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MR. NUTTER: We'll call now Case Number 6458.

MS. TESCHENDORF; Case 6458. Application of
Cotton Petroleum Corporation for an unorthodox gas well
location, iddy County, New Mexico.

MR. NUTTER: And Case 6459,

MS. TESCHENDOPF: Case 6459. Application of
Cotton Petroleum Corporation for compul sory pooling, Eddy
Couhty, New Mexico.

MR, COFFIELD: Conrad Coffield, with the

Hinkle Law Firm, appearing on behalf of the applicant,

‘Cotton Petroleum Corporation. I have two witnesses.

MS., TESCHENDORF: Will you stand and be

sworn, please?

MR. NUTTER: These two cases will ‘be conso-

lidated for the purpose of testimony.

MARK SCHWEINFURTH -
being called as-a witness and having been duly sworn upon

his ocath, testified as follows, to-wit:

DIRECT EXAMINATION
BY MR. COFFIELD:
Q0 - TWould you please state your name?

A My name is Mark Schweinfurth.
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A 1 0. And where do you live, Mr. Schweinfurth?
2 A, In Midland.
3 Q And what is your occupation?
4 A I'm a geologist, so-called independent, and
5 I-live in Midland, Texas.
5” ’ | Q And relative to thesew cases, what J.S youf :
7 position with respecf to the applicant? *
8 A I have been hired by the applicant to give
9 expert testimony cf a geological nature.

E§§§ 10 0. You're a geological consultant?

g g T " A Yes. ‘
B3 | |
/Eggg 12 0 Are you familiar with Cotton Petroleum's ,i

Eo.": 13 applications in these cases? 4

ﬂéég 3

- ..%sé " A I am. ,

15 0 Are you famiiiar with the property and the
16 proposed well location involved?

5 7 A I am.

18 0 Mr. Schweinfurth, have you previously testi-—

19 fied before the Division as a petroleum geoclogist?

2 A Yes, I have.

; 21 Q And were your qualifications accep‘ted?
2 ‘ A '-They were,

- s MR. COFFIELD: Is the witness considered

| - 24 qpalified?
% ‘ MR. NUTTER: Yes, he is.
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o oy @ (Mr. Coffield continuing) Mr. Schweinfurth,
2 generally speaing what does the applicant propose to accom-

3 plish by these -~ these two applications?

i?i ’ _ 4y - First, there's 6458, what ure we seeking

5| there?
6 : ' A  Cotton Pétroleum proposes to drill an unorﬁho- %
7]  dox location in the Indian Basin-Upper Pennsylvanian-Cisco |
8 Canyon Field at a location 660 feet from the south and east %

9 lines of Section 24, 21 South, 23 East..

ticular Section 24, of 21, 23, in Eddy County, that they

e"gz 10 Q And the purpose of the application in the
; o 5 a2 .
: ] 23 i1 second case, Number 6459? i
o oN233) 12 ' | . :
; ,e: E A Cotton Petroleum proposes that in this .par-
: Tas

> a

-

2t
L

3030 Plasa Blanca
tlanta Fe,
ab

force pool interests of Marathon 0il Company to form a .

640-acre proration unit,

16 Q Mr. Schweinfurth, wi;h respect to the unor-

7 thodox location aspect of thése particular cases, generally

b location is more desireable than an orthodox location?

A As wewill discuss later on Cotton Pét:oleum's

i 2 location appears to be structurally and stratigraphically
t
f 2 the optimum location in the section, the section having

: 2l - X ' .

! “ had some drainage over the years previously, they're re-
! e ’

: 24

luctant to drill any farther down the structure than the

proposed location.
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! 0. All right. Please refzr to what has been
2 marked as Exhibit One and explain to the Examiner what
3 that represents.
AT T A ‘Exnibit One 1s a land plat showing a portion
5 of Eddy County which is on the northeastern portion of the
6 Indian Basin-Upper Pennsylvanian-Cisco Canvon Field. T&
? is a land plat siiowifig not only Section 24 in which ‘Cotton
8 Petroleum proposes to drill the requested well, but it also
9 . . .
shows surrounding sections, the wells that are in then,
: s 10 N . |
; gEsE and the color code is -- signifies the different operators 3
Y ER 1" -
; 2528 surrounding that location. 1
BN 1 - ; . |
,:§§é 0 Does the plat have a key, then, for this -- i
J ? s ) 13 - . . ’ 4
; gig; yes, I see it there at the left side? ’ =
; <Ez3 14
: wss A Yes.
.5 15 :
Q For the operators? 1
f i6 » .
A Yes, Cotton not only has a legend showing A
17
i - ) the colors of the different operators, it shows on the
18 .
right side the ownership of the different operators in the
ey
19 ’,"J '
section where the well is to be proposed, it also shows: .-
20
the scale of the map, wihich is onz inch equals 2000 feet. i
21
0 Okav, Mr. Schweinfurth,K relative to tke l
2 . . . . .
A - 'location as set forth in the application as compared with
: . ;.
‘:) an orthodox location, what is the relative location of the
24
proposed well?
5 -
A The orthodox location, if I understand your
?gﬁ?w«?ﬂ’ g i e e e e e AR
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qtestiqn"fig%EL;%éwn;;mally716507¥régﬁgﬂé south -- Qbﬁld
be a 1650 from the lease lines. The proposed location is
660 feet from the lease lines of the southeast quarter of
the section.

0 So then the proposed location is closer to
both the south and the east boundaries of the section, is
that correct?

A Yes, sir.

1 Please refer to what's been marked as Ex-
hibit Two and explain what that represents.

A Exhibit Number Two is a strucéﬁre'map,
gquotation marks, it's not a tectonic structure map, but it
is a top of the reef map, contoured on the Upper Pennsyl-
vanian-Cisco Canybh pay.

It covers the exact same area of the Exhibit
Number One land plat, and it shows the Cisco Canyon reef

top relative, to the proposed location in Section 24, and

N
T e e e

[

also relative to the wells surrounding it. These w

that are now producing from the Cisco Canyon reef are
colored in blue, and it can be noted from this map that the
proposed location is some 100 feet higher than the Marathon

than the Sinclair Well, which is a dry hole in

or
)

north-

east of the southwest quarter of Section 24.

MR. NUTTER: You said Sinclair, but that's

shown there to be Marathon.
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& i A Yes, sir, it is an old Sinclair Well. Tt
2 currently now is -- belongs to Arco, or it would currently
3 be an Arco Well, but Marathon is one of the lease holders
4 in that portion of the section, and that's what the desig-
5 hatioh Marathon" isr there.
8 It was drilled by Sinclair in 1965, as I
7 remember, ‘64, pardon me. |
8 That well was a dry hole in the reef in 1964
9 because of the upper portion of the ‘reefi being relatively
gggg 10 impervious to the transm‘_i_ssion of hydrocarbons. |
Eggg " 0 Do you have anything further on Exhibit Two? a
x\gg gz 12 ‘ A, I would also like to voint out that on Ex- 3
sgsf 3 hib»it Two there is an A-A prime cross section, which I i ;
B 53?3.3 b would liKe to show at the hearing, next. i
15 Q.r | Okay, then go on to Exhibit Three and ex-
16 plain what that exhibit is. 3
” A Exhibit Three is that cross section, and
| 18 its purpose is to snow the aifference between the reei, _ 1
19 productive reef between the Sinclair Well in the southwest
20 quarter of 24 and the Kerr-McGee in the southeast quarter
2 of 30, to the southeast of the proposed location.
1 -z e | If yoi’x will note that the so-called top of
5) the Indian Basin-Cisco Canyon pay is noted on the cross
% section. The proposed location is drawn in and the strati-
25 ~graphic correlation within the reef is noted on the line

o s e g

S e SRS
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"is more reef prospectively in the proposed location.

‘basis for assigning an amount of producing acreage to that

Lelow the sea level datum.

As you can see, the section in the Sinclair

Well was approximately 100 feet. That same section builds
up or reefs up to somewhere about 400 feet in the Kerr
McGee Well to the southeast. That is the'sectidn that the
Cotton Petroleum Corporation well hopes to tap a portion of
in tﬁg@r pr@posed location. T |

Q So one of the purposes for offering Exhibit

Three is to reveal and show graphically the fact that there

A, Yes, -sir.
Q Is that correct?
A It appears to be. If we may refer again to

the Pénnsylvanian reef up until it -- it also produced
about a billion feet of gas, and is now not producing, so
that I would say that if -- if you could infer production

across the 3600 foot contour interval, you might have a

partigular proposed iocation.
0 Mr. Schweinfurth, would an orthodox quation,
drilling this well at an orthodox location substantially
diminiSh.the chances of successful completion?
A Certainly would. I feel that it would.

0. Do you, in your opinion, do you think that




s
! |
, . , ) , B : P.g.__ R P ‘
| S ‘ i “approval of this unorthodox location would necessarily re- ||
? quire or dicﬁate the approval of other wells in the general
3 area at unorthodox locations?
4 A I would say not. As a matter:of fact, the
5- reef not only is a -- I think it's been demonstrated that
6 this particular reef does have in fact a partial water
T 7| drive, in that the higher wells on the structure will get
8 their proportionate share of gas plus, and that the lower
9 wells on the structure will not, especially if they, in
of §':‘ 10 this case they've been drained over the period of time that
5;23 n the reef has been producing.
/E.,.EE'E 12y Q Mr. Schweinfurth, what, in your opinion, is
;ggg 13 the volume of production which could reasonably be expected
35% " from a well located at the proposed unorthodox location?
15 A Of course, that's a difficult question to
16 answer, but from past performahce of other wells, it
v wouldn't be -- it wouldn't be -- and educated guess would
18 -be 3-million feet aAday, I would say.
19 2 Mr. Schweinfurth, have you considered the
0 risk aspects of this particular prospect, this well that's
., 2' - to be drilled, how risky the prospect: will be.
| z A I would say that the risk of carbonate reefs |
i = 23 in the Permian Basin are about the most risky reservoirs to
% = 2 drill for, because not only are you faced with the vagaries
: % of the structure or the top of the reef, but you're also

<t KT b S
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Commnon Lo
reefs, so that you've got two strikes against you, and then
the third strike in this particular case is there has in
fact béen some drainage across this proposed section.

Q With all of that in mind, then, Mr. Schwein-
furth, 'do you have a recommendation to make to the Division
with réSpeCt to a risk penalty which should be assessed in
connection with the forced pooling nature of our applica-
tion? N

A It is my opinion that a full 200 perceﬁt
penalty should be assessed for a well of this high risk.

Q Okay, Mr. Schweinfurth, were these exhibits

prepared by you or under your supervision, Exhibits One,

‘Two, and Three?

A Yes, sir, they were.

0 And in your opinion will the approval of
Cotton Petroleum Corporation's application prevent the
drilling of unnecessary wells anG otherwise prevent waste

and protect correlative rights?

MR, COFFIELD: Mr. Examiner, I move the ad-
mission of Exhibits One through Three.

‘MR, NUTTER:
Three will be admitted in evidence.

MR. COFFIELD:

Applicant's Exhibits One through |

And I have no further guestion:
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of this witness on direct.

CROSS EXAMINATION
BY MR. NUTTER:

g FERY N PR

0. MI, Séhweinfurth;, which was ©hée weéll that

you mentioned had produced some amount of gas and then was

abandoned?
A The Penroc well in the northeast quarter of
Section 19.
Q Okay, was it completed in the Upper Penn?
A Yes, sir, it was.
Q And how much did it produce from there?
A About a billion .feet of gas.
- 0 And how about the well up here in Section

13? Was it dry from the beginning?

A ‘Yes, sir, it was dry from the Upper Penn.
Q And that well in Section 18?

A Yes, sir, the same.

0 Never produced?

A Never produced, no, sir.

Q Okay, can you give me the c&ﬁulative pro-

duction on the other wells wirich you show on this exhibit?
A No, sir, I do not have that information.
MR. NUTTER: Mr. Coffield, I think we'll

take administrative note of our records to determine what
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| ] ! the production has been in these other weills. : o
| 2 MR. COFFIELD: Yes, sir. |
| 3 0. Do you feel, Mr. Schweinfurth, now tell me
4 the history of t;his Marathon, or the old Sinclair Well,
) ; 8§ Mr, Schweinfurth, why Lt didn't produce.
6 A, It was tested in the upper vortion of the
7 ' Mr‘é_e_fwand it had a ga'é " shéw of aporoximately 11.060 cubic -
3 feet per day, and declined. The pressures indicated that
9 it was tight, a rapid decline, in the drill stem tecting
of i Y it was tight.
§§§§ " 0 And it had the amount of gross section that
| - ggzg 12 you show here on Exhibit Number Three, which is only about
;Eég 3 a fourth of wt}a't the Kerr McGee Well has to the southeast?
K1 F i A Yes, sir, I would say that's correct.
18 0. And what do you anticipate for your proposed
18 location, maybe a couple ¢of hundred, two hundred feet?
7 A Yes, sir. I expect that if we just assign
® a straight line curve,_vbas you can see from the cross sec-
” tion, it will be some two hundred, two hundred and fifty
» feet of reef production.
2 Q Do you feel. tﬁat the entire Section 24 is
x | | “ producti've of gas‘?r |
: . » A Since the Sinclair Well was tight, it's
- 2 difficult to say. As you will note in Section 14 to the
% northwest, the Arco Well is prcducing stilli. I am sorry

e e i g M et e s . - . ) L
- : . - L e oo s i o SR
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I do not have the cumulative production, but it isn't just _

a problem of water table, it's a problem also of porosity
in the Sinclair well, and it's difficult to say how great
an extent that tight section will be.

The well in -~ I would say the well in 13
and 18 were both not only subject to being tight, but also
being below the water Eable, but the other wells around>£ﬁe
proposed locatién, the Marathon, or excuse me, the Sinclair
Well is the only one that demonstrated that it was too
tight to produce.

113 Now what'’s your feeling, Mr. Schweinfurth,
on the prospect of a penalty to be assigned to this well
in this prorated gas pool because of its unorthodox loca-
‘tion? Do you think it should have a penalty imposed on
it because it's 660 fee; from the boundaries rather than
16502

A Well, I Zeel that it has -- the interest
owners in Séction 24 have already undergone a penalty be-
cause they've been drained over the years.

Q Well, they tried to produce it and didn't.

A I would say-that"for administrative purposes,

- if you'll pardon my boldness, I don't know how else you

could do it but draw a line between the Sinclair Well and
the Penroc well and assign that portion up dip to a pro-

ductive zone and that portion down dip, because there is
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-- close enough control to do anything else.

not enough

I sympathize with your problem.

Q Not many wells when they just drill one to
the ééﬁéﬁe mile.
A ‘That's exactly right.
MR. NUTTER: Whaf‘s your other witness going
. to testify to, Mr. Coffield?
MR. COFFIELD: We have testimony with re-

spect to ownership aspects of the forced pool.

MR. NUTTER: Well costs?
MR. COFFIELD: Well costs and that sort of
thing.
0 (Mr. Nutter continuing.) Mr. Schweinfurth,

we have received a telegram from Amoco Production Company,
and Amoco has suggested that -- or has stated the dry hole
located in the northeast of the southwest of Section 24
substantiates the limited productivity of Section 24, and
we believe only 160 acres could reasonably be considered
productive of hydrccarbons.

We therefore recommend this penalty should
amount to at least 75 percent of its normal full allowable
{25 percent allowable]) in order to protect corre;ative
richts of all parties involved in the Indian Basin Field.

A If I were tc answer to that, T wonld —-

think the Hanagan Petroleum Corporation

0 I

|
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! has also suggested a penalty, although they didn't specify ‘ %
2 any particular number, I don't believe.
‘ 3 A Obviously with a dry hole in the section therA
B
- 4 is some portion of that section which is not productive,
& but I think Amoco is no closer tu the right number thanr -

8 than just picking a number out of a hat. I think that the

-} . structure contour lines'indiéat'e-rrrthat there would possibly 3
8 be 50 percent of the section productive if you just took
9 all that portion up dip of the 3600 foot contour line.
gags - MR. NUTTER: Are there any other questions
Eggg " of Mr. Schweinfurth? He may be excused.
8355 12
11
;g !E HARRY BLOMQUIST III
: gcgi 1 being called as a witness and haviang been duly sworn upon
15 his cath, testified as follows, to-wit:
16 ~ DIRECT EXAMINATION
71 BY MR. COFFIELD:
18 0 Will you state your full name?
19 A Harry Blomguist III.
2 Q And Mr. Blomguist, where do you live?
21 A I live in Midland, Texas.
, = Q Who is your éniployer?
{ R B A -Ir'm employed by Cotston: Petroleum Corporation’
~
: 2‘ as Division T'andman for the Midland Division. .
» Q Mr. Blomguist, are you familiar with Cotton ‘
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Eetroigum;Cgrporation's,application in these cases?

A Yes, sir, I am.

Q And have you previously testified before the
Division as a petroleum landman?

‘A No, I haven't.

Q And for the record and for the Examiner's
infdrmétion, would you pleasé:give a review of your edu-
cational background and employment history?

A I graduated from the University of Texas in
1975 with a Bachelor's degree in Business Administration,‘
and majored in petroleum land management. I was employed
by Tartan Production Company (sic] for one year in Houston,
until June of 1977, at which time I went to work for Cotton
Petroleun.

I worked in the Tulsa office in Oklahoma
for a year and a half and I moved to Mi<land in Octobex
and have been in Midland since then.

MR. COFFIELD: Is the witness considered
qualified, Mr. Examiner?

MR. NUTTER: VYes, sir, he's a qualified

landman.

Q (Mr. Coffield continuing.) Are you familiar

with;the,property involved in these particular applic&tions’

n this matter?

o

and the land ownership that is inveolved

A Yes, sir, I am.
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\ 1 , Q. Would vou please refer to Exhibit One, which |
2 has previously been introduced, and explain Cotton's in-
3 terest and position in the 320 acres involved in this case?
4 A Cotton owns -- has a lease on the 40 acres
¢ shown in yellow in the northeast of the southeast quarter. é
i
6 The remainder of the acreage is owned, as yocu can see on
Y the tabulation in the lower righthand corner of the exhibit,
8 and it's undivided split up throughout the section.
9 Arco owns all of the north half and the
gEgE 10 remainder of it is split up between Marathon, Arco, and
: Eé " Maralo, and Irmalo.
238 12
igi‘t‘ Q Okay, Mr. Blomguist, is it correct then that
:"!é 3 you have by virtue of farm-out arrangemenis or otherwise
. FELi | |
: gta% " control ¢f all of the acreage involved except what's in-
15 volved with Marathon?
16 A That's correct.
"7 Q. Would you please tell about your contacts
18 with Marathon and your attempﬁs to make -- get approval --
"9 A Okay. : ;
0 Q -- for this matter, then? ;
? A Okay, the initial contact with Marathon
E “ Was‘made by Mr. Schweiﬁfurth, and I'il give a little brief
s T 3 discussion of his contacts, as well as my own. *
e’
o They were first contacted by.letter in Feb- B
25

ruary, '77, in which Mr. Schweinfurth requested a farm-out
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of their acreage. At that time they indicated that thev.
would at some time be willing to deal on their acreage but
they wanted to wait and see what kind of deals were made
with the other working interest owners, primarily Arco.

They were next contacted in September of '78
after farm-outs were obtained from Arco and Maralo. At
this time they indicated that they wouidﬁ't be willing to
consider the proposal, and that was all they stated with
regard to that -- with regard to their interests.

In January I again contacted Marathon and

offered them -- offered to take a farm-out of their acreage
based on the same terms as the farm-out we acquired from

Arco, and they indicated that they would not make any

sued, and that's the status of our trade with Marathon.

0.  What about the overriding royalty interests
underlying the area involved? Have they ccmmitted or have
they agreed ~-

A, No, they haven't agreed. I'll have to submit

a list of the overriding royalty interest owners after 1

returpn to Midland because I didn't bring it with me.

Q. So are you in the process of trying to com-
plete the contract with the overriding owners?
A Yes, sir.

Q and to the extent that you're unable to ob-
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owners, do you want them also included in this forced pool
order?
A Yes, sixr, I do.
Q And you will submit to the Commission when
you return to Midland the necessary list ©f override owners?
A Yes.
Q Okay. Mr. Blomquist, refer to what has been
marked as Exhibit Four and expiain what that represents.
A, Exhibit Four is an AFE covering the estimate61
costs of the drilling and completing our proposed well.
- Q This AFE is prepared by Coﬁton Petroleum
as a matter of internal control, is that correct?
A Yes, sir.
0 Because there is nobody else curréntly in-
volved with respect to the well costs, as far as voluntary
approval, is thét correct?

A That's correct. We currently have 100 per-

cent of the working interests unless Marathon elects to

join.

Q Okay. Mr. Biomquist, would you please just
ﬁind of in narrative fashion discuss the estimated écon—
omics of this particular prospect?

A Well. based on the estimated reserves,;
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~_operations, we consider it to be an economic venture.

0 All right, what about -~ no, let's go on to

Exhibit Five.

A, Okay.
Q Will you explain what that --
A Exhibit Five --

What those are and what}they represent?

t
j
L]

>

This is copies of the farm-out agreements
frem the other working interest partie§ in the section,
being the Maralo, Irmalo, and Atlantic Richfieid, and
also copies of letters of extension, which show the com-
mencerent date to be March lst.

AR. COFFIELD: 1In this connection, Mr. Exa-
consideration of these cases because of this March lst
expiration date for commencement of the well.

Q. Mr. Blomquist, with regard to administrative
costs, and so forth, are you prepared to make a recommenda--
tion to the Examiner as to what those amounts should be?

A Yes, sir. Our standard overhead rates as
covered by our operating agreement are normally $2306 per
month for &filliné wells énd $3d0 per month for operatirg.

Since this is 100 percent owned deal, we
don't have any coperating agreement covering this well,

0. Okay, but your standard rates are $2300
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and $300?
A That's correct.
Q Now -with regard to the unorthodox location

aspect of it, of these cases, Mr. Blomguist, were you the

""" one wWho was in charge of contacting the offsett ting’ ope;g;;g;
A Yes, 1 was. @
Q And did you in fact mail out -- %
A I mailed out waiver letters to all of the f

offsetting operators and I received waivers of objection

from Penroc, being the operator of the well to the east of
our location, which has since been abandoned, and also
from Atlantic Richfield.

I also received verbal response from Kerr

although I didn't receive a signed waiver letter from them.

MR. NUTTER: We have some correspondence
or something from Kerr McGee and we might get that in the
recoxd while we're on it.

A 7 vkay.

MS. TESCHENDORF: Mr, David Christian was
at the hearing today but had to catch a plane, so he left
ra 31gned statement. EBe's represenulng Kerr McGee Corpor—
ation. He states that they own leasehold interests in i
Sections 19 and 30 in this township. |

They have no objection to the proposed un-
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other reasons, should Kerr McGee decide to drill an offset
well to protect against drainage, Kerr McGee would urge the

OCD to take due notice of whatever action it decides to

take in Case 6458.

MR. NUTTER: We'll take notice of the action
we take.

Q. (Mr. Coffield continuing.) Okay, Mr. Blom-
quist, are these two exhibits, Exhibit Four and Five, which
are the AFE and the farmouts, true copies of items as taken
from your own files and over which you have authority for
supérvisidn and control?

A Yes, they are.

Q In your opinion will the approval of these
applications of Cotton Petroleum in these two cases prevent
the drilling of unnecessary wells and otherwise prevent
waste and protect correlative rights?

A Yes, sir, they will.

‘MR. COFFIELD: I move the admission of Ex-
hibits Four and Five, Mr. Examiner.

MR. ﬁUTTER: Applicant's Exhibits Four aqd
Five will be admitted in evidence. |

MR. COFFIELD: I have no other questions of

rect .

1=de

this witness on d

i
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CROSS EXAMINATION
BY MR. NUTTER:

Q Mr. Blomquist, has Marathon actually been

offered an opportunity to ~- they have beéﬁ offered an op-

portunity to farm-out their interest, I appreciate that.
A Yes; sir.
Q Have they also been offered an opportunity

to join in the drilling of the well on a voluntary basis?

A Yes, sir, theyihave. I forgot to mention it,

but in my letter in January I requested that they either
join or farm-out, and I also told them the estimated costs
of the well,
Q Did you send this narticular AFE to them?
A No, sir, I didn't have it. I just told -them

the dry hole and completed well costs.

a Which were similar to what these are?

A Exactly.

Q And what was théir response to that?

A They just told me that they weren't going to

‘do anything.

Q Neither way?
A Right.
0 But they did indicate to you verbally that

they may go ahead and join you' or farm-out after the forced

¢ £ . . e . A —
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pooling action, .

A

elect under the forced pooling order.

he told me.

Q.

P
S

Fage

1s that it?

1
That's correct. Well, they told me they woulk

That's exactly what

Did they say whether they're going to go

consent or nonconsent on it?

I interpreted his meaning they would go nonconsent.

0 I see,

A 'And” just take, you know, a penalty.

0. And Cotton is willing to carry them on this
to the —-- |

A Yes, sir.

a <=~ tune of 185 acres out of the 640.

A ?es, sir.

Q Now, as I understand it, Arco owns the north

half in its entirety by themselves, maybe with an override,

I don't know.

A

2

of the 40 which Cotton has, is owned by these people listed

‘That's correct.

And then the south half, with the exception

here, belng Atlantlc, Marathon, Irmalo, Maralo.

A

0

Yes, sir, that's correct.

As an ‘undivided  interest thxouqhout that’”

280 acres.

i
|
|
i
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A ‘ves, sir.
Q And their net acres are shown on the legend
there.
R A. That's correct.
o So apparently ARCO has some portion of the
south half, too, then, don't they?
L A -Yés, sir,
Q Now what about royalty ownership? 1Is this
all Federal lands, or what? |
A. » Yes, sir, it is all Federal lands.
Q Is the south half a different lease than the
north half?
A Yes, sir, it is.
o Has any attempt been made to communitize

this, insofar as .the Federal éovernment is concerned there?
A No, sir.
Q And the AFE was prepared by L. G. Langlie,

I presume.

A That's corresct.

Q And what position does he occupy with Cotton ﬁ

Petroleum Corporation?
He's our Division Production Manager.

A
0 I see, And he's the one that normally pre—

— O B e

>0SC eS5cimaces

- e PR T |
palied arn o adila weitl s

-
-
-

. That's correct.

Ly




1 . MR. NITTRR: Are thare anv furthar anastiane
2 of Mr. Blomguist? He may be excused.
3 Do you have anything further, Mr. Coffield?
“l MR. COFFIELD: No, sir, we haven't.
75 MR. NUTTER: We did mention both the tele-
6 grame. Wé had a telegrém f£rom Hanagan Petroleum Corpora- J
- = 7% ¢ion, PanAmerican. We had the cdffééﬁohééﬂcémffSﬁ*iérr | 1

8 McGee. Is that all that we have in these cases?
Does anyone have anything to offer in Cases ]
10 |

6458 and 6459?

" If not, we'll take the cases under advise-

12
nent.

" (Hearing concluded.)

Santa Peo, New Mexioo $7501

-4

3024Phsa Blancs (§00) 4712442

SALLY WALTON BOYD

15

18

17

18

T B S e A i o ATt v

u—-—‘_ ; - T L L A,_:“,i,




i
of iz
OEEE
o
zg2d
«-\g 5’
( !E
Bass
ﬁgii
; -l
: S: ;
: - oa

10

1"

12

13

14

15

16

1?7

-
['H]

N S

& T Y

Page

REPORTER'S CERTIFICATE

CERTIFY that the foregoing and attached Transcript of

by me ; that the said transcript is a full, true, and
record of the hearing, prepared by me to the best of
"""""" ability, knowledge, and skill, from my notes taken at

time of the hearing.

Sally W, Boyd, C.S.R.
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" Other David Christian, Hugh Hanagan, J. R. Barnett

STATE OF NEW MEXICO
ENERGY anD MINERALS DEPARTMENT

Uil CONSERVATION DiViSION

POST OFNCE OOX 2003

BTATE LAND OFFICE BUILDING

N - BANTA FE, NEW MCXKCO 87501
March 20, 1979 (505) 627-2434

Re: CASE NO. 6458

Mr, Conrad E, Coffield ORDER .NO. R=59%2

-Hinkls,;Cox; Baton; Coffisld— T -

& Hensley - N
Attorneys at Law Applicant:
P. 0. Box 3580

Midland, Texas 79702

Cotton Petroleum Corporation
Dear Sir: _ ﬁf
Enclosed herewith are two copies of the above-referenced ai

Division order recently entered in the subject case.

R R e o L

JDR/fd

Copy of order also sent to:
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

{|IN THE MATTER OF THE HEARING
CALT.ED RY THE OTIL. CONSERVATION

DIVISION FOR THE PURPOSE OF
CONSIDERING:

CASE NO. 6458
APPLICATION OF COTTON PETROLEUM

CORPORATION FOR AN UNORTHODOX GAS
WELL LOCATION, EDDY COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 9 a.m. on February 14,
1979, at Santa Fe, New Mexico, before Examiner Daniel S, Nutter.

NOW, on this_16th day of March, 1579, the Divisfon
Director, having con=idared  the testimony, the record, and the

Fecommendations of the Examiner, and being fully advised in the
premises,

| PINDS:

(1) That due public notice having been given as required
Y law, the Division has jurisdiction of this cause and the
ject matter thereof,

i 1M
Vo

That Uhe appiicant, Cotton Petroleum Corporationm,
eeks approval of an unorthodox gas well location for its
ederal 24 Well No. 1 to be located at a point 660 feet from
e South line and 660 feet from the East line of Section 24,
ship 21 South, Range 23 East, NMPM, Indian Basin-Upper
enngylvanian Pool, Eddy County, New Mexico.

y s

. ~_{3) That all of said Section 24 iz +o ha dadi-zioa )

'Tne well,
(4) That a well at said unorthodox location will better
Jnabla applicant to produce the gas underlying the proration unit.
- {8) That no ofezot operator appeared at the hearing and
bjected to the proposed unorthodox location,

—

(6) That approval of the subject application will afford
e applicant the opportunity to produce its just and equitable
e of the gas in the subject pool, will prevent the economic
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Ccase No. 6458
Order No, R=5942

loss caused by the drilling of unnecessaxy wells. avoid ¢tha = =
augmentation of risk arising from the drilling of an excessive
number of wells, and will otherwise prevent waste and prctect
correlative rights. '

I e Fadx32%-3:% 1 WP -
IT =T ORE ORDERED: L

. e
THERGE UR

I~
o

(1) That an unorthodox gas well location is hereby approved
for the Cotton Petroleum Corporation Federal 24 Well No. 1 to be
located at a point 660 feet from the South line and 660 feet
from the East line of Section 24, Township 21 South, Range 23
Fast, NMPM, Indian Basin-Upper Pennsylvanian Pool, Eddy County,
New Mexico.

(2) That all of said Section 24 shall be dedicated to the
above-described well, '

(3) 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 a"ndi"y“r herein-
bove designated.

STATE OF NEW MEXICO
';,J/WIL CONSERVA DIVISION

JOE D. RAMEY
Director

£a/
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IPMFEKA .SANA o
T 1-P11NRESPAA B2/13/TS
TWX AMOCO PROD HOU
@01 HOUSTON, TEXAS FEBRUARY 13, 1579
PMS MR, JOE D, RAMEY
OIL CONSERVATION DIVISION
ENERGY AND MINERALS DEPARTMENT
STATE LLAND OFFICE RUILDING - 28D FLO
SANTA FE, WM 27501

REe cnss NO. 6458, COTTON PETROLEUM CORPORATION APPLICATION FOR
UNORTHODOX GAS WELL LOCATION, IND!AN RA§$N ~UPPER PENN GAS POOL, EDDY -
/counrv, NEW MEXICO, _

AMOCO' PRODUCTION COMPANY HAS BEEN ADVISED. GF 'COTTON PETROLEUM CORPO*A-f‘,
- TION'S APPLICATﬂON FOR 'UNORTHODOX GAS WELL LOCATION FOR ITS FEDERAL
. 24 UELL NO. I TO BE LOCATED AS FOLLOHS-- . :

;.el‘efg‘ram w1Ly Teleg

| .
P
i
1

SECTION 24, T-2]1-S, R=23-~F
EDDY COUNTY, NEW MEXICO

AHOCO PRODUCTIOﬁ COHPANY 1S A JOINT INTEREST OUNER OF THE MARATHON
 OPERATED INDIAN BASIN: "F" NO, 1! LOCATED IN SECTION 25, T-21-W, R-23-E,

. OFFSETTiNG COTTON PETROLEUM CORPORﬂTlON’S PROPOSED WELL TO THE SOUTH.
 PLEASE-BE 'ADVISED AMOCO:PRODUCT ION. COMPANY OB.JECTS -TO_THE PROPOSFD‘

UPPER PENN WELL TO BE DRILLED AT THE UNORTHODOX LOCATION, HOWEVER,
~"IF.THE OIL CONSERVATION DIVISION DOES APPROVE THE DRILLING OF THE
;«”’“’“"“ WELL AND Tm THE EVENT THE WELL 1S PRODUCTIVE IN THE UPPER
. PENN GAS PAY, A PENALTY SHOULD BE IMPOSED DUE TO ITS LIMITED PRODUCTIVE
- ‘AREAL EXTENT, _THE DRY HOLE LOCATED IN THE NE/4 SW/4 OF SECTION 24
'SUBSTANTIAYES THE LIMITED PRODUCTIVITY OF SECTION 24 AND WE BELIEVE -

westam union

ram ML T

.. WE THE!EF@RE, ﬂECG&UEND THIS PENALTY SHOULD AMOUNT TO AT LFAST 75%.
fi'v.“;TS BORGAL FULL ALLOWABLE (257 ALLOWABLE)' IN ORPER TO PROTECT L
lrQORRELQTIVE‘RfGHTS OF'ALL PRRT!ES IRVOLVED IN THE IKDIAN BASIE ?IELQ. B

LR BARMETT

REPIONAL ENGINEERTNG MANAGER

. 1541 EST | -
IPMFEKA SANA

' 668° FSL AND 668° FEL - o J‘.‘J | e

 BMLY 1680.AC, COULD B8X REASONABLY CONSIDERED PRODUCTIVE OF H?DROCARBORS. +p
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OSED_TO BE DRILIED I8 THE CAPTIOWED. HOVEVER SHOM.D yo§

fP?RBVETf#!DRILLI’NG OF ‘THE PROPOSED WELL AND IN TH

i

L
i

§ IS_PRODUGTIVE ‘IN THE UPPER. LENNSYLVANIAN GAS FIELD PAY, A PENALTY. ON. - |
LIS ALLOVABLE sHouLp Br IMPOSED DUE T0 ITS LIMITED PRODUCTIVE AERIAL
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ARG iy
(o} KERR-MCGEE CORPORATION

KERKh McGEE CENTER ¢ OKLAHOMA CiTY, OKLAHOMA 7273125 ~Ia Tty Lopd L
a Ty s ! . 1

February 9, 1979 ’ |

OlL AND GAS DIVISION

New Mexico Department of
Energy And Minerals

P, 0. Box 2088

Santa Fe, New Mexico 87501

Attn: Mr. Joe D. Ramey

CASE 6458 N

APPLICATION OF COTTON PETROLEUM CORPORATION
SECTION 24, T21S, R23E

EDDY COUNTY, NEW MEXICO

Dear Mr. Ramey:

Kerr-McGee Corporation received notice on February 5, 1979 of
an application by Cotton Petroleum Corporation for an unorthodox

gas well location in the Indian Basin-Upper Pennsylvanian Pool
(Case 6458). Please be advised that Kerr-McGee objects to the
location proposed by the applicant and its representatives may
appear at the hearing scheduled to be held on February 14, 1979,
and enter testimony and evidence in opposition to same.

