
STATE OF NEW MEXICO „ ( f ^ f^f'.\) 
ENERGY, MINERALS AND NATURAL RES<pJRjOljs DEPARTMENT 

OIL CONSERVATION D i v i S l M r. u"\ 

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

APPLICATION OF LIME ROCK RESOURCES II-A, 
L.P. FOR APPROVAL OF COMPULSORY POOLING, 
EDDY COUNTY, NEW MEXICO. Case No. 14,820 

APPLICATION OF LIME ROCK RESOURCES II-A, 
L.P. FOR APPROVAL OF COMPULSORY POOLING, 
EDDY COUNTY, NEW MEXICO. Case No. 14,821 

APPLICATION OF LIME ROCK RESOURCES II-A, 
L.P. FOR APPROVAL OF COMPULSORY POOLING, 
EDDY COUNTY, NEW MEXICO. Case No. 14,822 

APPLICATION OF LIME ROCK RESOURCES II-A, 
L.P. FOR APPROVAL OF COMPULSORY POOLING, 
EDDY COUNTY, NEW MEXICO. Case No. 14,823 

MOTION TO DISMISS 

Mewbourne Oil Company ("Mewbourne") moves the Division for an order dismissing 

the above compulsory pooling applications, and in support thereof, states: 

1. Lime Rock Resources II-A, L.P. ("Lime Rock") has filed the above applications 

seeking to force pool all depths from the surface to the base of the Yeso formation underlying the 

E'/zSW/4 of Section 7, Township 18 South, Range 27 East, N.M.P.M. The Yeso formation is 

apparently the primary target of the four wells involved in these cases. 

2. Mewbourne is the operator of the S'/2 of Section 7 under an Operating Agreement 

dated May 15, 1973. This agreement covers one hundred percent (100%) of the working 

interests as to the following depths: 



(a) Below the base of the San Andres formation in the WV2SW/4 of and WV2SElA 

Section 7; 

(b) All depths except the Grayburg and San Andres formations underlying the 

EKSWA and NEI/4SE% of Section 7; 

(c) All depths in the SEYASEYA of Section 7. 

See Affidavit of Corey Mitchell, attached hereto as Exhibit A. 

5. The Operating Agreement remains in effect due to the following: 

(a) The initial well drilled under the Operating Agreement was the Peterson Com. 

Well No. 1, located 1980 feet from the south and east lines of Section 7. The Peterson 

Com. Well No. 1 was a commercial well, and is still producing; and 

(b) The Operating Agreement provides, in Section 10, that it shall remain in effect so 

long as any of the oil and gas leases subject to the agreement remain in effect. All of the 

oil and gas leases listed in Exhibit A to the Operating Agreement remain in effect. 

Id. 

3. The depths which Lime Rock seeks to pool in these cases include depths covered 

by the May 15, 1973 Operating Agreement and the West Red Lake Unit Agreement. 

4. The pooling statutes provide that a working interest owner may force pool other 

interest owners in a well where other owners "have not agreed to pool their interests." NMSA 

1978 §70-2-17.C. In these cases all of the interest owners in the EVSSWV* of Section 7 have 

voluntarily agreed to pool their interests (i) as to the Grayburg and San Andres formations under 

the West Red Lake Unit Agreement and Unit Operating Agreement, and (ii) as to all other depths 

under the May 15, 1973 Operating Agreement. Thus, force pooling is improper. 

WHEREFORE, Mewbourne Oil Company requests that these cases be dismissed. 
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Respectfully submitted, 

James Bruce 
Prist Office Box 1056 
SaWa Fe, New Mexico 87504 
(505) 982-2043 

Attorney for Mewbourne Oil Company 

CERTIFICATE OF SERVICE 

I hereby certify that a/copy of the foregoing pleading was served upon the following 
counsel of record this ">3v <j day of April, 2012 by hand delivery: 

Ernest L. Padilla 
P.O. Box 2523 
Santa Fe, New Mexico 87504 
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STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARINGS CALLED 
BY THE OIL CdNSERVATION DIVISION FOR 
THE PURPOSE OF CONSIDERING: 

APPLICATION OF LIME ROCK RESOURCES IlrA, 
L.P. FOR APPROVAL OF COMPULSORY POOLING, 
EDDY COUNTY, NEW MEXICO. 

APPLICATION OF LIME ROCK RESOURCES II-A, 
L.P. FOR APPROVAL OF COMPULSORY POOLING, 
EDDY COUNTY, NEW MEXICO. 

APPLICATION OF LIME ROCK RESOURCES II-A, 
L.P. FOR APPROVAL OF COMPULSORY POOLING, 
EDDY COUNTY, NEW MEXICO. 

APPLICATION OF LIME ROCK RESOURCES II-A, 
L P. FOR APPROVAL OF COMPULSORY POOLING, 
EDDY COUNTY, NEW MEXICO. 

AFFIDAVIT OF COREY MITCHELL 

COUNTY OF MIDLAND ) 
) ss. 

STATE OF TEXAS ) 

Corey Mitchell, being duly sworn upon his oath, deposes and states: 

L I am over the age of 18, and have personal knowledge of the.matters stated herein. 

.2. I am a- landman for Mewbourne:Oil Company ("Mewbbume''). 

3. Except as- noted below, Mewbourne: is the operator of the SVi of Section 7. 
Township 18 .S.outh, Range 27 Fast, N.M.P.M. under ariOperating:Agreement dated May 15, 
1973. a true copy of which is attached hereto as Attachment 1 (the ''Operating Agreement"). 

4. The original operator under the. Operating Agreement was Mark Production, 
Company, which is.now known as Mewbourne Oil Company, 

Case No. 14,820 

Case No. 14321 

Case No. 14,822 

Case No. 14,823 

i 
EXHIBIT / ( 



5. The initial well drilled under the Operating Agreement was the Peterson Com. 
We'll No. 1, located 1980 feet from the south and east line's, of Section 7. The Peterson Com. 
Well No. 1 was a commercial well, and is stilfproducing. 

6. The Operating Agreement provides, in Section 10, that it shall-remain in effect so 
long as any of the oil and, gas leases subject to the agreement remain in effect. All of the oil and 
gas leases listed in Exhibit A to the Operating Agreement remain "in effect. 

7. The Operating Agreement covers all depths; in the S'/z of Section 7 except the 
following shallow-depths: 

(a) The surface to 1900 feet subsurface underlying the SW^SW'/i of Section 7, 
which was assigned by Gulf Oil Corporation (a party1 to the Operating Agreement) to 
Nearburg & Ingram by the Assignment of Oil and Gas Lease,, dated September 8, 1958, a 
true copy of which is attached hereto as Attachment 2. 

(b) The Grayburg and Sari Andres formations underlying the EV2SWA, W'̂ SE'A, 
and NE'/iSE'/i of Section 7, as defined in the Unit Agreement for the West Red Lake 
Unit, dated August 1, 1967, a.portion of which is attached hereto as Attachment 3. 

