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Mr. Dan Nutter \2;5/ i
Chief Engineer

0il Conservation Division
P. Q. Box 20088
Santa Fe, New Mexico 87501

Force Pooling ¥Ynd Off Pattern
Location '
Case #6458,
Sec. 24, 21>
Eddy County, New Mexico

Dear Mr. Nutter:

Attached for purposes of notice in the above captioned cases are the
names and addresses of various overriding royalty interest owners in
Section 24,

Please feel free to contact me 1f you need any additional information
regarding this matter.

~ Yours véry truly,

COTTON PETROLEUM CORPORATION

H. L. Blomq
Division

HLB/jn
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Mr. Dan Nutte
February 27,
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1979

Addresses of Overriding Royalty Interest Owners

North Half

R. L. Bergman & wife, Jacqueline Bergeman
Box 505

Artesia, New Mawxioc

T. H. Hammett, W. L. Clasquin and the
First National Bank of Denver, Trustees
for the Hill Foundation Trust

P. O. Box 5808

Denver, Colorado 80217

North Half Southwest, Northwest Southeast

“Ann Kennedy Gwilliam
(Address Unknown)

J. D. Wheeler
5328 Longmont
Houston, Texas

South Half South Half

Eugenia Bate
Box 86
Mayer, Arizona

Jo Anna W. Light
Drawer W.
Carlsbad, New Mexico 88220

Virginia Hess
2627 Beekman
Phoenix, Arizona

Elizabeth W. Christensen
Remarried to:

Mrs. Elizabeth Mendez
11705 Tivoli N. E.
Albuquerque, New Mexico

W. H. Willis . -
(Deceased and his heirs are Virginia Hess)
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Mr. Dan Nutter
February 27, 1979
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Max Seaton

.(deceased and heir is:)
Winerford T. Wills

P. 0. Box 2120

Wickenburg, Arizona 8535
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STATE OF HEW MEXICO
ENERGY AND MINE 8 DEPARTMENT
OIL CONSERVATION DIVISION
State Land Office Building
Santa Fe, New Mexico
14 February 1979

EXAMINER HEARING
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IN THE MATTER OF:

Applicaiion of Cotton Petrolsum
Corporation for an unorthodox
gas well location, Eddy County,
New Mexico.

and
Application of Cotton Petroleum

Corporation for compulsory pooling,
£ddy County, New Mexico.
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BEFORE: Daniel S. Nutter

TRANSCRIPT OF HEARING

APPEARANCES

Tor the 0il Conservation ' ' ~Lynn Teschendorf, Bsq. g
Division: Legal Counsel for the Divisién
State Land Office Bldg. .
Santa Fe, New Mexico 87503

For the Applicant: Conrad Coffield, Esq.
cavrmwi

HINKLE, COX, EATON,

o) . e 3-4.3,)
. \J. DU& =20V

Midland, Texas
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MR, NUTTER: We'll call now Case Number £458.

MS. TESCIEMDORF: - Case 6458, Application of
Cotton Peatrolecum Corporation for an unorthodox gas well
location, Eddy County, New Mexico.

MR. NUTTER: And Case 6459.

MS. TESCHENDORF: Case 6459, Application of
Cotton Petroleum Corporatioh for compulsory pooiing, Eddy
County, New Mexico.

MR COFFIELD: Conrad Coffield, with the
Hinkle Law Firm, appearing on behalf of the applicant,
Cotton Petrcleum Corporation. I have two witnesses.

| . ” ”VMS. TESCHENDORF: Will you stand and be

sworn, please?

{(Witnesses sworn.)

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 oaﬁh, testified as follows, to-wit:

DIRECT EXAMINATION

BY MR. COFPIELD:

>

My name is Mark Schweinfurth.
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Q And where do you live, Mr, Schweinfurth?
A :In'Midlahd.'

Q And what 1is your occupation?

A I'm a geologist, sc-called independent, and

I live in Midland, Tezas.

0 And relative to these cases, what is your

A I have been hired by the applicant to give

expert testimony of a geological nature.

0.  You're a geological consultant?
A. Yes.
Q@ ° Are you familiar with Cotton Petroleum's

applications in these cases?

A 1 am.

0 Are you familiar wiﬁh the property and the
proposed well location involved?

A I am. ,
Q Mr. Schweinfurth, have you previously testi-

fied before the pivision as a pétroleum geologist?

A Yes, I have.
Q And were your qualifications accepted? é
A ihey were.

MR. COFFIELD: TIs the witness considered

ﬁR. NUTTER: Yes, he is.

I R Yl s S
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) ! C_l.: (Mr. Coffield continuing) !Mr. Schweinfurth,
2 generally speaina what does the applicant propose to acéom-
3 plish by these -~ thede two applications?
4 ' First, there's 6458, what are we seeking
5 there?
6 A Cotton Patroleum proposes to dilll an unortho-
? dox locatién in the Indian Bas’.h—ﬁi:iper Pennsylvanian-Cisco
3< Canyon Field at a location 660 feect from the south and cast
9 lines of Section 24, 21 South, 23 East.
ggga 10 Q And the purpose of thec application in the
:Ei; " gecond case, Number 6459?
N i 12 o , -
; § Sg; A Cotton Petroleum proposes that in this pgr—
§ ;é ai - Bl ticular Section 24, of 21, 23, in Eddy County, that they
' } ;'3 Bé " force ‘pool ‘interests of Marathon 0il Company to form a
s 640-acre proration unit.
, 18 o 0 Mr. Schweinfurth, with respect to the unor-
§ " thodox location aspect of these particular cases, generally
b why does Cotton Petroleum Corporation believe this proposed
, " location is more desireable than an orthodox location? \
o A As wewill discuss later on Cotton Petroleum's
?1 location appears to be structurally: and stratigraphically -
2?? the opti_mtzn_ﬁ location in the section, the ssction having i
‘@ o 3 had some dr%afinage over the years previously, they're re-
)
i “ iuctant to %till any farther down thé Structure than the ‘
® proposed lofcation‘.
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Q All right. Please refer to what has been
marked as Exhibit One and explain to the Examiner what
that represonts.

& Exhibit One is a lanad piat showing a portion
§f Eddy County which is on the northeastern portion of the
Indian Basin-Upper Pennsylvanian-ciscb Canyon Field. It
is a land plat showing not only Section 24 in which Cotton
Petroleum proposes to drill the requested well, but it also
shows surrounding sections, the wells that are in them,
and the color code is ~- signifies the different operators
surrounding that location.

Qo Does the plat have a key, then, for this ~--

yes, I see it there at the left side?

A Yes.
Q For the operators?
A Yés, Cotton not only has a legend showing

the colors of the different operators, it shows on the
right side the ownership of the different operators in the
section where the well is to be proposed, it also shows
the scale of the map, which is one inch equals 2000 fezt.
o Okay, Mr. Schweinfurth, relative to tl-
iocation as set forth in the application as compared with
an orthodox location, what is the relative location of the

proposed well?

A The orthodox location, if I understand your

e e e R oA, e R g
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question right, is normally 1650 from the south -+ would
be a 1650 from the lease lines, The proposed location is

660 feet from the lease lines of the southecast quarter of

" the section.

) 50 then thz proposed location is closer to
bdth the south and the east boundaries of the section, is
that correct? , _ e ——

A Yes, sir. |

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

A Exhibit Number Two is a structure map,
quotatio# marks, it's not a tectonic structure map, but it
is a top of the reef map, contoured on the Upper Pennsyl-
vanian-Cisco Canyon 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, angd
also relative to the weils surrounding it. These wellsl
that are now preducing from the Ciséo Canyon reef are

colored in blue, and it can be noted from this map that thd

proposed location is some 100 feet higher than the Marathaﬁ

east of the southwest quarter of Section 24.
MR. NUTTER: You said Sinclair, but that's

shown there to be Marathon.

e T e I S L




Page 8
| s ! A Yas, sir, it is an old Sinclair Well. It
i 2 currently now is -~ belongs to Arco, or it would currently
* 3 be an Arco Well, but Marathon is onc of the lease holders
4 in that portion of the section, and that's what the desig-
® nation Marathon is there.
¢ It was drilled by Sinclair in 1965, as I j
: ? remember, '64, pardon me. » |
; 3 That well was a dry hole in the reef in 1964
; ° because of the upper portion of the reef being relatively %
? gsgg 10 impervious to the transmission of hydrocarbohs. j
';g Eé n 0 Do you have anything further on Exhibit Two? 3
) § gjg iz A I would also like to point out that on Ex~ i_
E’Eii 13 hibit Two therek is an A-A prime cross section, which T '
.f, § M would like to show at the hearing,'i'next.
' [0} Okay, then go on to Exhibit Three and ex-
18 plain what that exhibit is.
" A Exhibit Three is that cross section, and
"l its purpose is o show the difference between the reef,
1 productive reef between the sincléir Well in the southweéq:.
» quarter of 24 and the Kerr-McGee in the southeast quarter \1;‘
! of 30, to the southeast of the proposed location. .
2 Tf vou will note that tha so-czlled top of |
d 23 the Indian Basin-;cisco Canyon pay is noted on the cross
24 ,.,-;.a-; ha memnamad Tamaddinam {a Avare {n and +ho abwséic
soction. The propesed location is drawn in and the stratd
25 .
. graphic correlation within the reef is noted on the 1line
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0  Mr. Schweinfurth, would an ortﬁhodox locatioé‘-‘,
drilling this well at an orthodox location su?bst@ntiallg ‘
diminish the chances of successful completior{? ‘ H

- { \

A Certainly would. I feel that Eit would. \1

0. Do you, in your opinion, do you think that 1]

Page 9

below the sea lavel datum,

Ars you Cm‘.rsee', the zection in thAe Sinclair
Wall was approximately 100 feet. That same .Sect'ion builds
up or reefs up to somewhere about 400 feet in the Kerr
McGee Well to the southeast. That is the ‘sec‘:tion that the
Cotton Petroleum Corporation well hopes to tap a portion of
in their proposed location. -'

Q So one of the purposes for offering Exhibit !

Three is to reveal and show graphically the fact that there

is more reef prospectively in the proposed 16cation.

A Yes, sir.
0. Is that correct?
A It appears to be. If we mav refer again to

Exhibit Two, in Section 19 Penroc had a prodﬁé:.ng well in
the Pennsylvanian reef np until it -~ it also produced
abouﬁ 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 ihterval, you miight have a
basis for assigning an amount of producing acéreage tp that

particular proposed location. B %

2\
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approval of this unorthodox location would necessarily re-
quire or a1 ¢ the approval of other wells in the general
area at uncrthodo» locations?

A I would say not. As a matter of fact, the
reef not only is a -- I think it's been demonstrated that
this particular reef does have in fact a partial water
drive, in that the higher wells on the structure will get
their proportionate share of gas plus, and that the lower
wells on the structure will not, especially if they, in
this case they've been drained over the period of time that
the reef has been producing. \

Q:”  Mr. Schweinfurth, wﬁét,ﬂin your opiﬁioh; ié.
the velume of production which could reasonably be expected
from a well located at the proposed unorthodox location?

A Of course, that's a difficult guestion to
answer, but from past performance of other wells, it
wounldn't be -~ it wouldn't be -- and educated guess would
be 3-million feet a day, I would say.

(1} Mr. Schweinfurth, have you considered the.
risk aspects of this particular prospect, this well that's
to be drilled, how risky the prospect will be. | i

”A I would say that the risk of carbonata -eefi;

in the Permian Basin are about the most risky reservoirs to

of the structure or the top of the reef, but you're also
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Page 11

faced with the inhomogenous porosities that are common to

reefs, so that you've got two strikes against you, and then

0

the third strike in this particular case is there has in
fact been some drainage across this proposed section.
Q With all of that in mind, then, Mr. Schwein-

furth, do you have a recommendation to make td the Division

‘with respect to a risk penalty which should be assessed in

connection with the forced pooling nature of our applica-
tion?

A It is my opinion that a full 200 percent
penalty should be assessed for a well 6f this high risk.

o 4Okay, Mr Schweinfurth, were these exhibits

prepared by you or under your supervision, Exhibits One,

R

Two, and Three?

A Yes, sir, they were.

Q And in your opinion will the approval of
Cotton Petroleum Corporation's application preveﬁtrthe
drilling of unnecessary wells and otherwise prevent waste
and protect correlative rights?

A Yes, sir. /

MR. COFFIELD: Mr. Examiner, I move the ad-

One through Three.

MR. NUTTER: Applicant's Exhibits One

MR. COFFIELD: And I have no further questio

L




| Page 12
é ; ! of this witness on direct.
2
3 CROSS EXAMINATION
*1 Br MR. NUTTER:
o
- 5 ) Mr. Schweinfurth, which was the well that
4 s you mentioned had produced some auiount of gas and then was
. 3
4 abandoned?
8 A The Penroc well in the northeast quarter of
5 Section 19.
g_‘g; 10 Q Okay, was it completed in the Upper Penn? *
g§53 1 .
z 3'2 ' A Yes, sir, it was.
""\Qg ;; an o ;!
~ 2; !; " Q And how much did it produce from there?
z3a% 4
3 :
>»s !‘: A About a billion feet of gas. :
=11y ' | g
. ,‘.-,... ;.. 14 - i I R . i :
w52 Q And how about the well up here in Section 3
15
13? Was it dry from the beginning?
16
N Yes, sir, it was dry from the Upper Penn.
17
0 And that well in Section 18?
18 -
A, Yas, sir, the sane.
19
Q Never produced?
20 ;
A Never produced, no, sir.
27 . :
Q Okay, can you give me the cumulative pro-
o duction on the other wells which youa show on this exhibit? - &
:} A No, sir, I do not have that information. 4
,2‘ . Mp_ WOTTED. My, Coffiald, Tithink we'll
25 o . i .
take administrative note of our records to determine what
. b o et e ‘ e - S . . i ;
rs . w e D

' | | T . B R s




Page 13
- :
the production has becn in these other wells,
2 MR. COPFI'ILLD: Yes, sir.
3 4
o Do you fecl, Mr. Schweinfurth, now tell me
4
the history of this Marathon, or the old Sinclair Well,
) 5 Mr.:f¢hweinfurth, why it didn't produce.
6 . . 3
A It was tested in the upper portion of the !
reef and it had a gas show of approximately 11,000 cubic
8 . . .1
: feet per day, and declined. The pressures indicated that 4
9 i
it was tight, a rapid decline, in the drill stem testing i
e 10
SE:: it was tight.
g E: 1 T .
zgg.x , o And it had the amount of gross section that
T _°¢§= P L - PR
-~ il (¥ N
< ; you show here on Exhibit Number Three, which is only about
23d; 13 :
53 gﬁ a fourth of what the Kerr McCee VWell has to the southeast? '
4 FL . ox . s
- a, Yes, sir, I would say that's correct.
15 . , ¥
143 And what do vou anticipate for your proposed
16
location, maybe a couple of hundred, two hundred feet?
17
A Yes, sir. I expect that if we just assign '
18
a straight line curve, as you can see from the cross sec-
19 .
; tion, it will be some two hundred, two hundred and fiftyf\
20 Y
feet of reef production. ;
21 .
Q Do you feel that the entire Section 24 is
~ productive of aas?
=4 : -
;:} A Since the Sinclair Well was tight, it’'s
24 _
e aifficult Lo say. As you will note in .Sscticn 14 to the
25
northwest, the Arco Well is producing still. I am sorry

T Al vt M s e s T T
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Page —314 |

I do not have tho cumulative production, but it isn't just
a problem of watcr table, it's a problem also of pcrosity
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

A

and 18 were both not only subject to being tight, but also

pas

proposed location, the Marathon, or excuse me, the Sinclair

Weéll is the only onc that demonstrated that it was too
tight to produce.

Q Now what's your feeling, Mr. Schweinfurth,
an the:prospeci of a penalty to be assigned to this well
in this prorated gas pcol because of its unorthodox loca-
tion? Do you thiﬁk it should have a penalty imposed on
it because it's 660 feet from the boundaries rather than
16507

A Well, I feel that it has -~ the interest
owners in Section 24 have already undergone a penalty be-~.

cause they've been drained over the years.

ol Well, they tried to produce it and didn‘t.
A I would say that for administrative purposes,{'
if you'll paxdon-my boldness, I don't know how slss you

3
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not enough -~ close cnough control to do anything else.
Y synpathize with your problem.
Q Not many wells when they just'drill one to
the squarc mile.
A That's exactly right.

MR. NUTTER: What's your other witness going

to testify to, Mr Cofficeld?

MR. COFFIELD: We have testimony with re-
spect to ownership aspects of the forced pool.

. NUTTER:; Viell costs?

=t

o]
MR. COFFIELD: Well costs and that sort of
thing.

Q {Mr. Nutter cohtinuing.} My . Schweinfurth,
we have received a telegram from Amoco Production Company,
and Amoco nas 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 ohly 160 acres could reasonably be considered
productive of hydrocarbons.

We therefore recommené this penalty should

amount to at least 75 percen£ of its normal full allowable

A if I were to answer to that, I would -~

Q I think the Hanagan Petroleum Corporation

B B A
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has also suggestcd a penalty, although they dldn't specify
any particular number; 1,dnn?t"bolieve.”;

A Obviously with a Ary hole in the section there
is some portion of that section which i§ not éroductive;
but I think Amoco is no closer to the fight_ndmber than -~
than just picking a number out of a hat. I think that the
structure contour lines indicate ﬁhaﬁ thére would vossibly
be 50 percent of the section productive if you just took
all that portion up dip of tha 3600 foot contour line.

MR. NUTTER: Are there any other questions

of Mr. Schweinfurth? Ie rnay be excused.

HARRY BLOMOUIST ITT
being called as a witness and having been duly sworn upon
his oath, testified as foilows, to~wit:

DIRECT EXAMINATION

BY MR. COFFIELD: o L I

0 will you state your ful1 ﬁame?

‘A Harry Blomquist IIIl ‘ﬂ

, 1 ) A

Q And Mr.’ Blomquist, where do you live? tx

A I live in Midland, Texas. - 2‘

o Who~is,§gur:émpioye!? ’ _%

) I'm empioyed by’ Cotton Pet¥roleun Cotpoiétienié
as DBivision Landman for tfﬁ‘Mi%lana’Divisign. H

e
P »




Page 17
1 - , .
Petroleum Corporation's application in these cases?
77777 ,?, - A Yos, sit, 1 oanm,
:3 - - < : ¥ -
. 0 A have you previously tegtified before the
4 cox s
Division as a petroleum landman?
. ) ¥
A, lio, I haven't.
& o Ad for the record and for the Examiner's
Y information, would you please give a review of your edu-
8 cational background and employment history?.
9 . “ s ] F 2
: A I graduated from the University of Texas in
. 10
g"g: 1975 with a Bachelor's degree in Business Pdministration,
8§ g2 n
g; Eg and majored in petroleum lard management.. I was employed
/\ == 12 ) . . . ' '
~ @ ; by Tartan Production Company (sic) for one year in Houston,
BIms 43
5%35 until June of 1977, at which time I went to work for Cotton
-b .
sExl .
o= Petroleum.
15 .
I worked in the Tulsa office in Oklahoma
16
; for a year and a half and I moved to Midland in October
17 )
: and have been in Midland since then.
18
MR. COFFIELD: Is the witness considered
9 .
. gualified, Mr. Examiner?
20 s
. MR. NUTTER: Yes, sir, he's a qualified
21 '
: landman.
2 .
Q {(Mr. Coffield continuing.) Are vou familiar
23
{) i with the property involved in these particular applications
24 , 1
1 and the land owmership that is invoclved in this matter?:
2
: A, Yes, sir, I an. .
{

s st i b 28
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Q Would you please rafer to Exhibit One, which

has pféviously been introduced} and éxpiéin Cotton'érin-

terest and position in the 320 acres involved in this case?

