I have séparately as Exhibit Five what ap-

R O e e

P P
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pears to be the same affidavit. Are those two affidavits
the same?
A The affidavit is by the same affiant, and E
one covering the Inrudé people and one the Larson peoéle,
0 okay.

MR, KELLAHIN: I have no "further questions

Of MI‘. Parker. . {'l‘."

MR, STAMETS: Are there any other questions

of the witness? He may be excused.

J. STEWART MARTIN :
being called as a withess and having been duly sworn upon

his oath, testified as follows, to-wit:

v DIRECT EXAMINATION
BY MR. RELLAHIN: |
| 0 Would you pléase state your name and occu-
pation? : | |

150 N

A J. Stewart Martin. *i‘m Vice President of

Exploration for ING 011 Company, Midland,_Texas. | |
7 Mr. Martin, have youvp:eviously testified

before the 01l Céhservation“bivisiﬁh? |

A Yes, sir.

-

0 In what capacity?

A As a geologist.,

e
R . “ i
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0 Have you made a study of and are you familiar

with the geological facts surrounding this particular

application?
A Yes, sir.
4R. KELLAHIN: We tender Mr. Martin as an
expert, _
MR. STAMETS: The witness is considered
qualified.
Q (Mr. Kellahin continuing.) Would you refer

to what we've marked as Exhibit Number Six and identify that

A Yes, sir. This is’a plat of the area showing

Currently we are drilling a well and I be-
lieve the location is 2310 from the west line and 660 from
the north line of Section 35, ToWnship 23 South, Range 28

Bast, BEddy County, New Mexico, called our Williams Com 35

No. 1.
Q The Williams Com 35 No. 1 is the well that

will be aediCated to this north half proration unit?
A Yes, sir.

Q Would you‘please rafer to Exhibit Number

Seven and identifyfit? |
A This 1a an AFE of HNG 0il Company on the

subject well. The completed well cost is $1,329,746; dry

hole, $1,019,051.




\ Page e
: - ’1 Q What is the total depth of the well, Mr., --
2 A 13,400 fget Morrow test.
3 i) In your opinion are the antiéipated well
4 costs for this rarticular well cgnsietenh with O£her Morrow
65 wells drilled in Eddy County? ;
&1 A This, in this local area, are a littlae %
? higher; arout 20 percent highe; than the wells that we have
8] drilled down in Malaga about 3 miles to the sou£h, because |
9 of the high pressure z;nes that have been encountered in
e g 10 the wells immediately to the north.

§§§§ 1 Q Do you have.’a recommendation to the Ekaininer ~

f‘:} gggf 12|  with regards to a penalty to be assessed against the non-

) E:": 13 participating owners?

3 ﬁ!‘ig o

f .f,ﬁg 4 A Yes, sir, 200 percent.

f 15 4 o On what do you base that recommendation?
16 A Well, primarily because of the erratic nature

171 of the Morrow. The well to the south in Section 2 on the
18 previous plat is a sqb-commercial well, thé Phillips Malaga
39 No. 14a:5 It's produéing about a million feet of gas per

20 month and a cumilative production o£'340—millioh feet of
,2? gas. And a well go\xhe north, there's a well in Section
2 23‘in the east half has an Atoka sand, and the only oﬁﬁgr

hY

2 well that has that sand is the Maddox well in the west \

- 24

half of Section 26. o \

2% f ‘ There are two Morrow completions within tﬁisw

\
hY
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area, one in Section 22 in the southwest quarter, the Amoco
No. 1 Brantley, and the Maddox 1-27 Pardue Farms in the east
half of Section 27. These other wells encountered Morrow
Sands but have not‘run any production tests on them.

iﬁg Would you refer to Exhibit Number Eight and
identify it? | |

A It's part of our oper&ting agreement that the

35.
Q As part of that operating agreement what hask

been agreed to by the working interest owners for overhead

compietion of the well?

A The drilling well rate is $2398 and a pro-

Q In your opinion would that be a fair sum to
charge against ﬁhe nonconsenting owners in thié cése; /
A Yes, sir, it's essentially the same as seQaraq“
operating agreements we have in the township to the sﬁuth."
Q Who are the operators thatvwill sign this
agreement, Mr. Martin?
| A It's HNG 0il Company, Phillips Petroleum,
Jack Rusaell, et al, are the three that have signed the

operating agreement.

0 And HNG desires to be designated the oﬁe:ator?
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Page : 11
A Yes, sié.
Q What percentage of the unit do they control?
A At this point 60.935, .935 percent.
0 I note that your operating agreement also

has a method by which tha fixed ratas are adiusted on an

annual basis, on the 1st of April of each year.

A Yes, sir. ;

Q -In your opinion #Quid that be an appropriate
additional paragraph to add to this particular order to be
applied against the nonconsenting parties?

A Yes, sir.

Q And were Exhibits 5i%, Seven, and Eight pre-

pared by you or compiled under you:}direction and super-

vision?
! A, They werelcoméiled qhder my supervision.

Qo In your opinion, Mr. Martin, will approval
of this #pplication‘preventéwaaﬁe aﬁd protect correlative
rights? |

A Yes, sir.j

MR. KELLAHIN: We move the introduction of

Exhibits One through Eight.

. Ll -
MR, STAMETS: These exhibits will bae admitt@&,

CROSS EXAMINATION

BY 'MR. sramnms:“




Page 12

1 Q Mrlwhartin, let me confirm that you said'thaﬁ
2 some of the operators, or the operating interests, have

3 already signed the agreement that provides for these well

P1Y

costs of $2398 and $319, is that corract?

(4

A Yes, sir.

8 0 And you anticipate that all will sign that

7 with the possible exception of the people you caﬁ't locate?
8 ‘ A Yes, sir, for the’unéommitted interest of

91 2.148440 percent.

g‘E - 10 . MR. STAMETS: Any other questions f or the
ot S
‘ :,'53 " witnesas? He may be excused.
-1 ! T | ; -
5 j* 12 _ ~ Anything further in this case?
3 -
i , ST .
FE:] 14 TR L
a3 7 MR. STAMETS: We'll take the case under
15 : ,
advigement.,
16

MR. KELLAHIN: Thank you.

7 {(Hearing concluded.)
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REPORTER'S CERTIFICATE

I, STEPHANIE XANTHULL, A Court Reporter, DO HEREBY
CERTIFY that the foregoing and attached Transcript of
Hearing before the 0il Conservation Diyisioﬂ was reporxted
?by' me; that tﬁe said t‘rans‘c’:‘ript is a full, true, ‘and c;orrac.;f:
record of the hearing, prepared by me to the best of my

8kill, ability, and knowledge, from my notes taken at the

time of the hearing.

Stephanie Xanthull, C.S.R.

| do hereby certit
a complaio oo
the Lo

5ifr that tha for
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OI1 CONSERVATION DIVISION
State Land Office Building
Santa Fe, New Mexico
31 January 1979

EXAMINER HEARING

IN THE MATTER OF:

Application of. HNG 0il Company for CASE
compulsoxry Doollng, Eddy County, New" 6431
Mexico. i
BEFORE: Richard L. Stamets
TRANSCRIPT OF HEARING.
APPEARANCES
For the 0il Conservation Lynn Teschendorf Esq.

Legal Counsel for the DlVlsion‘

‘

KELLAHIN & KELLAHIN ‘f
© 500 Don Gaspar '
“ganta Fe, New Mexico 87501

DlVlalOD'
State Land Offlce,Bldg.
Santa Fe, New Mexico 87503
For the Aoplicant: ' W. Thomas Kellahin, Esq.
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- ! MR. STAMETS: We'll call now Case Number

2 6431. E
3 MS. TESCHENDORF: Case 6431. Application of j
i HNG 0il Company for compulsory pooling, Eddy County, New 3
s Mexico.
6 MR. KELLAHIN: I'm Tom Xellahin of Kellahin

7 and‘Kellahin, Santa Fe, New Mexico, appearing‘On behélf of
8 the Applicant. and I have two witnesses to be sworn.
9 | MR. STAMETS: Any other appearances? Have

"
©

the witnesses stand and be sworn, please.

L2
S8 == 11 :
zs2§ (Witnesses sworn.)
i ':l ‘a; 12
; .Z ‘3‘ )
L eRg 1 . .
>8 ég » | RAYMOND PARKER
-l : '
<=2 14 e . .
iﬂgz being called as a witness and having been -duly sworn upon
1 ] . oy :
5 his oath, testified as follows, to-wit:
16 '
v - DIRECT EXAMIMNATION
18
BY MR. KELLAHIN:
] 3 ‘ / ’ » o A ‘
® Q Would you please state your name and occu-
2 pation?
2 ‘ .
: A Yy name's Raymond Parker. I'm a consultant
for HNG 0il Company in land matters.
23 : . ‘ ‘ . . ) Al
HAN _ . - Q " Mr. Parker, have you previously testified
s ) 2 o i ’ i :
24 N ; i Ll AT . i
: ‘ before the 0il Conservation bivision in your' capacity as
a land man in other. cases?
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A Yes, sir.
?<MR; KELLAHIN: We tender Mr. Parker as an
expert.
MR. STAMETS: The witness is considered
gualified.

0. (Mr. Kellahin céntinuing.) - Mr. Parker, have

~you made a stidy of ‘and are you familiar with the land -

situation concerned in this application?

A Yes. sir, I'have.

Q> Would you refer to what I've marked as
ﬁkﬁibiﬁrﬁumber One and identifv that?

A, This is a plat of the north half of Section

35, Township 23 South, Range 28 East, Eddy County, New

Mexico.

The acreage coloréd in yellow represents
leasehold interests owned by HNG 0il Company. Thé orange,
leasehold interest owned by Phillivs Petroleum; the blue
leaséhoidrby Jack E. Russell and Associates; the qgreen and
the pihk"ére owners of mineréls that we have been unable

to locate.

0 Do you have an approximation as to’how‘mény 2
acres are uncommitted to the unit? o
A There's a total of 6.875 mineral acres that

are unicommitted to what we propose to poolin the north half. |

o That's indicated on Exhibit Number Two?
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"F\i ! A That's true.
2 Q Would you describe the information contained
3 on Exhibit Two for us?
4 A Thé first item shows a mineral interest of
5 1.875 acres out of a 5-acre tracf:, which’ shows on the plat,
6 Exhibit One, as Tract 664. 15/24ths of that particular
7 tract are owﬁed as a leasehold by Philiips Pétrol»eum. The
8 | remaitiina interest is owned by the heirs of Albert Larson
9 and Olaf Inrude, last known address Caldwell, Kansas.
of i, oy 0. With regard to that interest, Mr, Pavker,
gégg n what if anything have you“done or ‘directed to be ddﬁe in
g%;:; 2 contacting those people? “
;gsg 13 A We've engaged a man named Tom Biirton in
3 § " Wichita, Kansas, to attempt to locate these lost people.
15 He has contacted several people. Atfached ‘as’ ouf exhibits:
18 are the two affidavits.
" n As of this date, that ac;:e‘a_ge is still un-
8 committed to you?
19 A That's true.
e : 0 All right. Now, you have a 5-acre tract that s
2 in the‘;name ‘of the heirs of Bert Schurr, §=C-H-U=-R-R. ‘
1 2 A 'Ifhaf;'s right. :
é  23 ' | 0 Let me show you what we've marked as Exhibit
g: 2 Numbe:r Three 'an‘d;will 'yoh describe your efforts to contact
% those heirs? | |
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A This is the letter, my letter -- or HNG's
letter, my signature, addressed to Mr. Robert E. Coleman
of Midland, Texas. Mr. Coieman visited me in my office

about ten days ago, advised me that he has loca:zed certain

heirs of Bert Schurr, using the brocess of acquiring oil

and gas leases covering this outstanding interest.

I have not seen the oil and gas lease; he

does not have it in hand. I wrote this letter for the ex-

press purpose of inviting him if he has a valid oil and gas-

lease tb join us in the drilling‘of our well or to farmout
6n the basis outlined in this letter.

0. That letter ‘does indicate a paragraph ad-
Vising the Bert Schurr heirs, through Mf. Coleman, of this
particular case here?

A Yes.

Q Would you refer to Exhibit Number Fdur and
identify it?

A . Exhibit Number Four is an affidavit of Tom
Burton of Wichita, Kansas, as to his attempts to locate
Mr. Alfred Larson.

Q. In summary he's not been able to do so.

. A In surmary he's contactéd a lawyer £hat at

one time.represented'therLarson people but he is very aged

in a nursing home and is unable to correspond.

o I have separatély-as Exhibit Five what ap-

ST N L
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" pears to be the same affidavit. Are those two affidavits
2 the same?
3 , A The affidavit is by the same affiant, and
4 one covering the.Inrude people and one the Larson people.
5 o Okay.
8 MR. KELLAHIN: I have no further cuestions
74| of Mr. Parker.
8 o Mﬁ‘ STAMETS ; TAfe'Eﬁere any other questions
o of ﬁhe witness? He may be excused.

o §§ 10 ”

EE EE 1" J. STEWART MARTIN

gg;i ‘ 12 being called as a witness and ha\iing been duly sworn upon

o ; 31 nhis oath, testified as follows, to-wit:

ifg: 14

nis
15 DIRECT EXAMINATION

181 BY MR. KELLAHIN:

17 Q Would you please state your name and occu-
18 pation?
19 A, J. Stewart Martin. I'm Vice President of

20 Exploration for HNG Oil Company, Midland, Texas.

2 2 . Mr, Martin. have you previously testified.
2 before the 0Oil Conservation Division?
23 A Yes, eir.

24 ' 0 In what capacity?

2 A, As a geologist.
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9] Have you made a study of and are you familiar

with the geologiéal facts surrounding this particular

A ‘v Yes, sir.
MR. KELLAHIN: We tender Mr. Martin as an
egﬂer+.
MP, SmAMﬁTsj The withess ‘is considered
gualified.
0, - (Mr. Kellahin coptinﬁing;) Wouldbyoﬁ‘refer

a Yes, sir. This is a nlat of Fhé?hren shewing
a’l cvrrant Arilling wells and completed wells.
| Currentlv we are drilling a well and I be- )
lieve the location is 2310 from the west line and 660 from
theﬂhoith line of’Section 35. Township 23 South, Range 28
Eas;, Eddy County, New Mexicdo, called our Williams Cdﬁ 35
Vo0 The Williams Com 35 No.:1l is the wéll'that
will be dedicated to this north half proration unit?
A, Yes, sir. |
9 Would YOu‘éleaseﬂrefer to Exhibit_Numbéf
Seven and identify it? ’
A _This is ah AFE éf HNG 0il CompaﬁY‘on the
subject well. The'compiétéd well CdSt is $1{32§,746; ary

hole, $1,019,051. | | R
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costs for this particular well consistent with other Morrow

.wells drilled in Eddy County?

higher, about 20 petcent’higher than the wells that we have
drilled down in'Malaga.about 3 miles to the south, because
of the high pressure zones that have been enéouﬁtered in

the wells immediately to the north.

with regards to a penalty7to be assessed against the non-

participating owners?

of the Morrow. The well to the south in Secticn 2 on the
previous plat is a sub-commercial well; the Phillips Malaga
No. |
month and
“gas.

23 in the

well that has that sand is the Maddox well in the west

half of Section 26.

Page 9

0 What is the total depth of the well, Mr, -~

A 13,400 feet HMorrow test.
0 In your opinion are the anticipated well

A This, in this local area, &are a little

Q Do you have a recommendation to the Examiner

A, Yes, sir, 200 percent.
o) On what do you base that recommendation?
A Well, primarily because of the erratic nature

1-A. It's producing about a million feet of gas per
a cumulative production of 340-million feet of
And a well to the north, there's a well in Section

east half has an Atoka sand, and the only other
NI

There are two Morrow completions within this
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1 area, one in Section 22 in the southwest quarter, the Amoco
2 No. 1 Brantley, and the Maddox 1-27 Pardﬁe Farms in the east

3 half of Section 27. These other wells encountered Morrow

4 Sands but have not run any production tests on them. vj
f 5 0 Would you refer to Exhibit Number Eight and |

8 6 identify it?

i

7 A “It's éart of our operatingvagreeﬁent<that the

8 land department hasrprépared‘fOr the north half»of Section
f 9 35. " ‘,
g EE 'é,:, 0f 0 As part of .‘iﬁh'ait operating agreement what has é
§ gg " | been agreed to by the working 'V-inte’rest;owne'rs for overhead %
Q gg;z 2§ charges or c‘o‘st»f‘or supervision while drilling and after |

' ;1255 3] completion of the well?
3§§ 14 . A The drilling well rate is $2398 and a pro-

15 ducing well rate, $319.

18 Q In your opinion would that be a fair sum to
” charge against the nonconééntin’g owriers in this case?
18 ' A Yés, sir, it's essentially the same as severaly
RN 19 operating agreements we have in the township to the south. ™
2 0  Who are the operators that will sign this
Y

agreement, Mr. Martin? |

2 A, | Tt's HNG 0il Company. Phillips Petxoleum,,
2 . Jack Russell. et al, are the three thart have signed the
operating agreement. |

® Q And HNG desires to be designated the operator?)
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A Yes, sir.
Q What percentage of the unit do they control?
A At this point 60,935, .935 pe¥cent.
Q. I note that your operating agreement also

i

has a method by whiéh the fixed rates are adjusted on an
annual basis, on the 1lst of April of each”yeér.

A, - Yes, sir.

0. In your opinion would that be an appropriate
vaddit;onal paragraphAto add to.tﬁis particular‘order to be
apélied agai;st the nonconsenting parties?

A Yes, sir;'

0. And were Exhibits 8ix, Seven, and Eight pre-
Qision?

A They were compiled under my sﬁpervision,

0 In your opinion, Mr. Martin, will approval
of this application prevent‘WaSte and prdtéct‘éorrelative
rights? o

| A Yes, sir.
MR. KELLAHIN: We move the introduction of
Exhibits One through)gight.
MR. STAMETS: These exhibits will be admitted

)

CROSS EXAMINATION

BY ‘MR. STAMETS:
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N0 Mr. Martin, let me confirm that you said that
some of the opérators, or the operating interests; have
already signed the agreement that provides for these well
costs of $2398 and $319, is that correct? |

A Yes, sir. |

0 And you anticipate that all will sign‘thét
with the possible exception of the people you can't locate?

A Yes, sir, for the uncommitted interest of
2.148440 percent. B

MR. STAMETS: Any other questions f or the

witness? He may be excused.

Anythihg further in thichase?

MR. KELLAHIN: No, sir.

MR. STAMETS: We'll take the case Pnder
édvisement.ﬂ
| MR. KELLAHIN:M Thank. you.,

(Hearing concluded.)
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REPORTER'S CERTIFICATE

1, STEPHANIE XANTHULL, A Court Reporter, DO HEREBY

CERTIFY that the foregoing and attached Transcript of

Hearing before the 0il Conservation Division was reported
by me; that the said transcript is a full, true, and correct
record of the hearing, prepared by me to the best of my

skill, ability, and knowledge, from my notes taken at the

time of the hearing.

Stephanie Xanthull, C.S.R.
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KELLAHIN and KELLAHIN
ATTORNEYS AT LAW

800 DON GASPARAVENUEK
TELEPHONEK POR-4208

JASON W+ KELLAMIN P, O. BOX 1769
W/ THOMAS KELLANIN SANTA FE, NEW MEXICO 87501 ARKA cODE 808
Y hron)
KAREN AUSRE April 5 1979 - E (C E H V oA D .
. i |
] A00.87
OlL éONSERVATION DIVISION

SANTA FE -

Mr. Richard Stemets

0il Conservation Division
P. 0. Box 2088 :
Santa Fe, New Mexico 87501

Re: HNG 0il Company. '
Division Case No. 643
‘Heard January 31, 1979

Dear Mr. Stamets:

- In accordance with your request for additional
information concerning the requested overhead charges
for drilling and after producting, please find enclosed
copies of other agreements in the area_showing a higher
rate charged than those requested in-this case.

Vety truly y
(e «
e~
W.' Thomas w
WIK :eps
Enclosure

¢c: M. Raymond Parker
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OIL CONSERVATION DIVISION
SANTA FE -

April 3, 1979

Kellahin & Kellahin
P. 0. Box 1769
Santa Fe, New Mexico 87501

‘Attn: Mr. W. Thomas Kellahin

RE: Compulsory Pooling
N/2 Sec. 35, T-23-S, R-28-E -
Eddy County, New Mexico

Gentlemen:

In compliance with your request, we enclose herewith a copy of
the fully executed Operating Agreement covering the N/2 of Section 35,
T-23-8, R-28~E, Eddy Codunty, New Mexico. Well charges appear on page
3 of the Accounting Procedure.

: Also enclosed is a copy of the Assignment and Agreement between

HNG 0il Company and” Philllps Petroaeu Company - covering.lanuﬁ in the
Same area. 10u wiil hoie that thie driiiing well rate 1s somewhat higher
than the drilling well rate appearing in the Operating Agreement covering
the N/2 of Section 35.

Yours very truly,

IL COMPANY

LR %Y (//ﬁ

s {ymond Parker
ager of Lands

RP/jw
encls.

)
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A.A.P.L. FORM 610 .

MODEL FORM OPERATING AGREEMENT 1956
Non-Federal Lands

OPERATING AGREEMENT

DATED,

A

December 1 19 78 ,

b4

o

FOR UNIT AREA JN TOWNSHIP. 23 South  RANGE . 28 East

___EDDY __ COUNTY, STATE OF. __ NEW MEXICO

P

AMERICAN ASSOCIA"ﬂON OF PETROLEUM LANDMEN
APPROVED FORM. o AAPL NO. 610
MAY BE ORDEREO DIRECTLY FROM ' THE PUBLISHER
KRAFTRILT" PRQDUCTS 00X 800, TULSA 74100
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A.APL. FORM 610

OPERATING AGREEMENT

THIS AGREEMENT, entered into this. __1st _ day of __ _ December , 18_78 , between
HNG OIL CGMPANY

hereafter designated as “Operator”; and the signatory parties other than Operator.
. WITNESSETH, THAT:

WHEREAS, the parties to ‘this agreement are o»(mers of oil and gas leases covering and, if so indicatéd,
unleased mineral interests in the tracts of land described in E:-(h‘il:)it‘ “A"” and all parties have reached an
agreement to explore and develop these leases and interests for oil and gas to the extent and as hereinafter
provided; '

NOW, THE'REFORE;' it is agreed as follows:
\ 1. DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings here ascribed to
them. - '

J(l) The words “party” and “parties” shall always mean a party; or parties, to this agreement.

(2) The parties to this agreement shall always be referred to as “it” or '"{rey”, whether the parties be cor-
porate bodies, partneiships, associations; or persons real.

(3) The term “oil and gas” shall include oil, gas, casinghead gas, gas poﬁdensate,’ and all other liquid or gase-
ous hydrocarbons, unless an intent to limit the inclusiveness of this terrh; is specifically statéd.

‘ (4) vThe form “oil and gas interests” shall mean unleased fee and mineral interests in tracts of land lying

thhm ‘the Umt Area which are owned by parties to this agreement.

(5) The term “Unit Area” shall refer to and include all of the la_nds, oil and gas leasehold interests and oil
and gas interests intended to be developed and operated for oil and"gaﬁ purposes under this agreement.

Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A”.

(6) The term “drilling unit” shall mean the area fixed for the drilling of one well by order-or rule of any
state or federal body hawfing 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 Unit Area or as fixed by ex-

press agreement of the parties.

(7) All exhibits attached to this agreement are made a part of the contract as fully as though copied in full
in the contract. :
(8) The words “equipment” and “materials” as used here are 5syhdfr;1yhious and shall mean and include all
oil field sup‘plies and personal property acquired for use in t}\e Unit Arca.
2. TITLE EXAMINATION, LOSS‘OF LEASES AND OIL AND GAS lNTEkESTS
A. Title £xamination:

' There shall be no exammatlon of title to leases, or to onl and gas mterests, except that title to the lease
covermg the land upon which the exploratory well |s to be dnlled in-accordance with Section 7 shall be exam-
med on a complete abstract record by Operators attorney, and the title to both the oil and gas lease and to
the fee title of the lessors miist be approved by the examining attorney, and accepted by all pa,rtxes. A copy of
the ekaminihg attorney’s opinion shall be sent to each parly immediately after the opinion'is written, and,
also, each pa‘r"ty>shall be given, as they are written, a copy of all subsequent supplemental attorney’s reports.
A good faith effort to satlsfy the examining attorncy s requlremems shall be made by the party ownmg the
lease covering the drillsite.

If title to the proposed drillsite is not approved by the exomining atlox ncv “or-the ]ease is not acceptable
for a material reason, and allt’ the pmties do not accept the title, thie parties shall select a new drillsite for the
| first exploratory well; provided, if the partics are unable to agree upon anolher drillsite, llns auccment shall,

in that case, come to an end and all parties shall then forfeit their n;,hts and be relieved of obllg,auons here-
; under. If a new drillsite is selected, title 1o the oll and gas lease covering it and to the fee title of the lessor
shall be examined, and tiﬂe shall be approved or accopted or rejected in like manner as provided ;jbove con-
cerning the drillsite first selected, If title to the il and gas lease covering the second choice drillsite s not
approved or accepted other drillsites shall bc successlvelv selected ond ulle oxnmmod unhl a dnllsite is choqen

“Individual Loss”
Revised 1967
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AAPL. FORM 610

to which title is approved or accepted, or until the parties fail to select another drillsite.  As in the case of the
drillsite first selected, so also with successive choices if the time comes that the parties have not approved
title and are unable to agree upon an aliernate drillsite, the contract shall, in that case and at that {ime, come
to an'end and all parties shall forfeit their rights and be relieved of obligations under this conlract.

No well other than the .firét test shail be drilled in the Unit Area until after (1) the title to the lease
covering the lands upon which such well is to be located has been examined by Operator’s attorney, and (2)
the title has been approved by the examining attoxjpeg; and the title has been accepted by all of the parties
who are to pariicipate in’the ‘drilling of the well.

B. Failure of Title:

Should any oil & aild gas lease, or interest therein, be lost through failure of title, this agreement shall,

nevertheless continue in force as: to all rémaining leases and intecests, and
(1) The parly whose lease or mlerest is affected by the title failure shall bear alone the entire loss and it

"sha}l not be entitled to recover from ‘Operator or the other part;es any development or operating costs

which it may have theretofore paid, but there Shali be no monetary liability on its part to the other par-

_  ties hereto by reason of such title failure; and
(2) “There shall be o tetfoactive adjustmeiit of expenses incurred or révenucs received from the operation
of the interest which has been lost, but the interests of the parties shall be revised on an acreage basis,
as of the time it is determined finally that title failur? has occurred, so that the “interest ‘of the parly
whose lease or interest is affécted by the title failure will thereafter be reduced in the Unit Area by the

amount of theinterest lost; and k

(3) If the proportionate interests of the other parties héreto in ‘any producing well theretofore drilled on
the Unit Area is increased by reason of the title failure, the party whose title has failed shall receive
the proceeds attributable to the increase in such” interests (fes's operating cosis  attributable thereto)
until it ha§ been reimbursed for unrecovered costs paid by it in conhection with such i.‘v:ell; and

(4) Should any person not a parly to this agreement, who is determined to be the owner of any interest in
‘the title 'it?hich has failed, pay in any manner any part of the cost of operation, developinent, or equip-

“ment, or cquipment previously pgid‘unde’r this agreement, such amount shall be proportionately paid to
the party or partiéé‘}iéreto who in' the first instance paid the costs which are so réfuhded; and

(5) ‘Any liability to account to a th‘irdpa’rty'for prior p‘roduétion of oil and gas which arises by reaéon of
title failure shall be borne by the parly or parties whose title failed in the same prbportions in which
they shared in such prior production:.

C. Loss of Leases for Causes Other Than Title Failure: ,

If any lease or interest subject to this agreement be lost through failure to develop or because express
or 1mp11ed covenants have not been performed, or if any ‘lease be permitted to expxre at the end of its primary
term and not be renewed or extended or if any lease or mterest therein is lost due to ‘the fact that the produc-

* tion therefrom is shut in by reason of lack of market, the Joss sha]] not be considered a failure of title and all
such losses shall be Jomt losses and shall be bome by all parties in proportion to thelr interests and there shall
be 1o readjustnient of interests in the Unit Area.

3. UNLEASED OIL AND GAb INTERESTS
~If any party owns an unleased oil and gas interest in the Unit Area, that interest shall be tleated for the
purpose of this agreemient as if it wére a leased interest under the form of oil'and gas lease attachcd as “Exhi-
bit “B" and for the primary term ‘therein stated. As o such interests, the owner shall receive royalty on produc-
tion as prescribed in the form of oil and gas lease attached hereto as Exhibit “B". Such party shall, however,
be subject to all of‘thé""proirisic‘)ns of this agreement relating to lessees, to the extont that it awns ‘{he Tessee

interest.
4, INTERESTS OF PARTIES

Exhlblt "A" lists all of the parties, and their respective percenlage “or fractional interests under this
agreement, Unless changed by other provislons, all costs and liabilities incuired in operations under th1s con-
tract shall be borne and paid, and all equipment and ‘material acquired in dperations on the Unit Area shall be
owned, by the parties as their interests are given in Exhibit “A”. All production of oil and gas from the Unit
Areca, subject to the payment of lessor's royalties, shall also be 6wncd by the parties in the same manner;

, o ,
“Individiial Loss”
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If the interest of any party in any oil and gas lease covered by this agreement is subject to an overriding
royalty, production payment, or other charge over and above the usual one-eigthh (34) royalty, such pavly shall
assume and alone bear all such excess obligations and shall account for them o thé owners thereof out of its
share of the working interest production of the Unit Area. |

5. OPERATOR OF UNIT
HNG OIL COMPANY ‘ shall be the Operator of

the Unit Area, and shall conduct and direct and have full control of all operations on the Unit Area as per-
mitted and required by, and within the limits of, this agréement, It shall conduct all such operations in a good

and workmanltike ‘manner, but it shall have ne liability as Operator to the other parties for losses sustained,
‘or liabilities incurred, except such as may result from gioss negligence or from breach of the provisions of

-+ this agréement.
-8, EMPLOYEES

The number of employees and their sg]eciibh,’ahd'lhe hours of labor and the compensation for serv'ibes
performed, shall be determined by Operalor. All employees shall be the employees of Operator.
7. TEST WELL »
On or before the__10th day of December 19_78 | Operator shall commence the drill-

ing of a well for oil and gas in the following location: i

660 FRL ‘and Z310° FUL of Section 35 T—23—S, R-28-E,
Eddy County, New Mexico

and shall thereafter continue the drilling of the well with due diligence to ~the Morrow formation

at a total depth of dpproximately 13,400 feet,

unless glamte or other ‘practically impenetrable substance is encounter ed ‘at a lesser dépthor uniess all patties
agree to complete the well at a lesser depth.

Operator shall make reasonable tests of all’ formatnons encountered during drilling which give indica-
tion of contammg oil snd gas in quantities sufficient to test, uinless this agréement shall be limitéd in its ap-
plication to & specific formation or formations, in which event Operator shall be required to test only the
fo_rmation or formalions {o which this agreement may apply.

If in Operalox s Judgment the we!l will ‘not produce oil or gas in paying quantities, and it wishes to
plug and abandon the test as a dry hok- 1t shall first secure the consent of all parties to the plugging, and the

well shall then be plugged and abandoned as‘promptly as possible.

, 8. COSTS AND EXPENSES ‘ ,
Except as herein otherwise specil‘icéily provided, Operator shall’prfﬁmptly pay and dischérge all bdsts

and ekpenses incurred in the development and 'operation of the Unit Area pursuant to this agreement and shall
charge each of the parties hereto with '(ﬂeif respeéiive proportionate shares upon the cost and expense basis
providéd in the Accounting Procedure attached ;herreto and marked Exhibit “C". If any provision of Ex-
“hibit “C” should be inconsistent with any provision contained in the body of this agreement, the provisions in

the body of this agreement shall prevalil,

P

Operator. at Its election, shall have the right {rom time to timé'to demand and recewe from the other
parties payment In advance of their respeclive shares of the estlmatea amount of the costs to be incurred in
operations hereunder during the next succeeding ‘menth, which right may be exercised only by submission to
each such party of an itemized statement of such estimated costs, together with an invcice for its share thsre—
of. Each such statement and involce for the payment in advance of estimated costs shall be submitted on or
before the 20th day of the next preceding month, Each party shall pay to Operator its proportionate share of
such estimate .wlthln tifteen (16) days after such estimate and invoice is received. If any party fails to'pay its
share of said estimate within snid time, the amount due shall bear interest at the rate of&ﬁﬂwﬁiﬁ%tpeﬁlzz)_
annum until paid. Proper adjustment shall be made monthly bctween advances and actual cost, to the end
that each party shall hear and pay its’ proportionato share of actual costs incurred and no more,

‘

-,-a—-
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9. OPERATOR’'S LIEN
Operator is given a first and preferred lien on the interest of each party covered by this contract, and
in each party's interest in oil and gas produced and the proceeds thereof, and upon each party’s interest in ma-~
terial and equipment, to secure the payment of all sums due from each such party to Operator.
In the event any party fails to pay any amount owing by it to Operator as its share of such costs and

éstimate wiihin the time iimiled for payinent iliereof, Operator, without prejudice to

Er P

u‘p..nse or such advanc

other exnstmg remedies, is authorlzed at its election, to collect from the purchaser or purchasers of oil or gas,

o

the proceeds accruing to the working mterest or interests in the Umt Area of the delmquent party up to the
amount owing by such’ party, and each purchaser of oil or gas is authorlzed to rely upon Operator’s statement
as to the amount owmg by such party. . ‘

In the event of the neglect or failure of any non- operatmg party to promptly pay its proportlonate part
of the cost and expense of development and operation when due, the other non-operating parties and Operator,
within"ihirtj (30) days éftex‘:thé'i‘endition of statements therefor by Operator, shall proportionately contribute
to the payment of such delinquent indebtedness and the non-operating parties so contribiiting shall be entitled
to the same lien‘fi‘ghts as are granted to Operator in this section. Upon the payment by such delinquent or
defaulting party to Operator of any amount or amounts on such delinquent indebtedness, or upon any recovery
on behalf of the non-operatirg parties under the lien conferred above, the amount or amounts so paid or re-
covered shall be dnstnbuted and paid by Operator to theé other non- operatmg parties and Operator propor-

llundlcly ih accordance with ihe contributions theretofore made by them.

10. TERM OF AGREEMENT

This agreement shall remain in full force and effect for as long as any of the oil and gas leases subjected

- to this agreement remain or are continued in force as to any part of the Unit Area, whether by production, ex—
tension, renewal or otherwise; provided, however, ‘that in the event fhe first wetl drilled hereunder resulis in

a dry hcle and no other well is producing oil or gas in paying quantities from the Unit Area, then at the end

of ‘ninety (90) days after abandonment of the first test well, this agreement shall’ terminate unless one or

more of the partles are then engaged in drilling a well or wells pursuant to Section 12 hereof, or all parties

have agreed 1o drill an additional well or wells under this agreemen’t; in which event this agreement shall con-

tinue in force until soch well or wells shall have been drilled and completed. ‘IAf production results there-

from this agreement shatl confinne in force thereafter as if said first test well hadbeen producfive in paying

quantities, buf ‘if production in . paying quantities does not result therefrom‘t.his agreement shall terminate -

at the end of ninety (90) days after abandonment of such well or wells. It is agreed, however, that the term-
ination of this agreement shall not relieve any party hereto from any liability which has accrued or attached
prior to the date of such termination.
11, LIMITAT]ON ON EXPEND]TURES
Without the consent of all parties: (a) No well shall be drilled on the Unit Area except any well ex-
'pressly vrovided for in this agreement and except any well drilted pursuant to the provxsxons of ectxon 12
of this agreement, it being understood that the consent to thé’ drllhng of a well shall include consent to all
necessary expenditures in the drmmg, testing, completmg, and equipping of the well, including necessary
““{ankage; (b) No well shall be reworked plugged back or deepened except a well reworked, plugged back or
deepened pursuant to the provxsxons of Section 12 of this agreement, it being understood that the consent to
the reworking, plugging back or deepening of a well shall include consent to ali necessaxy expenditures ‘in
) conductmg such operations and completing and equippmg of said well to’ produce, mcludmg necessary tank-
age; (c) Operator shall not undertake any smgle project reasonably estimated to require an expenditure in
excess of Fifteen Thousand and No/100~---- ~= Dollars ($13,000.00 )
except in connection with a well the drilling, reworking, deepening, or' plugging back of which has been pre-
viously authorized by or pursuant to this agreement provided, however, that in case of explosxon, tire, flood,
or other sudden emergency, whether of the seme or different nature, Operator may take such steps and incur
such expenses as in its opinion are required to deal with the emergency and to safeguard life and property,

but Operator shall, as promptly as possible, ,rep'ort the emergency to the other parties. Opefator shall, upon
request, furnish copies of its “Authority for Expenditures” for any single project costing in ex-

cessof .5.000.00 . o

—_——
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12. OPERATIONS BY LESS THAN ALL PARTIES

If all the parties cannot mutually agree upon the drilling of any well on the Unit Area other thaii the
test well provided for in Section 7, or upon the reworking, deepening or plugging back of 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 paying
quantities on the Unit Area, any party or parties wishing to drill, rework, Qeeben or plug back such a well
may give the other parties writlen notice of the proposed operation, specifying the work to be performed,
the location; propofed depth objective formation “and the estimated cost of the operation. The parties réceiv-
ing such a nolice shall have thirty (30) days (except as lo reworking, plugging back or: dnllmg deeper, where
a dnlllng rig is‘on location, the period shall be limited to' forty-eight (48) hours exciusive of Saturday or Sun-
day) after receipt of the notice within which to: notify the: parlles wishing to do the work whether they elect
to participate in the cost of the proposed operation. Failure of a party receiving such a notice to so reply io
it within the period above fixed shall constitule an eleclion by that party not to participate in the cost of the

proposed operation.