Please give David Christian a telephone call at (405) 270-2129 if
additional information concerning this matter is needed.

Very truly yours,
KERR-McGEE CORPORATION

Dot i

Donald W. Hecker
Operations Manager-N.A.

DWH/DC/kb




Page 3 of 6
Examiner llearing - Wednesday - February 14, 1979 . Docket No. 6~79

"'/pASF, 6458: Applicatfon of Cotton Petroleum Corporation for an unorthodox gas well location, Eddy County, New
s, Mexico. Applicant, in the above-styled cause, sceks approval for the unorthodox location of 1its
. B . - _Federal 24.Well-Mo. 1.toa he lanatad £AG Fane fynm-tha Saush ond Bose Yeaoo oF Soooion 24, Towusuip
21 South, Range 23 East, Indian Basin-Upper Pennsylvaniun Pool, Eddy County, New Mexico, all of
safd Section 24 to be dedicated to the well,

b CASE 6459: Application of Cotton Petrolcum Corporation for compulsory pooling, Eddy County, New Mexico.

3 Applicant, in the above-styled cause, seeks an order pooling all mincral interests in the Pennsyl-

’ vanian formatfon underlying all c¢f Scction 24, Township 21 South, Range 23 East, Indian Bzsin-

Upper Pennsylvanian Pool, Eddy County, New Meaico, to be dedicated to a well to de drilled 650

feet from the South and East lines of said section. Also to be considered will be the cost of .
drilling and completing said well and the allocation of tha cost thereof as well as actual operating
costs and charges for supervision. Also to be considered will be the decignation of applicant as
operator of the well and a charge for risk involved in drilling said well.

CASE 6460: 1In the matter of the hearing called by the 0il Conservaticn Divisicn on its own motion for an order i
extending certain pools in Rio Arriba, San Juan, and Sandoval Ccunties, New Mexico: ]

(a) EXTEND the Aztec-Pictured Cliffs Pool in San Juan County, New Mexico, to include thereir: 5

TCWNSHIP 3__(1 RORTH, RANGE 10 WEST, NMeM
Section 26: W/2

(b) EXTEND the Ballard-Pictured Cliffs Yool in Rio Arriba, Sandoval and San Juan Counties, New
Mexico, to include therein:

W

iz

TOWNSHIP 23 NORTH, RANGE 3 WEST, NMPM
Section 16: NE/4 o

7

TOWNSHIP 24 NORTH, RANGE 6 WEST, NMPM
Section 18: SE/4

(c) EXTEND the Beautifful Mountain-Mississfppian 011l Pool in San Juan County, New Mexico, to
include therein:

TOWNSHIP 27 NORTE, RANGE 19 VEST, NMPM
Section 32: SEf4 SW/4 and SW/& SE/4

(d) EXTEND the Bisti-Lower Gallup 04l Ppol :f.n San Juan County, New Mexico, to include thegein:

i TOWNSHIP 24 NORTH, RANGE 10 WEST, NMPM
i Section 5: S/2 NE/4

i (e) EXTEND the Blanco Mesaverde Pool In Ric Arriba and San Juar Counties, New Mexico, to include

j therein:

TOWNSHIP 26 NORTH, RANGE 2 WEST, NMPM
Section 8: E/2

; Section 9: All

| e

| TOWNSHIP 26 NORTHR, RANGE 6 WEST, NMPM

Section 3: W/2
Section 4: All
Sectrion 5:  All

TOWNSHIP 27 NORTH, RANGE 2 WEST, NMPM
Section 21: §/2
Section 28: W/2 ‘
- Section 29: §/2 (Partial)
Section 30: §/2 (Parti.al)

{ < ’
A TOWNSHTIP 20 :lcm. DAMAD '__me-:’ Ty

Section 1: W/2

(f) EXTEND the Blanco-Pictured Cliffs Pool in San Jusan County, New Mexico, to include therein:

TOMNSHIP 31 NORTH, RANGE 9§ WEST, NMPM
Section 7:  S{2
Section 18: W/2

g At T
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Prospect: _ Marit_h,?n -

AUTHORITY FOR EXPENDITURE

COTTON PETROLEUM CORPORATION @

Description 660 FS EL S 24 7- 2] S R- 23 E Parish/County Eddy
gore__New Mexico , Midland Operater, COTTON PETROLEUM_CORPORATION
PfOieC' Pfepored by L . G‘ Lang]ey
't Exploration (1 Dcvelopment (@  Recompletion 10 Workover O ; T. D. 7600' Date 2/3/79
Y ‘ | mpleted Actual Over
ORILLING INTANGIBLES Wimaot e | el Cont (Under)
Locotion,_Roads, Damoges $ 9,000 |s 9,000
Footage 73600 fr. 16 f1. 121 ,600 121 600 —
Doy Work __3__doys WDP < §__ day : 10,800 | 10,800
————ee —days WODP = $ day
Rig Move Costs
Cemen!, Cementing and Setvices 10 ,000 21 ,000
Testing oand Coring 8;000 ) 8,000
Logging 21,000 21,000
Professional Services LSQ_Q_ 3,500
Mud Materials, Water ; 20,000 20,000
Bits : _
Fuel
Coreheads and Rentals =
Geological 5,000 £-,000.
Miscellaneous (Inc. Labor & Transportation) 10,000 10,000
Total Orilling 218,900 | 229,900
COMPLETION INTANGIBLES:
Completion Unit—_ ]____0 days /hrs. ¢ § s 10,000
- Ceweni ond Cementing_ ~
Fioating Equipment, Centralizers, Scratchers 000
Perforating ond Logging ' )
Frac ond-or Acid ,000 -
Fuel, Woter, Power
Battery Construction - Dirt Work, etc. 3,000
Completion Tools and Equipment - Rental s 2,000
Professional Services . - 3,000
Miscellonzous Services {Inc. Marine) : . 3.5800
Other (Including L ahor & Transportation) :
Totat Completion . _ 39,600 B
Tota! Intangibles 218,900 |s 2_69’500
EQUIPMENT:
: 300 13-3/8 / 5,300 |s 5,300
Cosing ft. @s$ /. ) s
fr.__0-5/8 @s /H. 17,800 17,800
7600 o 4-1/2 o 7 .\ 45600l 0
i ft. @s /fr. .
Tubing_7600 ¢ 2-3/8 s /., 22,800 |
Wellheod Equipment 2,000 10,00 —_—
Rods _ fr. : @% /8.
Subsurfaces Equipment - BH Pump, Pkrs., etc. 1 ’000
Line Pipe - f1. 23 /fr. 1,500 | B
Tenks, Treaters, Seporators, etc. 10,000
Gos Piocessing Unit 3,500
Marine - Barges, Platferms, etc.
Pumping Unit and Engine
Other Miscelloneous Equipment ' 5,000
Tota! Equipment Cost 25,100 - 3]22,500
Total Well Cost s 244,000 |s 392,000 .
' APPROVALS ,
QOperator Co;rcvu ﬁ?{ Q p By - wi % Date
Company : By y wi _ % Date
: Compeny By wl % Date
% Compony By wi _% Date
Compony By St | RS, {1 —
: Compony - Byl B Wb % Dutel
P-25 (REV. 8/77) CL Gt v ot
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MARK F. SCHWEINFURTH

- SO & N PLEROEUSEBUILDING
1 MIDLAND. TEXAS 79701 °

i CONSULTING GEOLOGIST December 1, 1978 915 /684.7762

Cotton Petroleum Corporation
420 Wall Towers West
Midland, TX 79701

Re: ARCO Farmout
Sec. 24, 218-23g,
Eddy County, New Mexico
CPC Marathon Prospect

Gentlemen: x
In accordance with and pursuant to our letter agreement dated
September 13, 1977, this letter shall serve as an assignment of
rights granted me in that farmout agreement from Atlantic
Richfield Company dated September 1, 1978. By accepting in the
space provided below Cotton agrees to fulfill the obligations of
the farmoutee as set ocut in the subject farmout agreement.

Yours very truly, ;

D D A N S
\7/4 ////*f Yt s l,lc'/"@-"k-——-
© Mark F. Schweinfurth

~ AGREED TO ﬁND ACCEPTED
this _ /¥ day of December, 1978

COTTON PETROLEUM CORPORATION

By: %{Mﬁf

Bl T S L Y S
BEROOE PY AL ROR T
OlIL COMNSLAVATION: DIVISiON

Sl o e et s F Pl
EATIBHT NU.___ O
1]

CASENO._L 4S8 € 6459
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r— ! . COtton Petroleum COfL ration

A Unlled Energy Resources Inc. Company

420 Wall Towers West/M:drand Texas 79701 {915) 683-521 1

: s ™

— aa— ———-

_R :

November 3, 1978 U%LE@ \%IE j

Atlantic Richfield Company
P,\- O. BOX 1610 ) "‘i"\;" 0 l']
Midland, TX 79702 _ R

ATLANTIG RICHFIELD CUMPANY,
LAND DEPT, --

Re: Farmout Agreement 1
Section 24, 21S-23E
Eddy County, New Mexico

CPC Marathon Prospect
Lowe Lease #2728 -

Attention: Mr. Glenn Zellner

Gentlemen:

Enclosed are two executed copies of our farmout agreement covering

the captioned area. As you know, Mark Schweinfurth has assigned q
this agreement to Cotton Petroleum.

Since it will be necessary to force pool the section in order to
acquire the interest of Marathon, Cotton does hereby request that
the commencement date set forth in Article II of the farmout
agreement be extended to March 1, 1979. If you are agreeable to
this exten51on, please indicdce by signing in the space provided
“below and returning one copy of this letter to our cffice at your
earliest possible convenience.

T

2
:
|

Yours very truly,

COTTON PETROLEUM CORPORATION

H it

L. Bl qulst ITI

vision Landman

(o Jyor}

ke

HLB/sp
Enclosure

AGRiﬂE TO AND ACCEPTED this
day of November, 1978

ATT.ANTIC DTr'tn:"rt:'rn COMDANY

A K o i, L0 3, B {2 B L R NG © i o e e s et o MR AR o i A it SO 2 RN
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© FARNOUT AGREBMNBDT
Re:  Lease No. §_"'f‘1£§? -
e NS WM-251
Cuun' - !hw ne/u.o

THIS AGREEMENT, made and ontered into this 1st day of September

i et
by and between ATLANTIC RICHFIELD COMPANY, a Pennsylvania Corporation having a
pcrnit to do businos., as a form.gn corporation in the Statce of New lexico and

....... s Post Cffice Box 1610, rndlund Texas, hereinafter called
I\tlantl» o.nd
MARK F, SCHWEINFURTH

501 C & K Petroleum Building

“Midland, Texas 79701

hereinafter called Farmoutee;

WITNESSETH: THAT,

-T—
Atlantic agrec_s to as:xgn to Farmoutee wiihout warranty of tltle of any kind,

either expressed or implied, all of itz loaschold interest in the 0il and gas
for a period of 90 days and as

long ticeaiiter as 0il and/or gas is produced
in commercii]. quantities, subject to all bthe tesrwms, conditions, provisions and
limitations

of this agreement in tle {olloviug described tracts of land, Eddx
County, New Mexico:

'Toﬁnsﬁip 21 Sout.h,. Réﬁge’23 East, N.M.P.M.

TRACT 1:  N/2 of

TRACT 2:  $/2 of

~II- B

Farmoutee hereby agrecs to commence on or before December 1, 1978 the actual
drlllxng of a test woll to be located at a leqal locatign in the-SE/4 of

Tigh 1n Rt Su./ Ot
Section 24, T-21-S, R-23-E,
and to pursue the drilling of this test Wwell with due diligence and in a good and
workmsnlike manner until Farroutee has thoroughly tested the Cjsco- Canyon
formation as identified by and to the satisfaction of Atlantic, or Farmoutee has
reached a total depth of 7700 feet, whichever is the lesser depth. The test
is to be complected within  9Q __ days from the date of commencemant.

-III-

wWithin 90  days from the completion of the first well as a well capable of
producing oil and/or gas, Farmoutce agrees to conduct a continuous drilling

program, with not mnre than __ 90 days elapsing between the completion of one

well and the comancncement of another well, until the acrvagz. subject lu.u.i,o is
developed to a.densityiof one well For each standard L ‘.I.H'.] and proration unit

prescribed by orders of the New Mexido-0il Conservalion Commission or if there
are no applicable spacing and proration rules, then one well for cach 40 _ 46 acre
tract in the cvent of o0il production and one well for cach 320 acre tract in

the evoent additional weils are to be

venlt Sf gas-jpradaction. Fhe sceond well and atl

Form 1i4-F/0-1
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linmunntAqruomcnt LRobween
Atlantic Richficeld Company and Mark F. Schweinfurih

L A »
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drilled to a depth sufficient to test adequately the deepest producing interval
chcountered in the first well. I€ Fammoulee fails to conduct the continuous
drilling program within the time and in the wanncr herein speeified, all inter-
cst in the promises assigeed to Farmoulee pursuant to this agrecment” shall
autematically revert to ntlantic, except as to cach tract as aforesaid for

which Parmouléqﬂhas a yproducing well, and forbthwith, Farmoutee-shall™ reassign T
to Atlantic all intorect in such-forfeibal"deroage He

in such forfeited Goercage dcquired by Farmoutce here-
mnder, warranting the same to be free and clear of all liens, c¢laims or encum-
brances created by, through or under Farmoutece.

At the time of completion of the last well drilled hercunder, Farmoutee shall
reassign to Atlantic all said premises insofar as concerns rights below 100
fecet below the deepest producing interval as to e¢ach respective tract or pro-
ration unit on or for which Farmoutece has a producing well, warranting the same
to be free and clear of all licens, claims or encumbrances suffered by, through
or under Farmoutee.

IV~

Farmoutee agrees to properly test to Atlantic's satisfaction any formation that,
either béfore or after logging as hereinafter provided, appears favorable tc
Atlantic for the production of oil and/or gas. Farmoutee agrees to provide and
perform those services outlined in Exhibit 1, attached to this agreement and
made a part-hereof. )

Atlantic’'s rcepresentative shall have full-access {o the well and “all records
thereof durlrg all operations. Atlantic shall ke given all information as and
when obtained in connection with drillirqg progress and all operations and shall

be permitted to obsirve all operation:... in the event the test is a dry hole,
Atlantic shall have the opprtunity to run s velooily survey to the bottom of

the hole at Atlantic's expense befoxy: the will is plugged and abandoned. Upon
@abandorinent of any and all wells drilled herowader, Farmoutee agrees to plug

same in accordance with the rules and regulations established by the New Mexico
0il Conservation Commission and pay for all damage to the surface vhich may have
been sufiered by rxeason of Farmoutee's drilling plugging operation=. Farroutec
shall indewnify, save and kavp Atlantic harmless from any and all risk, 1liakility,
expense and claims of everxy kind and character that might arise out of Farmoutee's

operations hereunder.
-

Upon completién of the first well as a well capable of producing o 0il and/or gas
in paying quantities and if drilled in accordance with all the terms and condi-
tions of this agreement, Atlantic will furnish to Farmoutee upon Farmoutee's
written request an assigynment as set out above, on a form approved by Atlantic's

attoracys, covering its interest in the above described land. The assignment

will be to a depth of 100 fect below the depth driiled in the first
well as set out above but in nn event keleow the base of the Cisco ~Lanyon
formation . . o

and Atlantic cxprc'"ly reserves all rights not herelnabove spec1f1cally stated
to b assigned.

Atlantic shall also resexve a _ 1/16th of 8/8ths overriding royalty on all
o0il and/or ‘gas produced, which shall be in addition to all royalties, overriding
royalties, production payments and similar leasc burdens existing as of this
date. Atlantic's overriding royalty is to be free and clear of all cost, 2xpens
and taxes, including ad valorem taxes and excepting gross productxon taxas., Such
overxiding royalty shall extend ta the 0il and gas lcasss Lhab wmay be assighed
hercunder and to any rencwals or extension thercof or top leases thercon that

may br: taken or bocome owned by larmoutﬁc w11h1n five (5) ye ears after the sur-
render. termination or cxpivation of such leases 1naofnr as such renewals, ox-
tensions or top leases apply to the above Qescribed land.  This shall be a coven-
ant running with the land; provided that Aklantic's overrciding royalty shall not =

Form !I1~-F/0-1
(7--15-70)
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Atlantic Richlield Company and- - Mavrk Schwe

bPage 3

extend to any renewal, extension or top lease which is acquired at a date
subsequent to twenty (20) years from the date of above assignment. The
request for the assignment must be made within 30 days from the completion
of the first well. If such written request is not made, it is hereby agreed
that Farmoutee shall relinquish any right and interest Farmoutce may have
acguired under the terms of this agreement in the above described acreage.

“Any assignment prépared under the terms hereof shall contain the usual

"lesscx estates" clause.

~vI~-

"In addition to the ov¢rriding royalty interest hercinabove provided, Atlantic

shall reserve unto itself, its successors and assigns, the right and option to
convert its overriding royalty interest, after payout of any well drilled here-
under, to 50 % of the working interest in and to the oil and qas leasehold
estate assigned and created hercunder, proportionately reﬂuced homev r, to
accord with the interecsts snvolved herein if less than the full interest, together
with a like interest in all lease equipment and personal property in or used in
connection therewith, subject to a propoxtionate part of any royalty, overriding
royalty, or similar lease burxdens reserved and outstandlng. For these purposes, .
"payout” shall be deemed to occur when proceeds or market value of productiocn
from any well completed on the above described lands, (after deducting produci-
ion taxes, royalty, overriding royalty and like hurdens) shall equal 100% of
Farmoutee's actual cost of drilling, testing, equipping and bomﬁleting the well,
including the actuwal cost of any reworking, deepenlng or pluggxng back, plus
1002 . of the actual -cost of “operations of the well; the proceeds of" productlcn

and the cost of such development and operations to be’ attributable’ only to ti:
undivided interest subject heroio if loss whan the full interest in the oil and
gas. _Payout shall be determinced and the ontion shall be exexcised separately

as to the proration unit arocuud each well drilled on the above described land.
Upon derand, Farmoutee shall executc and cleliver an appropriate a551gnment,
evidencing Atlantic's intercst after cloction.

Farmoutece shall notify Atlantic in wrilting within 15 days after pa§out occurs
and Atlantic shall have 30 days after rcceipt of such notice in which to exer-

o "

cise its option. If  Atlantic exercises its optlon, the convevs1on «hall ba
effective as of 7:00 a.m. on the first day of the ronth following date of pay-
out. In computing Farmoute2's recoupment out of production of the ‘above de-
fined costs of a well or wells, Farmoutee agrees to furnish Atlantic monthly,
or at such other times as may be requested by Atlantic, a statement showing
the current payout status of the well or wells. Payout status reports should

be mailed to:

Atlantic Richfield Company
Joint Operations Accounting
P. 0. Box 2819

Dallas, Texas 75221

At such time as any wel) drilled on said land becomes jointly owned: as between

Farmoutee and Atlantic, the acrcage allocated to said well shall becone subject

to the terms of the Operating Agreement attached hereto as Exhxblt ¥2" and the
provisions of the Accounting Prccedure {Exhibit "C") attached to sa1d Operating
Ryreement shall govern the “rates" and “"charges" during "Payout" as defined

above. : : o

-VII~-

IRV R T

Atlantic shall have the conlinuing right and option to purchasé 1illoil and
other liquid hydrocarbons, cxcept any used for opﬂrar1vq purpoéc- whtch may bo
produced and saved from the assigned promises Any- such PULChd;es shall be at
the price postedly Atlantic Richficld in tha sama Ciold for i c: ;-.;:..L and Gualily
of oil produced in cffect at the time of purchase; provided that i€ Lhﬂle is no 7
such Atlantic Lichfirld posting then any such purchases shall ba at tho averaqe pr

Form 11-F/0-1
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AMlantic Riehfield Company and Mark £, Schweinfurth
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of the two highest prices posted by others in the same field for the grads: and
quality of oil produced in cffect at the time of purchase or, if there are no
price postings in such field, then, in like sequence, at the price posted by
Atlantic Richficld or at the average of the two highest prices pested by others
in effeet at the time of purchase in the oil producing arca necarest to such field
wvhich produces the same kind and quality of crude oil. Before disposing of any
o0il or liquid hydrocarbons which Atlantic Richficld has the option t¢ purchase
under this agreement, you aqree to contact Atlantic Richficeld at £hoe following
address:

Atlantic Richfiecld Company
Midcontinent Crude Oil Supply
P, ©O. Box 2819 )

Dallas, Texas 75221

for the purpose of permitting Atlantic Richficld to act with respect to its
options. Should Atlantic elect not to exercise its rights and option to purchase,
such action shall not be held a waiver of the privilege to do so at any later
time, but nothing herein shall be construed as requiring Atlartic Richfielad to
purchase or furnish a wmarket for such production. ,
Before Farmoutee enters into any contract for the sale, purchase or processing
of gaseous hydrocarbons from the interesls invalved herein, Farmoutee shall
subnit to Atlantic in writing the contract into which Farmoutee proposes to
enter. Atlantic shall have the right and option, as its election, to (1)
purchase all of such gas on the terms submitted, (2) take in kind or otherwise
dispose of Atlantic's share of the gas on such terms and conditions as it deems
advisable, or (3) allow Farmoutce to dizpa=e of all of the gas and account to
Atlantic, all in accordance with the tcim: of tho proposal submitted, provided,
however, that if Farmoulce is in any way afifiliated with the purchaser of such
gas, ti:@n Farmout::c shall account to Avi.nbic on the basis of the highest -price
offercd or paid in the area by any puichauser or prospective purchasér. If
Atlantic fails to notify Farmouten of itl: ¢lection hereunder within sixty (60)
days after receipt of such notice from Farmoutee, then it shall be considexed
that Atlantic made election (3) abova. YFor the purpose of election (3) above
the inte-.st of Atlantic shnall be considered to be only the overriding royalty
interest reserved under this -farmout agreement and shall not include Atlantic's.
working interest gas. In the cvent that Atlantic exercises its reserved option
to vonvedt its overciding royaliy to a werking intovest upon payoui of any well
herein provided for, or at any time during which Atlantic may have a working
interest in any well, Atlantic shall at all times have the express right to take
its proportionate share of the wvorking interest gas in kind or to independently
market or dispose of the same and nothing herein contained.shall be.construed
~as giving or ;.anting to Farmoutee the right to markél ur otherwise dispose of
the proportionate share of the working interest gas of Atlantic without express
authorization from time to time to do so. :

-VIIi-

It is further agreed that Atlantic shall continue to pay the annual rentals
that may bhe payable under any of the leases that may be assigned hereund<r and
any shut~in gas royalty payments that may be required to maintain said -leases

in force and effect and Farmoutee agrees to promptly reimburse Atlantic for
same. Nevertheless, Atlantic shall not be held liable in damages for failure

to pay said rentals and/or royalty through mistake, clerical error or oversight.

~IX-

Before Farmoutee plugs and abandons the initial test well, Farmoutee hereby
agrees to immediately notify Atlantic of Farmoutee's intention ta do so.
ktlantic shall then have forty-cight (48) hours (exclusive of Saturdays, Sun-
days and holidays) aftexr rceeiph of said notice to decide whether wo wish to
take over 5aid weli. in the cvent Atlantic elects to take said well over, such

Form WM-F/0-1
{4-15-77)
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take over shall be without any prior cost to Atlantic except that ALlantic agrees
to pay Farvmoutee the reautonable salvage value of any dnd all lease and in-hole
well equipment (excepl: surface casing) less the reasonable cstinmated cost of
salvaging said equipment then existing in the well or upon the drill site and
further, Farmoutce shall relinquish to Atlantic any and all rights to which
Farmoutce may be entitled in the above described acreagye and well under t'eo

terias of this agreement.. Operations on the above well from and after date of
take over shall be at Atlantic's sole cost, risk and expense.

Further, prior to the ali»ndonment of the last producing will hereafter drilled

by Farmoutee on the premises involved herein, Farmoutee shall give Atlantic at
lcast thirty (30) days advance notice prior to abandonm-nl of the well. Atlantic
thercupon shall have the right and option to take over the well in its then con-
dition for additional testing by any imethod Atlantic desires, including but not
limited to deepening or plugging back for the ccompletion attempts at any depth, by
paying to PFarmoutec the reasonable salvage value of any salvable material in

the liole, less the cost of salvaging same. If Atlantic elects not to take over
the well, Farmoutee shall plug and abandon same at its sole cost, risk and exy-:nse.
If Atlantic elects to take over the well, Farmoutee shcll immediately assign to
Atlantic all rights acquired by Farmoutee hercundex. nll operations on any well
taken over by Atlantic shall be at its sole cost, risk and expense and Atlantic
shall plug and abandon any well taken over by it whenever Atlantic shall deter-
mine to abandon same.

-

Atlantic shall have no control over the drilling, testing and completing opera-
tions pr ..ided for in this agreement, <.iid cperaticns to be conducted at Farm-
outee's sole cost, risk, and expense. ona of such operations shall be con-
sidered as joint, it being expressliy urmlevitood that this agreement doces not
constitute or provide any type of pavtas:zhip or joint venture. It is under-
stood that time is of the essence in tuliiiling the privisions of this agree-
ment as provided herein. No provisions of this agre°m=nt or assignment herein
provided for shall be modified, altercd, waivad, or a331gned except by written
consent ¢f Atlantic. e

Farmoutee's aCueptancp by executlng and returnlng to Atlantlc tmo coples of th1s
agreement. This agreement shall be effective only upon the return of these
executed copies within ten days from the date hereof.

ATLANTIC RICHFIELD COMPANY

}\O G Qi

. . l . - -
ACCEPTED, APPROVED AND AGRELD THIS ‘i’é DAY OF 422& - K

MARK F. SCHWEINFURTH

Form N4-F/0-1
(4-15-77)
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to run 15§35 and piovide aii inioraiation on each weii invoived with

th1s agreement as indicated below:

1.

Is ’ .
Daily dr?lling and/or operations report describing all action
commencing with staking of location and continuing through

final completion or plugging of the well. Report must be dally ; ’

by telephone or telegraph to A.R.Co. Scoutlng Department:
Midland, Texas - Phone 915-684-0273 or 300 N. Pecos.

Drilling time:

(a) Rate of penetration tabulation (1 copy) in no greater
than 10' increments shall be delivered weekly to A.R. Co
Scouting Department., P. 0. Box 1610 Midland, Texas, 79702.

(b) In addition, if a geolograph or other such penetration
rate or drilling monitoring device is used during drilling,
copies of accumulated charts shall be delivered or sent
weekly to the above named representative.

Well Cutting Samples:

(a) Samples of at least every 10' from surface :o bottom of

hole shall be provided in cloth bags and delivered weekly
to Midland Sample Cut, /04 S. Pecos, Midland, Texas. If

~a "tight-hole" operationh is conducted, de11very may be to
back door of .105-N. Ft. Worth St., Mldland Texas. . Exception.
will bg_ggn§1dered by D. E. Dauqhertv._D1cfr1rf rnn1nn‘e+,
(Phone 915-684-0247) for near surface or shallow fast
drilling zones like alldrium and red beds if there is no
.critical reason for acquiring information such cuttings

cou]d provide.

(b) If a mud logging unit is used, a set of cuttings caught
and packaged by mud logger shall be delivered to Charles
Andrevis*, 300 N. Pecos, ‘Midland, Texas - when each
standard box is filled. Two copies of mud log will be
mailed daily to Scouting Dept., Charles Andrews, P.0. Box
1610, Midland, Texas 79702

One copy of each form subm1tted to a State or Federal oil or gas
regulatory agency shall be mailed to Land Department; Attention:
Glenn Zellner 4 P. 0. Box 1610, Midland, Texas 79702.

Prior to dr*!‘s.,u~.gauir5, »u;lug,'auyglng and potentiaiing, notify
one of the following in order listed in due time to allow an Atlantic
Richfield representative to witness operation.

Office Phone Home Phone
Charles Andrews o 684-0100 694-5797
John McBride 684-0100 697-1584
6len Luff | | 684-0100 681-5354

*Three copies of each report and analysis, commercial or proprietary
pertaining to or based on corés, drilistem test, porosity or fluid
saturations from logs, and fluids, gas, or well cutting samples will
be sent to the following:

Scouting, Attention: Charles Andrews
P. 0. Box 1610, Midland, Texas 79702

Chief Geologist, Room ATL-833
P. 0. Box 2819, Dallas, Texas 75221




EXHIBIT v1n N Page 2

“*weekly production déiékdhfing'fhe‘first 90 days production from
the initial well and each subsequent well involved shall be sent
to Scouting Dept., Charles Andrews, P.0. Box 1610, Midland, Texas
79702

~d
.

8. Logs required under the agreement:

{a) A gamina ray curve must be run from surface to bottom of
hole, with the top 3,000' of the hole recorded at a
logging speed not greater than 30' per minute for accept-
able validity of measured natural rock strata gamma
radiation, Gamma ray log must be a companion to any
other logging curve operator desires. If shallow gamma
ray is a separate log, please mail to Charles Andrews,
P. 0. Box 1610, Midland, Texas 79702.

{b) A porosity measuring log from base of surface casing to
bottom of hole - neutron, density or sonic.

{c) A resistivity measuring log of a type compatible with
mud system from base of surface casing to bottom of hole,
run in open hole. ‘

(d) Additional logs required -

(e) Plus any other logs operator elects to run.

9, *Copies of all logs run in wells involved with this agreement, including
dipmeter log and velocity survey report will be sent as follows:

Field or preliminary prints of all logs run, including
dipmeter monitor, must be delivered within 24 hours after

all logging at a givén depth is completed. Verbal approval
by- Atlantic Richfield representative, listed above, for -
delay -of dalivery unti] Monday is usuai for weekend logging
if no immediate decision is anticipated using log information.
Should logging be interriupted for more than 1 day, reasonable
diligence in delivering completed logs is expected, rather
than wait until 2ll the planned logging at that depth is
completed. -

Deliver preliminary and final copies to:

Scouting Department Copies Required:

Charles Andrews ~ Preliminary = - 2 copies
P.J?. Box 1610 ) Final - 4 conies
".. WWWWW

Midland, Texas 79702 Vel. Surv. Rpt. - 1 copy
(or hand carry to 300 N. Pecos) ‘

10.  You shall furnish Atlantic Richfield without warranty one true copy of
all title opinions and curative data obtained by you covering or
affecting title to lands subject to this agreement. Abstracts and
other title material owned or controlled by you covering such lands
shall, upon request, be made available to Atlantic for examination.

*If operator desires "tight hcle® handling of nonpublic information pertaining
to the well (1) notify Charles Andrews, Scouting, P. 0. Box 1610, Midland,

! Texas 79702, (2) try to stamp or label each required log, record or other
document “Tight Hole" or other similar indicatinn of dacired spocial
confidentizl handiing.

Revised

5/20/77

o o m— e
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| .*  OPERATING AGREEMENT:

| : THIS AGREEMENT, entered irto this______ day of , 19 between
: COTTON PETROLEUM CORPORATION :

hereatfter dwgnated as “Operator”, and the signatory parties other than Operator.

I e B A ‘lﬂﬂ""““ﬂq the ---*..... t5 thiis agreement are owners of oil and gas leases covering and, if so indicated,
unleased mineral interesis in the tracts of land described in Exhibit “A”, and all parties have reached an -
agreement to explore and develop these lenses and interests for oil and gas to the extent and as hereinafter

B provided;

a= , NOW, THEREFORE, it is agreed as follows:

1. DEFINITIONS

:%5 As used in this agreement, the following words and terms shall have the meanings here ascribed to
& them.

(1) The words “party”’ and “parties” shall always mean a pany, or parties, to this agreement.

(2) The parties to this agreement shall always be referred to as “it” or “they”, whether the parties be cor-
porate bodies, partnei'ships, associations, or persons real

(3) The term “oil and gis" shall include oil, gas, casinghead gas, gas condensate, and all other liquid or gase-
ous hydrocarbons, uniess an intent to limit the inclusiveness of this term is specificaily stated.

(%) Themm“odmdmhtusﬁ”:haﬂmuﬂmedfeeandmnerﬂmteratsm tracts of land lying
mthmtheUmtAmwhxcharemed by parties to this agresment.

"~ (3) The term “Unit Az;en” shall refer to and include all of the lands, oil and gas, leasehold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A’.

(8) The term “drilling unit” shail mesn 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 fixed by any such rule or order, a drilling
unit shail 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 attacked 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 “q:gteﬁals" as used here are synonymous and shall mean and include all
oil field supplies and personal property acquired for use in the Unit Area.

2. LOSS OF TITIE

In the avent of loss or failure of title, in whole or in part, of any party hereto
to any lease or interest covered by this agreenent. the interests of the partiesg in the
:mindc:ofthcmtuuwiube:msedmanetsurtaceleaseholdacmqebasuse
thatthcputywhosoutlehasfailedorhasbm lost wili not be given credit for the
interest affected by such loss or failure. Such revision of ownership shall not be
retroactive as to investment or operating costs, or as to production, but each party Y
whose uuehasbuuhstormtau@shalizndmitytheatm:pmyorpanium
againgt, and hold such other party o:ya:t:.es ‘narmless from, all loss, cost, damage and g
expense which may result from, or in any nannet arise because of, the delivery to 'such
party of production cbtained hersunder from acreage covered hereby or the payment of such
party of the proceeds frum the sale of such product:.on prior to the date said loss or
failure of title is determined.




The expiration of any lease because of the failure of the parties to extand sama,
i.n accordance with the provisions thereaf. bevond its primary tarm ehall nab ha-son-
sidered as a loss or failure of title within the meaning of this Section 2. Any loss
. o£ a lease because of its expiration under its own terms at or after the expiration
of its primary term shall ba a common loss of the parties. Likewige, where all of the
parties consent to a surrender of a lease (whether during or after its primary term)
such loss shall he a common loss of the parties.

3. UNLEASED OIL AND GAS INTERESTS

If it develops that any interest owned and contributed by a party hereto is an
upleased interest in the oil and gas rights, then such unleased interest shall be
treatad for all purposes of this agreement as if it were an ¢il and gas lease cover-
ing such unleased interest on a form providing for the usual and customary three-

"~ sixteenths royalty and containing the usual and customary "lesser interaest clause.”
This agreement shall in no way affect the right of the owner of any such unleased
interest to receive an amount or share of production equivalent to the royalty which
would be payable if such unleased interest wera subiect to an o0il and gas lease as
provided in the preceding sentence. Where any provision of this agreemant chall
cperaita toO require an assignment from any party contributing an unleased mineral
interest, such provisicn shall be construed (insofar as such unleased mineral inter-
est is concerned) as requiring instead the eccecution and delivery by such party of
an oil and gas lease, for a primary term of one year from the date of its dalivevy
and so long thereafter as oil or gas is produced, which lease shall resexve unto the 5‘
Lessor a three-sixteenths royalty and contain the usual "lesser interest clause.”