A Cotton owns ~- has a lease on the 40 acres
shown in yellow in the northeast of the southeast guarter.
Th§ remainder of the acreage is owned, as you can see on
the tabulation in the lower righthand corner of the exhibit,
and it's undivided sélit up thréughont the section.

P | S -

P - < e - o o - - - s
18 all of the aoxrth half Lt

“AYCO W the
remaindexr of it is split up between Marathon, Arco, and
Maralo, and Irmalo. - ’ 7 o
- VVQWVWHWOkaf, Mr. Blomquist; isrit correct then that
you have by virtue of farm-out arrangements or otherwise
control of all of the acreagéﬂinvoibad except what's in-
volved with Marathen? ﬁ
- A That'3s correct.

Q Would you please tell about your contacts

with Marathon and your attempts to make -~ get approval --

A Okay.
Q2 -= for this matter, then?
A Okay, the initial contact with Marathon

was made by Mr. Schweinfurth, and I'll give a little brief

discussion of his contacts, as well as my own.

Mivaer vomesem  £3 o

ruary, '77, in which Mr. Schweinfurth requested a farm-out
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1 of their acreage. AtAthat time they indicated that they
\ - "2 | would at some time be willing to deal on their acreage but
’ 3| they wanted to wait and see what kind of deals were made
4 with the other working interest owners, primarily Arco.
5 ~They were next contacted in September of '78
| - .8 after farm-oute were obtained from Arco and Maralo. At
% ' ' . thiii time they indicated that 'they; wouldn't be willing to
- 8 consider the proposal, and that was all they stated with
SRR T B fégard to that ~= with regard to thelr ianterests. i
gggs 10 In January I again contacted Marathon and
Eggg " offémd them -~ offered to take a farm-out of their acreage
- ggzz 21 pased on the same terms as the farm-out we acquired from
| ;E gg 13 Arcq. énd they indicated that they would not make any
i ﬂ‘igg" :M election until such time as a forcéd'pooling order was is-
18 sued, and that's the status of our trade with Marathon.
'8 Q What about the overi:iding royalty interests
‘," undgrlying the area involved? Hav§ they committed or have
‘ ?8 they agreed -- i
9 A No, they haven't agfeed. I'llr have to submit
20 a list of the overriding royalty iizt‘etest owners» after I
) n return to Midland because I didn't bring it with me.
22 j 0. So are vou in the‘pfrooeszs of trving to ocom~
b N 23 plete the contract with the overriiiing owners?
A Yss, sir.
25 Q And to the extent that you're unable to ob-

T K
e e A

e e s Ml et ]
L
. i lV’.‘ et

o esganea
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tain any approval -- approval by any of these override
owners, do you want them also included in this forced pool
order?

A Yes, sir, I do.

Q And you will submit to the Commission when
you return to Midland the necessary list of override owners?

A Yas.

Q Okay. Mr. Blomgquist, refer to what has been

marked as Exhibit Four and explain what that represents.

A Exhibit Four is an AFE covering the estimated

costs of the drilling gnd completing our proposad well.

Q This AFE is prepared by Cotton Petroléum
as a matter of intermnal comtrol, is that correct?

A Yes, sir.

Q Because there is nobody else currently in-
volved with respect to the well costs, as far as wvoluntary
approval, is that correct?

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

cent of the working interests unless Marathon elects to

join.
o Okay. Mr. Blomguist, would you please just
kind of in narrative fashiocon dizcuzs the estimated acon-

omics of this particular prospect?
A WEll, based on the estimataed reserves,

3~-billion cubic feet, and based on the cost of the well and

|
|

i
[ 4
d
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! operations, we consider it to be an economic venture.

2 Q All right, what about ~-- no, let's go on to
3 Exhibit Five.

Okay.

Will you explain what that --

Exhibit Pive --

What those are and what they represent?

(-]
I - -

This is copies of the farm-out agreements

9 from the other working interest parties in the section.

10 being‘the Maralo, Irmalo, and Atlantic Richfield, and

" also copies of letters of extension, which show the’com-

-
LY

meneemaht date to be March lst.

13 \
MR. COFFIELD: In this connection, Mr. Exa-

Santa Fe, New |ilexioo 87601

14

3024Psza Blanca (508) 4712442

CERTIEC SHORTHAND REPORTER

SALLY WALTON BOYD

miner, we would respectfully request the earliest possible

15 ;
consideration of these cases because of this March 1lst

16

expiration date for commencement of the well.

17 _ -4
: e Mr. Blomquist, with regard to administrative j§ ;|

18 ‘ ,
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
2 covered by our operating agreement are normally $2300 per
month for drilling wells and $300 per month for operating.

Since this is 100 percent owned deal, we

U

25

B s o ‘ ' . T e e e e,




VIR R RIS T e T
AR 4

ass.
>E 32
3§
z L)
~ 333}
351 !
«
;§§5
> 2 g~
S8R
2ES
08:3

10

1"

-
N

13

14

15

16

17

18

19

2

25

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 who was in charge of contacting the offsetting opetatot:#

A Yes, I was.
Q And 4id you in fact mail out -~
A I mailed out waiver letters to all of the

offsetting operators and I raceived waivers of chiacticn
from Penroc, being the operator of the well to the east cf
our location, which has since been abandoned, and also
from Atlantic Richfield.

I also received verbal response from Karr
McGee and they indicated that they would not oppose ui,
although I didn't receive a signed wailver letter from them.

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

A Okay.

MS. TESCHENDORF: Mr. David Christian was
at the hearing today but had to catch a Plane, 30 he left
a signed statemant. He's representing Xerr McGee Corpor-
ation. He states that they own leasehold interests in

A 20 in thia towmahin

v gr -

They have no objection to the proposed un-

R ,g“,,:,:‘g; b i Saidt . i
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orthodox location; however, due to leése obligations or
other reasons, should Kerr McGes d*ci?e £o drill an offaet
well to protect against drainage, Ker¥ McGee would urge the
OCD to take due notice of whatever aciion it decides to
take in Case 6458.

MR. NUTTER: we'llftaké notice of the action |
we take. o

Q (Mr. Coffield continuiﬁg.) 6kay, Mr. Blom-
quist, are these two exhibits, Exhibit Four and Five, which
are the AFE and the farmouts, true coéies of items as téken
from your own files and over which yoﬁ have authority for
supervision and control? ‘

A Yas, they are.

Q In your opinion will the approval of these
applications of Cotton Petroleum in tﬁese two cases prevent
the drilling of unnecessary wélls and otherwise prevent
waste and protect correlative riéhtsf% ‘

A Yee, sir, they will. .

MR. COFFIELD: I move éhe admission of Ex~
hibits- Four and Pive, Mr. Examiner. E |

MR. NU@TER: Applicantfa Exhibits Four and

B S e T SRR okt R

Lt

ol T

e
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CROSS»@XAMINATIONV ,,,,,
BY MR. HUTTER: |

Q Mr. Blomquist, has Marathon actually been
offered an opportunity to ~- they have been offered an op-
portunity to farm-out their interest, I appreciate that. |

A Yas, sir.

Q.  Have they also been offered an opportunity
to join in the drilling of the well on a vocluntary basis?

A Yes, sir, they have. I forgot to mention it,

but in my letter in January I requested that they eithér

join or farm-out, and I also told them the estimated costs

of the well.
Q Did you send this particular AFE to them?
A No, sir, I didn't have it. I just told them

the dry hole and completed well costs.

e Which were similar to what these are?
A Exactly.
0 And what was their response to that?
A They just told me that they weren't goinékﬁ Z
do anything. | lféj
fn Neithar way?
A Right."

| . LN )

© Buk they did indicate to you verbally that

2]

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

e e AR = ‘,‘ .: s s




1 pooling action, is that it?
2 A That's correct. Well, they told me they would
3 elect under the forced pooling order. That’s exactly what

4 he told me.

5 Q Did they say whether they're going to go
6 consent or nonconsent on it?
Y A He didn't say, but ‘I understand, you know, #

' 4 8 I interpreted his meaning they would go nonconsent.

o 9 Qe I see.
g‘ ss 10 A And just take, you know, a penalty.
ofi: '
:g ;3 " Q And Cotton is willing to carry them on this
3% 12
C d 3; to the -~
L3 iz
’o " 13
sgé A Yes, sir,
3 3 ,“ Q -~ tune of 185 acres out of the 640.
18 A Yes, sir.
16 o Now, as I understand it, Arco owns the north
" half in its entirety by themselves, maybe with an overridg,
18 I don't know. |
19 A - That's correct.
% @  And then the south half, with the exception
n of the 40 which Cotton has, is owned by these people listed
. 22 here, baing Atlantic, Marathon. Ir’i&*lo_. HMaralo.
~ o A Yes, sir, that's correct.
g :
' i Q@ . - As an undivided ihi:_‘g'emst throuchout that '~
2%
280 acres,
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A Yes, sir,.
Q And their net acres are shown on the legend
there.
R That's correct.
' Q So apparently ARCO has some portion of the
south half, too, then, don't they?
A Yes, sir.
Q Now what about royalty ownaership? 1Is this
all Federal lands. or what?
A Yas, sir, it is all Federal 1ands.
Q Is the south half a diffe:entrlease than the
north half?
A Yes, sir, it is.
= Q Has any attempt been made to communitize

this, insofar as the Federal government is concerned there?
" A No, sir.

143 And the AFE was prepared by L. G. Langlie,

A That's correct.
a And what position does he occupy with Cotton

Petroleum Corporation?

o i M.l S

A  He's our Division Production Hanager. .

@ i see. And ne‘s the oneé that normally »nre-
A That's correct.

B

l»
|
| |
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MR. NUTTER: Are there any further questions

of Mr. Blomquist? He may be excused.
Do you have anything further, Mr. Coffield?
MR.

COFFIELD: No, sir, we haven't.

MR. NUTTER: We did mention both the tele-~
grams, We had a telegram from Hanagan Petroleum Corpora-~
tion, PanAmerican. We had the correspondence from Kerr

McGee. Is that all that we have in these cases?
Does anycnc have anything to offar in Caszas
6458 and 64597
If not,’we'll take the cases under advise-
ment.

{(Hearing concluded.)
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REPORTER'S CERTIFICATE

I, SALLY W. BOYD, a Court Reporter, DO HEREBY
CERTIFY that the forégoing and attached Transcript of
He&ring before the 01l Conservation bivision was rcported‘
by me; that the said transcript is a full, true, and correct
recoxrd of the hearing, prepared by me to the best of my
; knowladge, and gkill, from-my nctes taken at the

time of the hearing.

Sally W. Boyd, C.S.R.

trn rr‘f‘d“q ‘s

)‘n”
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NS Olt. CONSERVATION DIVISION
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JERRY APODACA POST OFFICE BOX 2008
GOVERNOR . STATE LAND OFFICE BUILDING
SANTA FE, NEW MEXICO 87301
NICK FRA::;:UN March 20, 1979 1503) 827-2434

-

Midland, Texas 79702

; Re: CASE NO. 6459
i Mr. Conrad E. Coffield - ORDER NO. R-5943
b Hinkle, Cox, Eaton, Coffield

; & Hensley

g Attorneys at Law Applicant:

Cotton Petroleum Corporétion

: Dear Sir:

Enclosed herewith are two copies of the abgvefreferenced
Division order recently entered in the subject case.

urs very tru

JOE b. Y
Director

'JDR/fd4

Copy of ordér also sent to:

Hobbs 0CC x
Artesia OCC X .
Aztec OCC

Other David Christian, Bugh Hanagan, J. R. Barnett
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

E§ : IN THE MATTER OF THE HEARING

K ' i; : CALLED BY TEE OIL CONSERVATION
: DIVISION FOR THE PURPOSE OF 1

; CONSIDERING:

; CASE NO. 6459

N - a
t ; ULU.'.':L NU. “"J’ J

APPLICATION OF COTTON PETROLEUM
CORPORATION FOR COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

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

NOW, on this 16th day of March, 1979, the Division
Director, having considered the testimony, the record, and the
recommendations of the Examiner, and being fully advised in the
§ premises,

FINDS:

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

(2) That the applicant, Cotton Pstroleum Corxporation, seeks
an order pooling all mineral interests in the Pennsylvanian
formation underlying all of Section 24, Township 21 South, Range
: 23 Ealti NMPM, Indian Basin-Upper Pennsylvanian Pool, Eddy County,
! New Mexico. .

(3) That the applicant has the right to drill and proposes
to drill a well on said proposed proration unit, and the unortho-
dox location of the proposed unit well is the subject of : Case uo.

i e | Drpauiy

T

(4) That there are interest owners in the ptupoued'p:oratton
unit who have not agreed to pool their interests.

(5) That to avoid the drilling of unnecessary wells, to

: protect correlative rights, and to afford to the owner of each
- interest in said unit the opportunity to recover or receive

‘ without unnecessary expense his just and fair share of the gas
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Case No, 6459
Order No. R~5943

in said pool, the subject application should be approved by
poglingiall mineral interests, whatever they may be, within
sald unit,

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

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

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

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

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

{(11) That $2300.00 per month while drilling and $300.90 per
month while producing should be fixed as reasonable charges for
supervision (combined fixed rates); that the operator should be
authorized to withhold from production the proportionata share
of such supervision charges attributable to each non-consenting
working interest, and in addition thereto, the operator should
be authorized to v'thhold from production the proportionate
share of actual expenditures required for operating the subject
well, not in excess of what are reasonable, attributable to each
non-consenting uorking interest.

(12) That all proceeds from production from the subject
well which are not disbursed for any reason should be placed
in escrow to bz paid to the true owner thereof upon desmand and

‘iproof of ownership,

(13) That upon the failure of the operator of said pooled
unit to commence drilling of the well to which said unit is
dedicated on or before June 1, 1979, the order pooling saiad
unit should become null and void and of no effect whatsoever.
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IT IS THEREFORE ORDERED:

(1) That all mineral interests, whatever they may be,
in the Pennsylvanian formation underlying all of Section 24,
Township 21 South, Range 23 East, NMPM, Indian Basin~Upper
Pennsylvanian Pool, Rddy County, New Mexico, are hereby poclad
to form a standard 640-acre gas spacing and proration unit to
be dedicated to a well applicant proposes to drill at a point
660 feet from the South line and 660 feet from the East line
of said Section 24.

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

PROVIDED FURTHER, that in the event said operator does not
commence the dr ng of said well on or before the first day
of June, 1979, Order (1) of this order shall be null and void
and of no effect whatsoever, unless said oparator ohtains a
time extension from the Division for good cause shown.

PROVIDED FURTHER, that should said well not be drilled to
completion, or abandonment, within 120 days after commencement
thereof, said operator shall appear before the Division Director

and show cause why Order (1) of thisz order should not be rescindadr

(2) That Cotton Petroleum Corporation is hereby désignated
the operator of the subject well and unit.

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

(4) That within 30 days from the date the schedule of
estimated well costs is furniahed to him. any nonroonlenting
working intarest ocwnsr shall have the rigont to pay his share
of estimated well costs to the operator in lieu of paying his
share of reasonable well costs out of production, and that any
such owner who pays his share of estimated well costs as pro-
vided above shall remain liable for operating costs but shall
not be liable for risk charges,

{(5) That the operator shall furnish the Division and each
known working interest owner an itemized schedule cf actual well
costs within 90 days following completion of the well; that if
no objection to the actual well costs {s received by the Division

Frpm
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and the Division has not objected within 45 days following receint

Bf said schedule, the actual well costs shall be the reasonable
ell costs; provided however, that if there is an objection to
ctual well costs within said 4S5-day period the Division will
eternine reasonable well costs after public notice and hearing,

ble well costs, any non-consenting working interest owner that

as paid his share of estimated costs in advance as provided
pbcve shall pay to the operator his pfo rata share of the amount
Ehat reasonable well costs exceed estimated well costs and shall

!E (é) That within 60 days followimg determination ot reason-

eceive from the operator his pro rata share of the amount that
stimated well costs exceed reasonable well costs,

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

{A) The pro rata share of reasonable well costs
attributable to each non-consenting working
interast owner who has not paid his share of
estimated well costs within 30 days from the

“"date the schedule of estimated well costs is
furnished to him,

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

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

(9) That $2300,00 per month while drilling and $300.00
month while producing are hereby fixed as reasonahla charagea
OX Bupervision (ééﬁn;nsd fixeG rates); that tine operator is
ereby autlorized to withhold from production the proporticnate
are of such supervision charges attributable to each non-
nsentinq uorking 1nterest, and in addition thereto, the operator
5 hereby authorized to withhoid from production the proportionate
hare of actual expenditures required for operating such well,
hot in excess of what are reasonable, attributable to each non-
consenting working interest.
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o ? (10) That any unsevered mineral interest shall be considered

’ : a seven-eighths (7/8) working interest and a one-eighth (1/8)
royalty interest for the purpose of allocating costs and charges 4
" : under the terms of this order.

, (11) That any well costs or charges which are to be paid
b ' : : %out of production ehall bs withheld only from the working
interests share of production, and no costs or charges shall
be withheld from production attributable to royalty interests. 1

W hesis o

- o {12) That all proceeds from production from the subject
3 : Lell which are not disbursed for any reason shall immediately

: be placed in escrow in Eddy County, New Mexico, to be paid to
the true owner thereof upon demand and proof of ownership; that
the operator shall notify the Division of the name and address
nf said escrow agent within 30 days from the date of first
deposit with said escrow agent.