If any party receiving such a notice elects not to participate in the proposed operation (sucﬁ party or
parties being hereafter referred to as “Non-Consenling' Pérly”), then in order {6 be entitled to the benefits
of this section, the party or paltres giving the notice and such ‘other parties as shall elect to parhcapate in the
operahon (all =uch parties being hereafler referred {o as lhe “Consentmg Parhes") shall, within thrrty (30)
days aiter ihe expuauon oi the nouce porlod of thlrty (30) days (or as promptly as possible after the expir-
ation of the 48-hour period where the drlllmg rig is on location, as the case may be) actually commence work

on the proposed operation and comiplete it with due diligence,

" The entire cost and risk of coniducting such operations shall be borne by the Consenting Parties in the
proportions that their respéctive interests as shown in Exhibit “A” bear to the total interests of all CéhSeriting
Parties, Cor_lsenfirig Parties shall keeb'_the leasehoid estates involved in such operations free and cléar of all
liens and encumbrances of every kind created by or'érising' from the operations of the Consenting Parties. If
such an opel';r}i'on results in a dry hole, the Consenting Parties"shall plug and abarldon the well at their sole
cost, risk arxd expense.  If any well dr:lled reworked deepened or plugged back under the provisions of this
section results in a producer of oil and/or gas in paying quantities, the’ Consentlng 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
shal] be operated by it al the expense and for the account of ‘the Consenting Parties. Upon commencemen('of
operations for the drilling, reworkiné, deepening or plugging back of fany such well by Cohsenting"Partie;s
in accordance with ‘the provisions of this section, each Non-Consenting Party shall be deemed to have relin-
quished {o Consenting Partres, and the Consenting ‘Parties shall own and be er.tltled to recelve, in proportion
to their respective interests, all of such Non- Consentmg Party's mterest in the well, 1t< leasehold o;,eratmg
‘rights, ‘and share of production therefrom until the proceeds or market value thereof (after deductmg pro-
duction taxes, royalty, overri‘d‘ing royalty and other interests ‘payable out of or wmeasured by the production
from such well aceruing with reépect’to such interest until it reverts) shall equal the total of the following:

I

(A) 1009 of each such Non:Consenting Party's shate of the cost of any newly acquired surface equipment
beyond the wellhead connections’ (including, but not limited to, stock tanks, separétors," treaters,

pumping equipment and piping), plus 100% of cach such Non-Consenting Party’s share of the cost of

operation of the well commencmg with tirst produchon and continuing'until each such Non- _Consenting.
Party's relmqulshed interest shall revert to it under other provnsrons of this sechon, it be:ng agreed that
each Non-Consenting Parly's share of such costs and equxpment will be that interest ‘which would have
been chargeable to each Non-Cdnse’n(in’g Party had it participated in the well from the Beginning of
the operation; and '

oy

300% : v L . .
(B) 18004 of that portion of the costs and expenses of drilling, reworking, deepening or plugging back,
testing and completing, after deducting any cash contributions received under Section 25, and 200%
of that portron of lhe cost of newly acquired equipment in’ the woll {lo -and- ineludmg the - wellhead

“connections), which woum hive been chargeable to such Non-Conseniing Party it it had particlpated a

therein,

—_—F—
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In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
be permitted {o 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 abéndonment 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 value.

Within sixty (60) days after the completion of any operation under this section, the party conducting
the operations for the Consenting Parties shall furnish each Non-Consenting Party with an-inventory of

the equipment in and connected to the well, and an itemized statement of the ¢ost of drilling, deepening,

‘plugging back, toslmg completmg, and equnppmg the well fon production; or, al ils option, the opcratlng

party, in licu of’ an itemized statement of such costs’ of opcrnhon may submit a detailed statement of monlhly
billings. Edch month ther eafter, during the time (he Consenting Partics are being reimbursed as provided
above, the Consenting Parties shall furnish the Non-Consenting ‘Parties with an itemized statement of all
costs and liabilities incurred in the ope’ratio‘n of the well, together with a statemént of the quanfity of oil
and gas produced from it and the amount of ‘procecds realized from ths sale of the well’ ¢ working inforest
production during the preceding month. Any amount réalized from the sale or other disposition of equipF

nient newly acquired in connection with any such operation which would have been owned by a Non-Con-

senting Party had it participated therein shall be credited against the total uhreturned costs of the work done.

and of the equipment puichased, in determmmg when the interest’ of such Non-Consenting Parly shall revert

to it as above plOVlde if there is a eredit balance it shall b’ pind !o siich Non-Consénting Par

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 Pariy shall automatically
revert to it and from and after such reversion such Non-Consenting Party shall own the same interest in such

well, the operating rights and working interest therein, the material and equipment in or pertaining thereto,

and the production therefrom as such Non-Consenting Party would have owned had’it participated in the

drilling, reworking, deepemng or plugging back of said well. Thereafter such Non-Consenting Patty shall be
charged with and shall pay 1ts propd‘rtwnate part of the further costs of the 'operation of said well in‘accord-
ance with the ferms of this agreement and the accountmg procedure schediile, Exhibit “C”, attached hereto.

Notwithstanding the provisions of this Section 12; 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 else-

where on ‘the Unit Area is producing, unless such well conforms to the then-existing well spacing patterd

for such scurce of supply.

The provisions of thxs section shall have no application whalsoever to the drnlhng of the mltxal test
well on the Uhit Area, but shall apply to the reworking, deepening, or plugging back of the initial test well
after it has been drilled to the depth specified m Section 7, if it is;: or thereafter shall prove to be, a dry
hole or non-cominercial weil and to all other wells drilled, reworked, deepened or plugged back, or pro-
posed . to be drilled, reworked, deepened, or plugged back, upon the Unit Area subsequent to the drilling of
the initial test well. :

13. RIGHT TO TAKE PRODUCTION IN KIND

Each party shall take In kind or separately dlspose of ils proportionate share of all oil and gas pro-
duced from the Unit Area, exclusive of production which may be used in development and producing oper-
ations and in preparln(g and treating oil for marketing purposes and production unavoidably lost. Each party
shall pay or deliver, or cause to be pald or delivered, all royalties, overriding royalties, or other payments
due on its share of such prodiction, and shall hold the other parties free from any liability therefor. Any
extra expenditure incurred in the taking in kind or separate disposition by any party of its proportionate
share of the production shall be borne by such party. '

Each parly shall execute all division orders and contracts of sal¢ pertaining to its interest in produc-
tion from the Unil-Area, and shall bo snlitled to recelve navment direct from the purchaser or ‘purchasers

[

thereof for its share of all production. }

v

\
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In the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Unit Avea, Operator shall have the
right, subject to revocation at will by the pérty owning if, but not the obligation, to purchase such oil and
gas or sell it to others for the time being, at not less than the market price prevailing in the area, which
shall in no event be less than the price which Operator receives for its portion of the oil and gas produced
from the Unit Area. Any such purchase or sale by Operator shall be subject always to the right of the
owrner of the productlon to exercise at any time its right to take in kind, or separate]y dispose of, its share of
all oil and gas not previously delivered to a’purchaser. Notwnthstandmg the foregoing, Operator shall not
make a sale into intcrspate commerce of any other party’s share of gas production without first glvmg such

other party sixty (60) days notice of such interded sale.

14. ACCESS TO UNIT AREA

Each party shal‘l héve access to the Unit Area at all reasonable times, at its sole risk, to inspect or
observe operations, and shall have access at reasonable times to information peﬁéining to the development
or operation thereof, including ‘Operator’s books and records relatirig thereto. Operator shall, upon request,
furnish each of Vt;he other parties with copies of all drilling réports, well logs, tank tables, daily gauge and
run tickets and reports of stock on hand al the first of each month, and sha]l make available samp]es of any

1 drilled 'ont the Unit Area.

15. DRILLING CONTRACTS

Al wells drilled on the Unit Area shall be drilled on a compcfilive contract basis at the usual rates

pne‘vailing in the area. Operator, if it so desires, may employ its own tools and equlpment in the dnlhng_

of wells, but its charges therefor shall not exceed the prevailing rates in the field, and the rate of such
chargcs shall be agrced upon by the parties in writing before drlllmg operatlons are commenced and such
work shall be pert‘on med by Operator under the same terms ‘and conditions as shall be customary and usual

in the field in contracts of lgdependent contractors who-are doing work of a similar nature.

16. ABANDONMENT OF WELLS

No wcll; other than any well wnich has been drilled or reworked pursuant to Section 12 hereof  for
which the Consenting ‘Parties have not been fully reimbursed as therein provided, which“has been com-
pieted as a r‘;i/'o’duccr shall be plugged ‘and abandoned without the consent of all parties; provided, however,
if all parties do not agree to the abandonment of any.well, those wishing to continue its operatidn shall tender
to each of the other parlies its proportionate share of the value of the well’s salvable material and equip-
ment, determined“ in accordance with the provisions of "Exhibit “C”, less the estiniated cost of salvaging and
the estimated cost of plugging and abandoning. Each abandoning party shall then assign to""the non-
abandoning parties, without warranty, express or implied, as to title or as to quantity, quality, or fitness for use
of the equipment and material, all of its interest in the well and its équipment, togethier with its interest in
the leaschold ‘estale as to, but only as to, the interval or intervals of the formation or formations then open
to producuon The assignments so limited shall’ encompass the “drilling unit” upon which the well is located.
The payments by, and the assignmonts to, the assignees shall’ be in a ralio bused upon the relatlonship of
their rcspcctivc perceniages. of parlicipation in the Unit Area to the qggrega(c of the percentages of partici-
pation in the Uni; Ared of all assignees.  There shall be no readjustment of intcéest inthe remaining portion

of the Unit Area,

After the assignment, the ‘ass‘ignors shall have no further responsibility, “lability, qr interest in the
_operation of or productiion from the well in the interval or Intervals then open. Upon request of the assignhees,
Ope:ﬁtor shall continue to operate the assigned well for the account of the non-a'bandoning partles at the
rates and chargcs contcmplntcd by this agreement, plus any additional cost and charg,es which may arise as

the rasall of lhv <enara!e owﬁé?shlp of the assignued- well.

—
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17, DELAY RENTALS AND SHUT-IN WELL PAYMENTS

Delay rentals and shut-in well payments which may be required tinder the terms of any lease shall be
paid by the party who has subjected such lease to this agreement, at its own expense. Proof of cach payment
shall be given to Operator al least ten (10) davs prior to the rental or shut-in well payment date. Operator
rhall furnish sirﬁilar proof to all other parties concerning payments it makes in connection with its leases. Any
party may reqiicst, and shall be entitled to receive, proper evidence of all such paymicits, If, i Wwough mistake
or oversight, any delay rental or shut-in well payment is not paid or is erroncotisly paid, and as a result a leas'c
or interest therein terminates, there shall bc no monetaly liability against the parly who failed to make such
payment. Unless the party who failed 10 pay a rental or shut-in well payment secures a new lease covering the
same interest wnlhm'mncly (90) days from th¢ discovery-of the fmluro to make proper payment, the interests
of the parties shall be revised on an acreage basis effective aé of the date of termination of the leuase involved,
and the party Who failed 46 make x)fOpm"pzyyrrionl will no longér be él'o(iilod with an interest in’ the Unit Arca
on acecount of the awnership of the lease which has ferminated.” In the>event the party who failed o pay the
rental or the shut-in well payment shall not huvc> been fully reimbursed. at the time of the loss, from the pro-
ceeds of the sale of oil and gas attvibutable to the losl interest, calcrulatod on an acreage basis, for the develop-

ment and opel"’éi"t'ing costs theretofoie paid on accOunl of such intcrést, it shall be feimbursed for unfoooiiered

-

actual costy Tharelsfors r»'w! hy it (but no! for ity share of the cost of any c’.x,' iole proviously diilled or welis
provmusly abdndonod) from so miich of the followmg as is necessary to efrocl reimbursement:
(1} Proceeds of oil and gas. Tess operating expenses, theretofore scceraed to the credit of thé lost inferest, on
an acreage basis, up lo the aniount of unrecovered costs:

(2) procoeds, 1088 opcxatmg cxpcmcs thereafter mcuned attributable to the lost interest on an acreage

basis; of that portion of oll “and #as the cafler moduccd AR markefed tnw-l..a..,u pigduétion from any
wells thereafter drilled) Whl(.‘h would, in the absence of such lease termiation, be attributable to the
lost interest on an acreage basis, up to"the dmount of unrecovered costs, the procceds of said portion of
the oil and gas to be contributed by the other palllcs in propoition 1o their respeetive intérests; and
(3) any moneys, up to the amount of unvccovered cosls that may he pdld by any party who is, or becomes,
the owner of the interest lost, for the privilege of particlpatmg in thc Unit Arca or becommg a party to
this contract. ‘ v ‘ ‘
Operator shall:‘attc‘mpt to notify all parties when a gas well is shut-in or returned to “prdduction, but

assumes no liability whatsoever for failure o do so.

~ . . <

tarests ki‘n the Unit Arca, it shall promptly give written notice to the other parties, with full infor

cerning its proposed s'ulc, which shall inelude the nime and address of the prospective_purthaser (who must

be ready, willing and .nb]c to purc ase), the purchase price, dlld all'other tcrm* ¢ offer. The Olhel parties

shall then hwe any optiénal prior right, for‘a period of ten (10) da:"’; Tor veceipt of the notice, to purchase

on the same lcl ms and conditions the interest which the ot ‘palty pnop(,ses to scll and, if this optxonal nght '

is exercised, the purchasing parties shall share’t iirchased interest in lh‘e“plopomon that the interest of

cach bears o {he total ‘interest of all | asing partics. However, there shall'bé o preferential right to pur-

chase in those cases where a 'm'ly wishes to morlgage its interests, or'to dispose of its interests by mierger,

reorganization, consetdation, or sale of all of its assets, or-a sale or transfer of its intevests to a subsidiary or
parent 'cﬁa:ny. or subsidiary of a parent company, or to any company in which any one party owns a ma-

19. SELECTION OF NEW OPERATOR

Shohld a sale be made by Dpervator of its righ@s and intérests, the dther pmftios shall huvé lhc‘right
within sixty {60) days after the dale of such sale, by m‘_zijorily vote in interest, to select a new Op'ex‘ulér. s
a new Operator is not so seleeted, the Lransferee of the present Operator shall assume the duties of and act as -
Operator, - In cither caxe, the retiring (Opcrn’lor shall éontinue 1o serve as Operator, and discharge its dalics
in that capacity under this agreement, unfil its successor Operator is selected and begins to function; but the
present Operator shall ot be obligated to ‘continue the perl'omm‘ncc of ils dutics for-more than 120 days ufter

the sale of its vights and intevests hos been completed.
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20. MAINTENANCE OF UNIT OWNERSHIP

For the purpose of maintaining uniformity of ownership'in the oil and gas leasehold interests covered by
this contract; and notwithstanding any other provisiens to the contrary, no party shall sell, encumber, transfer
or make other dnsposmon of its interest in the leases embraced within the Unit Area and in wells, equlpment
and productlon unless such disposition covers elther.

(1) the entire interest of the party in all leases and equipment and production; or
(2) an equat undivided interest’in all leases and equipment and production in the Unil Area.-
Every such sale, encumbrance, transfer or otheér disposition made by any party shall be made expfeSSly

subject 1o this agreement, and shall be made without prejudice to the rights of the other parties.

If at any time thé interest of any parly is divided among and owned by four or more co-owners, Opera-
tor may, at ils discretion, require such co-owners to appoint a single trustee or agent with futl authority to re-
ceive notices, approve. expendltures, receive bxllmgs for ‘and appxovc and pay such pa’:iys share of ‘the joint
expenses, and to deal generally with, and with power to bmd the co-owners of such party s interests within
the scope of the operatlons embraced i this contract; however, all such co-owners shall enter into and execute

all contracts or agreements for the disposition of their respective shliares of the 6il and gas produced from the

Unit Area and they shall have the right to receive, separately, payment of the sale preceeds thereof

21. RESiGN[\TiON o OPERATOR

Operator may resign from -its duties and obligations as Operator at any time upon written notice of not

less than ninety (90) days given to all other parties. In this case, all parties toithis contract shall select by

majority vote in interest, not in numbers, a new Operator who shall assume the responsibilities and duties, and

have the rights, Drescribed for Operator by this agreement. The retiring Operator shall deliver to its successor

all records and information necessary to the discharge by the hew Operator of its duties and obligations.

22, LIABILITY OF PARTIES

The halnmy of the parues shall be several, not joint or collective. Each party sha\l be responsxble

“only for its obhgatnons and shall be liable only for ifs proportionate share of the costs of de\elopmg and

operating the Unit Area, Accordmgly, the lien granted by each party to Operator in Section 9 is given to se-
cure 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 parinership or association, or to render them liable as partners,

23, RENEWAL OR EXTENSION OF LEASES §

If any parly secures a renewal of any oil ‘and gas lease subject to this contract, each ‘éﬁd all of the other
parties shall be notified promptly, and shall have the right to participate in the ownefship of the renewal lease
by" paying to the party who acquired it their several proper proportionate shares of the acquisition cost, which
shall be in proportion to‘sthe interests held at that time by the parties in the Unit Area.

If some, but less than all, of the parties elect to participate in the purchase of a renewal tease, it shall
be owned by the parties who elect to participate therein, in a ratio based upon the relatlonshlp of their respec-
tive percentage of participation in the unit area to the aggregate of the percentages of partncxpatxon m the unit
area of all pax ues palhcxpatmg in the purchase of such renewal lease. Any renewal lease in wh:ch less than
all the parties elect to ‘participate shall not be subject to this agneemem

Each party who participates in thépuichase of a renewal lease shall be given an assignment of its pro-

porhonate interest therein by the acquiring party.

The provisions of Lhis section shall apply to :cncwal leases whether they are for the entive "interest
Any renewal lease

covered by the expiring lease or cover only a portion of its arca or an interest therein.
takén before the expiration of its predecessor lease, or taken or contracted for within six (6) months after
the expivation of the existing lease shall-bé subject lo this provision: butl any lease taken or contracted for
more than six (6) months after the expiration ef an existing lease shall not be deemed a renewal lease and
shall not Le subject to the provitions of this seclion,

The provisions in this section shall apply also and in like manner 1o extensions of oil and gas leases,
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24, SURRENDER OF LEASES

The leases covered by this agreement, in so far as they embrace acreage in the Unit:Area, shall not be

surrendered in whole or in part unless all partles consent,

However, should any party desire to surrender its interest in any lease or in any portion thereof, and

4 other parties not agree or consent, the party desiring to surrender shall assign, without express or implied

::’warranty of title, all of its Interest in such lease, or portion thereof, and any well, material and equipment

which may be located thereon and any rights in production thereafter secured, to the parties not desiring to

~surrender it. Upon such assignment, the assigning party shall be relieved from all obligations thereafter ac-

cruing, but not theretofore accrued, with rezpect to the acreage assigned and the operation of any well there~"

on, and the assigning party shall have no furtheriinterest in the leace as's’igned and its equipment and production.

The. parties assignee shall pay to the party assignor the reasonable salvage vélue’ of the latter's interest in any

wells and equipment on the assigned acreage, determined ‘in accordance with the provisions of Exhibit “Cc”,

less the Jstimated cost of salvaging and the estimated cost of pluggmg and abandoning. bid the assignment is in

r 5f mors than ons party, the assigned interest chall bé chared by the parties assignee i ihe proporiions

r
that the interest of each bears to the interest of all parties assignee.

Any assignment or surrender made under this provision shall not reduce or changé the assignors’ or sur-

rendermg partles interest, as it was immediately before the assignment, in the balance of the Unit Aréa; and

ihe acréage asslgned or surrendered, and Subsequent operations theréon; shail’ tot Thereafter be sibject ta the -

terms and provisions of this agreement.

25. ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of a

well or any other operation on the Unit Area, such eontfibutidh:shall be paid to the ﬁparty who cenducted the

drilling or other operation and shall be applied by it against the cost of such drilling or other operation. If
the contribution be in the form of acreage, the party to whom the contribution is made shall promptly execute

an assignment of the ocreage, without warranty of title, to all parties to this agreement in proportion to their

interests in the Unit Area at that time, and siich acreage shall become a part of' the Unit Area and be governed
by all the provisions of this contract. Each party shall proniptly notify all other parties' of all acreage or

money contributions yt may obtain in support of any well or any other operation on the Unit Area.

26. PROVISION CONCERNING TAXATION

Each of the parties hereto elects, under the authonty of Section 761(a) o1 the Internal Revenue Code of
1954, to be excluded from the application of all of the provisions of Subchapter K of Chapter 1 of Subt:tle A of
"the Internal Revenue Code of 1954, If the income tax: laws of the state or states in which the property covered

”her,eby is loc,ated contain, or may hereafter contain, provisions similar to those contained in the Subchapter of

the Interhal Revenue Code of 1954 above referred to under Which a similar election 1s’ permitted; “each of the

parties agrees that such election :shall be exercised. Each party authorizes and ’dire‘cté the Operator to execute

such an election or elections on its behalf and to file the election with the ‘proper governmental office or

agency. If requested by the Operator so {0 do, each party agrees to execute and Joln in such an election.

Operator shall render for ad valorem taxatlon all property ‘subject to this agreement which by law
should by rendered for such taxes, and it shall’ pay all such taxey -\ssessedb{hereon LB oot ol e kol ine

oy,  Operator shall bill all other parties for their proportionate share of all tax payments in the manner
provided in Exhibit “C".

If any tax astessment is considered unreasonable by Operator, it may at its discretion proteét‘such valua-
tion 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.” When any such protested valuation shall

have been finally determined, Operator shall pay the assessment for the joint account, together with interest and

penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as provlded
in Exhibit “C",

-10—
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27. INSURANCE

At all times while operations are conducted heréuhder, Operator shall comply with the Workmen’s
Compensation Law of the State where the operations are being conducted. Operator shall also carry or pro-
vide insurance for the benefit >of the joint account of the parties as may be outlined in Exhibit “D” attached
to and made a part hereof. OQOperator shall require 3l contiractors engaged'in work on or for the Unit Area
to comply with the Workmen's Comvensation Law of the State where the operations are being conducted and
to maintain such other insurance as Operator may réquire. ' ‘

In the event Automobile Public Liability Insurance is specified in said Exhibit “D", or subsequently re-
ceives the approval of the parties, no direct chargg shall be made by Operétor for premiums pald for such in-

surance for operator’s fully owned automotivé.equiprﬁeht.‘
28, CLAIMS AND LAWSUITS

If any party to this contract is sued on an alleged cause of action arising out of operations on the Unit
Area, or on an alleged cause of action mvolvmg title to any lease or oil and gas interest subjected to this con-
tract it shall nge prompt wrltten ‘notice of the suit to tha Operator and all other parues

The defense of lawsuits shall be under the genera! direction of a committee of lawyers representmg the
parties, wnth Operator s attorney as Chairman. Suits may be settled durmg litigation only with the Joint con-
sent of all pa‘rlles No ‘charge shall'be made for services performed by the staff attorneys for any of the
partie but otherwise all’ cvpcnscs incurred in the defcnse of suils, together with the amount paid Lo discharge

et tig4 L : o d wi A 2 RS P s | B R gy ey L |
au_y ‘fiitai Juus HiEiil, hail ve Consiaerea <osis of opoialicn@nd shall be charged to and paid by all D"!‘th'i in

proportion to their then interests in the Umt Area, Attorney” other than staff attorneys for the parties, shall
be employed in lawsuits involving Unit Area operations only with the consent of all parties; if outside counsel
is employed, their fees and expenses shall be considered Unit Area expense and shall be paid by Operator and
charged to all of thé parties in proportion to their then interests in the Unit Area. The provisions of this
paragraph shall fiot be applied in any instance where the loss which may result :frb’rh the suit is treated as an,

individual loss rather than a joint loss under piior provisions of this agreement, and all such suits shall be

“handled by and be the sole responsibility of the party or parties concerned.

Damage claims caused by and arising out of operatlons on the Unit Area, conducted for ‘the joint ac-
count of all parties, shall be handled by Operator and its attomeys, the settlement of clanms of this kind shall
be' within the (hscxetlon of Operatm so long as-the amount paid 1 settiément ol any one ¢laim docs not exceed
one thousand ($1000.00) dollars and, if settled, the stims paid in sclilement shall be charged as expense {o

and be pa'id by all pariius in" proportion’ to their then interests in the Unit Area.

29, FORCE MAJEURFE

If any par ty is rendered unable, wholly or in part, by force majeure to carry out its oblxgat\ions 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; lhereupon, the
obligétions of the party giving the notice, so far as they are affected by the force majeure, shall be suspéhded
during, but no longer than, the continuance of the force majeure. The affected party shall use all possible
diligence to remove the force majeure as ‘quickly as possible.

The requirement that any force majeure shall ‘be remedied thh all reasonable dispatch shall not requ:re
the settlement of stnkes, lockouts, or other labor dlfﬁculty ‘by the party involved contrary to its wishes; how
all such difficulties shall be handled shall be entirely within the discretion 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; flbod, explosion, go;v-
ernmental restraint, unavailability of equipment, and any other cause, whether of the kind speciflcally'ehum-
erated above or otherwise, which is not “reasonably within the contiol of the party claiming suspension.

30. NOTICES

All notices authorized or required betv.;een the parlies, and required by any of the provisions of this
agreement, shall, unless olherwise specifically provided, be given in writing by United Stales mail or Western
Union Telegram, postage or charges prepald, and addressed to the parly to whom the notice is given at the

—_—11—
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addresses listed on Exhibit “A". The originating notice to be given under any provision hereof shall be deemed
given only when réceived'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 originating notice is received. The second or any re-
sponsive notice shall be deemed given when deposited in the Umted States mail or with ‘the Western Union
Telegraph Company, with postage or ‘charges prepaid. Each party shall have the right to change its address
at any time, and from time to time, by giving written notice thereof to all other parties,

31. OTHER CONDITIONS, IF ANY, ARE:

31-A. TAXES ON PRODUCTION

At and during such time or times as NOn-Operator is exercising the right to
take in kind or separately dispose of its proportionate part of the production as
set forth in Section 13 hereof, Non-Operator shall pay or arrange for the payment

‘of all production, severance, gathering, sales or similar taxes imposéd upon such

part.

At and dur1ng such time or times as Operator or any other party is purchaOing
or selling another Non—Operator s proportionate part of production, as set forth in
said-Section 13, Operator or the:party or parties recelving or selling saild pro-
duction, ‘shall pay or arrange for :the payment of all production; severance,

’gathering, salés or similar taxes imposed upon such party and shall deduct the amount
of tax so paid from any proceeds due the owner of such production.

31-B. BURDENS CREATED SUBSEQUENT 'f0 THIS AGKEEMENI

Notwithstanding ‘anything herein to .the contrary, if any working interest
owner shall, subsequent to the execution of this agreement, create an overriding

g_royalty, production, payment, net proceeds interest, carried interest, or any other
“interest out of its working interest (hereinafter called ' 'subsequently created in-

terest'), such subsequently created interest shall be specifically made subject to
all the terms and provisions of this agreement. If the working interest owrier from
which such subsequently created interest is created (a) ‘fails ‘to pay when due its
share of costs and expenses chargeable hereunder, and its shavre of production
accruing hereunder is insufficient to cover such costs and expenses, or (b) elects
to go nonconsent under Section 12, or (c) elects ‘to. abandon’a well under Section
16 hereof, eiects to surrender a lease under Section 24 hereof, or otherwise with-
draws from this agreement, the subsequéntly created interest shall be chargeable
with a pro-rata portion of all costs and expenses hereunder in the same manner

as 1f guch subsequently created interest were a working interest, and Operator
shall“have the right to enforce against such subsequently created interest the
lien and all other righto granted-in Section 9 hereof for the purpose of collecting
costs and expenses chargeable to the subsequently created interest.

31-C. FAIR EMPLOYMENT PRACTIGES

~ In connection with the performance of work under this Operating Agreement,
Operator agrees to comply fully with all provisions of ‘Executive Order 11246 of
September 24, 1965. A copy of the Equal Employment Opportunity Provision as set
out in said ordeér is attached hereto as Exhibit "E".

31-D. COMPLIANCE WITH ALL LAWS 5 RULES AND REGULATIONS

Operator agrees to comply: fully with all applicable ‘laws, rules and regula—
tions pertaining to operations conducted pursuant to this agreement.

s
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs, ' |
successors, representatives and assigns, ) ™

OPERATOR

s HNG OIL COMPANY S

Assistant Secretary

NON-~-OPERATOR

. ' . PHILLIPS PETROLEUM COMPANY

ATTEST:
| ; By:
. KDUESTE
JACK L. RUSSELL
RICHARD S. GADDY
ROBERT J. JOHNSTON 7
o i
ATTEST: . , D.D.D.F. COMPANY, INC. o

By:
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs, -

successors, representatives and assigns. N
: OPERATOR
HNG OIL COMPANY
AT'I.‘EST: ; :
R O JIZ’A/ Z(jg/%(d/ - By: S : _[’: 0“””
! < S el J. Stewart Martin, Vice President .
! Assistant Secretary .
'NON-OPERATOR
PHILEY{PS PETROLEUM COMPANY
ATTEST:
JACK L. RUSSELL
RICHARD S. GADDY
if f
ROBERT J. JOHNSTON
ATTEST:" D.D.D.F. COMPANY, INC.

By:
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs, -
successors, representatives and assigns.

OPERATOR

HNG OIL COMPANY

ATTEST:
XU
- <Lt . ~~" J. Stewart Martin, Vice President
/ Assistant Secretary v )
an
NON-OPERATOR
PHILLIPS PETROLEUM COMPANY
- ATTEST:
XATEE
Soin S e
JAGK L. RUSSELL
[ .
 RICHARD S. GADDY
— ROBERT J . JOHNSTON
ATTEST: - " D.D.D.F. COMPANY, INC. ‘

By:
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs, -

successors, representatives and assigns.

OPERATOR

HNG OIL COMPANY
ATTEST: = -
‘ » ( ’// T i
. e o BB A T
- . 7~ J. Stewart Martin, Vice President

' -JAss-ista'n't Secretary

NON-OPERATOR

PHILLIPS PETROLEUM COMPANY

g

JACK L. RUSSELL
\“’~—,,/; /

Ry 7 R

,{w&mmmns.GMmr“'(Z::>,J/,' 1
, ~- p 3

ROBERT J. JOHNSTON

ATTEST: : ‘ D.D.D.F. COMPANY, INC.

,_; By:

—13
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

successors, representatives and assigns.

OPERATOR

HNG OIL COMPANY
ATTEST:

FOIKDESR: g . .
i P -
. é(/,yéz&u v L e

/ ~J Stewart Martin, Vice President

Ass:.s tant Secretary

NON-OPERATOR
PHILLIPS PETROLEUM COMPANY

ATTEST:
By:

JACK L. RUSSELL

RICHARD S. GADDY

oy

ATTEST:
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

successors, representatives and assigns.

OPERATOR ‘ -

HNG OIL' COMPANY
ATTEST:

S , , o ) 4 2y L '
. o J. Stewart Martin, Vice President

ssistant Secretary

NON-OPERATOR

PHILLIPS PETROLEUM

By :

JACK L. RUSSELL

RICHARD S. GADDY

ROBERT J. JOHNSTON

ATTEST: 0.D.D.F., CONPANY," INC.

S 7 . " By~ ’ /";'}"
o, N ThS20 04 ‘ - ZE{ H. Mills, JZ., President

Ann Frazier, Assiétant Secretary
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“This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

successors, representatives and assigns.

ATTEST:
RITBKK:

ATTEST:

OPERATOR

HNG OIL COMPANY

(XA

/ Ass'istant Secretary

. g o B E
sff;(L/L‘ gf%ﬁé ) By:A':4'7?‘1<7c35::f£§§/ﬂ?“%'~'* ‘ ;
" J. Stewart Martin, Vice President :

NON-OPERATOR

PHILLIPS PETROLEUM COMPANY

H

Vs

JACK L. RUSSELL

RICHARD 'S. GADDY

ATTEST:

ROBERT J. JOHNSION

.

o D.D.D.F. COMPANY, INC.

ROBERT B. COLEMAN
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EXHIBIT "A"
Attached to and made a part of Operating Agreement
dated December 1, 1978 between HNG '0il Company, Operator,
and Phillips Petroleum Company, ef'al, Non-Operators

(A) LANDS SUBJECT TO CONTRACT

The North Half (N/2) of Section 35, T-23-S, R-28-E,
Eddy County, New Mexico

(B) RESTRICTIONS AS TO DEPTH

The base of the Morrow forﬁation at an approximate depth of
13,400 feet

INTEREST 'OF THE PARTIES

Working iInterest Percentage

HYG Oil Company 161.521875%
Phillips Petfoleum Company 35.353125%
Jack L. Russell : +390625%°
Richard S. Gdddy +3906257%
Robert J. Johnston S -390625%
DDDF Company, Inc. .390625%

“Robert B Colémen =~ o L.s62s007

100.000000%

ADDRESSES OF THE PARTIES

HNG 011 Company
P. O. Box 2267
Midland, Texas 79702

Phillips Petroleum Company
4001 Tenbrook

Odessa, Texas 79762

Jack L. Russell

P. 0. Box 1604
Midland, Texas 79702

‘Richard S. Gaddy

P. 0, Box 2572
Midiand, Texas 79702

"Robert J. Johnston

P. 0, Box 1535
Kerrville, Texas 78028

DDDF Company, Inc.
P. 0. Box 465
Midland, Texas 79702

Robert B. Coleman >
P, 0. Box 501 ’
Midland, Texas 79702

it




EXBIBIT "B"
Attached to and made a part of Operating Agreement .
dated December 1, 1978 between HNG 011 Company, Operator,
and Phillips Petroleum Company, et al, Non-Operatcrs
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COPAS — 1974

Recommended by  the
Council: of _ Petroletm

’W 6011 TuLsa 78103 Accountants Societies of
N i .

1.

6.

orth America

EXHigIT “c¢ ™

Attached to and made a part of . Operating Agreement dated .
.December.1,.1978 between HNG Oil Company, Operator,
.and Phillips Petroleum Company, et al, Non-Operators .

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Definitions
"Jomt Propexty" shall mean the real and personal property suo;ect to the agreement to which this Accolinting
Procedure is attached.
“Joint Operations” s(nall mean’ all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property. ,
“Joint Account shail mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be sharcd 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.

“Partxes” shall mean Operator and Non- Opex ators.

“First Level Supervrsms" shall mean those employees whose primary function in Jomt Operatlons is the direct
superwsron ‘of other employee< and/or contract labor directly employed on the Joint Property m a fleld operat-
mg capacxty _ ~ i
“Technical Employees” shall mean those employees havmg speclal and specmc engmeermg, geologlcal or other
professional skills, and whose primary function in Joint Operatlonc is the handling of specific operating condi-

tions and problems for the benefit of the Joint Property.
“Personal Expenses” shall mean travel and other reasonable xelmbursable expenses of Operator’s employees.
“Matenal” shall mean personal property, equipment or supplies acquned or held for use on the Joint Propexty

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

Statement and Blllmgs

Joint ‘Account for the précedmg ‘month, Such bills will be accompanxcd by statements’ whxch 1dent1t“ the author-

ity for expenditure, lease or facility, ana all chaiges and credits, summarized by appropriate classmcatzohs of in-
vestment and expensec except that items of Controllable Material and unusual charges and credits shall be sep-

arately identified and fully described in detail.