PETEPT WO

4. INTERESTS OF PARTIES

‘ Exhibit "A" lists all of the zartiss, and their respective percentage of frac- ’5
tional interest under this agreement. Unless changed by other provisions, all costs ﬁ
and liabilities incurred in operations under this contract shall be borne and paid, S
and all equipment and material acquired in operations on the Unit Area shall be é
ownedbythepazt;esastheuinte:estsa:engeninhhﬂnt“&" Allp':oduction j

of 0il and gae froxm ths Unit Azca, subject o tas payment of the Lessor’s usual
_tb:ee-sixtecnthsmvalties, shmusobeomedbythepa:tiesmthesmm

o -2
4 . "Tndividual Toss®
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1f the intarest of any party in any oil and gas lease covered by this agreement is subject to an overriding
! royaity, production payment, or other charge over and above the usual one-eigthh (1) royalty, such party shall
g 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 production of the Unit Area.

S. OPERATOR OF UNIT

COTTON PETROLEUM CORPORATION shall be the Operator of
the Unit Areg, and shall conduct and direct and have full control of alli operations on the Unit Area as per-
mitted and required by, and within the limits of, this agreement. It shall conduct all such operations in 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 f{rom/Gbte the provisions of
‘ this agreement.

¢. EMPLOYEES

~ The number of employees and their selection, and the hours of labor and the compensaticn for services
performed, shall be determined by Operator. All employees shall be the employees of Operator.

- XEST-WERE—
\Qt or before the day of. 19 Operator shall commence the d

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

and shall théreafter continue the ing of the well with due diligence {

unless granite or other practically impenetrabl bstance is“ercountercd at a lesser depthor unless all parties :
agree to complete the well at a lesser de ‘
tests of all formations encounte: uring drilling which give india- ;
quaniities suliicient to test, uniess this a t shall be limited in its ap~ i
tion or formations, in which event Operator shall be to test only tha

tions to which this agreement may apply.
perator’s Judgment the well will. not produce oil or gas in paying quantmes. and %

plug.ahnd ahandov! the test 33 3 d::,‘ hole, it shall first secur- the consent of all parties to the pluggng.%

Operator shall make reasona
Uk of coniaining oii and g
plication to a specific
formation or fo

aabts comves

8. COSTS AND EXPENSES
Except as herein otherwise specifically provided, Operator shall promptly pay and discharge ‘all costs
and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall
charge each of the parties hereta with their rﬁpective proportionate shares upon the cost and expense basi‘s
provided in the Accounting Procedure attached hereto 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 prevail

Operator, at its election, shall have the right from time to time to demand and receive from the other
mmmtmadvmofumrsmhnmmolmemammoﬂbemwbemc!fred in
eachmehpanyotanxtemuedstamto!awhuﬁmzedmts.wgeth«mthanmvoweform thue-
of. Each such siatement and invoice for the payraent in advance of estimated costs shall be onor
betmtheZMhdayotthenextptmdingmnth. EachpartyshaupaytoOperatormpropoﬂionauabareotl
Ammmtemthinﬁneen(m)dnysattermchmaeandmomum I any party faile tn n-“-‘.,.;.
snareotsazduﬁmtewnhmwdﬁm,tbeamntdneshaﬂbeumterstatthen&eu!ﬂmt 3«
annum until paid. Proper adjustment shall be made monthly between advances and actual cost, to the end
that each party shall bear and pay its proportionate share of actual costs incurred, and no more.

~
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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
the proceeds from the sale of
irreach party’s irterest in oil and gas produced »#¥ECEENIEFISSIRIRxand upon each party’s interest in ma-
terial and equipment, to secure the payment of all sums due from each such party to Qperator.

In the event any party fails ta pay any':.-n‘:‘.-":.-nt owing by it {0 Cperator as iis share of such costs and
expense m-1 xs:técﬂx &ggagncgegs;iénnaatg lxgitgjtqt éhr% eti;nef éié?;iti% for payment thereof, Operator, without prejudice to
other existing remedies{ is authorized, at its election, to collect from the purchaser or purchasers of 9il or gas,
the procééds accruing to the working interest or interests in the Unit Area of the delinquent party up to the
amount owing by such party, and esch purchaser of oil or gas is authorized to rely upon Operator's statement
as to the amount owing by such party. )

In the event of the neglect or failure of any non-operating party to promptly pay its proportionate part
of the cost and expense of development and operatidn when due, the other non-operating parties and Operator,
within thirty (30) days after the rendition of statements therefor by Operator, shall proportionately contribute
to the payment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled
to the same lien rights 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-.operating parties under the lien conferred above, the amount or amounts so paid or re-
covered shall be distributed and paid by Operator to the other non-operating parties and Operator propor-
tionately in accordance with the contributions theretofore made by them.

1. 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 foree au to any part of the Unit Area, whether by produciion, ex-
tension, renewal or otherwise; provided, however, that in the event the first well drilled hereunder results in
a dgzeh%lan 1:_1 ego eoj!:lg-xﬁ ;ve&'gogrgﬂx;isng oil or gas in paying quantities from the Unit Area, then at the end
of ARUTXXVRLVECNR after abandonment of the first test weil. this agreement shall terminate unless one or
more of the parties “are then engaged in drilling a well or wells pursuant to Section Ii hereof, or all parties
have agreed to drill an additional well or wells under this agreement, in which event this agreement shall con-
tinua in fares un#l. s*.i:!-. wall ar wells shall have boen drilled and compieied. I prodiiciion resilis there-
from this agreement shall continue in force thereafter as if said first test well had been productive in paying
quantities, but if production in paying quantities does not result therefrom this agreement shall terminate
at the end OEW%}%&E&%Y% such well or weils. It is agreed, however, that the term-
ination of this'sgrocssent shall aét relieve any parly Lefeio froin any iiabiiiiy which has accrued or attached
prior to the date of such termination. ‘

: 1L LIMITATION ON EXPENDITURES

Without the coasent of all parties: (a) No well shall be drilled on the Unit Area except any well ex-
pressly provided for in this agreement and owrent any wall drillad nurcuant tn ths provicions of Sestian 12
of this agreement. it being understood that the consent ta the drilling of a weill shail include consent to 3ll
necessary expenditures in the drilling, testing, coxnpleting,*and equipping of the well, including necessary
tankage; (b) No well shall be reworked, plugged back or deepened except a well reworked. plugged back oc
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 ghall include consent to all necessary expenditures in
conducting such operations and compieting and equipping of said well to produce, including necessary tank-

age; (¢) Operator shall not undertake any single project reasonably estimated to require an expenditure in
excess of —— TEN THOUSAND AND NO/ 100 Dollars (& 10,000.00 3

excépt 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 explosion, fire, flood,

or aother axdd.en emergency, Whether of the same or different nature, Operator may take such steps and incar - - |

such expenses as in its opinion are required to deal with the emergency and to safeguard life and property,
but Operztorsh;ll, as promptly as possible, report the emergency to the other parties. Operator shall, upon

request, turmsh copies of its “Authority for Expenditures” for any single project costing in ex-
$,000,00
cess of $__~ :

the event of suit to collect any delinquend
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12. OPERATIONS BY LESS THAN ALL PARTIES*

It all the parties cannot mutually agree upon the drilling of any well on the Unit Area other than 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, deepen or plug back such a weil

may give the other parties written notice of the proposed operation, specifying the work to be performed,
the location, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
-ing such a notice shall have thirty (30) days (except as to reworking, plugging back or drillicg deeper,rl where
a drilling rig is on location, the period shall be limited to forty-eight (48) hours exclusive of Samrdaya&Sun-
day')/aax?g' }echaﬁli &o{.&e n%uce within which to notify the parties wishing to do the wolk 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 operation (such party or
parties being hereafter referred to as “Non-Consenﬁnz Party”), then in order to be entitled to the benetits
of this section, the party or parties giving the nctice znd such other parties a= chall elast 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 promptly as possible after the expir~
ation of the 48-hcur penod where the drilling rig is on location, as the case may be) actually commence worle
on tha proposed operation and complete it with due diligence. ’

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportions that their respective interests 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 clm of all
liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. I
such an operation results in a dry hole, the Consenting Parties shall plug and abandon the weil at their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this
secticn resulis in a producer of oil and/or -gas in paying quantities, the Consenting Parties shall complete and
equip the well to produce at their sole cost and risk, and the well shall then be turned over to Operator and
shall be operated by it at the expente and for the account of the Consenting Parties. Upon commencement of

* operations for the drilling, reworking, deepening or piugging back of any such wall by Consenting Parties
in accordance with the provisions af thit saction, sach Non-Consenting Party chall he dsemed ¢o have rolin.
quished to Consenting Parties, and théConsennngPamashanownandbeentmedtorecave,mmom
to their respective interests, all of ‘such Non-Consenting Party’s interest in the well, its leasehold operating
rights, and share of production therefrom until the pmceeds or market value thereof (after deducting pro-

existing on the effective date hereof
duction taxes, royalty, overriding royalty and other interests fpayable out of or measured by the production
from such well accruing with respect to such interest until it reverts) shall equal the total of the following:

(A) 1009 of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment
beyond the wellhead connections (including, but not limited to, stock tanks, separators, treaters,
pumping equipment and piping), plus 100% of each such Non-Consenting Party’s share of the cost of
operation of the well commencing with first production and continuing until each such Non-Consenting
Party’s relinquishi:d interest shall revert to it under other provisions of this section, it being agreed that
each Non-Consenting Party’s share of such costs and equipment will be that interest which would have
beers chargeabie to each Non-Consenting Party had it participated in the well from the beginning of
the operation; and

3008

(B) 200cx of that portion of the custs and expenses of drilling, reworking, -deepening or plugging 3;‘)ba‘c)k‘.
testing and completing, after deducting any cash contributions received under Section 25, and 200e%
of that portion of the cost of newly acquired equipment in the well (to and including the wellhead
connectionz), which would have been chargeable to such Non-Consenting Party if it had participated
therein.

g
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™2 4hc case of wiy (eworking, plugging back or deeper drilling operation, the Consenting Parties shail
be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all
such equipment shall remain unchanged; and upon abandonment of a well after such reworking, plugging
back or deeper drilling, the Consenting Parties shall account for all such equipment to the owners thcreot
wlth each party receiving its ptoportionatc part in kind or in value.

the equipment in and connected to the well, and an-itemized statement of the cost of drilling, detpenin%s.
plugging back, testing, completing, and equipping the well for production; or, at its option, the operating

- party, in leu of an itemized statement of such costs of operation, may submit a detailed statement of monthly

billings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided
above, the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all
costs and liabilities incurred in the operation of the well, together with a statement of the quantity of oil o
and gas produced from it and the amount of proceeds realized from the sale of the well's working interest
production during the preceding month. Any amount realized froin the sale or oth;r disposition of equip~
ment 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 cradited against the total unreturned cosis of the work done

“and of the equipmeni purciased, in deiermining When the interest of such Non-Consenting Party shall revert

to it as above provided; if there is a credit balance it shall be paid to such Non-(:onsentme Party.

I and whan tha- "m'rum recover from a Non-Consenting Party's rehnquuhed mtesst t.ho
amounts provided for abave, the relinquished interests of such Non-Consenting Party 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-Cansenting Party would have owned had it participated in the
drilling, reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in accord-
ance with the terms of this agreement and the accounting procedure schedula, Ewhikit %07 zttoctod hocatg

Notwithstanding the provisions of this Section 12, it is agreed that without the mutual consent of au'
pu-ﬁm.nowellsshanbecompletedmorpmduced&omasourceotsupplyfromwhxehawdlloatedelsea
whereantheUmtAmlsproducmg.unlessuchweﬂccntomstothethen-exxstmgwellspwngpattm
tormchsoureeo!snpply

demthmmawlmnmwhmm&emgdmemﬁﬂuf
wumUmtmmmmummmmmgammummu
after it has been drilled to the depth specified in Section 7, lfltn.ortherutteshanprmtohe,adry
ho.eorm-enmmem:alwell.andtnmothuweus drilled, rewnriked deepencsd, o pluggsd hadk, of pm-
posed to be drilled, reworked, deepened, or plugged back, upoa the Unit Area subsequ.ent ta the drilling ot
the initial test well

13. RIGHY TO TAKE PRODUCTION IN KIND

i

Each party shall take in kind o separately dispose of its proportionate share of all ¢il and gas pro-
duced from the Unit Area, exclusive of prcduction which may be used in development and producing oper-
atiors and ip preparing and treating il for marketing purposes and production unavoidably lost. Each party
shall pay or deliver, or cause to be paid or delivered. all rovalties, overriding rayaltise or other newments
due on its share of such production, 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.

Mmﬂymmmdhiﬂnanudeotmemﬁngémmm in produc-
tion from the Unit Area, and shall be entitled to receive payment direct from the purchaser or purchasers
thereot foritssweotaﬂprpductinn.




A.A.P.L. FORM 4610

~ 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 Area, Operator shall have the
right, subject to revocation at will by the party owning it, 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 m no event oe less than the price which Operator. receives for its portion of the’ au and_gas nroduced

#7om the Unit Af€w. Any such purchase or sale by Operator' shall be subject a.lways to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of
all oil and gas not previously delivered to a purchaser. Notwithstanding the foregoing, Cperator shall not
make a sale into interstate commerce of any other party’s share of gas production without first giving such

other party sixty (60) days notice of such intended sale. Any contract made by OPERATOR specifi-
cally for the sale of non-taking party's shave of Unit production shall not be for a

than is commensurate with the minimum needs of the indust under the
Ei’i-"'cunlé’%‘a:ﬁn snd shall in no event be for a term exceeding one yeu.ry ]

id. nl.t.naa AU UL‘I& AL

Each party shall have access to the Unit Area at all reasonuble times, at its sble risk, to inspect or
observe operations, and shall have access at reasonable times to information pertaining to the development
or operation thereof, including Operator’s books and records relating thereto. Operator shall, upon request,
furnish each of the othier 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 Tnit Area.

15. DRILLING CONTRACTS

All wells drilled on the Unit Area shall be drilled on a compenﬁvercormct basis at the usual rates
prevailing in the ares. Operator, if it so desires, may empioy its own/tools and equipment in the drilling
of wells, but its charges therefor shall not exceed the prevailing rates in the fleld, 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 Opersator under the same terms and conditione ae shall ke cusicniary and usuai
in the field in contracts of independent contractors who are doing work of a similar nature,

18. ABANDONMENT OF WELLS

NowglLotherthananywenwhichhubmdﬁnedormorked,mthem 12 hereof for

' which the Consenting Parties have not been fully reimbursed as therein provided, which has been com-

MaaWMhWﬂMﬁwmmdmmmm
wwammmmemtdmmmmmmmmomwm

" to each of the other parties its proportionate share of the vaiue of the wseil’s salvahie material and annin.

ment, determined in accordance with the provisions of Exhibit “C”, less the estimated 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 a3 to quantity, quality, or fitness for use

of the equipment and material, all of its interest in the well and its equipment, together with its interest in

the leasehold estate 33 to, but only as to, the interval or intervals of the formation or formations then open
te production. The assignments so limited shall eucommthe“drﬂlingunit"uponwhicbthewel_lislo;a‘wd.
The payments by, and the assiguments to, the assignees shall b in a ratio based upon the relationship of
their respective percentages of participation in the Unit Area to the aggregate of the percentages of partici-
pationintheUmtAreaotallm Thereshanbenomd)usmtotmmatintherwmgm
of the Unit Area.

Aﬁertheasﬁmt,theasiamshanhavem'mnher responsibility, liability, or interest in the . - ;

operation of or production from the well in the interval or intervals then open. Ugpon request of the scignass
Operator shall continue to operate the assigned well for the account of the aon-abandoning parties at the
rates and charges contemplated by this agreement, plus any additional cost and charges which may arise as
the result of the separate ownership of the assigned well.

s me e TN Vi n o Phmne v Arimt AP mablan AP tha paranaaed nhardanmant A
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—of oversight. any delay rental er shut-in well paymeini is 0ot paid or is erToneousiy paid, and as a result a lease.

17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS.

'Delay rentals and shut-in weil piymenu which may be required under 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 each payment
shall be given to Operator at least ten (10) days prior to the rental or shut-in weil payment date. Operator

.shall furnish similar proof 0 all other parties concerning payments it makes in connection with its leases. Any

party may request, and shall be emmed to receive, proper evidence of all such payments. I, through mistake

or interest therein terminates, there shall be no monetary liability against the party who failed to make such

and gubjects to this
payment. Unless the party who failed to pay a rental or shut-in well payment secures/a new lease covering the
same interest within ninety (90) days from the discovery of the failure to make proper payment, the interests
of the parties shall be revised on an acreage basis effective as of the Jdate of termination of the lease mvolved.
and the party who failed to make proper payment will no longer be credited with an interest in the Unit Ares
on account of the ownership of the lease which has termin{ated.' In the event the party who failed to pay the
rental or the shut-in well payment shall not have been [ully reimbursed. at the time of ths loss, from the pro-
ceeds of the sale of oil ahd gas attributable to the lost interest, calculated on an acreage basis, for the develop~
ment and operating costs theretofore paid on account of such interest, it shail be reimbursed for uirecovered
actual costs theretafore p;id by it (but not for its share of the cost of any dry hole previousiy drilled or wells
previously abandoned) from, so much of the following as is necessary to effect reimbursement:

{1}-Proceeds of 9ii and gas, less operating expenses, theretofore accrued to the credit of the lost mterest. on
an acreage basis, up to the amount of unrecovered costs;

(2) proceeds, less operating expenses thereafter incurred attributable to the lost interest on an acreage
basis. of that portion of oil and zaz therealter produced and markeled (excluding i:rbduéiion from any
wells thereafter drilled) which would, in the absence of such lease termination, be attributable to the
lost interest on an acreage basis. up to the amount of unrecovered costs, the proceeds of said portion of
the oil and gas to be contributed by the other parties in proportion to their respective interests; and

(3) any moneys, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes,
the owner of the interest lost, for the privilege of participating in the Unit Area or becoming a party to .
this contract. ' .

"Operaigr shail atiempi (0 nolify all pariies when a gas weil is shui-ln of reldfiied o prodaction, but
assumes no liability whatsoever for failure to do so.

.'on the same terms and conditions the interest whi

13. PREFERENTIAL RIGHT TO PURCHASE

ts and in-{

full infaermatinm con:

4% co e RReret L4

Sho y party desire to sell all or any part of its interests under this contract, or i
terests in the Unit it shall promptly give written notice to the other parties. wi
cerning its proposed sale, w i
be ready, willing and able to
shall then have an optional prior right. for a

qck

19. SELECTION OF NEW OPZRATOI

Should a sale be made by Operator of its rights and interests, the other parties shall have the right
within sixty (60) days after the date of such sale, by majority vote in interest, to select a new Operator. If
a new Operator is not so selected. the transferee of the present Operator shall assume the duties of and ac! as -
Operator. In either case, the retiring Operator shall‘continue to serve as Operator, and discharge its dutics
in that capacity under this agreement. until its successor Operator is selected and begins to function. but the
present Operator shall not be obligated to continue the performance of its dutics for more than 120 daysaﬂcr
the sale of its rights and interests has teen completed.
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20. MAINTENANCE OF UNIT OWNERSHIP

For the purpose of maintaining uniformity of ownership in the oil and gas leaseheld interests covered by
this contract, and notwithstanding any other provisions to the contrary, no party shal' sell, encumber, transfer
or make other disposition of it3 interest in the leases embraced within the Unit Area and in wells, Squipment
and production unless such disposition covers either:

(1) the entire interest of the party in all leases and equipment and production; or
(2) an equal undivided interest in all leases and equipment and production in the Unit Ares.

Every such sale. encumbrance, transfer or other diséosition made by any party shall be made expressly

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

If at any time the interest of any party 1: divided among and owned by four or more co-owners, Opera~
"~ tor mdy, at its discretion, reqm.re ‘such co-owners to appoint a single trustee or agent with full authority to re-

ceive notices, approve expenditures, receive billings for and 2pprove and pay such party’s share of the joint
expenses, and to deal generdly with, and with power to bind, the co-owners of such party's interests within
the scope of the operations embraced iy 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 oil 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 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 to this contract shail select by
majority vote in interest, not in numbers, a new Operator who shail assume the responsibilities and duties, 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 party to Operator in Section 9 is given to se-
cure only the debts ot. 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.

23. RENEWAL OR EXTENSION OFIXEXSISX JOINT LOSS LEASES
the loss cf which won].d be a Joint losa under Secticr. 2 hereof,

If any party secures a renewal ectt.o tract/uchandandtheothe
42 exercised v.i.tlnn thirty (30%”:1 tter roeei of such notice

parties shall be notified promptly, andsnan have the righ topartmpatem ownershxpottbermwallase

by paying to the party who acquired it their several proper proportionate shares of the aco_uisitiun cost; which

shall be in proportion to the 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 lease, it shall
be owned by the parties who elect to participate therein, in a ratio based upon the relationship of their respec-

~ tive percentage of participation in the unit area to the aggtegate of the percentages of participation in the unit

area of all parties participating in the purchase of such renewal lease. Any renewal lease in which less than

all the parties elect to participate shall not be subject to this agreement. _
’ without

. warrant
Each party who participates in the purchase of a renewal lease shall be given an assignment/of its pro-

portionate interest therein by the acquiring party.

The provisions of this sect xon shall apply to renewal leases whether they are for the e:aure interest
covered by the expiring lease ov cover only a portion of its area or an interest therein. Any/ renewal lease
taken before the expiraticn of its predecessor lease, or taken or contracted forr within six (68) months after
the expiration of the cXisting iease shail be su_b:ect to this pv'ovmon but any lease taken 35' cogrt._racted for
mote than six (6) months after the expiration of an cxisting lease shall not be deemed a/renewal lease and
shall not be subject (0 the"provisions of this section.

The provisions in this section shall apply aiso and in like mannrer to extensions of oil and zas leases.

4
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24, SURRENDER OF LEASES

The leases covered by this agreemant, in so far as they embrace acreage in the Unit Area, shall not be
surrendered in whole or in part unless all pu'ties consent,

However, should aay party desire to surrender its interest in any lesss or in any pocilon thereof, and
other pariies naot agree or consent, the party desiring to surrender shall assign, without express or implied
warranty of title, all of its ihterst in such lease, or portion thereof, and any well, material and equipment
which may be located thereon and any rights in production thermafter secured, to the parties not desiring to
surrender it. Upon such assigrment, the assigning party shall be relieved from ail obligaticns thereafter ac-
cruing, but not thereiofore accrued, with respect fo the acreage assigned and the operation of any well there-
on, and the assigning party shall have no further interest in the lease assigned and its equipment and production.
The parties assignee shall pay to the party assignor the reasonable salvage value of the latter’s mtetut m any
wells and equipment on the assigned acreage, determined in accordance with the provisions of Exlnbxt “c”,
less the 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 parties assignee in the proportions
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 change the assignors’ or sur-
rendering parties’ interest, as it was immediately 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

tarme and pm-ﬁnna of thia asrasmmant

25. ACEEAGE OR CASH CONTRIBUTIONS

It 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 shail be paid to the party who conducted the
dnﬂmgorothccperahonandshnﬂbeapphedbyitagmnstthecostotsuchdnnmgorother operation. If

tender
the contribution be in the form of acreage, the party to whom the contribution is made shail promptly =xscaox

an

an g«l...._.....s P R e t t 2

assignment i e acreage, withou wnn?ntych tendera% gariaé cepttéhd“ g?'e;infm a’:’r.‘-t ];rgsporuon o thesw
mtermintheUmtAmatthatnme,and/sud:mgeshnubecomeapartottheUmtAmandbegoverned
by all the provisions of this contract. Eachpartyshanmnmpuynetdyg;xoths parties of all acreage or

mm&ibuﬁmitmyobtaininmpportotanyweuoranyothero'p;rationonthetlnitm

26. PROVISION CONCERNING TAXATION

Each of the parties hereto elects, under the authority of Section 781(a) of the Internal Revenr:2 Code of
1954, to be excluded from the application of all of the provisions of Subchapter K af Chapter 1 of Subtitle A of
the Internal Revenue Code of 1954. If the income tax laws ¢ ‘thestateorstatuinwhichthepmmm
hereby is located contain, or may hercaller conlain, provisions simiiar to those contained in the Subchapier of
the Interhal Revenua Code of 1954 above referred to under which a similar election is permitted, sach of the
parties agrees that such election shall be exercised. Each party duthorizes and directs the Operator 0 execute
sud:anelectionor:lectioh:onitsbehaltandtoﬁletbe election with the proper governmental office or
agency. If reguested by the QOperator so to do, each party agrees to execute and join in such an election.

Operator shall render for ad valorem taxation all property subject to this agreement which by law
should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they become delin-
quent. Operator shall bill all other parties for their propartionate share of all tax payments in the manner
provided in Exhibit “C™. R '

Ifanytaxmmenthcbnsidaedunrumblebyom. it may at its discretion protest 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 f{inal determination. When any such protested valuation shal!
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
in Exhibit “C".




27. INSURANCE

At all times while operations ars conducted hereunder, Operaior shall comply with the Workmen's
Compensation Law of the State where the operations are being conducted. Operator shall also carry or pro-
vide ineurance for the benefit of the joint account of the parties as may be outlined in Exhibit “D" attached
to and made a part hereof. Operator shall require ail 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 thy event Automobile Public Liability Insurance is specitied in said Exhibit “D", or subsequently re-
ceives the approval of the partles, no direci charge shali be made by Cperaior for premiuins paid for such in-
surance for operator’s fully owned autamotive equipment.

27 ~YATME ANT L AWSTITTCG
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If any party to this contract is sued on an alleged cause of action arising out of operations on the Unit
Ares, 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 potice of the suit to the Operator and all other parties,

The defense of lawsuits shall be under ths general direction of a committee of lawyers representing ihe
parties, with Operator's attorney as Chairman. Suits may be settled during litigation only with the joint con-
sent of all parties. No charge shall be made for services performed by the staff attorneys for any of the
parties, but otherwise all expenses incurred in the defense of suits, together with the amount paid to discharge
any final 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 attorneys for the parties, shail
be employed in lawsuits involving Unit Ares operations only with the consent of all parties; if outside counsel
is employed, their fees and expenses shail be considered Unit Area expense and shall be paid by Operator and
charged to all of the parties in proportion to their then interests in the Unit Area. The [Tovisions of this
paragraph shall not be applied in any instance where the loss which may result from the suit is treated as an
individual loss rather than a joint loss under prior provisions of this agreement, and all such suits shall be
bandied by and be ihe soie respoazibility of tha narty or parties concerned. ‘

Damage cizims caused by and arising out of aperations on the Unit Area, conducted for the joint ac-
count of all parties, shall be handled by Operator and its attomneys, the settlement of claims of this kind shall
be within the discretion of Operator so long as th? amount paid 11 settiement ot ény one claim 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 :
If any party is rendered unable, wholily or in part, by force majeure to carry out its obligations under

&z sgreement, other than the chbligaticn o make maney payments, that parly shall give io all other parties
prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the
obligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended
during, but no longer than, the continuance of the force majeure. The affected party shall use all possible
diligence to remove the force majeure as quickly as possible.

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

Ths torm “force majeure™ 38 here employed shall mean ik aci of God, sirike, lockout, or other industriai |
disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, gov- ||
ernmental restriint, unavailability of equipment, and any other cause, whether of the kind specifically enum-
erated above or otherwise, which is not reasonably within the control of the party claiming suspension.

30. NOTICES

All notices authorized or required between the parties, and required by any of the provisions of this
uxgement. 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
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addresses listed on Eihihit- A", "f‘ne originating notice {o be given under any provision hereof shall ve 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 receivad. The second or any re-
sponsive notice shall be deemed given when deposited iy the United States mail or with the Western Union
—_Telegraph Comnanv nntb, pastagze ar. oharus prepaid. Each party shall h.,ve tho right to char.ge its address

‘at any time, aad trorn txme to nme, by giving written notice thereof to aii uthe: ;:::ties -

J
N

31. OTHER CONDITIONS, IF ANY, ARE

-{(a) No weil drilled or completed by -less than all parties pursuant to the provis1ons
of Section 12 hereof shall be completed as a gas well in the same formation as any
other gas well then producing, or capable of producing, gas in commercial quantities
from the Unit Area if, as a result of the completion of said well, there would exist
on the Unit Area a wel] density in the same formation of more than one produc1ng gas
well to acras: nrnvidnd that, if. any v-ngn'\af-nny hndJ ha\'--:“s Jur tsdiction
should establish or prescr1be a smaller dr1111ng unit, less than all of the parties
may complete such a gas well pursuant to the provisions of Section 12 hereof so long
as its completion does not result in a well density in the same formation greater
than that established or prescribed by the aforesaid regulatory bedy. No well drilled
or completed by less than all of the part1es pursuant to the provisions of Section 12
hereof shall be completed as an. o1l well in the same formation as any other oil welT
then producing fran the Unit Area if, as a result of the compietion of said well,
there would exist on the Unit Area a well density in the same formation of more than
one producing 011 well to acres; provided that, if any regulatory body having |
Jurisdiction should establish or prescribe a smaller drilling unit. less than all of
the parties may complete such an 0il well pursuant to the: prov1s1ons of Section 12
hereof so long as its completion does not result in a well density in the same foymation
greater than that established or prescribed by the aforesaid regulatory body.

(b) In spite of any provision to the contrary appearing in Sections 11 and 12 hereof,
consent to the drilling of a well shall not be deemed as consent to the setting of
casing and a completion attempt. After any well drilled pursuant to this agreement

has reached its authorized depth, Operator shall dive immediate notice to Non-Operators. |
The parties recexv1ng such notice shall have forty-eight (43) hours (exclusive of ]
Saturday or Sundﬁv) in which to eiect whether or not they desire to set casing and to
participate in a completion attempt. Failure of a party receiving such notice

so to reply within the period above fixed shall constitute an election by that party
not 4o participate in the cost of a completion attempt. If all of the parties eiect
to plug and abandon the well, Operator shall plug and abandon same at the expense ‘i

of all of the parties. If one or more, but less than all, of the parties elect to
set p1pe and to attempt a completion, the provisions cf Sect1on 12 shall apply to the
‘GDQIGCtunS thereafter conducted by iess than all parties.

(c) ' If any party hereto hereafter should create any overriding royalty, production
payment, or other burden against its working interest production and if any other
party or parties should conduct non-consent operations. pursuant to any provision of
 this agreement and. as a result, bacome antitled fo recaive tha warking interest
production otherwise belong1ng to the non-participating party, the party or
parties entitled to receive the working intarest production of the non-participating
party shall receive such production free and clear of burdens against such
production which may have been created subsequent to this agreement and the non-
participating party creating such subsequent burdens shall save the participating
party or parties harmless with respect to the receipt of such working interest
production. .

(d) It is recognized by the parties hereto that in addition to each party' s share of
working interest production ‘as shown in Exhibit "A", such party shall have the right,
subject to existing contracts, to market the royalty gas attributable $5 each lease
which it contributaes to the Un1t Area and t0 receive payments due for such royalty

gas produced from or allocated to such lease or leases. It is agreed that, regardless
of whether each party markets or contracts for its share of gas, including the royalty
gas under the leases which it contributed to.the Unit, such party agrees to pay or
cause to be paid to the royalty owners under its lease or leases the proceeds attribu
to their respective royalty interest and to hold a]I other parties harmless for its »
faiiure to do so. If a lease is owned in undivided intaorests, the leasehold owners unde
such lease shall designate a single party to receive and to pay or cause to be paid aii -
royalty due under such lease and to hold all other parties hereto harmless for failure

to do so. —12




This agreement may bo signed in counterpart, and shall be binding upon the parties and upon th

succsssors, representatives and anizm.

i

OPERATOR

ATTEST:

ATTEST
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" Attached to and made a part of

st b

o | ACCOUNTING PROCEDURE
. . . JOINT OPERATIONS

L GENERAL PROVISIONS

L Definitions ,
“Joint Property” shall mesn the resl and parsonal property subject to the agreement to which this Accounting
Procedure is attached.

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
i maintenance of the Joint Property. : ‘
bio. “Toint Ascount” shall mezgn ihs-account showing the charges paid and credits recéiveéd in the Onauct of ths Joint
. Qperations and which are to be shared by the Parties, ’

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

‘“Non-Operators” shall mean the parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators. : .
“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a2 field operat- :
ing capacity. ) , :
t “Technical Employees” shall mean those amployees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi- !
ticns and problems for the benefit of the Joint Property. .

“Parsonal Expenses” shall mean travel and other reasonable reimbursablie expenses of Operator’s employees

“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall meau Material which at the time is so classified {n the Material Classification Man
as most recently reccmmended by tha Council of Petroleum Accountants Societies of North America. - ;

2. Statement and Billings :
Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the .
Joint Account for the preceding month. Such bills will be accompanied by stataments which identity the author. '

ity for expenditurs,lease-or facility, and all charges and oedils) summarized by appivpriaie ciassificaiions of im-
westmmant and expence excspt that iteme of Controllable Material and unusual charges and credits shall be sep-
arately identified and fully described in detail . 3

3. Advances and Payments by Non-Operators _ .
Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their )
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly bill
to reflect advances received from the Non-Operators.

! Each Non-Operator shalli pay its proportion of all bills within fifteen (15) days after receipt. If payment is
: made within such time, the unpaid baiance snail bear interest monthiy at the rate of tweive percent (12%]
: annum or the maximum contract rate permitted by the applicable usury laws in the state
Propesty is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs i
: - the collection of unpaid amounts. - »
i 4. Adjustmants
: Payment of any such bills shall not nreiudice the right of any Nea-Operater to protest ‘o quastisa ths comrect-T
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any i
calendar year shall conciusively be presumed to be true and correct after tweénty-four (24) months following:
: the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
i written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Opetator s
be made unless it is made within the same prescribed period. The provisions of this paragranh shail not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in-Section v.
5. Audits ,
A. Non-Operatcr, upon notice in writing to Operator and 2ll other Non-Operators, shall have the right to audit Ope-.
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) mo
period icilowing tie end of Such calendar ysar: provided, however. the making of an audit shall not extend
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph $#of
Section ! Where there are iwo or more Noa-Cpeisiors, the Non-Opemators shall make every reasonable effort §
: conduct joint or simuitaneous audits in a manner which will result in a minimum of inconvenience to the Op
. . tor. Operator shall bear no portion of the Noa-Operatars’ at.dit cost incurred under this paragraph uniless 3
to by the Operator. .