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

SO LT L S TR

DONE at Santa Fe, New Mexico, on the day and year herein-

bove designated.
TATE OF NEW MEXICO
I, CONSERV! DIVISION
// JOE D. RAMEY
/

(A A P

e

Director
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COTTON PETROLEUM CORPORATION ﬁ

Prospect. . Mar'.a,ﬁhon, U

AUTHORITY FOR EXPENDITURE

AFE No. - Lease Naome FEDERAL 24 Well No. !
1
Description 660' FS & EL Sec. 24, 7-21-S R-23-E Parish/County __ Eddy
Stare__NEW Mexico ., Midland Operator, SOTTON PETROLEUM CORPORATION
Project Prepared by L. G. Langley
. Exploration (0 Ocvelopment @ Recompletion 3 Workover O T1.D. 7_____600I —__Date _?./_3/79
' DRILLING INTANGIBLES Without Pipe | CTwen s ] A (inder)
Locoation,_Roads, Damages $ 9,000 {|s 9,000
: Footoge ,60 fs. = 6 fr. 121 ,600 121,600
* Doy Work doys WDP 3 $ /day 10,800 13,800
: — ——~doys WODP = $ doy
Rig Move Cosls . E B [JS—
Ceméni, Cemenung and Services 36566823 ,600
Testing and Coring 8,060 8,000
Logging 21,000 21,000
Professional Services _ 3.500 3,500

""Mud Maierials, ‘Water

20,000 {__ 20,000

Bits

Fuel

Coreheads and Rentals

Geological

5,000 5,000

Miscellaneous (Inc. Labor & Transportation)

10,000 10.000

218,900 229,900

Total Drilling

COMPLETION INTANGIBLES:

Completion Uﬁi?_l)____days/hrs. . 3

Cement and Cementing

Floating Equipment, Centralizers, Scratchers
Perforating and L.ogging

e e

Frac and or Acid

Fuel, Water, Power
Battery Construction - Dirt Work, etc.

Completion Tools and Equipment - Rentals

Professional Services .

Miscellaneous Services (Inc. Marine)

Other (Including Labor & Transportation) B

- - o
1oivt Complerion

Total intdngibles

218,900 |s 269,500

( EQUIPMENT:

. 300 4 13-3/8 @ /h. 5,300 |s 5,300
Cosing 00— —B-5/8 ¢ V.| 17,800 | 17,800
7600 . __4-1/2 @ /4. 45,600
1. i es /fr.
Tubing /000 n _ 2-3/8 2t 8, 22.800
Wellheod Equipment 2,000 10,000
Rods fr. es it
Subsurfaces Eruipment - BH Pump, Pkrs., etc. 1 ,000“
Line Pipe ft. s /8. 1,500 ) B
Tonks, Treoters, Separotors, etc. 10,000
Gas Processing Unit 3,500
Marine - Barges, Plaotforms, etc.
Pumping Unit and Engine
Othe‘: Miscellaneous Equipment ; 5,000
Total Equipment Cost 25,100 |s 122,500
Total Well Cost $ 244,000 |s 392,000

APPROVALS
o, Cotn 27 (a2 .,

I

wi —% Date

I Nt bl ¥

Compony By f W % Date
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' MARK F. SCHWEINFURTH

M C & R PEIROLPUSY RUILDING
MIDLAND, TEXAS 79700

CONSULTING GEOLOGIST December 1, 1978 R o 91576847762

Cotton Petroleum Corporation
420 Wall Towers West
Midland, TX 79701

Re: ARCO Farmout
Sec. 24, 218-Z3E,
Eddy County, New Mexico
CPC Marathon Prospect

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, )

i;;%%?;kégfqui(ﬁf@%%égr——:—’

Mark F. Schweinfurch

TR Y T

AGREED TO AND ACCEPTED ’
this /= day of December, 1978 ' ;

COTTON PETROLEUM CORPORATION

By: 42&22§Z£%9mg4%;7
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i
Ty

N N TS N
MSTRVATION DIVISION
| _EXHIBIT NO._$~
CASENO._ 48 F €4487

s SO Y L - L B o



i .-

‘: . Cotton Petroleum Cory. .ration
: ... AUnited Energy Resources, Inc. Company R e I
420 Wall Towers West/Midland, Texas 79701 (915) 683-5211

i -

November 3, 1978 : U:g E@E” \WE l'm

Atlantic Richfield Company
P. O. Box 1610

0 Midland, TX 79702 N 61978 ‘

ATLANTIC RICHFIELD COMPANY,

Attention: Mr. Glenn Zellner
' LAND DEPT. .-

] Re: Farmout Agreement
' Section 24, 21S-23E

~E3Qy “Counly, Wew Mexico
CPC Marathon Prospect
Lowe Lease #2728

Enclosed are two executed copies of our farmout agreement covering
8 the captioned area. As you know, Mark Schweinfurth has assigned
. this agreement tc 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
;j the commencement date set forth in Article II of the farmout
agreement 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.

o —— .-‘ ~ o

Yours very truly,

COTTON PETROLEUM CORPORATION"

I it

H. L. Blofiquist III
Division” Landman
HLB/sp
Enclosure

| AGRigE TO AND ACCEPTED this
; day of November, 1978

ATLANTIC RICHFIELD COMPANY

R
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Re:  Leasce No. S NM-~ 239

. o " TEddy Coun*  Hew Mexico
Arca:__Indian Basin

_— - ~
S FPARNOUT AGREEHENT

1I1S AGREEHMENT, made and entered into this 1St day of September 41978 , %
by and betw: écn ATLANTIC RICIFTELD COMPANY, a Pennsylvania Corporation having ‘a i
permit to do business as a forolgn corporation in the Statce of New Mexico and |
vhose mailing address is Post Office Box 1610, Midland, Texas, hercinaficr calied

Atlantic and

MARK_F ., SCHHEIHEURTH , e e
501 C & K Petroleum Bu1]d1ngﬁ

" Midland, Texas 79701

hereinafter called Farnoutee;

R .
WITNESSETH: THAT,

ok

-I- ;

Atlantic aqrez,s to assign to Farmoutece witlwal warranty of title of any kind,
either exprossed or implied, all of itz loasclinld interest in the oil and gas

for a period ‘of 90 days and as long rtrnweallter as o0il and/or gas is produced
in commercinl quantities, subject Lo all the lLerms, conditions, provisions and
limitations of this agreement in the iGlloving described tracts of land, Eddy

County, New Mexico:

4']Qﬁhship 2] Soﬁth; Range 23'East, N.M.P.M. |
TRACT 1:  N/2 of Section 24
TRACT 2:  S/2 of S/2 of Section 24

~II- I

Farmoutee hereby agrees to commence on or before Decemben 1.
drllllng of a|test well to be located at a leaal location in
Section 24, Ti21-S, R-23-E,

and Lo pursue ithc drilling.of this test Wwell with due diligence and in a gcod and
workmonlike manner until Farroutee has thoroughly tested the Cisco~Canyon
formation as identified by and to the satisfaction of Atlantic, or Farmoutee has

1978 - the actual
the SE/A of

e

IR T

o s s

reac'hed a tot-x}l depth of 7700 feet, whichever is the lesser depth. The test :
s to be compl.(-ted within _90  days from the date of commencement. 3
~XTI- :

Within 90 days from the completion of the first well as a well capable of

producing oil and/or gyas, Farmoutee agrees to conduct a continuous drilling
program, with not more than _ 99 days elapsing between the completion of one
well and the cemaencement of another well, until the acreage subject hereto is
developad to al density of one well for each standard cpacing and proration unit
prescribed by orderﬁ of the How Moxice 0il Conscrvation Commission or if thexe
are no app])r‘abl sparing and prorat).on rules, then one well for each ___‘}_Q-_ acre
tract in-tha cvent of oit’ !)Ynﬁnrl- fom End- one well Log,scacﬁ/;;SZO _-acre tract in
he event of 4as product:.on. The second well and all additional wells are to he

Forn LM-F/0-1
(7-15--75)
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Far&out‘Agruemcnt Between
Atlantic Richflield Company and Mark F. Schweinfurth
Page 2

drilled Lo a depth sufficicent to test adequately the deepest producing interval
checountered in the first well., If Farmoutee fails to couduet bhe cont inuous
drilling progvam within the time and.in theomo “gfwhcrciﬁwgpgcifiéﬁ, ail inter—
est in the premises assigued to Parmoulee pursuant Lo this agrocment shall
automatically revert to :=tlantic, except as to cach tract as aforcsaid for
vhich Parmoutee has a jroducing well, and forthwith, Farmoutee shall rcassign
to Atlantic all interes® in such forfeited acrecage acquired by Farmoutee here-
under, warranting the same to be free and clear of all licns, claims or encum-~
brances creatied by, through or under Farmoutee.

At the time of completlon of the last well drilled hercundcr, Farmoutee shall

_xcassign to Atlantic 21) zaid pacinisds insofar as concerns r;ghts below 100

feet below the deepest produc1ng interval as to cach respective tract or pro-
ration unit on or for which Farmoutce has a produacing well, warranting the same
to be free and clear of all liens, claims or encumbrances suffered hy,-through

“'or ufider rarmoutee.

-1V~

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. Farmoutee 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 recoxds

-thereof durirg all operations. Atlantic zhall be given all information as and

when obtained in connection with drilling progress and all operations and shall

be pernitted to obairve all operation:.. 1in_the event the test is a dey hole,”
Atlantic shall have the opprtunity to run 2 velocity survey to the bottom of

the hole at Atlantic's expanse befor: the wnll is plugged and abandoned. Upon
abandotnent of any and all-vells drilles hereunder, Farmoutee agrees to plug

same in accordance with the rules ond regulations established by the New Mexico

0il Conscrvation Commiission and pay forx 211l darage to the surface which may have
been suficred by reason of FParmoutee's drilling plugging operation:=. Farroutec
shall indemnify, save and kaep Atlantic harmless from any and all risk, liability,
expense and claims of every kind and characler that might arise out of Farmoutee's
operations hereunder. ' :

— -

Upon completion of the first well as a well capable of producing oil and/or gas
in paying quantities and if drilled in accordance with all the terms and condi-
tiong of this agreement, Atlantic will furnish to Farmoutee upen Farmoutee's
wrltten request an ascignment as set out above, on a form approved by Atlant1c s
attorncys, covering its interest in the above described land. The assignmen

will be to a depth of 100 feet below the depth drﬁ}l ed in thé Eirst
~L &L ~e

well as_set out above but in no event helow the base of the Cisc udnyon
formation

‘and Atlantic expressly resex ‘ves all rights not hereinabove spec1f1cally stated

to be 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, ovorrldlng
royalties, producticn paymants and similar lease burdens existing as of this
date. Atlantic's overriding royalty is to be free and clear of all cost, oxpense
and taxes, including ad valorem taxes and excepting gross production taxas. Such
Overrldlng royalty shall extend to the oil and gas leasaes that may be assigned
hereunder and to any rencwals or extonsion thercof or top le eases therecon that

may be: taken or boecome ownad by Farmoutee within five (5) YLQT“ after the sur-
render, termination or expiration of such leases insofavr as such renewals, ox-
tensions or top leases apply to the above described land.  This shall be a coven-
ant running with the land; provided that Atlantic's overriding royalty Spgll nat

Form 1X1-F/0-1
(7-15-76)
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Farmout Agrecmoent Retween
Atlantic Richficld Company and Mark Schweinfurth
Page 3

extend to any rencewal, extension or top lease which is acquired at a date
subscquent to twenty (20) yecars from the date of above assignment.  The

PR 4

Sroguest-for TUNe assigniient must be made within 20 days from the completion

of the firxst well., If such written request is not wade, it is herely'ayreed
that Farmoutee shall relinquish any right and interost Farmoutece may have
acquired under the terms of this agreement in the abeve described acreage.
Any assignment preparced under the terms hereof shall contain the usual
"lesscr estates" clause.

VI~

shall reserxve 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 cil-and gas lcaschold
estate assignod and created herceunder, proportionately reduced, hovever, to
accord with the interests involved herein if less than the full interest, tocether
with a like interest in all lease equlpment and personal property in or used in
connection therewith, subject to a proportionate part of any royalty, bverridi;ng
royalty, or similar lease burdens reserved and outstanding. For these: purposes,
"payout”™ shall be deemed to occur when proceeds or market value of production
from any well completed on the above described lands, (after deducting%produc::— '
ion taxes, royalty, overriding royalty and like hurdens) shall equal 100% of
Farmoutee's actual cost of drilling, testing, equipping and completincr‘fhe well,
including the actual cost of any reworking, deepening or plugging back, plus
100% of the actual cost of operatlons of the well; the proceeds of product1c~n
and the cost of such development and operations to be altributable only to ti:
undivided interest subject heraio if Ioss iban the full interest in the oil ax.d
gas. Payout shall be determined and Lhe option shall be execrcised separately
as to the proration unit avouund ecach w3l drilled on the above described land.
Upon demand, Farmoutece shall execute an:d doeliver an appropriate assignment,
evidencing Atlantic's interest after c¢laction. '

Farmoutec shall notify Atlantic in wriling within 15 Qays after payout ‘occurs
and Atlantic shall have 30 days after rcceipt of such notice in“which to exer-
cise its option. If Atlantic exercises its option, the conversion 5na11 be
effective as of 7:00 a.m. on the first day of the month following date of pay-
out. In computing Farmouts:»'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: '
o14d: Colpany
Joint Operatlons Accounting
P. Q. Box 2819
Dallas, Texas 752z1

At ‘such time as any well drilled on said land becomes jointly owned as between
Farmoutee and Atlantic, the acrcage allocated to said well shall beconeisubject
to the terms of the Operating Agreement attached hereto as Exhibit "2" and the
provisions of the Accounting Procedure (Exhibit *C") ‘attached to said Op:_rat:.ng
Agreement shall govern the "rates™ and “charges" during "Payout" as def.‘pk.d
above. :

~VIT-
Atlantic shall have the continuing right. and option to purchase all oil & hnd
other liquid hydrocarbons, except any used for eperating purposes, \»luch may

prodaced and saved from the assigned pn.n.xv*e.,. Any- such purchases shall b2 at

the price postedby Atlantic Richficld in the same ficld for the grade- :md quality
of 0il produced iu cffect at the time of purchase; provided that i€ Lhorp is no
such Atlantic Richfield posting then any suéh purchases shall be at the average

Form U4-r/0-1

(4-15-77)
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Fartfoul. Aqreenent Retween ‘
Atdantic Richfield Company and  Mark F. Schweinfurth
Page 4

of the two highest prices posted by others in the same field for the grade and
quality of oil produced in effect 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 Riachfield or at tha average of the two highesl: prices posted by othors
in effect at l.ht, LJm(‘ of D\'Il‘(‘]k Hel 1n the_oilinredueing-arca—nosroul 47808 Fizld

Gduces the saome Lind and qua])ty of crude oil. Before disposing of any
oil ov liquid hydrocarbons which Atlantic Richficld has the option to purchase
under this agreement, you agree to contact Atlantic Richfield at the following
address:

Tvasanvat

Atlantic Richfield Company
Midcontinent Crude 0il Supply
P. O. Box 2819

Dallas, Texas 75221

for the purpose of permitting Atlantic Richficld to act with respect to its

optiong. - Sheuld-Atlantic elect not to exeércise 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 cuch production.

Before Farmoutee enters into any contract for the sale, purchase or processing
of gaseous hydrocarbons from the intereits 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 ite olection, o 1)
purchase all of such gas on the terms submitted, (2) take in kind or otherwise
dlspose of Atlantic's share of the gas on such terms and condltlons as it deems
advisable, or (3) allow Farmoutce to dispesa of 311 of the gas and account to
Atlantic, all in azcordance with the toim:: of Lhe proposal submitted, provided,

however, ‘that if Farmoulee is in any a-y"uffiljutcd with the purchaser-cf such
~gas, then Farmoubtee shall account to Mil.nlic on the basis of the highest -price
offercd or paid in the area by any purchaser or prospective purchaser. If

Atlantic fails to notify Farmoutee of it: ¢lection hereunder within sixty (60)
days after receipt of such notice fvem Favwoutee, then it shall be considered
that Atlantic made election (3) above. Yor the pucpose of election (3) above

‘the inte-:st of Atlantic shall be CODSldGLLd to be only the overriding royalty

interest resorved vnder this farmout anreohﬂnt and shall not include Atlantic's
working interest gas. 1In the cvent 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 xight to take
its proportionate share of the working interest gas in kind or to independently
market or dispose of the same and nothing herein contained shall be construed
as giving or granting to Farmoutee the right to market or otherwise dispcse of
the proportionate sharc of the working interest gas of Atlantic without express

authc;;za ion 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 failure

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

~IX~

Before Farmoutee plugs and abandons the initjal test well, Farmoutee heroby
agrees to immnediately notify Atlantic of Farmoutee's intention to do so.
Ktlantic shall then have forty--cight (48) hours {(exclusive of Saturdays, Sun-
days and holidays) after reccipt of said notice to decide whether woe wish to

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

Form 184-F/0-1
(4-15-77
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Atlantic Richficld company and Mark F. Schweinfurth
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take over shall be without any prior cost to Atlantic except that Atlantic agrees

‘_7, ,,,,,

to pny Farmoutee the reagsonable salvage value of any and-zll) jcase and in- ~hole

wioell

quipment (excopt surface casing) less the reasenable cstinaied cost of

1
sulvaqin}'saxu gguipment theb, oxis sting in the well or upon the drill site and
further, Parmoutee shill relinquish to Atlantic any and all rights to which
Farmoutee may be entitled in the above described acreage and well under (2
terins of this agreement:. Opcerations on the alove well from and after date of

take over shall be at Atlantic's sole cos t, risk and expense.

Further, prior to the alisndonment of the last producing wecll hereafter drilled

by Farnioutee on the premise nvolved hexein, Farmoutea-chall-give ArTAntie EC

~Yeast LhiTEY {36) days advance notice prior to abandonm=»nt 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 mcthod Atlantic desires, including but not
limited to deepening or pluaging back for the completion attempts at any depth, by

‘pay1nq to Farmoutee the reasonable salvage value of any salvable material in

the hole, less the cost of salvaging same. If Atlantic elects not to take over
the well, Farmoutee shall plig and abandon same at its sole cost, risk and exp-mse.
If Atlantic elects to take over the well, Farmoutee shall immediately assign to
Atlantic all rights acquired by Farmoutec hercundex. all 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 detex-
mine to abandon same.

o =X

Atlantic shall have no control over the dGeilling, Lestlng and completing opera-
tions provided for in this agreement, <:id operai fons to be CondLCoCd at Farm-
outec's sole cost, risk, and cxpense. Rone of sach operations shall be coa-
siderxed as joint, it being expressiy uwndevitood that this agreement doces not
constitute or provide any type of parvtnsryship or joint venture It is under-
stood that time is of the esseonce in fulfilling the provisions of this agree-~
ment as provid:d herein. o provisions of this agreement or assignment herein
provided ‘for shall be mecdified, altered, waivad, or assigned except by written

consent ¢f Atlantic.

If this agreerznt correctly expresses the agreement between us, please signify
Farmoutee's acceptance by executing and returring to ‘Atlantic two copies of this
agreement. This agreement shall be cffective only upon the rpturn of these
executed copies within ten days from the date hereof.

ATLANTIC RICHFIELD COMPANY

~7 )

v %\Il (\ “‘2 !! s o

/

ACL.EP‘I‘LD APPROVED AND AGRETLD THIS ‘E’Z DAY OF éZ?g M! —

MARK F. SCHWEINFURTH

Form H'-F/0-1
(4-15-77)
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EXHISIT "1"

You agree to run logs and provide all information on each well involved with
this agreement as indicated below:
]
1. Da1ly dr1ll1ng and/or ‘operations _report descr1b1ng all action

final completion or plugging of the well. Report must be daily
by telephone or telegraph to A.R.Co. Scouting Department:
Midland, Texas - Phone 915-684-0273 or 300 N. Pecos.