Advances and Payments by Non-Operators

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

Each’' Non-Qperator shall pay its praportion ‘of all bills within fifteen: (15) days after recenpt It payment is not
made within such time, the unpaid’ balance shall bear interest monthly at the rate of twelve percent (12%) per

annum’ or the maximum contract rate- permitied by the applicable usury laws in the state in which the" Jéint
Property. is located, whichever is the lesser; plus attorney’s fees, court ‘costs, and other costs in connectron with

the collection of unpald amounts

Adjustments

Payment of any such b:lls shall not” ptc;udrce the: nght of-any Non- Opcrator to pxotest or- questnon {le couect-“
ness thereof; provided, howevcr, all bills and statement3 rendered to:Non- Operators by Operator: durmg ny.
calendar year shall conclumvely be presumed to be true and: correct after twenty-faur-(24) hs followrng'
the end of any -such calendar year, unless within the said twenty =four (24) “motth perrod a Non-Operator ‘takes”
writlen exception thereto and akes claim on Operator for adJustment ‘No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period.  The ptovrs:ons of ‘this paragraph shazll not prevent .
ad;ustments resulting from a physical inventory of Controllable Material as provided for in-Section V.

Audits

A, Non~0pctalor upon ‘notice in wutmg to Operator 1idall olher Non Operators shall: have the nght 1o audit Ope-
ratoi’s accounts and records ielating to the Joint Acco for-any calcndal year within the twenty-four (24) month
period following the end-of such calcmhr year; ‘provided,” however the makmg of un audit shall ‘not extend the
time for the lakmg of writlen ‘exeeption to and the ad)ustments ol‘ accounts as ‘provided! ffor in Pa:agxaph 4 'of this
Section 1, Where there are two or more Non-Operators, the Non-()peratc)rs shall make évery reasonable effort to
conduct joint or simullaneous 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.

Approval by Non-Operators )

Where an approval or ather agicement of the Parties or Non Operators is. expressly 1equ1red under other sec-
tions of this Accountlm, Pxoccdurc und if the agreement o’ ‘which this Accoummg Procedure is attached contains
no contrary provisions in regard thercto, Opclatox shall notify all Non-Operalors of the Operators proposal, and
the agreement or approval of a mnmnty in interest of the Non-Operalors_ shall be controlling on all Non-Opera-

tors,




: : ‘ II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

: 1. Rentals and Royalties
- Lease rentals and royalties paid by Operator for the Joint Operations.

2. Labor
A. (1) Salaries and wages of Operator's field cmployccs dircctly employed on the Joint Property in the conduct
of Joint Operations.
(2) Salaries of First Level Supervisors in the field.
(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
excluded from the Overhead rates,

B. Operator's cost of hohday, vacation, sickness and dlsablllty benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
IL. Such costs under thls 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 Par agraph 2A of this
Section II. If percentage: assessment is used, the rate shall'be bised on the Operafor's cost experience.

C. Expendllures or contributions made pursuant to aSsessments. imposed by governmenta] authouty which are
applicable to Operator's costs chargeable to 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 iunder
Paragraph 2A of this Section I,

N 3. Employee Benefits
v Operator's current costs -of estabhshed plans for employees' group  life msurance, hospltallzatxon 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 urider ‘Paragraphs 2A ‘and 2B of this Secuon II ‘shall be" Operatorc actual
cost not to exceed twenty per cent (209%).

?,_\'W" 4. Material
TR0 Material puichised o FUFRISEAD By Onerqlon for se:on the! Joint Property as provided under Section 1V.- “Only
e such Material shall be purchased for or transferred to the Joint Property ‘as may be required for immediate use

B : and is ‘reasonably - practical and consistent with efficient and econémical 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:

i A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall
be made {0 the Joint Account for a distance greater than the distance from the nearest reliable® ‘supply store,
recogmzed barge terminal, or railway- receiving point where like material is normally available, unless agreed
to by the Parties.

B. If surplus Material is moved 1o Operator’s warehouse or other storage ‘point, no charge shall be made to ‘the
Joint ‘Account for a distaiice greater than the distance to the nearest reliabie supply store, recognized barge
terminal, ‘or railway receiving point unless agreed 10 by the Parties. No charge shall 'be made to the Joint ‘Ac-

- count for moving Material to other properties belonging to Opérator, unless agreed to by the Parties.

. - C. In the application’ ‘of Subpalaglaphs Aand B above, there shall be no equalization of actual gross truckﬂg DG

of $200 or less excludmg accessorial charges.

Tl .

! 6. Services
The cost of contract services, equipment and utilities’ provxded by outside sources, except servxces excluded” by
Palagraph 9 of Section I and Paragraph 1. ii of Secllon [1I. The cost of profeaswnal consultant seryices and ‘con-
tract services of technical personnel directly engaged on the Joint Pr operty if siuch charges are excluded from the
Overhéad rates. - The cost of professional consuliant services or contract services of technical personnel ‘not ‘di-
rectly engaged oii.the Joint Property'shall not be charged to thc Joint Account unless prevnous\ly agreed to by

the Parties.

. ; 7. 'hquxpment and l-aczlltles Furnishcd by Operator
R i A. Operator shall chmge the Joint  Account for use of Operator. owned equlpment and facmtles at: rates ‘com-
i mensurate with costs of owncxslup and operation. Such tates shall include’ costs’ ‘of maintenance, repalrs, ‘olHer -
i operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%)
| per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate "area
| o
|

of the Joint Property.
[ B.. Ti“iieu of charges in Paragraph 7A above, Operdtor may elect to use avelage commercxal rates prevailing in
i " the iinediiite area of the Joiut Property less 20%,. For autoniotive equipment, Operatoy niay elect to use rates

pubhshed by the Petroteum Motor Transport Assoclation. 7 l

8. Damages and Losses to Joint Properly < ’ : : - |
All costs or expenses necessary- for the repair ot wp]accmcnl of Joint Property 'made neécessary because of dam- ;
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from ‘Operator’s
gross negligence or willful mlsconduc Operator shail furnish Non-Operator writlen notice of damages or losses
incurred as soon- as pr aclicable after a yeport thercof has been xecelvcd by Operator.

9, Legal Expensc
Expense of handling, investigating and setiling’ litigation or claims, discharging of licns, payment of judgments
und amounts paid for settlement of “elnims incurred in - or msullmg ‘from opcrahom undcr Ahec agrecement or
necessary to protect or recover the Joint Properly, except that no*charge ‘for services of Operator’s legal ‘staff
or fees or expense of oulside’ attomcys shall: be: made unlcss previously agreed: to by the Parties. Al other legal
expense is considered 1o be covered by the ovethead provisions of Section III unlcs:. other wnse agreed to by the

Parties, except as pr ovided in Section’ I, Putagraph 3.
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All taxes of every kind ‘and nature assessed or levied upon or in connection with the Joint Properly, the opera-
tion thereof, or the production therefrom, and which taxes have bzen paid by the Operator for the benefit of the
Parties.

11, lnsurance

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

12, Other Expenditures

Any other expendxtule riot ‘covered or dealt with in the foregoing provisions of this Section II, or in Section III
and which is incurred by the Operato. in the necessary and proper conduct of the Joint Operations.

Hi. OVERHEAD

1. Overhead - Drlllmg and Producing Operations
i. - As compensation for admlmstxatwe, supervision, office services and warehousmg costs, Operator shall charge
drilling and producing operauons on either:
(' X') Fixed Rate Basns "Paragraph 1A, or
{- ) Percentage Basis, Paragraph, 1B,

Unless otherwnse agreed to by the Parties,, such chalge shall be in lieu of costs and expenses of all ‘offices
and salarvies or wages plus applicable burdens and-expenses of all jidisonnel, “except those dncctly chatrgeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation; trafffc, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above select ted 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 Personal Expenses of Technical Employeés and/or the cost of professional consultant’
services and contract services of techiical personnel directly employed on the Joint Property shall { ) shall

not (X ) be covered by the Overhead rates.

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

Drilling Well Rate $ 2398.00
Producing Well Rate $__318.00

‘(2) Application of Overhead - Fixed Rate Basis shall be as follows:

(a) Drilling Well Rate
[1] Charges for onshore dmllmg wells shall begin on the date the well is spudded ‘and: terminate on
the date the drilling or completion’ rig is released, whichever is later; except that no'charge shall
be made during suspension of dullmg operations for fifteen (15) or more consecutlve days.

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

(3] Charges for wells undelgomg any 1ype of workover or recomplellon for a periad of five: (5) con- ,

secutive days or more- ‘$hall 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 suspensxon of operations for fifteen (15) or more consecutive

" days.

(b) Producing Well Rates 4 7
[1] ‘An aclive well either produced or injected into for any portion of the month shall be considered
as a anc-well charge for the entive month. i
(2] Each active completion in a multi-completed well in which’ production is not commmgled down
Hole shall be considered as a one-well charge providing each’ completion is considered a separate
“well ‘by the governing regulatory authonty.

[3] An'inactive gas well shut'in’ because of oVer pn oducllon or fanlure of purchaser to take the' produc-
tion shall be considered-as'a one-well charge providing the gas well is directly connected toa per-

mareni sales outlat,
[4)‘ A one-well charge may be made for the month in which plugging and abandonment operatmns
are comp]eted on any well.

{51 All other inaclive wells (in"ludmg but not limited to inactive wells covexcd by unit allowable,
lease allowable, transferred allowable,-ete.) shall not qualify for an overhead charge,

(3) The well rates shall be adjusted as of the first day of Apul cach year following the effective date of the -

agreement to which this Accounung Procedure is attached. The ad;ustment shall be computed by ‘multi-
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 yecar compared o the calendar ‘year
preceding as sliown by the index of average weekly ecarnings of Crude Pelroleum and Gas Fields Produc-
tion Workers as published by the United Stales Department of Labor, Burcau of Labor Statistics, or the
cquivalent Canadian index as publiqhod by Statistics Canada, as applicable. The adjusted rates shall be
the rates currenily in"use, plus or minus the computed adjustment.

—3—
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B. Overhead - Percentage Basls
(1) Operator shall charge the Joint Account at the following rates:

(a) Development : .
e P€YCENE ( 95) of the cost of Development of the Joint Property exclusxve of costs
provided under Paragraph 9 of Section II and all salvage credits. :

(b) Operating
————Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1-and 9 of Section 11, all salvage credits, the value of injected substances purchased
for second@ry recovery and all taxes dnd assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property

(2) Apphcatxon of Overhead - Percentage Basis shall be as follows:

For the purpose of determining charges on.a percentage basis under Paragraph 1B of this Section III, de-
-velopment shall include all costs in coriiection with drilling, redrilling, deepening or any.remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expendttures
necessary in preparation for drilling and mcpendxtures incurred in abandoning when the well is riot 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 dex ned in
Paragraph 2 of this Section III. “All other costs shall be considered as Qperating.

2. Overhead - Ma)or Constructxon
To compensate Operator for overhead costs ‘incurred in the constructxon and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discethible as a fixed asset requxred for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the following rates for any Major Constrisction project in excess

of § *
A. _;:_% of total costs if such costs are mo;;e than $___— but less than $ * : plus
B. % of total costs in excess of § but less than $1,000,000; plus

C. T % of total costs in excess of $1,000,000. %70 BE NEGOTIATED
'rotal 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 cost of drilling and workover wells shall be excluded.

3. Amendment of Rates , [ Gl
The Overhead rates provxded for in thls Sectxon III may be amended from nme to ume only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive,

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

Operator, is responsible for Joint Account Material and shall make proper ‘and tlmely charges and credits for all ma-
terial movements affecting the Joint: Property. ‘Operator shall provide all Material for us2 on the Joint Property, how-
“ever, at Operator’s option, such Material may be supplied by the Non- Operator Operator shall’ take timely’ dxsposmon
of idle-and/or surplus Material, such disposal being made ¢ither through sale to Operator or NoniOperator;“division in
kind, or 'sale to outsiders. ‘Operator may purchase, but shail be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties.
1. Purchases
Material purchased shall be charged at the price paid by Operator after deduction of all discouats 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 Dlsposmons
Matetial furmshed 'to the Joint’ Property and Material transferred from the Joint Property or disposed of by the
Operitor, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-

counts:

A. New Material (Condition A):
(1) Tubular goods except line pipe, shall be priced at the cusr ent new price in. Pffect on date of movement on a
maximum carload or barge load welght basis, regardless of quantity transferred, 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 pnced at the current new price, in effect at- date ot
movement, a5 listed by a reliable supply store nearest the Joint Propeérty where such Material is nor-

mally avallable
(b) Movement of 30,000 pounds or more shall be priced under provmons of tubular goods pricing in Para-
.. graph 2A (1) of thls Section IV,
- {8) O.her Material shall he priced at the current new pnce. in effect at date of movement, as listed by a reliable
supply store or f.o.b. rallway receiving point nearost the Joint Property where such Material is normally
“available. . "

B. Gcod Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:

(1) Material moved to the Joint Property o
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV,

?

- - .

(2) Material moved from the Joint Property
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Sectxon IV
if Material was originally charged to the Joint Account as new Material, or

—_——
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' sart of Operating Agreement
Attached to and made a part of Operating

dated Decenber 1, 1978 between HNG 01l Company, Operator,
and Phillips Potroleum Company, et al, Non-Operators

Equal Brployment Opportunity Provision

During the performance of this contract, Operator ( HNG OIL CCMPﬁNY‘ )
agrees as follows: :

1. The Operator will not discriminate against any employecs.or applicant for employ-
ment because of .race, color, religion, sex, or national origin. The Operator will
take affirwgtive action to ensure that applicants are employed, and that employees
are treated during employment, without regard to theif‘race,'5610r,'féligion, sex, or -
national origin. Such action shall include, but not be limited to, the following:
emplUyment., upgrading, demotion, or trensfer; recruitment or.recruitment advertising;
lax?rf or terminatibn; rates of pay or other forms of compensation; and selection for
training, including apprenticeshin. The Operator agrees to post in conspicuous
places, available to employees and applicants for employment, notices to be provided
b{ the contracting officer setting forth the provisions of this nondiscrimination
clause, ; :

2. The Operator will, in‘th solicitations or advertisements for employ@éSEplaééd

by or on behalfl of the Operator, state that all qualified applicants.will receive
consideration for employment without regard to race, color, religion, sex, or national

- origin,

‘3. The Operator will send to each labor union’ or represen{abive of‘workqfsAﬁégh_

vhich he has a collective bargaining agreement or other contract or understanding,

2 notice to be provided by the agency contracting officer, advising the labor union
¢r vorkers' representative of the Opérator's commitments under Section 202 of ‘
Executive Order 13246 of September 24, 1965; and shall post coples of the notice in
conspicuous places available to employees and appliicants for employment,

4. The Operator wi]l'cOmply with all provisions of Executive Order 11246 of September
24, 1965, and of the rules, regulations, and relevant orders of the Secretary of
labor. N :

2. The Operator will furnish all information and reports required by Executive Order
11246 of Teptember 24, 1965, and by the rules, regulations, and orders of the Secretary
of labor, nr pursuint thereto, and will permit access to his books, records, and ‘
accounts by the contracting agency and the Secretary of labor for purposes of investi-
gation to aaceriiin compliance with such rules, regulations, and orders.

6. 'In the event of the Operator's noncompliance with the nondiscrimination clauses
of this contract or with any of such rules, regulations, or 6rders,'thisAtht:&é§
‘nay be'cancel]ed)_téfﬁihatgg,,or suspended - infwhole or in part, and the Operator may
be declared ineligible for further Government contracts in accordance with procedures
authorized in Executive Order 11246 of September 24, 1965, and such other sanctions
may be lmposed and remedies invoked as provided ‘in Executive Orer 11246 of September
S 1965, or by rule, regulation, or order of the Secretary of labor, or as otherwise
provided by law, ’

7.  The Operator will include the provisions of paragraphs (1) through (7)fin»eve;y;
subcontract ‘or purchase order unless exempted by rules, regulations, or orders of the

Secretary of Labér ‘Issued’ pursuint’ to Section 204 “of Executive Order 11246 of “Séptember

Sl 1665, so that such provisions will be binding upon eachsubcontractor ‘or vendor,

The Operator wil) 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
sanctibns for noﬂcomp]iance:*“EIQX!Q&Q;.h2H2!9£;;§ﬁ%t‘in‘theTgvent the Operstor bocomss
inV61véd“in;”or‘ib“thﬁéaténed'ﬁlfﬁ,‘litigabioanihh a subcontractor or vendor as a
result’of such Jdirection by the contracting -agency, the Cperator may request the
United Utates to enter into such 1itigation to protect the interests of the United
dtates,




oS,

(o) at s1xiy- fwc pelcent (65 é) of cunrcm new prnce, as delermined by Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (739 ) of current new price,

The ccst of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material. (Condition C and D)

(1) Condition C
Material which is not’ in sound ‘and seéivicéable condition and not suitable for its original function until
after reconditioning shall be priced at fifly percent (50¢%) of current new price as determined by Para-
graph 2A of this Section 1V. The cost of reconditioning shall be charged-to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value, :
:

(2) Condition D ,
All other Mateual including junk, shall"be priced at a value commensurate with its use or ai prevmlmg 1
prices;” Material no longer suitable for ils original purpose but usable for some other ptirpose, shall be
priced on a basis comnparable with that of items normally used for such other purpose. Opelator may dis-
- pose of Condition D Material under pr occduxes normally utilized by the Operator without prior approval
of Non-Operators.

D. Obsolete Material _ .
Material which is serviceable ‘and usable for its 6ugmal funection but condition and/or value of such Material
is not equivalent to that which would Justxfy a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material.

E. Pncmg Condltxons s
(1) Loadmg and ‘unloading :~osts may be charged to the Joint Account at the rate of fifteen cents ( 15¢) per.
hundred welght on all tubular goods movements, in lieu of’ loadmg and unloading ‘¢costs sustained; when

actual haul‘ g cost of such tubular goods are equahzed under provxsxons of Paragraph 5 of Sectxon II
(2) Material mvolvmg erectlon costs Shdll be charged at appllcab]e percentage of the curxent kirocked-down | |
price of new Material. 1

>

3. Premium Prices
Whenever. Material 15 not readily obtainable at published or listed prices becausc of national emergenmes strikes -
or other unusual causes over which:the Operator has no ‘control, the Operator may charge {he Joint Ade ‘ o
requlred Material at the Operator's actual cost incurred in provxdmg such Material, in making it suitable for use,
and in movmg it 'to the Joint Propérty; provxded notice in writing is furnished to Non-Operators of tlie. proposed -
charge prior to billing Non- ‘Operators for such Material. Each Non-Operatar shall have the right, by so: :electing and

notifying Operator within ten-days after receiving notice from Operalor, to furnish in kindall or part of his share
of such Mateual suitable for use and acceptable to Operator.
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4. Warranty of Material Furnished by Operator
Operator does not warrant the Material furnished. In case of defectwe Material; credit shall not be passed to the
Joint Account until adjustment has been received by Operator from ‘the manufacturers or their agents. :

o V. INVENTORIES
The Operator shall’ maintain detalled records of Controllable Material.

1. Penodlc Inventories, Notice and Representation
At reasonable  intervals, Inventories shall be taken by Operator: of the Jomt Account’ Controllable -Material.
Written notice of mtentxon to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-bperators may be represented when any-inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operatoxs to accept the inventory taken by Operator.

2, Reconciliation and Adjustment of lnventones“
Reconciliation of a physxcal inventory with the’ Joint ‘Account shall be made,;and a list of overages and shortages
'shall be furnished to theé Non-Operators’ thhm six ‘'months followmg the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account “for overages and shortages, but Operator shall be
held accountable vnly for bhuxldgea due 1o lack of reasonable diligence.

[

3. Speclal Inventories
Speclc.l Inveniories may be: taken whenever there is any sale or change of mlelcsl in the Joint Propcrty 1t shall
be the duty ‘of the party selling to hotify-all other Partics as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such mventory

4.'-Expense of Conducting Periodic ‘Inventories
The expense of conducting penodnc Inventories shall not be charged to the Jomt Account unless agreed to by the

- Parties.
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EXHIBIT ''D"
Attached to and made a part of Operating Agreement
dated December 1, 1978 between HNG 0il Company, Operator,
and Phillips Petroleum Company, et al, Non-Operators

INSURANCE

Operator shall at all times during the term of this agrecment carry insurance
to protect the partvies hercto as follows:

(1) Workman's compensation and occupaticnal discase insurance'as required by
the laws of the state or states in wiich operations UL11 be conducted and crmplovers
liability insurance with a limit of not less than $100 000,00, Such insuvance polxc;
shall be endorsed to preclude excrcise of riguts of subrogacion against parties to
this agrcenunt.

(2) Comprehcn"ive general public liability insuvance, cxcluding product
liability insurance, WLLh limits of not less than $100,000.00 applicable to oouLL/
lﬂJUly,ﬂlehnLSS or death of any ‘one person and $300, OOO 00 fof wore than one'per-
son in any one accident, and ‘$100,000.00 for loss of or dariage to property in aay
one accident and $100;000.00 agpregate limit applicable to all loss of or damage to
property during the policy period.

(3) Automobile publlc llabxllLy insurance covering all autoimotive cquipment used
~in performance of work under this agreement with limits of not less than $1.00,000.C0
applicable to bodily injury, sickness or death of 'any on¢ person and $300,000.00 for
more than one person in any one accident, and $100,000.00 for loss of or damage to
property in any one accident,

1f autormotive eqllpmenL used is owncd ex clusxvcly by Operator, 0 cnaxg ‘will be
mJGL to the Joint Accclnt for premiums for this coveragé except as provided in Section
III, Paragrayh 5 of the Accounting Procedure,

Operator shall require all contrictors performing work under this agreement’ to
carry the following iusurance:

‘ (1) Workmen's compensation and occugatlonal discase insurance as required by the
‘laws of the state or states in which operations will be conducted and employers' 1iabi
insurance with a ilimit of not less than $100,000.00. :
) - COupreﬂen‘IVL ycneral publlc llabllxty insurance with limits of ndt less
than QlOO 000,00 apﬁllcable to bodlly 1nJur y sickness or death of any one person and
$3OO 000.60 For move thian onc personin any one ACLIGPHL, and '$100,000. 00 for losu:
or damipdé to property in any one accident amd $100,000,00 apgvegwte limit applxcabl»
to all loss of or damagé to pTOerLy during Lhc ppllcy period,

(3) hutomobile oublic»llabxlxt/ insurance coverlng all automotive aguipment used
in performance of work unter this agreement with limits of not less than ;. 100 000.900
applicable to bodily 1nJur/, #ickness or death of any one-person and $300 000,00 for
-+« move than one person“in any one accident, and $100, 000 00 for loss of or damage to
property in any one: acczdcnt.

T i R
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Operator acknow]edgea ‘that it may be required to file Standard Form 100
-(ER0-1) promulgated jointly by the Office of Federal Contract Compliance, the
Fqual tmployment Opportunity Commission and Plans for Progress with“Joint
“eporting Committee, Fedral Depot, Jeffersonville, Indiana, within thirty (30)
days of Lhe date of contract. award if such report has not been filed for the
current year and otherwise comply with or file such other compliance reports as
may be required under Executive Order 11246, as amended’ “and Rules and Regulations

adopted thereunder.

Operator further ackhowledges that he may be required to develop a written
affirmative action complidnce program as required by the Rulés and Regulations
approved by the Secretary of Labor under authorlty of Executive Order 11246 and
supply Non-Operators with a copy of such program 1f they ‘so request. i

Operator astures Non-Operators that it does not and will not maintain or
rrovide for its employees any segregated facilitiés at any of its” establishmentd,
and that it does not and will not permit its employees to perform their servidés
al, any locai.ion, under its ‘cont.rol, where segregated facilities are maintained.

" For this purpose, it is understood that the phrase '"segregated facilities' includes
facilities which are in fact sezregated on a basis of race, color, religion, or
national origin, because ‘of habit, local custom or otherwi°e. It. is further
undprstood and agreed that malntalnlng or prov1dinp segregated facilities for its
employees . or permitting its employees to perform their services at any location

under its cont'61>where segrepated facjlities are maintained is a violation of
~‘the Poua] opportinity alaiga rnm.‘xraa 5% Lzeoutive Order 11')15 of Ssptember 2 24,

1965.

- Operator further understands and ‘dgrees that a breach of the assurance
herein contained subjects it to the provisions of the Order at 41 CFR Chapter
60 of the Secretary of Labor dated May 21, 1968, and the provisions of the equal
opportunity clause enumerated in contracts between the United States of America

and Non-Operators.

Yhoever know1n;]v and “willfully makn any false, flctltlous or fraudulent
repreoentatlon may be liable to criminal prosecution under 18 U.5.C. 8 1001,
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ASSIGNMENT AND AGREEMENT

Form 263681177

*

THIS ASSIGNMENT AND AGREEMENT, made and entered into this_26th day of __June ,

19._78_, by and between PHILLIPS PETROLEUM COMPANY, a Delaware corporation, with an operating office at

Bartleéville, Oklahoma,:baﬂy of the First Part, hereinafter called “Phillips’’, and
HNG OIL COMPANY

P. 0. Box 2267

Midland, Texas 79702
Party of the Second Part, hereinafter called “Second Party"’, whether one or more,
7  Phillips is the owner of a certain oil and gas lease (or leases) insofar as the same covers the lands described
in ‘Exhibitf?Av” hereto attached and by reference made a part hereof, which q:l and gas lease (or leases) is briefly de-
scribed in Exhibit ““A”. Reference'is made to said lease (or leases) and to the record thereof for all of the tems and

covenants thereof.
Phillips desues to have the lands above referred to tested for oil and gas production and Second Party has

expressed its willingness to make such a test on the temns and under the cenditions hereinafter set out. ‘

NOW, THEREFORE, in consideration of the mutual covenants and agreements hereinafter set forth and further
in consideration of the mutual benefits to Phillips and Second Party, the parties hereto agree as follows:

1 :
ASSIGNMENT

Phillips, subject to the conditions, exceptions, reservations, covenants and agreements hereinabove set forth,
does hereby assign and transfer unto Second Party, withoul representation or warranty of tltle, either éxpress or.implied,
all of its right, title'and interest in and to the oil and gas lease (orleases) described in Exhibit ‘““A”” insofar as said 6il
and gas lease (or leases) covers and pertains to the oil, gas and ca';mghead gas, and all rights pertaining thereto, in

those parts of Sect10n43, Townshlp 2h South Range 28E, N M P M., Eddy County, New Mexlco,

only which are covered by said lease described in Exhibit "A" from the surface of the<ground

down to and including the base of the Perinsylvanian formation.

the nghts so. assxgned being hereinafter sometimes referted to as the “ass1gned premxses". This ass;gnment is made
__subject to all overriding oyalties, ‘production payments iind other encumbrances deséribed in Exhibit ‘“A’’ as well as any
“additional valid and existing overriding royalties, productxon payments and other encumbrances which niay appear of
record, It is expressly understood that all leasehold rights under said cil and gas ledse (ot leases) not herein specifi-
cally assigned are excepted from this ass ignment and resetrved and retained unto Phillips, its successors and assigns.
; 11
#4 RESERVATION OF OVERRIDIN G ROYAL’I‘Y

Phnlhps hereby excepts from the within assignment and reserves and retains unto itself, its successors and
assigns, as an overriding royalty: five percent (5%) of eight-eighths of all 0il, gas and casing-
head gas produced and save from the depths set out above which is attributable to the land
described in Exhibit "A"., In the event the interest assigned in the oil and gas leases
described in Exhibit "A" cover less then the entire 0il and gas leasehold estate in such
land ‘behind each well, then the ‘overriding royalty herein’ reserved to Phillips shall be
“the same proportion of five percent of eight—eighbhs that the interest herein assigned in
theioil and gas leases’hereinabove assigned bear to the full-oil and gas leasehold estate
in each such proration'unit. The overriditig royalty reserved herein is over and above all
currently existing lessors royalt:.es, overriding royalties, production payments, other pay-
ments out of productlon from the depths herein a851gned -from the lands described in Exhibit

"A"




' Said overriding royalty shal! b2 delivered 1o Phillips in the pipe line to which the well or wells on said
assigned premises may be connected, free and clear ¢f all risks incident to and all expense of drilling. testing, develop-
" Ing, operating and maintalning the assigned premises; and free and rlaar of ail iiens, transporiation charges, siorage
charges and other charges and expenses, and free and clear of all taxes, except that said overriding royalty interest shall
bear its proportionate part of any gross production, severance and/or ad valotem taxes, The proceeds of said overriding
royalty interest shall be paid monthly direct to Phillips at its offxce at Bartlesville, Oklal.oma, by the purchaser or
purchasers of said production.
1
PERFORMANCE OF COVENANTS
Second Party accepts this assignment and agreement subject to all of the terms, provisions and conditions
hereof and of the oil and gas lease (or leases) described in Exhibit /A’ and of intermediate assignments thereof if eny,
and Second Party assumes and agrees to fully comply with and timely perform each and every duty, obligation and covenant,
both express and implisd, provision and condition of said oil and gas lease {or leases) and of intermediate assignments
thereof, if any, imposed upon the lessee and/or assignee thereby insofar as concetns the ass:gned premises, and Second
Party agrees to drill any and all wells which may be necessary to protect the assigned premises from drainage by wells
on adjacent lands. Second Party further agrees to save, protect and hold Phillips harmless at all times from all damages
and all penalties which may arise o1 be adjudged against it on Second Party’s failure or refusal to comply fully and
faithfully with each and every duty, obligation and covenant of said lease (or leases) and of intermediate assignmeats
thereof, if any, imposed upon the lessee and/or assignee thereby insofar as concerns the assigned premises.
. v <
INSURANCE AND INDEMNITY
- Second Party at all times during the life of this agreement shall:
Comply with all applicable Federa! and State Workmen’s Compensation Act or Acts; and shall purchase and maintain
the following insurance:

(a) General Public anblhty Insurance; mcludmg contractor’s piotective liability insurance, with bod:ly
injury limits of not less than $100,000 each person, $300,000 any one accident and property damage limit
of not less than $100,000 any one accident;

(b) Automobile Public anblhty Insdrance with bodily’ injury limits of not less than 5100 000 each person and
-$300, 000 any one accident and property damage limit of not less than $100,000 any one accident;

(c) Such additional insurance, if any, as may be required under Article XVIII.

No zec:tat:on of any amount or amounts herein shall be construed to in any manner limit Second Party’s

habxhty under this agreement.

Prior to commencing any operations under this agreemlent Second Party shall furnish certificates satis-
factory to P}ulhps certxfymg full compliance with the above requuements. Certificates of insurance shall specify
that in the event of cancellation ‘or material change in coverage at least ten (10) days’ prior written notice shall be
given Phillips at its Exploration office in Odessa S, Texas .

Second Party agrees to indemnify Plnlhps and save and hold it harmless fiom and against any and ‘all
claims for property damage of all character mcludmg, but not hmxted to, ddmages caused ‘o land, stock, crops, fences,
buildings, structures and other improvements, from and against any and all claims for damages or injuries to persons
including, but not limited to, employees of Second Party resultmg from or atising out of the operations conducted or
caused or permitted to be conducted by Second Party on or in connection with the lands described in Exhibit ““A?*, and
from and against any dad all claims for labor and materials and any’ other costs and expense in connection with Second
Party’s operations hereunder which are not expressly assumed by Phillips in this agreement, - :

v
TEST WELL
- ‘Second Party agrees that on or before October 1, 1978 it
will commence or cause to be commenced the actual drilling of a well fot oil and gas at the following location: at a
locatiorr 1980 feet from the west line and 660 feet from the south line of Section 3,

Townshlp 2L South, Range 28 East, Eddy County, New Mexico..

and that it will thereafter continue the drilling of said well thh‘due‘dihgexfcé to the féllomhg depth: to a depth
sufficient to thoroughly test the Morrow formation or to a total depth ¢f thirteen
thousand (13,000) feet, whichever is the shallower depth.

2.




S’?id well shall be completed to produce into the tanks or pipe line to which it may be connected or, if a dry hole, shall

. be plugged and abandoned and the premises restored in a lawful manner with due diligence
5aid well shall be drilled, tesied and completed oi, if a diy nole, “shali
be plugged and abandoned and the premises restored in a good and workmanlike manner, including the removal of all
leasehold material and debris placed on said premises by Second Party and the restoration of the property by filling and
leveling the cellar and slush pits, and all drilling and other operations shall be performed at the sole cost, risk and
expense of Second Party,
Vi
DEFAULT

In the event Second Party shall fail or refuse to commence the well for which provision hereinabove is made
within the time herein specified, or, having commenced said well, shall fail or refuse to drill and complete the same to
‘the depth, within the time and in the manner provided in this agreement, then and thereupon, in addition to all other
remedies which Phrllips may have and notwithstanding anything in this agreement to the contrary, the aforesaid
assignment and this agreement as to all of said assigned premises shall terminate and the lease (or leases) on the
assigned premises shall revert to Phnllips, if Phrlhps shall so elect and shall evidence such election by giving notice
in writing to' Second Party at its address hereinabove given or by filing such notice for record in any county or parish in
‘which any lease described in Exhibit “A"’ is recorded. If Phillips shall so elect to terminate such assignment and this
agreement, Second Party agrees that upon demand it will forthwith reassign the lease (or leases) on the assigned premises.
to Phillips, warranting the same to be free and clear of all liens, claims, clouds and encumbrances caused, siffered or
created by, through or under Second Party; provided, however, that the termination; of this as srgnment and agreement and
the reassignment of said lease (or leases) on the assigned premises to Phrlllps shall not operate to relieve Second Party
from liability to Phillips for any damage Phillips may sustain as a result of the breacn by Second Party of the terms of

this assignment and agreement.
VH

CONCURRENT RIGHTS OF INGRESS AND EGRESS ,

The patties heretd, their Successors and assigns, shall have equal and concurrent rights of ingress and egress
on the lands described in Exhibit ‘A"’ for the purpose of exploring for, drilling for, mining, producing and marketing the
minerals owned by each of the parties hereto ftom their respective depths as hereinabove defined, under the oil and gas
lease (or leases) described in Exhibit ““A??, And further said parties shall own and hold equally any and all rights granted
by said oil and gas lease (or leases) as incident to and for the purpose of mining, exploring for, drilling for and pro-
ducing the minerals owned by them from said respectrve depths, including the right to lay and maintain prpe lines, water
lines, dig pits, erect structures and to do and perform any and all other things incident to the rights and interests of the
partres hereto in said reSpectrve depths hereinabove defmed The aforesard rrghts shall be exercrsed in such a manner

“annot o nnr;ur;u: unuuxy wun (lle blmlldl’ llgxllb Ol ihe uuncr pau_y ucu:c.v-

Vil
RELINQUISHMENT OF RESERVED RlGHT"
In the event Phillips elects to surrender or relinquish the leasehold estate herein reserved unto it in numerical
paragraph I hereof in all or any part of the lands described in Exhxbrt A, it may, at its election, execute and deliver
“unto Second Party an assignment, without warranty of title, either express or implied, of sdid reserved leasehold estate
in that part of said lands whrch Phillips'desires to surrendér or relinquish, Second Party agrees to'accept such assignment
and file the same for record in the county (ies) ot parrsh (es) where said land is located; such assignment shall aot
affect any other interests, reservations or rights’ of Phillips provided for ‘in thrs agreementi,
IX
. DELAY RENTALS AND SHUT—IN WELL PAYMENTS

So long as’ Phrllrps retains the leasehold estate reserved to it in Article I hereof in any of the ‘lands descnbed
in Exhibit “A”’ Phillips shall pay all delay rentals which r may become due and payable under the terms of the lease
(or leases) described in Exhibit ‘A’ necessary to maintain the same in force as to the lands in which the leasehold estate
of Phillips is so retained; provided, Phillips shall not be liable to any extent for erroneous payment or inadvertent failure
to pay any such delay rentals. Upon being billed. therefor Second Party shall reimburse Phillips for __one-half
(.1/2 ) of all delay rentals so paid on the acreage subject to this agreement. Second Party at its sole cost, agrees to
timely pay any and all shut-in well payments necessary to ‘maintain in force the oil and gas lease (or leases) describéd in
Exhibit ‘A’ with respect to any well or wells drilled by Second Party on the assigned premises. ‘Second Party agrees to
immediately notify Phillips by Western Union telegram, to its Exploration office at __Bartlesville ,

Oklahoma _, at any time a weli is completed on the assigned premises which is capable of producxng

but is not produced and at any time pioduction from the assigned premises cuases for any reason. :

Second Party agrees to immediately furnish to Phillips at its Exploratron ofﬁce in _Bartlesville
klahoma , a photostatic copy of any and a}l instruments of

whatsoever character served onSecond Party which evrdence a change in the ownership of delay rentals or royalties
payable iindei the oil and gas lease (or leases) described in Exhibit AT
If after the completion of the test well provrded for above one party hereto desires to continue a lease j in
force and effect by the payment of delay rentals and the other party does not desire to join in the payment of such
rentals, then' the party not desiring to join in the payment of such rentals shall notify the other party in wrrtmg at its
address hereinabove given at least thirty (30) days prior to the rental payment date given in said lease. The party
recervmg said notice shall have fifteen (15) days after receipt thereofl within which to elect to receive an assignment
of the lease insofar as the same covers lands described in Exhibit "‘A’" from the party who elects not to pay delay
rentals. In’ the event Second Party does not elect to pay delay rentals and it is not then in default in’ ‘the performance
of its duties ard oblxgatrons under the terms of said lease and under the terms of this agreement, ‘and Philtips shall
have elected to receive an assignment from Second Party, then Second Party, upon receipt of notice thereof shall
exe«,.ute, acknowledge and deliver unto Phrllrps a proper assignment of said lease covering its entire interest therein,
warranting the same to be free and clear of all liens, claims, clouds and encumbtances caused, suffered or created by,
. through or tinder Second Party, In the event Phillips shall elect not to pay delay rentals, ‘then upon receipt of notice
that Second Party desifés an assignment, Phrllips ‘shall execute, acknowledge and deliver unto Second Party a proper
assrgnment of the leasehold estate reserved unto Phillips in Article I hereof in and to said lease insofar as the same
covers the lands descnbed in Exhibit ““A?’; such assignment shall not affect any other interests, reservations o rights
of Phillips provided for in this agrecment, In the event, however, both parties elect not to pay delay rent: i:

said Jease, they shall execute a joint 1-lcase thereof.