¢ 8. Approval by Non-Operators - o ) A : 7
P Where an approval or other agreement of the Parties or Non-Operators is expressly required under other
i tionsolthisamuntincl’rocedmandi:theagreunenttowhichthis.&ccouming?rocedmis;atuched”

: no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s propossl, an
the agreement or approval of a majority in interest of the Non-Operators shall be ocontrolling on all N
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"B.. In iieu of charges in Paragraph 7TA above, Operator may elect to use average commercial rates prevailing in

Operator shall charge the Joint Account with the follow'ng ltm

" Paragraph 2A of this Section IL

o

3
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IL. DIRECT CHARGES
Deillais and Royaities 7 ' 7 .
Lesse rentals and royalties paid by Operator for the Joint Operations.
Laber

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

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

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

D. Personal Expenses of those employees whose salaries and wages are chargssbls ic the Joint Account under |

(L

Employes Benefits

Operator’s current costs of establisied plans for empioyees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrifi, bonus, and other benefit plans of a like nature. applicabie to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator's actual
cost not to exceed twenty per cent (20%).

Material

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

Transportation

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

A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge terminal, or railway receiving point where like material is normally available, uniess agresd
to by the Parties. I

, 1f sirpius Materiai 1s moved to Operator’s warshouse or other storage point, no charge shall be made to the ]
Joint Account for a distanes greater than tha distonce 45 thc nearest reiiabie suppiy 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, uniess agreed to by the Parties.

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

The cost of contract services, equipment and utilities provided by outside sourcee, swrant carvices awolidad h= -
Paragraph 9 of Section I and Paragraph L. ii of Section IIL The cost of professional consuitant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are exciuded from the
Overhead rates. The cost of professional consuitant services or contract services of technical personnei not di-
rectlyengaadouthe.!cint?mpctyshaunubednrgedbtheJoin:Aeeounttm!ssprevioudyapudbty;?

the Parties

y 2 - —_— A
Eguipment aad Facilities Farnished by Cperaior

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rales com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other .
operating expense, insurance, taxes, depreciation, and inte;est on investment not to.'n._xce.jd exght. per cent {85%)
per annum. Such rates shall oot exceed average commercial rates currently prevailing in the immediate arez ;
of the Joint Property. :

the immediate area of the Joint Property less 20, For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association. 3

Dammandmto.lointrm _ ) ~; ) . 2

Il costs of expenses necessary for the repair or replace:nent of Joint Property made necessary because of dam- :
'A'uﬂ or losses incurred by fire. flood, storm, theft, zceident, ar other cguss, akicpi those resulting-fram Operator’s
gross negligence or willful misconduct. Operator shail furnish Non-Operator written notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator.

‘ discharging of liens, ent of judgments |
Expense of handling, investigating and settling litigation or claims, di ing of payment of j aents -
and amounts paid zn' 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 Opernt.or’s legal uﬁ b
or fees or expense of outside attorneys shall be made uniess previously agreed to by the Parties. All other legal °
expense is considered to be covered by the overhead provisions of Sectipn IIl unless otherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.
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. 10, Taxes
All taxes of every kind and nature assessed or levied upon or in connection with the Joint Pronerty. the apera.
"liun’ tnereoi, or ine production therefrom, and which taxes have been paid by the Operator for the henefit of the
Parties,
11. Insurancs

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

|
12, Other Expenditures 1
Any other expenditure not covered or dealt with in the foregoing provisions of this Section I, or in Section III, {

i

and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.
i Il. OVERHEAD

1. Overhead - Drilling and Producing Operations ]
i As compeneation for administrative, supsrvision, office services and warehousing costs, Operator shail ch:rn}

drilling and produang operations on either:

( ) Fixed Rate Basis, Paragraph 1A, or

{ ) Percentage Basis, Paragraph 1B.
Unless otherwise agreedtobytheParties,suchchargeshanbemueuotcostsandexpmotanotﬂca
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
: under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
: matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considsred
X . as included in the Qvethead 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. ;
4 ifi. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant

3 services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall |

not () be covered by the Overhead rates

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:
P Drilling Well Rate $
Producicg Well Rate $
(2) Application of Qverhead - Fixed Rate Basis shall be as follows:

T (a) Drilling Well Rate

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is relezsed, whicheaver is later, except that no charge shall
be made during suspensicn 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-
tionorngureleased,whmhevermnsmsgexceptmtmchargeshanbemaded‘mgm-‘

__sion of drilling operations for tiftéen (15) or more consecutive davs b

H [3]Chugstcrweﬂsundugomgmytypeo!mrkovcormhmtorapwodotﬁve(ﬂmf
secutive days or more shall be made at the drilling well rate. Such charges shail be applied
&mmmmmmmmmwmmm
matmchargeshanbemaded:mngmotopsanmforﬁﬂea(ls)otm consecuti
days.

(D) Producing Well Rates

| {11 An active well either produced or m;ected into for any portion of the month shall be conadered,
as a one-well charge for the entire month.

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

i [3]Anmacuvegaweushutmbmuseotoverpmducnonorfaﬂureolpurehasertotakethe 2
tion shall be considered as a one-well charge providing thegaswenlsd.u'ectly eonmctedtoapc-;
manent sales outlet. ;

I‘A1 A Anacwall: nhnm mav e mads for the month in wrivinb IV a=2 .“‘.,.‘."mm op
are completed on any weil

[{5] All other inactive wells (including but not lumted to inactive wells covered by unit allowu.bll.;

i lsase allowable, transferred allowable, etc.) shail not qualify for an overhead charge.

{3) The well cates shall be adjustad as of the first day of April each year following the eueeﬁve date of the:
agreement to which this Accounting Procedure is attacived. The adjustment shall be computed by multt="]
plying the rate currently in use by thepermugemmaseordmemmxheavengeweeklyeamm@
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar y¢
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Prod -
tion Workers as pubhshed by the United States Department of Labor, Bureau of Labor Statistics, or th
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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B. Overhegd - Percentage Basis o o
(1) Operator shall charge the Joint Account at the following rates:
{(a) Development

‘Percent { %) of the cost of Devalopment of the J'omt Property exclusiverof 03
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 provid
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchase
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the mir
eral interest in and to the Joint ‘Property. ... . e S '

—{2}-Application of Overhead - Fercentage Basis shail be as follows: ’

For the purpose of determining charges on a percentage basis under Paragranh !B of this Section I, di

velopment shall include all costs in connection with drilling, redrilling, de<pening or any remed’al oper:

tions on any or all wells involving the use of drilling crew and equipment; aiso, preliminary expenditiiri

necessary in preparation for drilling and expenditures incurred in abandoning when the well is not con

.pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixe

assets and any other project clearly discernible as a fixed asset. except Major Construction as dei.iied |
' Paragraph 2 of this Section IIL. All other costs shall be considered as Operating.

2. Overhead - Major Construction

To compensate Operator for overkead costs incwrred in the construction and installation of fixed assets, the ex
pansion of fived assats, and any cther project Jearly disceinibie as a fixed asset required for the development an
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, orsha
chargeséheoggin: Account for Overhead based on the following rates for any Major Construction project in exces
of § - St £ ’ ) e

Al 5 % of total costs if such casts are more than $_50,000 _° but less than $500, 000 . plus
B. 3 % of total costs in excess of $_500,000 bu¢ less than $1,000,000; plus :

C. 2 ____%-ot total costs in excess of $1,000,000, . .

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

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

The Overhead rates provided for in ‘this Section [T may be amended from time to timie only by mutual agreemen
between the Parties hereto if, in practice, the rates are found to be insufficent or excessive,

»

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

Operator is responsible for Joint Account Material and shall make proper and.timely charges and credits for all ma
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely dispositio
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division i

_kind, or sale to outsiders. Operator may purchase. but shail be under no ohligation to purchase, interest ¢ Noa~Cpera

_-tore in curnlune condition A or B Material The disposal of surplus Controllable Materizl oot purchasad by the Opera
h : pera
tor shall be agreed to by the Parties.
1. Purchases . :

Material purchased shall be charged at the price paid by Operatar after deduction of all discounts received. In cas
of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Join
Account when adjustment has been reccived by the Operatar. ) .
2. Transfers and Dispoesitions 7 S B “ ,
Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by th
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis
counts: - : . 2
A. New Material (Condition A) o . - . - o
(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on;
maximum carlezd or barge load weightt basis, regardless’ of quantity transferred, equalized to the lowes:
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint .Propert;

where such Material is normaily available, . |

(2) Line Pipe }

4

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date o
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor;
mally available.

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in ;
graph 2A (1) of this Section IV.~ » :
(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by s
supply store or f.o.b. railway receiving point nearest the Joint Property where such Material is
available. ) . ‘

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property o
(a) At seventy-five percent (75%) of current mew price, as determined by Paragraph 24 of this Section I
(2) Material moved from the Joint Property )

{a) At se_vcniy—tive percent (757 ) of current new price, as determined by l.’aragraph 2A of this Scction
it Material was originally charged 1o the Joint Account as new Material, or -

;

— .
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"(b] "at sixty-tive percent (65 %) of current new price, as determmed by Paragraph 2A of this Section
IV, if Material was origuully charged to the Joint Account as good used Material at seventy-twe per-
cent (75%) of current new price, - |

The cost of recondiuoning. if any, shall be absorbed by the Lransterrmg property
C. Other Used Material (Condition C and D)
(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at {ifty percent (505 ) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall he charged to the receiving property, pro-

_vided Condition C valua plue sast r:.“":“-" tioning dogs not exceed Condilion B vaiue.

Ll iNiiig wvw

{2) Condition D

All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices, Matetial no longer suitable for its original purpose but usable for -some other purpose, shall be
priced on a basis comparable with that ‘of items normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally. utilized by the Operator without prior appmal
af Non—Operators. :

D. Obsolete Material

Material which is serviceable-and usable for its ariginal function but condmon and/or value of such Material

is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by

the Parties. Such price should resuit in the Joint Account being charged with the value of tha service ren-

dered by such Material

E. Pricing Conditions

(1) Leading and unloading costs may ba charged to the Joint Account at the rate of fifteen cents (15¢) per
tundred weight on ail tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section IL .

(2) Material involving erection costs shall be charged at applicable percentage of tha cwrrent knocked-down
price of new Material

3. Preminm Prices
Whenever Material is not readily obtainable at publisked or listed prices because of national emergencies, striha%
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the :
required Material at the Operator’s actiial cost incurred in providing such Material, in making it suitable for use, 1
and in. moving 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
natifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for use and acceptable to Operator.

4. Warranty of Material Furnished by Operator ,

Operator does not warrant the Material furnished. In case of defective Material, credit.shall not be passed to th-
Joint Account until ad]usunent has been received by Operator from the manu.tacnm or thezr agenu. )

|

. INVENTORIES
The Operator shall maintain detailed records of Controilable Material,

1. Periodie Inventories, Notice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Matgaal

Written notice of intention to take inventory shall be given by Operatos 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-Operators:

to he reoresentad at an inventory chall hind Man-Operators ¢ zcocpt the Liveéniory iaken by Operator.

2. Reconcillation and Adjustment of Inventories

Reconciliation of a physical inventory with zheJomtAmonntshanbemade, andal:stofomguaad

shall be furnished to the Non-Operators within six months following 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’
beld accountabie only for shortages due to lack of reasonable diligence. .

.;i. Special Inventories

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

4. Expense of Conduéﬁn( Periodic Inventories ‘
The expense of conducting periodic Inventories shall not be charged to the Joint Account unlus agreed to by the !
Parties. :




EXHIBIT "DV

ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT
DATED , 197__, BETWEEN

. ’ PROPOSED INSURANCE EXHIBIT TO BE. ATTACHED .
Shm s s T T UAND MADE A FAKT UF OPERALING AGREEMENTS

| ADDITIONAL INSURANCE PROVISIONS

. OPFERATOR, during the term of this Agreement, shall carry specific insurance fot the
oenefic and at the expense of the parties hereto as follows:

(A) Workmen's Compensation Insurance as contemplated by the laws of the
state in which operations will be conducted, and Employers' Liability
Insurance with limits of $100,000 per employee, and $100,000 per accident;

: {(B) Fublic Liability Insurance with limits of $100,000 applicable to bodily
b ! injury, sickness or death in any one occurrence and $100,000 for loss of
i ; or damage to property in any ome occurrence.

i (C) Automobile Public Liability Insurance covering all automotive equipment
used under this Agreement, with limits of $100,000 for bodily injury for
_one person and $100,000 for more than one person in any one accident, .
and $100,000 for property damage in any one accident (If automotive
equipment used is owned exclusively by OPERATOR, no charge will be made
| to the joint account for premiums for this coverage except as providad
in Section IV, Paragraph 5 of the Accounting Procedure - Exhibit " ")

(D) Operator shall require contractors and subcontractors performing work
for the joint account to provide such insurance as deemed necessary
by operator in relation to the work to be performed by said conl:rac:ars
or subcontractors.

Liability, except that covered by the above specified insurances against any of the
parties hereto for damages to property of third persons or injury to or death of third
persons arising out of the joint operations, including expenses incurred in defendiag
claims or actions asserting liability of this character, shall be borme severally

and not jointly by the parties hereto in proportion to theif respective undivided

IR __ interests in the ioint oparvation. -Any party haorefc -individuzlly may acguirs such -

additional insurance as it desires to protect itself against any liability not
covered by the above specified insurances at its own cost. All insurance pucchased
individually by a party to this agreement shall contain a waiver by the insurance
company of all rights of subrogation in favor of the parties to this agreement.

¢ o

No other insurances shall be carried by opera:or for the joint account unless
mutually agreed to by the parties hereto. All losses not covered by the above

. 1 PR T
“;:“'ifia" izsuzzncez zhall te torme By the paTties ia ysupua.ua.uu Lo thels laleiest

in the venture at the time of acy loss.

Inasauch as OPERATOR has agreed with each party to this agreement to acquire,
construct, operate and maintain the joint account operations onm a cost basis withou:
profit to QPFRATOR. each such party hareby raloasae from all claims f£or loss 5y ot E

damage to, such party arising out of, in comnection with, or as an incident to, any
act or omission. including negligence (but excludipg gross nagligence, willful
misconduct, or intentional breach of any provision of the operating agresment) of
OPERATOR or, to the extent of OPERATOR'S legal liability, its employees, agents or
centractors, in acquiring, operating or maintaining the joint account; provided
this release shall not apply to OPERATOR'S pro-rata share of the cost and expenses
as otherwise provided in this agreement. The obligations of each party under this
agreement are several and not joint with any ocher party hereto.

AR

OPERATOR shall promptly notify non-operators of any loss, damage ot <lai= nes

covered by insurance carried by OPERATOR for the joint account. Exzept as authorized
by Section 27 and by this Exhibit "D", OPERATOR shall not make any charge to the _
joint account for insurance premiums.




EXHIBIT “E"

- GAS BALANCTNG AGREFEMENT .
FOR GAS WELL PRODUCTION

Attached to and made a part of the Qperating Agreement between

The parties to the Operating Agreement to which this Gas Balancing Agreement is

attached own the working interest in the gas rights underlying the Joint Property
covered by such agreement and are entitled to share ip the percentages as stated
in the QOperating Agreement.

In accordance with the terms of the Operating Agreement, each party thereto has
the right to take its share of gas produced from the Unit Area and market the
same. In the event any of the parties hereto does not market its share of gas
or has contracted to sell its share of gas produced from the Joint 2ropetty to
a D“Chﬂ'c whiCh. at zay. time whila this sgv-na=s: is ineffect fails to :au
the share of gas attributable to the interest of such party, the terms of this
storage agresment shall automatically become effective.

l.

During any period or periods when the market of a party is not sufficient to take
that party's full share of the gas produced from the Joint Property, or its
purchaser i{s unable to take its share of gas produced from the Joint Property,
the other party or parties shsll be entitled to produce from said Joint Property
(and take or deliver to a purchaser), each month, all or a part of that portion
of the allowable gas production assigned to such Joint Property by the regulatory
body having jurisdiction. That party shall be eatitled to take and deliver to
its or their purchaser all of such gas productiony provided; however, that no
party shall be entitled to take or deliver to a purchaser gas production in
excess of 200% (percent) of its share of the allowable gas production assigned
thereto by the regulatory body having jurisdiction, unless that party has gas

in storage or unless the other parties mutually agree to a greater percentage.
All parties hereto shall share in and cwu the liquid hydrocarbons recovered

interescs and subject to the terms of the abovg described Operating Agreement.
,2‘

Each party unable to market its share of the gas produced, and taking less than
its full share of the gas produced shall be credited with gas in storage equal

toc its share of the gas produced under this agreement, less such party's share

of tha-gas takeu, ga3d used inm Joint Property operations, vented, or lost. Each
party taking gas shall furnish the Joint Property operator a monthly statement of
gas taken. The operator of the Joint Property will maintain a running account of
the gas balance between the parties hereto and will furnish each party monthly
statemeuts showing the total quantity of gas produced, the amount thereof used in
Joint °:cpsr:y cperaticns, veuied of lost, and che total quantity of gas delivered
to markets. Measurement of gas for over and under production shall be accomplished
by use of sales meters, and lease measurement shall be in accordance with AGA
requirements. ‘

3.

After written notice to the operator, any party may at any time begin taking or
delivering to its purchaser its full share of the gas produced from said Joint
Property (less any used in Joint operations, vented, or lost). To allow for the
recovery of gas in storage and to balance the gas account of the parties in
accordance with their respective interests. a party with gas {n storage shall

be entitled to take or deliver to a purchaser its full shate of gas produced
from said Joint Property (less any used in Joint operations, vented, or lost)
plus an amount determined by multiplying £ifry percent (50%) of the interest of
the party or parties without gas in storage by a fraction, the numerator of which
is the interest in the Joint Property of such party with gas in storage and the
denominator of which is the total percentage interest in the Joint Property of all
parties with gas in storage.



4,

Nathing herein shall be construed co deny any party the right, from time to time - -
To produce aud take or deliver cto its purchaser its full share of the allowable -
gas production to meet the deliverability tests required by {ts purchaser. Each
party, shall at all times, use its best efforts to regulate its takes and deliveries
from said Joint Property so that said Joint Property will not be shut-in for over
-producing the allowable assigned thereto by the regulatory bady having jurisdiction.

W
“

puring the terms of this agreement, while gas is being produced from the Joint
Property, each party shall make settlement with its own respective royalty
owners (and the term "royalty owners” shall include owners of royalties, over-
riding royalties, production psyments and similar interasts), bascd on ‘such
royalty owner's respective interests in the Joint Property and on total volumes
of gas produced, saved and taken or deiivered to purchasers. Each party herato
agrees to hold each other party harmless from any and all claims for royalty pay-
ments asserted by royalty owmers to whom each party is accountable.

°.

Each party producing and taking or delivering gas to its purchazer shall pay, or
cause to be paid, all prnduction taxes due om such gas.

7.

In the event production of gas from said Joint Property shall be discontinued
before the gas account is balanced, a complete balancing will be made betwean

the parties for gas remaining in storage. In making such settlement, the party
or parties with gas remaining in storage will be paid by the other party or

" parties 2 sum of money equal to that which said other party or parties received,
less applicable taxes heretofore paid, for the latest delivery of a volume of gas
equal to that for which settlement i3 made. The operator shall be responsible for
determining the final accounting of the underproduction and overproduction and the
amounts due to be paid to, or by, each party.

This agreement shall remain in force and effect as long as the operating agreement,
to which it is attached, and shall inure to the benefit of and be binding upog
the parties hereto, their successors, legal representativas and assigsm

9'

Nothing herein shall change or affect each party s obligacions to pay its pro-

,,Dortianate share of all ensra snd 14ahilieiae fncurzad iz Joint cpevacioas, as

its share thereof is set forth in the above~described (Qperating Agreement.
10.

_The4provisions of this agreement shall be applied to each well and/or =ach
formation separately as if each well and/cr formation was a separate well and
covered by separate but identical agreements.,

1.

Notwithstanding any foregoing provisions hereof, each party failing to commence
marketing or taking its share of the produced gas {in whole or in ‘part) within
six months from date of commencement of marketing or taking of its or their share
by anothc: party or parties agtees to accept, at the election of such other party
or parties and in lien of credir for gas in storage, a cash adiustment hacad on .
the actual revenuss received and actributable to the underages as they occur from
date of first deliveries by the party or parties owing the underages. This para-
graph, however, is not to apply to any underages of a party accruing from and
after the date such party first commences marketing or taking its share of the
gas (in whole or in part).

Revised 2/11/77
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~ Durinr; tho nerformanca of this contract. the Opnerator (meaning and referring sonarntaly

(1) Ihe Uperator will not discrimiiiwis uguinsé uuy cuploycs or appiicant ior omployment l

(7) The Operator will include the provisions of ‘paragraphs (1) through (7) in every

. Secretary of Labor under authority of Executive Order 11246 and supply each other party

L LalALLY 8

L L EMPLOYMENT OPPORTUNITY PR« SION

.to onch party horoto) agrees as follows:

because of raco, color, religion, sex or national origin., 'The Operator will take
affirmative action to cnsuro that applicants are employed, and that employees are
treated during employmont without regard to their race, color, religion, sex or

national origin, S8uch action shall include, but not be limited to the following:
Employment, upgrading, demotion, or transter, recruitment or recruitment advertising;

“layofi or termination; rates of “pay or other forms of compansation; and. selection fard
training including apprenticeship. The Operator agrees to post in conspicuous places:
available to employees and applicants for employment notices to be .provided setting
forth the provisions of this nondiscrimiration clause,

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

(3) The Operator will send to each labor union or representative of workers with which
Operator has a collective bargaining agreement or othaer contract or understonding,
a2 notice to be provided, advising the said labor union or workers' representatives
of the Operator's commitments under Section 202 of Executive Order 11246 of
September 24, 1965, and shall post copies of the notice in conspicucus placss
availabls toc employees and applicants for employment.

{(4) The Operator will comply with all provisions of Executive Order 11246 of Septem-
ber 24, 1965, and of the rules, regulations, and relevant orders of.the Secretary
of Labor,

(5) The Operator will furnish all informaticn and rsports requirsd by Executivs :
Oxder 11246 of September 24, 1965, and by the rules, regulations, and orders of the
Secretary of Labor, or pursuant thereto, and will permit access to Operator's books,
records, ard accounts by the administering agency and the Secretary of Lzbor for
purposes of investigation to ascertain compliance with such rules, regulations, and
orders.

(6) In the event of the Operator’s non~-compliance with the non=discrimination clauses
of this contract or with any of the said rules, regulations, or orders, this con=
tract may he cancelled, terminated or suspeaded in whols ox ia part and the Operator |
may he declared ineligible for further Govermment contracts or federally assisted
construction contracts in accordance with procedures authorized in Executive Order
11248 of September 24, 1985, znd such other sanctions may be imposed and remedies
invoked as provided in Executive Order 11246 of September 24, 1965, or by rule,
regulation, or order of the Secretary of Labor, or as otherwise provided by law,

subcontract or purchase order unless exempted by rules, rerulations 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 upon each subcontractor:
or vendor, The Operator will take such action with respect to any subcontract or
purchase order as the administering agency may direct as a means of enforeing such
nrovigions including sanctions for mon~compliance: Provided, however, that in the
event the Operator becomes involved in, or is threatened with, litigation with a
subcontractor or vendor as a result of such direction by the administering agency,
the Operator may requast the United States to enter iato such litigation to protect
the interests of the United States,

Operator acknowledges that Operator may be required to file Standard Form 100 (EEO-1)
promulgated jointly by the Office of Federal Contract Compliance, the Equal Employment
Opportunity Commission and Plans for Progress with the appropriate agency within 30
days of the date of contract award if such report has nct been riled for the current 3
and otherwise comply with or file such other compliance reports a2s may be required undcr“
Exacutive Qrdar 11248 as= amonded and Rulsz axnd 2683'“t&un3 adopted thereunder,

Operator further acimowledges that Operator may be required to develop a writtsn at
tive action compliance program as required by the Rules and Regulations approved by the

hereto with a copy of such pragfaa if so requested,



- ponods). Notice to ‘prospective contractors and subcontractors of requirement for cCarw

CERTIFICATION OF NONSEGREGATED FACILITIES

By ontoring into this contract,; tha Onarntor cartifiss shat Opsrator does HWOE a’xia will
- not maintain or provide for Oporntor's employeas any scgregated tncilitios at nny of
Oporator's ostnbushmonts, and that Operator does not and will not pormit Cpaﬁratar'i ]
amelersSE o to yerlorm Lhwir services at any location, under Oparatm ‘S com:ro:., vhere
scgrogated facilitios are maintained, The Operator agrees that a breach of this certi-
fication is a violation ot the Equal Opportunity clause in this coatract, As usbd in
this cortification, the term “segregated facilities" means, but is not limited te, any
waiting rooms, work areas, rest rooms and wash rooms, restaurants and other eatiag aroas,
time clocks, locker rooms and other storage or dressing areas, parking lots, drihkins '
- fountains, recreation or entortainment areas, transportation, and housing facilit:.es ‘
‘provided for employees which are segregatoed by explicit directive or are in :act secretat_'
on the basis of race, color, religion, or national origin, because of habit, loehl custon |
or otherwise, Cperator further agrees that (except where Operator has obtainad identical“
cortifications from proposed contractors and subcontractors foi specific time! pei'iods)
Operator will obtain identical certifications from proposad contractors and subcbntrso-
tors prior to the award of contracts or subcontracts exceeding $10,000 which are* not

.. exempt from the provisiona of the. Equal. nnnnﬁ-un{d-v elauss;- Ehat npe‘“tv‘,”‘_ll ‘at“n

== g

such. certifications in Operator’s ﬁ.les and that Operator will forwvaxd the following
notice to such proposed contractors and subcontractors (except where the proposed
contractors or subcontractoi's have submitted identical certifications for speci Lc time

tifications of nonsegregated facilities., A Certificate of Nonsegregated Fa.cint:les must
be submitted prior to the award of a contract or subcontract exceeding $10, 000 which is no
exempt from the nrovisions of the Equal Opportunity clause, The certification mty be 5
submitted either for each contract and subcontract or for all contracts and subcontract& :
during a period (i,e., quarterly, semiannually, or annually). :

s e ke T
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U T : - S MARK E SCHWIEINFURTH
: ST C & KPETK NP BUHLDING

MIDLAND, TEXAS 79701

CONSULTING CEOLOGIST December 1, 1978 ' . 915/684-7762

Cotton Petrleum Corporation
- 420 Wall Towers West
Midland, TX 79701
Re: Maralo Farmout
S/2 8/2 of Section 24,
21S-23E, Eddy County, New Mexico

Gentlemen:

In accordance with and pursuant to our letter agreement dated
‘September 13, 1977, this letter shall serve as an assignment of
rights granted me in that farmout agreement from Maralo, Inc.,
dated September 8, 1978. By accepting in the space provided below,
Cotton agrees to fulfill the obligations of the farmoutee as set
out in the subject farmout agreement.

Yours very truly,

- ’ VA

Mark F. Schweinfurth

AGREED TO, AND ACCEPTED
this ('“F day of December, 1978

 COTTON PETROLEUM CORPORATION e e

By: %%jmﬁ
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} ! . Cotton Petroleum Coi,
. : - ... AUnited Energy Resources, Inc. Company )

. 420Wall Towers Wesl/Midland Texas 7Q701 (915) 683-52!1

—."n.,

‘10 |

November 3, 1978

ralo, Inc.
O. Box 832
1

and, TX 79702

Gentlemen:

Re: Farmout Agreement
Section 24, 21S-23E
Eddy County, New Mexico

- f‘ﬁ ,,,,l‘-\u F 3 SN N e l-lalnTel o
LR uJ—ul—ll\J‘l L LVDE&-V'—

Lowe Lease #2728

T

Enclosed are two executed copies of our farmout agreement covering

the captioned area.

this agreement to Cotton Petroleum.

As you know, Mark Schweinfurth-has assigned

Since it will be necessary to force pool the section in order to
acquire the interest of Marathon, Cottor does hereby request that
the commencement date set forth in Article I of the farmout agree-

ment be extended to March 1, 1979.

If you are agreeable to this

extension, please indicate by signing in the space provided below
and returning one copy of this letter to our office at your earliest

possible convenience.

HLB/sp
Enclosure

AGREED O AND ACCEPTED this
day of November, 1978

MARj7b » 4INC.
By: K;@ﬁb7

Yours very truly,

COTTON PETROLEUM CORPORATION
g

2z
uist._ III,W

Hary Ra ph Lowe, President

: .
\,_, o §

/. L Lrs

y; \ ,fé ey C.

RECEIVED

Erma Lowe

Loec
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MARALO, ING

REC'D
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- September 8, 1978

Mr. Mark F. Schweinfurth
501 C&K Petroleun Building
Midland, Texas 79701

Rc: Tarmout Agreeinent
S/2 S/2 of Section 24
T-21-S, R-23-E
Eddy County, New Mexico
Lowe Lease #2728

Dear Mr. Schweinfurth:

The undérsigned parties, hereinafter referred to as 'Owners," agree to assign
to you, subject to the conditions herein stated, an interest in a certain oil
and gas lease insofar only as such lease, hereinafter referred to as '"The
Lease,' covers the following described land in Eddy County, New Mexico:

United States lease number NM 020342, insofar and
only insofar as it pertains to the §/2 S/2 of Section
24, T-21-S, R-23-E, \MPM

said land hereinafter referred to as ''Lease Premises.'

I.

In order to earn an interest in the Lease, you agree to drili the follow1ng
test well, hereinafter referred to as "First Test Well"’

B. Location: At a legal location of your choice in the SE/4 of
Section 24, T-21-S, R-23-E, Eddy County, New Mexico.

C. Objective depth: To a subsurface depth of at least 7,700 feet
or to a depth sufficient, in Owner's OpiniOn, to adequatcly test
the Cisco-Canyon ;ﬂm"*1"“°,"nh.u,hcvcx 15 the lesser depih.

D. Complete: Within sixty (60) days after reaching total depth.
This means a well equipped to produce, if capable, or a shut-

e ewaa




Mr. Mark F. Schweinfurth
- --- Sgptewber 8, 1978

Page 2

e

i in gas well, or a well, if a dry hole, plugged and abandcned
in compliance with applicable laws and regulations.

; B

Should you fail to reach the objective depth set out above for said First Test
Well due to mechanical difficulties or because of encoumtering conditions which
are normally considered in the industry to be impenetrable and which, in the
opinion of Owners' representatives, would make further drilling impractical by
ordinary drilling methods, you shall have the right, within ninety (90} days
after the abandonment of or good faith d1<cont1nuance of operations on said
First Test Well, to commence the actual drilling of a substitute well at a
lo¢ation of your choice in Section™24, T-21-5, R-23-E, Eddy Courity, New Mexico,
under the terms and conditions “prescribed for the b1rst Test Well. Should you
timely drill the substitute well, is shall be treated as the First Test Well
for the purposes of this Letter Agreement.

rr
11,

In the event ycu complete the First Test Well and/or any successor well as a com-
nercial producer of oil and/or gas, Owners shall execute and deliver to you an
assignment of their rights as to the particular Tract upon which such well shall
have been so completed from the surface down to a denth of 100 feet below the

total depth drilled, but in no event to be deeper than the base of the Cisco-
Canyon formation. Such assignment shall be subject to the exceptions, reservations,
conditions and other provisions hereinafter set out to be included therein. A

dry hole shall earn you no interest whatsoever.

III.

In any assignment of interest earned by you and executed by Owners pursuant to
the terms of this agreement, Owners shall except therefrom and reserve to them-
selves, their heirs, successors and assigns, as to their respective original in-
terest in the assigned Tract, the following:

A. An OVerr1d1ng royaltv free and clear of all cdsts of development

i and operations and all other costs whatsoever, of 1/16th of 8/8ths

' ! . of all the oil and gas. an(‘]ud':na all 11nn1r’i and gaseous thI‘O'
carbons) which may be prodUCcd and saved from the a551gned premises.
The overriding royalty so reserved by Owners shall be in addition to
any and all existing overriding royalties, production payments and other
burdens, if any, affecting or payable out of the oil and gas leasehold
estate in the assigned premises, or any part thereof.

R PR D 1 CONEBRIIT I i
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ments which may be necessary or convenient to Owners in investigating,
exploring, prospecting, drilling, mining and operating for and pro-
ducing, storing, transporting and owning oil, gas and all other min-
erals from all depths and well formations not covered by such assignment.




Mr. Mark F. Schweinfurth
September 8, 1978

Page 3

'/Any assignment of interest in the Lecase Premises shall cover and

include any oil, gas and its substances produced as a result of
and with said oil and gas. All other lease interests to all other
minerels and mineral substances are hereby reserved and excepted by
Owners and Owners reserve all rights thereto including but not
limited to the right to mine and remove same.

At "payout'" (as the term '"payout" is hereinafter defined), Owners
shall elect to either retain their 1/16th of 8/8ths overriding royaity
provided for in Subparagraph A above, or convert such overriding
Toyalty to an undivided leasehold estate and working interest in the
Lease Premlses a351gned ‘equal to 33- 1/36 of that owncd by Owners

The f0110w1ng provisions shall govern the time and manner of exer-
cising such election and the duties of the Owners and yourself in con-
nection therewith:

1. Promptly after "payout (as the term "payout' is herein-
after defined) of the well that earned you an assignment
under the provisions of this agreement you shall notify
the Owners in writing of such fact. The Owners shallfiw
within a reasonable time after actual receipt of such!
notice, notify you-of their election as heréin provided
to either retain their 1/16th of 8/8ths overriding roy-
alty or to convert such overriding royalty to an un-
divided leasehold estate and working interest in the
lLease Premises assigned as provided above. Shéuld Owners
elect to convert such overriding royalty into an undivided -
leasehold estate and working “interest in the Lease Premises
assigned, you shall promptly assign to Owners the above
stated leasehold estate and working interest in the Lease
Premises assigned and Owners shall terminate the above
described overriding royalty, both effective as of 7:00
a.m. on the day following the day of payout.

2. '"Payout' mcans at-such time as you have Tecavéred from
the proceeds of all production from a well (after having
made all payments out of production burdening the Tract
assigned when assigned to you including any overriding
royalty reserved by Owners) all of your otheirwise un-
recovered costs of drilling, testing, completing and
equipping to produce such well and your costs of oper-

at1ng such well during the recovery period. The pertinent
nrovisions of the 1874 - COPAS Mcdel Form of Accoumting

T Uik swewviaivaang

Procedure shall be followed in computing such costs to
be recovered.
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3. You shall keep an accurate record of all costs of dril-
ling, completing, testing, equipping and operating such
earning well, which record shall be available at all rea-
sonable times for the examination and inspection of Owners,
their employees and authorized representatives. You shall
furnish Owners once each month, and within 30 days after
the calendar month for which the computations were made,

a statement showing the total proceeds of productions

(and the amount of the above authorized dedictions there-
from} from each earning well for thé previous month and
well costs for each such month. Such statement shall also
show the cumulative well-cost and production proceeds flgures
sc that the then-current "Payout'' status of the earning well
can be readily ascertained. Owners representatives shall
have the right to audit your books to any extent necessary
to ascertain the accuracy and legitimacy of costs, expenses,
production proceeds figures, etc., pertaining to each
earning well.