2. Drilling time:

(a) Rate of penetration éébu]ation (1 copy) in no greater _
than 10° increments shall be delivered weekly to A.R.Co.
- Scouting Department,vrr!’—.—-“ Box- 1‘1;1. -Mud}und, T€XES, 75702,

(b) In addition, if a geolograph or other such penetration
rate or dr1]]1ng monitoring device is used during dr1111ng,

P T

- conies of accumulated charts shall-ba-delivered o sent
Weekly to the above named representative.

3. Well Cutting Samples:

(a) Samples of at least every 10" from surface to bottom of

hole shall be provided in c¢loth bags and delivered weekly
to M1d1and Sample Cut, 704 S. Pecos, Midland, Texas. If

a "tight-hole" operation is conducted, d°11"n”y may be to
back door of 105 N. Ft. Worth St., Midland, Texas. . Exception.
will be considered by D. E. Daugherty, D]StFICt Geo]oglst
(Phone 915-684-0247) for near surface or shallow fast
driiling zones iike allurium and red beds if there is no
.critical reason for acquiring information such cuttings
could provide,

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

4. One copy of each form submitted to a State or Federal oil or gas
regulatory agency shall be mailed tc Land Department, Attention:

Glenn Zellner , P. 0. Box 1610, Midland, Texas 79702.

5. Prior to drillstem test1ng, coring, logglng and potentialing, notify
one of the following in order listed in due time to allow an Atlantic
Rlchfleld representative to witness operation.

Office Phone Home Phone
Charles Andrews ' 684-0100 694-5797
John McBride 684-0100 697-1584
G6len Luff 684-0100 684-5354

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

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

Chlef Geologlst Room ATL-833

P, 8. Dok LQ&J, uallaa,'lexds 75221

e 4 i W AR ot L S e 5 it o




EXHIBIT "1 ) Page 2

7. *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 Anqrews,rP:O. Box 1610, Midland, Texas

79702

8. Logs required under the agreeinent:

(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 aamma
ray is a separate log, please mail to Charles Andrews,
P. 0. Box 1610, Midland, Texas 79702. :

(b) A

rosity measuring log from base wagggface,casing,to,,w R
‘Do ttom ol

¢]
tom of ho

e = rieutron, density or sonic.

A

-{c) A resistivity measuring Tog 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 togs 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 given depth is completed. Verbal apnroval
*byrAt}antTE“RiEhfiéidffépresentative, listed above, for
delay of delivery until Monday is usual for weekend logging
1f no immediate decision is anticipated using log information.
Should logging be interrupted for more than 1 day, reasonable
diligence in delivering completed logs is expected, rather

than wait until all the planned logging at that depth is
completed. :

Deliver preliminary and final copies to: -

Scouting Department Copies Réquired:

Charles Andrews Preliminary. - 2 copies
P. 0. Box 1610 . Final = - 4 copies
Midland, Texas 75702 - 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 Atlantie for examination.

*If operator desires "tight hole" handling of nonpublic information pertaining
to the well (1) notify Charles Andreys, 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 indication of desired special
confidential handling,

Revised

5/20/77 | o S




EXHIBIT "2v

j A.APL. FORM 6id

MODEL FORM OPERATING AGREEMENT —-1956

OPERATING AGREEMENT
DATED

19

, RANGE _23 EAST_

FOR UNIT AREA IN TOWNSHIP__21 SOUTH

EDDY __ COUNTY, STATE OF__NEW MEXICO

SECTION 24 :

AMERICAN ASSOCIATION OF PETROLEUM LANDMEN
APPROVED FORM. AAPL NO. 610

MAY | SE ORDERED DIRECTLY FROM THE PUBLISHER
RCSS - MARTIN COMPANY, 80X 300. TULSA 74101
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E ~  A.AP.L. FORM 610

OPERATING AGREEMENT -

THIS AGREEMENT, entered into this day of. | 19 betwean
! ; COTTON PETROLEUM CORPORATI(EI

,,,,,, R _— e T 4.5\5..-)9“&6&, THAT:

WHEREAS, the parties to this agreemeént are owners of oil and gas leases covering and, if so indicated,
unieased mineral interests in the tracts of land described in Exhibit “A", lnd all parties have reached an

ﬁ: \ : agreetaent to explore and deveiop these leases and interests for oil and gas to the extent and as hereinafter

E;, g provided: :

o o NOW, THEREFORE, it is agreed as follows:

: " 1. DEFINITIONS

2 As used in this agreement, the following words and terms shail nave the meanings here aseribed o

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

(2) The parties to this agreement shzall always be referred to as “it” or “fhey", whether the parties be cor-
porate bodies, partnerships, associations, or persons real. 3

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

(4) The term “oil and gas interests” shall mean unleased fee and mineral interests in tracts of land lying
within the Unit Area which are owned by parties to this agreement. |

(5) The term “Unit Area” shall refer to and include all of the lands, oil énd gas leasehold inteiests and oil
and gas interests intended to be develeped and operated for oil and ga:s 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” shall: mean the area fixed for the drilling o£ one well by order or rule of any
state or federal body having authority. 1If a dnnmgumtxsnctﬁxedbyanysuchmhororder,adnmng

S unit shall be the drilling unit as estanusned by the pattern of dnl!mg ik the Unit Area or as fixed by ex-
press agreement of the parties.

(7)Allexhxhxtsatunhedtomsagreementaremadeapanottheeontractasfuuvasthnuzh piad in full
in the contract. :

(3) The words “equipment” and “materials” ausedheremsymnymnu:andshaumeanandmcludeau

, oil field supplies and pevsonal property scquired for use in the Unit Ates.

T e

2. LOSS OF TITLE {

In the event of loss or failure of: title, in whole or in , of any party hereto
to any lease or interest covered by this agreement, the intere of the partie_s in the
remainder of the Unit Area will be revised on a net surface 1 1ld acreage basis so

that the party whose title has failed or has been lost will noy be given credit for the
interest affected by such loss or failure. Such revision of ership shall not ke
retroactive as to investment or operating costs, or as to pro n, but each party

: against, and hold such other party or pa.ttigs harmless from, loss, cost, damage and
expense which may result fyom, or in any manner arise because df, the delivery to such
partyofp:oducticnohtainedhe:ennda:fmnacre&qacovezedh 'yot..hepaymntofsuch
party of the proceeds!:onthesalcofsuchproduction prior the date said loss or:
failure of title is detarmined. ,
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whose title has been lost or has failed shall indesnify the o partyorpartiesm




The expiration of any lease because of the failure of the parties to ex{ ind same,
in accordance with the provisions therecf, beyond it3 primary term shall not be con~-
sidered 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 terms at or after the expization
of its primary term shall be a common loss of the partiss. Likewise, where all of the
parties consent to a surrendex of a lease (whether during or after its primary temm)
such loss shall be 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
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 lsass cover=

ine auch unleagad {ntarask on a- Lo eroviding for the ysual and customary three=-
sixteenths voyalty and containing the usual and customary "lesser interast clause.”
This agreement shall. in no way affect the right of the owner of any such unleased
interast to receive an amount or share of production equivalent to the royalty which
would bea payable if such unleased interest wers subject to an o0il 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
inter=st, such provision shall be construed (insofar as such unleased mineral inter-

" est is concerned) as requiring instead the exscution and delivery by such party of

an oil and gas lease, for 2 primary term of one year Zrom the date of its delivery
SO long thereafter as cil or gas is produced, which lease shall reserve unto the
ser a three=sixteenths royalty aad contain the usual “lesser interest clause.”

4. INTERESSTS OF DARTIES

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 paid,
and all equipment and material acquired in operations on the Unit Area shall be
owned, by the partiss as their interests are given in Exhibit "A". All production
of oil and gas from the Unit Area, subject to the payment of the Lessor’s usual
three-sixteenths rovalties, shall also be owmad br the nartiss in the szhe masnec.

-2-
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If the interest of any party in any oil and gas lease coverad by this agreement is subject to an overriding
royalty, production payment, or other charge over and above the usual one-eigthh (%) royalty, such party shall

;E assume and alone bear all such excess obligations and shall account for them to the owners thereof out of its
! share of the working intersst preductisn of the Unit Area. _

5. OPERATOR OF UNIT

COTTON PETROIFUM CORPORATION shall be the Operator of
the Unit Area, and shaill conduct and direct and have full control of all operations on the Unit Area as per-
mitted and required by, and within the limits of, this agreement. It shall conduct all such operations in a good :

__and workmanlike manner. but it shall have no liahility as Operator ta the other partiec for losges sustained.

or liabilities incurred, except such as may result from gross negligehce‘ or fmm/%u%? the provisions ot
this agreement.

6. EMPLOYEES

T‘z= m.mbe; ot employees and their selection, and the hours ot 1abor and the compenntion for services
performed, shall be determined by Operator. All employees shall be the employees of Qperator.

— - TEST-WEEEL-

day of. 19 Operator shall commence the iri
for oil and gas in the following location: :

and shall th’émfter continue the

unless granite or other practically impenetrable sUbstance is“eqcountered at a lesser depth or unless all parties
agree to complete the well al a lesser de e

Operator shall make reasensbi€ tasts of ail formations encountered<during drilling which ' give indica-

8. COSTS AND EXPENSES
Except as herein otherwise specxﬁcally provided, Operator shall promptly pay and discharge all costs
and expensa incurted in the development and operation of the Unit Area pursuant to this agreement and shall
charge 2ach of the parties hereto with their rspecuve proportionate shares upon the cost and expense basis
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 othef
mmymmhakvmot'wrspewnﬁamotmamﬁmtdmmmboincurred'in
opuaﬁmsbmndcduﬁngthenextmedﬁcmnth.whichﬁgbtmaybewcisedmﬂyhymb'
each such party of an itemized statement of such estimated costs, together with an invoice for its share there.
of. Each such statement and invoice for the payment in advance of estimated costs shall be submitted on oc
before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of
such estimate within fifteen (15) days after such estimate and invuice is received. If any party fails to pay its
share of said estimate within said time, the amount due shall bear interest at the rate of Sgipercent
annum until paid. Proper adjustment shall be made monthly between advances and actual cost, to the end
that each parly shall bear and pay its proportionate share of actual costs incurred, and no more, -

—
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3. OPERATOR'S LIEN

Operator s given a first and preferred lien on the interest of each party covered by this contract, and
the proceeds from the sale of
in/'each party’s inrterest in oil and gas produced s

and upon each party’s interest in ma-

tamal and anil 1wa tha
) al

i ’ mtrme . dann Bomn Vo aamb Ao ALk
igl-and sgquipmeant, o secure e payme of all sums dus ftom cach such parly o Operaior.,

In the avent any party f2ils t pay any awnouat owing by it to Operator as its share of such costs and

expense or, sucfx égvance estimate within the time limited for payment thereof, Operator, without prejudice to
including reasonable attorney fees in the event of suit to collect any delinquenc

other existing remedies( is authaorized, at its election, to collect from the purchaser or purchasers of 6il or gas,

the proceeds accruing te the working interest or interests in the Unit Area cf ‘the delinquent party up to the

amount owing by such party, and each purchaser of oil or gas is authorized to rely upon Operator’s statement ;

bt e e Sty v e M ety P
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" : i In the event of the neglect or failure of any non-operating party to promptly pay its proportionate part

i
B’
b

; of the cost and expense of development and operation when due, the o;hefnon-operating parties and Operator,
| within thirty (30) days after the rendition of statements therefor by Operator, shail proportionately contribute
to the payment of such delinquent indebtedrniess 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 cr

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.

’ 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

U

to this agreement remain or are continued in force as to any part of the Unit Area, whether by producticn, ex-

tension, renewal or otherwise; provided, however, that in the event the first well drilled kereunder results in

a dé-geh%l‘em a 151 oeoiq&ggt ;ve&gsogméiau}gsng oil or gas in paying quantities from the Unit Area, then at the end

of XHWTEAITEXERY after abandonment of the first test well, this agreement shall terminate unless ane or

-

more of the parties are then engaged in dfiiling a weii of wells pursuant !c Ssction 12 heranf, ar all nartise

have agreed to drill an additional well or wells under this agreement, in which event this agreement shall con-

tinue in force until such well or wells shall have been drilled and completed. If production results there-

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

quantities, but if production in paying quantities does not result therefrom this agreement shall terminate
one hundred eighty {180) days . .

at the end ofmmmmﬁet abandonment of such well or wails, It is agreed, however, that the term-

ination of this agreement shall not relieve any party hereto from any liability which has accrued or attached

B S prior to the date of such termination. : R

; 11. LIMITATION ON EXPENDITURES

Without the consent of_ all parties: (a) No well shail be drilled on the Unit Area except any well ex- -

pressly provided for in this ugreement and excent any well drilled pursuani o tae provisions of Section 12

PRI T A
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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 equipping of the well, including necessary
tankage: (b) No well shall be reworked, plugged back or deepened except a well reworked. plugged back or
_ devpened pursuant to’the provisions of Section 12 of this agreement, it béing understood that the consent to
the reworking, plugging backvor deepening 3t a well shall include consent to all necessary expenditures in
conducting such operations and comnleting 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 )
except in connection with a well the drilling, reworking, deepening, or plugging back of which has been pre-
viously authorized by or pursuant to this agreement; provided, however, that in case of explosion, fire, flood,
i : or other sudden emergency, whether of the same or different nature; Operator may take such steps and incur -
| such expenses as in its ocinion are required to des! with the emergency and to safeguard life and property,
but Operator shall, as promptly as possible, report the emergency to the other parua. Operator shall, upon

raquest, furnish copies of its *“Authority for Expendilures” for any single project costing in ex-
5,000.00 ’

- ot

cess of $
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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 otlier than the
§ , test well provided for in Section 7, or upon the reworking, deepening or plugging back of a dry hole drilled

at thcf'joint'expense of all pariiss or a well jointly owned by all the parties and not then producing in paying

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 drxlnng deeper, where
a dnlling ng is on location. the pexiod shall be Iimited to forty-eight (48) hours exclusxve of Saturday wd:Sun-

"""" day) /auer rece:pt-ot the notice within which to notify the parties wishing to do the work whether they elect
to participate in the cost of the proposed operation. Failure of a party receiving such z notice to so repiy to
s » it within the period above fixed shall constitute an slection by that party nct o partidoatl

proposed operation.

If any party receiving such a notice elects not to pa.riicipate in the proposed operation (such party or
parties being hereafter referred to as “Non-Consenting Party”), then in order to be entitied to the benetits
of this section, the party or parties giving the nctice 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 48-hour period where the drilling rig is on location, as the case may be) actually commence work
on the proposed operation and complets it with due dilizence.

'I'he entire cost and risk of conducting such operations 3hall be bome by the Consenting Parties in the
proporttons that their respective interests as shown in Exhibit “A" bear to the total interesis of ali Consenting
‘gam.a. Consennng 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 Consenting Parties. If
such an operation resuits in a dry hole, the Consenting Parties shall plug and abandan the well at their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this

J 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 soie cost and risk, and the well shall then be turned over to Operator and
shall %+ operated by it at the expense and for the account of the Consenting Parties. Upon commencement of

‘ operations for the drilling, reworking, deepening or plugging back of any such well by Conseniing Parties

in accordance with the provisions of this section, each Non-Consenting Party shall be deemed to have relin-
quished to Consenting Parties, and the Consenting Parties shall own and he ....m.d 35 receive, in propctiicn
to their respective interests, all of ‘such Nun-Consenting Party’s interest in the well, its leasehold operating
rights, and share of production therefrom until the ’m&gﬁmafec&“msﬁe%‘ pro-
duction taxes, royalty, overriding royaity and other interests/bayable out of or measurad the pradustion
from such well accruing with respect to such interest until it reverts) shall equal the total of the following:

(A) 100% of each such Non-Consenting Party’s share of the cost of any newly acquu-ed surface equipment
beyond the weilhead 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

each Non-Consenting Party’s share of such costs and equipment will be that interest which would have
been chargeable to each Non-Consenting Party had it pomticipated in the well from the beginning of
the opention; and

(B) m of that portion of the costs and expenses of drilling, reworking, -deepening or plugging back,
testing and completing, after deducting any cash contributions received under Section 25, and
of zhat porticn of Uk st oi newiy sacquired equipment in the weil (to' and inciuding the wellhead
connections), which would have been chargeable to such Non-Consenting Party if it had participated

T T ) {  quantities on the Unit Area, any party or parties wishing to drill, rework, deepen or plug back such a well

Party's relinquished interest shall revert to it under other provisions of this section, it being agreed that -

3008
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In the case of any rewocking, 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 ta the ownars therss!,
with each party receiving its proportionate part in kind or in value.

Within sixty (40) days after the completion of any operation under this section, the party conducting
the operations for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of
the equipment in ‘nd connected to the well, and an-itemized statement of the cost of drilling, deepening,
plugging baclk, test ng, completing, and equipping the well for production; or, at its option, the operating

Dk 2V A

party m heu Of an ltemed Statement of SUCh MQ'Q nf "“‘"”h““ ""':' :u‘::.:t - wtaaila .n‘tstusul. \M. muuuuy 7

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 xtemxzed statement of all
costs and labilities incurred in the operation of the well, togather with a statement of the qua.-;:;g-y of oil
and gas produced from it and the amount of proceeds realized from the sale of the well’'s working interest
production during the preceding month. Any amount realized from the sale or other disposition of equip-
ment newly acquired in connection with any such operation whxch would have been owned by 2 Non-Con-
senting Party had it participated therein shall be credited agaxns\. the total unraturned costs of the work done
and of the equipment purchased, in determining when the interest of such Non-Consenting Party shall revert

to it as above provided; if there is a credit balance it sha!l be paid to such Non-Counsenting Party.

If and when the Consenting Partles recover trom a Non-Consenting Party’s relinquished interest the
amounts provided for above, the relinquished interests of such Non;cbnsenﬁng Party shall automatically
revert to it and from and after such reversion such Non-Corsenting Party shall own the same interest in such
well, the operating rights and working interest therein, the material and equipment in or pertaining thersto,
and the production therefrom as such Non-Consenting Party would have owned had it participated in the
drilling, rewcrking, deepening or plugging back of mdwel]. 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 hereta.

Notwithstanding the provisions of this Section 12, it is agreed that without the mutual consent of all
parties, no wells shall be completed in or produced from a source of supply from which 2 well located eise-
where on the Unit Area is producing, unless such well conforms to the then-existing well spacing pattern
for such source of supply.