(c) The surface to 1910 feet subsurface underlying the NW'/iSW1/* of Section 7, and 
the surface to the base of the San, Andres forniation underlying the W/2SEI4 of Section 7, 
which were, retained under a farmout agreement from Exxon Corporation to Mark 
Production Company, dated May LI, 1973, a true copy of which is attached hereto as 
Attachment 4, 

8. One hundred percent (100%) of the working interests in the oil and gas leases 
described in the, Operating Agreement,, except as to the shallow depths described above, are 
committed to the Operating. Agreement. 

9. The depths which Lime Rock Resources II-A, L.P. seek to pool in these cases 
include depths below the shallow depths described above. 

Corey Mftehell 

SUBSCRIBED AND SWORN TO before me this day of April, 2012 by Corey 
Mitchell. 

My Commission Expires: 

jStfffi*, SHIR8Y BARCLAY 
Notary Public, State of Texas 

%SwTSt,s My Commission Expires 
May 13, 2015 
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MODEL FORM OPERATING AGREEMEN 
Non-Federal Lands 

OPERATING AGREEMENT 

DATED 

Hay 15. , 19_23_, 

FOR UNIT AREA I N TOA^NSHIP 18S , RANGE 22B 

-r-. g^Y.. COUNTY, STATE OF New Mexico 

Red Lake Area 

MARK PRODUCTION COMPANY 4(1 PETERSON 
S/2 SECTION 7 

AMCRICAN. ASSOCIATION OF PETROLEUM LANDMEN 

APPROVED FORM. A.A.P.L. NO. 410 

MAY BE ORDERED DIRECTLY FROM THE PUBLISHER 

R05J.MARTIN COMPANY, BOX .800. ' TULSA 74101 

Attachment 
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OPERATING AGREEMENT 

THIS AGREEMENT, entered Into thin 15th day o f _ _ _ f i a y j , 1 » J 3 _ between 

. MARK PRonnrTTnM m M P ^ - _ , _ — • - - • . ,—, 

hereafter designated ss "Opernlor", and the signatory parties other than Operator. 

WITNESSETH, THAT;: 

WHEREAS, the parties, to this agreement are owners of oil and gas leases covering and. If so indicated, 

unleased mineral interests In the tracts of land described in Exhibit "A", and i l l part let have reached an 

agreement to explore and develop thero, leases and interests for oil and.gas to the extent and as hereinafter 

provided; 

NOW, THEREFORE, it Is agreed as follows: 

I . DEFINITIONS 

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

therm 

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

(J) The parties to this agreement shall always be referred to as,!'it" or "they", whether the parties be cor

porate bodies, partnerships, associations, or persons real. 

(3) The term' "oil and gas" shall Include 6iL gas, catlnehead 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" (hall refer to and Include all of. the lands, oil and gas leasehold intereslsand oil 

and gas interests intended to be developed and operated for oil and gas purposes under this agreement. 

Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit "A", 

(8) The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any 

state or federal body having authority. If a drilling unit is not fixed by any such rule or order; a drilling 

unit shall be the drilling 'unit as established by the pattern of drilling 'In. the Unit Area or as fixed by ex

press-agreement of . the parties. 

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

in. the contract 

(B) The words "equipment" and "materials" as used here are synonymous.and shall mean and include.all 

oil field supplies and personal property acquired for use in the Unit Area. 

2: TITLE EXAMINATION, LOSS OF LEASES AND OIL AND GAS INTERESTS 

A. Title Exomlnallcmi 

There shall be no examination of title to leases, or to oil and gas Interests, except that title to the lease 

covering the land upon which the exploratory well is to be drilled in accordance with Section 7, shall be exam

ined on a complete abstract record by Operator's attorney, and the title to both the oil and gas lease and to 

the fee title of the lessors must be approved by the examining attorney,.and accepted by ail parties. A copy of 

the examining attorney's opinion shall be sent to each party immediately after the opinion is written, and, 

also, each party shall be given; as they are written, a copy of all subsequent supplemental attorney's reports. 

A good faith effort to satisfy the examining attorney's requirements shall be made by the party owning the 

lease covering the drillsite. . 

If title to the proposed drillsite is not approved by the examining attorney or the lease is not acceptable 

for a material reason, and all the parties do not accept the title, the parties shall select a new drillsite for the 

first:exploratory well;;provlded,:if?the partie3;are uhable to agree upon another drillsite, this agreement shall, 

in that case, come to an end and all parties shall then forfeit their rights and be relieved of obligations here

under. If a new drillsite is selected, title to the oil and gas lease covering it and to the fee title of the lessor 

shall be examined, and title shaU be approved or accepted or rejected In like manner aa provided above con

cerning the dxllluite first selected. If title to the oil arid: a a j lease' covering the second choice drillsite ia not 

approved or accepted, other drlUoiteo shall be successively selected and title examined, until a drillsite ia chosen 

"Individual Loss" 
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A.A.P.L l'OKM 610 

lo which title.is approved or accepted; or until the "parties'fail to select,another drillsite. As in the ease of/the 

drillsite, first selected, so; also with successive choices If the time comes thai .thc parties have not approved 

title-and arc unable to agree upon ah alternate drillsite, the contract-shall; in that case and at that lime, come 

to an end and all parties shall foffeit.their rights and be relieved of obligattonsiunder thisreontract. 

No well other than the first test shall be drilled in the Unit Area until after, (1) the title to the lease 

covering the Jands upon which such well is to be located has been examined by Operator's attorney, and (2) 

the title'has been approved by the examining attorney and the title has been accepted by all of the parties 

who are to participate in the drilling of the well. 

B. Failure of Title: 

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

nevertheless, cbntihue'ih force as to all remaining leases'and interests; and 

(1) The party whose lease or interest is affected by the title-failure shall bear alone the entire loss and it 

shall hot be entitled to recover from Operator or the other parties any development or operating costs 

which it. may. have theretofore paid, but there shall be no.monetary liability on its pari to the other par

ties hereto by reason ofsuclrlitle failure; and 

(2) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation 

of the interest which has been lost, but the interests of the parties shall be revised on an acreage basis, 

as of the time it is determined finally that title: failure has occurred, so that tlie interest of the party 

whose lease or interest is affected by the title failure will thereafter-be reduced in the Unit Area.by the 

amount of the interest lost; and 

(J) If the proportionate interests of the other parties hereto in any producing we|l theretofore drilled on 

tho: Unit Area is increased by. reason of the title failure, the parly whose title has failed shall receive 

the proceeds attributable to the Increase In such interests (less operating costs attributable thereto) 

until i l has been reimbursed for uhrocovered costs paid by it In .connection with such well; and 

(4) Should any person, hot .a party to this agreement, who is determined tobo-the owner of any interest in 

the title which has failed, pay in any manner any part of the cost, of operation, development, or.equip

ment, or equipment previously paid under this agreement, such amount shall be proportionately paid io 

the party or parties hereto who in the?first instance paid the costs which are so refunded; and 

(5) Any liability to account lo a third party for. prior production of oil and gas which arises by reason of 

title failure shall be borne by the: party or parties whose title failed in the same proportions in which 

they shared in such prior production. 