Iv.

Unt11 an assignment to you of the Lease or any portion thereof, Owners shall pay
all delay rentals and shut-in gas well paymen(s payable under the Lease provided
that'

A. Owners shall not be liable for error in any payment or for non-
payment due to mistake or oversight.

B. Upon being billed therefore, you shall reimburse Owners for 100%
of any payment that is due on or after the date of this Letter
Agreement,

After assignment to you of the Lease hereunder, you shall bear the cost of and be
responsible for paying to the Owners of the o0il and gas fee of the lease assigned
to you, 100% of all delay rentals and shut-in gas well payments due under the
Lease on or after the effective date of such assignment.

In order to prevent loss of title to any assigned lease due to incorrect or un-
timcly payment of delay rentals or shut-in gas royalties, you agree as follows:

1. To pay all delay rentals to the Owners of the oil and gas fee,
the lease of which has been assigned to you, at ieast 30 days
prior to the due date for such payment and to give notice to
Owners of the time, manner and recipient of such payment.

2, To notify Owners immediately of any disc¢overy of gas, so that
Owners may take whatever action is mecessary to assure them-
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‘Mr. Mark F. Schweinturth
Scptenber 8, 1978
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selves that any payment of shut-in royalty required to be
made under the Lease is timely and properly made,

3. To notify Owners at’ lea%t 10 days in adence of any volun-
tary cessation of production from any oil ‘or gas well that has
produced, and to notify Owners 1mmed1ate1y of any involuntary
cessation of production.

V.

Future operations and operations after payout of the earnlng well on any por-
tion of the Lease Premises jointly owned by the part1es hereto shall be con-
ducted pursuant to the provisions of an Operating nsrccman on the 1577 Mid-
Continent (Ross-Martin) Model Form, designating you as Operator and containing
the 1974 - COPAS Model Form of Accountlng Procedure with such overhead charges
as the parties may agree.

VI.

With respect to the First Test Well drilled hercunder and with respect to any subse-.
quent well drilled on the Lease Premises,- you will comply with the conditions set
forth on the attached Exhibit "A", Geological Requirements. Owners, at their sole
cost, risk and expense, shall have access-at all times to the derrick floor and all
dr1111ng and completion information. The breach by you of any obligation or re-
quirement arising under this paragraph shall subject this agreement to termination,
at the option of Owners, if you fail or refuse to cOomply with such obligation or
requirement within ten (10) days after notice by Owners to you of such breach.

VII.

Should you fail to commence, drill or complete a well as herein prescribed, all
of your rights and privileges hereunder shall terminate. - All test wells drilled
and all work or services performed hereunder shall be at your ‘sole risk, cost and
expense, and you agree to indemnify and hold Owners harmless from any 1oss or
damage of whatever kind resulting from operations conducted by you under the pro-
visions of thlS ~agreement. .
Owners make no representation as to thelr titles and nothlng in this agreement
shall bhe construed as a w rranty, either expressed or implicd, that Owners own
a certain quantum of interest in any or any part of ‘the land subject to this
agreement.

In drilling any well hercunder, you agree to observe and comply with all applic-
able Federal and State Laws, Rules and Regulations and the tems and condltlons

r\# f"\a 'nnrw\ 4-0 3-"“9‘0.

Any taxes (except income taxes} imposed by reason of;any a551gnment hereunder
will be paid by you and will be your sole respon51b111ty

H
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You agrec prior to conducting any operations on the captioned acreage to make
satisfactory arrangements with the surface owners for ingress to and egress from
the well site and to conduct your operations in such a manner as to use no more
of said lands than is reasonably necessary in drilling any well.

non urent-of-a-well drilied on e Le: Femises, you agree to leave
e plem1>€b ‘on whnich such well is located in a clean, orderly and non- ~hazardous
condition and you further agree to fill any earthen p1ts on such premises and to
otherwise restore such premises, as near as possible, to the condition they were
in prior to your drilling such well.

Almon your. aba ‘cpmts

e 2 b A e e b g b o

VITI..

Prior to commencing operations for drilling of any well on the Lease Premises or
the proration unit the Lease Premises may be a part of, you shall obtain, at your
expense, insurance policies as outlined below to cover all operations to be per-
formed on such lands. You shall furnish to the Owners for approval prior to the
commencenient of such operations heréunder, certificates of insurance signed by
authorized representatives of the insurance companies,; certifying to insurance
coverage in minimum amounts as follows:

o 22 s S SR i
2

A. Insurance which shall comply with all applicable workman's
compensation, employer's liability and occupational disease
law which shall cover all of your employees engaged in any
work performed under this agreement. If any operations under
this agreement are to be performed on or adjacent to navigable
water, such insurance shall include coverage for claims under
the Un1ted States Longshoremen and Hdarbor Worker's Act and
the Jones Act (extended to include the Outer Continental
Shelf if any operations are to be performed offshore).

B. Comprehensive general public liability insurance with bodily
injury limits of not less than $100,000 for one person and
$309,000 for one accident, and with a property damage limit
of not less than $100, 000 for one accident. Such insurance
shall include caoverage for-all Tigbility- aa:.uucu by VoIl under

the terms of this agreement with limits of 11ab111ty not less
than those set out above.

C. Automobile public liability insurance covering all automotive
equipment used on the lease, with limits of not less than
$100,000 for bodily injury for one person and $300,000 for
more than one person in any one accident.

Such certificates of insurance shall contain a statement that said insurance
coverage shall not be cancelled or changed without at least ten (10) days prior

B e ——
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written notice to the Owners. Should the insurance coverage be allowed to ter-
minate or be materially changed or cancelled during the term of this agreement,
all of your rights to earn hercunder shall terminate unless new insurance cover-
; age is obtained and certificates furnished to the Owners, meet1ng the requirements

first set out for the certificates, within the tenday period following notice
by the inSurer to the Owners that the existing insurance coverage has been
materially changed or cancelled. You shall determine that the insurance cover-
age obtained by you and set out in the certificate furnished-to the Owners is
sufficient to give protectioii from and for.acts of your contractors and sub-
contractors or you shall require that your contractors and subcontractors have
equivalent coverage. ,

IX.

You shall not, during the existing of the leasehold estate as to the Lease, exe-
cute any full or partial release thereof, or pemit same to terminate as to all
or any part for failure to pay delay reiitals (or any other payment required) until
you shall have given to Owners notice by certified mail of your intention to
execute such release or not to pay such rentals or other payments. Any such notice
shall be given at least sixty (60} days before the date such release is to be
executed, or sixty {60) days before the date such delay rentals or other payments
are due. Upon receipt of such notice, Owners shall have thirty (30) days there-
after within which to demand and receive from you a reassignment as to the Lease
or portion thereof noticed to be surrendered or relinquished, such demand to be
directed to you at the address hereinafter shown.

Similar notice shall be required and option exist if, durlng the primary term

or after expiration of the primary term, production has been obtained and you
intend to abandon all or any part of the Lease or wells thereupon. Upon Owners
demand for reassignment under this numbered paragraph, you shall forthwith de-
liver to Owners an assignment of all of your right, title and interest in the
Lease and the proration unit involved, and should Owners elect (and so specify in
its demand) to take over any well to be abandoned located thereupon, you shall re-
assign to Owners such well or wells, material and nqu1pment and Owners shall pay
to you the fair market value of any salvable materials and equipment thereon, or
-usgd-in-connection \,ucxcw.Lcn. iess estimated (‘o':.fc. of :ahmop thareaf = The accag’n_
ment as to any well or wells shall include all Leases 1n the drilling or proration
unit attributable thereto. .

Any reassignment made to Owners pursuant to the provisions of this Paragraph shall
be free and clear of all liens, burdens and encumbrances except those existing as
of the date of Owners' assignment to you under the temms of this agreement.

K‘

Time shall be of the essence in this agreement and no provision hereof shall be
amended or waived except in writing. You may assign this agreement in whole or
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in part, but you shall not1fy Owners of any assignment within ten (10) days after — —
the assignment i3 wade. ~In ilie evént of any assignment by you, your a551gnee(s)

shall be fully subject to the terms and conditions of this agreement. In addition,
you shall have no right to bind or subject Owners undivided: interest, if any, in
the Leasc Premises to any Gas Sales Contracts, Operating Agreements or any other
agreements without first obtaining Owner's wrltten consent.

e g ey i 2 F B et

XI.

Nothing herein shall be construed as creating a partnership, jnint venture or
any other 1elat10nsh1p by which one party is “liable for the ob11gat10ns or acts,
either of omission or commission, of the other party. The parties elect not to
be treated as a partnership undcr the Internal Revenue Code of 1954 and any
applicable laws. The Parties hersby agree to execute such additional evidence
of such election as may be required by the Federal Internal Revenue Service, in-
cluding specifically all of the material and date required by Federal Regulations
1.761.1(a), and should there be a requirement of any further election, the
parties hereby agree to execute such additional documents as may be required by
the Federal Internal Revenue Service.

This letter has been prepared and executed by Owners in triplicate, but shall
not be binding upon Owners unless it is also executed by you in the space pro-
“vided below and two fully signed copies are returned to Owners within ten (10)
days from your receipt hereof, whereupon the provisions hereof shall become
covenants Tunning with ‘the’ 1and and being binding upon and inure to the benefit
of Owners and you and the respective heirs, devisees, legal representatives,
successors and assigns of each.

Addresses for Notices:

Maralo, Inc.
2200 West Loop South, Suite 130
Houston, Texas 77027

Erma Lowe
2200 West Loop South, Suite 130
Houston, Texas 77027

Mr. Mark F. Schweinfurth
501 C§K Petroleum Building
Mldland Texas 79701
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.7 7. - “Mr. Mark F. Schweinfurth
i September 8, 1978

. Page 9

Yours very truly,

MARALO,} INC. ”

C 'j\( [, QA

‘Accepted and Agreed to

this Zﬂ day of ‘ ,'1978.




| Exhibit "A" to Farmout Agreement
, . to Mark I', Schweinfurth
- Dated Septenber 8, 1978

. ...Geological Reaunirements - o
T S ' - 5/2 S/7 of Section 24

- N T-21-S, R-23- -E, NMPM

Eddy County, New Mexico

Lowe Lease #2728

I’lease furnish the following people with one (1)-copy each of the information
as indicated below under "Copies Required': : '

Mr. William G. Thorsen Mr. Jo}m R. Burke
Maralo Inc... - e M -

) Marals, Inc. o
e P, 0. Box 832 2200 Wést Loop South Suite 130
Midland, Texas 79702 Houston, Texas 77027

Copies Required:

1. Location plat and all state forms.

é 10-foot drilling time.

3. Daily and final mud logs.
. 10-foot sample descriptions. /
. Field and final prints of all logs rum.

4
5
6. DST with fluid and gas analysis.
7. Test and treatment reports.

8

. Core analysis.

Other Reauirements: -

-

1. Adaily driliing report, by telephone, to our Midland Office (915-684-7441)
by 10:00 a.m. ~

One (1) set of Corec Chips to Midland Office.

Notification prior to DST, logging and cormg to one of the following people:
_William G, Thorsen . "er.':c:‘. J. Hincs, or Joln R. Burke {phone numbers listed
below). ,

Decisions concerning the well should be discussedAwith one of the following
people.




—— g o o
I‘ ‘ .+ .. .Exhibit "A" .

| i *" 7 Ceolopical Requirements
| Page 2

T " William G. Thorsen - Midland OFffice - (915) 684-7441
' Midland Home - (915) 683-5925
3 Vernon J. Hines - Midland Office - (915) 634-7441
Midland Home - (915) 684-4248
John R. Burke - Houston Office - (713) 622-5420
Houston Home - (713) 784-9584

@

- |

'i*}fﬁf' . ' cc: Mr. Bill Thorsen
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COTTON PETROLLEUM CORPORATION @

AUTHORITY FOR EXPENDITURE

Pmn‘:-percl:_,_,_W“,«a,t.h(.)r_'| .

APPROVALS

AFE No.. | Lease Nome FEDERAL | S
Description 660" FS & EL Sec. 24, 7-21-S 3'23'E Parish County __ Eddy ]

_siare New Mexico ., Midland Gperaton COTTON PETROLEUM CORPORATION
Project ___ - Prepared by L. G. Langley
Exploration 3 Development @ Recomgistion &3 Workover O 1.D. 7600' Date 2/3/79

I3 ° mplete vo ver
DRILLING INTANGIBLES oL IR St S I e S
Location, Roads, Domages $ 9,000 s 9,000
Footage 15600 ¢ .~ 16 fr, 121,600 121,600 .
Day Work __ 3 doys WDP = $ 10,800 10,800
——eie e days WODP i+ §
Rig Move Costs___ S —
Cement, Cementing and Services __10,000 21,000
Testing ond Coring 81000 8,000
Logging 21,000 21,000
Professional Services 3,500 3,500
Mud Materials, Water 20,000 20.000
Bits
Fuel
Coreheads and Rentals
Geological 5,000 5,000
Miscellaneous (Inc. Lobor & Trensportation) 10,000 ]Q,QO_O_
! D10 aNN NN oVl
Total Drilling c1o,IVV 223,500
COMPLETION INTANGIBLES:
Completion Unit_—__.IO doys-hrs, & $ s 10,000
Cement ond Cementing
Floating Equipment, Centralizers, Scratchers
Perforating ond Logging 6,000
Froc ond ‘or Acid 12,000 —
Fuel, Water, Power -
Bottery Construction - Dirt Work, etc. 3,000
Completion Tools and Equipment- Rentals 2,000
Professional Services _ 3,830
Miscellaneous Services {Inc. Marine) 3,600
Other (including Labor & Transportation)
Total Completion 39,600
Total Intangibles _ 218.900 l¢ 269,500
EQUIPMENT:
. 300 13-3/8 5,300 {s 5,300
Casing ft. @% s fo I
—2000 ; —8-5/8 s 17,800 | 17,800
7600 4. _4-1/2 @s$ 45,600
: f1. @$
Tubing /600 4. 2-3/8 @$ 22,800 T
Wellheod Equipment ' 2,000 10,000
Rods ft. @3
Subsurfaces Equipment - BH Pump, Pkrs., etc. 1,000
Line Pipe fs. @es 13500‘.
Tanks, Treoters, Separators, erc. 10,000
Gos Processing Unit 3.500
Mgarine - Barges, Platforms, etc.
Pumping Unit end Engine
Other Miscellanecus Equipment 5,000
Total Equipment Cost 25 ,100 |s 122,500
 Torel Well Cost s 244,000 |s 392,000

Operator @’&V\/ %"{ 6’ V24
Company
Compony
C:omnpony
\..-:mp:"‘."' e M_,:_ B
Company Rt
P-25 (REV. 8/77) CoL (<

i i

o IRt AR a7

CAGHE WL él/&'&’ éé’S’
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MARK F. SCHWEINFURTH .

S0t € & N EEIROUEUMBUILDING
MIDLAND, 1LXAS 79701

CONSULTING CEOLOGIST December 1, 1978 915/ 684-7762

Cottbn Petroleum Corporation
420 Wall Towers West
Midland, TX 79701

Re: ARCO Farmout
Cam O/ N1a_a9n
[V L -3 WS l-“f, LLQ_‘-JL'I,

Eddy County, New Mexico
CPC Marathon Prospect

Gentlemer.:

In accordance with ‘and pursuant to our letter agreement dated
September 13, 1977, this letter shall serve as an assignment of
rights granted me in that farmout agreement from Atlantic
Richfield Company dated September 1, 1978. By accepting in the
space provided below Cotton agrees to fulfill the obligations of
the farmoutee as set out in the subject farmout agreement.

Yours very truly, )

Dz [ , -f: .
%//4({!( Cetk

Mark F. Schweinfurth

-

AGREED TO AND ACCEPTED

+hda lo‘r. A omey

wLLAD 4 aay Uf DECéiﬂber, 1978

—

CEURIVATION LIVISION
EXHIBIT NO.__ S
CASENO._4 4<P € 4455
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) COtton Petr Ie im Coi. ration
; ] _ AUnited Energy Resources, lnc Company

-~

420 Wall Towers West/Midland, Texas 79701 {915) 683-5211

(>
AC

[ T

1

novenber 3, 178 o ! ECEIVE )

e e

Atlantic Richfield Company ' : BN
P. O. Box 1610 » “u-mw 6 1978 L
Midland, TX 79702 o Y 3
L ATLANTIC RICHFIELD COMPANY,
Attention: Mr. Glenn Zellner " £
‘ LAND DEPT, ..
Re: Farmcut Agreement
Section 24, 21S-23E
"Eddy County, New Mexico
CPC Marathon Prospect
Lowe Lease #2728
Gentlemen:

Enclosed are two executed copies of our farmout agreement covering
the captioned area. As you know, Mark Schweinfurth has assigned
this agreement to Cotton Petroleum.

Since it will be necessary to force pool the section in order to
acquire the interest of Marathon, Cotton does hereby reguest that
the commencement date set forth in Article II of the farmout
agreement be extended to March 1, 1979. 1If you are agreeable to
this extension, please indicate by signing in the space provided -
below and returning one copy of this letter to our office at your
earliest possible convenience.

Yours very truly,

COTTON PETROLEUM CORPORATION

I it =

§1 qulst III

v uauuulan

X

s w

[E N

.
'3

£

-~

HLB/sp
Enclosure

AGRE £ TO AND ACCEPTED this
day of November, 1978

Tﬂu'mft-'rn FVMRETN A RTEF
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FARMOUT AGRERMENT.

—————

Re: Lease No. S-MM-239

Eddy  Coun“ " How Hexico |
Arca: [ndian Basin

THIS AGREEMENT, made and cntered into this 1st  day of September _,1978
by and between ATLANTIC RICHFIELD COMPANY, a Pennsylvania Corporation having a
permit to do business as a foreign corporation in the Statc of New Mexico and
whoza-mailing address is Tost Office Box _LDJ.U, fMidiand, Texas, hereinaiter called

Atlantiz and

AL e i a M ey

MARK F, SCHWEINFURTH

e A b

501 C & K Petroleum Building

Midiand, Texas 79701 . :

hereinafter called Farmoutec;

T

WITRESSETH: THAT,

[T

~I-

E
1
.

Atlantic agrees to assign to Farmoutee without warranty of title of any kind,
either expressed or implied, all of it:z lossclold interest in the oil and gas

for a period of 90 days and as long fh:acafiter as oll and/or gas is produced
in commercinl gquantities, subject L all the terms, conditions, provisions and
limitations of this agrecement in 1. iollocing described tracts of land, Eddz

County, New Mexico:

Township 21 South, Range 23 East, N.M.P.M. i
TRACT 1: - N/2 of Section 24 |
TRACT 2: S/2 of S/2 of Section 24

Farmoutee herchy agrecs to commence on or before December 1, 1978 the actual
drlllmg of a test well to be located at a legal 1m~at1nn in-the SE/4 of
Section 24, T1- 21-S, R-23-E,

and to pursue the ‘drilling of this test well with due dlhgencb and in a good and

e by

workmsnlike manncY until Farmontee has thoroughly tested the Cisco-Canyon
formation as identificd by and to the satisfaction of Atlantic, or Farmoutee has
reached a total dcpth of 7700 fecet, whichever is the lesser depth. The test
ic to be complc‘ted within g 90 __days from the date of commencement.

-III-

(}\' A

ithin 9@ days from the completion of the first well as a wz.ll capable of
producing oil und/ox gas, Farmoutce agrees to conduct a continuGi.s Brilling
progran, with not more than 90 days elapsing between the completion of one
well and the co-w.oom.nmr-nl: of another well, until the acrcage subject hereto is
developed to density of one well for each 'standard spacing and proration unit
prescribed by orders of the New Nexico 0il Conservation Commission or if there
are no applicable sipacing and proration rules, then one well for cach _ 40 acre
tract in the cvent of oil production and onc well for cach 320 _ acre tract in
the event of gas production. The second well and all additional wells are to be

Form I-F/0-1
(7-15-75)




Parmout Aqrecment Bolween
Atlantic Richficld Company aud
Pas;o 2

Mavk . Sthwainfurih

drilled to a depth sufficient to.lest adeqguiately the decpeal nroducing-interval-— -

Thcountercd Tin Cihe TiYSE well.  I€ Farmoutee fails to conduct Lhe continuous
d111‘1ng program within the time and in the mapner-heréin specified, all inter-
cst in the premises aqﬁliii} Lo-Parmoulee pursuant to this agrecment shall
autematically revert to “hlantic, except as to cach tract as aforesaid for
vhich PFarmoutee has a producing well, and forthwith, Farmoutce shall reassign
to Atlantic all interes' in such forfeited acrcage acquired by Farmoutee here- b
under, warranting the same to be free and ©lear of all liens, claims or encum-
brances creatied by, through or under Farmoutec. : :

At the time of completion of the last W“l‘ drilled heércunder, Farmoutee shall
reassign to Atlantic all said premisos i insofar as concerns rights below 100

feet below the deepest producing interval as to cach respective tract or pro-
‘ration unit on-or for which Farmoutee has a pr06401ng well, warrxanting the same
to be frce and ciear of all licens, claims or encumbrances suffered by, through
oxr under Farmoutce.

—-IV-

Farmoutee agrees to properly test to Atlantic's satisfaction any formation that,
either before or after logging as hereinafter provided, appears favorable to
Atlantic for the production of oil and/or gas. Farmoutece agrees to provide and
perform those services outlined in Exhibit 1, attached to this agreement and
made a part hereof.

Atlantic's representative shall have full access to the well and all records
thereof durirg all operations. Atlantic shall be given all information as and
when obtained in connection with drillieqg progress and all operations and shall

be periitted to obsirve all operation:.. 1Iin the ovent the test is a dry hole,
Atlantic shall have the opprtunity fo yun a welooity survey to the bottom of
the hole at Atlantic's expense befoy: the will is plugged and abandoned. Upon

abandoraent of any and all wells drilled hereunder, Farmoutee agrees to plug

same in accorxrdance with the rules ond vegulations established by the New HMexico
01l Conservation Commission and pay {vi #1L damage to the surface vhiéh'may'have
been sufiered by reason of Farmoutee's drilling plugging operation=. Farroutee
shall indemnify, save and kuowep Atlantic harmless from any and all risk, liability,
expense and claims of every kind and character that might arise out of Farmoutee's

operations hereunder.

i 7

in paying quantities and if drilled in accordance w1th all the terns and condi-~

‘tions of this agreement, Atlantic will furnish to Farmoutee upon Farmoutee's
written request an assignment as set out above, on a form .approved by Atlantic's
attorneys, covering its interest in the above described land. The assignment
will be to a depth of 100 feet below the depth drilled in the first
well as set out above but in no event below the base of the Cisco- Canyon
formation

-

and Atlantic cxpressly reserves all rights not hereinabove spec1f1ca11y stated
to bc assigned.

Atlantic shall also reserve a  1/16th of 8/8ths overriding royalty on all
oil and/or gas produced, which shall be . in addition to all royalties, overriding
royalties, production payments and similar lease burdens existing as of this
date. Atlantic's overriding royalty is to be free and clear of all cost, oxpens
“and taxes, including ad valorem taxes and excepting gross production taxes.  Such
overriding royalty shall extend to the olil and gas leases that may be assigned
hercunder and to any rencwals or extension therecf or top leases thercon that
may hbe: taken or -become owned by Farmoutce within five (5) years after the sur-
render, termination or expiration of such leases insofar as such renewals, ox-
tensions or top lcases apply to the abhove described lnnd. This shall b a coven-
ant running with the land; providad thet Atlantic's overfiding royalty shall not

Form IIM-F/0-1
(7-15~76)
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:Any assignment prepared under the terms hereof shall contain the usual

Farmout Agrecunent Retween
AlE,lali,tiC Richfield Coupany and Mark Schweinfurth
Page 3

extend to any 1enowal, QXLC‘HblOH or top lease which is acquired .at.-a date

~~subsoljuent - to twenty {70) years from the date of above ass signment. The
~regquest for the assignment must be wmade within 30 days from the completion

ofi the first well. If such writ€en roeguest is not made, it is hereby ayreed |
that Farmoutce shall relinquish any right and interest Farmoutece may have ,
acqun‘od under the terms of this agreement in the above described acreage.

“lesser estates" clause. ‘ :

—yI-

shall ‘reserve unto 1Lse1f its successors ‘and assigns, the right and option to
‘corivert its overriding royalty interest, after payout of any well drilled here-
und:e_r,‘ to 50 _% of the working interest in and to the oil and gas leaseholad

‘estate assigned and created hercunder, proportionately reduced, however, to

' Farmoutee and atlantic, the acreage allocated to said well shall become subject
, to the terms of the Operating Agreement attached hereto as Exhibit “2" and the
: Dtl‘)\fl“‘O“S of the Accounting Procedure (Exhibit "C") attached to said Operating

;Ixtlar%’ctc shall have the continuing right and option to purchase all oil and
‘othr*t lzqv_nd hydrocarbons, cxcept any used for op*rat‘n\q purposes, which may be
Eprodur*(‘d and saved from tho assigned premises.  Any- such purchases shall be at

?5u:.h g]\tﬂl.mt;.\c Richfinld posting then any such puarchases shall be at the average

!-‘c;i.fm EJ?!-—&“/O-]

acc‘ord \,ith Lhc intere TR involved hcréin if less than the full interest together
connect)on thnrewz.t‘n, ubject: to a proportionate part of any royalty, overnd:zng
royalty, or similar lease burdens reserved and outstanding. For these purposes,
”payout" shall be deemed to occur when proceeds or market value of productioch

from ahy well completed on the above described lands, (after deducting product—

J.on taxes, royalty, overriding royalty and like hurdens) shall equal 100% of

Farmoutee s actual cost of drilling, testing, equipping and completing the well,
mclud;mg the actual cost of any reworking, deepenmg or plugging back, plus g
100% of the actual cost of tperations of the well; the proceeds of prcducticn

andf the cost of such development and operations to be attributable only to t:

undivided intercst subject heralo if less ihan thoe full interest in the oil al.d
gas. Payout shall be determined and the option shall be exercised separately
as to the proration unit around ecach wvell rilled on the above described land.

Upon dewand, Farmoutce shall executc avd dol iver an appropriate assignment,
evi&e_néing Atlantic's interest after clection. '
F‘armoutee shall notify Atlantic in writing within 15 days after payvout cccurs
and Atlantlc shall have 30 days after receipt of such notice in which to exer-
c1se its option. If Atlantic exercises its option, the conversion shall be
ef'ect:we as of 7:00 a.m. on the first day of the moith followihg date of pay-
out.; ~ In computing Farmouts2's recoupment out of production of the above de-
finé‘d éosts of a well or wells, Farmoutee agrees to furnish Atlantic monthly,
or at such other times as may be requested by Atlantic, a statement showing
the ‘current payout status of the well or wells. Payout status reports should
be nfailed to: .
- : Atlantic Richfield Company’

: Joint Operations Accounting’
P. O. Box 2819
Dallas, Texas 75221

[T 4
R

A’t’si‘.xchg‘ time as any wi:l) drilled on said land becomes jointly owned as betwean

I‘greement shall govern the "rates" and "charges" during "Payout’ as defined
above. ’

-VII-

?e pru‘m postedhy Atlantic RichField in the same field for the grade and quality
orl produ«.cd in ‘effect at the time of purchase; provided that i€ there is no

i
4

o mnay

 (4-15-77)
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Farmoul Agrcvmcnt Between

Atlantic Richfindd Company and Mark F. Schweinfurth

Page 4

of the two highest prices posted hy others in the siame fiecld for the grade and
(quality of oil producaed in offect at the time of purchase or, if there are no
price postings in such field, then, in like sequence, at the price posted Ly
Atlantic Richfiold or at the average of the two highest prices posted by oLh rs
in effeet at the time of purchase in the oil pyoduCan area noarost to-such fic
which produces the same kind and quality of crude oil. Before disposing of any
oil or liquid hydrocarbons which Atlantic Richficld has the option to purchasc
under this agrecement, you agree to contact Atlantic Richfield at the following
address:

Atlantic Richfiecld Company
Midcontinent. Crude 0il Supply

P. O. Box 2819 -
Dallas, Texas 75221

for the purpose of permitting Atlantic Richfield to act with respect to its
options. Should Atlantic elect not to exercise its rights and option to purchase,
such action shall not be held a waiver of the privilege to do so at any later

time, but nothing herein shall be construed as requiring Atlantic Richfield to
purchase or furnish a market for such production.

. L
Before Farmoutee enters into any contract for the sale, purchase or processing
of gascous hydrocarbons from the interests involved herein, Farmoutee shall

submit to Atlantic in writing the contract into which Farmoutee proposes to

enter. Atlantic shall have the right and option, as its election, to (l)
purchase all of such gas on the terms submitted, (2) take in kind or otherwise
dispose of Atlantic's share of the gas on such terms and conditions as it deems
advisable, or ({3) allow Parmoutce to Qizpe=z of all of the gas and account to

Atlantic, all in accordance with the to:m: of Lhe proposal submitted, provided,
however, that if Farmoutee is in any wway offiliated with the purchaser of such
gas, then Farmoul:e shall accouat to AtlL.mlic ov the basis of the highest -price
offercd or paid in the area by any purchaser or prospective purchaser. If

Atlantic fails to notify Farmouten of it: ¢lectiou hereunder within sixty (60)
days after recelpt of such notice from Farwoutee, then it shall be considered
that. atlantic made eleéction (3) abova. JYor the purpose of election (3) above
the inte-:st of Atlertic shill be considered to be only the overriding royalty
interest reserved vnder this farmout agreement and shall nol include Atlantic®s
working interest gas. In the event that Atlantic exercises its reserved option
to convert its overriding royalty to a working interest upon payout of any well
herein provided for, or at any time during which Atlantic may have a working
interest in any well, Atlantic shall at all times have the express right to take
its proportlonate share of the worklng 1nterest gas 1n kind or to independently

‘as ‘giving or g}antlng to Farmoutee the rlqht to market or otherw1se dlspose of
the proportionate sharc of the working interest gas of Atlantic without express
authorization from time to time to do so. :

~-VIII-

It is further agreed that Atlantic shall continue to pay the annual rentals

that may be payable under any of the leases that may be assianed hereunder and
any shut-in gas royalty payments that may be required -to maintain said leases
in force and effect and Farmoutee agrees to promptly reimburse Atlantic for
same. Nevertheless, Atlantic shall not be held liable in damages for failur

to pay said rentals and/or royalty through mistake, clerical erxor or over51ght.

~IX~

Before Farmoutee plugs and abandons the initial test well, Farmout oo herabw
agreces to immndiately notify Atlantic of Farmoutee's intention ta do so.
2tlantic shall then have forty-cight (48) hours (cxclusive of- Saturdays, Sun-
days and holidays) after rcceipt of said notice to decide whether we wish to

take over said well. In the cvent Atlantic clects to take said well over, such

Form 14-¥/0-1
(4-15-77)
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Farmuul Agrvvmuut Neltween

CAtYantic Richiioid Company and Mark F. Schweinfurth

Page 5

take over shall be without any prior cost to Atlantic cxeept that Atlantic aqrees
to pay Parmoutee the reasonable salvage value of any and all lease nnd in—hole
well equipment (excopt surface casing) less the rcasonable estimate s -
salvaging said’ squipnunt g LN “the well or upon the drill site and
further, Farmoutee shall relinquish to Atlantic any and all rights to which
Farmoutee may be ontitled in the above described acreage and well under Lo
terims of this agreement. Operations on the above well from and after date of
take over shall be at Atlantic's sole cost, risk and expensc.

xbn[' |711'('\n e 53

...... v

by Farmoutee on the premises involved herein, Farmouteo shall give Atlantlc,at
least thinvty (30) days advance notice prior to abandonmant of the well. Atlantic
thereupon shall bave the right and option to take over the well in its then con-
dition for additional testing by any mecthod Atlantic desires, including but not
limited to deepening or plugging back for thce completion attempts at any depth, by
paying to Farmoutec the reasonable salvage value of any salvable naterial in

the hole, less the cCost of salvaging same. If Atlantic clects not to take over
the well, Farmoutece shall plug and abandon same at its sole cost, risk and exyp~mse.
If Atlantic elects to take over the well, Farmoutee shall immediately assign to
Atlantic all rights acquired by Farmoutee hercunder. Aall operations on any 'well
taken over by Atlantic shall be at its sole cost, risk and experise and Atlantic
shall plug and abandon any well taken over by it whenever Atlantic shall deter-
mine to abandon same. s '

—-X-

Atlantic shall have no control over the Gxalling, testing -and cormpleting opera-
tions provided for in this aqrecement, «<.id cpepations to be conducted at Farm-
ontee's sole cost, risk, and expense. RNono of suach operations shall be con-
sidered as joint, it being expressiy undorstaod that this agreement does not
constitute or provide any type of pivta-rship or joint venture., It is under-
stood that time is of the essence in fulfiiling the provisions of this agree-
ment as providzd herein. No provisions of this agreement or assignment herein
provided for shall be modified, altered, waivad, or assigned except by written
consent ¢f Atlantic.

if this agreer:=nt correctly cxpresses the agreemént between us, please signify
Farmoutee's acceptance by executing and returning to Atlantic two copies of this
agreement. This agreement shall be effective only upon the return of these
executed copies within ten days from the date hereof.

ATLANTIC RICHFTELD COMPANY . S

i i

ACCEPTED, APPROVED AND AGREED THIS éz DAY OF @ﬂ% . 19@_.

MARK F. SCHWEINFURTH

Form N4-F/0-1
(4-15-77)
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You agree to run logs and provide all 1nformat1on on 9ach we]l involved w1th
this agreement as indicated below:

1.

w

6‘

f

Da11y dr1111ng and/or operat1ons report descr1b1ng all action

final completion or plugging of tie well. 5
by leiephone or telegraph to A.R.Co. Scoutlng Department ;
Midland, Texas - Phone 915-684-0273 or 300 N. Pecos. .

Orilling time:

(a) Rate of penetration tabulation {1 copy) in no greater
than 10' increments shall be delivered weekly to A.R.Co.
Scouting Department, P, 0. Box 1610, Midiand, Texas, 79702.

(b) In addition, if a geolograph or other such penetration ‘ |
rate or drilling monitoring device is used during drilling, :
copies of accumulated charts shall be delivered or sent : ‘
weekly to the above named representative.

Well Cutting Samples: ‘ ‘ | ]

(a) Samp]es of at least -every 10' from surface to bottom of |
hole shall be provided in cloth bags and delivered weekly j
to Midland Sample Cut, 704 S. Pecos, Midland, Texas. If -

a "tight-hole" operat1on is conducted, de11very may be to - ’
back door of 105 N. Ft. Worth St., Mld]and Texas. . Exception. i
will be considered by D. E. Daugherty, D1str1ct Geologlst f
(Phone 915-684-0247) for near surface or shallow fast
drilling zones like allurium and red beds if there is no
.critical reason for acquiring information such cuttings
coqu provide.