BTl ¢
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; GEOLOGICAL DATA
Representatives of Phillips shall have access to all wells, including the test well provided for above, which
may be drilled, worked over, deepened or plugged back on the assigned premiscs and acieage pocled therewith and the.
logs thereof at any and all times and shall be fumished with samples from such horizons in such wells as may be
requested by Phillips and such drilling reports, reports relating to work-over, deepening o1 plugging back operations and
other information regarding the progress of said wells as may be desired by Phillips. If said test well shall be drilfed
with rotary tools, tests shall be made at intervals of five hundred (500) feet from the top of the hole to the ultimate depth
.- thereof to determine the angle of deflection of the hole from vertical, and Second Party agrees to maintain the hole within
four degrees (4°) of the vertical, Second Party agrees to save representative formation samples at approx‘mately ten (10)
foot intervals in said test well and all other wells drilled on the assigned premises and to keep the drilling mud in con-
dition to bring representative samples to the surface. Phillips shall have the right to make velocity determinations or
other physical measurements in any and all wells drilled on the assigned premises, said determinations or measirements
to be made at the expense and upon the responsibility of Phillips. Second Party agrees to have an electrical log survey
made, by a reputable and qualified service company, of the test well provided for above and all other wells drilled on the
assigned premises from the base of the shallowest surface casing to the greatest depth to which each of séid wells is
finally drilled. Second Party shall fumish Phillips with copies of all logs made in connection with the drilling of said
test well and all other wells drilled on the assigned premises, including drillers’ logs, electrical logs and other logs con-
taining information desired by Phillips; prg(fided, however, that all elec’ﬁic_al logs shall be furnished to Phillips
immediately upon the completion of an electrical log survey. Second Party shall, in good and workmanlike manner, core
or test promptly all prospective oil and/or gas formations which may be encountered in the drilling of said test well,
If Second Party shall take any cores while drilling said test well, it shall fumish Phillips with representative samples
thereof and Phillips shall have the right to run core analyses on all such samples. If Second Party shall make any drill
stem tests in said test well, it shall fumish Phillips with the details of all such tests. In the event any show of oil
and/or gas is encountered in the drilling of said test well, Second Party forthwith and before drillifig or testing the

+

Odessa

fomation where the show was-encountered shall notify Phillips at its Exploration office at

Texas ‘ , in sufficient time that Phillips may, if it so desires,

have a representative present when such formation is penetrated and/or tested,. o
In the event any well or wells drilled pursuant to this agreement shall be drilled on acreage other than the
assigned premises, including but not limited to a unit we!l drilled on a unit of which the assigned premises or any
portion thereof is a part, all of the provisions of the Article X relating ‘to the test well shall apply to such 'well if it is
“the test well and all of such provisions relating to a well other than the test well shall apply to such well if it is a well

other than the test well.

- XI
LOCATION NOTICE
Second Party shall notify Phillips at its Exploration office at’

Odessa ,

_Texas . in writing, at once, of (a) the location of the well for which provision is hereinbefore
made, when fixed, by giving the distances und directions thereof from at least two governmental or zeeognized survey
lines, and (b) the date of spudding (commencement of actual drilling) of said well.

XiI
, L ) CALL ON PRODUCTION ‘ ,
_Phillips shall have the right at all times and from time to time, at its eléection, to purchase all or afy part of
the crude 0il and/or distillate production from any wells drilled on any portion of the
assigned premises at price of highest bona fide offer for crude oil and/or distillate
of like grade and gravity produced in the field.

, 1n addition to tke call on production provided for above, and in the event such call on production is not ex-
ercised as to gas well gas and/or casinghead gas, Phillips shall also have the exclusive right at all times and from time
to time, at-its :eléct.iony,i}‘t,o" purchase the right to process, or have processed, all or any part of the gas well gas and/or
casinghead gas production from any wells drilled on any portion of the assigned premises. In any sale or disposition
of its share of gas from acreage covered hereby, Second Party will retain the’right to process or have processed the
natural gas stream for the extraction of natural gas liquids and to retain the liquids removed by such-processing, Such
right to process, or have processed, shall permit the location of processing facilities at any point selected by Phillips
on the gas purchasér’s system downstream from the wellhead, which point shall generally be in or near the field of
production but which may be sufficiently removed from place of production as to permit the construction of a processing
plant under normal conditions on hard ground (whether or not other gas may have been commingled with gas hereunder

prior to such point of; processing). . N : = ;
In the event Phillips elects'to process, or have processed, the gas, then (a) Phillips shall own all ;pat_ural
gas liquids extracted and shall pay to Second Party, its successor or assign, a percentage of the value of the natural
gas liquids extracted from Second Party’s share of such gas which is equivalent t6 the highest bona fide offer made
to Second Party, its successor or assign, by4anyoxi£é‘ else for such rights on said gas. In the absence of §uph bq_ng |
fide offer for said rights, (b) Phillips shall own all natural gas liquids extracted and shall pay Second Party for the
value of the volume of gas shrinkage (including plant fuel) resulting from procéssing Second Party’s share of s’ug:_h ‘gas
(based upon the price specified in the gas sales contract 4§ hereinafter defined), plus one-eighth of the value of the
liquids so removed and saved and sold by Phillips, its successor or assign (said value to be the a»ctuqu.‘autho;ized
sales price for all such products, f.o.b: processing plant fence; after deducting the payment for gas shrinkage, s,al»esr
cost, discounts and allowances and, in the case of tank car shipments of LPG only,qtank car rental of 3/8¢ per gallon);
provided, however, that Second Party, its successor or assign, shall have the option of accepting the same basis for
payment (reasonably adjusted for differences in quality and quantity of gas and conditions of delivery) as is made by

Phillips, its successor or assign, to other parties for processing similar gas in said plent,
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The price specified in the gas salés contract may be subject to regulation by state or federal regulatory
bodies having jurisdiction. The phrase 'price specified in the gas sales contract’ as used herein shall mean only that
portion of the price then being collected by Second Party which is not subject to possible future refund by Second Party.
If Second Party is later detemined to be entitled to retain all or part of the dmount collected subject to refund and is
relieved from all further obligation to refund with respect thereto, Phillips shall recalculate the value of the volume of
gas shrinkage based on the price Second Party is so permitted to retain and shall pay Second Party the dxfference,
without interest, between the recalculated value and the amount previously paid Second Party therefor,

In the event Second Party; its successor or assign, desires to process, or have processed, its share of such
gas, then within one hundred twenty (120) days after written notice of such desire by Second Party, its successor or
assign, to Phillips, Phillips shall advise in writling whether or not Phillips elects to process, or have processed, said
gas as herein provided. In the event Phillips does not elect to process, or have processi:d, sich gas, then the gas pro-
cessing rights granted.to Plulllps vrder this Article XII shall thereupon terminate, provided, however, that if within the
period of one hundred and twenty (120) days following relinquishment of the processing rights by Phxllnps, Second Party
shall not itself commence processing such gas or contract with a third party or parties for processing such gas, then the
relinquishment of the processing rights by Phillips shall become ineffective and Phillips shall again have the right as
provided above, to elect whether or not it will process or have procested such gas.

In the event Second Patty, its successor or assign, enters into more than one contract for the sale or dis-
position of its share of such __gas, or if any contract so made provides for delivery into two or more different systems of
the purchaser, or if Second Party, its successor or assign, in any way makes more than one disposition of such gas, then
the rights herein granted to Phillips, its successor or assign, shall be separate with respect to each siuch contract,
system or disposition.

p,¢iil
EXTENSIONS AND RENEWALS

.All interests, reservations and nghts of Phxlhp in and to the lands described in Exhibit “A® and the pro—

duction therefrom provided for in this agreement shall extend not’ only to the oil and'gas lease(or:leases) described in -

“Exhibit ““A”, but also to any and all extensions or renewals of said oil and gas lease (or leases) which mtay be acquired

by Second Party. The term ““extensions” of the aforesaid oil and gas lease (or leases) as used herein shall be deemed
to include, but not by way of limitation, ary agreement or agreements of whatsoever character acquired by Second Party
under and by virtue of which said oil and gas lease (or leases) is continved in force. The term “renewals’’ of the

- aforesaid oil and gas lease (or leases) as used herein shall be deemed to include, but not by way of limitation, any lease

ot leases acquired by Second Party'on all'or ‘any part of the lands described in Exhibit ‘*A” within twelve (12) months
from the date of termination or expiration of said lease (or leases) or any extensions or renewals thereof, Second Party
agrees to execite such further grants and assurances as muy be requisite to vest in Phillips Gind er any such extensions
or renewals the same rights and interests in and to the lands described in Exhibit “A” and the production therefrom as
are reserved by or granted to Phillips under the provisions of this agreement.
Xiv
PREFERENTIAL RIGHT TO PURCHASE N
In the event Second Party (or any one or more of them, if more than one) shall at any time desire to sell all
or any part of its interest in and to the ass:gned prémises or shall have a bona fide offer from a purchaser to purchase

all'or any part of such interest at a price that i# accep*able to Second Party, then Second Paity sholl fumish to Phxlhps

at its Exploration office at Qdessa ‘ - Texas - _ , @ copy of the
signed bona fide offer or price that is acceptable to Second Party. Phnlhps shalil have fifteen (15) days after receipt of
such notice within which to elect to purchasé said mtexest at the same bona fide pnce and under the same terms and ,
conditions as offered by said prospective purchaser or ‘at the price:that is acceptable to Second Party. Such right of pur- .
chase shall be accepted or tejected by Phillips by letter posted in the United States post office and addressed to Second
Party ‘at its address hereinbefore given with said period of fifteen (15) days. 1f P}u!l:m shall eléet to purchase said
mterest, upon xecexpt of notice of such clection to purchase Second Party shall duly execute, acknowledge and deliver
unto Philhps a proper assignment of such interest: and Plulhps, upon approval of title thereto, shall ‘pay the stlpulated
price therefor. 1f, within the time above specmed, Phxlhps shall notify Second Party ‘that it does not elect'to putchase
such interest or P}ulhps shall fait or neglect to nohfy Second Party, which failure or neglect shall be construed to
mean that Phillips does not elect to purchase such interest, then, in eithei event, Second Party shall be at liberty to
sell and assign such interest to some other purchasey at the same bona fide price and under the same terms and con-
ditions as offered to Phxlhps for such interest; provided, howevsr, that if such interest is not’ dispased of by Second
Party within thirty (30) days after the expiration of said period of fifteen (15) days, Second Party shall not thereafter
dispose of any part of its interest without again offering the same to Phillips as above provided.

The preferential right of Phxlhps to purchase as provided herein shall extend to any sale by a purchaser from
Second Party and to any sale by any subsequent purchaser; and the waiver by’ ‘Phillips of its rights hereunder as to any
sale shall not constitute a waiver of such rights as to any subsequent sale and shall be conditioned upon’ (a) the
assignee’s delivery to Phillips, as soon as possible, of a certified copy of the assignment, (b) that the assignraent be
made expressly subject to all of the terms and conditions of this agreement, and (c) the express assumption by assignee

of all of the obligations imposed by this agteement upon Second Party.




Xv
ABANDONMENT
Second Party shall not at any time abandon, relinquish, surrender or let expite its leasehold estate in any
part or all of the assigned premises or plug and abandon the last producing well or well capable of producing on the
assigned premises without first giving Phillips written notice at its Exploration office in

Houston, Texas , of such

desire and intention at least sixty (60) days before said leasehold estate is to be abandoned, relinquished, surrendered
or permitted to expire or the last producing well or well capable of producing is to be plugged and abandoned, and Phrlhps
shall have thirty (30) days after receipt of such notice within which to notify Second Party at its address herexnabove
given whether or not Phillips elects to ‘take over said leasehold estate of Second Party; it being understood that in ‘the
event Phillips shall elect to take over said leasehold estate of Second Party and there shall be a well or wells thereon
belonging to Second Party, 'hilhps shall have the right to take over any such well or wells by paying Second Party the
salvage value of all materials in such well or wells so taken over by Phillips; provided, however, Phillips shall not be
required to make payment therefor until Phillips shall have approved or accepted title to said leasehold interest of

Second Party. If Phillips shall fail or neglect to so notxfy Second Party at its address hereinabove ngen of such electmn
within said th:rty (30) day period it shall be deemed that ‘Phillips does not elect to take over said leasehold estate.

If Phillips shall elect to take over said leasehold estate covering any part or all of said premises and accept an
assignment thereof frota Second Partv, and Ph:lhns elec'=' not to take over any particular well &1 wells Iocated thereon,
then before assigning said leasehold interest to Phrllxps, Second Party shall plug and abandon any and all wells which
Phrllxps does not elect to take over, and shall, wrthm a reasonable time thereafter, remove all leasehold material and
debris placed on said premises by Second Party and restore the property by filling and leveling the cellar and slush

pits, all at the risk and expense of Second Party. Upon the election of Phillips to take over the leasehold interest of
Second Party in any part or all of said premises, Secorid Party shall deliver unto Phillips a proper assignment of such
leasehold estate, warranting the same to be free and clear of all liens, claims, clouds and encumbrances caused,

suffered or created by, through or under Second Party.
Nothmg herein contained, express or implied, shall ever be construed as relieving Second Party from any of

its obligations under this agreement.
Xv1
USE OF PHILLIPS PRODUCTS -
] Second Party agrees to purchase from Phillips, if available at competitive prices, tems and condrtzons, all
gasolme, oil, greases and other products marketed by Phillips necessary for Second’ Party’s drilling operations and
other operations in connection with the well provided for above and in connection with all its further and future

operations on the assigned premises,

Xvil
AD VALOREM TAXES
If the ass;gned premises have been assessed for'ad valorem taxes such taxes shall be pmrated ona calendar
. year basis and Phrlhps ‘shall pay such taxes for the current year, Second Party shall be liable for its’ proportxonate share
of the full amount of taxes so paid and shall reimburse Phlthps upon being billed therefor. $acond Party assumes the

payment of all ad valorem taxes, if any, for all subsequent years. i




XVIII
" OTIER PROVISIONS

XVIII-A. Second Party agrees that in the event the well herein above provided for in Article
'V is completed as a gas well, it will within ninety (90) days after reaching total depth in
said well commence or cause to be cammenced the actual drilling of a well for oil and/or gas
at a location of its selection in the north half of Section 3, Township 24 South, Range 28
East, and that it will continue the drllllng of said well with due diligence to a depth
sufficient to thoroughly test the deepest zone or horlzon which is then producing or shall
have produced oil and/or gas in the well provided, for in Article V. Such well shall be
drilled within the same time and in the same manner as provided above for the well provided
for in Article V, and all other terms and provisions of this Assignment and Agreement shall
apply to the well hereinabove provided for in Article V above and shall also apply to the

well provided for in this Article XVIII-A.

XVIII-B. Second Party hereby agrees that, in the event the well hereinabove provided for in
Article V above is campleted as a ‘gas well, it will forthwith allocate to said well a prora-
tion unit oovermg the south half (S/2) Section 3, Tcwnshlp 24 South, Range 28 East, Eddy
County, New Mexico. Second Party further agrees that, in the evert the well hereinabove
provided for in Article XVIII-A above is campleted as a gas well, it will forthwith allocate
to said well a proration unit covering the north'half of Section 3, Township 24 South, Range

28 East, Eddy County; New Mexico.

XVIII-C. In the event the well herejinabove provided for in Article V above is not ccmpleted
as-a gas well, Second Party agrees that it will, within ninety (90) days from reaching total
depth in" said well cammence or cause to be commenced the actual drilling of a well for oil
and/or gas at a location of Second Party's selection in Section 3, 'I'ownshlp 24 South, Range
28 East, which is on same part of the land covered by the leases set out in Exhibit “a". Said
well shall be dnlled &t the sole cost, rlsk and expense of Second Party and shall be drilled

4o a-depth sufficient to thorcughly test the deepest zone or horizon from which the well pro-

v1ded for in Article V is then producing or shall have once produced oil and/or gas. In the
event the well provided for in Article V shall not have produced oil and/or gas, the well pro-—
vided for in this Article XVIII-C shall be drilled to the same depth as provided for said

well.

XVIII-D. At such time as mnety (90) days have passed hetween reachmg total depth in any
well drilled under the provisions of - thlS Assignment and-Agreement without commencement of
actual drilling of a well for oil and/or ‘gas“on same part of Section 3, T-24 South, Range 24
East, Second Party agrees that it will forthwith reassign to Phllllps all r1ght, title and
interest assigned to it in Article I above in any non-producmg half-section or half sections |
. (north half and/or south half<of Section 3, T-24S, R—28E) insofar as such r1ght, title and ‘
interest is covered by the 0il and gas leases described in Exhibit "A", "Non—producmg ‘half
section" as used herein feans any half section whlch does not have located thereon a well

capable of producing oil or gas.

At the same time, Second Party agrees that, in the event any of the wells drilled and com-
pleted as a producer of oil and/or gas pursuant to the terms of Article V, XVIII-A or XVIII-C
is not drilled to a depth sufficient that the ‘top of the Mlss1531pp1an ‘formation is indicated
on a log of the well bore, it will” rea551gn to Phillips all ‘right, title-and interest in and
to the 06il dnd gas leases described in Exhibit "A" insofar as such leases cover any part of
said Section 3 from one hundred feet below the total depth drilled in-each such well down to
and including the base of the Pennsylvanian formation as follows:

(1) In the event such well is the well provided for in Article Vv, the reass1gmnent shall
cover the r1ghts set out above in the scuth half of said Section 3. )

(2) 1In the event such well is the well prov1ded for in Article XVIII-A, the reassignment
shall cover the rights set out above in the north half of Sectlon 3.

(3) In the event such well is the well provided for in Articlé XVIII—-C, the reassignment
shall cover the rights set out above as to all of said Section 3.

XVIII-E. In the event Second Party shall fail or refuse to drill, test and complete the well
provided for in Article V (and the: well provided for in Article XVIII-C if appllcable) within ™
the time and in the manner set out therein, Second Party shall fortiwith reassign to Phillips
all nght, title and interest assigned to it'in Article I above, insofar as such rights cover
and pertain to any of the lands in Section 3, T-24 South, Range 28 East, Eddy County, New
Mexico. In the event Second Party shall faul or refuse to drill, test and camplete the well
provided for inArticle XVIII-A, above, Second Party shall forthwith reasslgn to Phlllxps all
‘right, title and interest in the lands covered by the léases described in'Exhibit "A"-in .
the north half of said Section 3., Such reasmgnment(s) provided for in this Article XVIII-E
shall c¢onstitute the sole. remed, Lor default, and subject to ‘the provisions of Article ITT .
above, ‘. ~ﬁ Party shall not be liable in damaces for failure to  arill any well provided

for in . ~le V, XVIII-A or XVIII-C.

6o




XVIII-F, In each of the reassignments provided for in Articles XVITI-D and XVIII-E, Second
Party agrees that it will warrant all rights reassigned to be free and clear of all liens,

claims, clouds and encurbrances caused or created by, through or under Second Party or its

assignees. Each such reassignment shall be on a form acceptable to Phillips' attorneys.

XVIII-G. Any provisions in Article XIV of th1s Assignment and Agreement to the contrary, not~ |
withstanding, it is ‘understood and agreed between the partles hereto that Second Party shall
have the right to assign all or any part of its interest in the land in Section 3 covered by

the leases described in Exhibit "A" without offering the same to Phillips at any time prior to
commencement of the well prov:Lded for in Article V above, pmv1ded, that an executed copy of
such assignment is furnished Phillips and such assignment is made expressly subject to all of
terms and conditions of this Assignment and Agreement and the assignee expressly assumes all of

the obligations imposed by this Assignment upon Second Party.

XVIII-H. At such time as Second Party shall. hdve produced and saved from each of the wells
hereinabove prowded for in Articles V and XVIII—A or XVIII-C, oil, gas and casinghead gas

of a total "market value" equal to 100%-of the costs and expenses of drilling, testing and
completing said well, plus 100% of the costs of ‘operation of each said well, Second Party shall
immediately notify Phillips in writing and Phillips shall have sixty (60) days followmg the
receipt of each such notice to notify Second Party whether or not it elects to receive from
Second Party an assignment of an undivided interest as follows:

(1) If the well which has produced the amount set out above is the well which shall have been
dr1lled pursuant to Article V above, and the well has been completed as a gas well, the .as-
signment shall convey an undivided one-half of the proportion obtained when the net oil and gas
leasehold acres on the south half of Section 3, T-24S, R-28E, covered by the 0il and gas leases
described in Exhibit "A" is divided by the total acres in the south half of said Section 3. Such:

Assignment shall convey that interest in the south half of said Section 3.

(2) If the well which has produced the amount set out above is ’he well which shall have been .
drilled pursuant to Article XVIII-A, and said well has been completed as a‘gas well, the reas—
signment shall convey in the north half of Section 3, T-24S, R-28E one-half of the proportion
obtained when the net oil and gas leasehold acres in the north half of said Section 3, T-24S,
R-28E, which are covered by oil and gas leases described in Exhlblt "A" is divided by the total -
acres in the north half of said Section 3. Such As51gnment shall convey that interest in the

north half of said Section 3.

(3) 1f the well which’ has produced the amount set out ‘above is any ‘well drilled pursuant to
the terms and provxslons of this Assignment and Agreement which has been oonpleted as an oil
well and the proratmn unit allocated to such well contains any part of the 'land in Sectlon 3,
T-24S, R-28E, which is covered by any of the leases described in Exhibit "A"; such reassign-
ment shall convey one-half of the proportion obtained when the net oil and gas leasehold acres
in the proration unit which are covered by the leases described in Exhibit "A" is divided by
the total acres in the proration unit allocated to such well. Such Ass1gnment shall convey
that interest in the proration unit allocated to the well.

In each reassignment as set out under (1), (2) or (3) above, such assxgnmentb shall also
convey to Phillips an interest in the well and all lease equipment and personal property loca-
ted thereon or appurtenant to the area reassigned equal to the interest in the proration unit

which is reassigned.

Each such a551gmnent shall become effective at 7:00 a.m. on-the date each well has produced
the amounts set out above, Each such assignment shall cover all depths held by Second Party - |

in the land conveyed which are then owned by: econd Party through the assignment in Article I.

If Phillips shall notify Second Party that it elects not to recelve _assignment of such inter-
est in any such half section or proration unit and well located thereon, or if Phillips shall
fail or neglect to notlfy Second Party within the sixty" (60) ‘day period hereinabove spec1f1ed,
then, and in either event, it shall be deemed that Ph1111ps does not elect to receive an assign—
ment of an interest in the land allocated to such well and the well on such land and ali other
terms and provisions of this Assignment and Agreement shall continue in full force and effect as
to.such well and half section the same as before such election. In the event Ph1111ps shall
elect to receive any or all of such ass1gnments, the overndmg royalty reserved to Phxllips in
Article II above shall terminate as to each such tract of land in which an 1ntercst is as-
signed on the effective date of such assignment., -
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In determining the "market value" of production fruil ﬂa_ch such well for the purposes of this
Article XVIII-H there shall be deducted the royalties p“id to the lessors under teriis of the
0il and Gas Leases set out in Exhibit "A" and the overr. d1ng royalty paid to Phillips pursuant
to the terms and provisions of Article II above and gross production taxes paid by Second

Party on such production, but no other deduction of any kind or character shall be made.

During the time Second Party is recovering its costs and expenses as set forth above, Second
Party shall furnish Phillips, Attention: Director, Joint Interest Operations, Exploration and
Production Division, 419 Frank Phillips Building, Bartlesville, Oklahoma 74004, a monthly item-
ized statement’ reflecting the costs and ‘expenses incurred in the development, operation, and
maintenance of each said.well, the production sold, production on hand and run tickets fully
disclosing the type, quallty and quantity of productlon and dxspos1t10n thereof. The costs
incurred by Second Party in the development, operation and maintenance of each said well shall
be determined in accordance with the provisions of the Accounting Procedure attached as Ex-
hibit "C“ to the Operating Agreement attached hereto and made a part hereof.

In the event Phlllips elects to accept the a551gnment(s) heremabove prov1ded, it is under-
stood and agreed that such ‘assignment (s) fram Second Party to Phillips may not be made and
delivered until after the date Second Party shall have recovered the amounts herein specified.
Nevertheless, as between the parties hereto, effective at 7:00 a.m. on the date Second Party
has ‘recovered it costs and expenses from the proceeds of- production from a well as herein pro-
vided, Phlllips shall be entitled to receive the proceeds of that part of the workmg interest
productlon attrlbutable to the interest asslgned to Phillips less its share of the costs of
operation of said well, and Second Party's obligation to pay Phillips an overriding royalty om
production from the proration unit around said well pursuant to Article II above shall cease.
An appropriate adjustment -of accounts shall be made between the parties to accomplish the pur-
.poses herein set forth and Second Party shall pay to Phillips an‘y and all amounts due it.

XVIII-I. In the event a ass:.gnment of any land described in Exhibit "A® is made pursuant

to the provisions of Article XVIII-H, the Operating Agreement attached hereto as Exhibit "B"
shall become effective as to said assigned acreage as of the date of the assignment to
Phillips provided for above in Article XVIII-H. Upon the date the Operating Agreement becomes
effective, Articles III, IV, X, XI and XV, of this A551gnment and Agreement will no longer
apply to the acreage sub]ect to the Operating Agreement, provided, however, that the last
granmatlcal paragraph of Article IV shall remain in effect as to all matters covered therein

© arising prior to such date.

XVIII-J. It is understood and agreed between the partles hereto that, wh:.le Ph1111ps is

' not retammg a call on gas productj,on, the price of gas produced under terms of this Agree-
shall be the highest of (a) highest market price paid or offered for gas of camparable

quallty in the field where produced when run; or (b) the gross pr1ce paid or offered to the

producer.
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“he exec_ated the samn as the act of such corporation for the purposes and consideration therein

xIx : v
ENTIRE AGREEMENT ‘ ‘

The tems of thxs agreement constitute the entire contract of the parties and there are no agreements, under-
takings, obligations, promises, assurances or conditions, whether precedent or otherwise, except those specifically set
forth. ’ ) g

XX ;
HEADINGS FOR CONVENIENCE

The paragraph head:ngs used in \his agreement are inserted for convenience only and shall be disregarded in’

construing this agreement.

, Xx1
TIME FOR EXECUTION ~ ,
If this agreement is not duly executed by Second Party and retumed to Phillips within,_ fifteen (15)
days from the date hereof, then and théreupon, this assignment and agreement, at the option of P}ull:ps, shall be null
and void and of no effect,

XX
SUCCESSORS AND ASSIGNS :
The tems, covetiants and conditions hereof shall be deemed to be covenants running with the leasehold estate
hereinabove rme"ed to and as such shall extend to, bind and inure o the benefit of the parties hercto, their heirs, :
admmlstrators, executors, personal representatives, successors and ‘assigns. :

EXECUTED s of the day and year first above written. v

_ HNG OFL COMPANY  PHILLIPS,PETROLEUM COMPANY

Claff 1Its Attomey In Fact._ /4 s

OF (TExas  Asst. Secretary

OOUNTY OF MIDIAND §

'BEFORE ME, the undersigned authority, a Notary Public in and for said County and
State,\on this day personally appeared - J,.Stewart Martin of HNG OIL COMPANY .
known to me to be the person whose name is subscribed to the fopregoing instrument, and acknowl-;
edged: to:me that the same was the act of the said HNG OIL COMPANY , a corporation, and that  :

expressed, and 1n the capacity therein stated.
GIVEN: UNDER MY HAND AND SEAL OF OFFICE this the __ /%’  day of % _, 1978,
My Camnission Explres- o

T 2T

THE STATE OF TEXAS  §
COUNTY OF  HARRIS  §

BEFORE ME, the underszgned authority, a Notary Public in and for said County and
State, on this day personally appeared Cliff Ohr, of PHILLIPS PETROLEUM COMPANY, known to
me to be the person whose name is subscribed to the fopregoing instrument, and ackmledged
to me that the same was the act of 'the said PHILLIPS PETROLEUM QOMPANY, a corporation, and that §
he executed the same as the act of such corporation for the purposes and consideration therein
expressed, and in the capacity therein stated,

GIV,;‘N UNDER MY HAND AND SEAL OF OFFICE this the 28th day of _June , 1978,

My Commission Erpires:

E. LAMAR BRITTON '
lary f‘"! He m and for Hanls Cannty Tovas ’ ' :




IEASE NO.

C-140636

G~140636-A01
G-140636-B01
G-140636-C01
G-140636-DOL
G-14,0636-E01
G-140636-FO1

G-143981-A0L

G-143984

G-143988

G-143981

All book and page recording data on this Exhibit "A"

_ATTACHED TO AND MADE A PART OF A

EXHIBIT "A"

refer “to Miscellaneous Records of m.na%.oocbﬁw: New Mexico.

, SSIGNMENT AND AGREEMENT DATED JUNE va Ho.wm
“BY AND wmezwmz " PHILLIPS PETROLEUM COMPANY AND mzm OIL COMPANY
: RECORDED ..
DATED LESSOR LESSEE - BOOK PAGE
June 10, 1971 S. F. Williams, et ux L. D. Williams, Glen B. Williams and James W. Williems 82 19z
June 29, HSM Wayne oozaos. et al " , " " 82 567
June 24, 1971 Joe H. Beeman, et al " " " 82 195
August 2, 1971 Ernest A. Hanson, et al "o " " 82 198
October 7, 1971 Dorothy Lee " " " 82 570
Octcber:7, 1971 - A. 5. Blauw, et ux " " " 82 573
October 21, 1971 Qmou.mm W. Littlefield " " " 82 576
September 10, 1973 The Bishop SE.HUE.Q Schools
. Successor to Shattuck School E. S. Grear 108 211
September 10, 1973 bmmﬁ Chafee, Guardian of ﬁnm 2
: ~Estate of Tressie E. Chafee, :
Widow of Harry Jay Chafee E. S. Grear 1067 121
September 6, 1973 Addie Swearingen, a single b
, woman ~ E. S. Grear 107 472
August 15, 1973 Guillermo Ruiz, e% ux E. S. Grear 105 822
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MODEL FORM OPERATING AGREEMENT—1956
rNon-Fed"c'ral Lands

EXHIBIT "B"

T T T T I

ATTACHED TO AND MADR A PART OF ASSIGNMENT AND AGREE-
MENT ‘DATED THE 26TH DAY OF JUNE, 1978, BY AND BETWEEN 4
. PHILLIPS PETROLEUM COMPANY AND HNG OIL COMPANY
OPERATING AGREEMENT |
26th DAY OF JUNE _ 19_ 78
FOR UNIT AREA IN TOWNSHIP.24 SOUTH , RANGE __28 EAST ,
EDDY | COUNTY, STATE OF. NEW MEXICO ‘

AMERICAN ASSOCIATION OF PETROLEUM LANDMEN
APPROVED FORM. AAPL NO. 610
MAY BE ORDERED DIRECTLY FROM THE PUBLISHER
ROSS < MARTIN COMPANY,  BOX 800, TULSA 74101




A.AP.L. FORM 610

TABLE OF CONTENTS

Paragraph
MNumber Title Poge

L Definitions ..o et eteeeeeeeeeeee e e aene et
2. Title Examination, Loss of Leases and Oil and Gas Interests ........... 1
3. Unleased Oil and Gas Interests ...l 2
4. Interests oi‘ Parties ... e e

5. Operator of Unit B O OSSP PP USRI~ |

6. EMPIOYERS ..o it oo e b e e re e it B

8. COStS ANA EXPENSES - oo 3

9. OPETatOT S LN Lol e e et ee e s e een s ren e

s TN TSR o Apreemiont Ut 4

11. Lirnitation on EXpEn’diiures

12.  Operations by Less Than All Parties ... 5

13.  Right to Take Production in Kind ... corveres 6

14, Access to Unit Area ... T

15. Drilling Contracts ... oo e eee e e

16,  Abandonment of Wells ......oooooooooooeoooeeeeeeie oo e

17. Delay Rentals and Shut-in Well Payments ...oc...coiovvvcciveie eevrvveenr. 8

18. . Preférential Right 10 PUTChESE .. ..cooomioeoieeoiisioserieee oo iensannenns O 8

s

o o 19, ‘Seléction of New ODBTALOT - oot beesi s iees s eens s eeseens - 8

20.  Maintenance of Unit Ownership ...... OO 9

21.  Resignation of Operator

22. Liability of Partics T |

Renewal or Extension of Leases ... e,

23.
24, SUrrender 0f LeaseS .....c.oceeeireiciecreceiornneeisiens s e aseescssres i ssesiasessssemsanan
25,  Acreage or Cash CONtEIDULIONS .ooo.iioivciiee i e e es s ieees sssessresensions

26. Provision Concerning Taxation

27. TOISUTANECE it eeee st b et e s e eavasse e ab s st e et ecansbaaaee st e rabe e

- 28. . Claims and LaWsUts . ...t s i sonsee g 11

29, FOTCE MBJEULE ... oeoeireeeeoeseeeeeeeee et eeeeneeesseeeeaeasessseesesssesesssess s et saesennen 1n

30. NOLICES oo e et ccteee el sssnieasen e eersnasns s nass e semennisaseoresrens. 1]

31, OLher CONAILIONS ittt eseanes o arvrcessvesesseenssnsssnseeinenaesre . 18




A.A.P.L. FORM 610

OPERATING AGREEMENT

THIS AGREEMENT, entered into this_ 26th __ day of JUNE , 1078 _, between
HNG OXI. COMPANY ~ ——
hereafter designated as “Operator”, and the signatory parties other than Operator.

WITNESSETH, THAT:
WHEREAS, the parties to this agreement are owners of oil and gas leases covering and, if so indicated.
unleased mineral interests in the tracts of land described in Exhibit “A”, and all parties have reached an

agreement to explore and develop these leases and interests for oil and gas to the extent and as hereinafter

provided;
NOW THEREFORE, it is agreed as follows:
' 1. DEFINITIONS
As used in this agreement, the following words and terms shall have the meanings here ascribed to
them.
(1) The words “party” and “pafties" shall always mean a party, or parties, 10 this agreernent.
(2) The pariies to this agreement shall always be referred to as “it” or “they”, whether the partiés be: cor-
porate bodies, partnerships, associations, or persons real.
(3) The term “oil and gas” shall include oil, gas; casinghead gas, gas condensaté, and all 6ther liguid or gase-
ous hydrocarbons, unless an intent‘ to Jimit the inclusiveness of this term is specifically stated.
(4) ‘The term "oxl and gas mterests" shall ‘mean unleased fee and mineral interests in tracts of land lying
»thhm the Umt Area whlch;? :re owned by partxes to t}ns agreement;- Co i
‘ (5) The térm “Unit Area” shall refer to and include all of the lands, oil and gas leaséhold 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 oil and gas interests are described in Exhibit “A".
(6)‘The term “drilling umt" shall mean the 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 fyced by any such rule or order, a drilling
unit shéil be the drilling unii as established by the pattém of drilling inthe Unit Area or as fixed by ex-
press agreement of the parties.
(7) All exhibits attached to this agreement are made a part of the contract as fully as though copied in full
g m the contract. ;
(8) The words “eqmpment" and “materials” as used here are synonymous and shall mean and mclude all
oil fxeld supplies ‘and personal propérty acquired for use in the Unit Area.
2. TITLE EXAMINATION LOSS OF LEASES AND OIL AND GAS INTERESTS

A, Title Examlnatlon'

recent date, together with all title papers in its possession covering leases and oil arid gas interests which
suﬁjecting to this contract. All of these abstracts and title records shall be examined for the benefit of all par-

ties by bpeiator's aftorneys.
Operator shall promptly submit abstracts certified from beginning to recent date, togeﬂ}er with all title

papers in its possession covering leases and oil and gas interests which it i jecting to this agre"ement, to

for examiration by the latter’s

attorney for the benefit of all parties.