C Loss of Leases for Causes Other Than Title Failure: 

If any lease or interest subject to this agreement be lost through failure to develop or because express 

or implied'covenants have not been performed, or if:any lease be permitted to expire at the end of its primary 

term and not bo renewed or extended, or if any lease or interest therein is lost due to the fact that,the produc

tion therefrom-is :shut in by reason of lack of market, the loss shall not be considered a failure of title and all 

such" losses.shall. be joint losses and shall be borne by all parties in proportion to their interests and there shall 

be no readjustment of: interests in the Unit Area. , 

3. TJNLIiA3EI> OIL ANO GAfi'.IHThnCBTO 

If any uuitj UUIIIS ail .unltttJtd ail and gos interest in the Unit Area, thht, Interpol oholl bo tt ei(leji_fflj>the 

purpose of this agreoment as if it were, a leased interest under the^form of oil ar̂ _EasdeosTTaTiached as "Exhi

bit "B" and for the primary .term therein stated. As;to siichjntiuaMitsrffie"^ shall receive royalty onproduc-

tion as prescribed in the forni of oiljnd_jps-lenSj5^ttached hereto as Exhibit "B". Such parly shall, however, 

he subject to all o~f' the U16 visions of this agreement relating to lessees, to the extent lhat it owns the lessee 

4. INTERESTS OF PAItflES 

Exhibit^ "A" lists al lot the parlies, and their respective percentage or fractional interests under this 

agreement. Unless changed by. other provisions, nil costs and liubilitics incurrod in operations under this con

tract shall be borne and paid, and all equipment and material acquired In operations on the Unit Area shall bo 

owned, by the parties as their Interests arc given in Exhibit "A". All production of-oil.and gas from the Unit 

Area,: subject lo the payment of lessor's royalties, shall also be.owned by the parties in tUosame.maiiner. 

— i — 
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If: the interest of any party in any. oil and, gas lease covered by this agreement is subject to ari overriding 

royalty, production payment; or other charge over and above the usual one-eigthh {%) royalty, such party shall 

assume and alone, bear, all such excess obligations and shall account for them to the owners thereof- out or its 

share of the working interest production;of the Unit Area. 

S. OPERATOR OF UNIT 

M&py: ppnniTr-TTnii rrwp&NY shall be the Operator of 

the Unit Area, and'shaU .conduct:,arid direct and have lull 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 operatlons-in a good 

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

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

this agreement. 
6. EMPLOYEES 

The number of employees and their selection, and the hours 61 labor and the compensation for services 
performed, shall be determined by Operator. All employees shall be the employees of Operator. 

I i TEST WELL 

On or before the 15th__ day nf Ancjugt , 19_Z3_ Operator shall commence the dril l

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

1980" EEL St 1980' FSL o f Section 7, T-18-S, R-274E 
Eddy County, New Mexico 

and-shall thereafter continue the drilling of the well with due diligence to a. depth o f 9,600* or to a 
depth s u f f i c i e n t t o t o s t the Morrow sand format ion 

unless granite or other practically impenetrable substanceris encountered at a lesser'depth or unless'all parties 

agree to complete the well at a lesser depth. 

Operator shall make reasonable tests of Sail formations encountered during; drilling which give indica

tion of containing: oil and gas in quantities sufficient; to test, unless this agreement shall be limited in its ap-

plication to a specific formation or.formations, in which eventOperatorshall .be required to test only the 

formation or formations' lb .which- this agreement may- apply. 

If in Operator!* judgment the well will not produce oil or gas in.paying quantities,.and it, wishes to 

plug and abandon the test-as a dry hole, it shall first secure the consent of all parlies to the plugging; arid the 

well- shall then be plugged arid abandoned as promptly as possible. 

8. COSTS AND EXPENSES 

Except as herein otherwise specifically provided, Operator shall, promptly pay and discharge all costs 

and expenses incurred in the development and operation of the Unit Area pursuant-to this agreement arid shall 

charge each of the parties hereto with their respective proportionate shares upon, the- cost-ahd expense, basis 

provided in the Accounting Procedure attached hereto andmarked.'.Exhibit "C". If any provision of Ex

hibit. "C" should be inconsistent with any. provision contained-in the Jbody of this agreement, the provisions in; 

the, body of this agreement shall prevail. 

Operator, at its election, shall have the right .from time to time to demand and receive from the other 

parties payment-in advance of their respective shares of the estimated amount of thercosts to be incurred in 

operations hereunder1 during the next succeeding month, which right may be exercised only by submission to 

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 lor the payment in advance of estimated costs shall be submitted on or 

before the 20th,day of the. next preceding'month. Each party shall pay to Operator .ils -proportionate, share of 

such estimate within fifteen (15) days after sucli estimate and invoice is received. If any party fails to.pay its 

share of said estiinatc,wilhin.said lime, the amount due shall bear interest at.the rate of sax percent per 

annum until'pnid. Proper adjustment shall be made monthly between advances arid actual-cost, to the end 

that each party shall bear and pay its proportionate share of actual costs Incurred, and no more. 

— 3 — 
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9. OPERATOR'S • LIEN 

Operator is given a first and preferred jien on the interest of each party covered by this contract, and 

in each party'silnterest in oil and gas, produced and the proceeds thereof, and.upon each party's interest irima-

terial and equipment;' to secure, thepayment of all sums due.from each-such party "to Operator. 

In the event any party faits to pay any amount owing by it to Operator as its share of such: costs and 

expense or such advance'estimate withiri'the time limited for payment thereof, Operator, without prejudice to 

othf 
the proceeds accruing to the working interest or interests in; the Unit Area of the delinquent party\up. to the 

' ' plus- 10*5* i n t e r e s t •-
amount owing by such party/and. each purchaser of oil or gas « authorized to rely upon Operator's statement 

as to the amount owing by such;party. 

In the event of the neglect or failure of any non-operating, party to promptly pay its proportionate part 

of the cost and expense of development and operation when due, the other non-operating parties arid. Operator; 

within thirty (30} days; after the rendition of statements-therefor by Operator, shall proportipnately contribute 

to the payment of such delinquent indebtedness and thenon-operating parties so contributing shall be entitled 

to the same lien rights^as arc granted to Operator in this section. Upon the payment by such delinquent or 

defaulting party to Operator of any arnount or amounts on"such delinquent indebtedness, or upon any recovery 

on behalf of the non-operating parties uhder-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 fu l l force and effect fot as long as any of the oil arid gas leases subjected 

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

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

a;dry hole arid no other well is producing oil or gas in paying quantities from the Unit Area, then at the: erid 

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

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

have agreed to drill an additional well or wells under thisagreemeht, 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 lest well had been productive; in paying, 

quantities, but' if production in paying quantities docs not result therefrom, this agreement shall terminate 

at the end of ninety .(90) days after abandonment of such well or wells. It.is agreed, however, that the term* 

inatlocof this agreement shall not relieve any party hereto from any liability which has accrued or, attached 

prior'.lb the date of such termination. 