(b) If a mud logging unit is used, & set of cuttings caught !
and packaged by mud logger shall be delivered to Charles ;
‘Andrewis*, 300 N. Pecos, Midland, Texas - ‘when each.
standard box is filled. Two copies of mud log will be
mailed daily to Scouting Dept., Charles Andrews, P.0. Box
1610, Midland, Texas 79702.

One copy of each form submitted to a State or'Federal oil or gas
regulatory agency shall be mailed to Land Department, Attention:.
Glenn Zellner » P. 0. Box 1610, Midland, Texas 79702.

Pkibf'ié”drifféfeh’féét{né,:Ebr}rg, logg1ng and potent1a11ng, notlfy
one of the follcwing in order listed in due time to allow an Atlantlc
Richfield representative to witness operation.

, Office Phone Home Phone
Charles Andrews | 684-0100 694-5797
John McBride 684-0100 697-1584
Glen Luff 684-0100 . 684-5354

*Three copies of each report and analysis, commercial or proprietary
pertaining to or based on cores, drillstem test, porosity or fluid
saturations from logs, and flulds, gas, or well cutting samples will
be sent to the following:

Scouting, Attention: Charles Andrews
P. 0. Box 1610, Midland, Texas 79702

Chief Geologist, Room ATL-833
P. 0. Box 2819, Dallas, Texas 75221
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*Weekly production data during the first 90 days production from
the initial well and each subsequent well involved shall be sent
to Scouting Dept., Charles Andrews. P.0. Box 1610, Midland, Texas
79702

Logs required under the agreement:

(a) A gamma ray curve must be run from surface to bottom of
hole, with the top 3,000' of the hole recorded at a
logging speed not greater than 30' per minute for accept-
able validity of measured natural rock strata gamma
radiation. Gamma ray log must be a companion-to any
other logging curve operator desires. 'If shallow gamma
ray is a separate iog, puease maiil to Charles Andrews,
P. 0. Box 1610, Midland, Texas 79702,

(b) A poros1ty measur1ng log from base of surface casing to
bottomof hoie - neutron, density or sonic.

-{c) A re51st1w1tv measuring log-of a type compatible with

mud system from base of surface casing to bottom of hole,
run in open hole.

(d) Additional logs required -

(e) Plus any other logs operator elects to run.

*Copies of ali Togs run in wells 1nvo]vad with this agreement, in

dipmeter log and velocity survey report will be scnt as follows:

Field or pre11m1nary prints of all logs run, including
dipmeter monitor, must be de]xvered w1th1n 24 hours after

a]] .Iogq]nq at 3. 01‘":" dﬂn""h 5 ""’”'P'C LCU verual approval T T T

by- Atlantic Richfield representatlve, listed above, for
delay of delivery until Monday is usual for weekend logging

2

c]udxng

if no immediate decision is anticipated using log information.
Should log91ng be interrupted for more than 1 day, reascmable

diligence in delivering completed logs is expected, rather
than wait until all the planned logging at that depth is
completed.

Deliver pre]iﬁihany and final copies to:

Scouting Department Copies Required:

CO IES

Charles Andrews Preliminary -2
P. 0. Box 1610 . Final , - 4 cap 1ac~
Midland, Texas 75702 Vel. Surv. Rpt. - 1 copy

{or hand carry to 300 N. Pecos)

You shall furnish Atlantic R1chf1e1d wi thout warranty one true copy of

all title opinions and curative data obtained by you covering or

affecting title to lands subject to this agreement. Abstracts and
other title material owned or controlled by you covering such lands
shall, upon request, be made available to Atlantic for examination.

*If operator desires “tight ho]e" handling of nonpublic information pe

to the well (1) notify Charles Andrews, Scouting, P. 0. Box 1610, Mldlah

rtalnzng

Texas 79702, (2) try to stamp or label each required log, record or other
document “Trght Hole" ‘or other similar indication of desired special
confidential handling.

Revised
5720777
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A.AP.L. FORM 610

OPERATING AGREEMENT:
THIS AGREEMENT, entered into this day of , 19 . between
COTTON PETROLEUM CORPORATION

hereafter designated as “‘Operator”, and the signatory parties other than Operator.

WITNESSETH, THAT: i

WHEREAS, the parties to this agreement are owners of oil and gas leases covering and, if e indicatad,
unleased mineral interests in the tracts of land described in Exhibit “A”, and all parties have reached an
agreemmt to explore and develop these leases and interests for oil and gas to the extent and as he-'exmfur
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 g

P e

them.

(1) The words “party” and “parties” shall always mean a party, or parties, to this agreament,

(2) The parties to this agreement shall always be referred to as “it” or “they”’, whether the parties be cor-
porate bodies, partnerships, associations, or persons real.

(3) The term “oil and gas™ shall include oil, gas, caxinghead gas, gas condensate, and all other liquid or gase~
ous hydrocarbons, unless an intent to limil the inclusiveness of this term is specifically stated.

(4 Theterm“odmdmmtuau"shﬂlmmmhaudf«andmincdinmminmdhndlﬂnz

" within the Unit Area which are owned by parties to this agreement.

(5) The term “Unit Area” shall refer to and include ail of the lands, oil and gas leasehold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A’. 3

(8) The taem *“drilling unit” shall mean the area fixed for the drilling of one well by order or rule of any j

stateorfedznlbodyhavmzautnonty Itadnlhngunitxsnotﬂndbyanysuchmleororder a drilling
unit shan be the drillirg unit as est.ablish-d hye the pattern of dr:dmg.n the Unit Asr<a or as fixed by ex-

bl — AT o N - h B 3
& — ‘-.bw~ Va G P MSD. t

(7) All exhibits attached to this agreement are made a part of the contract as fuily as though copied in full

"~ in the contract,

(8) The words “equipment” and “materials” as used here are synonymous and shall mean and include all
oil field supplies and personal property acquired for use in the Unit Area.

2. LGCSS OF TITLE

In the event of loss or failure of title, in whole or in part, of any party hersto
to any lease or interest covered by this agreement, the interests of the parties in the
:minde:otthcmit:&:eawillberevisedonanetsu:faceleaseholdac:agabuissa
?thatthap&tyvhoatitlehasfailedorhasbeenlostwi.lmtbegimc:editfo::hs
interest aﬁ.‘ectodbysuchlossorfailure Such revision of ownership shall not ke
retroactive as to investment or oparating costs, or as to production, but each party
wbseﬁﬂghsbenhstorhsfaﬂedshﬂlin&uitytheothe:putyo:partiesm
aqainst, and hold such other party or parties harmlsss from, 21 oz, oost, Jemzge and
‘expense which may result from, or in any manner arise because of, the delivery to 'such
party of p uctioncbtainedhenunderfrmacreagecomedhersbyor&apamtctm
party of ¢ procudstrcnthesaleofsmhp:odncuonpricrtothedatesaidlossot ‘
failure of !:itlc is detarnined.

PR ! o . DL LT T e e
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- Gf 6il and gas from the Unit Area, subject to the payment of the Lessor's usual

The expiration of any lease because of the failure of the parties to extend same,

in accordance with the provisions thereof. bavond ite primare eswm shall not Le con=

5idezed as a loss or failure of title within the meaning of this Section 2. Any loss
of a lease because of its expiration under its own tarms at or after the expiration
of its primary term shal) be a common loss of the parties. Likewise, where all of the
parties consent to a surrender of a lease (whether during or aftar its primary tazm)
such loss shall be a common loss of the parties.

5. ONLEASED OIL AND GAS INTERESTS

If it develops that any interest owned and contributed by a party hereto is an
unleased interest in the oil and gas rights, then such unleased interest shall be
treated for all purposes of this agreement as if it were an oil and gas lease cover-
ing such unleased interest on a form providing for the usual and customary three-
sixteenths royalty and containing the usual and customary "lesser interest clause.”

_This agreement sghall in nc way affect the right of the owner of any such unleased

interest to receive an amount or share of production equivalent to the royalty which
would be payable if such unleased interest were subject to an oil and gas lease as
provided in the preceding sentence. Where any provision of this agreement shall
operate to require an-assignment from any party contributing an unleased mineral .
intersst, such provision shall be construed (insofar as such unleased mineral intexr~
est is concerned) as requiring instead the execution and delivery by such party of

an oil and gas lease, for a primary term of one year frum the date of its delivery
and so long thereafter as oil or gas is produced, which lease shall reserve unto the

. Lessor a three~sixteenths royalty and contain the usual "lesser interest clausae.”

4. INTERESTS OF PARTIES

Exhibit "A" lists all of the parties, and their respective percentage of frac- '
tional interest under this agreement. Unless changed by other provisions, all costs
and liabilities incurred in operations under this contract shall be borne and paigd,
and all equiprment and material acquired in operations on the Unit Area shall be
owned, by the parties as their interests are given in Bwhibit *A" A1l srcducilon

three#xtecnthsmyalties,shallalwbemedbythepa:tieshthesuem.

o




\Qn or before the.

~and expensa incurred in the deveiopment and operation of the Unit Area pursuant to this agreement and shail

',WMdeMrmmot&emwd&.Mbu incunad n

each such party ot an lta'nm-d statemant 4 such ssimated Cusid, WEeiner with an inveice ior iis shase there-

3
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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
royaity, production payment, or other charge over and above the usual one-eigthh (4) royalty, such party shall
assume and alone bear all such excess obligations and shall account for them to the owmers thereof out of its
share of the workmg interest production of the Unit Area.

5. OPERATOR OF UNIT

COTTON PETROLEUM CORPORATION shall be the Operator of
the Unit Ares, 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, thmaareement. It shall conduct all such operations in a good
and workmanhke manner, but it shall have no liahility as Operator to the othar parties for loss=s sustained,

or liabilities incurred, except such as may resultr from gross neghgence or frony bre ol the provisions of
this agreement,

6. EMPLOYEES .

- The number of embloyee and their selection, and the hours of labor and the compensation for services
performed, shail be determined by Operator. All employees shall be the employees of Operator.
TR WELE—
day of. 19
for oil and gas in the following location:

Operator shall commence the iri
ingof a .

and shall thereafter continue the

piug-

-.j’ébanuul metutasadryhole, 1tshall ﬁrstsemrethemtofaﬁparﬁstotheplmh«\‘

: ‘ ‘ s.cos'rsmmsm
Exceptasheremotberwmspecxﬁaﬂy promded.Opeatorahanpmpﬂypayanddiscbargeanm-

charge each of the parties hereto with their rupechve proportionate shares upon the cost and expense basis
provided in the Accounting Procedure attached hereto and marked Exhibit “C". K 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 prevail

Operator, at its election, shall h'ave‘the rizhtfmmﬁmetotimewdmndand receive from the other

mmmmm:mg month, whwhnghtmaybeexsmdodybysm:nb

of. mmmnwwmmmmmmmotmummnummx
wxm&ezethdayummtwumth. mmysnnmymommmmm«
wcheﬁmatewuhmmmﬂ(ls)daysmsmh estimate and invoice is received. If any party fails to pay its.
m«mmuwwmwdmmwtmmmwamm _

annumunulpud. Pmpuad:usmntshﬂlb‘mademthlybetwmmandmmm&md
thatgachparty shallbearandpqxh pmporuonate:share olyctualcoluiucumd,andmm '

.
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.except in connection with a well the drilling, reworking, deepening, or plugging back of which has been rre-

A.AP.L. FORM 610

9. OPERATOR'S LIEN _
Operator is given a first and prexerreu ilen on the interest of each party covered by this contzact, and
the proceeds from the sale of
infeach party’s irterest in oil and gas produced  HIECEHEFISOEEIRxand upon each party’s interest in mz.-
terial and equipment, to secure the payment of all sums due from each such party to Operator.

In the event any party fails to bay any.amount owing by it to Operator as its share of such costs and
xpense O AeThaTNY FedSOMEIE A olney oda in THG. event Of SULf ro collect smy delimquenc
other existing remedies/ is authorized, at its election, to collect 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 j
amount owing by such party, and each purchaser of oil or gas is authorized to rely upon Operator’s statement
as ¢ the amsunt swing by sudh ganly.

In the event of the neglect or failure of any non-operating parfy to promptly pay its proportionate part
of the cost and expense of development and operation when due, the other non-operating parties and Operatery,
within thirty (30) days after the rendition of statements therefor by Operator, shall proportionately contribute
to the payment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled
to the same lien rights 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;oper'ating parties under the lien conferred above, the amount or amounts so paid or re-
cavered shall be distributed and paid by Operator to the other non-operating parties and Operator propor-

tionately in accordance with the 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 agreemert 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 weil drilled hereunder resuits in
a drg h%le %{xd egoezgfﬁ: &gaogmaiaucmg oil or gas in paying quantities from the Unit Area, then at the end
of NRXTXXTIXUGPX after abandonment of the first test well, this agreement shall terminate unless one or
of the parties are then engaged in drilling a well or wells pursuant to Section 12 hereof, or all parties

have agrsed 10 diill an additional weil or weils under this agreement, in which event this agreement shall con-
tinue in force until suf:h well or wells shall have been drilled and completed. If producticn results there-
from this agreement shall continue in force thereafter as if said first test well had been productive in paying
quantities, but if production in paying quantities do~s not result therefrom this agreement shall terminate

one hundred eight 80) days
at the end ofmma 7 udon)mmtyof such well or wells. It is agreed, however, that the term~

. matmn of thie agreement chall not reliave anv narty horotn from any lahility whish has coorucd oT shoched

priar to the date of such termination.
11. LIMITATION ON EYPOMNNMWIDDS

Without the consent of all parties: (a) No weil shall be drilled on the Unit Area except any well ex- -

any well doilled pursuant o the provisions of Section
of this agreement. it being understood that the consent to the drilling of a well shall include consent to all
necessary expenditures in the drilling, testing, completing.*and. equipning of the well, including necessary
tanicage: (b) No well shall be feworked, plugged back or deepened except 2 well rewerked, piugged hack 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 gt a well shall include consent to all necessary expenditures in
conducting such operations and completing and equipping of said well to produce, inciuding necessary tank-

age; (¢) Operator shall not undertake any singie project reasonably esumted to require an expenditure in
~===TEN THOUSAND AND NO/100 D"um,s(s1.004.')000)

excess of

viously autharized by or pursuant to this agreement; provided, however, that in caje of explosion, fire, ficod,
or other sudden emergency, whether of the same or different nature; Operator may take such steps and incor - - |
Mumamiummmldwdulwiththemmqmmwmmmpmperzy,
MtOmMampﬂyummmmemgmmmoﬁmpm Operator shall, upon

request, furnish copies of its “Authonty for Expenditures” for any single project costing in ex-
cess of § 5,000.00
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12. OPERATIONS BY LESS TRAN ALL PARTIES*

Py . LA smen__

1 all the pariies cannot mutually agree upon ihe drilling of any weli on the Unit Ared other than the -
test well provided for in Section 7, or upon the reworking, deepening or pluggmg 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, rewerk, deepen or plug back such a well
may give thi other pames wmten notice of theﬁ proposed operation, spec;fymg the work to be performed,
the location. proposed depth, objective formation and the estimated cost of the operation. The parties receit-
ing such a notice shall have thu'ty (30) days (except as to reworking, plugging cack or drilling deeper, where
N a dnlung rig is on location, the perxod shall be limited to forty-eight (48) hours ewclucivae of cameaauaﬂ-gem_
; . , day) /aiter -eeggi &o%hed%gace within which to noiify the parties wishing to do the work whether they elect
: to participate in the cost of the proposed operatxon. 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 operation (such party or
parties being hereafter referred to as “Non-Consenting Party”), then in order to be entitled to the Sen'eﬁts'
of this section, the party or parties giving the notice and such other parties 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 promptly as possible after the expir-
ation of the 438-hour period where the drilling rig is on location, as the case may be) actually commence wrork

R S
3

on the proposed operation and complete it with due diligence.

The entire cost and risk of conducting such operaiions shall be borne by the Consenting Parties in the
propo*txons that their respective interests 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 created by or arising from the operations of the Conmtxng?arﬁu. 1t
such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost, risk and expense, It any weil drilled, reworied, deansnad or ningeed hack under the nrovmons ot this _
section results in a producer of oil and/or -gas in paying quantities, the Consenting Parties shall complete and
equip the well to produce at their sole cost and risk, and the well shall then be turned- gver to Operator and
shall be operated by it at the expense and for the account of the Consenting Par‘:xu. Upon éomméucement of

* operations for the dnlhng. reworkxng. deepening or plugging back of any such weil by Comentmg Parties
in ascordance with the provisions of this secilan, each Non-Consenting Party shail be deemed to have rehn-
qmshedtoConsenﬁngPanm.andtheConsentmgParnash‘uownandbeeuudedwmmpmmv
tothurrapechvemteuts.aﬂotm:hNan—CmﬁngPaﬂy’shtaestmthe wdl, hleaeholdopcraﬁn;

LoeEE

rights, and share of production therefrom until the roceedsormarket thgeot uctingpro-»
s P o existing on the eftective date h
duction taxes royalty, overriding royslly and other lnieresis/payable out of or measured by the! production

from such well accruing with respect to such interest until it reverts) shall equal the total of the following:

(A) 1002 of each such Non-Consenting Party’s share of the cost of any newliy acquired surface equipment
beyond ‘he wellhead connections (including, but not limited to, stock tanks, separators, treaters,
pumping equipment and piping), plus 100% of cach such ‘i’on-Conseunng Party’s share of the cost. of
operation of the well commencing with first production and mtmumg untxl each such Non-Consenting '
Party’s relinquished interest shall revert to 1tunduothermvmomotthuucuoa,xtban¢a¢medthat‘ .
each Non-Consenting Party’s share of such Mmdequmtmnuthaimwmmm;
been chargeable to each Non-Consentmg Party had it partmpated in the well from tbe qumng ‘of

i ' ﬂnepergtm and , - :; i

(B) MOtthat portionofthecostsandexpenmo! drilling, reworking, - deapemng or plugx:nq baek. -
mgmmmgwwmuymmmmhnw uma"&
of that portion of the cost of newly acquired equipment in the well (to apdmtludill thc wc!lb-d :
connections), which would have been chargeable to such Non-Consenting Party if it had p-radpaud i

therein.

e S, b R - ~-"*F-'-~“"* -
o - - o
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Ui ue case of any reworking, piugging back or deeper drxlling operation, the Consentmx Pnrties shnu
be permitted to use, free of co"! alt casing, tubing and other equipment in the well, but the ownership of all
such equipment shall remain unchanged; and upon abandonment of a well after such reworking, plugging
back or deeper drilling, the Consenting Parties shall account for ail such equipment to the owners thereof,

with each party receiving its pi‘bportionnte part in kind or in value.
7 Within sixty (40) days after the completion of any operatxon under this section, the party conducting

" the operations for the Consenting Parties shall furmsh each Non-Consenﬁng Party with an inventory of

the equipment in ard connected to the well, and an-itemized statement of the cost of drilling, deepening,
plugging back, testiiig, completing, and equipping the well for production; or, at ils option, the operating
party, in lleu of an itemized statement of such costs of operation, may submit a datailed statemant of monthly
billings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided
above, the Consenting Farties shall furnish the Non-Consenting Parties with an itemized statement of all
costs and liabilities incurred in the operation of the well, together with a statement of the quantity of ail
and gas produced from it and the amount of proceeds realized {rum the sale of the well's working interest
production during ihe precéding month. :ﬂ.ny amount realized from the sale or other disposition of equip-
ment 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 unreturned costs of the work done
and of the equipment purchased, in determining when the interest of such Non-Consenting Party shall revert
to it as abave provided; if there is a credit balance it shall be paid to such Non-Consenting Party.

It and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest the
amounts provided for above, the relinquished interests of such Non-Consenting Party shall automatically
revert {o 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, deepening or pluuing back of said well. Thereafter, such Non-Consenting Party shall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in accord-
ance with the terms of this agreement and the accounting procedure schedule, Exhibit “C”, attached hereto.

Notwithstanding the provisions of this Scction 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 Arex is producing, unless such well conforms to the then-existing weil spacing pattern
ﬁnrmchmotaxpply

mmdmmmmmawmmwmmmemumemﬁam
w&w&ﬂmthe&h#ﬁaﬂapﬂyh&nmﬁngw«mmammmw
after it has been drilled to the depth specified in Section 7, if it is, or thersafter shail prove to be, a dry
hole or non-commercial weil, and to all other- wells drilled, reworked, despened, or plugged back, or proe
posed to be drilled, reworked, deepened, or plugged back, upon the Unit Area subsequent to the drilling oi
the initia] test well,

13. RIGHY TO TAKE PRODUCTION IN KIND

Eachpartyshantakeinldndorseparatelydisppuofitsproportionéteshareofanoﬂandgaspro-
duced from the Unit Area, exclusive of production which may be used in development and producing oper-
ations and in prepering and treating cil for marketing purposes and production unavoidabiy lost. Eachparty
shall pay ot deliver, or cause to be paid or delivered, all royalties, overriding royaltisz, s Giker payments
due on its share of such production, and shall hold the other parties free from any liability therefor. Any

mwn&nmmdmtheahnzhﬁndormtedmaonbymymum proportionate
share of the production shall be borne by sush parte

Sy

Each party shall execute all division orders mam&motsde'pmmmgmiummmmdué-
tion from the Unit Area, and shall be entitled to receive payment direct from the purchaser or purchasers
thereof for its share of all production.
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4 cores or cuttings taken from any well drilled on the Tnit Area,
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In the event anw nariv eRail [3ll {5 make the aitangeinenis nevessary 0 take in kind or separateiy

dispose of its proportionate share of the oil and gas produced from the Unit Area, Operator shall have the

rigiit, Subject t0 revocation at will by Uie paily owning it, but not the obligaticn, o purshasa such nil and.
gas or sell it to others for the time being, at not less than the market price prevailing in the area, which '
shzll 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 purchue or sale by Operator shall be subject always to the right of the

owner of the production to exercise at any time its right to take in kind, or sepmtely dxspou of, its share ot

all ¢il-and gas not previously delivered to a purchaser, Noththstandmg ‘the loregomg. Operator shall not
make a sale into interstate commerce of any other party’s share of gas production without first giving such

other party sixty (80) days notice of such intended sale, Any contract made by OFERATOR specifi-
cally for the sale of non-taking party's share of Unit production shall not be for a
term longar than is commenaurata with the minimm naede of the industeer undsr ths

circumstances “and shall in no event be for a term exceeding one year,
14. ACCESS TO UNIT AREA

Each party shall have access to the Unit Area at all reasonable times, at its sole risk, to inspect or
observe operations, and shall have aceess at reasonable times to information pertainiag to the de avelopmeant
or operaiion ihereof, _mcmdmg operawr’s books and records telating thereto. Cperator shail, upon request,
furnish each of the other parties with copies of all drilling reports, well logs, tank tables, daily gauge and

in & and reporis of stock on band at the first of each month, and shall make available samples of any

3 ol
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15. DRILLING CONTRACTS

All wells drilled on the Unit Ares shall be drilled on 2 compeﬁﬁ\aercg_%tg%c"tlbasis at the usual rates
prevailing in the area. Operator, iZ it so desires, may employ its own/tools and equipment in the crilling
of wells, but its charges therefor shall not exceed the prevailing rates in the fleld, and the rate of such
charges shall be agreed upon by the parties in writing before drilling operations are commenced, and such
wark shall be performed by Operator under the same terms and conditions as shall be customary and usual

in the fieid in contracts of independent 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 Section 12 hereof for

’wﬁ&wmmmhnmtmmﬂym”wmmmmmbmm

pieted as a producer shaii be piugged and abandoned without ithe consent of ail pariies; provided, hoWeves,
mﬁmammmmwtummmmmbmmmommm
to each of the other parties its vroportionate share of the vaiue of the well’'s salvable material and equip-
ment,dgtermimdinmm_ﬁmmemﬁmofwﬁt“@,l&mmmuﬂmmd
the estimated cost of plugging and abandoming. Each zbandoning party shall then assiga (o the noa-
abandoning parties, without warranty, express or implied, as to title or as to gquantity, quality, or fitness for use
of the equipment and material, all of its interest in the well and its equipment, together with its interest in
the leasehold estate as to, but only as to, the interval or intervals of the formation or formaticns then open

to production. The assignments so limited shall encompass the “drilling unit"uponwmchthewdlisloated.
The payments by, and the assignments to, the assignees shall be in a ratio based upon the relationship of
their respective percentages of participation in the Unit Area to the aggregate of the percentages of partici-
pation in the Unit Area of all assignees. There shall be no readjustment of intérest in the remaining portion
of the Unit Area. ’

After the assignment, the assignars shall have no “further respousibility, Hability, or interest in the .

operation of or production from the well in the interval or intervals then open. Upon requeit of the assignees,
Operator shall continue to operate the assigned welil for the account of the non-abandoning parties at the
rates and charges contemplated by this agreement, plus any additional cost and charges which may arise as
the result of the separate ownership of the assigned well :
swithin fifteen (13) days after receipt of notice of the prcposed abandonment of

»mu,v.m\«:ws - ‘Mwwu'saq\., M:J»-na;’ la.. .,.,w:l-"“- *n-s, * s..' S,
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS.

. Delay rentals and shut-in well payments which may be required under the terms of any lease shall be
: : paid by the party who has subjected such lease to thiz agreement, at its own expense. Proof of ggc_h payment \
f ' ' shall be ngen to Operator at least ten (10) days prior to the rental or shut-in well payment date. Operator |
: .shall furnish similar proof to all other parties concerning payments it makes in connection with its leases. Any
. . party may request, and shall be entitled to receive, proper evidence of all such payments. If. through ztiistake

or oversight. any delay rental or shut-in well payment is not paid or is erronevusly paid, and as a result a lease

ek A

or interest therein terminates. there shall be no monetary liahility against the party wh% faxledjto cg\akg sugl'l\u
subjects to 3
payment. Unless the party who failed to pay a rental or shut-in well payment secures/a new lease covering ihe ;

same interest within ninety (90) days from the discovery of the failure to make proper payment, the interests
of the parties shall be revised on an acreage basis effective as of the date of termination of the lease involved,

AP YR

and the party who failed t0 make proper payment will no longer be credited with an interest in the Unit Area

on account of the ownership of the lease which has terminated. In the event the party who failed to pay the
rental or the shut-in well payment shall not have been [ully reimbursed, at the time of the loss, {rom the pro-
ceeds of the sale of oil and gas attributable to the lost interest. calculated on an acreaje basis, for the develop-

ment and operating costs theretofore paid on account of such interest. it shall be reimbursed for unrecovered
actual costs theretofore p;id by it (but not for its share of the cost of any dry hale pri“c"f)usly drilled or walls
previously abandoned) from, so much of the following as is necessary to effect reimbursement:

(1) Proceeds of oil and gas, less operating expenses, theretofore accrued {o the credit of the lost interest, on
an acreage basis, up to the amount of unrecovered costs;

(2) proceeds, less operating expenses thereafter incurred attributable to the lost interest on an acreage
basis. of that portion of oil and gas thereafter produced and marketed (excludlng production from any
wells thereafter drilled) which would, in the absence of such lease termination, be attributable to the
lost interest on an acreage basis. up to the amount of unrecovered costs. the proceeds of said portion of
the oil and gas to be contributed by the other parties in proportion {0 their respective interests; and

(3) any moneys. up to the amount of unrecovered costs, that may be paid by any part:} who is, or becomes, _
the owner of the interest lost, for the privilege of participating in the Unit Area or becoming a party to
this contract. ) ) '

Operator shall attempt to notify all parties when a gas well is shut-in or returned to production, but

assumes no liability whatsoever for failure to do so.

18. PREFERENTIAL RIGHT TO PURCHASE

Sho njr party desire to sell all or any part of its interests under this contract, or i
terests in the Unit X it shall promptly give written natice to the other parties. wis
cerning its proposad sale, w shall include the name and address of the ive purchaser (who must{
ve ready, willing and able to terms of the offer. The other parties] ]
shall then have an optional prior right, for a ') days after receipt of ‘the notice, to purchase

."on the same terms and condiﬁqns the irterest whi er party oroposes to sell: and, if thic ontional rizht

full inforkaation. con.

e
is exercised, the purchasing parties shall e the purchased in t in the proportions that the interest of

each bears to the total interest of purchasing parties. However, therc™Ryll be no preferential right to pur-

chase in those cases wheza-4ny party wishes to mortgage its interests, or to dis its interests by meryger,

reorganization. Slidatich, or sale of all of its assets, or a sale or transfer of its interes a subsidiary or

-9

19. SELECTION OF NEW OPERATOR

Should a sale be made by Operator of its rights and interests, the other parties shall have the right
within sixty (60) days after the date of such sale, by majority vote in interest, to selcet a new Operator. If
a new Operator is not so selected, the transferee of ihe pisseni Operaior shaii assume the duties of and act as
Operator. In either case, the retiring Operator shall continue to serve as Operator, and discharge its dutics
in that capacity under this agreement, until its successor Operator is selected and begins to function. but the
present Operator shall not be obligated to continue the performance of its dutics for mote than 120 days aﬂ.er

the sale of its rights and interests has teen 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 provisions to the contrary, no party shall sell, encumber, transfer
or make other disposition of its intsrest in thé leases enibraced within the Unit Area and in wells, equipment
and prod\iction unless such disposition covers aither:

! (1) the entire interest of the party in all leases and equipment and production; or

(2) an equal undivided interest in all leases and equipment and production in the Unit Area,

Every such sale, encumbrance, transfer or other disposition made by Qny party shall be made expressly
subject to this agreement, and shall be made without prejudice to the rights of the other parties,

If at any time the interest of any party is divided among and owned by four or morerco-owners. Opera-
' ‘ tor may, at its discretion, require such co-owners to appoint a single trustee or agent with full authority to re-
j » —emmeo b ceive notises, appreve cxponditures, recsive billings {or and approve and pay sucn party’s share of the joint
- expenses, and to deal generally with, and with power to bind, the co-owmnesrs of such party’s interesis within
the scope of the operations embraced ir this contract; however, zll such co-owners shall enter into and execute
all contracts or agretments fof the disposition of their respeciive shares of the oil 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 f{rom .its duties and obligations as Operator at any time upon written notice of not
less than ninety (90) days giver; to all other parties. In this case, ali parties to this 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, 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 shail 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 cost: of developing and
operating the Unit Area. Accordingly, the lien granted by each party to Operator in Section 9 is given to se-
cure only the debts ot_ 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.

' 23 RENEWAL OR EXTENSION osm JOINT LOSS LEASES
the loss of vrhich would be a joint logss under ection 2 hereof,

Ifanypartysecures'rnewalotanvoﬂand leasesubect contract/each andanottbeother

if exercised within thirty (30 J’ afier - reeeipt of such notice,
parties shall be notified promptly, and snall hive the right/to participate in the ownership 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 prdpdﬂiori to the 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 renewai lease, it shall
be owned by the parties whae elect to pahicipate therein, in a ratio based upon the relationship of their respec-
tive percentage of participation in the unit area to the aggregate of the percentages of participation in the unit
area of all parties participating in the purchase of such renewal lease. Any renewal lease in which less than

all the parties elext to participate shall not be subject to this agreement.

without warranty
Each party who participates in the purchase of a renewal lease shall be given an assignment/of its pro-

portionate interest therein by the acquiring party.
The provisions of this section shail apply to renewal leases whether they are for thge'e’nu;_e interest
covered by the expiring !vase or cover only a portion of its area or an interest therein. Any/ renewal lease

taken betore the evpxrauon of its predecc:sor lease. or taken or contracted for within six (6) months after

ey

the expiration of the cxisting lease shall- be subject to this provision: but any lease taken ggwcontracted for
H more than six (6) months after the expiration of an cxisting lease shall not bz deeméd a/renewal lease dnd

shall not be subject 0 the provitions of this section.

The provisions in this section shall apply aiso and in like manner te axtensions of oil and 2as leases.




" less the estimated cost of salvaging and the estiraated cost of plugging and abandoning. If the assxgnment is in
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_ The leases covered by this agreement, in so 7ar as they embrace ac=age in the Unit Ares, 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 thereot. and
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, materiai 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, ihe assigning party shall be relieved from all obligations thereafter ac-

: - o e ad  ened ,.....-.‘ o sermard Py - oo ......n oo
oraln g, but uvt “‘qw“im . Wietay nt‘bl-. s ‘- "“ as .-Q"‘ ag-‘a» - md th: a‘. .-‘“““‘ L] s: ALy wela ‘“‘ac—

on, and the assigning party shall have no further interest in the lease assigned and its equipment and produc:ion.
The parties assignee shall pay to the party assignor the reasonable salvage value of the latter’s interest in any
wells and equipment or: the assigned acresge, determined in accordance with the provisions of Exhibit “C”, |

favor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions
tl;atthemterst of each bears to the interest of all parties assignee.

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

terms and provisions of this agreement, I

25. ACREAGE OR CASH CONTRIBUTIONS

It 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
drilling or other operation and shall be applied by it against the cost of such drilling or other aperatxo:.ndeli.
the contribution be in the form of acreage, the party to whom the contribution is made shaii prompiiy sxacaz
an assiznment of the acreage, without wu-?nty coﬁ" ttx:%nderaI:lL ga:;t‘x: cepttehdu ggneimfn; axgt proportion to their
mteratsmtheUnitAmatthatmnnd/n;n_z-..m”e:;eshiﬁbécomeapanottheUmtAruandhegovuned
byanthapmmonsotthismtuct. Each party shall promptly notify ail other parties of all acreage or

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

28. PROVISION CONCERNING TAXATION

Eachotthep:tﬁubuehﬂeds.underthemthontyetSechon?&(a)otthclntemalkevaod»ot
lmmhmmdemdﬁewmdSMamedm!ofSubﬁtiert
thlntmnamCodcoth&. nthemmeuxhwso!thestateormtamwh;chthepmmm
hmby is located contain, or may hereafter contam, provisions similar to those contained in the Subchapter of
the Interhal Revenue Code of 1954 above referred to under which a similar election is permitted. each of the
parties agrees that such election shall be exercised. Each party authorizes and directs the Operator to execute
aichane;ecﬁnnorelecﬁcnsonitsbebaltandtaﬁlethe election with the proper governmental office or
agency If requested by thie Operator so to do, each party agrees to exscute and join in such an election.

Cperator shall render for ad valorem taxation all property subject to this agreement which by  law
should be rendered fcr such taxes, and it shall pay all such taxes assessed thereon before they become delin-
quent. Opmwtshanbmanotherpardafortbexrpropormnateshmotantaxpaymentsmthemnnet
ptondadmthxbxt“c'

. If any tax assessment is considered unreasonable by Operator, it may at its discretion protest such valua-
uon within the time and manner prescribed by law, and prosecute the protest to a final determmation, uniess
alnnrh- agree 2 shandon e prciedi privc 9 iinai determination. Whenanymchpmteﬂedvaluumw
hgvebeeuﬁnallydetermmed.ouratorshanpaytheaaesmntforthe)omtmunt,tozetherthhmmutand
pénaltyaccmed, and the total cost shall then be assessed against the parties, and be paid by them, as provided
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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 corducted. Operator shall also casTy or pro-
vide Wna for the benefit of the joint account of the parties as may be outlined 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 insuranc: as Operator may reqmre.