All title examinations shall be made without chare. Each examining attorney shall prepare a com-
plete title report on each separate tract based 6n the abstract record and title papers submitted 6 him, Each
title report shall contain a list of fee o f= and their interests, shall state the attorney’s opinion concerning
vahdxty of their interests, and contain an enumeration and description of title defects, if any, a report up-
on mortga,ges? taxes, pe g suits, and judgments, and unreleased oil and gas leases, and a list of require-
ments, if any, u which the examiner's approval of title to the lease or oil and gas interest is contingent. The
title repor: all also contaiﬁ a specitic descnpuon of the oil and gas lease being subjected to this contract,
wiit a statement of its form, term (which will be satisfactory if it has a primary term expiring not sooner

_—1
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amount of interest covered thereby shall be binding and conclusive on the parties, but the-acceptability of
leases as to primary term, royalty provisions, drilling obligations, and special burde 5, shall be a matter for

approval and accepiiince by an authorized 1epresentative of each party.

All title examinations shall be made, and title reports submitéd, within a period of _____- days after the
in good faith, try to satisfy the requirements of the

submission of abstracts and title papers. Each party sh
examining attorneys concerning its leases and injer€sts, and each shall have a period of_________ days from
receipt of title report for this purpose. If tite title to any léaSe, or oil and gas interest, is finally rejected by
the examining attorney, all M then te asked to state in writing whether they will waive the title

defects and accept the leases-8r interests, or whether they w:ll stand on the attorney s opinion. 1{ one or more

parties reiuse to waiv€ title defects, thls agreement shall, in that ‘case, be terminated and abandoned, and all

abstracts and-title papers shall be returned to their senders. If all titles are approvcd by the examn"mg ai-

B. Failure of Title:

After all titles are approved or accepted, any defects of title that may develop shall be the joint re-
sponsibility of all parties and, if a title loss oceurs, it shall be the loss of all parties, with each bearing its pro-
portionate part of the loss and of any liabilities incurred in the loss.” If such a loss occurs, there shall be rio

change in, or adjustment of, the interests of the parties in the remaining portion of the Unit Area.

C. Loss of Leases For Other Than Title Failure:

If any lease or interest syubject’ to this agreement be lost through failure to de\;elop or because express

“or‘fimplied covenants have not been performed, or if any lease be permitted to expire at the end of its primary

term and not be renewed or extended, the loss shall not be considered a failure of title and all such Josses shall
be joint losses and shall be berne by all parfiés in proportion to their interests and ‘there shall be no readjust-

"ment of interests in the remaining portion of the Unit Area.

3. UNLEASED OIL ‘AND GAS INTERESTS

If any party owns an unleased oil and gas interest in the Unit Area, that interest shall’be treated for
the purpose of this agreement as if it were a leased interest under the form of oil and gas lease attached as
Exhibit “B” and for the primary term theréin stated. As to _su‘ch“intéx"ests, the owner shall receivé royalty on
production as prescrxbed in the form of oil and gas lease attached hereto as Exhibit “B”, Such party shall,

however, be subject’ to all of the prov:sxons of this agreement relating to lessees, to the extent that it owns

7
i E

the lessee interest.

4. INTERESTS OF PARTIES

b

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 con-
tract shall be borne and paid, and all equipment and material acquired in operations on the Unit Area shall be

“owned, by the parties as their interests are given in Exhibit MA™,  All production of oil and gas from the

Unit Area, subject to the payment of lessor's royalties, shall also be owned by the parties in the same manner,

—_0
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“1f the interest of any party in any oil and gas lease covered by this agreement is subject to an overriding
royalty, production payment, or other charge over and above the usual oné-eigthh (%) royalty, suchbparty shall
assume and alone bear all such excess obligations and shall account for them to the owners thereof out of its

share of the working interest productxon of the Unit Area.
5. OPERATOR OF UNIT
HNG OIL COMPANY shall be the Operator of

the Unit Area, and shall conduct and direct and have full control of all operations on the Unit Area as per-
mitted and required by, and within the limits of, this agreement. It shall conduct all such operationsin a good

and workmanlike manner, but it shall have no liability as Operator to the other parties for losses sustained,

" or liabilities incurred, except such as may result from gross negligence or from breach ‘of the provisions of

this agreement.

6. EMPLOYEES

performed, shall be determined by Operator. All employees shall be the employees of Operator,
_ 7. TEST WELL )
On or Beforé the _______ _dayof 19 -, Operator shall commenceAhe drill-

ing of a well for oil and gas in' the following location:

unless gramte or other practlcally lmpet able substance is encountered at a lesser depth or unless all pex'ti'es
agree to complete'the well at a les depth )

Operator shall make r. onable tests of all formatlons encountered durmg drilling which give indica-
tiQn of containing oil gas in quantmes sufficient to test, unless this agreement ‘shall be limited in its ap-
pﬁéation toas i¢ formation or"form’atioﬁs. in which evént Opere‘;br shall be required to "test only  the
formation formations to which 'this‘agre“ement may apply.

f in Operator’s’ judgment the well will not produce oil or gas in payihg quantities, and it wishes to

plug and abandorthe test as a dry hole, it shall first secure the consent of all parties to the plugging, and the

g

I,

8. COSTS AND EXPENSES ; i
Except as herein otherwise specxf:cally provided, Operator shali prompily pay and dxscharge all costs
and expenses incurred in the dcvclopmcnt and operation of thc Umt Area pursuant to this agreement and shali
charge each of the parties hereto with their respective proportionate shares upon the cost and expense basis
provided in the Accounting Procedure attached hereto and marked Exhibit ‘;C" If any px‘bvision of Ex-
hibit “C" should be inconsistent with any provxsxon‘ contained in the body of this agreement, the provxsions in

4

the body of this agreement shall prevail.

Operator, at its election, shall Fave the right from ti;ne‘“to time to demand and receive from the other
parties payment in advance of their respective shares of the est:mated amount of the costs to be incurred in

: operations hereunder dunng the next succeeding month which rxght may be exercised only by submission to

each such party of an itemized statement of such estimated costs, together with an involce for its share there-
of. Each such statement and invoice for the payment in advance of estimated costs shall be submitted on or
before the 20th day of the next preceding month, Each party shall pay to Operator its proportionate share of
such estimate within fifteen (15) days after such estimate and invoice is recefved. If any party fails to pay its

share of said estimate within said time, the amount due shall bear interest at the rate of  twelve percent (12%) per

annum until paid. Proper adjusiment shall be made monthly between advances and actual cost, to the end
thal each party shall bear and pay its proportionate share of actual costs incurred, and no more.

—3e
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9. OPERATOR’S LIEN
Operator is given a first and preferred lieh on the interest of each party covered by this contract, and
in each party’ s interest in oxl and gas produced and the proceeds thereof, and upon each party s interest in ma-
terial and equipment, to secure the payment of all sums due from each such party to Operator
In the event any party fails to pay any amount owing by it to Operator as its share of such costs and
expense or such advance estimate within the time limited for payment thereof, Opérator, without prejudice to-

,other existing remedies, is authorized, at'vits election, to coltect from the purchaser or purchasers of oil or gas,

the proceeds accruing to the working interest or interests in the Unit Area of the delinquent party up to the
amount owing by such party, and each purchaser of oil or gas is authorized to rely upon Operator's statement
as to the amount oWing by such’ party. b

In the event of the neglect or failure of any non-operating party t6 ptoin;iily' pay its pro;;o;}tionate part
of the cost and expense of development and operation when due, the other non-operatmg parties and Operator,
within thirty (30) days after the rendition of statements therefor by Operator shall proportionately contribute
to the payment of such delmquent indebtedness and theé :16n-operating partles so contr:butmg shall be entitled
‘to the same hen rzghts as are granted to Onerator in this section. Upon the payment by such delmquent or
defaultmg party to Operator of any amount or ‘amounts on such delingtient mdebtedness, or upon’ any recovery
on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid “or re~
covered shall be distributed and paid hy Operator to the other non-operating parties and Operator propor-

ilonately in accordarice’ with the contributions theretofore made ‘oy thein.

This agreement s;halﬁl remain in full force and effect for as long as any of the oil and gas leases subjected
to this agreement remain or are continued in force as to any part of the Unit Area, whether by production, ex-
tension, renewal or otherwise; provided, however, that in the event the first well drilled hereunder results in-

a dry holé and no other well is producing oil or gas in paying quantities from the Unit Area, then at the end

“of ninety (90) days after abandonment of the first test well, this agreement shall terminate unless one or

more of the parties are then engaged in drilling a well‘or wells pursuant to Section 12 hereof, or all parties
have agreed to drill an additional well or wells under this agreement, in which event this agreement shall con-
tinue in force until such well or wells shall have been drilled and completed. " If production results there-

“from this agreement shall continue in force thereafter ‘as if said first test well had been productive in paying

quantmes, ‘but ‘it production fin” paymg quantmes does nat result therefrom this agreement shall terminate
at the end of ninety (90) days after abandonment of such well or wells. It is ogreed, however, that the term-
ination of this agreement shall not relieve any party hereto from any liability which has accrued or attached
prior to the date of such termination. '
11. LIMITATION ON EXPENDITURES
Without the }consent' of all parhes. (a) No well shall be drilled on the Unit Area except any well ex-

}prcssly' providéd for in this agreement and except any well drilled pursuant to the Jprovisions of Scetion 12

of this agreement, it being understood thut the consent to the drilling of a well shall include consent to all
necessary’ expenditures in the drilling, testing, completmg, and equipping of the well, mcludmg necessary
tankage; (b) No well shall be reworked, plugged back or deepened except a well reworked, p‘ugged back or
deepened pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to
the reworking, plugging back or deepening of a well shall include consent to all necessary expenditures in
conductmg such operatlons and completmg and equipping of said well to produce, mcludmg necessary tank-
age, (c) Operator shall not undertake any single project reasonably estimated to requlre an expendlture in

excess of___fifteen thousand and no/100 —Dollars (§_15,000.00 )

"~ except in connection with a well the drxlling, reworking, deepemng, or plugging back of which has been pre-

viously authorized by or pursuant to this agreement; provided, however, that in case of explosion, fire, flood,
or other sudden ernergency, ’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 and to safeguard life and property,
but Operator shall, as promptly as possible, report the emergency to the other parties. ~ Operator shall, upon
request, furnish copies> of its “Authority for Expenditures” for any single project costing in ex-

cess of $_5_.ﬂ R T

—h—
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12. OPERATIONS BY LESS THAN ALL PARTIES

If all the parties cannot mutually agree upon the drilling of any well on the Unit Area other than the
test well provnded for in Section 7, or upon the reworking, deepemng or plugging back of a dry hole dnlled
at the joint expense of all parties or a well jointly owned by all the parties and not then producing in paying
quantities on the Unit Area, any party or parties wnshmg to drlll rework, deepen or plug back such a well

the location, proposed depth, obJectlve formation and the estimated cost of the operation. The parties receiv-
ing ‘such’ a niotice shall have tmrty (3e) days ‘(except as to reworkmg, pluggmg back or drlllmg deeper, where
a drmmg rig is on location, the perlod shall be limited to forty-eight (48) hours exclusive of Saturday or Sun-

"day) after receipt of the notice within which to notify the parties w:shmg to do the work whether they elect

to participate in the cost of the proposed operation. Failure of a party receiving such a notice to so reply to
it within the period above fixed shall constitute an’election by that party not to participate in the cost of the
proposed operation,

If any party receiving such a notice elects not to participate in the proposed o“peration‘(‘such party or
parties being hereafter referred to as “Non-Consenting Party”), then in order to be enfitled to the benefits
of this section, the party or parties giving the notice and such olhe.r pariies as shall elect to'participate in the

‘operation (all such parties being hereafter referred to as the “Consenting Parties”) shall, within thirty (30)

days after’ the expiration of the notice period of thirty (30) days (or as p"or‘nbtly as possible after ihe expir-

atlon of the: 48-hour perlOd where the dnlhng rig is on Jocation, as the case may be) actually commence work

on the proposed operahon and complete it with due diligence.

The entxre cost and risk of condgcung such operatnons shall be borne by the Consentlng Parties in the
proportions that their respective interésts as shown in Exhibit “A" bear to the total interests of all Consenting
Parties. 'Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all
liens and encumbrances of every kind crea!ed by or arising fr6m the operations’ of the Consenting Parties. If
such an operation results ina dry hole, the Consentmg Partles 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
section results _in a producer of oil and/or gas in paymg quantities, the Consenting Parties shall complete and
equxp the well to produce at their sole cost and risk, and the well shall then be turned over to Operatot and
sha}ll 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 thé provisions of this section, each Non'-Consenting' Party shall be deemed to have relin-
guished lo Consenting Parties, and the Consenting isarties shall own and be entitled to receive, in 'broportion
to their respective interests, all of such l{on;Consenting Party's interest in' the well, its leasehold operating
rights, and share of production therefr'orn until the proceeds or rnarket value tfnereof (after deducting pro-
ductlon‘takes, royalty, overriding royalty and other interests pavable out of or measqred 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-Consentmg Party's share of the cost of any newly acquired surface equipment

beyond the wellhead connections (mcludmg, but not limited to, stock tanks, separators, treaters.
pumping equipment and’ p:pmg), plus 100% of cach such Non- Consenting Party's share of the cost of ~

operahon of ‘the wel! commencing thh first production and continuing until each such Non Consenting
Party's relinquished 1nterest shall revert to it under other provisions of this section, it be:ng agreed that
each Non-Consenting Party s 'share of such costs and equipment will be that interest whlch would have
been chargeable to each Non-Consenting Party had it participated in the well from the beginning of

the operation; and
(B) 3009 of that portion of the costs and expenses of dnlhng, reworking, deepemng or plugging back,
testing and completmg, after deductmg any cash contnbuhons received under- bection 25, and 300%

of that portion ol the cost of newly acqulred equipment in the well (to and includmg the wellhead
connections), wh:ch would have been chargeable to such Non-Consentmg Party if it had particxpated

therein.

.al:ce' of he praposeu operauon. snecnvmz “ihe worx o be perrouneu.,

"
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In the case of any reworking, plugging back or deeper drilling operation, thé Consenling 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 dril!ing, the Consenting Parties shall account for all such cquipment to the owners thercof,
with cach parly receiving its proportionate part in kind or in value.

Within sixty (60) days after the éomﬁ!'étie'n of any operation under this section, the nariy
the operations for‘thv Cohﬁéhting ;Pat;lies shall furnish cach Non-Consenting Party with an inventory of
the equipment in and conneeted to the well, and an itemized statement” of the cost of d}ining,v decpening.

© phigging back, lvxhng‘complchng, ond equnppmg the well for production: or, "at its option, the operating
party, in licu of an 1lemucd statoinent of such costs of operation, may submit 3 dclmled statemént of monthty
billings. Each monthk’ !hczcafter during the time the Consenting Parties ‘are bemg reimbursed as provided
5b6i'0. tho Conscntmg Parties .shall furnish the Non'Consentmg Parhes with -an ltemxzed statemént ‘of all
costs and hab:htles mcuned in ‘thé operation of the well, together with a statement of -the quanul\- of oil
and gas produced from 1t and ‘the amount of proceeds reahzed from the sale of the we!ls workmg interest
produciion during the p_recedmg month. . Any amount realized from the sale or other dnsposmon of ‘equip-
ment newly acquired in connection with any such operation which would have been owned by a Non-Cén-
<0nling'Pm"ty had ‘it participated therein shall be credited against the (olal Unreturncd costs of the work dane
and of the cqulpmcnt purchaqed in determining when the interest of such Non- Consenting Party shall Fevert

to 1( as aoove provnded zf there is a credlt balance it shall be paid to =uch Non Consen!mg Party

It and when the Consentmg Parhes recover -from a Non-Consentmg Partys relinquished interest the
amounts provided for above, the relinquished interests of such Non Consenhng Party shall au!omatlcall)
revert to it and from and after suc@ reversion such Non-Consenting Party shall own the same inlerest'in such
well, the operating rights and woi;king interest therein, the material and equipment in or pertaining thereto,
and “ih;‘e ‘production therefrom as shich Nén—ConSén(i,ng Party would have owned had it pafticipaiéd in"the
drilling, reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
charged with and sha)l pay its proportnonate part of the further costs of the operatlon of said wc"v in accord-

ance with the terms of this agreement and the accounting procedure schedule, ‘Exhibit “C", attached herolo

Notwithstanding the proVisions of this Section 12, 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 else-

where on the Unit Area is producing, unless such well conforms to the then-existing well spacing pa‘(‘tvrn

for such source of supply. :
?he . ¢ "‘. etion—shaii-} Foati ; ; deith 4 ,
, well on the Umt Area, but shall app]y ‘to the reworkmg, deepening, or plugging b A€ 1nitial test well

after it has been dnlled fo the depth s"aecltled in Seﬂt:o_{x/],)‘—-zr i5, or thereafter shall prove to be. a dry
hole or non-c_ommercxal well, and to eils drilled,’ reworked, deepened. or ‘plugged back, or pro-
posed to be drilled, Tked, deepened, or plugged back, upon the Unit Area subsequent o the drilling of

13. RIGHT TG “TAKE PRODUCTION IN KIND
SubJect to.the .prmdcicna of Article XIX of: the Assignment and lgromm« "to which this Oporaung Agreesent~ls_.

-.axtacfwd.each party shall take in kind or separately dispose of its proportionate share of all 'oil and gas’pro-

duced from the Unit Area, excluswe of production whlch may be used in development and producing oper-
ations and’in preparmg ‘and treating oil fof marketing purposes and production unavoidably lost. Each party
shall pay or deliver, or causé to be paid or delivered, all’ royalues, overriding royalties, or other 'payments
due on its share of such produchon, and shall hold the othor parties free from any ]nabmly therefor. Am-
extra expenditure incurred in the taking in kind or separate disposmon by any party of its proportionats
share of the production shall be borne by such party.

Each party shall execute all division orders and conlracts of sale pertaining to its interest in produc-

tion from the Unit Area, and shall Je entitled {0 receive payment direct from the purchaser or purchasers

thereof for its share of all production.
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In the event any party shall fail o make the arrangements necessary to” take in kind or separalely
dispose of its proportionate share of the oil and gas produced from the Unit Area, Operator shall have the
right, subject to revocation at will by the party owning it, but not theA obligaiion. to purchase such oil and
gas or sell it to others for the time being, at not less than the market price prevailing in the area, which
shall in no event be less than the price which‘Oper?ator receives for its portion of the oil and gas prcduced
from the Unit Area. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to exercise ai any time its right to take in kind, or separately dispose of, its share of
all oil ‘and gas not previously delivered to a p\lrchaser. Notwithstanding the foregoing, Operator shall not
make a sale into interstate coramerce of any other party’s share of gas production without first giving such

other party sixty (60) days notice of such infended sale.

14. ACCESS TO UNIT AREA

Each party shall have access to the Unit Area at all reasonable times, at its sole nsk to 1nspect cr
observe operations, and shall have access at reasonable times to information pertaining to the development
or operation thereof, including Operétor’s books and records relating thereto. Operator shall, upon request,

furnish each of the other parties with copies of all drilling reports, well logs, tank tables, daily’ gauge and

run tickets and reports of stock on hand at the first of each month, and shall make available samples of any .

cores or cuttings taken from any well drilled on the Unit Area.

15. DRILLING CONTRACTS

All wells drilled on the Unit ‘Area shall be drilled on a competitive contract basis at the usual rates

prevailing in the area. Operator, if it so desires, may employ its own tools and equipment in the drilling

of wells, but its charges therefor shall not exceed the preirailing rates “in the field, and the rate of such °

charges-shall be agreed upon by the parties in writing before drilling operations are commenced, and such
work shall be performed by Operator under the same terms and conditions as shall be customar) and usual

in the field in contracts of mdependent contractors who are doing work of a similar nature,

16. ABANDONMENT OF WELLS

No well, other than any well which has been drilled or reworked pursuant to Seétion ‘ 12 hereof for
which the Consenting Parties have not been fully i‘eimbursed as therein provided, which has been com-
pleted as a prod_txcér shall be plugged and abandoned without the consént of all péx;ties; provided, however,
if all ﬁarties do not agree to the abandonment of any well; those wishing to continue its opgration shall tender
to each of the other parties its proportionate share of the value of the well's salvable material and ‘equip-
ment, determined in accordance with the provisions of Exhibit “C”, less the estiinated cost of salvaging and
the estimated cost of plugging and abandomng Each abandomng party shall then ass:gn to the non-
abandomng parties, thhout warramy, express or lmp]led as to title or as to quanhty, quahty, or fitness for use
of the equipment and material, all of its interest in the wéli and its equipment, together thh its ‘interest in
the leasehold estate ss to, but only as to, the interval or intervals of the formation Qr formatxons then open
{o production. The éssignments so limited shall encompa#s the “drilling unit” upon which the well is located.
The payinents by, and the assignments to, the assi'gynees shall be in a ratio based upon the relationship( of
thelr ‘respective percentages of participation’ in' the 'Unit Area to the aggregate of the percentages of partici-
pation in the Unit Area of all assignees. Tﬁere shall be no readjust__ment of interest in the remaining portion
of the Unit Area. o

After the assignment, the assignors shall have no further responsibility, liability, or interest in the
operation of or production from the well in the interval or intervals then open. Upon request of the assignees,
Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the
rates and charges contemplated by this ggreemé'nt, plus any additional cost and charges which may arise as

the roéhit of the separate ownership of the assigned well.

—
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS

Each party shall pay all delay rentals and shut-in well payments which may be required under the
terms of its lease or leases and submit evidence of each payment to the other parties at least ten (10) days
prior to the payment date. The paying party shall be reimbursed by Operator for 100% of any such delay
rental payment and 100% of any such shut-if{'well payment. The amount of such reimbursement shall be
charged by Operator to the joint account of the parties and treated in all respects the same as costs incurred
in the development and operation of the Unit Area. Each party responsible for such payments shall diligently
'attempt to make proper payment, but shall not be held liable to the other parties in damages for the loss of
any lease or interest therein if, through mistake or oversight, any rental or shut-in well payment is not paid
or is erronedusly 'Apaid. The loss of any lease or_'inter’est:therein which results from a failure to pay or an er-
roneous ﬁaYment of rental or shut-in well payment shall be a join( loss and there shall be no readjustment of
interests in the‘remaining portion of the Unit Area. If ariy party secures a new lease covering the terminated
interest, such acquisifon shall be subject to the provisions' of Section 23 of this agreement.

Operator shall promptly notify each other party herelo of the date on which any gas well located on

the Unit Area is shut in and the reason therefor.

18. PREFERENTIAL RIGHT TO PURCHASE

cerning its proposed sale, which shallliinCIUde the name and address of ‘the prospectiys rchaser (who must

be iea‘dy, willing and able to purchase), the purchase price, angd all o’th‘er terme~6T the offer. The other parties

shall then have an optional prior right, for a period of ten ( 10) g after receipt of the notice, to purchase

on the same terms ‘and conditions the 1nterest which the othreT party propo.ses to sell; and,’if this optional rlght

is exercised, the purchasirig parties shall share_the purchased -interest ‘in the proportions thai the “interest of

each bears to the total interest of all_pur¢ asmg parties. However, there shall be no preferential right to pur-

chase in those cases where gny party wishes to mortgage its interests, or to dispose of its interests by merger,

reorganization, copsotidation, or sale of all of its assets, or a sale or transfer of its'interests o a subsidiary or

rrffany, or sub'si'diary'of a parent ¢ompany, or to any company in which anj';’ one parly owns a ma-

19. SELECTION OF NEW OPERATOR

Should a sale be made by Operator of its r'ights and intérests, the other parties shall have the right
within sixty (60) days after the date of such sale, by majority vote in interest, to selecl a new Operator. If
& new Operator is not so selected,; the transferee of the present Operator shall assume the duhes of and act as
Operator. In ¢éither case, the retmng Operator shall ‘continue to serve as Operator, and discharge its duties
in that capacity under this agreement, until its successor Operator is selected and begins to finction, ‘but the
present Oparator shall not be f')bligat/ec]== to continue the performance of its duties for more than 120 days after

the sale of its righfs"and interests has been combieted.

—8—
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20. MAINTENANCE OF UNIT OWNERSHIP

For the purpose of maintaining uniformity of ownership ir.the oil and gas leasehold interests covered by
this contract, and notwithétanding any other provisions to the contrary, no party shall sell, encumber, transfer
or make other disposition of its interest in the leases embraced within the Unit Area and in wells, equipment

and production unless such disposition covers either:
(:l) the entire interest ofAiheﬁpartyrin all leases and equipment and production: or

(2) an equal undivided interest iﬁ all leases and equipment and production‘in the Unit Area.
Every such sale, encumbrance, transfer or other dxsposmon made by any party shall be made expressly

sub;ect {o this agreement, and shall be made without pre]udlce lo the’ 'tights of the other parties.

If at any time the interest of any party is divided among and owned by four or moré co-owners, Opera-
tor may, at its discretion, require suéh' co-owners fo appoint a single trustee or agent with full authority to re-
ceive notices, approve expendxtures receive billings for and approve and pay sich party’s share of the joint
expenses, and to deal generally with, and with power to bind, the co-owners of such party S mterests within
the scope of the operations embraced in this contract; however, all such co-owners shall enter into and execute
all contracts or agreements for the disposition of their respective shares of the il and gas produced from the

Unit Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.
21. RESIGNATION OF OPERATOR

Operator may resign from .its dutiés and obligations as Operator at any time upon written notice of not
less than ninety (Qb)'days given to all other parties. In this case, all parties to this coniract shall select by
majority \{ote in interest, not in n‘if‘mb‘ers, a‘new Operator Who shall' assume the r'esponsibilyities anddﬁtie‘s, and
have the rights, prescribed for Operator by this agreement. The retiring Operator shall deliver to its successor

. all records and information necessary ‘'to the discharge by the new Operator of its duties and obligations.
22. 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 costs of developing and
operating the Unit Area. Accordingly, the lien granted by each parl} to Operator in Secﬁdn 9 is given to se-
cure 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 them liable as partners.

i 23, RENEWAL OR EXTENSION OF LEASES

If any party secures a rénewal of 'any oil and gas lease subject to this contract, each and ail nf the other
parties shall be notified promptly, and shall have the right té‘participa_te in the ownership of the renewal lease
by paying to the party who acquired it their several proper proportionaté shares of the acquiéitién cost, which

shall be in proportion o the interests held at that time by the parties in the Unit Area.

It some, but less than all, of the parties elect to partmpate in the purchase of a renewal lease, it shall
be owned by’ ‘the parties who elect to participate therem, in a ralio based upon the relatxonshlp of thexr respec-
tive percentage of parhc:pat:on in the unit area to the aggregate of the percentages of participation in the unit
area of all parlies par(icipating in the purchase of such.renewal lease. Any renewal Jease in which less than
all the pai‘ties‘elet:t to participate shall not be subject to this agreement.

Each parly who participates in the purchase of a renewal lease shall be given an assignment of its pro-
portionate interest th’erél'n by the acquiring party. k

The pmvisnons of this section shall apply {o rénewal leases whether ‘they are for the entire mterest
covered by the expiring lease or cover only a portion of its area or an interest therem Any renewal lease
taken before the expiration of its predecessor l-:ase. or taken or contracted for within six (6) m‘ohihs after
the expiration of the existing lease shall be subject lo this provision; but any lease taken or contracted for
more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and

shall notl be subject to the provisions of this section. ¥
The provisions in this section shall apply also and in like manner to extensnons of oil and ga-

—f—
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24. SURRENDER OF LEASES

The leases covered by this agreement, in so far as they embrace acreage in the Unit Area, shall not be

surrendered in whole or in part unless all parties consent.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties not agree or consent, the party desiring to surrender shall basys‘ign, without express or implied
warranty of title, all of its interest in such lease, or portion thereof, and any well, material and equipment
which may be located thereon and any fights in production ihereatter secured, to the ;barties not desiring to
surrender it. Upon such assxgnment the assxgnmg party shall be relieved from all obhgatxons thereafter ac-

. cruing, but not theretofore accrued with respect to the acreage assigned and the operahon of any well there-
on, and the assigning party shall have no further interest in the leace assigned and its equipment and production.
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 acr'eage,‘determiﬁed in ac'cdrdance with the provisions of Exhibit “C”,
less ihe estimated cost of salvaging and the estimated cost of plugging and abandoning. If the assignment is in
favor of more than one party, the assigned interest shall be shared by the varties assignee in the proportions

that the interest of each bears to the interest of all patties assignee.

Any assignment or surrender made under this provision'shall not reduce or change the assighors’ or sur-
rendering parties’ interest, as Il was imimedialely before the assignment, in the balance of the Unit Area; and
the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter be subject to the

terms and provisions of this agreement.

25. ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of a
well or any other operation on the Unit Area, such contribution shall be paid to the party who conducted the
drillihg or othér operation and shall be applied by it against the cost of such di'illing or othef operation, - If
the’ contribution be in the form of acreage, the party to whom the contribution is ' made shall promptly execute
an assignment of the acreage, without warranty of title, to all parties to this agreement in "pxjoportion t;their
interests in the Unit Area at that time, and such acrage shall become a part of the Unit Area and be governed
by all the provisions of this contract. Each party shall promptly notify all other parties of all acreage or
money contributions it may obtain in support of any well or any other operation on the Unit Area,

26, PROVISION CONCERNING TAXATION

Each of the partiés hereto elects, under the aytho;’ity of Section 761(a) of the Internal Revenue Code of
1854, to be excluded from the épplication of all of the provisions of Subchapter K of Chapter 1 of Subtitle A of
the Internal Revenue Code of 1954. If the income tax laws of the state or states in which the property covered
hereby is located contain, or may hereafter contain, provis:ons similar to those contained in the Subchapter of
the Interhal Revenue Code of 1954 above referred to under which a simi\'lar election 1s permitted, each of the
parties agrees that such election shall be exercised. Each party éuthofizes and directs the Operator to execute
sﬁch an election or elections on its behalf and to tile the election with the proper governmental office or

agency. If requested by the Operator so to do, each party agrees to execute and join in such an’election.

Opérator 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 lawfully assessed thereon.

Operat(;r shall bill all other parties for their proportionate share of all ta)g payments in the manner
provided in Exhibit “C". )

If any tax assessment Is considered unreasonable by Operator, i_t may at its discretion protest such valua-
tion within the time and manner prescribed by law, ah& prosecute the protest to a final determination, unless
all parties agree to>abandon the protest prior to final detérmination, When any such protested valuation shall
have been finally determined, Operator shall pay the assessment for the joint account, together with interest and
penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as provided

fn Exhibit “C*,
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27. 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. Operator shall also carry or pro-
vide insurance for the benéﬁt of the joint account of the parties as may be owtlined in Exhibit "D" attached
to and made a part hereof. Operator shall require all contractors engaged in work on or for the Unit 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 re-
ceives the approval of the parhes, no direct charge shall'be made by Operator for premiums paxd Ior such in-

surance for operator’s fully owned automotive equipment.
28. CLAIMS AND LAWSUITS

If any party fo’'this contract is sued on an alleged cause of action arising out of operations on the Unit
Area, or on an alleged cause of action involving title to any lease or oil and gas interest subjected to this con-
tract, it shall give prompt written notice of the suit {o the Opeiator and all other parties.

The defense of lawsuits shall be under the general direction of a committee of lawyers representing the
parties, with Operator's attorney as Chairran. “Suits may be settled during litigation only with the joint con-
sent of all. parties. Noﬂcharge shall be made for services performed by the staff attornéys for any of the
parties, but Vothe-'rwise all expenses incurred in the defense of suits, together with the amount paid to discharge
any finai judgment, shall be considered costs of operation and shall be charged to and paid by all parties in
proportion to their then interests in the Unit Area. Attorneys, other than staff atiorneys for the parties, shall
be embloyed in la\iéuits involving Unit Area operations only with the consent of all parties; if outside counsel
is employed, their fees and expenses ;hall be considered Unit Area expense and "Qhé]l be paid by Operator and
charged to all of the parties in proportion to théif then interests in the Unit Area. The provisions of this
paragraph shall not be apblied in any instance where the loss which may result ffom the suif is treated as an
individual loss rather than a joint loss under prior provisions of this agreement, and all such suits shall “be
handled by and be the sole responsibility of the party or parties concerned.

Damage claims caused by and arising out of opétatidns on the Unit Arga, conducted for the joint ac-

~count of all parties, shall be handled by Operator and its attorheys, the'settlemgnt of claims of this kind shall

be within the discretion of Operator so long as the amount paid n settlement ot any one ciaim does not exceed
one thousand ($1000.00) dollars and, if settled, the sums paid in settlement shall be charged as expense to

and be paid ‘by all parties in proportion to their then interests in the Unit Area.

29. FORCE MAJEURE
, It any party is rendered unable, wholly or in part, by force majeure to’darry out its oi;ligaiions'ﬂunder
this agreement, other than the obligatij,&n'to make money payments, that party shall give to all other parties
prompt written notice of the force majeure wiih reasonably full particulars concerning it; th’ere’upon.ﬁ the
obligations of the party giving the notice, so far as they are affected by the force majéure, shall be suspeﬁded
during, but no longer than, the continuance of the force majeure. The affected party shall use all possible
diligence to remove the force msajeure as quickly as possible.

The requirement that any force majeure shall be remedied with a)l reasonable disbéich shall not require
the settlement of strikes, lockouts. or other labor dimculty by the party involved contrary to its wishes; how
all such difficulties shall be handled shall be entirely within the dnscret:on of the party concerned.

The term “force majeure” as here employed shall mean an aét of God, strike, lockout, or other industrial

.disturbance, act of the public enemy, war, blockade, public riot, ligﬁtning, fire, slorm, flood, explosion, gov-

e‘rnménta'l" restraint, unavailability of equipment, and any other cause, whether of the kind specifically enum-
erafed above or otherw}se, which 15 not reasonably within the conirol of the parly claiming spspension.

30. NOTICES

All notices authorized or required between the parties, and required by any of the provisions of this
agreement, shall, unless otherwise specifically provided, be given in writing by United States mail or Western
Union Telegram, postage or charges prepaid, and addressed to the party to whom the notice is given at the

—11—
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addresses listed on Exhibit “A”. The originating notice to be given under any provision hereof shall be deemed
given only when received by the party to whom such notice is directed and the time for such party to give any
notice in response thereto shall run from the date the originating notice is received. The second or any re-
sponsive notice shall be deemed given when deposited in the United States mail or with the Western Union
Telegraph Company, with postage or charges prepaid. Each party shall have the right to change its address
at any time, and from time to time, by giving written notic? thereof to all other parties.

31. OTHER CONDITIONS, IF ANY, ARE:

31-A. TAXES ON PRODUCTION

At and during such time or times as Non-Operator is exercising the right to take
in kind or separatel; dispose of its pr@ortibnate part of the production as set forth
in Section 13 hereof, Non-Operator shall pay or arrange for the payment of ‘all pro-
duction, severance, g’athe;ring, sales or similar taxes inpos_ed upon such part

At and during such time or ‘times as Operator or any other party is purchasing
or selling another Non-Operator's proportionate part of prodﬁction, as set forth in
said Sectioﬁ 13, Operator or the party or parties receiving or s’éll‘i'ng said productidn,
shall pay or arrange for the payment of all production, severance, gathering, sales or
similar‘taxes inpoéed upon such party and shall deduct the amount of tax so »paid“from
any proceeds due the owner of such production.

31-B. BURLENS CREATED SUBSEQUENT TO THIS AGREEMENT

Notwithstanding anything herein to the contrary, if any working interest owner
' shall, subsequent to the execution of this agreement, Create an overriding royalty,
production payment, net proceeds interest, car'ried interest, or any other intefeSt out
» of its working interest (hereinafter called "subsequently created interest"'), such sub-
| sequenﬁly creatéd‘inf:erest shall be specifically made subject to all the terms and pro-
visions of ‘:th-is agreement. 1f the working interest owner from which such subsequently
created 1nterest is creatéd (a) fails'to pay when due its share of costs and expenses
chargeable hereunder, and its share of production’ accrumg hereunder is insufficient
to cover such costs and expenses, or (b) elects to go 4nonoonsent urder Section 12, or
~ (c)melects tb abandon a well under Section 16 hereof, elects to shrrehder a lease under
Section 24 hereof, or otherwise wi'thdraﬁé’ from this agreement, the subsequentl_y Created
interest shall be chargeable with a pro-rata éoi:tion of all costs and expenses héreunder
in the same manner as if such subsequently created interest were a working intereét,
‘and operator shall have the i:ig‘ht to enforce against such éubsequehtly ‘created interest
| the lien and all other rights granted in Section 9 hereof for the purpose of collecting

costs and expenses chargeablé to the subsequently created interest.