The provisions of this section shall have no application whatsoever to the drilling of the initisl test
well on the Unit Area, but shall appiy to the rewarking, deepening, or plugging back of the initial test well
after it has been drilled to the depth specified in Section 7, if it is, or thereafter shall prove to be, a dry
hole or nan-commercial well, and to all other weils drilled, reworked, deepened, or piugged hacle, or pre-
posed to be drilled, reworked, deepened, or plugged back, upon the Unit Area subsequent to the drilling of
the initial test well,

13. RIGHT TO TAKE PRODUCTION IN KIND

Each party shall take in kind or separately dispmeotitsﬁmpo?ﬁon;teshmotaﬂoﬂandwpro—
duced from the Unit Area, exclusive of production which may be used in development and producing oper-
ations and in preparing and treating oil torwkeﬁntmmandplﬁoducﬁonmvoidablylm Each party
shall pay or deliver, or cause to be paid or delivered, all royalties, overriding royalties, or other payments
due on its share of such production, and shall hold the other parties free fram any liability therefor. Any
extra expenditure incurred in the taking in kind or separate dxsposxtxax by any party of its proportionate
share of the production shall be borne by such party. -

Eachpartyshanaecuteand!mmm andoontracts‘otsalépeminingtoitsintenst'inproduc-
tiontmmtthmtAre:.andshanbeentxﬂedtomedve payment du-ect from the purchaser or purchasers
thereof for its share of all production.
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In the event any party-shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Unit 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 {or the time being, at not less than the market price prevailing in the irea, which
shall in no event be less than the price which Operator receives for its portion of the oil and gas produced
from the Unit Area. Any such purchase or sale by Operator shall be subject always to the right of the

owner of the production to exercise at any time its right te take in kind, or separately dispose of, its share of

all oil and gas not previously delivered to a purchaar Notwithstanding the foregoing, Opcntoi' shall not

makz a sale into interstate commerce of any other party’s shaze of gas production without ﬂrst giving such

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

1 er than is commensurate with the minimua needs of the indust under tha
E:gmcnm:ggancas and shall in no. event be . for a tem‘ _ezgeedinz one venr.r,,y } .

14.ACCESS 15 UMy Aaxea

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 access at reasonable times to information pertaining to the development
or operation thereof, ‘inc-luding Operator’s books and records relating thereto. Operator shall, upon request,
furnish each of the other parties with copies of all drilling reports, well logs, tank tables, daily gauge and

~ tun 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 Ar a shall be drilled on a compeﬁti\sercorr;g%c'tlhak at the usual rates
prevailing in the area. Operator, if it so desires, may employ its owr/tools and equipment in' the drilling
of wells, but its charges therefor shall not exceed the prevailing rates in the field, and the rate of such
charges shall be agreed upon by the parties in writing before drilling operations are commenced, and such
work shall be performed by Operator under the same terms and conditions as shall be customary and usual

in the fleld 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

- whmhth.(kmgmﬁncﬁhﬁ&n have not been fuily reimburzad as thersein nravided. which hss hesn com-

[ aoaas i} ———— ——
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to cach of the ciher parties its provortionate share of the value of the well's salvable material and equip-
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 (o the non-
abandoning parties, without wammy.exp_res:orimplled,atotitle or as to quantity, quality, or fitness for use

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

the leasshold estate as to, but only as to, the interval or intervals of the formation or formations then open
to production. The assignments so limited shall encompass the “drilling unit” upon which the well is located.
The payments by, and the assignments to, the assignees shail be in a ratic 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. Thereshanbenpmdtustmentotinminthermininlm
of the Unit Area. ' N

After the assignment, the assignors shall have no “further responsibility, liability, or interest in the .
*wigzieformduc&nmm_wenmtﬁehmormwmm Upon request of the assignees,

Operitarshaﬂconﬁnuetoop&atetheasimdweﬁtortheamuntcttbem-ahandoninzpuﬂaatm
rates and charges contemplated by this agreement, plus anyaddmonaleostandchargewhichmyamu
the result of the separate ownership of the ‘assigned well.

1. fr e RN dasna A fbae wmomaint AP natdiee AP +ha pranaesd shandonment of
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS.

Datay 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 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 turnish similar proof to all other parties con:erning 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 mistake
or oversight. any delay rental or shut-in well payment is not paid or is erroneously paid, and as a result a lease
or interest therein terminates. there shall be no monetary liability against the party who failed to make such

and subjects to th:l.s
agr

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 (930) days from the discovery of the failure to make proper paymem, the interests

~ of the parties shall be revised on an acreage basis effective as of the date of termination of the Iea.se involved,

and the party who failed to 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 weil payment shall not have been fully reimbursed. at the time of the loss from the pro. ...

ceeds of the sale of oil and 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 shall be reimbursed for unrecovered
actual costs theretofore p;id by it (but not for its share of the cost of any dry hole previously drilled or wells
previously abandoned) from so much of the following as is necessary to effect reimbursement:

(1) Proceeds of cil and gas, less operating expenses, theretofore accrued to the credit of the lost -interest. on
an acreage basie. 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 (excluding 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 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, ' ' ‘

Operator shall attempt to notify all parties when a gas well is shut-in or returned to producuon. but
assumes ro liability whatsoever for failure to do so.

18. PREFERENTIAL RIGHT TO PURCHASE

Sho ny 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, ull information con-

+ MIrnbre ea lu-lu- ores
e oo aVe purthnzser (wWhs Vs

terms of the offer. The other parties
) days after receipt of the notice, to purchase
er party proposes to sell: and, if this optional right

shall include the name and addrose af tha

cerning its umnmd sale. wif

be ready, willing and able to
shall then have an optional prior right, for a
on the same terms and conditions the interest whi
is exercised, the purchasing parties shall shat® the purchased ifteggst in the proportions that the interest of
each bears to the total interest of purchasing -parties. However, thero™¥hagll be no preferential right to pur-
chase in those cases whe, y party wishes to mortgage its interests, or to dispo? its interests by merger.
reorganization. ' lidation, or sale of al! of its assets, or a sale or transfer of its interes a subsidiary or

parent pany. or subsidiary of a parent company; or to any company in which any one party o

steck

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 select a new Operator. If
a new Operator is not so selected. the transferee of the present Operator shall 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, untii iis successor Gperator is seiected and begins to function. but the
present Operator shall not be obligated to continue the performance of its dutics for more than 120 days after
the sale of its rights and interests has btee=n completed. ' t
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20. MAINTENANCE OF UNIT OWNERSHIP

For the gurndea of maintaining uniformity of osumarshin 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 interest in the leases embraced within the Unit Area and in wells, equipment
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 equipinent and production in the Unit Area.

Tvery such saie. elicumbrance, transier or other disposition made by any party shall be made expressly
subject to this agreement, and shall be made without prejudice to the rvights of the other parties,

If at any time the interest of any party is divided among and awned by four or more co~awners, Opera-
tor may, at its discretion, require such co-owners to appoint a single trustee or agent with full authority to re-
ceive notices, approve expenditures, receive billings for and approve and pay such party’'s share of the joint
expenses, and to deal generally with, and with power to bind, the co-owners of such party’'s interests within
the scope of the operations embraced imr this contract; however, ail 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, saparately, 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
lass than ninety (90) days given to all other parties. In this case, all 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 informatinn necessary to the discharge by the new Operator of its duties and obligations.

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. Pvmelnw OF WIRYRY JC‘L‘.’I 1088 reasea

the loss of which would be a joint loss ‘under Sectiom 2 hareoz

If any party secures a renewal of anv oil and #as Iease subject to this contract,/each and all of the other
: Y exeroised within thirty (30) d ays atiter receipt of such natice,
parties shall be notified promptly, and snail have the right/to participaie in the ownership of the renewal lease

by paying tn the party who acquired it their savers) proper proportionaie shaces of the acquisition cosi. which’

shall be in pmporuon to the interests held at that e by the parties in the Unit Area.,

If some, but less than all, of the paftia elect to participate in the purchase of a renewal lease, it shall

be owned by the parties who eiect to- participate therein, in a ratio based upon the relationship of their respec-

. tive percentsge of participation in the unit area to the aggiegate of the percentages of participation in the unit

area of ail 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 agl;eement.

without warranty
Each party who participates in the purchase of a renewal lease shall be given an assignment/of its pro-

porticnate interest therein by the acquiring party.

The provisions of this section shail apply to renewal leases whether they are for zhgesnuxi_e interest
covered by the expiring !lcase or cover only a portion of its area or an interest therein. Any/ renewal lcasc
taken before the expiration cf its predecessor lease. or taken or contracted for within six (5§) months. after

- awe

“the expiration of the cxisting lease shall be subject to this provision: hut any leaee taken or contrastad for

néw or
more than six (6) months after the expiration of an cxisting lease shail not be deemed a/renewal lease and

shall not be subject 10 the provicions of this section.

The provisions in this section shall apply aiso and in like manner to extensions of oil and zas leases
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24, SURRENDER OF LEASES

The leases covered by this agreement, in so far as they embrace acreage in the Unit Area, shall not be
surrenideted in whole or in part unless all partiss consent,

However, shiould any paity desire 1o suirender iis inieresé in any lease or in any portion thereof, 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, material and ejuipment
which may be located thereon and any rights in production thereafter secured, to the parties not desiring to
surrender it. Upon such assignment, the assigmng puty shall be relieved from all obligttionl thereafter ac-

““cruing, but not theretofore ac:med; with respect to the acreage assigned and the operauon of any weil 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’anignor the reasonable salvage ralu= of the latter’s interest in any
weils and equipment on the assigned acreage, determined in accordance with the provisions of Exhibit “C”,
‘less the estimated cost of salvaging and the estimated cost of plugging and abnfzdoniﬂg. 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 tefore the assignment, in the balance of the Unit Area; and
the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter be subject to the
terms and provisions of this agreement.

25. ACREAGE OR CASH CONTRIBUTIONS

I 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, suck coatribution 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 opemt%a;.ldeli_
the sontributicn be in ihe form of acreage, the party to whom the contribution is made shail promptily axacmme
a0 assignment of the acreage, Withiout WAy o e | B e, S P iemt i Broportion to their
interests in the Unit Area at that time, and/such acreage shall become a part ot the Unit Area and be governed
by all the provisions of this contract. Each party shall promptly notify aill 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

" Each of the parties hereto elects, under the autherity of Section 761{a) of the Internal Revenue Code of
1954, to be excluded from the application of all of the provisions of Subchapter K of Chapter 1 of Subtitle A of
theIntema.RevenueCodeoilSﬁ. Itthemmetaxlaw:ofthestateorstatetmwhxch thepropertymu’ed
hzreby is located contain, or may hereafter contam, provisions similar to those contamed in the Subchapter of
the Interhal Revenue Code of 1934 above referred to under which a similar election 13 permitted. each of the
parties agrees that such election shall be exercised. Each party suthorizes and directs the Operator to execute
such an election or elections on its behalf and to file the election with the proper governmental oiﬁce or
agency. [f requested by the Operator 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 proportionate share of all tax payments in the manner
provided in Exhibit “C™. ‘ '

If any tax astessment is considered unreascnable by Operator, 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
aupamesagreetoabandontheprotestpﬁortoﬁnaldetemmuou. Wbenanymchpmtededvaluatbnw
bave been finally determined, Operator shsll pay the assessment for the joint account, togetherthh interest and
penalty accrued, and the total cost shall then be assessed against the parties, and be pzid by them, as provided
in Exhibit “C™.
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27. INSURANCE

At all times while operations ara conducted hereunder, Operator shall camply with the Workmen's
wmpenuuon u\v ox the State where the operations are being conducted. Operator shall also carry or pro-

..l.l- J ST | c090a S tm VTV LI MY _sbanbhad
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t0 and made a part hereof. Operator shall require all contractors engaged in work on or for the Unit Area
{o comply with the Workmen’s Compensation Law of the State where the operations are being conducted and
to maintain such other insurance as Qperator may require.

In the event Automobile Puhllc Ltabllity Insurance xs specxﬁed in said Exhibit “D”. or suhsequently Te-

~ ceives the approval of the partxes, no dxrect charge =hall be made by Operator tor premiums pazd for such in-

surance for operator’s fully owned automotive equipment.

1f any party to this contract is sued on an alleged cause of actien arising out of operations on the Unit
Area, or on an alleged cause of action mniﬁng title to any lease or oil and gas interest subjacted to this con-
tract, it shall give prompt written notice of the suit to the 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 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 statf attorneys for the parties, shall
be employed in lawsuits involving Unit Area operations only with the consent of all parties; if cutside 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 a3 an
hdinduﬂlossratherthanajomtlosundu'pnorprovmomofthuapeement, and allsuch suits shall be
handledbyandbethesoleraponabzmyo!theputyorp.ﬂiaconwud.

Damage cizimse cauesd by and arieing out of gperations on the Unit Arss, cendusted for the joint ac- -

mtotanparﬁashanbahandhdbyolamtc:mdihattomeys.thesetﬂemmtofdmmsctthuhzdshaﬂ
be within the discretion of Operator so long as the amount paid 1t setttement ot any one ctaim aoes not exceed
one thousand (5100000) dollars and, if settled, themmspaxdmsetﬂementshal!becharged as expense to
and be paid by all parties in proportion to their then interests in the Unit Area.

23, FORCE MAJEURE

- I any party is rendered unable, wholly or in part, by force majeure to carry out its obligations undee

this agreetsent, oiber than the obligation to make money payments, that party shall give to ail 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 possibie
dillgence to remove the {orce majeure as quickly as possible.

The requirement that any force majeure shall be remedied witk all reasonable dispatch shall not require
the settiement of strikes, lockouts, or other labar difficulty by the party involved, contrary to its wishes: haw
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, 2xplasion, gov-
ernmental resiraint, unavailability of equipment, and any other cause, whether of the kind specifically enum-
entedaboveuommia,whkhkmmuyﬁmmemmlotmemnyddmhgw

8. NOTICES

Al notices authorized or required between the parties, and required by any of the provisions of this
agreement, shall, unless otherwise specifically provided, be given in writing by United States mail or Western

Uiidin Telegiwin, puaiage oi charges prepaid, and addressed 10 the party to whom the notice is given at the




~ sponsive notice shall be deemed given when deposited in the United States mail or _with the Western Iinion

~.athar 0as wall then preducing, or capabls of producing, Gas iiv Cummercial quaitivies

‘there would exist on the Unit Area a we11 density in the sameé formation of more thén

- greater than that established or prescribed by the aforesaid regulatory body.

_party or parties harmless with respect to the receipt of such working interest

ot ) I
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addresses listed cn Exhibit “A". The originating notice to be given under any provision hereof shall be deemed
given only when received by the party to whom such notice is directed and the time for such pa}ty to give any
notice in response thereto shall run from the date the originating notice is received. The second or any re-

Telegraph Company, with portage or charges prepaid. Each party shall have the right to change its address
at any time, and from time to titne, by giving written notice thereof to all other parties,

31.0THER CONDITIONS. IF ANY, ARE:

(a) No well drilled or completed by less than all parties pursuant to the provws1ons

......

of Section 12 hereof shall be completed as a gas well in the same fonnation ‘as any

from the Unit Area if, as a result of the completion of said well, there would exist
on the Unit Area a wel1 density in the same formation of more than one producing gas
well to g acres; prov1ded that, if any regulatory body having jurisdiction
should &:LdDIlSﬂ or prescribe a smalier driliing unit, less than all of the parties
may compléte such a gas well pursuant to the provisions of Section 12 hersof so Tong
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 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 o0il well in the same formation as any other oil well
then producing from the Unit Area if, as a result of the comp]etion of said well,

""" acres; provided that, if any regulatory body having
jurisdiction should establish or prescribe a smaller driiling unit, less than all of :
the parties may complete such an oil well pursuant to the prov1s1ons of Sectien 12 "
hereof so long as its completion does not result in a well density in the same formation

(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 campletion attempt. After any well drilled pursuant to this agreement _
has reached its authorized denth, Operator shall give immediate notice to Non-Operators. !
The parties receiv1ng such notice shall have forty-eight (48) hours (exclusive of
Saturday or Sunday) in which to elect 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 to participate in the cost of a completion attempt. If all of the parties elect
to plug and abandon the well, Operator shall plug and abandon same at the expense

of all of the parties. If one or more, but less than all, of the parties elect to
set pipe and to attempt a completion, the provisions of Section 12 shall apply to the
operations thereafter conducted by less than all parties.

\\.1 it any party- nereto nereaﬂ:er snoum create’ anv nvammna mvalfv prg@_lg-_ggg
payment, or other burden against its working interest production and 1f any other
party or parties should conduct non-consent operations pursuant to any provision of
th1s agreement and, as a resuit, beccme entitled to receive the working: interest
produclion otherwise elong1ng to the non-participating party, the narty or

parties entitled to receive the working interest production 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 agreement and the non-
participating party creating such subseguent burdens shall save the participating

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 rqyalty gas attributable to each lease
which it contributes to the Unit Area and to receive payments due for such royalty

gas produced from or allocated to such lease or leases. It is agreed that, regardless
of whether each party markets or contracts for its share of gas, inc!uding the royalty
gas under the leases which 1t 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 attributab

ts their respective royalty interest and to hoid aii other parties harmiess for-its
failure to do so. If a lease is owred in undivided interests, the leasehold owners uade
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 harmless for failure

to do so. —_12 _ :



ed in counterpart, and shall be binding upon the parties and upon thuir heirs,
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f ' [/ 'TUE STATE OF TEXAS ) - T . |
COUNTY OF MIDLAND ) _ S _ : ' '
BBFORE uE, the undcrsigned nuthority, on this day porsonaily nppcnred
. "~ , Attorney-in-Fact for ATLANTIC RICUFIELD COUPANY, a
corpontion, known to ne to be the porson whose name is subscribed to the foro-
going instrument, and acknowludged to me that he exccuted same as tho act and
doed of said Atlantic Richficld Co-pany, for tho purposcs and considarntions
and in tho capac.ity therein exprossed,
. GIVEN {NDER MY HAND AND SEAL OF OFFICE, this ‘day of ;
1970, ) : : .o ' .

Natary Public

e CORPORATION-ACKNOWLEDGMEN
STATE OF ' : } R , IR R
BER)REME. the underslgned a Notary Public in ond for said County and Smre,onthvsdcypersofmllycppecmd
!:novmrumerobeﬂnmmdofﬁcuwhosencmcwbsm‘bedlotheforegmngmsmtqndocktnwlcdged
to me that the same was the oct of the soid , @ <orporgtion,
*ndunt__}u_thmathemchmmfwdnmwmmtﬁmnuprmd.ondm
the capacily therein stated. : ) . : . f.! -
GWENLNDERMYHANDAND'EALOFOFFICEmthc = dayaf_ ' AD, 19
) . . - . L . . i . .. . NGTARY PUBLC
.. . 0+ .+ CORPORATION ACKNOWLEDGMENT
m&hm\d eNotcryPubl-cmmdforsdemntvadSrcte.ou&mdaymlyoppmd .
: hmncom-mhﬁnmaﬁoﬁwwh&mnw@%ﬁmhfw@mﬂm“w :_
bmmunm-mthcmofhsmd . G Cosporation,

aﬂﬁm_h—mdﬂnmathcwofwmlmf«hmwandcumduamd\mmwn
-fu-mnmm ’

avmuupmmvmmomcsomczmn day of. . : e Tk —
* ) ) . . NOTAAY PUSLIC
S PERSONAL ACKMOWLEDGMENT

| COUNTY OF =

BEFOREME.MMM.QNQMMS:hondforscideondSMe,onthisdaypemmﬂycpmmd

: hmhmtobeﬂup«m___whsem sabm‘bedrotheforegomqm
demM_Jw—thkmblhmwmmw
GIVEN UNCER MY HAND AND SEAL OF QFFICE this the doyof ____ : AD, 19 ,
. ) e " vou
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. P ) . . . .. L . ..' .
courmr OF UIDLAND * ) S - '
BBPORB ur:, the undcrsxgncd nuthority, cn thxs day porsonaily appcared
. ‘ ", Attorney-in~Fact for ATLANTIC RICHFIELD COMUPANY, a
eorporation, known to me to bo the porson whosc name is subscribed to the fore-
going instrument, and ncknovlcdgcd to me that he exccuted samc as tho act and

doed of said Atlantic Richificld Company, for the purposcs and considerations
lnd in the capnc.ity therein expressed.