In the event Automobile Public Liability Insurance is specified in said Exhibit “D", or subsequently re-
ceives the a{)proval of the parties, no direct ycharge shall be made by Operator for premiums paid for such in-
surance for operator’s {ully owned automotive equipment,

28. CLAIMS AND LAWSUITS

~ If any party to this contract is sued on an alleged cause of action arising out of operations on theUnitw

Ares, or on an alleged cause of action involving title to any leasc or il and gas interest subjected to this con-
tract, it shall give prompt written notics of the suit to thie Operator 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 Chairman. Suits may be settled during litigation only with the joint con-
sent of all parties. No charge shall be made for services performed by the staff attorneys for any of the
parties, but otherwise all expenses incuwrred in the defense of suits, together with the amount paid to discharge
any final judgment, shall be considered costs of operation and shall be charged to and paid by ail parties in
proportion to their then intsrests in the Unit Area. Attorneys, other than staff attorneys for the parties, shall
ba 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 the parties in proportion to their then interests in the Unit Area. The provisions of this
paragraph shall not be applied in any instance where the loss which may result from the suit is treated as an

individual loes rather then a2 foint loss under PeioT provisions of this agreemeat, and all such suils shaill Se

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

Damage claims caused by and arising out of operations on the Unit Area, conducted for the joint ac~

count of all parties, shall ba bandled by Operatar and its attorneys, the settlement of claims of this kind shall
be within the discretion of Operator so long as the amount paia :n settiement ot any one claim does not exceed
one thousand ($1000.00) dollars and, if settled, the sums paid in settiement shall be charged as expanse to
and be paid by all pariies in proporiion io their then mieruis in the Unit Area.

. 23, FORCE MAJEURE

I any party is rendered unable, wholly or in pmbyfmmimewamwtﬂsobﬁgaﬂmm
tbhameut.otherthantheobhgaﬁontc make money payments, that party shall give to ail other parties
prompt written notxce of the force majeure with reasonably full particulars concerning it: thereupon. the
obligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended
during, but no longer than, the continuance of the force majeure. The affected party shall use all poss:ble
diligence to remove the forecmaieure.sqmcklyaspowble.

The requirement that any force majeure shall be remedied with all reasonable dispatch shail not require
the settlement of strikes. lockouts, or other labor difficulty by the party involved, contrary to its wishes; how
all such difficulties shall be handled shail 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, flood, explosion, gov-
ernmental restraint, unavailability of equipment, and any other cause, whether of the kind specifically enum-
erated above or otherwise, which is not reasonably within the control of the party claiming suspension.

30. NOTICES
All notices authorized or required between the parties, and required by any of the provxsmns of this

agreement, shall. unless otherwise specifically provided, be given in writing by United States mail or Western
Union Telegram. vostage or charges orepaid. and addressed to the party to whom the notice is given at the
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-gas produced from or allocated to such Tedse or leases. Itiis agrﬁ:d gﬁat, regardless

addresses listed an Exhihit 4" The criginaling notice iv be given under any provmon hereof shall be deemed
given only when received by the party to whom such notice is directed and tha tima ar such party ta give any
notice in response thereto shall run from the date the originating notice is received. The second or any re-
sponsive notice shzll be deemed given when deposited in the Unit%ed States mail or with the Western Union
Telegraph Company, with postage or charges prepaid. Each party shall have the right to change its addras

at any time, and from time to ‘ime, by giving written notice thereof to all other parties.

31.O0THER CONDITIONS, IF ANY, ARE:

(a) No well drilled or completed by less than all' parties pursuant to the prov1sions
of Section 12 hereof shall be completed as a gas weil in ‘the same’ formation as any
other gas well then producing, or capable of produc11g, gas in commercial quantities
from the Unit Area if, as a result of the completxdn of said well, there would exist
on the Unit Area a well density in the same formation of more than one producing gas
well to acres; provided that, if any regu1atory body having jurisdiction
should establish or prescr1be a smaller drilling unit, less than all of the parties
may complete such a gas well pursuant to the provisicns of ‘Section 12 hereof so long
as its compietion does not result in a weil dens1ty in the same formation greater
than that established or prescribed by the aroresa1d regulatory body.. No well drilled
or completed by less than all of the parties pursuant to the provisions of Section 12
hereof shall be completed as an oil well in the same formation as idny.other oil well

A XD

tnen producing Trom the Unit Area if, as a result of the comp]et1on of said weil,

there would exist on the Unit Area a well density 1n the same formation of more than

one producing oil well to acres; provided that, 'if any regulatory body having
Jurisdiction should establish or prescribe a smaller drilling untt, less than all of
the parties may complete such an oil well pursuant to the provis1ons of Section 12
hereof so long as its completion does not result in a well density in' the same formation

- greater than that established or prescribed by the aforesaid regulatory body.

(b) -In spite of any provision to the contrary appearing in Sections 11 and 12 hereof,
consent to the drilling of a well shall not be deemed as ccnsent to the setting of
casing and a completion attempt. After any well drilled pursuant to this agreement
has reached its authorized depth, Operator shall g1ve immediate notice to Non-Operators.
The parties receiving, such notice shall have forty-eioht (48) hours (exc1u51ve of
Saturday or Suuday) in which to elect whether or not they de51re to set casing and to
part1c1pate in a rnmnlnﬂnn z++&n# can....e of a pm ty l“m““s ‘ suéh not'lce

sc to reply within the pericd above Tixed shail const'ltute an electwn by that party
not to participate in the cost of a completion attempt. If all of' the parties elect
to plug and abandon the well, Operator shall plug apd abandon same at'the expense

of all of the parties. If one or more, but less than all, of the part1es elect to
set pipe and to attempt a completion, the provis1ons of Section 12'shall apply to the
operations thereafter conducted by Tess than all part1es. , Lo R L

(c) If any party hereto hereafter should create any overriding rogalty, production
payment, or other burden against its working intere;t production agd any other
party or parties should conduct non-consent operatiens pursuant to! any provision of

this agreement and, as a result, become entitled to receweithe norkir%g interest
nroduction ntfmrunsn "cn\nnn{ng +n the nnn-nar«hr1na ing nartu +he?p3r¢_}- or

ww  wetne  sswss

part1es entitled to receive the working 1nterest product1on of the: non—part1c1pat1ng
party shall receive such production free and clear of burdens against such
production which may have been created subsequent to this agreemen§ and th non-
participating party creating such subsequent burdens shall $ave the pa?t1c1pat1ng
party or parties harmless with respect to the rece1ﬁt of such worktng interest
production. : : L

(d) It is recognized hy the parties hereto that in add1t1oq to each party s share of
working interest production as shown in Exhibit "A"] such party shall ’t:ave the right,
subject to existiny contracts, to market the royalty gas attributable to each lease
wnitch 1t contributes to the Unit Area and to receive payments due for Such royalty

of whether each party markets or contracts for its ghare of! gas, i ng the royalty
gas under the leasés which it contributed to.the Unfit, such party agrees to pay or 3
cause to be paid to the royalty owners under its lease or Ieases thﬁ l_:oceeds. attriputabl
to their respective royalty interest and to hold all other parties harmless for its. !
failure to do so. If a lease is owned in undividedgznterests, the leasehold owners undes

such lease shall designate a single party to receive and to 'pay or cause to be paid all
royalty due under such lease and to hold all other parties hereto hérmiess for failure
to do so. —12— | i i
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agreewient may 'oc-signed in counterpart, and shall be binding upon the parties aad upon

entatives and assigns,
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.4 'TUE STATE OF TENAS ) . ' s
. ‘:. N . B ' ) ) . » . . ‘- . . .
COUNTY OF MIDLAMD ) - ' | : |

FOIE us, tnc undcrsigncd authority, on this day porsonaily appcared ,

, Attorney~in-Fact for ATLANTIC RICUFIELD COUPANY, 2
CorDOration,,knorn to me to bao the parsan . whaes nama ic esulima—itod o Alim  Mmaam

going instrument, and acknowledged to me that he exccuted same as the act and
deed of said Atlantic Richficld Cbmpany, tor the purposes and nnnadda-n@ions

—ant ‘:u---rau'--h e
¢ and in the capac;ty “therein exprossed,

!
.

- GIVEN UNDER MY HAND AND SEAL OF OFFICE, this ‘day of -
1970, : : R —_—

Fyw o

Notary Public
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" ;" THE STATE OF TEXAS ) o . .
-r' ] .. . . ) . ) . e .. . .
' COURTY OF MIDLAND® ) - : ' '

BB}’OI{E LIE the unders

; signoed suthority, va this day pcrsonaily appcared
: . ; Attornow-in-Fact for ATIANTIC RICIFIELD COMPANY, a
: corporntion, known to mc to be the person whos

¢ name is subseribed to tlm Parnm.
FoiuE inSirumont, and ACKNOWis éﬁéﬁ" tc mc that ho excculcd same as tho act and
deced of said Atlanti.c Richficld Company, for the purposcs and considerations
and in the capnc.ity therein eoxpressed.

it b . e o . s 1 L i e

S GIVEN UNDER NY HAND AND SEAL OF OFFICE, this ‘day of ,
1970. . . e .
Notary Public .
. CORPORATION ACKNOWLEDGMENT L
.coum oF SR - S 2

-
-

BEFOREME.mm\ed.cbhmPMcma\dfcrsdemmdShte.onthndwommm_, -
hmnbmbhﬂnmaﬂo%whwmkmwmhmmwm

to me that the some was the oct of the said . O corporation,
andlhct_.__ha mndtﬁcmaﬂuwcf::hmmnfwth‘mwmfbnMnmaﬂ
dueapaa‘lyt!mmﬂcted. : . . . v 'i .
' GWENUNBERMYHANDANDSEALOFOFF'CEMM . dayof_ . AD., 19.

’ . .. . NOTARY FUBLIC

CORPORATIZN ACKNOWLEDGMENT

STATE OF____~ } LT
COUNTY COF S .

BEFOREME.ﬂnunduygned aNotoryPubhcmcndfornndCaumvmdShte onthvsdcypermﬂyappemd .
- : l:mwntom-tobe!hcpemnmaddfxawhscwumbmbedmhfmemmmmwdw .
10 me thaot the some wos the aoct of the soid_ 8 corporation,
adm_h_mudhmatheoaofm«mtmforhmmdmdmmup-md,andn
the copacity therein stated. ..

GIVENUNDERMYHANDANDSEALCFOFFICEthsthL - day of . AD, 19

i ~- - R - . . mmrcnue
IR PERSONAL ACKMOWLEDGMENT
STATE OF } i - ’ .
P . ..

mm%Wammw:hmdhmﬂCmﬂMmﬂﬁ&ymw

: lmbmhbednpem__wﬁalnnﬂ! ' _ m»hmm
uﬂwbmﬂu._Jn__mudﬂnmbhmwm therein expressed.
mm}mmmmosomcsmu— doyof ___ . : AD., 19
X - ) ‘.‘ ROTARY POBLIC
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1. Definitions . .

o

5

_.Operations and which are to be shared by the Parties, - .

Mmade within such iime, ide unpaid valance suail Deasr inleresi monialy at e raie of (we’ve percent (127} per

‘adjustments resulting from a physical inventory of Controllable Material as provided fcr in-Section V.

A

T e ™ ‘ J

EXHIBI

Attached to and made a part of

ACCOUNTING PROCEDURE
JOINT OPERATIONS

L GENERAL PROVISIONS

“Joint Propei'ty" shall mean the real and personal property subject to the agreement to which this Accounting
Procedure is attached. T
“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 |

“Opérator" shall mean the party designated to conduct the Jo'nt Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shail mean Operator and Non-Operaiors.

“First Level-Supervisors' shall mean-those employess whose primary function in Joint Cperations 5 the direct
supervision of other employees and/or coatract labor directly employed on the Joint Property in a field operat-
ing capacity. | :
“Technical Employees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary tunction in Joint Operations is the handling of specific operating condi=
tions and problems for the benetit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees,
“Material” shall mear. personal property, equipment or supplies acquired or held for use on the Joint Property.

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

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their pioportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author.
ity for expenditure, lease cr facility, and all charges and credits, summarized by appropriate clzssifications of ine
vestment and expense except that items of Controllahle 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 agresment, the Operator may require the Non-Operators to advanée their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each ronthly billing
to reflect advances received from the Non-Operators.

Each Non-Operator shall pay its px:opq.i'tion of all bills within fifteen (15) days after receir.t. 1Z payment is not

annum or the maximum coiatract rate permitted by the applicable usury laws in the ziate in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, couxt costs, and other costs in coanection with .

Adjustments
Piyment of any such Sills shall not prejudics tha right of any Non-Operator to protest‘or question the carrect-
ness thereof; provided, however, 3il bills and statements rendered 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 adjustment. No adjustment favorable to Operator shall
be made unless it is made withiti the same preseribed pericd. The provisions of this paragraph shall not prevent

Audits . A
A. ‘Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope. ;
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period followinithe end of such calendar year: provided, however, the making of an audit shall not extend the.
time for the taléng of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section . Where there are two or more Non-Ope. ators, the Non-Operators shall make every reasonzble eifort to
conduct joint or: simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. gpqatorslpnbearnoporﬁonotme Non-Operators’ audit cost incurred under this paragraph unless agreed

to by the Operator. ‘ ’ :
Approval by Non-Operators x . _ 1
Where an approval or other agreement of the Parties or Non-Operators is expressly required under ather see- .
tions of this Accounting Procedure and if the agreement to which' this Accounting Procedure ig attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operalors of the Operator’s proposal, and
the agreement or approval of a majorily in interest of the Non-Operators shall be controiling on all Non-Opera« |

tors.
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"B.. In iieu of charges in Paragraph TA abave, Operator may elect to use average commercial rates prevailing in ;

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

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

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

Operator’s cost of holiday, vacation, sickness and disability benefits and other cusiomary allowances paid to

employees whose salaries and wages are chargeable to the Joint Account under Paragraph 24 of this Section |

II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or oy “percentage as~

sessment” on the amount. of salavies and wages chargeable to the Joint Account under Paragraph 2A of this -
~Gection II. If percentage wssessment is used, the rate shall be based on the Operator’s cost experience.

. Expendiiuies or contribuiions made pursuant to assessments imposed by governmental authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion IL .

D. Personal Expenses of those employees whosa salaries and wages are chargeable to the Joint Account under

Paragraph 2A of this Section IL

‘Empioyee Benefits ‘
Operator's curtent costs of established plans for empioyees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s laber
cost chargeable to the Joint Account under Paragraphs ZA and 2B of this Section II shall be Operator’s actual

Nw_\ .

w

0O

Material

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

Transportation . .

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

A. If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charze shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge terminal, or railway receiving point where like material is normally available, uniess agreed
to by the Parties,

If surplus Material is moved to Operator’s warshouse 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 |
terminai, or raiiway receiving point uniess agreed to by the Parties. Nc¢ charge shaii be made to the Join™ Age
count for moving Material to other properties helonging to Operator, unless agreed to by the Parties. :
C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges. : -

[

Services - ;
The cost of contract services, equipment and utilities provided by outside sources, except services exchided e
Paragraph 9 of Section II and Paragraph 1. ii of Sestion III. The cost of professional consuitant services and cone
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from
Overhead rates. The cost of professional consuitant sefvices or contract services of technical personnel not d
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by
Eguipment aad Facililies Furnished by Operator . i _
A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates come- |
mensurate with costs of ownership and operation. Sucii rates shall include costs of maintenance, repairs, other :
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property. 1

the immediate area of the Joint Properiy less 20%. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association. {

Damages and Losses to Joint Property - . . .
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam- 3
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting-fram Operator’s |
gross negligence or willful misconduct. Operator shail furnish Non-Operator written notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator,

iegai Expenié : ‘

Expense of handling, investigating and settling litigation or claims, discharging of lien:, payment of jud 3
and amounts paid for scttlement of ‘claims incurred in ot resuliing fom “operations under the agreement of -
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 Parties. All other legei !
expense is considered to be covered by the overhead provisions of Section III unless otherwise agreed to by the

Parties, except as provided in Section !,"Para_gnph 3.

— e
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All {axes of every kind and nature assessed or jevied upon or in connection with the Joint Property. the cpera-

gon thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
arties.

ties. In the event Joint Operations ure conducted in a state in which Operator may act as self-insurer for Work-
men’s Compensation and/or Employers Liability under the respective state's laws, Qperator may, at its election, ;
include the risk under its sel{-insurance program and in that event, Operator shall include a charge at Operator’s
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.

III.OVEBEEAD

1. Overhead - Dnliing and I'roducing Opnnﬁons

i. As compensation for administrative, supe:‘mon, omce services and warehousnz cost.s, Opcrator shan eh:rzu
) dnlhnz and producing operations on either:
( )Fixed RateBasxs,ParagraphlA,or
{ ) Percentage Basis, Paragraph 1B.
Unless otherwise agreedtobythe?artie:.suchchargeshallbemheuofcostsandexpensaotaﬂotﬂm
and salaries or wages plus applicable burdens and expenses of all personnel, except those dirsetly chargeable .
under Faragraph ZA, Section L. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Qverhead 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 Accouat. f

if. The salaries, wages and Personal Expenses of Technical Einp!oyea and/or the cost of professioral consultant |
services and contract services of technical personnel directly employed on the Joint Property shail ( ) shail
not { ) be covered by the Overhead rates.

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

Drilling Well Rate $
Prorucing Well Rate $ _ :

(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate : ‘
[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on -

Wiz daie the driiling or compietion rig is released, whichever is later, excapt that no charge shall -

be made during suspension of drilling operations for fifteen (15) or more consecutive days. :

{21 Chargumroﬂshamdnumgwemsbanbeanoamemwhendnmngo:mmpheoneqwf

. arrives on location and terminate on the datethednﬂmgorcompletxoneqmpmzntmcﬂlna—

ﬁmornznreluse&whnhweromﬁn;except&atmchargeshﬂlbemdedmgm
sion of drilling operations for tifteen (15) or more consecutive days

{3} Chargutorweusundergmnganytypeofwozkomorreeomplemnforapenodofﬁv&(s)
secutive days or more shall ce made at the drilling well rate. Such charges shall be applied
mmmuumopmm@ngmmgnmmm, -
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive

(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 chzrge for the entire month.

(2] Each active compietion in a muiti-completed wel.l in which production is not commmzl.ed down
hole shail be considered as a one-well charge provxdmg each completion is considered a separate- 3
~ well by the governing reguiatory authority. E
3] A.nmactwegaawe.ushutmbecauseoloverproductxonorfaﬂureotpurchasertotakethepm-
tion shall be considered as a one-well charge pmvxdmzthegasweu is directly connected to a per:
manent sales outlet.

41 A one-well charge may be made for the momh in which plugging and abandonment operations
are completed on any well ]
{31 All other inactive wells (including but not lumted to inactive wells eovered by unit allowabls,
lease allowable, transferred allowable, eic.) shall not qualify for an overhead charge.

(3) The well rates shall he adinsted a5 of the first day of né;xl each year following ‘the effective date of m
agreement to which this Accounnnz Procedure is attached. The adjustment shall be computed by muiti-
plying the rate currently in use by the percentage increase or decrease in the average weekly eamnco&

- Crige Patroleum and Gas Production Workers for the'last calendar year compared to 'the caléndar yeit
preceding as shown by the index of average weekly eagnmgs of Crude Petroleum and Gas Fields Produes
tion Workers-as published by the United States Department of Labor, Bureau of Labor Statistics, or tbe;
equivalent Canadian index as pubhshed by Statistics Canada, as applicable. The adjusted rates mn hﬂ
the rates currently in use, plus or minus the computed{ndmsumnt. . . 4

11. Insurance .
Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-

o i SRS ..T‘_..A,\.V.‘_.._. . Nt e e
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates;
{a)} Deveiopment :
——————e Percent (%) of the cost of Development of the Jaint Property axalusivg of cos
provided under Paragraph 9 of Section II and ail salvage credits,
(b) Operating

Percent (%) of the cost of Operating the Joint Property exclusive of costs provide:
under Paragraphs | and 9 of Section 11, all salvage credits, the value of injected substances ‘purel

for sgcondary recovery and all taxes and assessments which are levied, assessed and paid upon the min
eral interest in and te the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as follows: ]
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section IT1, de
velopment shall include all costs in cannection with drilling, redrilling, deepening or any remedial o
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expendi
necessary in prepication for drilling and expenditures incwrred in abandoning when the well is not
pleted zs a producer, and original cost of construction or installation of fixed assets, the expansion of
assets and any other project clearly discernible as a fixed asset, except Major Constructicn as dei.ned i
Paragraph 2 of this Section IIL. All other costs shall be considerud as Operating.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the constm_ction. and installation of fixed assets, the ex
pansion of fixed assets, and any other project clearly di ible as a fixed asset required for the development ane

oneration &f the Taint Pronaris, Opamatarchall cither nogstials a mte poisr &6 the Legiunlig of consiruction, orsha

charge the Joint Account for Overhead based on the following rates for any Major Constructica project in

Ot < SO [] 000 H . R .

A 5 %otmmmsaumchcmtsammorethgn$.§£goﬁg__‘_.butleﬂthan$§99@2__:m
B. 3 % of total costs in excess of $_500,000 but less thau $1,000,000; nius -

C. £ S5 -of total costs in excess of $1,000,000. :

Total cost shall mean the gross cost of any one project. Far the purpose of this paragraph, the coxnponént
of a single project shall not be treated separately and the cost of drilling and workover wells shall be excluded. |

3. Amendment ot_‘ Rates . . -

The Overhead rates provided for in this Section m may be amended from hme to time only by mutual agreemen‘
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive,

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

Operator is responsible for Joint Account Material and shall make proper and.timely charges and credits for all ma.
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property:

ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposi
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division ir
kind, or sale toc outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera.
tors in surplus condition A or B Material. The d:-rasal of surplus Controllable Material not purchased by the Opera
tor shall be agreed to by the Parties, *

1. Purchases . y
Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In

of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the
Account when adjustment has been received by the Operator. )

2. Transfers and Dispesitions

Material furnished to the Joint Property and Material transferred from the Jaint Property or disposed of by t8)
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash diy

.

A. New Material (Condition A) : S , . A -

- . - 3 ° » . - - "y e iim e e L E
1) Tubular sonde svwcent lins pipe, chall be priced at the current new prics in affect on dats of movenieni on 2

maximtm carload or barge load weight basis, regardless of quantity transferred, equalized to the low

published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Prop

where such Material is normally available, .

(2) Line Pipe , 3

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date o
movement, as listed by a reliable suppiy store nearest the Joint Property where such Material is noe:
mally available. :

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in P
g-aph 2A (1) of this Section IV. " :

"‘(;z) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a rel
supply store or f.0.b. railway receiving point nearest the Joint Property where such Material is norm:
available, ) N

B. Good Used Material (Condition B)- B
Material in sound and serviceabl:'condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property . E ;
(a) At quﬁty-ﬁ\'e‘ percent (75‘;':-) of current new price, as determined by Paragraph 2A of this Secticn I
{2) Material moved from the Joint Property .

- (a) At seventy-five percent (757 ) of current new price, as determined by Paragraph 2A of this Scction T
if Material was originally charged to the Joint Account as new Material, or - -

R s e © e —— LT T P Ak L i - A sl I e 5



The Operator shall maintain detailed records of Controilable Material.
1. Periodic Inventories, Notice and Representation

[l

(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.

. Qthar 1ead Matarial If'nnflhicn C and D)

(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its ciiginal function until
after reconditioning shall be priced at fifty percent {50 ) of current new price as determined by Para~
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property. o=~
vided Condition C value p.us cost of reconditioning does not exceed Condition B value.

(2) Condition D

All other Material, including junk, shan be priced at a value commensurate with its use or at prevmllng
prices. Material no longer suitable for its original purpose but usable for some cther purpose, shall
priced on a basis comparable with that of items normally used for such other purpose. Operator may é«!-
pose of Ccadition D Matenal under procedures normally utilized by the Operator without prior approval
‘af Non-Operators,

D. Obsolete Material

Material which is servicemble- and usable for its original function but condition and/or value of such Material
is not equivalent to that whichk would Just:.fy 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 rene
dered by such Material,

E. Pricing Conditions

(1) Loading and uniloading costs may be charged to the Jomt Account at the rate of fifteen cents (135¢) per.
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, wl
actual haulmg cost of such tubular goods are equalized under provisions of Paragraph 5 of Section IL

(2) Material involving arection cnste chall ha charged at applicabls sersentage of the curréai Kaveked-down

price of new Material T

Premium Prices

Whenever Material is not readily obtainable at published or listed pIices because of national emergencies, ;

or other unusual causes over which the Operator has no control, the Operator may chzrge the Joint Account for
requxred Material at the Operator’s actual cost incurred in prr.mdmg such Material, in making it suitable for uQ.
and in. movmg it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Ncn-Qperators for such Material. Each Mon-Operator shall have the right, by so electing and
notifying Operator within ter days after receiving notice from Operator, to furnish in kind all or part of his sham
of such Material suitable for use and acceptable to Operater.

Warranty of Material Furnished by Operator ,

Operator dces not warrant the Material furnished. In case of defective Material, credit shall not be passed to t!a |
Joint Aceount until adjustment has been received by Cperator from the manufacturers or their agents ,

. . INVENTORIES

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Contrullable _
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before’any i
toryxstobegmsothatNon—Operatorsmayberepresentedwbenanymenwryutam Failure of Non "
to be represented atanmmtoryshallbmde-Opcatorsto accept the inventory taken. byOperaﬁur

Raconeiliation and Adjustment of Inveniories

nmnmuammmmqmmumm:mnbemadamumm

shall be furnished to the Non-Operators within six months foilowing the taking of the inventory. Inven . X
- justments shall be made by Operator with the Joint Account for cverages and shortages, bmomm bl
heldamountahleonlyforshomgesdutohckotmanahhdmm _ N

Special Inventories

. Special Inventcories may be taken whenever there is any sale or change af interest in the Joint Property. It
te the duty of the party selling to notify all other Parties as quickly as possible aiter the transfer of xnterett
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Periodic Inventories

" The expense of conducting periodic Inventories shall not be charged to the Joint Account w.less agreed to y
Parties, ;

!




EXRIBIT 'D"

ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT
DATED , 197___, BETWEEN

PROPOSED INSURANCE EXHIBIT TO BE ATTACHED
AND MADE A PART OF OPERATING AGREEMENTS

ADDITIONAL INSURANCE PROVISIONS

OPERATOR, during the term of this Agreenent, shall carry specific Lnsurance Eor the
benefit and at the expense of the parties hereto as follows:

(A) Wotrkmen's Compensacion Insurance as contemplated by the laws of the
state in which operatiomns will be conducted, and Employers' Liability
Insurance with iimits of $100,000 per employee, and $100,000 per accident;

-
(%3

(B} Public TLiabili
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injury, sickness or death in any one occurrence and $100,
or damage to property in any one occurrence.
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{C) Automobile Public Liability Insurance covering all automotive equipment
~-usad under this agreement, with limits of $100,000 for bodily injury for
_one person and $100,000 for more than one person in any onae accident,

and $100,000 for property damage in any one accident (If automotive
equipment used is owned excluslvely by OPERAIOR, no charge will be made

in Section IV, Paragraph 5 of the Accounting Procedure - Exhibxt"")

(D) Operator shall require contractors and subcontractors performing work
for the joint account to provide such insurance as deemed necessary
by operator in relation to the work to be performed by said cantracccrs
or subcontractors.

Liability, except that covered by the above specified insurances against any of the
parties hereto for damages to property of third persons or injury to or death of third
persons arising out of the joint operations, including expenses incurred in defending
claims or actions asserting liability of this character, shall be borme severally

and not jointly by the parties hereto in proportion to their respective undivided
interests in the joint operation. Any party hereto individually may acquire such
additional insurance as it desires to protect itself against any Iiabilx:y not
covered by the above specified insurances at its own cost. All insurance purchased
individually by a party to this agreement shall contain a waiver by the insurance
company of all rights of subrogation in favor of the parties to this agreement.

No other insurances shall be carried by operator for the joint account unless
mutually agreed to by the parties hereto. All lcsses not covered by the above
snecifiad insurancoe chall b borns L7 the partices i propuitiva Lo their interest

{n the venture at the time of any loss.

Inasmuch as OPERATOR has agreed with each party to this agreement to acquire,
construct, operate and maintain the joint accouat operations on a cost basis wi:hout
PIOfi: to OM- each such narty hnvnhv rolansee from 2ll clzims= for loss b-’- oT
damage to, such party arising out of in conneetion with, or as an incident to, any
act or omission, including negligence (but excluding gross negligence, willful
misconduct, or irntentional breach of any provision of the operating agreement) of
OPERATOR or, to the extent of OPERATOR'S legal liability, its employees, agents or
contractors, in acquiring, operating or maintaining the joint account; provided
"~ this release shall not apply to OPERATOR'S pro-rata share of the cost and expenses
as otherwise provided in this agreement. The obligations of each party uader this
agreement are several and not joint with any other party hereto.

OPERATOR shall promptly notify non-operators of any loss, damage or claim not
covered by insurance carried by OPERATOR for the joint account. Except as authorized
by Section 27 and by this Exhibit '"D'. OPERATOR shall not mzks acy chargs oo the
joint account for insurance premiums.

L




KXBIBIT "'

GAS BALANCING AGREEMENT
POR GAS WELL PRODUCTION

Attached to and made a part of the Qperating Agreement between

[

The parties to the Operating Agreement to which this Gas Balancing Agreement is
attached own the working interest in the gas rights underlying the Joint Property
covered by such agreement and are entitled to share in the percentages as stated
in the QOperating Agreement.

In accordance with the terms of the Operating Agreement. each party tharato has
the tignt to ctake its share of gas produced from the Unit Area and market the
same. In the event any of the parties hereto does not market its share of gas
or has contracted to sell its share of gas produced from the Joint Property to
a purchase which, at any time while this agreement is in effect fails to take

- the share of gas attributable to the interast of such paftv the tarms of this

storage agreement shall automatically beccme effective.

1.
During any period or periods when the market of a party is not sufficient to take
that party's full share of the gas produced from the Joint Property, or its
purchaser is unable to take its share of gas produced from the Joint Property,
the other party or parties shall be entitled to produce .from said Joint Property -
(and take or deliver to a purchaser), each month, all or a part of that portion
of the allowable gas production asaigned to such Joint Property by the regulatory
body having jurisdiction. That party shall be entitled to take and deliver to
its or their purchaser all of such gas production, provided; however, that no
party shall be eatitled to take or deliver to a purchaser gas production in
excess of 200% (percent) of its share of the allowable gas production assigned
thereto by the regulatory body having jurisdiction, unless that party has gas
in storage or unless the other parties mutually agree to a greater percentage.
All parties hereto shall share in and own the liquid hydrocarbons recovered
from such gas by primary separation equipment in accordance with their raspective
interests and subject to the terms of the above described Operating Agreement.

2.

Each party unable to market its share of the gas produced, and taking less than

its full share of the gas produced shall be credited with gas in storage equal

to its share of the gas produced under this agreement. lass such martwls shars

i ‘ of the gas ‘taken, gas used in Joint Property opera:ions, vented, or l.ost. Each
pacty caiing gas shail furnish the Joint Property operator a monthly statemeat of

L i gas taken. The operator of the Joint Property will maintain a running account of

B the gas balance between the parties hereto and will furnish each party mouthly .

: statemants showing the total quantity of gas produced, the smount thereof used in
Joint Property operations, veanted or lost, and the total quantity of gas delivered
to markets. Measurement of gas for over and under production shall be accomplished
by use of sales xeters, and lease measurement shall be in accordance with AGA
requirements.

3.

After written notice to the operator, any party may at any time begin taking or
delivering to its purchaser its full share of the gas produced from said Joiat
Property (less any used in Joint operations, vented, or lost). To allow for tha
recovery of gas in storage and to balance the gas account of the parties in

. accordance with their respective interests. a party with gae in storzgs shzall

i be entitled to take or deliver to a’ purchaser its full sha:e of gas produced
from said Joint Property (less any used in Joint operations, vented, or lost)
plus an amount determined by multiplying fifty percent (50%) of the interest of
the party or parties without gas in storage by a fraction, the numerator of which
is the interest in the Joint Property of such party with gas in storage and the
denominator of which is the total percentage interest in the Joint Property of all
parties with gas in storage.
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--producing the allowabla assignaed therszs Ly the Tegulatory body having Jurisdiction;

" Each party producing and taking oz deliverinz gas to {ts murchase

" parties a sum of money equal to that which said other party or parties received,

formation separately as if each well and/or formation was a separate well and

4,

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

party, shall at all times, use its best effotts to regulate its takase and daliverias
from said Joint Property so that said Joint Propertv will noat ba shur-in for over

5. 4

During the terms of this agreement, while gas is being produced from the Joint
Property, each party shall make settlement with its own respective royalty
owners (and the term 'royalty owners" shall include owners of royalties, over-
riding rcyalt:ins, p:oduc:ion payments and similar interests), basad on such
royalty owner's respective interests in the Joint Property and on total volumes
of gas produced, saved and taken ar delivered o purchasers. Each party hereto
agrees to hold each other party harmless from any and all claims for royalty pay-
ments asserted by royalty owners to whom each party is accountable.

6-
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1

caude to be paid, all production taxes due on such gas.

2

In the event production of gas from said Joint Property shall be discontinued
before the gas account i3 balanced, a complete balancing will be made between
the parties for gas remaining in storage. In making such settlement, the party
or parties with gas remaining in storage will be paid by the other party cr

less applicable taxes heretofore paid, for the latest delivery ¢f a volume of gas
equal to that for which settiement is made. The operator shall be responsible for
determining the final accounting of the underproduction and overproduction and the
amounts due to be paid to, or by, each party.

This agreement shall remain in force and effect as long as the operating agr emeat,
to which it is attached, and shall inure to the benefit of and be bianding upon
the parties hereto, their successors, legal representatives and assigns.

9.
Naching herein shall change or affect each party s obligations to pay its pro-

nartdomase shazs $f all Gosis and iiabilicies incurred in Joint ope:ations as
i:s share thereof is set forth in the shave-described Qperating Agrasment.

10.
The provisions of this agreement shall be applied to each well ard/or each

covered by separate but identical agreements.

11.

Notwithstanding any foregoing provisions hereof, each party failing tc commence

marketing or taking its share of the produced gas (in whole or in part) within

s:.xmnths&ondauotcmmtofmketingotmingofitsctmm
by another party or parties agrees to accept, at the election of such other party
or parties and in lieu of credit for gas in storage, a cash adjustment based on

the actnal revennes received and attributable to the underages as they occur from
date of first deliveries by the party or parties owing the underages. This para- -
graph, however, is not to apply to any underages of a party accruing from and
after the date such party €izes ==c—oncas mnrxefzng or taking its share of the
gas (in whole or in pazt).