11. LIMITATION ON EXPENDITURES 

Without the consent of all-parties: (a) No well shall be dciUed on. the Unit Area except any well ex

pressly provided for in this agreement and except any well drilled pursuant to the provisions of Section 12 

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, arid equipping of the well, including necessary 

tankage; (b) 'No well shall be reworked, plugged back or deepened except a well reworked, plugged back or 

deepened pursuant to the provisions of Section 12 of this agreement, lt ! being understood that the consent to 

the reworking, plugging back or deepening o l a well shall include consent to all necessary expenditures in 

conducting such operations and completing'and equipping of said well to produce; including necessary tank

age; (c) Operator shall not undertake any single project reasonably estimated to require an expenditure in 

" " • « ' " ' FTVP THntignHis aim m / i n i i — . - - — — .nni'ia'rs r s r onn. no ) 

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, 

or other sudden emergency, whether of the same or different nature, Operator may take such steps and-incur 

such expenses as-in its opinion are required to deal with the emergency and to safeguard life and property, 

but Operator-shall, as promptly as possible, report the emergency to the other parties. Operator shall, upon 

request, 'furnish copies of its "Authority for Expenditurea" fbr any single, project costing in ex

cess of * SfOrifr nn 
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12. OPERATIONS BY LESS THAN ALL PARTIES 

If all the parties cannot mutually agree upon the drilling of any well; on the Unit Area,other thin the 

test'well provided;for in Section 7; or upon the reworking, deepening or plugging back of a dry hole drilled 

at the joint expense of all, parties; or a well jointly owned by all the parties and not then producing in paying 

quantities on the Unit Area, any party; :or: parties wishing ̂ to.;driM,̂ rewbrk,. deepen .or plug'b'ack such a well 

may give the other parlies 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 lo reworking, plugging back or drilling deeper; where 

a drilling rig< is on location, the.period shall be limited to forty-eight (48) hours exclusive of Saturday, sac Sun-
ana l e g a l holidays 

dayj/ifter receipt of the notice within which to notify the parties wishing to do the work whether they elect 

to participate: in'the cbst of the proposed operation. Failure of a party receiving such a notice to so reply to 

it' within the period above fixed shall constitute ah eiectibh'by that party riot to participate in the cost of the 

proposed operation. 

If any party receiving such a notice elects not to participate in the.proposed operation (such party or 

parties being hereafter referred to as "Non-Consenting Party"), then, in order to be entitled to the benefits 

of this; section, the'party or parties giving the notice and such other parties as shall elect to participate in the 

operation (all such parties being hereafter referred to as the "Consenting Parlies") 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 

o.n.lhe proposed-dperation and complete it with due diligence. 

The entire cost and risk of conducting such operations shall-be borne by the-Consenting Parties in the 

proportions that their respective interests as shown in Exhibit "A" bear to the total interests of all Consenting 

Parlies. Consenting,Parties shall keep'the leasehold estates involved in such operations free, and clear, of all 

liens and encumbrances of:every kind created by or arising from the operations of the Consenting Parties. If 

such an operation results in a diry hole, thesCbnsenting Parties shall plug and abandon the well at their sole 

cost, risk and expense: l.fiany well drilled, reworked, deepened or plugged, back.under - the. provisions- of -this 

section results in a, producer of oil and'or gas in paying quantities; the Consenting Parties shall complete: and 

equip the well to produce at their sole cost and risk, and the well shall theri be turned over to Operator and 

shall be operated by it at the expense and,for the account of ;the ConsentingjParties. Upon commencement of 

operations for the drilling,: reworking, deepening or plugging back of any;such.well by Consenting Parties 

in accordance with trie provisions of this section, each Noh-Conseritihg Party shall be deemed to have relin

quished to. Consenting Parties, and the Consenting Parties shall own and be entitled" to receive, in proportion 

to their respective, interests, all of such, Non-Consenting Party's interest in-the well, its leasehold operating 

rights, and share of pr^uctibn'therefrom until the proceeds or market value thereof (after deducting pro

duction taxes, royalty, overriding royalty and other interests payable out of or measured by the production 

from;such well accruing with'respect to such interest until it reyertsj shall equal the total of the following: 

(A) 100% of each such Non-Consenting Party's shareofilhe cost ofany newly acquired surface equipment, 

beyond :the wellhead -connections (including, but not limited to, stock tanks, separators, treatcrs, 

pumping equipment and piping), plus 100% of each such :Noh-Consenting Party's share of the cost of 

operation of the well commencing with first production and continuing until each such: NorirGohsenting 

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

each Non-Consenting Party's share of such costs and equipment willbe that interest which would have 

been chargeable to each Non-Consenting Party had it participated in the well from the beginning of 

the.operation; and 
300% 

(B) 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 jj&txi 300* 

of that portion of the cost of newly acquired equipment in the well (to and including the wellhead 

connections); which would have; been chargeable to. such Non-Consenting Party if it had participated 

therein. 
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In the esse of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall 

be permitted to use, free ot 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 

bock or deeper drilling, the ConBcntlng Parties shall account for all such equipment to the owners thereof, 

with each party receiving Its proportionate part in kind or in value. 

Within sixty (60) day* after the completion of any operation under this section, the party conducting 

the operations for the Consenting Parties shall furnish each Non-Consenting Party with an. inventory of 

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

plugging back, testing, completing, and equipping the well for production; or, at its option, the operating 

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

billings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided, 

above, the Consenting Parties shall furnish the Non-Consenting Parties with an Itemized statement of -all' 

costs and liabilities incurred in the operation of the well, together with a statement of the quantity of oil 

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 arty such operation which would have been owned by a Non-Con

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

and of the equipment purchased, in determining:when the interest of such Non-Consenting Party shall revert 

to It at above proyided^if there Is a credit balance it shall be paid to such Npn-Cpnsenting; Parly. 

I I and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest Ihe 

amounts provided for above, the relinquished Interests of such Non-Consenting Party shall automatically 

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

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

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

drilling, reworking, deepening or plugging; back of said well. Thereafter, such Non-Consenting Party shall be 

charged with, and shall pay Its proportionate part of the further costs of the operation of said well in accord

ance with the terms of this agreement and the. accounting procedure schedule, Exhibit "C", attached hereto. 

Notwithstanding the provisions of this Section 12, it is agreed that without the mutual consent of all 

parlies, no wells shall be completed in or produced from a source, of supply from which a well located else

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

for such source of supply. 

The provisions of this section shall have no application whatsoever to the drilling of Ihe initial test 

well oh the Unit Area, but shall apply to the reworking, deepening, or plugging back of Ihe initial test well 

after it has been drilled to the depth specified in Section 7, If H is, or thereafter shall prove to be, a dry 

hole or non-commercial well, and to all other wells drilled, reworked, deepened, or plugged hack, or pro

posed to be drilled, reworked, deepened, or plugged back, upon the Unit Area subsequent to the drilling of 

the Initial test well. 

13. RIGHT TO TAKE PRODUCTION IN KIND 

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas . pro

duced from the Unit Area, exclusive of production which may be used in.development and producing oper

ations and in preparing- and treating oil for' marketing/purposes and production unavoidably lost; 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 tree from any liability therefor. Any 

extra expenditure incurred in the taking in kind or separate disposition by any party of ils proportionate 

share of the production shall be borne by such party. 