5 . e —————— [FES———

I

GIVEN mmxn NY HAND AND SEAL OF OFFICE. this ‘dav ot e I
1970, ]
' |

Notary Public

e i qes s e e ms - e - = oo - 4 e emasme e . . .
2o -. R a4 S . I Lo o menie o s eeare

_CORPORATION ACKNOWLEDGMENT

: L “ N S, . 2 . - .

-

* BEFORE ME, RMW a Notory Public nna\dfersdemtynndShre.'oulhudcymﬂymnd
bmnmmhhlhmadofﬂmwhammhwbsmWMmegmwmmhdged

to me that the same was the oct of the said . @ covporation,
nndﬁtot____.he_ mﬁedhmuﬂnwﬁwmmnfwﬂnmwmmmwwh
the copacity therein stated. ' . : N
' avmuuosamvwomosa:.csomczm:he___dwof : AD, 19

. - NOTARY PUBLIC

CORPORATION ACKNOWLEDGMENT

STATE OF } LT . : T
; G . N . . - . N .

BEOREME the undersigned, a Natory Public in and for said County ond Siate, on this doy personally appecred -

: kmwntomctobcﬁnpcmandofﬂcerwhosemssmbs:ﬁbedhthcforegcmgmstmwucmdockmwledged o
to me that the same was the act of the said , @ corporation,
fmdlhot__ht_mtedthcmoslhewofathtmfordummdmmmmw ond in
‘lfncapocxtythefemshted. . .

GNENUNDERMYHANDANDSEALCFOFRCEM!L : day of. AD., 19._____,

e - . NOTARY PUSLIC
S PERSOMAL ACKMOWLEDGMENT

STATE OF : } | : -

"COUNTY Cf

mmwmﬁmamw:hwfqmc«mmmﬁmaymmw

: hmbmbbehm—wbnm Whﬂnmm
“Wbmm___h_mdhmblhmmmmw
' GIVEN UNCER MY HAND AND SEAL OF OFFICE this the.________doy of___. ' : AD, 19 _
e NOTARY PODLIC
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EXHIBIT "¢

Attached to and made a part of

ACCOUNTING PROCEDURE ™
JOINT OPERATIONS

L GENERAL PROVISIONS

L. Definitions

s
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Jeoint Progerty” shall mean the real and gersonal properiy subjeci (o the agreement to which this Accounting

Procedure is attached.

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance oi the Joint Property. ‘
“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Partiex

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

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

“Parties” shail mean Operator and Non-Operators, ' T
“Pirst 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 a tield operat-
ing capacity. :
“Technical Empioyees” shail mean those empioyees having special and specilic engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the J_oint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees,
“Material” shall mean personal property, equipmant or supplies acquired or held for use on the Joint Property.

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

Statement and Billings

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

Advances and Payments by Noa-Operators

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

Each Non-Operator shall pay its proportion of all bills within fifteen (15) days aiter receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%) per

annum or the maximum contract rate permitted by the applicable usury laws in the state in whick the Joiat-
Property is located, whichever is the lesser, plus attorney’s f2e2, court <ssis, and ciber cosis in conuection with

the collection of unpaid amounts.

Adjustmants o ‘
Payment of any such bills shall not prejudice ths right of any Non-Operator {0 protesi or question the correct-

ness thereof: provided. however, all bills and statements rendered to Non-Operators by Operator during any
calendai year shail 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 within the same prescribed period. The provisions of this paragraph shall not prevent !

adjustments resulting from a physical inventory of Controllable Material as provided for in-Section V.
Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the righi to audit Ope.
rator’s accounts and records relating to the Joint Account for any calendar year within the vwenty-four (24) month
period following the end of such calendar year: provided, however, the making of an audit shall not extend the.

time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this

Section 1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will resuit in 2 minimum of inconvenience to the Opera- .

tor. Operator shall bear no portion of the Non-Operators’ audit caost i od o s ience 0
to by the Operator. ) incurred unde para N
Approval by Non-Operaters - -

Where an approval or other agreement of the Parties or Non-Opcr;-stors is expressly required under other sec. E
\ions 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-Operators of the Operator’s propesal, and

the agreement or approval of a ‘majority in inieresi- ol the Non-Cparaters shall be controlling on all Non-Opera-

tors.
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IL DIRECT CHARGES

Operator shall charge the Joint Account with the following iterms:
1. Rentals and Royaities .
Lease rentals and royalties paid by Operator for the Joint Operations,
2. Labor

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

2) Salaries of First Level Supemsors in the field. -

(3) Salaries and wages of Technical Employees di:ecuy employed on the Joint Pmperty if such char,
excluded from the Overhead rates, ges are

. e - - ) B Op -......-..2"3 costof huuun,y, vamuun. JiChniess and disability Ueneilis and otlier customary allowances paxd to
E P employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section

[V VOSP COPRpS

8

L. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment”’ on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
! D Section II. If percentage assessment is used, the rate shall be based on the Operator's-cost experience.
S e s s n e o O Expenditures OF contriblitions made pursuant to assessments imposed by governmental authority which are
i apph&able to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this See-
: tion
P D. Personal Expenses of those employees whose salaries and wages ar¢ chargeable to the Joint Account under
P Paragraph 2A of this Section IL

3. Employes Benefils

i : . Operator’s current costs of established plans for employees’ group life insurance, hospltalizatxon, pension, re-
F : tirement, stock purchase, thrift, bonus. and other benefit plans of a like nature, applicable to Operator’s labor
v cost chargeable to the Joint Account'under Paragrapbs 2A and 2B of this Section II shall be Operator’s actual
. cost not to exceed twenty per cent (20%).

4. Material

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

; plus stocks shall be avoided.

5. Transportation

Transnortation of employees and Matena.l necessary for the Joint Operations but subject to the following limitae
. tions:
; A If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shzall
! 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, unless agreed |
i to by the Parties.
: Z. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the
: Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
: terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
: count for movmg Material to other properties belonging to Operatar, unless agreed to by the Parties. :

C. In the apphcatwn of Snbpatagraphs A and B above, there shall be no equahntxon of actual gross trucking cnst 1
af $200 or less excluding accessorial charges ’

6. Services ; ) - ;
The cost of contract services, eqmpmex;xt and utilities provided by outside sources, except sarvices exciuded by |
Paragraph § of Section II and Paragraph L. ii of Section III. The cost of professional consultant services and con- -
tract semces of teehmcal personnel dxrectlv engaged on the Joint Property if such t:l'.larges are excluded from the °

1 S POt
““““ The ;u.u sd ,.....tess:;n& consultant servicss or wuud&l. sexvices ok cecxuucax personnet uot di=

the Parties,

e

- e g .-.I l‘...!-o.-. ""':::.‘.ha:’. b}' O,.::—.ts:

: A. Operator shall charge the Joint Account for use ‘of Operator owned equipment and facilities at rates com-

' mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other

) operating expense, insurance, taxes. depreciation, and interest on investment not to exceed eight per cent (8%)
T per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate areg !

i of the Joint Property. i :
B.. In iieu of charges in Paragraph TA above, Operator may elect to use average commercial rates prevailing in
] the immediate area of the Joint Property less 20¢,. For automotive equipment, Operator may elect t0 use rates -
; published by the Petroleum Motor Transport Assoaauou.

3. Damages and Losses to Joint Ptope:ty 7

All costs or expenses necessary for thl.: repau- or replacement of Joint Property made necessary because of dam~ |

. ages or losses! lineurred by fire, flood. storm. theft. aceident. or other cause, axceat thage reeuiting—fram Operaiss’s ]

- : gross negligence or willful misconduct. Operator shail furnish Non-Operator written notice of damaga or losses

incurred as soon as practicable after a i-eport thereof has been received by Operator.

9. Legal Expenu ;

‘ Expense of handhng. investigating and settling litigation or claims, discharging of liens, payment of judgments
N ' and amounts paid for settlement of c%uns incurred in or resulting from operations under the agreement or .
necessary’ to protect or recover- the ‘Joint Property, except that o charge for services of Operator's legal Staff

or fees or expensn of outside attorneys %hall be made unless previously agreed to by the Parties. All other legal -
expense is consxdered to be covered by the overhead provisions of Section III unless otherwise agreed to by the ;

Parties, except as provided in Section i. Paragraph 3.

i
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if. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professicnal consultant

e
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Taxes

All taxes of every kind and nature assessed or levied upon or In connection with the Joint Property, the opera-

gz::ﬁ thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
es, ,

Insurancs

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

‘Qther Exvendituren

Any other expanditure not covered or dealt with in the foregoing provisions of this Sectién I, or in Section I,
and which is incurred by the Operitor in the necessary and proper conduct of the Joint Operations,

oL OVERHEAD
Overhead - Drilling an' Producing Operations :
i As compensation for aduiaisvative, supervision, office services and warehousing costs, Operator shall charge
&rilllag and producing oparations on either:
(') Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices -
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
28 included in the Overhead rates provided for in the above selected Paragraph of this Section II unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. *

N T2 ]

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;
Drilling Well Rate $
Producing 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
the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more cansecutive days.
(2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment -
. artives on location and terminate on the date the drilling or completion equipment moves off loca- -
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen~
sion of drilling operations for fifteen (15) or more consecutive days
{3] Charges for wells undergoing any type of workover or recampletion for a period of five (5) con- §
secutive days or more shaii be made at the drilling well rate. Such charges shall be applied for 1
the period from date workover operations, with rig, commence through date ofrig release, except
-that no charge shall be made during suspension of operations for fifteen (1J) or more consecutive :
days. ’

(&) Preducing Well Raizss _

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

(2] Each active completion in a multi-completed well in which production is not commingled down |
hale shail be considered as a one-well charge providing ezch completion is corsidered a separate-;
weil by the governing regulatory authority. :

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the producs j
tion shall be considered as a one-well charge providing the gas weil is directly connected to a per= :

manent sales outlet. _ ;

[4] A one-well charge may be made for the month in which plugging and abandonment operami

are completed on any well » . L T

{3] All other inactive wells (including but not limited to inactive wells covered by unit allowabls, -

lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge. L

3) The well rates shall be adjusted as of the first day of April each year following the effective date of the -
@ agreement to which this Accounting Procedure is attached. The adjustment shall be computed by muitl- ;
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings ot
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar yesr:]
preceding as shown by the index of average weekly earnings of Crude Petroleum aud Gas Fields Produe- |
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Can_adn, as applicable. The adjusted rates shall be .
the rates currently in use, plus or minus the computed adjustment.
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. tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera

- L T

B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the {ollowing rates:
(a) Development S

Percent ( %) of the cost of Development of the Joint Proper ive
provided under Paragraph 9 of Section 11 and all salvage credits. perty exclusive of cos

(b) Operating

Percent (%) of the cost of Operating the Joint Property exclusive of costs vide
under Paragraphs 1 and 9 of Section I, all salvage credits, the value 3: injected substances ppu:cc ,
for secondary recovery and all taxes and assessments which are levied, assessed and paid tpon the min
eral interest in and to the Joint -Property.
(2) Apnlication of Overhead = Ferceniage Basis shall be as follows: - N
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section I,
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opern
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditurd
necessary in preparation for drilling and expenditures incurred in abandoning when the weill is not
pleted as a producer, and original cost cf construction or installation of fixed assets, the expansion of
assets and any other project clearly discernible as a fixed asset, except Major Construction as des.ned i

Yy P -l Ty

Paragraph 2 of thiz Sectien I All oifier <osis shall be considered as Operating,
2. Overhead - Major Construction ’

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the davelopment and
operation 6f the Joint Properiy, Operator shali either negotiate a rate prior to the beginning of construction, or shaif
charge the Joint Account for Overhead based on the following rates for any Major Construction project in exces

of §.50,000 _ _ N _ :
A ] % of total costs if such costs are more than $_50,000 " but less than $500, 000 : plus
B. 3 ___ % of total costs in excess of $_500,000 but less than $1,000,000; plus :

C. _2.__.%~.o£ 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 componeﬁt 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 . | T N . oL
The Overhead rates provided for in this Section [IT may be amended from time to time only by mutual ag
between the Parties hereto if, in practice, the rates are founrl to be insufficient or excessive,

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

Operator is responsible for Joint ‘Account Material and shall raake proper and.timely charges and credits for all mai
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. O perator shall make timely dispositio
of idle and/or surplus Material, such disposal being made eitlier through sale to Operator or Non-Operator, division §
kind, or sale to outsiders. Operator may purchase, but shall be vndzs na 2xliation to purchase, interest of Non-Opera:

tor shall be agreed to by the Parties.
Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In casi
"of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Joind
Account when adjustment has been received by the Cperator.
2. Transfers and Dispositions ' .

Material furnished to the Joint Property and Material transferred from the Joint Propesty or disposed of by
Operator, unless otherwise agreed to by the Parties, shail ha priced on the fallowing bases exclusive of cash din

COunis: | » : . .
A. New Material (Condition A) o _ . : -
(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement m
maximusm carlszd or Lairge lcad welghi basis, regardiess of quantity transferred, equalized to the lowes
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Propertd

where such Material is normally available, .

{2) Line Pipe

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date o
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nog
mally available. v R i

{(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in P
graph 2A (1) of this Section [V.~ ' . :

(3) 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 :uch\!atennl is nornm
available. - : ) ) RIEE R e

B. Good Used Material (Condition B) ‘

Material ir’ sound and serviceable condition and suitable for reuse without reconditioning:

(1) Material moved to the Joint Property o ‘
(a) At soventy-{ive percent (759 ) of current new price, as dotermined by Paragraph 2A of this Section 3

(2) Material moved from the Joint Propesty ‘ ;
(a) At seventy-five percent (757 ) of current new price, as determined by Paragraph 2A of thiz Section \

- if ‘Material was originally charged to the Joint Account as new Material, or - - :

-
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The Operator shall maintain detailed records of Controilable Material.

i

(b) at sixty-five percent (65 %) of current new price, as determined by Paragraph 2A of this Section |
IV, if Material was originally chargcd to the Joint Account as good used Material at seventy-five per-
cent (755;) of current new price,

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

Material which is not in sound aid sérviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (5055) of current new price as determined by Parz-
graph 2A of this Section IV. The cost of reconditioning shail be charged to _the receiving property, nre- |

e Nided. Cond_-t:c:- C-value” p.us ‘cost of reconditioning does not exceed Condition B value.
(2) Condition D

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

of Non-Operators. i

D. Obsolete Material

Material which is serviceable- and usable for its ongmal function but eond.xtxon and/or value of such Material
is not equivalent to that waich would Justxfy a price as provided above may be specially priced as agreed to by
the Parties, Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material 3

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, wh:n
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 the current knocked-down
price of new Material.

Preminm Prices

Whenever Material is not readily obtainable at publisiied or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the ;
reqmredMatenal at the "perator’sactualcostmcurredmpmdmgsuchwteml. in maiing it suitable for use,:
and in. movmg it to the Joint Property: provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and
notifying Operator within ten days aiter receiving notice from Operator, to furnish in kind all or part of his sham

of such Material suitable for use and acceptable to Operator. E

Warranty of Material Furnished by Qperator |,

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

. 'V. INVENTORIES

Poriadie Inventorizs, Notles and Represcutation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable MatenaL ;
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators;
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Ad)nstment of Inmm

annmhghnn nf 2 nhv«ml nnv-nfn—v writh cha fm-w An.-.--.-o ehall 1.. [T PR

shanbeturmshedmtheNon-Operatorsmtmnsxxmonthsfonowmgthe:ahngot
justments shall be made by Operator with the Joint Account for overages andshoruges. butOperatorshall
held accountable only for shortages due to lack of reasonable diligence. \

Speciai inveatories
Special Inventories may be taken whenever there is any sale or change of interest in the Joint. Property. It shall :
e 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, toth 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 unless agreed to by t!u
Parties. :

i
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- ; EXHIBIT "p"

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

o

OPERATOR, during the term of this'Agreement, shall carry specific insurance for the
benefit and at the expense of the parties hereto as follows:

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

e - (B) Public Liability Insurance with limits of $100,000 applicable to bOdiIY
B injury, sickness or death in any one occurrence and $§100,000 for loss of
or damage to property in any ome occurrence.

{ {C} Automocbile Public Liability Iasurance covering all automctive 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 13 owned exclusively by OPERATCR, no charge will be made
to the joint account for premiums for this coverage except as provided
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 im relation to the work to be performed by said ccn:ractors
or subcontractors.

Liability, except that covered by the above specified insurances against any of the
parties hereto for damages to property of third persouns or injury to or death of chird
persons arising out of the joint operations, including expenses incurred in defending
claims or actions asserting liability of this character, shall be borne 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 liability not

covered by the above specified insurances at its own cost. All iansurance 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 losses not covered by the above

_ specified insurances shall be borne by the parties inm proportiom to their interest
i ia .',-E vaasiss at Quﬂ time 0& duﬂ) LOSS-

oo Taasmuch as OPERATOR has agreed with each party to this agreement to acquire,

o construct, operate and maintain the joint account operations on a cost basis without
: profil to OFERATIOR, each such party hereby reieases from all ciaims for loss by or
o damage to, such party arising out of, in comnnection with, or as an incident to, any

act or omission, including negligence (but excluding gross negligence, willful
misconduct, or intentional breach of any provision of the operating agreement) of

OPEPATOR or, to the extent of CPERATOR'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 under this

agreement are several and not joint with amy other party hereto.

i : OPERATOR shall promptly notify non-operators of any loss, damage or claim not
; covered by insurance carvied by OPERATOR for the joint account. Except as authorized
by Section 27 and by this Exhibit "D', OPERATOR shall not make any charge to the
joiat account for insurance premiums.
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EXHIBIT 'BY

GAS BALANCING AGREEMENT
FOR GAS WELL PRODUCTION

Attached to and made a part of the Operating Agreemeant 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 Operating Agreement.

In accordance with the terms of the Operating Agreement, each party "here:o 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 Property to
a purchase which, at any time while this agreement i{s in affect fails to take
the share of gas attributable to the interest of such party, the terms of this
storage agreement shall automatically become effective.

L.