Revised 2/11/77
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iL L EMPLOYMENT OPPORTUNLITY PR« S1ON

During tho performauce of this contract, the Operator (meaning and referring separately
.to cach purty horoto) agreces as rollows*

(1) The Operntor will not discriminate against any employce or applicant for employment
because of race, color, religion, sex or national origin, 'The Operator will take
affirmative action to cnsurc that applicants are employed, and that enmployees are
treatsd during employmouil without regard to their race, color, religion, sex or l
naticnal origii, Such action shall include. but not h¢ limited to the following:
Employment, upgrading, demotion, “or transfer, recruitment or recruitment advertisint;l

" 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 setting
forth the provisions of this nondiscrimination clause,

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

(3) The'Operator‘will send to each labor vnion or representative of workers with which
Operator has a collective bargaining agreement or other contract or understanding,

a notice to be provided, advising the said labor union or workers' representatives

of the Cperator's cowmitments under Section 202 of Executive Order 11246 of

September 24, 1965, and shall post copies of the notice in conspicuous places
avallable to employees and applicants for employment, I

(4) The Operator will comply with all provisions of Executive Order 11246 of Septem=.
ber 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
"Oxder 11246 of September 24, 1965, and by tle rules, regulations, and orders oi the
Secretary of Labor, or pursuant thereto, and will permit access to Operator's books,
records, and accounts by the administering agency and the Secretary of Laboz for
purposes of investigation to ascertain compliance with siuch rules, regulations, and
orders.,

(6) In the event of the Opera’or’s nom~compliance with the non~discrimination clauses
of this contract or witk any of the said rules, regulations, or orders, this con-
tract may be cancelled, terminated or suspended in whole or in part and +he Opere.to'
may be declared ineligible for further Government contracts or federally assistad
construction 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 24, 1965, or by rulse,
regulation, or order of the Sacretary of Labor, or as otherwise provided by law,

(7) The Operator will include the provisions of paragraphs (1) through (7) in every
Subcoatraci or purciase order unless exempied by rules, regulations, or orders of
the Sacretzary of Labor issued pursuant to Secticn 204 of Exacutive Order 11248 of
September 24, 1965, so that such provisions will be binding upon each subcontractor
or vendor, ThQOperator'intahmch action with respect to any subcontract or
purchase order as the administering agency may direct as a means of emforcing such
provisions includiag sanctions for non~compliance: Provided. however. that in the
aevent the Operator becomes involved in, or is threatened w:.th litigation with a
subcontractor or vendor as a result of such direction by the administering agency,
the Operator may request the United States to enter into such litigation to protect
the interesats of the United States.

Operaior acknowledges that Operator may be required to f£ile Standard Form 100 (EEO-1)
promulgated jointly by the Office of Federal Contract Compliance, the Equal Employment
Opportunity Commission and Plans for Progress with the appropriate agency within 30
days of the date of contract award if such report has nct been filed for the current year
and othcrvise comply with or file such other compliance reports as may be required under .
Executive Order 11246, as amended and Rules and Regulations adopted thereurder, :

Operator further acknowledges that Operntoi' may be requ:l.red to develop a written affirme~3
tive act.ion conpliance progm aa required by the Rules and' Regulations approv‘ed ‘by the

hereto with a copy of such progm 1L s0 requested
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CERTIFICATION OF NONSEGREGATED FACILITIES

By ontoring into this contract, the Cperater cortifies that Operator does not and will
not maintain or provido for Oporator's employeas any segregnted facilities at any ot
Oporator's estatlishmonts, and that Gpardtor doas I‘IO‘L and will not pormit Operator's.
omployees to perform their services at any location under Operator's control, where
segrogated facilitios are maintained, The Operator agrees that a breach of this certi-
‘fication is a violation of i:he‘ Eadal Oppartunity clnusa. in this contract,6 As naad in
this coertification, the term "segregated facilities' mea.ns but is not limited to, any
waiting rooms, work areas, rest rooms and wash rooms, restaurants and other eating aroa.s,
time clocks, locker rooms and other storage.or dressing areas, parking lots, drinking
fountains, recreation or cntortainment aress, trnnsportation, and housing facilities
provided for employees which are segregnted by explicit directive or are in fact segreg'ata
on the basis of race, color, religion, or national origin, because of habit, local custom:
or otherwise, Operator further agrees that (except whore Operator has obtained identical
cortifications from proposed contractors and subcontractors for specific time periods) E
Operator will obtain identical certifications from proposad contractors and subcontrao— |
tors pricr to the award of contracts or subcontracts exceeding 310,000 which are not
exempt from the provisions of the Equal Opportunity claugse: that Operator will retain
such. certifications in Operator’s files and that Operator will forward the following
notice to such proposed contractors and subcontractors (except where the proposed
contractors or subcontractors have submitted identical certifications for specific time
periods): Notice to prospective contractors and subcontractors of requirement for cer-
tifications of nonsegregated facilities., A Certificate of Nonsegregated Facilities must

be submitted prior to the award of 2 contract or subcontract exc=2eding $10,000 which is no

exempt from the provisions of the Equal Opportunity clause, The certification may be g’
submitted either for each contract and subcontract or for all contracts and subcontracts
during a period (i.,e., quarterly, seniannua.lly, or annually), . . -

S - cumtalld .-;?.-.,. R



T Tdated S eptem

MARK F. SCHWEINFURTH

ST C & K FEIROHECA BUIDING
MIDLAND, 1§ XAS 79701

[3H

Cotton Petrleum Corporation
420 Wall Towers West
Midland, TX 79701

Re:

Gentiemen:

In accordance with and pursuant to our let

this letter shall serv
rights granted me in thg;wfarmog;Wagreemen

September 13, 1977,

ber 8, 1978.
Cotton agrees to fulfill the obli

"Décsmbey

By accepting in the space provided

915/684-7762

o

Maralo Farmout
S/2 S/2 of Section 24,
21S5-23E, Eddy County, New Mexico

ter agreement dated

€ as an assignment of
t_from Marala, Inc

e

‘éélow,

gations of the farmoutee as set-

out in the subject farmout agreement.

Yours

- 7
ey S 4 -, Vs . .

Mark F. Schweinfurth

AGREED TO, AND ACCEPTED
this (41L day of December, 1978

COTTON PETROLEUM CORPORATION

By: c%%}ﬂ/ﬂr

very truly,
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Cotton Petroleum Coi ,.Jratlon
, AUnuted Energy Resources Inc. Ccmpany

; Maralo, Inc.
{ P. O. Box 832
Midland, TX 79702

Re: Farmout Agreement
{ ) Section 24, 21S-23E :
' Eddy County, New Mexico - /v

CPbC Marathon Pr ospect

Lowe Lease #2728
‘ Gentlemen:

Enclosed are two executed copies of our farmout agreament covering
the captioned area. As you know, Mark Schweinfurth has assigned
this agreement to Cotton Petroleum.

~Since it will be necessary to force pool the section in order to
acquire the interest of Marathon, Cottor does hereby request ‘that
the commencement date set forth in Article I of the farmout agree-
ment be extended to March 1, 1979. 1If vou are agreeable to this
extension, please indicate by signing in the space provided below
14

[ " NS UURES—_—

L

i
and returning one copy of this letter to our office at your ear
possible convenience.

Yours very truly,
COTTON -PETROLEUM CORPCRATICN

H. L. B1 qulst ITI
Divisicn” Landman

HLB/sp
Enclosure .
AGREED TO AND ACCEPTED thls ERECVD
E:fﬁ,day of November. 1978 ‘
s, . i 0 | / - o NoYs wm i
/I// , l// LAND DEPT
BY: LB
Hary Rail.ph Lowe, resident ; RECEIVED
< E
Erma Lowe i 6
MARALO, JINC
‘ ,_w—’—’ i e = S e e b e e A ni L e et e i P f ‘-~ % kr -
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September 8, 1978

Mr. Mark F. Schweinfurth
501 C&K Petroleum Building
Midland, Texas 79701

Re: Farmout Agreement
S/2-S/2 of Section 24
T-21-S, R-23-E

- Eddy County, New Mexico
Lowe Lease #2728

Dear Mr. Schweinfurth:

The undersigned parties, hereinafter referreéd to as "Owners," agree to assign
to you, subject to the COHdlthHS herein stated, an interest in a certain oil

and-gas-1case insofar only as such iease, nerematter referred to as "The
Lease,'' covers the following described land in Eddy County, New Mexico:

United States lease number NM 020342, insofar and
only -insofar as it pertains to the S/2 S/2 of Section
24, T-21-§, R-23 E, N\MIM

said 1and hereinafter referred to as '"'Lease Premises."
1.

In order to earn an interest in the Lease, you agree to drill the following
test well, hereinafter referred to as "First Test Well:

A. Commence actual drilling: On or before December 31, 1978.

B. Location: At alegal location of your chc;ice in the SE/4 of
Section 24, T-21-§, R-23-E, Eddy County, New Mexico.

C. Objective depth: To a subsurface depth.of at least 7,700 feet
or to a depth sufficient, in Owner's opm]on, to adequately test
the Cisco-Canyon fonnatmns whichever ic the lssser dopth.

'D. Complete: Within sixty (60) days after reaching total depth.
This means a well equipped to produce, if capable, or a shut-
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‘Mr. Mark F. Schweinfurth

September 8, 1978

Page 2

in gas well, or a well, if a dry hole, plugged and abandoned
in compliance with applicable laws and regulations.

Should you fail to reach the objective depth set out above for said First Test
Well due tec mechanical difficulties or because of encountering conditions whicl
are normally considered in the industry to be impenetrable and which, in the
opinion of Owners' representatives, would make further drilling 1mpract1cal by
ordinary drilling methods, you shall have the right, within ninety (90) days
after the abandonment of or good faith discontinuance cof operations on said
First Test Well, to commence the actual drilling of a substitute well at a
location of your choice in Section 24, T-21-S, R-23 E, Eddy County, New Mexico,
under the terms and conditions nrescr:hod far the n1rgf Test Well, Should you
timely drill the substitute well, is shall be treated as the First Test Well
for the purposes of this Letter Agreement.

II.

In the event you complete tha First Test Well and/or any successor well as a com-
mercial producer of oil and/or gas, Owners shall execute and deliver to you an
assignment of their rights as to the particular Tract upon which such well shall

Canyon formation. Such assigmment shall be subJect to the exceptions, reservations,
conditions and other provisions hereinafter set out to be included therein. A
dry hole shall earn you no interest whatsoever.

III.

In any assignment of interest earned by you and executed by Cwners pursuant to
the terms of this agreement, Owners shall except therefrom and reserve to them-
selves, their heirs, successors and assigns, as to thelr Tesrs =ctive orlglnal in-
terest in the a551gned Tract, the following:
A. An overriding royalfy, free and clear of all costs of development
and operations and all other costs: whatsoaver, of 1/1Ath of 8/2ths
of all the oil and gas (Including all liquid and gaseous hydro-
carbons) which may be produced and saved from the assigned premises.
The overriding royalty so reserved by Owners shall be in addition to
any and all existing overriding royalties, production payments and other
burdens, if any, affecting or payable out of-the 0il and gas leasehold
estate in the -assigned premises, or any part thereof.

B. All rights and easements with resbéct fo interestes included-in-assiga-
mentc wh1ch may be necessary or convenlent to Owners in investigating,
cxploring, prospeciing, driiling, mining and operating for and pro-
ducing, storing, transporting and owning o0il, gas and all other min-

erals from all depths and w¢ll formations not covered by such assignment. N

, by oy T S R B P B 1
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"Mr. Mark F. Schweinfurth

) S
D

S e C. Any assignmept of interest in the Lease Premises shall cover and ;
: ’ include any o.:1, gas and its substances produced as a result of 1
and with said oil and gas. All other Jease interests to all other
minerals and mineral substances are hereby reserved and excepted by
Owners and Owners reserve all rights thereto including but not
limited to the right to mine and remove same. .

AT A

At "payout' (as the term "payout' is hereinafter defined), Owners

shall elect to either retain their 1/16th of 8/8ths overrldlng royalty j
provided for in Subparagraph A above, or convert such overriding

royalty to an undivided leasehold estate and working interest in the Q
Lease Premises ass;gned equal to 33-1/3% of that owned by Owners

therein immediately prlor to the execution of the assignment tc you.

The following provisions shall govern the time and manner of exer-

cising such election and the duties of the Owners and yourself in con-

nection therewith:

1 G PN
=]
.

1. Promptly after 'payout (as the term 'payout" is herein-
after defined)'of the well that earned you an assignment

under the provisions of this agreement you shall notify !
the Owners in writing of such fact. The Owners shall,
within a reasonable time after actual receint of such. —

notice, notify you of their election as herein provxded

to either retain their 1/16th of 8/8ths overriding roy-
alty or to convert such overriding royalty to an un-

i divided leasehold estate and working interest in the

H h _ i Lease, Premises assigned as provided above. Should Ownets

: elect to convert -such oVerridiﬁg’onaity into an undivided
leasehold estate and working interest in the Lease Premises
; . , assigned, you shall promptly assign to Owners the above
stated leasehold estate and working interest in the Lease
Premises assigned and Owners shall terminate the above
described overriding royalty, both effective as of 7:00
a.m. on the day following the day of payout.

SPHEHOS T v

2. "Payout" means at_such f1mp as. yon haVe rocaversd from
the proceeds of all proauction Trom a well (after having
made all payments out of production burdening the Tract
assigned when assigned to you including any overriding
royaliy reserved by Owners) all of your otherwise um-
recovered costs of drilling, testing, completing and
equipping to produce such well and your costs of oper-
ating such well during the recovery period. The pertinent
provisions of the 1974 - COPAS Model Form of Accotmting
Procedure shall be followed in camputlng such costs to
Ut! r ecoverea
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Mr. Mark F. Schweinfurth
September 8, 1978
Page 4 , .

for vy

e e e < - —-35—You- shall-keep d
’ ‘ling, completing, quinning and |ne : . :

earmming well, which record shall be available at all rea-

sonable times for the examination and inspection of Owners,

their enployees and authorized representatives. You shall

furnish Owners once each month, and within 30 days after

the calendar month for which the computations were made,

a statement showing the total proceeds of productions

(and the amount of the above authorized deductions there-

from) from each earning well for the previous month and

well costs for each such month. Such statement shall also

show the cumulatlve well-cost and productlon proceeds figures

&g
=
o £
O

Y

“

4+
%
a nnin
123 -1

can be readily ascertalned Owners representatlves shall

have the right to audit your books to any extent necessary

to ascertain the accuracy and legitimacy of costs, expenses,

production proceeds figures, etc., pertaining to each i

earning well,

P” . i 4

Until an assignment to you of the Lease, or any portion thereof Owners shall pay
-all-delay rentals and shui-1in gas well payments payable under the Lease provided
that:

A. Owners shall not be liable for error in any payment or for non-
payment due to mistake or oversight.

B. Upon being billed therefore, you shall reimburse Owners for 100%
of any payment that is due on or after the date of this Letter
Agreement.

After assignment to you of the Lease hereunder, you shall bear the cost of and be
responsible for paying to the Owners of the oil and gas fee of the lease assigned
to you, 100% of all delay rentals and shut-in gas well payments due under the
Lease on or after the effective date of such assignment.

In order to prevent loss of title to any assignzd lease due to incorrect or um-
timely payment of delay rentals or shut-in gas royalties, you agree as follows:

1. To pay all delay rentals to the Ownérs of the oil and gas fee,
the lease of which has been assigned to you, at least 30 days
prior to the due date for such payment and to give notice to
Owners of the time, manner and recipient of such payment.

2, -Te notify Cwners immediately of aiy discovery of gas, so that
Owners may take whatever action is necessary to assure them-
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‘Mr. Mark F. Schweinturth
Geptember 8, 1978
Papge™5

selves that any payment of shut-in royalty required to be
made under the Lease is timely and properly made.

3. To notify Owners at least 10 days in advance of any volun-
tary cessation of production from any 0il or gas well that has
produced and to notify Owners immediately of any involuntary ;
cessation of production. ‘

V.

Future cperations and operations after payout of the*éarn‘ng well on any ppr- :
tion of the Lease Premises jointly owned by the parties hereto shall be con- ‘
ducted pursuant to the provisions of an Operating Agreement on the 1977 Mid-

Continent (Ross-Martin) Model Form, d051gndt1ng you as Operator and containing ]
the 1974 - COPAS Model Form of Accountlng Procedure with such overhead charges
as the parties may agree.

VI.

With respect to the First Test Well drilled hereunder and with respect to any subse-
quent well drilled on the Lease Premises, you will comply with the conditions set
forth on the attached Exhibit A", Geolog1ca1 Requirements, Ownexs, at their sole

dr1111ng and completion information. The breach by you of any obligation or re-
quirement arising under this paragraph shall subject this agreement to temmination,
at the option of Owners, if you fail or refuse to comply with such obligation or
requirement within ten (10) days after notice by Owners to you ¢f such breach.

VII.

Should you fail to commence, drill or complete a well as herein prescribed, all
of your rights and privileges hereunder shall terminate. All test wells drilled
and all work or services performed hereunder shall be at your sole risk, cost and
expense, and you agree to indemnify and hold Owners harmless from any loss or
damage of whatever kind resulting from operztions conducted by you imder the pro-
visions of this agreement.

Owners make no representation as to their titles and nothing in this agreement
shall be construed as a warranty, either expressed or implied, that Owners own
a certain quantum of interest in any or any part of the land subject to this
agreement. '

In drilling any well hereunder, you agree to observe and comply with all applic-
able Federal and State Laws, Rules and Regulations and the temms and conditions
of the Lease to Owners.

Any taxes (except income taxes) 1mposed by reason of any assignment hereunder
will be paid by ycu: and will be your sole responsibility.
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Mr, Mark I. Schweinfurth
Septenber 8, 1978
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You agrec prior to conducting any operations on the captioned acreage to make
satlsfactory arrangements with the surface owners for ingress to and ecgress from
tlie well site and to conduct your opcrations in such a manner as to use no more
of said lands than is reasonably necessary in drilling any well.

Upon your abandomment of a well drilled on the Lease Premises, you agree to leave
the premises on which such well is located in a clean, orderly and non-hazardous
cordition and you further agree to fill any earthen p1ts on such premises and to
otherwise restore such premises, as near as possible, to the condition they were

“in prior to your drilling such well.

VIII.

Prior to commencing operations for drilling of any well on the Lease Premises or
the proration unit the Lease Premises may be a part of, you shall obtain, at your
expense, insurance policies as outlined below to cover all operations to be per-
formed on such lands. “You shall furnish to the Owners for approval‘\rlor to the
commericement of such operations hereunder, certificates of insurancé algned by
authorized representatives of the_ insurance companies, certifying to insurance
coverage in minimum amounts as follows:

A. _Insurance which chall comply-with-all-applicable workman's

vcompensatlon employer's 11ab111ty and occupational disease
law whiich shall cover all of your employees engaged in any
work performed under this agreement. If any operations under
this agreement are to be performed on or adjacent to navigable
water, such insurance shall include coverage for claims under
the United States Longshoremén and Harbor Worker's Act and
the Jones Act (extended to include the Outer Continental
Shelf if any operations are to be performed offshore).

B. Comprehensive general public liability insurance with bodily
injury limits of not less than $100,000 for one person and
$300,000 for one accident, and with a property damage limit
of not less than $100,000 for one accident. Such insurance
shall include coverage for all liability assumed by you under
the terms of this agreement with limits of liability not less

than those set out above.

C. Automobile public liability insurance covering all automotive
equipment used on the lease, with limits of not less than
$100,000 for bodily injury for one person and $300,000 for
more than one person in any one accident.

Such certificates of insurance shall contain 2 statcement that said insurance
coverage shall not be cancelled or changed without at least ten (10) days prior

e - E T - T g R g T s R
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written notice to the Owners. Should the insurance coverage be allowed to ter-
minate or be materially changed or cancelled during the temm of this agreement,
all of your rights to earn hereunder shall terminate unless new insurance cover-
age is obtained and certificates furnished to the Owners, meeting the requirements
first set out for the certificaies, within the ten day perlod following notice
by the insurer to the Owners that the existing insurance coverage has been
materially changed or cancelled. You shall determine that the insurance cover-
age obtained by you and set out in the certificate furnished to the Owners is
sufficient to'give protection from and for acts of your contractors and sub-
contractors or you shall require that your contractors and subcontractors have
equivalent coverage. :

IX.

You shall not, during the existing of the leasehold estate as to the Lease, exe-
cute any full or partial release thereof, or pemmit same to terminate as to all

or any part for failure to pay delay rentals (or any other payment required) until
you shall have given to Owners notice by cisrtified mail of your intention to
execute such release or not to pay such rentals or other payments. Any such notice
shall be given at least sixty (60} days before the date such release is to be
executed, or sixty (60) days before the date such delay Tentals or other payments
are due. Upon receipt of -suchi notice, Owners-shall have thirty {(30) days there-
after within which to demand.and receive from you a reassignment as to the Lease
or portion thereof noticed to be surrendered or relinquished, such demand to be
directed to you at the address hereinafter shown.

Similar notice shall be requlred and option exist if, durlng the primary term

or after expiration of the primary term, production has been obtained and you
intend to abandon all or any part of the Lease or wells thereupon. Upon Owners
demand for reassignment under this numbered paragraph, you shall forthwith de-
liver to Owners an assignment of all of your right, title and interest in the
Lease and the proration unit involved, and should Owners elect (and so specify in
its demand) to take over any well to be abandoned located thereupon, you shall re-
assign to Owners such well or wells, material and equipment, and Owners shall pay
to you the fair market value of any salvable materials and equipment thereon, or
used in connection therewith, less estimated costs of salvage thereof. The assign-
ment as to any well or wells shall include all Leases in the drilling or proration
unit attributable thereto. _ .

Any reassignment made to Owners pursuant to the provisions of this Paragraph shall
be free and clear of all liens, burdens and encumbrances except those existing as
of the date of Owners' assignment to you under the terms of this agreement.

X.

Time shall be of the essence in this agreement and no provision hereof shall be

- amended or waived except in writing. You may assign this agreement in whole or

LIPS — o il
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Mr. Matk F. Schweinfurth
September 8, 1978
Page 8

in part,:but you shall notify Owners of any assignment within ten (10) days after
the assignment is made. In the event of any assignment by you, vour assignee(s)
shall be fully subject to the terms and conditions of this agreement In addltlon,
you shall have no right to bind or subject Owners undivided interest, if any, in
the Leasc Premises to any Gas Sales Contracts, Operating Agreements or any other
agreements mthout first obtaining Owner's wnt:ten consent, :

X1.

Nothing herein shall be construed as creating a partnership, joint venture or
any. other Wﬂ““nx‘c‘qy by which one party is liable for the obligations or acts,
e;ther of omission or commission, of the other party. 'The parties elect not to
be treatad as a partnership under the Internal Revenue Code of 1954 and any
applicable laws. The Parties hereby agree to execute such additional evidence
of such election as may be required by the Federal Internal Revenue Service, in-
cluding specifically all of the material and date required by Federal Regulatmns
1.761.1(a), and should there be a requirement of any further election, the

. parties hereby agree to execute such additional documents as may be required by {
the Federal Internal Revenue Service.

‘This letter has been prepared and executed by Owners in triplicate, but shall
not be binding upon Owners unless it is also executed by you in the space pro-
vided below and two fully signed copies are retiined to Owners within ten (10)
days from your receipt hereof, whereupon the provisions hereof shall become
covenants running with the land and being binding upon and inure to the benefit
of Owners and you and the respective heirs, devisees, legal representatlves,
successors and assigns of each.

Addresses for Notices: i

Maralo, Inc.
2200 West Loop South, Suite 130
Houston, Texas 77027 :

Erma Lowe
2200 West Loop South, Suite 130
Houston, Texas 77027

Mr. Mark F. Schweinfurth
501 C§X Pctroleum Building -
Midland, Texas 79701
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_, ] J

s

» Yours very truly,

| | ' ) 1 n}c. 0 [\ | , ,
ry Ralph Ldwe, esident ‘ i

N W,
By: ?\N)\( LAl ’7<{°~'L-( LR

Erma Lowe

Accepted and Agrced to

: E
this /£ day ofé@é, 1978,
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. - e e - Exhibit MA" toFavnout Agreement
to Mark I, S¢hweinfurth
Dated September 8, 1978

RPN

Geological Requirements
S/Z5/Z of Section 24
T-21-S, R-23-E, NMIM
Lddy County, New Mexico
Lowe Lease #2728

Please furnish the following people w1th one (1) copy each of the mformatlon
as indicated below under "Copies Required':

T . © - Mr., William G. Thorsen Mr. John R. Burke
' Maralo, Inc. Maralo, Inc,
7. 0. Box 832 2200 West Loop South, Suite 130
Midland, Texas - 79702 - Houston, Texas 77027

Copies Required:

1. Location plat and all state fomms.

2. 10-foot drilling time.

3. ‘Daily and final mud logs.

4. 10-foot sample descriptions.

5. Field and final prints of all logs run.
. DST with fluid and gas analysis.

Test and treatment reports.

o N O

. Core analysis.

Other Requirements:

1. A daily drilling rcport oy telephone to our Midland Office (915-684-7441)
“ by 10 00 a.m.

I
H

2. One (l\ set of Core C\'ips to Midland Offi'Ce.

3. Not1f1cat1on prior to DST loggmg and ‘,cormg to one of the following people: o
William G. Thorsen, /ernon J. Hlnes, or ‘John R. Burke (phone numbers listed L

below). Eo
”':f; ~";~"- . ;
4. Decisions conceiring {the wel .[ :.hould be dlscussed w1th one of the following :
people. : i :
3 u’ ’ iF
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" . Exhibit "A"
Geological Requirements
Page 2

Midland Office
Midland Home

Vernon J. Hines

John R. Burke llouston Office

Houston Home

~cc: Mr. Bill Thorsen

]

(915) 684-7441
(915) 683-5925

(915) 0684-7441
(915) 684-4248

(713) 622-5420
(713) 784-9584
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LEWIS C. COX,uR. HINKLE,COX, EATON, COFFIELD & HENSLEY

OF COUNSEL
PAUL w. EATON, JR. 1000 FIRST NATIONAL BANK TOWER CLARENCE E.HINKLE
R o . _CONRAD E.COFFIELD ) TIRST NATIO !

HAROLD L.HENSLEY, JR. PosT OFricE Box 3580

£ L E. N 4 1073;
: STUART D. SHANOR W. £. BONDURANT, JR. (19441973}
‘ : ©.0.MARTIN MIOLAND, TEXA® 79702 ——
i PAUL Y. KELLY, UR. ) ROSWELL,NEW MEXICO OFFICE
1 -4
JAMES H. BOZARTH (e15) 803 ‘epflf}‘ o BO0O0 HINKLE BUILOING

2 ommie
iSC3; 822-63i0

OOUGLAS L.LUNBFORD ) /,)
PAUL M. BOHANNON S /t'c‘)
J.OOUGLAS FOSTER

K.DOUGLAS PERRIN
C. RAY ALLEN
JACQUEUINE W. ALLEN
T. CALDER EZZELL,WR.

ONLY ATTYS. COFFIELO, MARTIN,
BOZARTH, BONANNON, FOSTER,ALLEN & ALLENR
LICENSED IN TEXAS

January 24, 1979

Mr. Dan Nutter o
Chief Engineer 5
0il Conservation Division
Post Office Box 2088
Santa Fe, New Mexico 87501

Dear Dan:

Transmitted herewith you will find triplicate executed
coples of an Appllcatlon for Cotton Petroleum Corporation
for ‘an unorthodox well location in Section 24, Township 21
South, Rarnge 23 East, N.M.P.M., Eddy County, New Mexico.

It is my unuefbtanulnq that’ tne docket setting for
February 14 is still available for this matter, and

accordingly, we request that it be heard on that date.

I trust that the enclosed coples of the Appllcanlon ‘
are all that is needed in order for this to be set ‘for

the February 14 hearing. However, if anything is needed
in addition, please let me know.

Very truly yours,

HINKLE, COX, EATON,
COFFIELD & HENSLEY

G

Conrad E. Co

N
CEC:rf
Enclosures
xc: Mr. Harry L. Rlomquist III
Cotton Petroleum Corporation
420 Wall Towers West :
Midland, Texas 79701
e e et e e a2 e o o e 8 5
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BEFORE THE OIL CONSERVATION DIVISION OF
THE DEPARTMENT OF ENERGY AND MINERALS
STATE OF NEW MEXICO
APPLICATION OF COTTON PETROLEUM -
CORPORATION FOR AN UNORTHODOX

)
)
WELL LOCATION, EDDY COUNTY, )
NEW MEXICO )

(par €179

APPLICATICN

Cotton Peﬁtoleum’CorpbratiOn ﬂereby rnakes apéiicatién
for approval of an unorthondox gas well location and states:

1. Applicant seeks approval of an unorthodox gas well
location for its Federal 24 Well No. 1 to be driiled at a
point 660 feet from the South line and 660 feet from the
East line of Section 24, Township 21 South, Range 223 East,
N.M.P.M., to test the Upper Pennsylvanian formation, Eddy
County, New Mexico. Said location is in the Indian Basin
Upper Pennsylvénian Pool.

2. That All of said Section 24 is to be dedicated to
the well.

3. Approval of the unorthodox location will be in

the interest of conservation, prevention of waste and
protection of correlative rights.
4. Applicant requests that this matter be heard at

the February 14, 1979 Examiner's hearing.

HINKLE, COX, EATON,
COFFIELD & HENSLEY

By:( »&.&_‘\;‘__‘r\ ‘)J Ny <
Conrad E. Coffield

Post Office Box 3580
Midland, Texas 79702
Attorneys for )
Cotton Petroleum Corporation
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BEFORE THE OIL CONSERVATION _IVISION’OF%}?Q?Q

!

THE DEPARTMENT OF ENERGY AND MINERALS -

. : STATE OF NEW MEXLCO

| s
£ APPLICATION OF COTTON PETROLEUM ) C aat C :
P CORPORATION FOR AN UNORTHODOX )

3 WELL LOCATION, EDDY COUNTY, )

NEW MEXICO )

ﬁ » _ ~ APPLICATION

2 Cotton Petroleum Corporation hereby makes appliéatibn

i for approval of an unorthodox gas well location and states:
-% 1. Applicant seeks approval of an unorthodox gas well
; location for its Federal 24 Well No. 1 to be drilled at a
point 660 feet from the South line and 660 feet from the

East line of Section 24, Township 21 South, Range 23 East,

N.M.P.M., to test the Upper Pennsylvanian formation, Eddy
County, Néw Mexico. Said location is in the Indian Basin

Upper Pennsylvanian Pool.

PR T T R PR o

2. That All of said Section 24 is to be dedicated to
the well.
3. Approval of the unorthodox location will be in

the interest of conservation, prevention of waste and

:

protection of correlative rights.
4. Applicant requests that this matter be heard at

the Pebruary 14, 1979 Examiner's hearing.

HINKLE, COX, EATON,
COFFIELD & HENSLEY

BagE WA A

Conrad E.
Post Office Box 3580
Midland, Texas 79702 v
Attorneys for :
Cotton Petroleum Corporation

e . . ) g



BEFORE THE OIL CONSERVATION DIVISION OF

b , THE DEPARTMENT OF ENERGY AND MINERALS

,,,,, 3 STATE OF NEW MEXICO
z APPLICATION OF COTTON PETROLEUM ) - Caes L#58 ;
1 CORPORATION FOR AN UNORTHODOX ) (27
WELL LOCATION, EDDY COUNTY, ) |
§ NEW MEXICO : ) b
E APPLICATION

Cotton Petroleum Corporétion hereby makes application

e SR

for approval of an unorthodox gas well location and states:
1. Applicant seeks approval of an unorthodox gas well
location for its Federal 24 Well No. 1 to be drilled at a
point 660 feet frogn the South line and 660 feet from the §
East iine of Section 24, Township 21 South, Range 23 East, w
N.M.P.M., to test the Upper ﬁennsylvanian formation, Eddy 5

County, New Mexico. Said location is in the Indian Basin

e L [ T U S B e T, 0 e A

Upper Pennsylvanian Pool.

g
"

2. That All of said Section 24 is to be dedicated to
the well.

3. Approval of the unorthodox location will be in

%
:

the interest of conse‘rvation} prevention of waste and
protection of correlative rights.
| ' 4. Applicant requests t';;hat this matter be heard at

the February 14, 1979 Exaniine?r's hearing.

- HINKLE, COX, BEATON,
' COFFIELD & HENSLEY

Conrad E. Coffield
Post Office Box 3580
Midland, Texas 79702
Attorneys for

Cotton Petroleum Corporation :
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STATE OF HNEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

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

CASE NO. 6458

ORDER NO. R~ 5 §¢¥2

APPLICATION OF COTTON PETROLEUM CORPORATION //*j )

FOR AN UNORTHODOX GAS WELL LOCATION,

EDDY COUNTY, NEW MEXICO. /'

ORDER OF THE DIVISION

BY THE DiIVISION:

P i A .

19 79 , at Santa Fe, New Mexico, before Examiner Daniel S. Nutter

This cause came on for hearing at 5 a.m. on reoruary 15 |

b

Director, having considered theftestimony, the record, and;the
recommendations of the Examiner, and being fully advised in the
prenises,

EINDS:

(1) That due public notice having been given as required by
law, the Division has jufisdiction of this cause and the subject
matter thereof.

(2) That the applicant, wmmqmm:#nn__v
for its Federal 24 Well No. 1 to be located a¥ & foc'é'so ﬁ

seeks approval of an unorthodox gas well location/

NOW, on this __day of February , 1979 . the Division

feet from the South line and 660 feet from the
East 1ine of Sectlon 24 , Township <21 South

Range 23 East , NMPM, fomtesi shan ——

fewmation, Indian Basin-Upper Pennsylvanygbl, Eddy

County, New Mexico.

(3) That the a1l - of said Section 24 is to be
dedicated to the weil. ‘

(4) That a well at said unorthodox location will better
enable applicant to produce the gas underl in € prora ion*unit.

(5) That no offset operaiorhobjected to the proposed unorth

location.
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Case No,

Order No. R-

(6) That approval of the subject application will afford the applicant
the opportunity to produce its just and equitable share of the gas in the
“ subject pool, will prevent the economic loss caused by the dri]]ing cf

unnecessary wells, avoid the augmentation of risk arising from the drilling

nf an avrncciun numhb
e - L AL VARV A S A

corretative rights.

IT IS THEREFORE ORDERED'

N

(1) That an unorthodox gas well location fer=—the

the Cotton Petroleum Corporation Federal 24 Well No. 1
ocmabion is hereby approved for/zxwedl to be located at a point 660

feet from the South  Tine and 660 feet from the East
line of Section _24 _ , Township _21 South , Range _ 23 Fast
NMPM, Indian Basin-Upper Pennsvylvanian - - Pool, " -gaay __ County,

New Mexico.

(2) That the all of said Section _ 24 shall be dedicated to
the above-described well. A

(3) Tﬁat Jurisdiction of this cause is retained for the entry of such
further orders as *he Division. may deem necessary.

DONE at Santa Fe, New Mexico, orn the day and year hereinabove designated.