31~C. FAIR EMPLOYMENT PRACTICES

In connection with the performance of work under this Operating Agreement,
Operator agrees to comply fully with all provisions of Exacutive Order 11246 of
September 24, 1965. A copy of the Equal Employment Opportunity Provision as ‘Set
out in said order is attached hereto as Exhibit "EM,

31-D. COMPLIANCE WTTH ALL LAWS. RULES AND REGULATIONS

“Operator agrees to comply fully with all applicable laws, rules and regu.latlons
pertalm.ng to operations conducted pursuant to this agreement.

31-E. DISPOSITION OF PRODUCTION

The right to take production in kind as set out in Section ‘1‘3 is subject
to the prior call on ’productib'n retained by Phillips Petrolewm Company under
“Article XII of the Assignment and Agreement to which this Operatmg Agrecment is
attached.
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

successors, representatives and assigns,

ATTEST: e

OPERATOR

~ATTEST:

ATTEST:




EXHIBIT "A"

ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED
THE 26TH DAY OF JUNE, 1978, BY AND BETWEEN HNG OIL COMPANY
AS OPERATOR AND PHILLIPS PETROLEWM COMPANY AS NON-OFERATOR

_ AREA AND DEPTHS SUBJECT TO THIS OPERATING AGREEMHNT

The area covered by thls Operating Agreement shall be
the area reassigned to ‘Phillips’ pursuant to the pro-
visions of Article XVIII-H of the A551gnment and Agree-
ment to which this Operating Agreement is attached as
an agreement. This Operating Agreement shall cover the
depths conveyed by such reassignments. The interests
of the parties shall be those reassigned to Phillips
and dare owned by Phllllps, all other interest is owned

by’ operators.

AREA AND ADDRESSES OF THE PARTIES

o1
85

HNG OIL COMPANY (Opcrator)
MIDLAND, TEXAS 79702

PHILLIPS PETROLEWM COMPANY
4001 PENBROOK
ODESSA, TEXAS 79762




PRODUCERS 88 REV..TEX. A (264) EXHIBIT “B"

ATTACHED-TO AND MADE A PART OF OPERATING

AGREEMENT DATED THE 26TH DAY OF JUNE, 1978,
BY AND BETWEEN HNG OIL COMPANY AS OPERATOR AND

PHILLIPS PETROLEUM COMPANY AS NON-OPERATOR.

Lansor, In fderstion of Dollere (8.
fa hnd recelpt of which h bere scknowledred, and of the nydu- herala provided and of the agreements of the Teaset berelt contained, bereby grants, kuu’n
and Jeta exclusively onto lesses for the purpose of investigatiog, loring, prospecting,  drilliag, ‘mining snd operating for snd producing oll, gas, and all
other minerals, Injecting ¥as, waters, otber flulds, snd air Into sobsurface strats, laying plpe lines, storing ofl, bullding tenks, power stations, uhpb::‘c RETEN

and other structures and things therson to produce, ssve, tske un of, treat, process, store Aad transport sald minerals and other produsts manufacty
trom, and Dousing and otberwise caring for its smployess, the following deseribed land I Connty, Tuxas, to~wit:

EXNIBIT "‘s" o

N

Notwithstanding the refererice to "oil" dnd "bthér minerals”
this lease shall cover gas and all associated liquid
hydrocarbons only. .

! !u!)ecl 1o the otber provislons berein  contain Is lensd aball remsin in force for s term of len this date (called “primary term™),
an

eelghth, “elther In kind or ‘value at the well or mlnc. at
st sny time, eftber before or aftes the expiration of the primary term of

ecanoe’s foctior& except that on’ sulphbur - the royalty
roducing  natural gas, eondeénsate, distillate or any

is Jease, If there s o gas well or wells

all other minerals mined ' and marke
shall be One Dollar (81.00) per long wn; lnd (¢

any assignee hereunder may. pay or; tender an annual. royalty rqu-! to the amount ‘of
r; and if such payment or. ten considered under 8)l provisions of this lease that gas is

thr this lesse by the party making such psyment or len
rernises in paying quantities for one (1) yesr from the date ‘such payment or tender is made, and in like manner subsequent annual

vab

ey

; payroent or len y rentals; and
vision thereof, it shall nevertheless continue in force for s period of ninety (50) days from the lasl date on which a gas well loceted on the leased grem»eq ja ~huln|;:{.
¢l

‘, or for ninety (90) dsys following the date to which this leese is continued in force b{ ome other provision thereof, aw the case may be. within which ninety-dsy pe:
or any assignes hereunder may comamence of resurde the paymetl or tender ol the royalty as berein pmv:doa

ihe ] ‘d red by It or nny p-n thcmf -n.h any othcr"!-
Unlta pooled for oil hereunder shall not excecd. forty (

& e

eent {109%) thoreof, md unita pooled ‘for gas bere hn not sxceed aix bhundred forty (840) acres plus s tolerance of ten per cent (30 thereof, provide
if sny Federnl or State law, Executi er, rulé or regulation shall preseribe a ps vltkrn for tha development of du ﬁeld or n.lloe‘h?)produl ‘allowal
sereage per well, then any such embrace as nuch sdditional ‘acreage as y be 80 prestribed or as msy be used in such allocation or all
eball file written unit- denirmt!on- in .the county in. which the premises are lmhd Sucb unlh may be deignated elther before or ‘after the comp)
Drilling operati snd p tion on any part of pooled acreage shall be treated as ll such drllllnhomuou were upon or such production  was from the
descrided in this lem whether .the well or wells ocated on the land covered by this lease or not. tire acreage pooled Into a unit shall be treated for all

rposes, excent the payment of royalties on prodiction !rom the pooled unit, as {f it were Included in this Jease. In liew of the royalties berefn provided, lewsor shall

»u

recel rodoction f 2 unit 0 pooled only such portion of the royalty stipulsted bereln as the smount of his acre laced In the unit or his alty {nte;

tbcu‘lr: :: zn ne:no:ne br:-’{: bears to_the total unuco ogopoolod In the pa'rt!euhrpunll involved. * Bt o axe P " umie or royalty intermt
thcr'vjul lesses should drill and abandon s dry hole or holes thereon, or if,

8. If, prior to discovery of oll, gas, or other minerals on-3ald land or land pooled
“after discovery of oll, gas, or other mmer-l:é ths production thereof should cease from any eniise, this Jease shall not terminate If lessee commences reworking or

additlonal drilling operations within sixt s thereafter

] ? ole /l¢ completed And sbandoned at any time during the
Primar o discovery of c!l. g84, or. other mlnonl pn *sald land or Jand pooled therewith, 10 H perstions. are neces-.
sary in order 10 keep the‘luu fn fores durlng:the remainder-of the primary term. If, at-the expiration of the prlm-r{ term, oll, or otheér mlnenl {s not being
produced ‘on sald land or Jand pooled tbcrewllh but lesses’ lo then engaged in operstions for drilling, mining, or reworking of any well or mine thereon, this lease
shall ‘remain In force s long u aﬂmn.. wining, or reworking operations sre prodeculsd {whether on un u:m or different wellu) with no cessation of more than
sixty (80) conzecutive days, snd If they result In production, 2 long thareafles 4b oi}, gas, or other min veed from eald land or Tand pooled ‘herewith. In
d be brought in on adjacent l.nd And vlthln three hundred thlrh? (330) feet of and draln-

the event a well or wells produclng oll or gas In paying’ quun!ltl hould
ing the lessed premlises, lessee sgrees to drill sach oﬂ\'gt wells a_reasonably pradent operator would drill under the samse or sim! matances.

7. Lesses shall have free uie of of], gas, and water from said land, except waler from ll-vr’n wells and ftanks, for | all openuom hmndm Ineludh\l »
' pressire maintenance, eyeling, and secondary recovery operations, and the roralty shall be after 1 used, Ln

xht at any time during or after the unlmtlon of tbb lnu remove l[l ‘property and fixtures nlnd by lessee on sald land, Ineludtn' tho rl:ht
rovisions hcml shall extend 1o the ‘helrs, execuilors, adminis

draw and remove all casing.
l The ﬁx\m oi dt!wr party hereunder w be Ind in whols or in part an
1, but no ehtnn or . divislon {n cwnership of the land, r? however mampllshod. shall operate to enlarge
tbo ob!!ullonl or dlmlnf:h the rights of lessee. No such cbln? or divislon fn the ownembip of the lan ,—or rovaltles lhull be binding upon lessee for any
purpose until such ~person sequlrin in beasee  with - the Instrument or Instruments, or certifed

lons Rereunders and. 1f ‘lessce or sselened of pert or patis hereol,
tions “bereunder, essee or sl of part: or e
_— _ s ‘n ] h ith - an provision of the' lem. such default sball not affect this lease in 30 far as

men cove reundst doe to—fom mlj:l:.?l\:-;n:m-"-{;::«-n; feire™
de wuhouh. l-ndllldu. nnd llfhthln‘. acts of the public enemy; wars, blocke

‘as employed heveln t'any ‘Ine e, floo

ades, insurrectio ¢ . ] acts, orders or requestaof federa), state, munlcipal or other governments

or governmental o ) l th Y i fallures} exhaustion or unavallabflity. or detays in dellvery of any produet; Inbor,

service,or material. lf lu : ; ? ¢ rected by "f e or municipsl law, executlve order, rule, regulation or 1aquest enacted or promuls

gated under color of authority to ¢ g rations,. moxk ng operations or producing operstions on the land covered by this lease or {f lessre by foree
such time ‘as such lsw, order, rule, regulation,

majeure Is prevented from eonducun: drmln: opentlor\q rework(u erations or producing operations..then until
request or force majeure {s° terminsted ‘and:for ‘a perlod of ninety (90? days after ‘such termination esch snd every provision of this lease that might operste to
terminate (t or the estate conveyed It l.be suspended and [noperative and this lease shall eontinue fu full force. 1f any period of euspenalon oceurs during

the primary term, the time thereo! Jed 1o such term;

10. Lessor bereby warranta and agrees defend tho mlc to sald lnnd. and sprees that lesere, ot |h option, may dhe‘um -n tax, moru-n o
other lien upon sald land, and In the event lesses doss 00, shall be subropated w tneh Iltn wm- the right to enforce eame and :m) ties
f. warrsnty in the nnnt of /fallure or e, agreed ung, 1t
to be d ledsor shall be ndu«d proportionately ;

seccrulng bereunder soward ‘eatisfying - same. Without |mp&lmm( of |ﬂl.!l r
lossor owns an Interest in sald land lesn than the entire fee simple wtate. thn ro‘y r
t -hall nevertbeless be dlading upon the party or parties exscuting

should any ons or mére of the parties named above as lessors fall to executls uall lesss,
.u-n 10 Jessor or hls Deirs and n-lm‘ b

Lessee, ita/bls successors snd asslgns, shal) ha right at any me to surrender thls Iun. lu wboh or io part, o
dcllnrin: or matling a release thereof to the louor.)or g ':'lt ing & nlxn':h.ono: of record In ¢ wh Id land {s sltosied : therey

Hlned from sll oblliulon- cxim-cd or Imﬁliodl of this nr«mml as to the acresge 80 wrnndtnd.

IN WITNESS WHEREOF, we sign the day and year firet sbove writiem,

produced from Lhe leawd p
ro;nfl payments may be made or lendered and 1l will be considered under all provisions ol this lease that gas is bei roduces] from the leased premises in pavin
B qulnlllu: dunr&fm{ annual period for which such royally is paid or tendered. such royalty may be paid or mkﬁw‘
dels when there is a shul-in gas well or welli on . the leased premises if this Jewse s not continued in” forre under. some other pro-

on the above land (snd for the purposes of thls clauisé (d) the term “gas well” shall Include wells capable of g
gaseous substance and wells duuﬁed a3 gas wells by any governmental authority) ‘and such well or wells are shut 1o before orﬂnl_’}er_producllon theref j;’m« or, ‘la
or in this lease rr e ncmn?ﬁm ed u un- *
r 13 made, 1l aha

10w

* 10%89|

OAnq'

§
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and ‘ws long thereafter s oil, ges; or other mineral Is: produced from sald land or land with which st (7]
.. The royaltles o ba pald by lessce are: (a) on oll, and on other lquid. bydrocarbons saved at the well, one-elghtd of that ‘produced and saved from i
said land, same to be delivered at the wells or to* credit of lessor In’the pipe line to which the welle:may be tonnected: lessor’s {ntevest In elther case aball O
: B bear_its proportlon of any expenses for treating: ofl to mnh $t 'marketable as'erudé; (b) on gm, lneludlnt casingbesd gas and all gascous substsnces, produced ©
M from said lmd and nold - used off the prembses’or #n the manufsctvre of ltne of other product therefrom, the moarket value at the mooth of the well of
one-eighth of the gés ec sold ‘or used, ro,vid“e_d that on gas sold at the wells the royalty absll be onee fhlh of tht amount realized from such sale; (c) on' o
2
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THE STATE OF TEXAS }

COUNTY GF

BEFORE ME, tbe undersigned authority, a Notary Publicin and for

County, Texas, on this

....... known to me to be the person whose name is
he executed the samie for the purposes and consideration

day personally appeun&...... .........
subscribed to the foregoing instrument, and acknowledged to me that ......

‘therein expressed.

Given under my hand and seal of office this.............dsy of , A. D, 19
Notary Pablie,. County, Texas.
THE STATE OF TEXAS }
COUNTY OF
BEFORE ME " the undersigned authority, a Notary Public in and for __Cuunty, Texas, on this

dzy personally. appeared and
his wife, both known to me to be the persons whose names are subscribed to the foregoing instrument, and acknowledged to me

that they executed the same for the purposes nnd eonside.nt:on therein expressed; and the said

................ wife of the said..
baving been examined by me privily and apart from her busband, and baving the same tully explained 'to her, she, the said

............... uknowledged such instrument to be her-act and deed, and de-
“clared that ehe had wx!hnzly signed the same !or the purposes and tonaideration therein e.xpreued and that she did not wish to

retract it.

" Given nnder my hand and seal of office this...... day of. ,A.D. 19 ..
Notary Publlc,-Countv, Texas,
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THE STATE OF TEXAS S }
COUNTY OF.C

....County, Texas, on this

BEFORE ME, thé \mderaigned authority, a Notary Pabli¢ in and for

da rsonally appeared and.. .
hlsy mp:e, both {nox\:& to me to be the persons whose liames are subseribed to the foregolng {nstrument, lnd acknowledged to me

* that they executed the same !cr the purposes and consideration therein expressed; and the said

........................................ wife of the said
hnvinz been examsned by me privily and apart from her husband, and Having the same fully explained to her, ‘she, the said

acknowledged such instrument to be her act and deed, and de-
ehred t%mt she had wxllmgly signed the same for the pnrpom and consiceraiion therein expressed, and that she did not wish to
retiract it,

Given under my band and sea) uf offiee this..........._... P day. of

"Notary Publie,......ce civimnnienionnnmnmessessssmnnn COTE a8,
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EXHIBIT “cC

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

‘1, Definitions _
“sJoint Property" shall mean the real and personal property subject to the agreement to which this Accounimg

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 ﬂue party designated to conduct the Joint Operations.

“Non-COperators” shall mean the parties to’ thls agreement other than the Operator.

“Parties” ‘shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean' those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly emp]oyed on the Joint Property in a field operat-

ing capacity.

“Technical Employees” shall mean those employees havmg ¢ial and specific enginieering; genlogical or other
professional’ skills, and whose primary funciion in Joint Operations is the handling of specmc operating condi-
tions and problems for the benefit of the Jomt Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.

“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controliable Material”’ shall mean Material which at the fime is so classified in the Material Classification Manual
as most recently recommended by the Councﬂ of Petroleum Accountants Societies of North America.

4

Statement and Billings

Operator shall bill Non- Operators onor before the last day of each month for ‘their proport:onate share of the
Joint Account for the’ precedmg month.” Such’ bllls wrill be accompanied by staterients which identify the author-
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications ‘of in-
vestment and expense except that items of Controllable Matenal and unusual charges and credits shall be sep-

arately identified and fully described in detax]

. 'Advances and Paymentis by Non-Operators

Unless otherwise provxded for in the agreement, the Operator’ may require the Non-Operators to advance their
share of estimatéd cash outlay for the succeeding month’s operation. Operator shall adjust each monthly bmmg
to reflect advances received from the Non- Operators

Each Non- Operator shali’ pay its proportion -of all bills within ftfteen (15) days after receipt If payment is not
made within such tune, the unpaid balance shall bear interest monthly ‘at the rate of twelve percent (12%) 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 attorriey’s fees, court costs, and other costs in connection with

the collection of unpaxd amounts.

. Ad]ustme'tts

Payment of any: such’ bll]s shall not preJudlce the rxght of any Non: Operator to' protest or guestion” the correct-
ness thereof; provided, however, all bills and- statements réndered to Non-Operators by Operator during “any
calendar year shall conclusively be presumed ‘to' be true and correct after twenty-four (24) months following
the end of any such ‘calendar year, unless within the said- twenty-four (24) month ‘period a Non-Operator takes
written ‘exception thereto and makes claim on Operator for ad)ustment 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 resultmg from a physical inventéry of Controllable Material as provided for in Section V.

Audits .
A. Non- Operator, upon notlce in writing to Operator and all other Non-Operators shall have the rxght to audit Ope..
rator’s accounts and records relating to the Joint Account for any caléndar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an’audit shall ‘not extend the
time_for: the taking of ‘written exception to and the adjustments of accounts as provnded for in Paragraph 4 of this
Sectlon 1. ‘Where there are two or more Non-Operators, the Non-Operators shall make" every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor.  Operator shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless agreed

to by the Operator,

Approval ‘by Non-Operators
Where an approval or other agreement of the Parties or Non- Operators is expressly required under other sec-
tions of this Accountmg Procgduro and if the agrecment to which this Accounting Procedure is attached contains
no contrary provisions in regard ‘thereto, Operator shall notify all Non-Operatore of the Operator's proposal, and
the agrecment or approval of a majority in interest of the Non-Operators =l 1 bo controlling on' all \k)n-Opera-

tors.
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I1. DIRECT CHARGES

Operator shall charge the Joint Account with the following iterns:

1. Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operatjons.
2. Labor T
Salaries and wages of Operator's fieid empioyees direcily employed on the Joint Prop’é‘rty in the conduct
of Joint Operations.
(2) Salaries of First Level Supervisors in the field.
3) Salarxes and wages of Technical Employees directly employed on the Joint Property if such charges are
excluded from the Overhead rates.
.B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable fo the Joint Account under Paragraph 2A of this Section
11.  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 I1. 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’ authorlty ‘which are
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-

tion II. i
D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under

Paragraph 2A of this Section II.

a 2

A, (i)

3. Employee Benefits
Operator’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 Sect:on II shall’ be "Operator’s "actual

cost not to exceed twenty per cent (20%).

4, Materlal
Matenal purchased or furnished by Operator for use on the Joint Property ‘as provxded under Section 1V. 0'11y
such Material shall be piirchased for or transferred to the Joint Property -as may be required for immediate use

and is reasonably practical and consistent: with efficient and cconomical gporations. 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: )
A. If Material is moved t6 the Joint Property from the Operator’s Wwaréhouse or other properties; no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recoghized barge terminal, or railway receiving point where'like material is normally available, unless agréed

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 than the distance to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by’ ‘the Parties. No charge shall be made to the Joint Ac-

‘count for moving Material to other properties belonging to Operator, unless agreed to by the Parties.
In the application of Subparagraphs A. and B above, there shail be no equahzahon of actual gross trucking cost

C.
of $200 or less excluding accessorial charges.

6. Services .
The cost of contract services,; equipment and ummes prov1ded by outside sourceés; except services excluded by

Paragraph 9 of Section II and Paragraph 1. ii of Section III." The cost of professmnal consultant services and con-
tract services of technical personnel dirasctly engageli on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di-
,rectly engaged on the Joint Property shall not be charged to the Joint Account unless prevxously agreed to by

" the Parties.

7. Equipment and Facilmes Fumished by Operator .
A. Operator shall harge the Joint Account for use of Operator owned equipment and tacxlxnes ‘at rates’ com-
mensurate with costs of ownership and operation. Such rates shall include costs of mamtenance repairs, other
operatmg expense, insurance, taxes, depreciation, and interest on investment not to exceed exght per cent (8%)

per annum; Such rates shall not exceed average commiercial rates currently prevailing in-the immediate area

of the Joint Property.
B.. ‘In iieu of charges in Paragraph TA above, ‘Operator may elect to use average commercial rates prevalling in
the irhmediate area of the Joint Property less 20%”g For automotive equipment, Operator may elect to use rates

published by the Petroleum Motor Transport ‘Association.

8. Damages and Losses to Joint Property .
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses ircurred by fire, flood, storm, theft, accident, tr other cause, except those resulting from Operator's
gross negligence or willful mlsconduct Operator shall furnish Non-Operator  written notice of damages or losses

incurred as soon as practicable after a report thereof has been received by Operator.

9. Legal Expense :
Expense of handling, mvestlgatmg and settlmg htlgatlon or ‘claims, discharging of liens, payment of judgments

and amounts pzid for settlement of claims incurred in or “resulting from operations under the agreement or
necessary to protect or recover the Joint "Property, “except that no charge for services of Operator’s legal ‘staff”

or fees or expense of outside attorneys shall be made unless previously agreed to by the Partics. All other legal
e ‘(«d to b\' lh\‘

expense is considered to be covered by the overhead provisions of Section III unless otherwise
Parties, except as provided in Section I, Paragraph 3.
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10.

11.

12,

Taxes

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

Insuranes : ;
Net pfemiums paid for insiirance required to be carried for the Joint Operations' for the protection of the Par-
ties. . In the event Joint Operations are conducted in'a stale in wkich 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.

Other Expenditures

Any“other expenditure not covered or deait w:th in the foregoing provisions of this Section II, or in Section Iii,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operatlons

III. OVERHEAD

Overhead - Drilling and Producing Operations ,
As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:

( X ) Fixed Rate Basis, Paragraph 1A, or

( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed {o by the Parties, such charge shall be in lieu of costs and expenses of all ‘offices
and salaries or wages plus apphcable burdens and expenses of all personnel; except those dlrectly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside -sources in connection with
matters of taxahon, traffic, accounting or matters before or involving governmenial agencies shall be considerad
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 e
The salanes, wages and Personal Expenses of Technical Employees and/or the cost of professmna] consultant
services and contract services of bechmcal personnel directly employed on the Joint Property sha’l ( ) shall

not X ) be covered by the Overhead rates.

i.

ii.

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

Drilling Well Rate $ 2578'
Producing Well Rate $_ 318

(2) Application of Overhead - Fixed Rate Basis shall be as follows:

(a) Dnlhng Well Rate
[1] Charges for onshore dnllmg wells shall begm on the date the well is spudded and terminate on
the date the drilling or cOmpletmn rlg is releaséd, whichever is later, except that no charge shall
- be made during suspension of ¢rilling operations for fifteen (15) or ‘more consecutive days.

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

3] Charges for wells undergozng any type of workover or recompletion’ for a perlod 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) Producmg Well Rates »

{1] An active" well either produced or mJected into for any portion of the month shall be considered
as a one-well charge for the entire month.

[2] Each achve completxon in a multi-completed well in which productlon is not commingled down
hole shal] be consxdered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority. o g

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall be considered as a one-well charge provxdmg 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 pluggmg and abandonment operations

are completed on any well
[5] All other inactive wells (mcludlng but not limited to mactwe wells covered by unit allowable,
lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge,

(3) The well rates shall be adjusted as of the first day of April each year followmg the effective“date of the
agreement to which this Accountmg Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weexly earnings of
Crude Petroleum and Gas Productlon Workers for the last calendar year compared to the calendar year
preceding as shoy/n 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 publwhod by Statistics Canada, as appficable. The adjusted rates shall -

the rates currently in use, plus or mimis the computed adjustment.
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tors in ‘surplus condition ‘A’ or ‘B Material. The disposal of surplus Controllable Material not purchased by the Opera-

B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:

(a) Development
e Percent (%) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II and all salvage credits.

v) Operating :
e _Percent (%) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.
(2) Application of Overhead - Percentage Basis shall be as follows:
For the purpose of determining charges on 2 percentage basis under Paragraph 1B of this Scctxon xn “de-
velopment shall include all costs in connection with drilling, redrllhng, deepemng or any re
hons on auy Or all weiis Juvuxvurg the use of u..umg Ciew. aind equlpmmu, zubu, plcuululdry eX
necessary in preparatxon 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 expansxon/of fixed
assets angd ‘any other project clearly discernible as a fixed asset, except Major Constructxon as des.ned in
Paragraph 2 of this Section III. All other costs shall be consndered as Operating.

2. Overhead - Ma)or Construction
To compensate Operator for overhead costs mcurred in the construction and 1nstallanon of fixed assets; the ex-
pansion of fixed assets, and any other proje:t clear}y discernible as a fixed asset’ requrred for the 'development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of ¢onstruction, or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess

of §_* . *To be negotiated

4 ) ]
A. __ X o of total costs if such costs are more than $§ : but less than $ : plus
B. * % of total costs in excess of $__ - but less than $1,000,000; plus
C. * % of total costs in excess of $1; 000 000,

Total cost shall mean the gross cost of any one project. For the purpose Of::'ihis"p'aragra‘ph, the component parts
of a single project shall not be treated separately and the cost of drilling and workover wells shall be excluded.

3. . Amendment of Rates
i The Overhead rates provrded for in this Section III may be amended from’ tlme to time only’by mutual agreement
. bétween the Parties hereto if, in practxce the rates are found to be insufficient or excessive,

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

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

tor shall be agreed to by the Parties.

1. Purchases :
Material purchased shall be char ged at the price paid by Operator’ axter deductxon of all’ dlscounts received. ln case

of Materiz] found to be defective or returned to vendor for ahy other reason. credit shall be passed to the Joint
Acr-ount when adjustment has been received by the Operator.

2. Transfers and stposrtions
Material furnished to the’ Joint Property and Matenal transferred from the Joint Property or d:sposed of by the
Operator, unless otherwise agreed to by the Parties, shall be prrced on the following bases exclusive of cash dis-

counts

A. New Materxal (Condmon A)
(1) ‘Tuabular goods, ‘except line pipe, shall be priced at thé current new pricein effect on date of movement on'a’
maximum carload or barge load welght basis, regardless of quantity transferred, 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 a rel:able supply store nearest the Joint Property where such Material is nor-
mally avallable
- (b)’ Movement of 30,000 pounds ‘or more shall be priced under prowsmns of tubular goods prxcmg in Para-
graph 2A (1) of thls Seciion 1V.
(3) Other Matérial shall be' priced at the current new price, in effect at date of movement, as listed by a relxable
supply store or f£.0.b. railway receiving point nearest the Join! Property where such Material is normally
available,

B. Good Used Material (Condition B) -
Material in sound and serviceable condition and suitable for reuse without 1econd1tnomng'

(1) Material rnoved to the Joint Property
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV.

(2) Material moved from the Joint Property
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV
if Matorial was originally charged to the Joint Account as new Material, or
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(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price.

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

C. Other Used Material (Condition C and D)

(1) Condition C
Material whlch is not in sound and servxceable condition and not suitable for its ongmal function ‘until
after recond:t:on.ng shall be priced at fifty percent {50%) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value,

(2) Condition D
All other Material, . including  junk, shall be pnced at'a value commensurate ‘with 1ts use or at prevallmg
prices. Material no longer suitable for its orlgmal purpose but usable for some other piirpose, shaii be
priced on a basis comparable with"that of items normally used for such other purpose. Operator may dis-
pose of Condilion' D' Material under procedures normally utilized by the Opérator without prior approval -

of Non-Operators.

l). Obsolete Material
Material which'is serviceable ‘and’ usablé for 1ts original function but condition and/or value of such Material
is not equ:valent to  that which wouild 1ust1fv a'price as provided above may be specially priced as agreed to by
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 unloading costs- may be charged to the Joint Account at the rate of fifteen cents (15¢) per

hundred weight on all tubular goods movements, in lieu of loadmg and. unloading costs sustained, when
actual"hauling cost of such tubular ‘goods are equallzed under provisions of Paragraph 5 of Section 11,

(2) Materlal 1nvolvmg erection costs shall be charged at applicable percentage of the current knocked-down
prxce of new Material.

3. Premium Prices
' Whenever Material is not readnly obtamable at pubhshed or listed prices because of national emergencies, strikes
or ‘other unusual causes over which the Operator has no control, the Oporator may; charge the Joint ‘Account for the
req\ured Material-at the Operators actual cost incurred in providing such Materul in making it suitable for use,
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-Operators for such Material. Each Non-Operator shall have the right, by so electing and
notifying Operator within‘ten days after réceiving notice from Operator, to furnish in kind all or part of his share

of such Matenal suitable for use and acceptable to Operator.
4. Warranty of Materml Furmshed by Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Cbntrollable Material.

1. Periodic lnventorres, Notice -and Representation
At reasonable intervals, Inventories 'shall be taken by Operator of the Joint Account Controllable Materxal
" Written notice of intention to take mventory shall be given by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any mventory is taken. Failure of Non-Operaiors
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.

2 Reconeilianon and AdJustment of Inventories ;
Reconczhatnon of a physxcal mventory with’ the Joint Account shall be’ made, and a list. of overages ‘and shortages
shall be furnished to’ the Non-Operators wnthm ‘six months following the taking of ‘the inventory. Inventorv ad-
- justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages due to lack of reasonable diligence.

v

3. Speclal ‘Inventories : \
Specxal Im’;entones may be taken whenever there is any sale or change of interest in the Joint Property. It shall
be the duty of the party sellinig to notxfy ‘all other Parties as quickly as possible aftér the transfer of interest takes

place. In such cases, both the seller and the purchaser shall be governed by such inventory. ‘

4. Expense of Conductinz Periodic Inventones
The expense of conductmg periodic Inventories shall not be charged to the Jomt Account unless agreed to by the

Parties.




EXHIBIT "p*

ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED
THE 26TH DAY OF JUNE, 1978, BY AND BETWEEN HNG OTI. COMPANY
AS OPERATOR AND PHILLIPS PETROLEUM COMPANY AS NON-OPERATOR

INSURANCE

Operator shall carry Workmen's Compensation Insurance to comply fully with the
~Workmen's Compensation Act or acts applicable to all eperations conducted here-
under, provided Uperator may qualify as a self-insurer if permitted under such
act or acts. No.other insurance shall be carried by the Operator for the benefit
of the partiss hereto except by mutual consent of the narties,
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ATTACHED TO AND MADE A PART OF OFERATING AGREEMENT DATED THE 26TH DAY
"OF JUNE, 1978, BY AND BETWEEN HNG OIL COMPANY AS OPERATOR AND PHILLIPS .
FETROLEUM COMPANY AS NON-OPERATCR. ’

Equa) Brployment Opportunity Provision

buring the performance of this contract, Opsrator (_HNG OIL COMPANY )
agrees as follows: i

1. The Cperator will not discriminate against any employees or applicant for employ-
ment because of race, color, religion, sex, or national origin. The Operator will

take affirmative action to ensure that applicants are employed, sand that employees

are treated during employmient, without regard to their race, color, religion;-eax, or -
national origin. Such action shall include, but not be limited to, the following: ..
employment, upgrading, demotion, or transfer; recruitment or recrultment advertising; ..
layoff or termination; rates:of pay or other forms of compensation; and selection for
training, including apprenticeship. 'The Operator agrees to post in conspicuous

places, available to ‘employees and applicants for employment, notices to be provided

b-}lt the contracting officer setting forth the provisions of this nondiscrimination '
clause, o

2. The‘()perat;or will, in all solicitations or advertisements for employees placed

by or on behalf of the Operator, state that all qualified applicants will receive
consideration for employment without regard to race, color, religion, sex, or national
.origin, : s : :

3. The Operator will send to each labor union or rerresentative of workers with
which he has a colléctive bargaining agreement or other contract or understanding,
‘2 notice to be provided by the agency contracting officer, advising the labor union
or vworkers' representative of the Operator's commitments under Section 202 of
Executive Order 11246 of September 24, 1965, and shall post coples of the notice in
conspicuous places available to employees and applicants for employment. '

L. The Operator will comply with all provisions of Executive Order 11246 of Sept.ember
24, 1965, and of the rules, regulations, and relevant orders of the Secretary of
labor,

5.. The Operator will furnish all information and- reports required by Executive Order
11246 of feptember 24, 1965, and by the rules, regulations, and orders of the Secretary
of labor, »r pursuant thereto, and will permit access to his books, records, and
accounts by the contracting agency and the Secretary of labor for purposes of investi-
gation to aacertain compliance with ‘such rules, regulations, and orders.

6. In the event of the Operator's noncompliante with the nondiscrimination clauses
of this contract or with any of such rules, regulations, or onders, this contract -
nay be cancelled, terminated, or suspended in whole or in part, and the Operator may
 be declared ineligible for further Government contracts in accordance with procedures
~ authorized in Executive Order 11246 of September 24, 1965, and such other sanctions
may be imposed and remedies invoked as provided in Executive Order 11246 of September
4. 1965, or by rule, regulation, or order of the Secretary of labor, or as otherwise
provided by law,

7. The Operator will include the provisions of paragraphs (1) through (7) in every
subcontract -or purchase order unless exempted by rules, regulations, or orders of the
Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of September
24, 1965, so that such provisions will be binding wpon each subcontractor or vendor.
The Operator wil) take such'action with respect to any subcontract or purchase order R
as the contracting agency may direct as a means of enforcing such provisions including
sanctions for noncompliance: Provided, howsver, that in the event the Operator becomes
invélved in, or is threatered with, litigation with a subcontractor or vendor as a
result of such direction by the contrecting agency, the Operator may request the

United Utates to enter into such litigation to protéct the interests of the United
itates,
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Operator acknow]edges that it ‘may be required to file Standard Form 100
(ER0-1) promulgated Jointly by the Office of Federal Contract Compliance, the
Equal #mployment Opportunity Commission and Plans for Progress with Joint
Reporting Committee, Federal Depot, Jeffersonville, Indiana, within thirty (30)
days of the date of contracl award if such report has not been filed for the
current year and otherwise comply with or file such other compliance reports as

may be required under Executive Order 11246, as amended and Rules and Regulations

adopted thereunder.

Operator further acknowledges that he may be required to develop a written
affirmative action compllance program as required’ by the Rules and Regulations
approved by the Secretary of Labor under authority of Executive Order 11246 and
supply Non-Operators with a copy of such program if ‘they so request,

Oberator assures Non-Operators that it does riot and will not maintain or
provide for its emp]oyeeq any segregated facilities at any of its establishments,
and that it does not and will not permit its employees to ‘perform their services
al any location, under its control, vhere segregated facilities are maintained,
For this -purpose, it is understood that the phrase "segregated facilities® includes
facilities which are in’ fact segregated on a basis of race, color, religiocl, or
national origin, because of habit, local custom or otherwise. It is further
understood and agreed that malntaining or prov1ding segregated facilities for its
employees- or pennltting its. employees to perform their services at any location
‘under its control where’ .egregated facilities are maintained is a violation of
the equal oppo"tun1ty c]ause requ1red by Ekecutlve Order 11246 of September 24,

O VoV 4

P UARS

, Operabor further understands and agrees that a breach of the assurance
herein contained subjects ‘it to the provisions of the Order at 41 CFR Chapter
60 of the Secretary of Labor dated May 21, 1968, and the provisions of the equal
opportunity clause enumerated in contracts between the United States of America

and Non-Operators.

Yhoever know1nflv and willfully makes any false fictltlous or fraudulent
representation may be liable to criminal prosecution under 18'U.5.C. 8 1001.

iy
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CASE NO. 6431

HNG OIL COMPANY
Williams Com "35" #1

N/2 of Section 35, T-23-S, R-28-E

Eddy County, New Mexico

1.875 mineral acres in and under the N/2 SW/4 SW/4 WW/4 (Farm Tract 664)

containing 5 acres.

Ownership of 1.875 acresﬁ

Hoirs of Albert Larcon

" 0laf Enderud

Last Known Address:

1.0417 acres
‘0.8333 acres
1.8750 acres

Caldwell, Kansas

5 acres being N/2 SW/4 NW/4 NW/4 (Farm Tract 660).

Ownership of 5 acres:
Heirs of Burt échurr

‘Last Known Address:

G

LeRoy; Kansas
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January 24, 1979

Mr. Robert B. Coleman
Midland, Texas 79702

RE: MNC-Williame "35" Com. #1

+
Ands» Abarv o

g Eddy County, New Mexico

Dear Mr. Coleman:

: You Have advised us verbally that you are acquiring an 0il and
gas lease from the heirs of Burt Schurr covering the N/2 SW/4 NW/4 NW/4

of Section 35, T-23-S, R-28-E, Eddy County, New Mexico.