During any period or periods when the wmarket of 3 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 assigned 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 entitled to taka or deliver to a purchaser gas productiom in
excess of 2004 (percent) of its share of the allowable gas production assigned
thereto by the ragulatory body having jurisdiction, unless that party has gas

in scorage or unless the other parties mutually agree to a greater percentaga.
All parties hereto shall share in and own the liquid hydrocarbons recovered

from such gas by primary separation equipment in accordance with their respective
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, less such party's share

of the gas taken, gas used in Joint Property operations, vented, or lost. Each
party taking gas shall furniszh the Joint Property opéracor 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 mouthly
statements showing the total quantity of gas produced, the amount thereof used in
Joint Property operations. vented or leost, 3nd the total guantity of gas delivered
to markets. Measurement of gas for over and under production shall be accomplished
by use of sales meters, and lease measuremeant 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
recove:y of gas in scorage and to balavce the gas account of the parties in
accordance wica thneir respective interescs, a party with ‘gas in storage shall

be entitled to take or deliver to a purchaser its full share of gas produced
from said Joint Property (less any used in Joint operations, veanted, or lost)
plus an amount determined by multiplying fifty perceat (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 {s the total percentage interest in the Joint Property of all

parties with gas in storage.




Z‘..

Nothing herein shall be coanstrued to deany 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 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 body having jurisdiction.

5.

During Wie terms of this agreement, while gas is being produced from the Joint
Property, each party shazll make settlement with its own respective royalty

owners (and the term ''royalty owners’ shall {nclude owners of royalties, over-
riding royalties, production payments and similar interests), based on such
royalty owner's respective interests in the Joint Propefty and on total volumes
of gas produced, 2aved and tazkaz or 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.

o i i e Ve A POy B 425 0

76.

Each party producing and takipng or delivering gas to its purchaser shall pay, or
cause to be paid, all production taxes due cn 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 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 or - f
" parties a 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 is made. The opasrator shall be responaible for

determining the final accounting of the underproduction and overproduction and the

amounts due to be paid to, or by, each party.

8.
This agreement shall remain in force and effect as lomg as the operating agreement,
to which it is attached, and shall inure to the benefit of and be binding upon
the parties hereto, their successors, legal represantatives and assigns.

9. '

i Nothing herein shall change or affect each party's obligations to pay its pro-
portionate share of all costs and liabilities incurred in Joint operations, as
i:s share thereof is set forth in the above-described Operating Agreement. . oo

10.

vThe provisions of this agreemant shall be applied to each well and/or each - .
formation separately as if each well and/or formation was a separate well and |
covered by separate but identical agreements.

11.

Notwithstanding any foregozng p:ovlszons herecf, each party failing to commence
marketing or taking its share of the produced gas (in whole or ia part) within
six months from date ¢f commencement of marketing or taking of its cr their share
by another party or parties agrees to accept, at the electian of such other party
or parties and in lieu of credit for gas in etovags, a cash -J-o‘-‘:_.‘-;t Lased oa
the actual revenues 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 first commences marketing or takinq its share of the
gas (in whole or in part).

JEe (11

Revised 2/11/77
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L L EMPLOYMENT OPPORTUNLTY PR« SION

‘During tho performonce of this contract, the Operator (meaning and referring sceparately
.to cach party horoto) agreoes as follows:

(1) The Operator will not discriminate against any employece or applicant for employment
bocause of race, color, religion, sex or national origin. 'The Operator will take
affirmative action to cnsuro that applicants are employed, and tiat employees are
treated during employmont without regard to their race, color, religien, sex or
national origin, Such action shall include, but not be limited to the following: |
Employnent, upgrading, demotion,‘or transfer, recruitment or recruitment advertising; JJ
layoii oi iCrainaitiva; rated Of pay or ollier [orus Ol ColpeinSaiion; aud selection for
training including apprentic,e‘ship,. ‘The Operator agrees to post in conspicuous places
available to employees and applicants for employment notices to be provided setting
foxrth the provisions of this nondiscrimination clause,

(2) The Operator will in all solicitations or advertisements for emplo}ees 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 other contract or understanding,
a3 notice to be provided, advising the said labor union or workers' representatives
of the Operator's commitments under Section 202 of Sxecutive Oxrder 11246 of
Septembar 24, 1965, and shall post coples ¢f the notice in conspicuocus places
available to employees and applicants for employment.

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

(5) The Operator will furnish all informatior and reports required by Executive
Order 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, and accounts by the administering agency and the Secretary of Labor 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 nmay be cancelled, terminated or suspended in whole or in part and the Operator
may be declared ineligible for further Government contracts or federally assisted
construction coatracts 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 rule,
regulaticn, or order of the Secretary of Labor, or as otherwise provided by law,

(7) The Operator will include the provisions of paragraphs (1) through (7) in every
subcontract or purchase order unless exempted by rules, regulations, or orders of
the. Secretary of Labor issued pursuant to Section 204 of Exacutive Order 11248 of .
Septembsr 24, 1565, 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 admianistaering agencv may direct as a means of enforcing such
provisions including sanctions for non-compliance: Provided, however, that in +the
event the Operator becomes involved in, or is threatened with, litig'ation 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 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 Compliarce, the Equal Employment
Opportunity Commission and Plans for Progress with the appropriate agency within 30

days of the date of contrac" award if such report has nat been filed for the current year
and othorwise comply with or file such other compliance reports as may be required under :
Bwecutive COrdsr 11246, as amended and Rulses and Regulations adopted thereunder, '

Operstor further acknowledges that Operator may be required to develop a written affirma-
tive action compliance program as required by the Rules and Regulations approved by the
Secretary of Labor under authority of Executive Order 11246 and supply each other party
hereto with a copy of such program if so requested,
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CCRTIFICATION OF NONSEGREGATED FACILITIES

:By entering into this contract, the Operator cortifies that Operator does not and will

not maintaln or provido for Oporator's employeecs any scgregated facilitices at any of
Oporator's cetablishments, and that Operator does not and will not permit Operator's
cemployees to perform thoir services at any location, under Operator's control, where
segrogated facilities are maintained, The Operator agvees that a breach of this certi-
fication is a violation of tho Equal Opportunity clause in this contract. As used in
this cortification, the term "segregated facilities" means, but is not limited to, any
waiting rooms, work areas, rest rooms and wash rooms, restaurants uand other eating’arsaa,
time clocks, locker rooms and other storage cor drsssinsg arsas, parking lots,; drinking

““fountains, recreation or entertainment areas, transportation, and housing facilities

provided for employees which are segregated by explicit directive or are in Zfact DssAugati
on the basis of race, color, religion, or national origin, because of habit, local custom
or otherwise, Operator further agrees that (except where QOperator has obtalned ideniical ;
cortifications from proposed contractors and subcontractors for specific time periods)
Operator will obtain identical certifications from proposad coatractors aad subconttae-
tors prior to the award of contracts or subcontracts exceeding $10,000 which are not
exempt from the provisions of the Equal Opportunity clause; 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 certificatioms for specific time
periods): Notica to prospective contractors and subconizaciors of requirement for cer-
tifications of nonsegregated facilities, A Certificate of Nonsegregated Facilities must
be submitted prior to the award of a contract or subcontract exceeding $10,000 which is n
exempt from the provisions of the Equal Opportunity clause, The certification may be
submitted either for each contract and subcontract or for all comntracts and subcontracts.
during a period (i.e., guarterly, semiannually, or annually).

Gkl
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November 3, 1978

Maralo, Inc.
T P, 0. Box 832
Midland, TX 79702

Re: Farmout Agreement
Section 24, 21S-23E
Eddy County, Mew Mexico - /-
CPC Marathon Prospect
Lowe Lease #2728

Gentlemen:

Enclosed are two executed copies of our farmout agreemeht covering
. the captioned area. As you kncw, 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 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

jalzgz;n an/féﬂr
H. L. Blogfniquist IIX
Division Landman

HLB/sp
Enclosure

AGREED TO AND ACCEPTED this REC'D
QAL . day of November, 1978

NOV 8 1978

MA

INC. ‘7 »/
/ ll/,/ o i A o in_ tvxﬂ({ll 14/ L AND DEPT
BY:/ Cod| A

Mafy Ra.‘Lph Lowe, P’re_sident , RECEIWED
G v, N
(L b iltver g NO CCe X NG T
Erma Lowe e 6 '
MARALO, INC
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S MARK F. SCHWEINFURTH
SO C & X PETROY FUAYBUHAING
J MIDLAND, TEXAS 79701

CONSULTING GEOLOGIST December 1, 1978 915/684-7762

Cotton Petrleum Corporation 1
420 Wall Towers West :
Midland, TX 79701 : _

Re: Maralo Farmout
S/2 S/2 of Section 24,
21S-23E, Eddy County, New Mexico

Gentlemen:

In accordance with and pursuanf to our letter agreement dated g
September 13, 1977, this letter shall serve as an assignment of i
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.

el L

Yours very truly, 9

T ) / v 7 .
:i;;%?;475ff21£;2é7(3¢1 =

Mark F. Schweinfurth

|
i

AGREED TO, AND ACCEPTED
this /%f day of December, 1978

COTTON PETROLEUM'CORPORATION

By: cﬂ%}{wﬁf




Sgptembgr 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-21-5, R-23-E
Eddy County, New Mexico
Lowe [ease #2728

Dear Mr. Schweinfurth:

The undersigned 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 S/2 S/2 of Section
24, T-21-S, R-ZS-E, NMPM

=
;
3
3

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

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 a légal 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 adequately test
the Cisco-Canyon fonmatlons,whlchever is the lesser depth.

D. Compiete: Within sixty (60) days after‘reacb1ﬁg total deyyh.

AT

This means a well equlpped to produce, 1£’capab1e or a shut-
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Mr, Mark F. Schweinfurth
Septenber 8, 1978
Page 2

in gas well, or a well, if a dry hole, plugged and abandoned 4
in compllance with applicable laws and regulatlons. »

Should you fail to reach the obJectlve depth set out above for said First Test
Well due to mechanical difficulties or because of encountering conditions which
are normally con51dered 1n the 1ndustry to be 1mpenetrable and ] which, in ‘the
‘ ordmary drllhng mothods you shall have the right, within ninety (90) days ;
after the abandonment of or good faith discontinuance of operations on said 1
- First Test Well, to commence the actual drilling of & substitute well at a 1
location of your choicé in Section 24, T-21-S, R-23-E, Eddy County, New Mexico,
under the temms and conditions prescrlbed for the First 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.

IT.

In the event you complete the 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

have been so completed from the surface down to a depth 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, reservationms,
conditions and other provisions hereinafter set out to be included therein. A

dry hole shall earn you no interest whatsoever.

IIT.

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 overriding royalty, free and clear of all costs of development
and operations and all other costs whatsoever, of 1/16th of 8/8ths
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 1
any and all existing overriding royalties, production payments and other i
burdens, if any, affecting or payable out of the oil and gas leasehold
estate in the assigned premises, or any part thereof.

B. All rights and easements with respect to 1nt¢_1jests included in assign-

ments which may be necessary or convenient. to Owners in mvest;gapng
exnlormcr ,nrncmr'f-lng’ AriTTine tg auu uperdtlnz IOI' a'ﬂd. D‘I'O-

(44 .s.n. e > m.u

ducing, stormg, transporting and owning oil, gas and all other min-
erals from all depths and well formations not covered by such ass1gnment.

vt 12 | A P "
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Mr. Mark F. Schweinfurth
Scptember 8, 1978
Page 3

C. Any assignment of interest in the Lease 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— — - - |
minerals and mineral substances are hereby reserved and excepted by
Owners and (lmers reserve all rights thereto including but not
Timited to the ugnt to mlut' aud TCWMOVE Sanc.

2. At payouc “{as the terni "payout" is hereinafter def1ned) Owners

shall elect to either retain their 1/16th of 8/8ths overrldmg royalty 4

provided for in Subparagraph A above, or convert such overriding

royalty to an undivided leasehold estate and working interest in the

Lease Premises assigned equal to 33- 1/3% of that owned by Owners .. .. .. ..
“thereln inmediately prior to the execution of the assignment to 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. Promptly after '"payout (as the term 'payout' is herein-
after defined) of the well that earned you an assigmnent
under the provisions of this agreement you shall notify
thé Owners in writing of such fact. The Owners shall,
within a reasonable time after actual receipt of such
notice, notify you of their election as herein provided
to either retain their 1/16th of 8/8ths overriding roy-
alty or to convert such overriding réyalty to an un-
divided leasehold estate and working interest in the
Lease Premises assigned as provided above. Should 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" means at such time as you have recavered 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 otherwise un-
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 Forin of Accounting
Procedure shall be followed in computing such costs to

PR e |
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Schweinfurth

1878

You shall keep an accurate rccord of all costs of dril-

ling, completing, testing, equipping and operdting such
earning well, which record shall be available at-all tea=
sonable times for the examihation and inspection of Owners,

their employees and authorized representatives, :You shall

Y o
lU!uL:H uwners once gach mvuLh and withii

30 days after
the calendar nonth for which the computations were made,
a statcment showing the total proceeds of productions
(and the amount of the above authorized dedubtions there-
from) from each earning well for the previous month and

well. costs for each such month Such statement shall also
'Show fh? Clmll1 "If"l\!p wn'l‘l-rnef ﬂnr’ hrmhu‘fsnn rv-fsnn.-vln,t.‘.. arivaa

........ LARUVIVS

so 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 1eg1t1macy of costs, @ Sxpenses,
production proceeds figures, etc., putamu-.g to each
earning well,

Iv.

Until an assignment to you of the Lease, or any portlon thereof ‘Owners shall pay
all delay rentals and shut-in 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 therefbre, 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. 011 and gas fee of the lease assigned

to you,

-18C% -of alil 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-

timely 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 least 30: days
prior to the due date for such payment and to give notice to
Owners of the time, marner and recipient of such paynent.

To notify (umers immediat ely of any uiscovery of gas, so! that
Owners may take whatever action is necessary to assure them-

PO
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: ‘ Mr. Mark F. Schweinturth z
Scptember 8, 1978

Page S

~ selves that any payment of shut-in royalty required to be ;
g made under the Leasc is t1me1y and prOperly made . .

-3, Tb notlfy Qwuns at least 10 days in advance of any volun-

produced and to notlfy Owners 1mmedlate1y of any Jnvoluntary
©cessation of pxouuc.uon.

V.

Future operations and operations after paycut of the earning well on any por- .
tion of the Lease Premises jointly owned by the parties hereto shall be con-
e ducted pursudnt to the provisions of an Operating Agreement on the 1977 Mid-
Continent (Ross-Martin) Model Form, designating you as Operator and containing
the 1974 - COPAS Model Form of Account1ng Procedure with such overhead charges
as the parties may agree.

VI.

With respect to the TFirst 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", 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 Te-
quireinent arising under this paragraph shall subject this agreement to termination, .
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 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 tenninate. 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 operations conducted by you under 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 appllc-
able Federal and State Laws, Rules and Regulations and the tems and conditions
of the Lease to Owners.

Any taxes (except iricome taxes) 1mposed by reason of any assignment hereunder
will be paid by you and will be your sole responsibility.

- RSP




Mr., Mark IF. Schweinfurth
Snptomber 8, 1978

Page 0

You agrec prior to conducting any operations on the captioned acreage to make 4
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 reascnably-nccessary i driiiing any well.

S

Upon your abandoiment of a well drilied one Lease Premises, you agree to leave |
the premises on which such well is located in a clean, orderly and non-hazardous
condition and you further agree to fill any earthen pits 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. 1

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 prior to the
commencement of such operations hereunder, certificates of insurance sigied by

authorized representatives of the insurance companies, certifying to insurance "
coverage in minimum amounts as follows:

AT

T
U

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 bg performed on or adjacent to navigable
water, such insurance shdil include, coverage for claims under
the United States Longshoremen 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. Comprehens1ve 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.

VIR T o

ficates of insuraiice shall contain a statement that said insurance
- coverage shall no be cancelled or changed without at least ten (10) days prior

Siich rort
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Mr. Mark F. Schweinfurth
September 8, 1978
Page 7

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 herecunder shall terminate unless new insurance cover-
age is obtained and certificates furnished to the Ouners, mont‘qg the-requircments

-t
“first set out for the certlflcatee w1th1n the ten day pericd following notice

by the insurer tg the Owmcrs that the exisiing insurance coverage has been
materlally 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 permit same to terminate as to all

or any part for failure to pay delay rentals {or any other payment required) untii
you shail 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, during the prlmary term

or after expiration of the primary term, production has been obtained and you
intend to abandon all or any part of thp 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 temms of this agreement.

X.

Time shali 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

T A 3 i o BB ooty S L
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Mr. Mark F. Schweinfurth
September 8, 1978 |
Page 8

in part, but you shall notify Owners of any assignment within ten (10) d

the assignment is made., In the event of any assignment by you, your-assignce(
"1 . _shall be fully subject to the terms and conditions of thic agreement, In-addition,
1 - you shall hiave no right to bind or subject Owners undivided interest, if any, in
the Lease Premises to any Gas Sales Contracts, Operating Agreements or any other
agreements without first obtaining Owner's written consent.

a

-\
)
a
[ 9}

.
-
A
[
"

X.I.

Nothing herein shall be construed as creating a partnership, joint venture or

any other relationship by which one party is liable for the obligations or acts,
either of omission or commission, of the other party. The parties elect not to

be treated 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 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 running with the land 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
Midland, Texas 79701

i s 8 R A R SR

L e gt > N L e e



* Mr. Mark F. Schweinfurth
September 8, 1978

’ Page §
:
é Yours very truly,

MARALOA INC. .
o My el M
- "Mary Ralph Ldwe, President o

I j
By: é\L-‘j\( (eAcC ! (Q»(.(;L& o

Erma Lowe

P

Accepted and Agreed to

this /0 day of éf*!MH , 1978, : |
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Exhibit "A" to Farmout Agreement
Lo Mark F. Schweinfurth
Dated September 8, 1978

Geological Requirements
S/2 S/2 of Section 24

—Te21=8, R, MM T

‘Eddy County, New Mexico
Lowe Lease #2723

Please furnish the following people with one (1) copy euch of the information
as indicated below under '"'Copies Required": ’

Mr. William G. Thorsen ‘Mr. John R. Burke

‘Maralo, Inc. Maralo, Inc.

P. O. Box 832 2200 West Loop South, Suite 130
Midland, Texas 79702 Houston, Texas 77027

Location plat and all state forms.
10-foot drilling time.

Daily and final mud logs.

10-foot sample descriptions.

Field and final prints of all logs rum.
DST with fluid and gas analysis.

Test and treatment Teports.

Core analysis.

Other Requirements:

1.

2.

3.

A daily drilling report, by telephone, to our Midland Office (915-684-7441)
by 10:00 a.m.