Each party shall execute all division orders and contracts of sale pertaining 16 its interest in produc

tion from the Unit Area, and shall be, entitled to: receive payment direct, from the purchaser or purchasers 

thereof for it* shore of all production. -
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In the event any ^ take in kind or separately 

dispose of -ils. 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 I t ; but not the obligation, to purchase such oil and 

gas or sell it to others for the time being, at not less than the market price prevailing in the area, which 

shall in no event be less than the price which Operator^receives for its portion, of the oil and gas produced 

from the Unit Area. Anyisucl' 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 to take in kind, or: separately .dispose of," its share of 

all oil arid gas not previously delivered to'a purchaser.. Notwithstanding the foregoing. Operators shall, riot 

makea sale-intp interstate commerce Of-any other party's share of gas production^Mutliout first igi>iiigi'stfeh 

ether party oinly (60) doyo notice ef such intended .sale-. Sales by Operator o f any other par ty 's 
share of; production s h a l l be only for : such reasonable times as are consistent w i t h the 
minimum needs o f the indus t ry .under the. circumstances' but "in no evert s h a l l such sale be 
f o r a per iod i n excess o f one < f t Xetfess TO UNIT AREA 

Each party shall have access'to the Unit Area at all reasonable times, at its sole risk, to inspect or 

observe operations, and shall have access . at reasonable times to information pertaining to the development 

or operation thereof^ including Operator's books and records relating thereto. Operator shall, upon request, 

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

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

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

IS. DRILLING CONTRACTS 

All , wells drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rate's 

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

of wells, but its charges therefor shall not exceed the prevailing rates: in the field, and the rate of .such 

charges shall be agreed upon, by the parties in writing before drilling operations Eire commenced, and such 

work shall be performed by Operator tinder the same terms and conditions as shall be customary and usual 

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

IS. ABANDONMENT OF WELLS 

No well, other than any well which has been drilled or reworked pursuant to Section 12 hereof for 

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

pleted as a producer shall be plugged and abandoned without the consent of all parties; provided, however, 

if all parties do not agreerto the abandonment of any well, those wishing, to continue itsoperation shall tender 

to each of the other parties its proportionate, share ot 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 or plugging and abandoning. Each- abandoning party shall then assign to the non-

abandoning parties, without warranty, express or implied, as;to title or as to quantity; .quality, -.or fitness for use 

of: the equipment and material; all of ils interest in the well and/its equipment, together with its interest in 

the leasehold estate as to, but only as to, the interval or intervals of the formation or 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 shall be in a ratio based upon the relationship of 

their respective percentages of participation in tho Unit Area to the aggregate of the ,percentages of partici

pation'in the Unit Area of all assignee's.; There shall be no readjustment of interest in the remaining portion 

of the Unit Area. 

After the assignment, the assignors shall have no further 'responsibility, liability, or interest in the 

operation of or production from the well in Hie interval or intervalsi tncn.open. Upon request of the assignees, 

Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the 

rales and charges contemplated by this agreement, plus any additional cost and charges which may arise as 

the result of the separate ownership, of the assigned well. 
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17. DF.I.AV RKNTAI^ ANI» SHUT-IN WKLL.PAYMF.NTS 

Belay rentals and shut-in well payments which may be required under the terms of any lease shall be 

paid by the.party who hns subjected such lease to this agreement, at its own expense. Proof of each" payment 

shall be given to Opcratur at least ten (10) days pr'lor to the;Tcntol or shut-in well payment date. Operator 

shall furnish similar proof to all other parties ronccrning payments It mokes In connection with its leases. Any 

party may request; arid 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.lcasc 

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

.payrnent. Unless the party who failed to pay a rental or shut-in.well payment secures-a new lease covering.the 

same interest within ninety (BO); days from the discovery of the failure lo make proper payment, the interests 

of the parties shall be revised on an acreage basis effective as of the date of termination of the lease involved, 

andtho.pafly who failed to make'proper payment will no longer be credited with an interest ln the Unit Area 

on account of Ihe ownership of the lease which has terminated. In the event the party who failed to pay the 

rental or the shut-in well payment shall not have been fully reimbursed, at the lime of the loss, from the pro

ceeds of the sale of oil arid 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' paid by H (but not for Us 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.oil and gas. less operating expenses, theretofore accrued to the credit of the lost interest, on 

an acreage basis, up lo 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 arid gas to be contributed by the other parties in proportion to their respective interests: and 

(3) any moneys, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, 

the owner of the Interest lost, for the privilege of participating in the Unit Area or becoming a party to 

this contract 

Operator shall attempt to notify all parties when a gas well Is shut-in or returned to production, but 

assumes no liability whatsoever for failure to do so. 

I81 PrcfiFSnKNTIAI, MGHT Tft PURCHASE-

Should any party "desipo to aall Oil on amy pari al itq tntoreata yndan thio oantrBot, on itn righln Qndjm*' 

tcrcsts in the Unit Area, it shall promptly give written notice to the other parties, with full infjjie-Sfrton con

cerning its proposed sale, which shall include the name arid address of the prospectWe^ptlfchaser (who must 

be ready, willing and able to purchase^ the purchase price. Bnd all other tejjDS-olftheoffer; The other parties 

shall then have an optional prior right, for a perlod"of ten (10) djiy-r^hcr receipt of the notice, to purchase 

on the same terms and conditions the Interest which thopthtffpariy proposes to sell; and, if this optional right 

is exercised, the. purchasing, parties shall sharejbe^purchased interest in the proportions that, the interest of 

oaeh-bonrs to the total intcrestfof a^U^parffiasing parties. However, there shall be ho preferential right to pur

chase in those, cases whercjjiyjfparly wishes to mortgage Its interests, or to dispose of its interests by merger, 

reorgaiiiziilinn, rnu°w-tfuntion, or srile of nil of Its nsxets, or a sale or transfer of its Interest-, to n subsidiary or 

patvnl nju-flany, or subsidiary of a parent company, or to any company in which any one pnrty owns a ma-

jtrrffy ol the ntaeh. 

19. SELECTION OF NEW OPERATOR 

Should a sale be made by 'Operator-of its rights and interests, Ihe other parlies shall have the right 

within sixty(db) days 'after the date.of such sale, by'majbrity vote: in '.interest, to select a hew Operator. If 

a new Operator is riot so selected, the transferee of the present Opcratpr,shall assume the dulic.vof and act as 

Operator. In cither case, the retiring Operator shall continue to scryc.as Operator, and discharge its duties 

In that capacity under this agreement, until its successor Operator-is selected and begins to function, but the 

present Operator shall not be obligated to continue the perfqiimance of its duties for more than 120,days after 

'the. sale of its rights and interests has been completed. 

— 8 — 
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10. MAINTENANCE OF UNIT OWNERSHIP 

For the-purpose of maintaining uniformity .of: ownership in the oil and gat leasehold interests covered by 

this contract; and notwithstanding any other provisions to the contrary, no party ihallteli, encumber, transfer 

or make other disposition ot its interest in the leases embraced within, the Unit Area end in weUs, 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 equipment and production in the Unit Area. 