This company failed in its efforts to locate the present owners
of the above described 5 acre tract and elected to proceed with the
drilling’of {its Willfams "'35" Com. #1 Well ‘located 660' FNL and 2310°
FWL of Section 35, T-23-S, R-28-E, Eddy County, New Mexico. This test well
will be drilled to sufficiently test the Morrow formation at an estimated

depth of 13,400°'.

On January 9, 1979 application was made (copy attached) to the 0il
Conservation Division of New Mexico for compulsory pooling of all oil and
gas mineral interests in the Pennsylvanian formation in and under the N/2 -
of said Section 35. A hearing is set for January 31, 1979 in Santa Fe,

New Mexico.

Assuming you do have a valid ‘lease covering the interests of the
owners of the above mentioned 5 acre tract, we invite you to commit same to
a 320 acre unit covering the N/2 Af said Section 35 and to participate in
the drilling of the HNG-Williams 35" Com, #1 as a working interest (1. 5625%)
owner. In lieu thereof, we would be agreeable to assuming your position
on a farmout basis with you retaining a 1/16th overriding royalty interest
with the option to convert same to a 1/2 working interest at payout of the

well, both proportionately reduced.

A copy of our AFE for the drilling of the Williams "35" Com. #1 is
enclosed hevewith. .

Yours very truly,

HNGOIL COMPANY

~
. /%/‘14/)’1 P ) .//ff'/u/t-»{/u/

oot b Raymond Parker
ST A Tt ‘Manager of Lands

MBRANY D e
encls. N B
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AFFIDAVI sl
" )’\ *an
Vim vyg s
State of anuas L ias J)
[P R Vo
o~ et ’
County of By
Ton Burden o ) ‘ , Leing fiest duly sworn, on h i . osth states,
thut _he is & person of lawful age; that ... he is and has been for 18 o years last past a resident
Y SO Sedgwick County, State of ___ .. R NSas i , and further

deposes and states:
That' affiant has made a thorough investigation in an attempt to locate Mr. Albert Larson

and/or his heirs at law, said party being the owner of a 5/24 mineral interest in and
under the V1SWLSW1NW% of Section 35-23 South, 28 East, Eddy County, New Mexico.
Invest1gat1on attempts- led the Affiant to Mr. D, B. Stalling, attorney at Law of
Caldwell, Kansas, who knew the party in questlon and who at o»c time was a resident of
Kiowa, Kansas. Affiant was advised to contact Mr. Carl HMcNally of Kiowa, Kansas for
information regarding the whereabouts .of Mr. Larson. Mr. McNally had been a long time
friend of Mr. Larson. Affiant discovered Mr. McNally to be deccased, huuévc;, ‘his-
surviving widow was still living, but quite elderly. She recalled that Mr. Larson
had come brothers- and sisters, but she did not know their whereabouts. She stated
that she thought that Mr. Larson had moved to Los Angeles around 1949 and that she had
not heard of or from him since nor from’ his brothers or sisters. She stated: that Nr.

. Larson had a wife and several chxldren, but they moved when 'Mr, Larson: did. Affiant
then checked with various government agencies in Sacramento, California in an attempt to
locate Mr. Larson to no avail. Affiant then re=contacted Mr. Stalling for additional
information without success. Thereford, affiant considers the above as representatlve of
a thorough’ 1nveqtmoat10n to locate Mr. Larson, or his heirs at law, and that same are
not locatable. -

§Urther, Affiant saith not:

6‘:'5/ e

ST NSRS B S

Hearing Dale,

DORENE K. DUNN ;
SedlﬂkaO?"x Ks. d . . \\\,;7ipf7/>/1_> ,bb/{/stiL‘1-a

My Appmt Exp. Signed: _...... et ORI A orres N N T ...
== Tom Burden -
(SEALJ; ( i
, oy
Subscribed and sworn to before me this JaNUALY. ...t e ieeeieeesees. A DVIS 70
Y. ST S S SR N T . i~ -
} Notary Publie.
Dorene K. Dunn o
My Commission EXpires ... .. .. ..o, V19 L
STATE OF ... Kansas }
‘Sedpwick T - ACKNOWLEDGMENT FOR INDIVIDUAL (Kans. Okla. and Culo.)
qOUNBTL}fogFme, tBn undcrslgnod a Nolary Pubhc, mlhin and for said County and Sh\te, on this. . Sth b eremtes e+ e
uary , 4. Tom Burden
day of , personally appeare et ettt

O S P NPT TITENN

BRI ettt esseese e e smsrn saese e sne e enbesnrenieimn

to me: puersonilly known to be the identical person: who execuled the within kml forcguing instrament and neknowledged (07

he his free and voluntary act and deed for the uses and purpeses therein set furth.
that- “IN Wl'l‘l\ bSSl \il'lll}}f}{\lgallg als have hereunto set my hand and omcml seal the day and ycxr%a. bove written, _
.............. - TN ) R AR ST DY L e A e T T T T
My commission expires........ o i DQRENECK. bliijlr(‘s. _Doréne K. Dunn Notary Public
sedgwick ouniy,
e My Appmt Exp. L.la_t:-
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AFFIDAVLI IR g,

Strte of Kansas e UETO

Sedewicek Yoe

Co ity of b
......... Tom Burden ... .. being first duly sworn, on h_ 15 cath states,
thﬁt_ .. heis a person of lawful age; Chat ... he is and has been for. . .. 18 ,,,,,,,,,,,,,, . yeara last past a resident
of Sedgwick County, State of .. . Kansas ol , and further

deposes and states: That affiant has made a thorough investigation in- an attempt to locate
¥Mr. Olaf Enderud andf/or his wife, Cora Enderud, or any heirs at law of same, said parties
being owners of a 4/24 mineral interest in and under the N5SWLSWLNWY of Section
35-235-28E, Eddy County, New Mexicc. Investigation attenpts led the affiant to
Mre D. B. Stalling, attorney at law, in the City of Caldwell, State of Kansas.
Mr. Stalling stated that Mr: and ‘Mrs. Enderud were at one time residents of Caldwell,
Kansas, but that they moved to San Diego, California in the early part of the 1940°'s
to work in the naval shipyards in that city. However, Mr. Stalling was fairly certain
that both parties are now deceased, Mr. Stalling stated that Mr. Enderud had one ‘
brother and no children. His brother®s name was Ekrun' Enderud: “and was also a resident
of San Diego, Californid,  Since the two brothers were approrimately the same age, it
was assumed by Mr. Stalling that Ekrun Enderud is also deceased. The affiant checked
‘with the Department of Motor Vehlcles in Sacramento, California in an attempt to locate
any of the previously mentioned part{es ‘since they would probably own an automobile
titled to them with an address on the State records. No such parties were listed.
Affiant also checked with the Bureau of Vital Statistics in Sacraménto to ‘ascertain
if any of the parties in question died a resident of the State of California since
any death certificate would indicate the name and address of the next of kin. However,
there were no such parties listed on the state records. Thereupon, the affiant
re-contacted Mr. Stall1ng for additional information to no avail. Therefore,
affiant feels that a thorough investigation has been made in an effort to locate
Mr. and Mrs. Olaf Enderud and/or their heirs at law without results and that they

are not locatable.

Further, Affiant saith not:

0 ARy £ Bt ek 0 e Tt 8 g e

[N
AP S A A

<.
i ulnn xf‘ {1/

Heuring Daje

STATg " : .
“""1 DORENE K. DUNN : , é’-—-—x -
R sedg\Vlck Couan. Ks. ig - /7%1.%......“:........ el
e My Appmt. Exp. \—
EAL) e R e 2 L T T

5th e Sanuary. , A.D.19.79

Subaecribed and swora to before me this . . ... 240

6rene K. Dunn  Notary Pubic.”
"My Commission Expires.. ... .. ... ... 19
i _Kansas o ; o o
STATE OF Sed KU s, ACKNOWLEDGMENT FOR INDIVIDUAL (Kuns. Okla. and Colo.)
COUNTY OF ... Sedgwick . . . Bth
Before me, the underugned a Notary Public, within and for said County and State, on this........2% L., .
.day of: e Januarye SRR | ) 9. , personally appeared .. TomBurden

and

to me pcrsoffally known {o be the identical person  who executed the within and foregoing in-:trununt and acknowledged Lo me
h" executed the same as . h'lS free and voluntary scl and deed for the uses and purposes therein set furth,

t... e
th IN WITNESS WHEREOF, I have hereunto sel my hand and oﬂ‘uml ienl the day and year-lust above wrltten.
K ’\._\/'\\o‘\ -
n Nolar_v Public

My commiission expires ... e N DORENE. K OUNN - —_‘E‘e\? Dun
Sedgwick County, Ks: | ,,Dn X.
My Appmt. Exp. LaiG-50)
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‘ DRILLING OR VWWOPRKOVIER AFE Ol!COfT‘Ip«WI‘J AFE 1O,
N * B
e WILDCAT {7} DEVELOPMENT IS fowovw o sE O
(%) DRILLING {7] DRILUNG [ ] SAME ZOME - B ~
{3 COMPLETION {7] COMPLETION (J NEW ZONE HNG WL L oo e
(7] RE-ENTRY {J RE-ENTRY {JP&A HNG EST. COST . L
AFE DATE
o lEASE & DEPTH -
WELLNO. Williams Com 35 1 & FORM 13,400 Morrow i
| | LOCATION, 660’ FNL & 2310' FWL, Sec. 35, T-23-S, R-28-E
COUNTY , »
& STATE  Eddy, New Mexico : FIELD  Wildcat
o SPUD ,
y OPERATOR HNG 0il DATE 12-10-78
: | INTANGIBLE WELL COST ,
L DESCRIPTION pRLNG | COMPLETION TOTAL
P 1 Access, Location & Roads ‘ 40000 . ) 40,000
. { 2 Rig Move - 70,000 ‘70;000
| '3 Footoge Cost :
i 4 | DayWork Cost 79  days @ 4, 650 325,500 1+ 395,500
5 | Bils & Reamers ' 42,500 42,500
o 6y Foel s 42,000 4,200 1. .46,200
4 7 | Woter 5.000 : 5,000
8 | Mud & Chemicals 65,000 5,000 70,000
.9 Ceme“mihg&Service 42,500 : 42,500
10 | Coring...\ . c .o e : : A
S _Surveymg & Teshng T 40,000 40,066
12 Mud logging 17,500 17.500.
13 Perforaling . 5,000 5,000
14 Stimulation : , 30,000 < 30,000
15 | Transportation 6,000 6,000 12,000
o 16 Drilling Overhead & Superwsnon L 1C¢,500 1,050 11,550
2f 8 o PTy7 TEquipment Rentol 12,000 7,000 19.000 |
: 18 Completion Rig = 7 - days @ ‘ o ’ 32.550 : 32,550 R
19 Other Drillifig Expense ; :
20 . | Contingencies {10% of lntangibles) 71,850 9,080 80,930
21 )
2 | R , T
23 TOTAL INTANGIBLES , 790,350 99,880 890,230 ‘
y TAHGIBLE WELL COST
24 40 ~ Of 20" " Cor{dudor Casing 2,750 2,750 E
25 600~ Of 13 3/8. " Surfoce Casing * 10,275 10,275 !
26 3100 ' ©Of 9 5/8 ' Intermediate Caosing 37,925 37,925 i
27 * Of * Intermediate Casing ' , B
28 |17.200 '1Of 7 - " Intermediate Casing 141,960 ; 141,960 ;
29 22060 "Of 4 1/2 " Produdion Cosing / 22,000 22,000 ;
30 ' Of ** Tie-Back Casing ‘ * ] %
31 {11.000 "Of -2 7/8 " Tubing « 107,150 : 107,150 i
: 32 Of " Tubing ;
33 T Of - " Tubing , . ;
34 Liner Equapment ' 712,500 ‘ 12,500
35 Wellheod Equipment R 15,000 20,000 35,000
3% Producing Fa:ilities; Tank Boﬂery Flowlme 30,000 30,000
37 Packers & Other Subsurfoce Tools ' ¢
38 Contingencies [10% of Tongible$) " 20,791 19,165 39,956
39 ;
; .4 i TOTAL TANGIBLES © 228,701 210,815 439,516
8L 42 .. TOTAL WELL COST 140191051 310,695 1,329,746 J F
HNG Ol COMPANY APPROVAL . 1
_ By Date |By Date | By | Dote |By Date |By Date
i : \
,‘ B JOINT OPERATOR APPROVAL o
5 Firm o R By © Title \ o Dote
!
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10. Taxes ;
All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the

Parties,

11. Insurance
Net premiums paid for Insurance required to be carrled 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 &nd/or Employers Llability under the respective state’s laws, Operator may, at its election,”
include the risk undei its self-insurance program and in that event, Operator shali include a charge at Opérators

cost not to exceed manual rates,

12, Other Expenditures
Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

1II. OVERHEAD

1. Overhead - Drilling and Produelng Operations .

As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling ‘and producing “operations on either:

(. X ) Fixed Rate Basis, Paragraph 1A, or

) () Percentage Basis, Paragraph 1B.

Unless otherwxse agreed to by the Part.es stich charge shall be in heu of costs and expenses of all offxces
and salaries or wages plus applicable burdens and expenses of all personnel, except those dxrectly chargeable
under ‘Paragraph 2A, Section 1. The cost and expense of services from outside sources in connection with

matters of taxatton, traffrc, accountmg or matters before or mvolvmg governmental agenciés shall be considered
as ‘included in the Overhead. rates provxoed for in the above selected Paragraph of this Section Il unléss such

cost ancl expense are agreea lO oy tne rarues as a direct cnarge io me JOUlt ALLOdu\.
The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professxonal consuitant
" services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall

not ( - ) be covered by the Overhéad rates.

i.

ii.

A. Overhead - Fixed Rate Basis '
(1) Operator <hall nhnrao the Toint Accournt at the following rates per well ‘per month:

Drilling Well Rate $_ 2398. 00
Producing Well Rate $__318.00

(2) Application of Overhead - Fixed Rate Basis shall be as follows:

(a) Dnlung Well Rate
[1] Charges for onshore drilling wells shall begin ‘on-the date the well is spudded and termmate on
the date the druhng or completion ‘rig is released, whichever is later, except that no charge shall
be made during suspension of: drilling operations for tifteen (15) or more consecutive days.

[2] Charges for offshore drxllmg wells shall begin on the date when drzllmg or completlon equipment

. arrives on location and terminate on the date the drmmg or completion equipment moves off 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 recompletxon for a period of: ﬁve (5) con-

secutive days or more shall be made at the’ dnlhng well rate. Such charges shau 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) Producmg Well Rates -

[1] An active well either produced” or mjected into for any portmn of the month shall be considered
as a one-weil charge for the entire month

[2] Each actxve completion in a multx-completed well in whxch production is not commingléd down
hole shall be considered as a one-well charge providing each completion is vonsidered a separate
well by the governing regulatory authority. |

[3] An inactive gas well shut in because of overproducuon or failure of- purchaser to'lake the produc-
tion shall be considered as a one- well charge providing the gas well is directly connected to a per-

manent sales outlet.
‘[4) ‘A one-well charge may be ‘made for the month in which plugging and abandonment operations

aré completed on any weil.
[5] All other inactive wells (mcludmg but not limited to inactive wells covered by unit allowable
lease allowable, transferred allowable, ete.) shall not quahfy for an overhead charge.

(3) The well rates shall be ad;usted as of the first day of April each year following the efiectwe date  of the
agreement to which this Accountmg ‘Procedure is attached. The adjustment shiall be computed by multi-
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 ¢alendar year compared 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, Bureiu 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.

—_—3
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CASE NO. 6431
HNG OIL COMPANY
Williams Com "35" #1
N/2 of Section 35, T-23-S, R-28-E
Eddy County, New Mexico

1.875 mineral acres in and under the N/2 SW/4 SW/4 NW/4 (Farm Tract 664)
containing 5 acres.

Ownership of 1.875 acres:
Heirs of Albert Larson 1,0417 acres
0laf Enderud ‘ 0.8333 acres
‘ 1.8750 acres

Last Known Address: Caldwell, Kénsas i

5 acres being N/2 SW/4 NW/4 NW/4 (Farm Tract 660).
Ownership of 5 acres:
Heirs of Burt Schurr

Last Known Address: LeRoy, Kansas

Cj;k)(” (}zg? { .
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T B W A P. O. BOX 2267, MIDLAND, TEXAS 79702 - (915) 683-4871
CilCosnpanyg:= ; '

January 24, 1979‘

Mr. Robert B. Conleman
P. 0. Box 501
Midland, Texas 79702

RE: HNG-Williams "“35" Com. #1
Eddy County, New Mexico

Dear Mr. Coleman:

You have advised us verbally that you are acquiring amn oil and
gas lease from the heirs-of Burt Schurr covering the N/2 uW/4 NW/4 NW/4
of Section 35, T-23-S, R-28-E, Eddy County, New Mexico.

This'compaﬁy failed in its efforts to locate the prescnt owners
of the above described 5 acre tract and elected to proceed with the
drilling of its Williams "35" Com. #1 Well located 660' FNL and 2310°
FUL of Section 35, T~23~S, R-28-E, Eddy County, New Mexico.  This test well
will be drilled to sufficlently test the Morrow formation at an estimated

depth of 13,400'.

Conservation Division of New Mexico for compulsory pooiing of all 011 and
gas mineral interests in the Pennsylvanian formation in and under the N/2
of said Section 35. A hearing is set for January 31, 1979 in Santa Fe,

New Mexico.

Assuming you 'do have a valid lease covering the interests of the V
owners of the above meuLLOned '3 acre tract, we ‘invite you to Lummxu same to
a 320 acre unit covering the N/” ‘of said Section 35 and ‘to participate in

the drilling of the HNG-Williams "35" Com. #1 as a working interest (1.5625%)

"owner. In lieu thereof, we would be agreeable to assuming your position

on a farmout basis with you retaining a 1/16th overriding royalty interest
with the option to convert same to a 1/2 working interest at payout of the
well, both proportionately reduced.

A copy of our AFE for the drilling of the Williams "35" Com. #1 is
enclosed herewith, ‘

Yours very truly,

 HNG”OIL  COMPANY ,\

A nrvc//)C%biAA£w4«/

Raymond Parker
’Manager of Lands ,
| (2l
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" AFFIDAVIT Buve Py Co,

St.u O‘ Kansas .....4--.-—------‘, ‘
“Sedgwick )se. : ﬁ
Commty of ... ) 3 |
........................ Tom Burden . . . . . being first duly sworn, on h_{is__ oth states,
that . ... he is a person of lawful age; that .. __ .| he is and has been tox'l8 _____________ _ years last past a resident
L B Sedgwlck . County, State of __._ . . ANSaS , and further

deposes and stales:

That affiant has made a thorough investigation in an attempt to locate Mr. Albert Larson
and/or his heirs at law, said party being the owner of a 5/24 mineral interest in and
under the NXSWYSWYNWY of Section 35-23 South, 28 East, Eddy County, New Mexico.
Investigation attempts led the Affiant to Mr. D. B. Stalling, attorney at Law of
‘Caldwell,:Kansas, who knew the party in question and who at one time was a resident of
Kiowa, Kansas. Affiant was advised to contact Mr. Carl McNally of Kiowa, Kansas for
information regarding the whereabouts of Mr. Larson. Mr. McNally had been a long time
friend of Mr. Larson. Affiant discovered Mr. McNally to be deceased, however, his
surviving widow was still living, but quite elderly. She recalled that Mr. Larson

had some brothers and sisters, but she did not know their whereabouts. She stated

that she thought that Mr. Larson had moved to Los Angeles around 1949 and that she had
not “heard of or from him since nor from his brothers or sisters. She stated that Mr.
Larson had a wife and several children, but they moved when Mr, Larson did. Affiant
then checked with various government agencies in Sacramento, Califor ia in an attempt to
locate Mr. Larson to no avail., Affiant then.re-contacted Mr. Stalling for additional
information without success. Therefore, affiant considers the above as representat;ve of
a thorough investigation to locate Mr. Larson, or his heirs at law, and that same are
not locatable. 0

Further, Affiant saith nots

L

My Commission Explires . . _....._........,19 . .
Kansas o
STATE OF . Sedgwick T s, ACKNOWLED(.MENT FOR INDIVIDUAL (Kans. Okla ‘and Colo.)
COUNE&};‘ogFme the undersngned ‘a Notary Publlc, Within_and for said County and State, on this........ Sth e et e e
’ 5 uary fg ot ToOMm Burden
day of .oinn. e et evererenae eesvesseanrsnne ey 1800000, personally appear
;;..;;;.;;;rsonally known to be the Munllcal pcmm whu oxeculed the within and foregoing instrament und acknowledged to me
€ § his . free and voluntary act and deed for the uses and purposes therein set fon.h.
that.. N WfTNEggleV%}tl‘}'sR\ﬁgf‘ “Ishave hereunto set my hand and official seal the day and bove written,

P L= e P S
éne K. Dunn _

My commission expires........ N";‘;Py Pablic

Caoe (w93
e <




AFFIDAVIT
) inbds € Ammon
State of Ka’.‘si’s eereenenaa)
Sedgwick )se.

County of )
................... T?ﬂ.?.“.‘???". ..., being first duly sworn, on h_ 1S oath states,
that . _he is a person of lawful age; that . . ... he is and has beet! for. . ... 18 _ years last past a resident
of . ... Sedguxck vi...... County, State of - Kansas L , angd further

deposes and states: ~ That affiant has made a thorough investigation in an attempt to locate
Mr.’ Olaf Enderud and/or his wife, Cora Enderud, or any heirs at law of sanme, said parties_
being owners of a 4/24 mineral interest in and under the NYSWYSWINWY of Section ‘
35-235-28E, Eddy County, New Mexico. Investigation attempts led the affiant to
Mr. D. B. Stalling, attorney at law, in the City of Caldwell, State of Kansas.*
Mr, Stalling stated that Mr. and Mrs. Enderud were at one time residents of Caldwell,
Kansas, but that they moved to San Diego, California in the early part of the 1940's
to work in the naval shipyards in that city. However, Mr, Stalling was fairly certain
that both parties are nov deceaseds, Mr. Stalling stated that Mr. Enderud had one
brother and no children, His brother's name was Ekrun Enderud and was also a resident
of San Diego, California. Since the two brothers were approximately the same age, it
was assumed by Mr. Stalling that Ekrun’ Enderud 'is ‘also deceased. The" affiant checked
with the Department of Motor Vehicles in Sacramento, California in an attempt to locate
any of the previously mentioned parties since they would probably own an automobile
titled to them with an address on the State records. No such parties were listed.
Affiant also checked with the Bureau of Vital Statistics in Sacramento to ascertain
if any of the parties in question died a resident of the State of California since
any death certificate would indicate the name and address of the next of kin. Howaver,
there were no such parties listed on the state records. Thereupon, the affiant
re-contacted Mr. Stalling for additional information to no avail. Therifore,
affiant feels that a thorough investigation has been made in an effort to locate
Mr. and Mrs. Olaf Enderud and/or their heirs at law without results and that they

are not locatable.

Further, Affiant saith not:

DORENE K. DUNN
Sedgwick County, Ks.

My Appmt. Exp. \—
XY

Subscribed and sworn to before me this .. .. 2. dayof. . . . xNelMaby ... ... e

Notary Public.

orene” K. Dunn
My Commission Expires . .. AT ST e V19

¥

{1

[ Y

__Kansas
STATE OF . S d Em”“”“”“T”““”'s& ACKNOWLEDGMLNTFDRINDHHDUAL(Kmm Okla. and Colo.)
edgwick )
COUNgerogFme, the 1 undersigned, a Notary Pubhc, Within and for said County and State, on this : 5th
day of. danaary , 19.79_, personally appeared ... TOM Burden.
and ... e e ST . - [, e e

to me personally known to be the identica] person
at.. N€  executed the samcas . . .DiS_ .
IN WITNESS WHEREOF, [ have hereunto set m

My commission expires . ...

who executed the within and foregoing instrument and acknowledgéd to me

free and voluntary sct and deed’ for the uses and purposes therein set forth.
d and omclal seal the day and yea; above written.
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g DRILLING OR WORKOVER AFE

-

B Hﬂ(o

WA s
. YT - - .

e pw,_J RIENO. o
(7 WILDCAT [ DEVIIGPMENT CICEEOVER ten no.
5 DRILLING 17 DRILING [} SAMAE 2ONE
%) COMPLETION [ ] COMPLETION (] NEW ZONE HNG Wb o
RE-ENTRY RE-ENTRY )
(3 0 (JP&A HNG £ST. (OST -
AFE DATE
LEASE & , DEPTH :
WELLNO. Williams Com 35-1 & FORM 13,400 Morrow
LOCATION, 660' FNL & 2310' FWL, Sec. 35, T-23-S, R-28-E
COUNTY o
& STATE Eddy, New Mexico FIELD  Wildeat
B S SPUD o
OPERATOR HNG 011 OATE 12-10-78
INTANGIBLE WELL COST |
DESCRIPTION DRILLING COMPLETION TOTAL -
1 Access, Locotion & Roads 40,000 40,000
2 Rig Move . 70,000 70,000
3 Foologe Cost 1 ‘ )
4 Day Work Cést 79 days @ 4 650 325,500 325,500
5 Bils & Reomers 42,500 : 42,500
6 | Fuel 42,000 4,200 46,200
7 "Woler 5,000 ' 2, 00q
8 Mud & Chemicals 65,000 5,000 70,000
? | Cementing & Service 42,500 42,500
10 Coring ; 3 IEEEL GH
11 Surveying & Tesling 40,000 40, 000
12 Mud logging 17,500 17,500
13 | Perforating 5,000 5 000
14 Stimvulation 30,000 30, 000
15 | Transporation 6,000 6,000 12,000
16 Orilling Overhead & Supervision 10,500 1,050 11,550
17 Equipment Rental 12,000 7..000 194000
18 Completion Rig 7 days @ 32,550 32.550
19 Other Drilling Expense 3
20 Contingencies {10% of Intongibles) 71,850 9,080 80,930
2 :
22 :
23 TOTAL INTANGIBLES 790, 350 99,880 890,230
TANGIBLE WELL COST N
24 40 ' Of 20' " Conductor Casing 2,750 2,750
25 600~ Of 13 3/8 " Surface Casing- 10,275 10,275
26 3100 ' ©Of 9 5/8 " Intermediote Cosing +37,925 37,925
27 “ Of * Intermediate Casing i
28 [y17.200 ' Of 7 " Intermediate Cosing 141,960 ‘ 141,960
29 2200 Of 4 1/2 " Production Casing 22,000 22,000
30 COof " Tie-Back Casing ‘
| 31 J11,000 °Of 2 7/8 ' Tubing 107,150 107,150
7 32 *Of " Tubing
33 > Of " Tubing o : _
~34 Liner Equipment 12,500 -12,500
35 Wellheod Equipment 15,000 20,000 35,000
36 | Producing Facilities, Tank Bo"ery Flowline \ 30,000 30,000
37 Pockers & Other Subsurface Tools .
| 38 Contingencies [10% of Tangibles) 20,791 19,165 39,956
39 .
40 E ) :
41 TOTAL TANGIBLES 228,701 210,815 439,516
42 TOTAL WELL COST 1,019,051 310, 695 1,329,746
HNG OIL COMPANY APPROVAL
By Date |By Dote |8y ) Dote |By Date |By Date
L
JOINT OPERATOR APPROVAL GA‘Z\‘ ’/,/
Firm By Title i Date
———
AFE No.




TER———

10. Taxes
All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
gon therecf, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
arties.

11. Insurance
Net premiums paid for insurance required to be carried for: !he Joint Operatwns for the protection of the Par-

ties. 'In the event Joint Operations are conducted in a state in which. .Operator may act as self-msurer 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 shalt include a charge at Operator’s

cost not tn exceed manual rates,

12. Other Expenditures
Any other expendxture not covered or dealt with ‘in the foregoing provisions of this Sectlon 1L, or'in Sectmn 1,
and which is incurred by the Operator in the necessary and proper coaduct of the Joint Operatlons

1II. OVERHEAD

1. Overhead - Drilling and Producing Operatiom ]
As compensation for admxmstratwe, supervision, ‘office services and warehousing costs, Operator shall charge
drilling and - producing operations on either:

( X ) Fixed Rate Basis, Paragraph 1A, or

( ) Percentage Basn Paragraph 1B,

Unless otherwise agreed ‘to by the -Parties,. such charge shall be in lieu of costs and expenses of all offnca
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly ¢hargeable
under Paragraph 2A; Section II. ‘The cost and expense of services from outside sources in' conneétion with
matters of taxatmn, trafﬁc, accountmg or matters before or mvolvmg governmental agencies shall 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

" The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professxonal consultant
services and contract services of technical personnel directly employed on the Joint Property shall () shall

not () be covered L the Overhead rates.

i

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

Drilling Well Rate $..2398.00
Producing Well Rate $__318.00

(2) Applxcatxon of Overhead - Fixed Rate Basis s)xall be as follows:

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

[3] Charges for wells undergoing any ‘type of workover or recomplenon for a penod 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 injected into for any portion of the month shall be considered
as a one-well charge for the entire month, "

[2] Each active completmn m a ‘multi-completed well in which production is not commmgled down
hole ‘shall be: consndered as 2 one-well charge providing each completion is considered a separate

well by the governing regulatory authority.

" [3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-

tion shall be considered as a one-~well charge providing the gas well is directly connected to a per-

manent sales outtet.

[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 lmnted to inactive wells covered by unit allowable,
lease allowable, transferred allowable, ei¢.) 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

)

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 compared 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 curréntly in use, plus or minus the computed adjustment. o ey
4 i. /‘ e

gy S”

—3—

agreement to. which this Accounting Procedure is attached. The adjustment shall be computed by multi- -

w




Docket No. 4~79

Dockets Nos. 5-79 and 6-79 arc tentatively set for hearing on February 14 and 28, 1979, Applications for
hearing nmust be filed at least 22 days in advance of hearing date.

DOCKET: LXAMINER IIFARIS: - WEDNESDAY - JANUARY 31, 1979

9 AuM, - OIL CONSERVATION DIVISION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING, SARTA FE, NEW MEXICO

The following cases will be heard before Richard L, Stamets, Examiner, or Danfel S, Nutter, Alternate Examiner:

CASE_6422:

_ CASE 6415:

CASE_6419;

'CASE_6423:

CASE 6424

CASE 6425:

CASE 6426

CASE: 6427:

CASE_6428:

In the matter of the hearing called by the 01l Conservation Division on 1its own motion to permit
Helton Engineering & Geological Services, Ine., Travelers Indemnity Company, and all other interested
parties to appear and show cause why the Brent Well No. 1 located in Unit M of Section 29 and the
Brent Well No, 3 located in Unit G of Section 19, both in Towmship 13 North, Range 6 East, Sandoval
County, New Mexico, should not be plugged and abandoned in accordance with a Division-approved

plugging program.

(Continued from January 17 1979, Examiner Hearing)

'Application of Yates Pettoleum Corporation for compulsoty pooling, Lea Counf&, New Mexico.

Applicant, in the above-styled cause, seeks an order pooling all mirieral interests in the Wolfcamp
thru Devonian formations underlying. the W/2 of Sectien 20, Township 14 South, ‘Range 36 East, Lea
County, New Mexico, 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 actual operating costs and charges for supervision. 'Also- to be considered
will be the designation of applicant as operator of the well and a charge for risk imvolved in

drilling said: well, e
(Continued from January 17, 1979, Examiner Hearing)

Application of Yates Petroleum Corporation for a dual completion, Eddy County, New Mexlco.
Applicant, ‘in the above-styled cause, sceks approval for the dual comp‘etion (conventional) of its
Lanning JC Well No., 1 located in Unit B of Section 7, Township 18 South," Range 26 East, Eagle Creek
Fileld, Eddy County, New Mexico, to produce gas from the Strawn formaticn througi “the casing= tubing
annulus and from the Morrow foirmation through tubing,

Application of Yates Petrolecun Corporation for an unorthodox well location, Eddy County, New Mexico.
Applicant, in the ‘above-styled cause, secks approval for the unorthodox location of its Jackson AT
Well No, 9 located 630 feet from the South and West 1ines of Section 13, Township 17 South, Range 25
East, Eddy County, New Mexiiv, to test the Wolfcamp, Pennsylvénian, and Mississippian formatioms,

“the $/2 of said Section 13 to be dedicated to the well.

'Application of Yates Petroleum Corporation for “an unorthodox well location,. Eddy County, New Mexico.

Applicant, in the above- -styled cause, secks approval for the unorthodox locatien of its Superior

“Fed. KJ Well No. 1 located 990 feet from. the North and west 1ines of Section 7, Township 20 South,

Range. 29 East, Eddy County, New Mexico, to test the kolfcamp and Pennsylvanian formations, the N/2
of said Section 7 to be dedicated to the well,

Application of T. B. Knox Estatée for exception to Order No R-lll—A Eddy County, New Mexico.
Applicant, in the above-styled cause, sccks an exception to the casing/cementing riules for the 0il-~
Potash Area ‘as promulgated by Order ¥o. R-111-A to permit: its Lucia Brookes Well No. 2 located in
Unit K of Section 14, Towriship 18 South, Range 30 East, Eddy County, New Mexico, to be completed in
the following manner: set surface casing and circulate ecment; climinate salt protection sitring;
and do not circulate cement on production casing.

Applic;tion of C, W, Txainer ‘for an unorthodox gas well location, Lea County, New Mexico.

Applicant, in the above—styled cause, secks approval for the unorthodox location of a well to be
located 660 feet from the North and West lines of Section 24, Township 20 South, Range 32 East, South
Salt Lake-Morrcw Pool, Lea County, New Mexico, the N/2 of said Section 24 to be dedicated to the well.

Application of Caribou Four Lorncrs, Inc.. for an unorthodox well locatiow, $an Juan Counly, New
Mexico. 'Applicant, in the ahove-styled cause, sceks approval’ for~ the unorthodox location of its
Caribou/Kirtland Well No. 1 to be located 1214 feet from the North line and 650 feet from tlie East
14inc "6f Section 13, Township 29 North, Range 15 west, Cha Cha-Gallup Pool, San Juan County, New
Mexfco, the E/2 NE/4 to be dedicated to the well,

Appllcation ‘of Mobil 04l Corporation for the amcndment of Order. No: R—SBOI, Lea County, Mew Mexico.
Applicant, in the above-styled cause, secks the amendment’ of Order No, R-580l to deléte the re-
quirements for lined tubing in injection wulls i the North Vacuium Abo East Pressure Miintenance

Project, Lea County, New Mexico.




; ‘ : Page 2 of 3

CASE 6429:

CASE 6430:

\Ass 6431:

CASE 6432:

CASE_6433:

CASE 6434 :

CASE 6435:

i CASE_6436:

CASE 6437

CASE 6438:

Examiner Hearing - Wednesday - January 31, 1979

Docket No. 4-79

Application of Zia Energy, Inc., for approval of infill drilling, Lea County, New Mexico.
Applicant, in the above~styled cause, seeks a finding that the drilling of fts Elliotf State Well
No. 2 to_be located in Unit B of Sectfon 34, Township 20 South, Range 36 East, Eumont Gas Pool,
Lea County, New Mexico, 18 necessary to effectively and efficiently drain that portion of the
proration unit which' cannot be so drained by the existing well, and further seeks approval of a
walver of existing well-spacing requirements,

Application of Phoenix Resources Company for a unit agreemnnt, Chaves COunty, New Mexico.
Applicant, 1in the above-styled cause, sceks approval for 1(s Buckhorn Canyon Unit Area comprising
23,009 acres, more or less, of Federal and state lands in Toimship 19 South, Ranges 19 and 20

East, Chaves County, New Mexico.

Application of HNG 011 Company for compulsory pooling, Eddy County, New Mexico. Applicant, in the
above-styled cause, seeks an order pooling all mineral intérests in the Pennsylvanian formation
underlying the N/2 of ‘Section 35, Tuwnship 23.South, Rangn 28 East, Eddy County, New Mexico to be
dedicated to a well to be drilled ‘at a standard location thereon, - Also to be considered wiil 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 desfgnation of appli-
cant as operator of the well and a charge for visk involved in drilling said well,

Application of John Yuronka for compulsory pooling, Lea County, New Mexico. Applicant,'in the
above- styled cause, seeks an ‘order pooling all mineral interests:in the Langlie Mattix Pool under-
lying the NE/4 NW/4 and the SE/4 NW/4 of Section 29, Township 2% South, Range 37 East, Lea County,
New Mexico, to form two 40-acre units, each to be dcdicated to a well to-be drilled at a standard
location thereon. Also to be considered will be the cost of drilling and completing said wells

and ‘the allocation of the cost thereof as well as actual operating costs and charges foxr supervision.
Also to be considered will be the’ designation of applicant as operator of the wells and ‘a charge for
risk involved in drilling said wells.