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

Notification prior to DST, logging and coring to one of the f0116Wing‘peop1e:
William G. Thorsen, Vernon J. Hines, or John R. Burke (phone numbers listed
below). : AR T ) ' '

Decisions concerning the well should be discussed with one of the following
people.
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« +  [Lxhibit "A"
Geological Requirements
. Page 2

William G. Thorsen - Midland Office
Midland Home

(915) 684-7441
(915) 683-5925

Vernon J. Hines - Midland Office - (915) 684-7441
, ‘Midland Home - (915) 684-4248
John R. Burke - Houston Office - (713) 622-5420

Houston Home - (713) 784-9584

Mr. Bill Thorsen




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

CASF._6458: Applicarion of Coticn Potvolcun Cuiporation for an unorthodox gas well J.ocanon, Eddy County, New
Mexico. Applicant, in the above-styled cause, seeks approval for the unorthodox location of its
Federal 24 Well No, 1 to be located 660 feet from the South and East lines of Section 24, Township -
21 South, Range 23 East, Indfan Basin-Upper Pennsylvanian Pool, Eddy County, New Mexico, all of

said Section 24 to be¢ dedicated to the well,

-~ CASE 6459: Application of Cotton Petroleum Corporation for compulsory pooling, Eddy County, New Mexico.
\---......,,_‘ Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Pennsyl-
vanian formation underlying all of Section 24, Towmship 21 South, Range 23 East, Indiin Basin-
Upper Pennsylvanian Pool, Eddy County, New Mexico, to be dedicated to a well to be drilled 660
feet frow iiie South and East lines of said section. Also to be considered will be the cost of
drilling aud completing said well and the allocation of the cost thereof as well as actual operating
costs and charges for supervision. Also to be considered will he the deatonatinn of aeplicant g3

operator of the well and a charge for risk involved in drilling said well.

W et 1 1o
-

CASFE._6460: 1In the matter of Ehe hearing called by the 01l Conservation Division on its own motion for an order
extending certain pools in Rio Arriba, San Juan, and Sandoval Counties, New Mexico:

(a) EXTEND the Aztec-Plctured Cliffs Pool in San Juan County, New Mexico, to inrlude therein:

TOUNSHIP 30 NORTH RANGE 10 WEST, NMPM
Section 26: W/2

(b) EXTEND the Bailat:l-?ictured Cliffs Pool in Rio Arriba, Sandovel and Sau Juan Countiles, New
Mexico, to include therein:

TOWNSHIP 23 NORTH, RANGE 3 WEST, MPM

Section 163 NEIlo

TOWNSHIP 24 NORTH, RANGE 6 WEST, NMPH

Sect:l;‘m 18: SE/4

(c) EXTEND the Beautiful Mountain-Mississippian 01l Pool in San Juan County, New Mexico, to
include therein:

TOWNSBIP 27 NORTH, RANGE 19 WEST, NMPM
Section 32: SE/4 SW/4 and SW/4 SE/4

(d) EXTEND the Bisti-Lower Gallup 0il Pool in San Juan County, New Mexico, to include therein:

TOWNSHIP 24 NORTH, RANGE 10 WEST, NMPM
~Section 5: S/2 NE/f4

(e) EXTEND the Blanco Mesaverde Pool in Rio Arriba and San Juan Counties, New Mexico, to include
therein: . .

TOWNSHIP 26 NORTH, RANGE 2 WEST, NMPM

Section 8: E/2 i -

Section 9: All

TOWNSHIP 26 NORTH, RANGE 6 WLST. NMPM
Section 3: W/2
Section 4: A1l
Section 5: All

TOVNSHIP 27 NORTH, RANGE 2 WEST, NMPM
Section 21: S§/2

Section 28: W/2

Section 29: $/2 (Parcial)

Section 30: S/2 (Partial)

" TOWNSHIP 30 NORTH, RANGE 5 WEST, EMPM
Section 1: W/2

(f) EXZEND the Blanco-Pictured Cliffs Pool in San Juan County, New Mexico, to include therein:
. TOWNSHIP 31 NORTH, RANGE 9 WEST, WMPM

Section 7: S/2
Section 18: W/2

L At o U D T ST R R 8 e 8 T e -




LAw OFFICES
HiINKLE, COX, EATON, COFFIELDO & HENSLEY

LEWiS C. COX,JR. OF COUNSEL

PAUL W. EATON,JR. 1000 FIRST NATIONAL BANK TOWER CLARENCE £.HINKLE
_ . CONRAD E.COFFIELD
‘ ] HAROLD L.HENSLEY,JR. Prar Oericr Boy axas .
B l A N \ 1973
; STUART O. SHANOR W. €. 80NOURANY, JR. (011973}
0.0.MARTIN MIDLAND, TEXAS 79702 —

MEX] ICE
PAUL J. KELLY;UR. (9!5)683'469I . ROSWELL  NEW MEXICO OFF
JAM!S H.BO2ATTH . . . BOO HINKLE BUILDING

(808) 622-6%10

OOUGLAS L.LUNSFORD

by i PAUL M. BCHANNON
S J.OCUGLAS FOSTER ONLY ATTYS. COFFIELD; MARTIN,
K. NAOUSLAS PERRIN BOZARTH, BOHANNON, FOSTER, ALLEN B ALLEN
C. RAY ALLEN ' LICENSED IN TEXAS
.. dacoueunEw.Alew - January 24, 1979.._.

T CALD!R !IZKLL,JH

Mr. Dan Nutter:

Chief Engineer

©Cil Conservation Division
Post Office Box 2088

Santa Fe, New Mexico 87501

Dear Dan:

Transmitted herewith you will find triplicate executed
copies of an Application for Cotton Petroleum Corporation
for compulsory pooling of working interests in All of
Section 24, Township 21 South, Range 23 East, N.M.P.M.,
Eddy County, New Mexico.

It is my understanding that the 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 copies of the Application
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

- )ﬂ,xa‘, 50 4\")‘9 /,.\\‘ o \
TR oy b 2 <
R I . Conrad E. Coffiel :
CoDuE T . ‘
CEC:ipf .l 3
Enclosures %
XC: Mr Harry L. Blomqulst III ;
_Cotton Petroleum Corporation 3
:I '! "'-Ta 1 [ P S,

walis TOwers westc

‘Midland, Texas 79701

[
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- | SRR , BEFORE THE OIL CONSERVATION DIVISION OF 1 1079

THE DEPARTMENT OF ENERGY AND MINERALS

by ; STATE OF NEW MEXICO

- APPLTCATION OF COTTON PETROLEUM

e e - M ) L ~ o 8
o T EDDY COUNTY, NEW MEXICO )

APPLICATICON

! . : Cutton Petroleum Corporation, by its undersigned attorneys,

hereby makes application for an Order pooling all mineral
interests in the Upper Pennsylvanian formation underlying All of
Section 24, Township 21 South, Range 23 East, N.M.P.M., Eddy
County, New Mexico, and in support thereof would show:

: A J l. Applicant is entitled to proceed with the drilling of

| a well located in Section 24, Township 21 South, Range 23 East,
N.M.P.M. under the authority of Applicant's ownership of oil and
gas leasehold interests or under farmout agreements from others.
Marathon 0il Company is the owner of part of the working interest

in the SW4%, W%SE4%, and SE%SE% of Section 24, Township 21 South,

Range 23 East, N.M.P.M., Eddy County, New Mexico.

2. Applicant proposes to drill a gas well 660 fset frbm
the South line and 660 feet from the East line of Section 24, to
a depth of 7,600 feet or to a depth sufficient to test the Upper
Pennsylvanian formation and seeks to dedicate All of Section 24
to the well pursuant to the field rules for the Indian Basin .

Upper Pennsylvanian Pool. Applicant has reguested Marathon 0il
Cdmpany, as owner of part of the working interest in the SWj,

W%SE% and SE%SE% of Section 24, to agree to participate in the

drilling of said well or to farmout or otherwise commit their

interest to said well, but Marathon 0il Company so far has

refused to do so.
3. The pooling cf all interests in the Upper Pennsylvanian

formation in All of Section 24 will avoid the drilling of
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February 14, 1979 Examiner's Hearing.

unnecessary wells, prevent waste and nrotect correlative

rights.

4. Applicant requests that this matter be heard at the

HINKLE, COX, EATON,
COFFIELD & HENSLEY

BY: ( . \‘\‘*&&

Conrad E. Coffidid \(‘
Post Qffice Box ‘2588
Midland, Texas 79702
Attorneys for

Cotton Petroleum Corporation
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BEFORE THE OIL CONSERVATION DIVISION OF
THE DEPARTMENT OF ENERGY AND MINERALS

STATE OF NEW MEXICO

APPLICATION OF COTTON PETROLEUM ) e LY57
CORPORATION FOR COMPULSORY POOLING ) QAL
EDDY COUNTY, NEW MEXTCO )

APPLICATION

Cotton Petroieum Coxrporation, by its undersigned attorneys,
hereby makes applicétion for an Order pooling all mineral
interests in the Upper Pennsylvanian formation underlying All of
Section 24, Township 21 South, Range 23 East, N.M.P.M., Eddy
County, New Mexico, and in support thereof woild show:

1. Applicant is entitled to proceed with the drilling of
a well located in Section 24, Township 21 South, Range 23 East,
N.M.P.M. under the authority of Appliéant's ownership of oil and
gas leasehold interests or under farmout agreements from others.
Marathon 0il Company is the owner of part of the working interest
in the SW4, WSE%, and SE4SE% of Section 24, Township 21 South,
Range 23 East, N.&.P.M.] Eddy County, New Mexico.

2. Applicant proposes to drill a gas well 660 feet from

the South line and 660 feet from the East line of Section 24, to

a depth of 7,600 feet or to a depth sufficient to test the Upper
Pennsylvanian formétion and seeks to dedicate All of Section 24

to the well pursuait’to the field rules for the Indian Basin

.ﬁpper Pennsylvaniaﬁ Pool. Applicant has requested Marathon 0Oil

Company, as owner ?f part of the working interest in the SW%,
W%SE% and SEX4SE% o% Section 24, to agree to participate in the
drilling of said w@ll or to farmout or otherwise commit their
iﬁtgres;_;q said,wéll; but Marathon 0il Company sc-£ar has -
refuscd to do so.

3. The pooliég of all intérests in the Upper Pennsylvanian

formation in All of Section 24 will avoid the drilling of

T TP




: ‘ unnecessary wells, prevent waste and protect correlative
rights.

4. Applicant requests that this matter be heard at the

February 14, 1979 Examiner's Hearing.

HINKLE, COX, EATON, )
COFFIELD & HENSLEY 4

e N

HE G
Conrad E. Coffield
Post Office Box 3580
Midland, Texas 79702
Attorneys for 1
Cotton Petroleum Corporation

R
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REFORE THE OIT. CONSERVATION DIVICSTON--OF
THE -DEPARTMEN'I’ OF ENERGY AND MINERALS

STATE OF NEW MEXICO

APPLICATION OF COTTON PETROLEUM )
CORPORATION FOR COMPULSORY POOLING ) Consr
EDDY COUNTY, NEW MEXICO )

RN

APPLICATION

Cotton Petroleum Corporation,'by its undersigned attornefs,
hereby makes application for an Order pooling all mineral
interests in the Upper Pennsylvanian formation underlying All of
Section 24, Township 21 Souﬁh, Range 23 East, N.M.P.M., Eddy
County, New Mexico, and in support thereof would show:'

1. Applicant is entitled to proceed with the drilling of
a well located in Section 24, Township 21 éouth, Range 23 East,
N.M.P.M. under the authority of Applicant's ownership of o0il and
gés leasehold interests or under farmout agreements from others.
Marathon 0il Company is the owner of part of the working interest
in the SW%, WXSE%, and SE%SE% of Section 24, Township 21 South,

Range 23 East, N.M.P.M., Eddy County., New Mexico.

0
oy
=

2. Applicant pronoses t

11 2 gas well 660 feet from
the South line and 660 feet from the East line of Section 24, to
a depth of 7,600 feet or to a depth sufficient to test the Upper
Pennsylvénian formation and seeks to dedicate All of Section 24
to the well pursuant to the field rules for the Indian Basin
Upper Pehhsylvanian Pool. Applicant has reqguested Marathon 0il
Company, as owner of part of the working interest in'ihe SW%,
W%SE%‘énd SE%SE% of Section 24, to agree to participate in thé

drilling of said well or to farmout or otherwise commit their

interest to said well, but Marathon 0il Company so tar has

- refused to-do so.

3. The pooling of all interests in the Upper Pennsylvanian

formation in All of Section 24 will avoid the Arilling of

|
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unnecessary wells, prevent waste and protect correlative

rights.

4. Applicant requests that this matter be heard at the
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HINKLE, COX, EATON,
COFFIELD & HENSLEY

By: /i\i&,\@,mf\ :

Conrad E. Coffield oy
Post Office Box 3580
Midland, Texas 79702
Attorneys for

Cotton Petroleum Corporation
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
_DIVISION FOR THE PURPOSE OF
'CONSIDERING: -

CASE NO. 6459

Order No. R~ 59¢3

APPLICATION OF COTTON PETROLEUM
CORPORATION FOR COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 9 a.m. on February 14

19 79, at Santa Fe, New Mexico, before Examiner Daniel S. Nutter

Director, having considered the testimony, the record, and the
recommendations of the Examiner, and being fully advised in the
preﬁises,

FINDS:

y given ag required by

(1) That due public notic¢e having bee

law, the Division has jurisdiction of this cause and the subject
matter thereof.

' (2) That the applicant, Cotton Petroleum Corporation

- NOW, on this day of February e 1979 , the Divisio

’

seeks an order pooling all mineral interests_in the Pennsylvanian

_formation S underlying e all of

af Section 24 » Township 2i South » Range 23 East

NMPM, Indian Basin-Upper Pennsylvanian Pool, Eddy County, New

Mexico.
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(3) That t applicant has the right to drill and proposes

crde

to drill a well

(4) That there are interest ownecrs in-the proposed-proration §j o

R T e A ~ A%

unit who have not agreed to pool their interests,

) (5) That to avoid the drilling of unnecessary wells, to
protect correlative rights, and to afford to the owner of each
interest in said unit the opportunity to recover or receive
without unnecessary expense his just and fair share of the gas
in said pool, the subject application should bé approved by
pooling all mineral interests, whatever thgrmay be, within said
unit. |

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

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

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

oo 7 1 {9} That any non-consenting interest owner should be

afforded the opportunity to object to the actual well costs but

%
WO
]

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

(10) That following determination of reasonable well costs,
ény non-consenting working interest ownér thét hés baid-his -

share of estimated costs should pay to the operator any amount

k that reasonable well costs exceed estimated well costs and
I should receive from the operator'ahy amount that paidiestimated

! well costs exceed reasonable well costs. ’ .
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(11) That_‘é_zﬂjm,aéwperw monthAshould be fixed as a=reason-
) .00
able chargesfor supervision (combined fixed rates):; that the
operator should be authorized to withhold from production the

f such supervision chargesattributable to

(]

each non-consenting working interest, and in addition thereto,
the operator should be authorized to withhold from production
the proportionate share of actual expenditures required forl
operating the subject well, not in excess of what are reasonable,
attributable to each non-consenting working interest.

(12) -That all proceeds from production from the subject
well which are not disbursed for any reason should be placed

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

proof of ownership.

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

unit to commence drilling of the well to which said unit is

dedicated on or before JOM [/, /979 , the order
4

pooling said unit shoulQZEecome null and void and of no effect

whatsoever,

IT IS THEREFORE ORDERED:

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

"in the Pennsylvanian formation underlying xx& all _
of Section _24 , Township 21 South . Range 23 East ’
Eddy

NMPM, Indian Basin-Upper Pennsylvanian Pool,/ County, New Mexico,

are hereby pooled to form a standard 517!0— ‘acre gas spéciiﬁg :
. s . . ‘,“~ ; . h';:
and proration unit to be dedicat:d to a Wdll to e drilled Gf‘?cm E
660 feet from the South line and 660 feet from the East line of said -
Section 24. : .

PROVIDED HOWEVER, that the operator of said unit shall

commence the drilling of said well on or before the _a}sf’day of

p (2'--“ » 12 79, and shall thercafter continue the drilling
0;65

aid well with due diligence to a depth sufficient to test the

l Pennsylvanian formation; »
' PROVIDED FURTHER, that in the event said ‘operator does not

coqnce the drilling of said well on or before the Ekgt. day of

» 1979 , Order (1) of this order shali be null

an]void and of no effect whatsoever, unless said operator obtains

fla time extension from the . pivision for good cause shown.
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PROVIDED FURTHER, that should said well not be drilled to

[l

completion, or abandonment, within 120 days after conmencement

thereof, said operator shall appear bofore the Division bircctor ap

show cause why Order (1) of this order should not be rescinded.

(2) That Cotton Petroleum Corporation is hereby designated

the operator of the subject well and unit.

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

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

(5) That the operator shall furnish the Division and each

‘known working interest owner an itemized schedule of actual well

costs within 90 days following completion of tiie well; that if
no objection to tﬁe actual well costs is received by the Division
and the Division has not objected within 45 days following receipt
of said schedule, the actual well costs shall be the reasonable '
well costs; provided however, that if there is an objection to
actual well costs within said 45-day period the Division will
determine reasonable well costs after public notice and hearing.
(6) That within 60 days following determination of reason-
able well costs, any non-consenting working interest owner that

has paid his share of estimated costs in advance as provided
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“ charges withheld frdm'ptoéuction to the partie;Lwho advanced

is hereby authorized to withhold from production the proportionatei

~§—
Case No.
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aﬂove shall pay to theropgfator his pro rata share of the amount
éﬂétwfé;soﬁhble well costs excced estimated well costs and shall
receive from the operator his pro rata share of the amount that
estimated weii costs exceed reasonable well costs.

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

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

(B) As a charge for the risk involved in the
drilling of the well, of the pro rata

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

(8) That the operator shall distribute said costs and

A .0 mm - D e
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the well costs.

(9) That $23°ooa per monthAQe hereby fixed as a—reasonablTj?

chargesfor supervision (combined fixed rates); that the operator
is hereky authorized to withhold from production the proportionate

share of such supervision chargeecattributable to aach non-~ ..

consenting working interest, and in addition thereto, the operatorf *

share of actual expenditures requited‘for operating such well,

not in excess of what are reasonable, attributable to each non-

consenting working interest.
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u a seven-eighths (7/8) working interest and a one-eighth (1/8)

I

,.GM.
Case
Ordexr No.

N - e L4 - — - 1.3 1 —
(10) 'I‘hatmdnyrrrunse‘.'eredrrrmlneral intarest shall be considerg

royalty interest for the purpose of allocating costs and charges
under the terms of this order. )

(il) That any well costs or charges which are to be paid
out of production shall be withheld only from the workiﬁg |
interests share of production, and no costs or charges shall
be withheld from production attributable to royalty interests.

(12) That all proceeds from prodﬁction from the subject
well which are not disbursed for any reason shall immediately

be placed in escrow in Eddy County, New Mexico, to be

<N

paid to the true owner thereof upon demand and proof of ownership;
that the operator shall notify the bivision of the name and
address of said escrow agent within 30 days from the date of
first deposit with said escrow agent.
(13) That jurisdiction of this cause is retained for the
entry of such further orders as the Division may deem necessary.
DONE at Santa Fe, New Mexico, on theAday and year hevein-

above designated.
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