Every such sale, encumbrance, transfer or other.disposition made by eny party shall be made expressly -

subject to this agreement, snd ohall be made without prejudice toihe rights of the other parties. 

If at any time the Interest of any party is divided among and owned by four or more co-owners, 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 arid approve and pay such party's share of the joint 

expense?, and to deai generally with, and with power to bind, the co-owners of such party's interests within 

the scope of the operations embraced irr this contract; however, all such co-owners shall enter into and execute 

aU contracts or agreement* for the disposition of their respective shares of the oil and gas produced from the 

Unit Area sndI they ohall have the right to receive, separately; payment of the sale proceeds thereof. 

i l . RESIGNATION OF OPERATOR 

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

leu than ninety (90) days given to all other parties. In this ease, all parties to this contract shall select by 

majority vote in: Interest, hot in numbers, a"new Operator who shall assume the;responsibilities and dutlei, and 

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

all records and Information necessary to the discharge by the new Operator of its duties and obligations. 

21. LIABILITY OF PARTIES 

The liability of the parties , shall be several, not joiht or cdlleetlve. Each .party shall be responsible 

only for its obligations, and shall be liable only for Its proportionate share of the costs of developing arid 

operating the Unit Area, Accordingly, the Hen granted by each party to Operator in Section 9 1* given to se

cure only the debt* of each severally. It; ls .ndt the iriteritibri of the parties to create, nor shall this agreement 

be construed as creating, a mining or other partnership or association, or to render them liable as partners. 

23. RENEWAL OR EXTENSION' OF LEASES 

if a n y party secures a renewal of any oil and gas lease sutiject to this contract, each and all of the other 

partlesrshall be notified promptly, arid shall have the right to participate In the ownership of the renewal lease 

by paying to the party who acquired it their several proper proportionate-shares of the acquisition cost, which 

shall be in proportion to the interest* held at that time by the parties In the Unit Area. 

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it.shail 

be owned by the parties who elect to participate therein, In a ratio based upon the relationship of their respec

tive percentage of participation In the unit area to the aggregate of the.pcrce- ii.jjci of participation in the unit 

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

all the parties elect to participate shall riot be subject to this agreement. 

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

The provisions of this section shall'apply to renewar leases whether they are for the .entire interest 

covered, by the expiring lease; or cdver only a portion of iU area or ah interest therein. Any renewal lease 

token before.the expiration of its predecessor lease, or taken or contracted for within six (6) months after 

the expiration of the existing lease shall be subject to this provision: but any lease token or contracted for 

more than six (6) months efter the expiration of an existing lease shall not be deemed a renewal lease and: 

shell not be subject to the provhlora of this section. 

The provisions in this section shaU apfi f also and in like manner to extensions of OU and gag leases, 
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,24. SURRENDER OF LEASES 

The leases covered by this agreement, in BO far ns they embrace sereege.ln the Unit Area, shall not be 

surrendered In whole or in part unless,all,parties consent. 

However, should any party desire to surrender Its interest. In _ariy lease or iii, 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 equipment 

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

surrender It Upon such assignment, the assigning party, shell be relieved from all obligations thereafter ac

cruing, but not theretofore accrued, with respect to the acreage assigned and the operation of any/well' there--

on, and the assigning party shall have no further Interest In the lease assigned and its equipment arid production. 

The parties assignee shaU pay to the party assignor the reasonable salvage value of the latter1!) interest in any 

wells and equipment on the assigned ocreoge, determined in accordance with the provisions of Exhibit " C , 

less the estimated cost of salvaging and the estimated cost of plugging and abandoning.. If the assignment*!* ln 

favor of more than one party, the assigned interest shall be shared by the parlies assignee in the proportions 

that the interest of each beam to the Interest q't all parlies assignee. 

Any assignment or surrender made under this provision shall not reduce or change the assignors" or sur

rendering partlem' interest, a* it was Immediately before the assignment. In the balance of the Unit Area; and 

the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter be subject to the 

torms and pro vision* of thi* agreement. 

25. ACREAGE OR CASH CONTRIBUTIONS 

If any party receives while . thb agreement is In force a contribution of cash toward the drilling of a 

well or any other operation on the Unit Area; such contribution shall be paid, to the party who conducted the 

drilling or other operation and shall be applied by It against the cost of such drilling-or other operation. If 

the.contribution be In the form of acreage, the party to whom the contribution is made shall promptly execute 

an assignment of the acreage, without warranty of title, to all parties to this agreement In proportion to their 

interests in the Unit Area at that time, and such acreage shall become a part of the Unit Area and be governed 

by all the provisions of .this contract Each party shall promptly1 notify all other parties of all acreage or 

money contribution!) it niay. obtain in support of any well or any other operation on the Unit Area. 

, o. 
.26. PROVISION CONCERNING 'TAXATION 

Each of the parties hereto elects, under the authority 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 

the Internal Revenue Code of 1B54. If the income tax laws of the state or states in which the property covered 

hereby is located contain, or may hereafter contain, provisions similar to those contained in the Subchapter of 
o 

the Internal Revenue Code of 1954 above referred to under- which a similar election Is permitted, each of the 

parties agrees that such election shall be exercised. Each party authorixe* and directs the Operator to execute 

such an election .tr elections on Its behalf and to file tl e election with - tin? y;ooer governmental office or 

agency. If 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 I 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 assessment la considered unreasonable by Operator̂  It may at its discretion protest such valua

tion within the time and manner prescribed .by law, and prosecute the protest to a final determination, unless 

all parties agree to abandon the protest prior to final detejrnunauon. When any such protested valuation shall 

have been anally determined. Operator shall pay tha assessment for the joint account, together with interest and' 

penalty accrued, and the total cost ohoU thoa bo assessed against t ^ 

InSxhlblt-C", 
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17. INSURANCE . 

,A;t',»l'l times, while operations aire conducted hereunder, Operator shall comply with this Workmen's 

Compensation Law ol the State where: the operations are being: conducted. Operator; shall also;earry or pro* 

vide Insurance for, the benefit of the joint account of the parties as may be outlined In Exhibit "D" attached 

to and .made a part hereof. Operator-shall require all contractors ongegod in work; on or for the Unit Area 

to comply with the Workmen's Compehsatlori , Law of the State *»here the operailonsare being conducted and 

to maintain such other Insurance as Operator may require. 

In the event Automobile ^bUc: Liability Insurance Is specified in saidrExhibit "D", or-subsequently re

ceives the approval* of the parties, rioidlrect/charge shall be made by Operatoi for premium* paid forsuch in-

eurance for operator's fully owned automotive equipment 

18. CLAIMS AND LAWSUITS 

If any party to this TOntractvis sued qn;an alleged cause of action arising out of operation* on the Unit 

Area, or on ah alleged cause of action involving title to any lease or oil and gas Interest subjected to this con

tract, it shall give prompt written notice of the suit to the Operator and all other parties. 