Application of Cities Service Company for compulsory pooling, Eddy County, New Mexico. Applicant, in

the above-styled cause, seeks an order pooling all mineral Interests in the Pennsylvanian formations
underlving the’ $/2 of Section 8, Township 23 South, Range 28 East, Pddy County, New Mexico, to be

zdedicated ‘to ‘a‘well to be drilled at & standard location thereon. Also to be considered will be the

cost of drilling and’ completing said well and the alilocation 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 a charge for risk fnvolved in drilling said well.

Application of Amerada Hess Corporation for approval of infill drilling, Lea County, New Mexico.
Applicant, in the above=styled cause, seeks a finding that the drilling of its-State "0" Well No.

5 to be: lééqtcu i Unit H oof oeLLLUn 30, Township 19 South, Range 37 East, Eumont Gas Pool, Lea
County,; New Mexico, is necessary ‘to effectively and efficiently drain that portion of the proration
unit which cannot be so drained by the existing well, and further seeks approval of a waiver of

existing well-spacing requirements.

Application of Amerada He:3 Corporation for approval of infill drilling, Lea County, New Mexico.
Applicant, in’the above-styled cause, seeks a finding that the drilling of ‘its W. A. Weir "B" Well
No. 3.located in Unit B of Section 26, Township 19 South, Range 36 East, Eumont Gas Pool, Léa County,
New Mexico, is necessary to effectively and efficiently drain that portion of the proration unit
vhich cannot be so drained by the existing well, and further seeks approval of a waiver of existing

well-spacing requiremcnts.

Application of Amerada Hess Corporation for approval of infill drilling, Lca County, New Mexico.
Applicant, in‘the ‘abovii-styled cause, seeks a finding that the drilling of fts State "M Gas Com

Well No. 2 to be located in Unit C of Section 32,- ‘Township 19 South; Range 37 East. ‘Eumont Gas Pool, -

Lea: County, New Hexico, is necessary to effectively and efficiently drain that portion of the

‘proration unit which“cannot be so drained by the existing well, and further seeks approval of a

waiver of existing well-gpacing requivements.

Application of Curtis Little for approval of infill drilling and a non—standard proration unit,” San
Juan County, New Mexico, = Applicant, in the abovc-stylcd cause, seeks a finding that the drilling
of a well to be located 1085 feet from the South line and 285 fect from the West line of Section 12,
Township: 28~ North, Range 13 West, Basin-Dakota Pool, San Juan County, New Mexico, 'is necessary to.

" effectively and efficiently drain that portion of the proration unit which cdnriot be so drained by

the existing well. Applicant further secks rescission of Order No. R=4556 and approval of a

344.36-acre non-standard gas proration unit comprising all of Section 11, and Lot 4 and the SW/4 swl4‘

of Section 12 for said well.

Application of ‘Caulkins 011 Company for dual complctiona and dowmhole commingling. Rio Arriba r‘o\mty,
New Mexico. ~ Applicant, in the above-styled cause, sceks approval for the dual completion of its -
Brcech Well No, 812 located in Unit N of Section 18, ‘Township 26 North, Range 6 West, and its Breech
Well No. 224-A located in Unit B of Sectién 13, Tounship 26 North, Range 7 West, Rio Arriba County,
New Mexico, to produce gas from the Dakota' formation through a separate string of tubing and to com-
mingle Chacra and Mesaverde production in the wellbores of said wells.

A T T T
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CASE 6439: - Application of Caulkins 01l Compary for downhole comingling, Rio Arriba County, New Mexico.
Applicant, in the above-styled cause, seeks approval for ‘the downhole commingling of Mesaverde
snd Dakota production in the wellbore of its Breech A Well No. 229 located in Unit D of Section
17, Township 26 North, Range 6 West, Rio Arriba County, New Mexico.

CASE 6440: Application of Caulkms 011 Company for a dual completion and dosmbiole conmingling,’ Rio ‘Arrida
County, New Mexico. Applicant, in the above-styled cause;, seeks approval for the dual complétion
of ‘its Breech F Well No, 8 located in Unit A of Section 34, Township 27 North, Range gHeat:, Rio
Arriba County, New Mexico, to produce'gas from the Pictured Cliffs formation through a separate
string of tubing and to cormingle Mesaverde and Dakota production in the wellbore of said well,

CASE 6441: Applicstlon of Caulkins 01l Company for downhole comingling, Rio Arriba County,’ New Hexico.
Applicant, in the above—styled cauge, seeks approval for the downhole ‘conmingling of Pictured
Cltifs and Mesaverde production in the wellbors of its Breech F Well No. 12 located in Un:lt A of
Section 35, Township 27 North Range 6 West, Rio Arriba County, New Mexico.

CASE 6442: Application of Caulkins 011 Company for downhole commingl:lng, Ri0-Arriba COuuty, New Mex‘co.
- Applicant; in the above-styled cause; seeks approval ‘for the downhole commingling of’ Pictured
Cl1iffs, Chacra and Mesaverde production in the wellbore of its Breech E Well No. 109 located in
Unit M of Section 3, Township 26 North, Range 6 West, Rio Arriba County, New Mexico.

CASE 6443: Application of Caulkins 011 Company for.a dial completion and downhole comingling, Ric Arriba -
County, New Mexico, “Applicant, in the above—styled cause, seeks approval for the dual completion ’
(conventional) of ‘its Breech B Well No. 220-R located in Unit B of Section 14, Township 26 North,

Range 7 West, to ptoduce gas from the Dakota formation through'a separate string of tubing and to
commingle Pictured Cliffs, Chacra and Mesaverde production in the wellbore of said well,

CASE 6444: Application of Caulkins 041 Company for downhole commingling, Rio - Arriba County, New Hexico.
" Applcant, in the above-styled vause, seeks ap-roval for the downhole commingling' of Pictured -
Cliffg, Mesaverde, Chacra and Greenhorn production in the wellbore of its Breech Well No. 224

located in Unit A of Section 13, Township ‘26 North, Range 7 West, Rio Arrisa County; New Mexico.
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Dockets Nos, 5-79 and 6-79 are tentatfvely sct for hearing on February 14 and 28, 1979,

Docket No. 4-79

Applications for

hearing must be filed at least 22 days in advance of hearing date.

DOCKET:  EXAMINER HEARING - WEDNESDAY - JANUARY 31, 1979

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

The following cases will be heard before Richard L. Stamefs, Examiner, or Daniel S, Nutter, Alternate Examiner:

CASE 6422:

CASE 6415:

CASE 6419:

CASE 6423:

CASE 6424:

CASE 6425:

CASE 6426:

CASE 6427:

CASE 6428:

‘

“Fieid,

In the matter of the hearing called by the 04l Conservation Diviaion on its own motion to permit
Helton Engineerlng & Geological Serviccs, Inc., Travelers Indemnity Company, - and all other intcrested
parties to appear and show 'cause why the Brent Well No. 1 located in Unft M of Section 29 and the-
Brent Well No. 3 located in Unit G of Section 19, both in Township 13 North, Range 6 East, Sandoval
County, New Mexico, should not be plugged and abandoned in accordance vith a Division-approved

plugging program.
(Continued from January 17, 1979, Examiner Rearing)

Application of Yates Petroleum Cerporation for compulsory pooling, Lea County, New Mexico.
Applicant; in the above-styled cause, secks an order pooling all mineral interésts in the Wolfcamp
thru Devonian formations underlying the W/2 of Sectiom 20, Township 14 South, Range 36 East, Lea
County, New Mexico, to be dedicated to a well to be drilled at a standard location théreon. ~Also
to be considered will be the cost of drilling and completing szid well and the allocation of:. the
cost thereof as_well ag actual operating costs and charges for supervision. Also to be ‘considered
will be the designatfon of applicant as_operator of ‘the well and a charge for risk involved in

drilling safd well,
(Continued from January 17, 1979, Examiner Hearing)

Application of Yaves Petroleum Corporation for a dual completiony Eddy County, New Mexico. "
App icant, in"the above-styled cause, secks approval ‘for ‘the dual completion (conventiongl) of "its

ed in Unit B of Section 7, Township 18 South, Range 26 East, E gle Creek

Loun y, Nei o,'to prouuge gas Trom e Stdawn 10URat 16 thwough the ~aolu5‘;uvlu5
annults and from the Morrow formation through tubing.

Application of Yates Petroleum Corporation for an unorthodox well location, Eddy County, New’ Mexico.
Applicant, 1in the above-styled cause, seeks approval for the unorthodox location of its Jackson AT
Well No. 9 located 660 feet from the Soutly and West lines of Sectfon 13, Township 17 South, Range 25
East, Eddy County, Kew Mexico, to test the Wolfcamp, Pennsylvanian, and Mississipplan Eormations,
the S/ of said Section 13 to be dedicated to the well.

Application of Yates Petroleum Corporation for an unorthodox well location, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the unorthodox location of its- Superior
Fed. KJ Well No, 1 located 990 feet from the North and West lines of Section 7, Township 20 South,
Range 29 ‘East, Eddy County, New Mexico, to test the Wolfcamp and Pennsylvanian formations, the N/2

of said Section 7 to be dedicated to the well. 1

Application ‘of T. B. Knox Fstate for exception to Order No. R~111—A, Eddy Conﬁty. New Mexico.
Applicant, in the above—styled cause, seeks an exception to the casing/cementing rules for the 0il-
Potash Area as promulgated by Order No. R-=111-A to permit its Lucia Brookes Well No. 2 located in
Unit K of Section 14, Township 18 South, Range 30 East, Eddy Courty, New Mexico, to be completcd in
the ' following manner. set surface casing and circulate cement; eliminate salt protection ‘string;
and" do not circulate cement on production casing.

[N

Application of C. W. Trainer for an ‘unorthodox gas well locacion, Lea County, New Mexico.
Applicant, in the above—styled cause, secks approval for the unorthodox location of .a well to be
located 660 feet from the North and West lines of Section 24, Township 20 South, Range 32 East, South

fa1e lﬁk&—“nllnw Todl,’ ‘Lea County. New Mexico, the NIZ of said Section 24 to be dedicated to the well. i

Application of Caribou Four Corners; Inc., for an, unorthodox uell location. San Juan County, New
Mexico,. Applicant, in the above- -stylcd cause, 8véks approval for {the unorthodox location of ite
Caribou/Kirtland Well ‘No,. 1 to.lLe located 1214 feet from the North iine and 650 fect from the East
line of Sectfon 13, Townshtp 29 North, Range 15 West, Cha Cha-Gallup Pool, San Juan County, New

Mexico, the E/2 NE/4 to be dedicnted to the well,

Application of Mobil 011 Corpoxation for’ ‘the amendment of Order No. R-5801, Lea County. New' Mexfco.
Applicant, in the above-styled cause; secks the amendment of Order No. R-5801 to delete the re~
quirements for lined tubing {n injection wells in the North Vacuum Abo East Pressure Maintendnce

Project, Lea County, New Mexico.

$
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CASE 6429:  Application of Zia Energy, Inc,, for approval of infill drilling, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks a finding that the drilling of its Elliott State Well
No. 2 to be located in Unit B of Section 34, Township 20 South, Range 36 East, Eumont Gas Pool,
Lea County, New Mexico, 1s nccessary to e(ftctivcly and efficiently drain that portion of ‘the
proration unit which cafnot be so drained by the existing well, and further secks approval of a

waiver of existing well-spacing requirements,

CASE 6430: Application of Phoenix Resources Company for a unit agteement, Chaves County, New Mexico.
Applicant, in the above-styled cause, seeks approval for its Buckhorn Canyon Unit ‘Area comprising

23,009 acres, more or less, of Federal and state lands in Township 19 South, Ranges 19 and 20
East, Chaves County, New Mexico.

.»'””’EnSE 6431: Application of HNG 011 Company ‘ for compulsory pooling, Eddy County, New Mexico. Applicant, in the
cemmrme s m ey, ADOVESStyled cause, seeks an order pooling all mingral interests in the Pennsylvanian formatfon
underlying the N/2 of Section 35, Township 23 South, Range 28 East, Eddy County, New Mexico, 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’ thercof as well as actual
operating costs and charges for supervision. - Also to be considercd will be the designation of appli-
cant as operator of the vell an&»a charge for risk involved in drilling said well,

CASE 6432: Application of John Yuronka for compulsory pooling, Lea County, New Mexico. Applicant, in the
above~styled cause, seeks an order pooling all mineral interests in the Langlie Mattix Pool under-~
lying the NE/4 NW/4 and the SE/4 NH/4 of Section 9. Tovmship 24 South, Range 37 East, Lea County,
New Mexico, to form two 40-acre units, each to be dedicated to a well to be drilled at a standard
locatfon thereon. Also to be considéred will be thé cost of drilling ‘and completing said wells
and ‘the allacation of the cost thereof as well as actual operating ‘¢osts and charges for superviston.
Also to be considered will be the designation of applicant as operator of the wells and a charge for

© risk involved in drilling said wells.

CASE 6433: Application cf Cities Service Company for compulsory pooling, Eddy County, New Mexico. Applicant, in
the above-styled cause, seéks an order pooling all mineral Interests in the Perinsylvanian formations
underlying the S/2 of Section 8, Township 23 ‘South, Range 28 East, Eddy County; New Mexico, 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 actual
operating costs and charges for supervision, Also to be, considered will be the designation of
applicant as operator of the well and a charge for risk {nvolved in drilling said ucll.

.CASE 6434: Application of ‘Amerada Hess Corporat1on for approval of infill drilling, Lea CounL). New Mexico.

4 Applicant, in the above—styled 'cause, seeks a finding that the drilling of its State "0" Well No.
5 to be located in Unit H of Section 30, Township 19 South, Range 37 East, Eumont Gas Pool, Lea
County, New Mexico,” 1§ nécéssary to effectively and efficiently drain that portion of the proration
unit which cannot be so drained by the existing well, and further seeks approval of a walver of

existing well—spacing requirements.

7

_CASE 6435: Application of ‘Aniérada Hess Corporation for approval of infill drilling. Lea County, New Hexico.
Applicant, in the above-styled cause, seeks a finding that the 'rilling of its W. A. Weii "B" Well
No, 3 located-in Unit B of Section 26, Towmship 19 South, Range 36 East, Eumont Gas Pool; Lea County,
New Mexico, is necessary to effectively and efficiently:-drain that portion of the proration unit :
which cannot be so drained by the existing well and further seeks approval of a waiver of existing

well-spacing requirements. ) ,

CASE. 6436: Application of Amerada ‘Hess Corporation for approval ‘of infill drilling, Lea County, New Mexico,
Applicant, ini:the above-styled cause, seceks.a finding that’ the drilling of its State "U" Gas Com
Well No., 2 to be located in Unit C of Section 32, Township- 19 South, Range 37 East, Eumont Gas Pool,
Lea County,. New Mexico; is necessary to effectively and eff{ciently drain that portion of the
proration unit which cannot be so drained hy the existing well, and further seeks approval of a

waiver of existing well-spacing requirements.

:

for, approval of infill dFf); ling and a non—standard protation unit,”San
nt, in the above-sty e caune; seeks a finding that }he drilling ‘

CASE 6437: Application of Curtis Litt"
Juan COunty, Hew Hexico.‘ App

Township 28° North, Range 13 West, ‘Basin-Dakota Pool, San Juan County, New Mexico, 1s necessary to
effectively and! efficiently drain that portion of the proratfor unit which canrot be so drained by
the existing well. Applicant further seeks rescission of Order No. R-4556 and approval of a
344.36-acre non-standard ‘gas proration unit comprising all of Section il, and Lot 4 and the SW/4 SW/4

of Section 12 for said well,

CASE 6438: Application of Caulkins 011 Company for dual completions and dounhble commingling. Rio Arriba County,
New Mexico, Applicant in the ‘above-styled cause, sceks approval forthe dual completion of its
Breech Well No. 812 located in Unit N of Section 18, ‘Township 26 ‘North, Ratige 6 West, and its Breech
Well No. 224-A located in Unit B of Section 13, Townahip 26 North, Range 7 West, Rio Arriba County,
New Mexico, to produce gas from the Dakota formation through a separate string of tubing and to com-
mingle Chacra and Mesaverde production in the weilbores of said wells,
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CASE_6439:

CASE 6440:

CASE 6441:

CASE 6442:

CASE 6443:

CASR 6444 :

Docket No. 4-~79

Application of Caulkins 0il Company for downhole commingling, Rio Arriba County, New Mexico:
Applicant, in the above-styled cause, seeks approval for the downhole commingling of Mesaverde
and Dakota production in the wellbore of its Breech A Well No. 229 located in Unit D of Section
.17, Towmship 26 North, Range 6 West, Rio Arriba County. New Mexico. .

Application of Caulkins 0il Company for a dual (.omplet:lon and downliole comingling, Rio Arriba
County, New Mexico. ' Applicant, In the above-styled cause, séeks approval for the dual completion
of its Breech F Well No, 8 located in Unit A of Section 34, Township 27 North, Range 6 West, Rio

"Arriba County, New Mexico, to produce gas from the Pictured Cliffs formation through a separate

string of tubing and to commingle Mesaverde and Dakota production in the wellbore of said well.

Application of Caulkins 0il Company for downhole commingling, Ric Arriba Cournty, New Mexico.
Applicant, in the above-styled cause, seeks approval for the downhole commingling of Pictured
Cliffs and Mesaverde production in the wellbore of its Breech F Well No. 12 located: in Unit A of
Section 35, Township 27 North, Range 6 West, Rio Arriba Counr.y, New Mexico.

ﬁpplication of Caulkins 04l (.ompan; for downhole commingling, Rio Arriba COunty, New Hexico.
Applicant, in the above-styled couse, seeks approval for the downhole commingling of Pictured
Cliffs, Chacra and Mesaverde production in the wellbore of its Breech E Well No. 109 located in
Unit M of Section 3, Township 26 North, Range 6 West, Rio Arriba County, New Mexico.

Application of Caulkins 0il cOmpany for a dual completion and downhole comingl:lng, Rio Arriba
County, New Mexico. - Applicant, in the above-styled cause, seeks approval for the duval completf.on
(conventional) of its Breech B Well No. 220-R located in Unit B of Section 14 Tovmship 26 North,
Range 7 West, to produce gas from the Dakota formation through a separate string of tubing and to
commingle Pilctured Cliffs, Chacta and Mesaverde production i{n the wellbore of said well.

Application of ‘Caulkins 011 COmpany for dowmhole comingling, Rio Arriba COunty, New Mexico.
Applicant, in the above-styled cause, seeks approval for the downhole’ comingling of Pictured
Cliffs, Hesaverde, Chacra and Greenhorn production in the wellbore of its Breech Well No. 224
located in Unit A of Sectfon 13, Township 26 North,  Range 7 West, Rio An"lba County, New Mexico.

5

i




KELLAHIN az2 XELLAHIN
ATTORNEYS AT LAW
800 DOM GASPAR AVENUR

JASON W- KELLAMIN P. O. BOX 1765 TELKEPHONE $02-4208
W THOMAS KELLANM : SANTA FE, NEW MEXICO 87501 AREA coDE 808

KAREM AUBRREY

January 9, 1979

Mr. Joe Ramey

N1l Cancavira+inn
A \‘vﬁ‘dv‘ '“b&v‘.

o
P. 0. Box 2088
Sanfa Fe, New Mexico 87501

Re: HNG 0il Company

Dear Joe:

I would apprec1ate you setting the enclosed appllcatlon
fer hearing on January 31, 1979,

.

4
R

WTK /ma
Enclosure

CC: Mr. Raymond Parker
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BEFORE "THE ,
ENERGY AND MINERAL DEPARTMENT

STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATION WEL
OF HNG-OIL COMPANY FOR COMPULSORY Cosx
POOLING, EDDY COUNTY, NEW MEXICO K : »

APPLICATI ON

Comes now HNG 0il Company and applies t6 the‘Oil
Conservation Division of New Mexico for an order pooling
all 'oil and gas mingral interests, whatever they may be, in
the N/2 of Section SgE;Townshlp 23 South, Range 28 East,
N.M. P.M., Eddy County, New Mexico, in the Pennsylvanlan
formation including but not limited to Morrow, Strawn and
Atoka, underlying said tract, and in‘supportrthereof’WOﬁld

show the Commission:

1. Applicant proposes to drill a well to the Pénnsylvanian

formation at an'orthadpx location 2310’feet from West line and
660 feet from the North line, dedicating the above-described
320 acre tract to the well, /

2. Appiicant has obtained 1eases;'or'pafficipafi¢ﬁ in
~thewdriiiingnéf~£ﬁe*wéi19ffsﬁééii'iﬁféfést[oﬁners in said 320
acre unit withhfhe exception of'tﬁe'following‘persons,'whose
interest names: and addresses, to the best of applicant's:

-1nformat10n and belief, are as follows:
1.875 acre tract, designated ‘as Farm Tract 664,
‘located in the V/Z SW/4 SW/4 NW/4 of Section 23

Owned by Helrs ‘of Albert Larson, and by Olaf
Enderud., - Last known address, Caldwell hansas,

no other address found

5 acre tract known as Farm Tract 660, located in
N/2 SW/4 VW/4 NW/4 of: Sectlon 23




Owned by lHeirs of Burt Schurr, last know address
~-~Leroy kans‘s :
P /o

Heirs of Albert lLarson.and Qlaf.tnderud believed
‘to be represented by Don B, Stallings, Attorney,:
Stock Exchange Building, 103 South Main Street,
Taldwell, hansas' 67022

i

u 3. Applicant has made diligent effort to 'obtain the parti-

cipation of said nonconsenting parties in the drilling of
the proposed well, or, in the alternative, obtain a lease or

farmout from them, but has been unable to do so.

WHEREFORE appllcant prays the Division compulsory ‘pool
all of the mineral interests to the Pennsylvanian formatlon

underlylng the above tract, designating applicant as ‘8perator,

aeml Sa o 7 g o~ -~ ;
such gorder for cant to receover

jude
[ N

gnin

41
A

and making provis apyp

ouf of ptd&Uction its costs of drilling, coﬁbleting and

equipping the proposed well, with costs of supervision while

drilling, together with provisions for recovery of the costs

on
ce

poie

Acte Af cimavrvicinan ' 1mon
~ A SR v‘-'o“xlv‘ Y e wr v.“, “t’v‘l

mpletion

[«]
N
<

peratio
of the well, and“for a risk factor of 200% for the risk
o assumed in drilling the well, and for such other and further

relief as proper.

Respectfully submitted,
"HNG 0il Compan

—
B

‘ P. 0. Box 17' o
y T o , Santa Fe, New Mex1co ~87501

ATTORNEYS'FOR;APPLICANT
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BELFORE THE
ENERGY AND MINERAL DLEPARTMENT & -- e
STATE OF NEW MEXICO

IN,THB MATTER OF THE APPLICATION
OF HNG OIL COMPANY FOR COMPULSORY"
POOLING EDDY  COUNTY, NEW MEXICO

APPLI CATTIGOCN

|
Comes now HNG 0il Company and applies to the 0il
Conservation Division of New Mexico for an order pooling
all oil and gas mineral interests, whatever they may be, in

A

“the N/i of Secticn 2%, Township 23 South, Range 28 East,

N.M.P.M., Eddy County, New Mexico, in thé PeﬁnsylVanian
formation ircluding but not 1i 1ted to Morrow, Strawn and

Atoka, underlying said tract, and in support thereof would'

i

show the Commission:

1. Kpplicaﬁt'préposes to drill a well to the Peﬁisylvanian

" formation at an orthodox location 2310 feet from West line and

660 feet frdm the North line, dedicating the above-described
320 acre tract to the well,

2. AppliCant has obtainedileases or partlulpatlon in

y

the dr1111ng of the well from- all 1ntere= owners in' sa1d 320

\ ‘
acre unit with the exceptlon of “the follow1ng persons, whose

interest, names and addresses, to the best of appllcant s

1nformat10n and belief, are as follows:
1.875 acre tract, de51gnated ‘as ‘Farm Tract 664,
located in the N/2 . SW/4’SW/4 NW/4 of Section 23
Owned by Ileirs of Albert Larson, and by Olaf
Enderud., Last known address, Caldwell Kansas,
no other address found

5 acre tract Lnown as Farm Tract 660, located in the
;N/ﬂ qw/4 NW/4 NW/4 of Section’ 23 )

WA B




Owned by Heirs of Burt Schurr, last know address
Leroy, Kansas

Heirs of Albert Larson and Olaf Enderuc believed
to be represented by bPon B. Stallings, Attorney,

Stock Exchange Building, 103 South Main Street,
Caldwell, Kansas 67022

3. Applicant has made diligent effort to obtain the parti-
cipation of said nonconsenting parties in the drilling of
thé'prdposédﬁwell, or, in the alternative, obtain a lease or

farmout frbm'them but haS‘been unable to do so.

WHEREF ORL applicant prays the Division ‘compulsory pool

.all of the mineral interests to the Péphsylvanian formation

underlying the above tract, designating applicant as operator,

_and making provision in such order for applicant to recover

out 6f production its costs of drilling, completing and
equipping the proposed well, with costs of supergision while
drilling, together with provisions for recover&’éf the costs‘
of operation; including costs of sgpervision,,upOn completion
of the well, and for a risk factor of 200% for the risk-
assUmed'in”drilling the well, and for such other aqd furthe£
relief as proper. '
( Respectfully submitted,
NG 0il Compa

P. O, Box'1 69 ;
Santa Fe, New Mex1co 87501

ATTORNEYS FOR APPLICANT =~

\




BEFORE TIIE 7 JAN -4 14/9 ‘

ENERGY AND MINERAL DEPARTMENT
STATE OF NEW MEXI1CO

! ~IN THE MATTER OF IHL APPLICATION

OF HNG OIL COMPANY FOR COMPULSORY .
POOLING, EDDY COUNTY, NEW MEXICO Cooe Y32

APPLICATTION

Comes now HNG Oil Company and applies to the 0il
Conservation Division of New Mexico for an order pdoling @
all oil and gas mineral interests, whatever they may be, in

. h‘""b . i
T N (o E ‘A
£-Geclion 23, Township 23 Scuth, Range 28 East,

[ )

N.M.P.M., Eddy County, New Mexico, in the Pennsylvanian
formation including but not limited to‘Morrow,,Strawn and
Atoka, underlying said tract, and in support thereof would
show the Commission: . +
1. Applicant proposes to drill a well to the Pennsylvanian
formation at an»orthOdOX location 2310 feet from’WeSt line and
660 feet from the North line, dedicating the above-described
320 acre tract to the well.
2. Applicant has obtained leases, or participation in
the drilling of the well from all interest owners in said 320
acre unit with the exception of the foIlOwing persons, whose
interest, names and addresses, to the best of applicanf{s
information and”belief are. as follows:
1.875 acre tract, d351gnated as Farm Tract 664,
located in the V/Z SW/4 SW/4 'NW/4 of Section 23

~Owned by lleirs of Albert Larson, ‘and by Olaf
Enderud. -Last known address, Caldwell Kansas,

no other address found , i

5 acre tract Lnown as Farm Tract 660, located -in the
N/2 Sw/d NW/4 NW/4 of Section 23




AT £ T R B T

Owned by lleirs of Burt Schurr, last know address
Leroy, Kansas '

Heirs of Albert Larson and Olaf Enderud believed
to be represented by Don B. Stallings, Attorney,
Stock Exchange Building, 103 South Main Street,
Caldwell, Kansas 67022

3. Applicant has made diligent effort to obtain the partiF

cipation of said nonconsenting parties in the drilling of

' the proposed well, or, in the alternative, obtain a lease or

farmout from them, but has been unable to do so.

WILEREFOKE ‘applicdnt prays the Division compulsory pool
all of the mineral interests ‘to the Pennsylvanian format1on
underlying the aboyeipyoot/ de51gnat1ng applicant as operator,
and making provision in such order for applicant to recover
out of production its costs of dfilling, completing and
equipping~the proposed well, withﬁtosts of supervision while '
drilling, togetoer with pfoyisions for recovery of the costs
of operation, including costs of supervision, upon completion
of the well, and for a risk factor of 200% for the risk
assumed in drilling the well, and for such other and further
relief as proper. ;

Respect;ully submitted,

HNG 0il Company

Santa Fe, Vew Mex1co 87501

ATTORNEYS FOR APPLICANT
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
'DIVISION FOR “7HE PURPOSE OF
CONSIDERING:

CASE NO. 6431

e

P : 4 ’ e
Order No. R- 5 ¢Gd

APPLICATION OF HNG OIL COMPANY
FOR COMPULSORY POOLING, EDDY
COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

~ This cause came'’on for hearing at 9 a.m. on _ January 31

19 79 , at Santa Fe, New Mexico, before Examiner Richard L. S

NOW, on this ‘ day of February ¢ 1979 , the Divisio

Director, having considered the téétimony, the record, and the
recommendations of the Examiner, and being fully advised in the
premises, ' |

(1) ‘That due public notice having been given aé required by
law,‘the Division has jurisdiction of ﬁh;s cause and the subject

matter thereof.

Mexico,

(2) That the applicant, _ HNG 0il Company ’
seeks an order pooling all mineral interests_in the Pennsvlvanian
| formation i . underlying the N/2 ’ ‘
of Section 35 » Township 23 South . Ranée 28 East b
NMPM, . o ot e, Eddy COgnty,'Neé? s
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(3) That the applicant has the right to drill and proposes

to drill a well at _a standard locatinn thereon .

(4) That there are interest owners in the proposed proration

unlt who have not agreed to pool their interests.

(5) That to- av01d the drilling of unnecessary wells, to
protect correlatlve rlghts, and to afford to the owner of each
interest in said’ un1t the opportunity to recover or recéive
without unnecessary exéense his juét and fair share of the gas
in said poo;, thecsubjeCt‘application should be appched-By;
pooling all mineral interests, whatever they may be, withiﬁ said

unit.

Wy

{(6) That the applicant should be designated the operator

of the subjcct well and unit.

(7) That any non-consenting working intcrest‘owner should
be afforded the opportunity to pay his shéfe 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 that .
‘does not pay his sharcwof estimated well ccsts should have
withheld from production his share of the reasonable well costs
‘plus an additionalgﬂb@zggfzﬂthereof'as a reasonable charge fcr th%
risk involved in the drilling of the wéll. R ¥

(9) That any ncn-consenting interest owner should be
afforded the opportunity to object to the actual well costs but

fW)

that actual well costs should be adopted as the reasonable well
“costs in the absence of such objection.

(10) That following determination of reasonable well costs,
any ncn?consehtihg’working interest owner that has paid his
share of estimated costs should ééy to the operator any amount
that reasonable well costs exceed estimated well costs and

should receive from the operator any amount that paid estimated

well costs exceed reasonable well costs.
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(11) That_$23§8.00 per month‘shouiﬁ be fixed as a reason-

able charge for supervision (combined fixed rates) while drilling

and that $3]8.00 per month should be fixed as a reasonable charge
for supervision while producing; that this charge should be ad-
justed annually based upon the percentage increase or decrease

in the average weekly earnings of crude petroleum and gas produc-
tion workers; that the operator should be_authorized”t9 vlthhold
from production the proportionate share of such supervision
charge attributable to each non-consenting worklng.lnterestj and
in addition thereto, thé operator should be authorized to with-
hold from production the proportionate share of actgal expendi-
tures required for operating the jsubject well, not in excess gf
what are reasonable, attributabéf 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 therebf 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 or before [Z&aa f_/ ] /f7? . the order

|lpooling said unit should become null and void and of no effect

whatsoever.

IT IS THEREFORE ORDERED:

(1) That all mineral interests, whatever they may be,
ih the Pennsylvanian formation underlying the N/2
"of Section __ESL__J,TOWnéhip 23 South . Range ___?3‘EaSt vy
NMPM, T T —_— ., Eddy - County, New Mexico,

)

| S > o
lare hereby pooled to form a standard 320~ acre gas spacing

and proration unit to be dedicated to a well to be drilled

at a standard location thereon.

“ - PROVIDED HOWEVER, that the operatbr of said unit shall

{|commence the drilling of said well on or before the 2@&‘ day of

;gg*uﬁ,Zfﬂ » , 19 79, and shall thereafter continue tﬁe~drillin%
of sdid well with due ‘diligence to a.depth sufficient to test the

Pennsylvanian ; formation;

PROVADED FURTHER, that in the event said operator does not

commence the drilling of said well on or before the /QV%; day of
/Z«ﬂ Nas , 1979 , order (1) of this order shall be null
L

and void and of no effect whatsoever, unless said operatpr obtains

a time extension from the . Division for good cause shown,
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vactual'well costs within said 45-day period the Division will

PROVIDED FURTHER, that should said Wy 11 not be drilled to

completion, or abandonment, within 120 days after cormencement

thereof, said operator shall appear before the Division Director a

show cause why Order (1) of this order should not be rescinded.

-{2) That HNG 0il Company 1is hereby deeignated
the opereto; of the subject well and unit.

(3) That after ‘the effective date of this order and within
Zﬁ days pxior to commenclng said well, the operator shall furnish
the Div1sion 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
woerking interest owner shall havefthe;riéhtgto;payfﬁignshgge;‘_
of estimated well costs to the operator in lieu of paying ﬁis
share of reasonable well costs out of production, and that any
such owner who pays his share of estimated well cqsts'as pro-
vided above shall remain liable for operating costs but shall
not be liable for risk charges. ‘

(5) That the operator shall furnish the DlVlSion and each
known working interest owner an itemized schedule of actual we11
costs within 90 days following completion of the well; that if

no objection to the actual well costs is received by the DivisionA

and the Division has 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 istan objection to

determine reasonable well costs after public notice and hea;iné.
(6) That within 60 days following determination of reason-

able well costs,Aehy nen—consentiné working interest owner that

has peid his share of estimated costs in advance as provided

Bi
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above shall pay to the opefétor his pro rata share of the amount
that reasonable well @ost% exceed estimated weil costs and shéll
recéive from the operétor his pro rata sh&re of the amount that
estimated well costs exceed reasonable well costs.
(7) That the operator is ﬁereby authorized to withhold
‘the following costs and charges from production: ”
(A) The pro rata share of reasonéble well costs
attributable to each non-consenting working
interest owner who has not paid his share of
estim&ted well costs within 30 days from the
“date the schedule ‘of estimated well costs is
‘furnished €o him. PR
(B) As a chargeﬁfor the risk involved in the
drilling of the welll, ggggmuf;; tiié"prq rata
share of reasonable well costs attributable

to each non-consenting working interest

owner who has not paid his share of estimated

well costs within 30 days from the date the

schedule of estimated well costs is furnished
to him. E
(8) That the operator shall distribute said costs and

Rt L : ‘ :
charges withheld from production to the parties who advanced

the well 99513,5 - o

“'te)’ That $2392.00 per month is hereby fixed as a reason-
able charge for supervision (combined fixed rates) while driliing,
and that $318.00 per month is hereby fixed as a reasonable
charge for supervision while producing, p;oV1ded that this rate

B shall be adjusted.on the first day of April of each year follow-

- ing the effective date of this order; that the.adjustment shall
be computed by multiplying the rate currently in use by the
percentage increase -or decrease in the average weekly earnings o<

Crude Petroleum and Gas Production Workers for the last calendar

preceding calendar year as shown by "The

. year.compared to the ,
§ndex ofpive'rage 'Weekly Earnings of Crude Petroleum and Gas ._
RPN 75 S ,.,.,.““4‘»,._A';_.._.;_—- “"', > F ';“&Jt:?“t“‘ﬂ‘\ 'y-—“A‘ o e i B - ——a—— -
Production Woi " ag published by the United States Depart-
Production Workexs" p y o3 the sajusted

t of Labor, Bureau of Labor Statistics, a
?zze'shall be'the rates currently in use, plus or minusithg~
computed adjustment; that the operator is hereby authgr zeh
to withhold from production the proportionate share o suck'

- . supervision charge attributable to eachxnonfconsgnting gor ing
i} interest, and in addition thereto, the operator 1siher: y 5
2 authorized to withhold from production the proport on;lg s :re
of actual expenditures required for opgratlng such weh ; no
in excess of what are reasonable, attrlbutab;e to each non-

consenting working interest.
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(10) That any unsevered ﬁineral interest shall be considerdd
a seven-eigiliths (7/8) working interest and a one-eighth,(l/B)
royalty interest for the purpose of alibbating 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 ‘cosSts or charges shall
be witﬁheld from production attributable to royalty interests.

(12)  That all procggds from production from the éubject
well which are not disburééd for any reason shali immediately

be placed in escrow in Eddy County, New Mexico, to be

paid to the true owner thereof upon demand and proof of ownership;
that the operator shall notifyAthé Division of the name and

address of 'Said escrow agent within %0 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.