The defense of lawsuits shall be under the general direction of o comrolttee of lawyers representing the 

parties, with Operator's attorney as.Cholrman. Suits may be settled during litigation only with the Joint con

sent of all parlies, 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,suit*, together with the amdUnt.paid to discharge 

any final judgment, shall be considered costs of operation and shall be charged tb and paid by all parties tn 

proportion to their then interests, In the Unit Area. A'Uimeysj other than r'- 'ff attorneys for the parties, shall 

be employed in lawsuits involving Unit Area operations only with the consent of all parties; if outside coun. 

is employed, their fees and expenses shall be considered Unit Area expense and shall be paid by Operator and 

charged to all of the parties in proportion to their then interests in the Unit Area. The 'provisions of this 

paragraph shall not be applied in any instance where the loss which may result from the suit is treated as an 

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

handled by and be the sole responsibility of the party or parties 

Damage claims caused by and arising out of operations on the Unit Area, conducted for the joint ac

count of all parties, shall be handled by Operator and its attorneys, the settlement of claims of this kind shall 

' be within the discretion of Operator so long as the amount paid in settlement ot any brie claim does not exceed 

one thousand ($1000.00) dollars and, if settled, the sums paid In-settlement shall be charged as expense to 

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

29. FORCE MAJEURE 

If any party is rendered unable, wholly or in part,'by force mojeure to.carry, out its obligations under 

this agreement, other than the.obligation to make money payments, that party, shall give to all other parties 

prompt written notice of the force majeure-with reasonably full particulars concerning it; thereupon, the 

obligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended 

during, but no longer than, the continuance of the force, majeure! The, affected party shall use aU possible 

diligence to remove the force majeure as quickly as possible. -i 

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require 

the settlement of strikes, lockouts, or-other labor difficulty by, the party involved, contrary to-its wishes: how 

all such difficulties shall be handled shall be entirely within the discretion of the party concerned. 

The term "force majeure? as here employed'shall mean an act of God, strike, lockout or other industrial 

disturbance, act of the publle enemy, war, blockade, public riot lightning, fire, storm, flood, explosion, gov

ernmental restraint, unavailability of equipment, and any other cause, whether of the kind specifically enum

erated above or otherwise, which is not reasonably within the control of the parly claiming suspension. 

39. NOTICES 

All notices authorised or required between the partlea, and required by any of the provisions of this 

agreement shall, unlets otherwise speclfieally provided, be given in writing by United States mall or Western 

Union Telegram; postage or charges prepaid, and addressed to the party to whom the notice It given at the 

—11 — 
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addresisos listed on Exhibit "A"..The. originating notice to be givca under any provision hereof shall be deemed 

given only When received by the .party to whom such natice is directed and the lime for such party to give any 

notice:in response thereto shall run fromthe'datethe'originating noticeJs.-r'eccivcd. The second or any re

sponsive notice shall bed given when deposited in the-United States mail or with the Western. Union 

Telegraph Company, with postage or charges, prepaid. Each party shall have lhc : right to change its address 

at any time; and from timeto time, by;giving written :noticc thereof to all other parties. 

31. OTHER CONDITIONS, IF ANY, ARE: 

31A. Notwithstanding any provision contained; herein to the contrary, consent to the 
d r i l l i n g or deepening of any well in the Unit Area, including the i n i t i a l well located 
thereon, shall not be deemed consent to the running, and setting of a production string 
of casing therein or to the completion of said well as a producing-well. After the 
d r i l l i n g or deepening of such well to the depth or formation authorized and after 
appropriate testing, coring and logging: have been made. Operator shall then give 
immediate notice to the Non-Operators participating in the d r i l l i n g or deepening of 
such well; setting forth Operator's recommendations: with respect to such attempted 
completion. Each such party shall within 48 hours after receipt of such notice 
(exclusive of Saturdays and Sundays), notify Operator as, to whether or not such party 
elects to set production, casing arid "to participate i n such completion attempt. Failure 
to so notify operator shall be deemed an election not to participate. Should a l l 
parties hereto elect to so participate, Operator shall conduct such operations for the 
jo i n t account of a l l -parties. Should less than a l l parties elect to so participate, 
then such completion^operations -shall be conducted under the provisions of Section 12 
hereof, as an operation by less than a l l parties. Should no party elect to attempt 
such completion, Operator shall plug and abandon the well at the jo i n t cost of a l l 
parties who participated i n the d r i l l i n g or deepening of the well. 

3IB. .Each Non-Operator shall have a lien on the .working interest of Operator in 
the unit area and on the o i l and gas produced therefrom and on the proceeds thereof 
so far as to secure the payment of any amount that may at anytime become due and 
payable by Operator to such Non-Operator under the terms of this agreement, together 
with interest thereon at 10% as herein provided, and including reasonable "attorney 
fees in the event of suit to collect any delinquency. 

31C. I f any party should hereafter create any overriding royalty-, .production payment 
or other burden against i t s working interest production, and i f any other party or 
parties should conduct non-consent operations pursuant to any provisions of this 
agreement, and as a result becone' entitled to receive trie working interest production 
otherwise belonging to the non-participating party, the party or parties entitled to 
receive the working interest production of the non-participating party shall receive 
such production free and clear of burdens against ouch production which may have been 
created subsequent to this agreement, and the non-participating party creating such 
subsequent burdens shall save the participating patty or parties harmless with respect 
to the receipt of such working interest production. 

31D. The parties hereto agree to: comply with the nondiscrimination precisions Of 
Section 202 (1) to (7), inclusive, of Executive Order No. 11246, 30 F. R. 12319 (which 
are incorporated herein by reference(, and a l l rules and regulations issued pursuant 
thereto. 
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AJV.P.L. FORM 610 

This agreement may be signed in counterpart, and. shall be Uhdlni^up^ tbe parties and upon 'their heirs, 
successors,-, representativesand assigns. 

O P E R A T O R 

AMOCO fRfXWCTION COMPANY 

ATTEST: 

RTTORNEY-IN-Fft 
ATLANTIC RICHFIELD COMPANY 

ATTEST: 

GULF' OIL CORPORATION 

ATTEST I 

BY! 

ATTESTl 

CURTIS W. MEWBOJRNE 

SOUTHERN UNION PRODUCTION COMPANY 

BYi 

N O N - 6 P E R A T O R S 



AiA;P;L. FORM 610 

Thii agrtement may be signed in counterpart, and. shall be binding upoa the parties and upon their heirs; 

successors, representatives and assigns. 

ATTEST: 

Aqalsfcaafr Secretary 

MARK PRODUCTION COMPANY 

pres ident 

ATTEST: 

ATTEST: 

ATTEST:; 

ATTEST 1 

O P E R A T O R 

AMOCO PRODUCTION COMPANY 

BY: 

ATLANTIC RICHFIELD COMPANY 

ATTORNEY IN FACT 
GULF OIL CORPORATION 

BY: 

CURTIS W. MEWBOURNE 

SOUTHERN UNION PRODDCTION 

BYJ 

N O N - 0 P E R A T 0 R S 

c*4 0 W 
— 13 — 
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A.A.P.L. FORM «10 

ThU agreement may be signed-iii e©unt<srp4rt, &f)d shall be Mading upon the parties snd'upoh their heirs, 

successors, representatives and &&%B& 

ATTEST: 

ftiuistaat tJei ecretary 

MARK FRODOGTZON COMPANY 

Freaidi 

ATTEST: 

ATTEST:' 

ATTEST: 

W"Ain>i i f ' f r f ' f i 

A T T E S T i 

O F Z B A T O B 

AMOCO PRODUCTION COMPANY 

Bsc* 

GULF OIL CORPORATION 

BY I 

CURTIS W. MEWBOURNE. 

.'Plio 
1-4 0 

JtrTORSEY-IN-FACT. 
ATLANTIC RICHFIELD COMPANlf 

SOUTHERN UNION PRODUCTION COMPANY 

BY i 

N O S - O P E R A T O R S 

—13 — Bit, 223 



AJVj.L. FORM 610 

This agreement may be signed In counterpart, and, shall be binding upon the,parUes and upon their heirs, 
successors, rtpresentatlvea and assigns. 

ATTEST: 

wictan'c-Socrjstary 

HARK PRODUCTION. COMPANY 

ATTEST: 

ATTEST: 

ATTEST» 

ATTESTI 

O P E R A T O R 

AMOCO PRODUCTION COMPANY 

B i t . . • 

ATLANTIC RICHFIELD COMPANY 

HY.1. 

GULF OIL CORPORATION 

- / " I 
SOUTHERN UNION PRODUCTION COMPANY 

BYl 

t O N - 0 P E R A T O R S 

— 13 — 



This agreeaeat raay be signed in counterpart, a«<ji. shall beibinding upon the parties and upon; their heir*; 

successors, repreientatives and ftsslgps. 

6 P S S A T O S 

AMOCO PRODUCTION. COMPANY 

ATTEST: 

x BY: _ •, 

ATLANTIC' RICHFIELD COMPANY 

ATTEST: . 

BY; _ . 

. GOLF OIL CORPORATION 

ATTESTt 

BY: 

•NO N - 0 P E R A T O R - S 
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THE STATE OF TEXAS 

COUNTY OF SMITH 

I 

X 

The foregoing; instrument was acknowledged before me this /rf'^.k. day. of OJJJ.. , 
1973, by CURTIS W. MEWBOURNE, President of MARK" PRODUCTION COMPANY, a Texas ibrpSration, 
on behalf of said corporation. v' 

Notary Public in arid fbr 
Smith Countyj Texas 

My coOTniBsipw expiresr C/i**,s. /.'. ?S~~ 

THE: STATE OF TEXAS X 

COUNTY OF HARRIS X 

>regoinor^txument was actaowledged befdre me, this 7 day of Oui^r*>-^L., 
C. 1. , taanuauaB. • . ^ H n T ^ . P T . . 1 n . > , a ^ :; 0 f AMOCO PRODUCTION COMPANY/ on 

The. foregoini 
1973, by ' 
behalf of said corporation. 

My commission expiresi 

Notary Public i n arid for 
Harris County, Texas 

Notary PuMic in..!* forH.r.ris.Cwn<y. -T«?» 

THE STATE OF TEXAS X. 

COUNTY OF MIDLAND X 

The foregoing iristxument was' acknowledged befibre me -'this . day of . , . . . 
1973, by ; of ATLANTIC RICHFIELD COMPANY, on 
behalf of said corporation. " 

•• • Notary Public i n and for 
Midland County, Texas 

My commission expirees .. 

THE STATE OF TEXAS X 

COUNTY OF MIDLAND X 

The foregoing instrument was acknowledged before me this day of , 
1973, by , _ o f G U L F 0 I L CORPORATION, oh behalf 
of said corporation. 

-Notary. Public, i n and; for 
Midland County, Texas 

My commission expires* 



THE STATE OF TEXAS I 

COUNT* OF SMITH X 

The foregoing instrument was acknowledged before me this /"? ™ day ofC^-i^ , 
1973, by CURTIS, H. MEWBOUHNE. / 

My comnission expires > Qc_w„/ J <?1S 

a • 
THE STATE OF TEXAS X 

COUNTY OF DALLAS X 

Notary Public i n 'and for. 
Smith County,'Texas 

The foregoing instrument was "acknowledged before me this _____ day of _____ 
1973, by . , Of SOUTHERN UNION PRODUCTION 
COMPANY, oh behalf of said cpr^ration. 

Notary Public i n -and for; 
Dallas County, Texas 

My commission expiresi 

-15-



fi STATE OF TEXAS X 

COUNTY OF SH1TH X 

/ ' 
The foregoing instrument was acknowledged before me this £o day of •/ , 

1973, by CURTIS W, MEWBOURNE. ,{y 

Notary: Public in and for 

Smith County; Texas 

My, commission expires : (a •• /~ 

THE STATE OF TEXAS X 

COUNTY OF DALLAS X 

The foregoing instrument was acknowledged before me this Z\ day of ( j ^ r o . ; , 
1973, by NT ̂ W ^ ^ L , i & V ^ tCu. ixAn&f SOUTHERN UNION PRODUCTION 
COMPANY, oh behalf of said coa^raiiciri. 

•' Notary1 Public i n and for 
Dallas County, Texas 

My commission expires: 

-IS-



STATE OF TEXAS X 

COUNTY OF SMITH X 

The foregoing instrument was acknowledged before me this, day of \ 'jnC 
1973, by CURTIS w. MEWBOURNE, President of MARK PRODUCTION COMPANY, a Texas ̂ r p o r a t i o n , 
on behalf of said: corporation. 

My commission expiresr ,ry. /, / f ? f 

Notary Public in and for 
Smith County,- Texas 

THE STATE OF TEXAS X 

COUNTY OF. HARRIS X 

The foregoing .instx\jro|>nt was 
1973, by 
behalf of said corporation. 

acknowledged before me this 1 day of 
, .-tSorae^ria-i'aOdR. of AMOCO PRODOCTION COMPANY; , -on 

My commission expires i L-i-n 

•4d. 
Notary Public i a and for 

Harris County* Texas-
IRENE HZ-l.r.Vo 

Notary Public In anil tor Minis'Counly. Ta.- is 

THE STATE OF TEXAS X 

COUNTY OF MIDLAND X 

The foregoing instrument was acknowledged before me this day of ., 
1973. by , Of ATLANTIC RICHFIELD COMPANY, on 
behalf of said corporation. 

notary Public i n and for 
Midland County, Texas 

My commission expiresi 

THE- STATE OF TEXAS X 

COUNTY OF MIDLAND X 

The foregoing instrument was acknowledged before me this day of ., 
1973, by , ' of GULF OIL CORPORATION, on behalf 
of said.corporation. 

Notary Public i n and, for 
Midland County, Texas 

My coma1salon expiresi 

-14 



rue STATE OF TEXAS X 

COUNTY OF SMITH X 

The foregbing; instrument was acknowledged before me this /V day of j|,jv, , 
1973, by CURTIS W. MEWBOURNE, President of MARK PRODUCTION COMPANY> a Texas .-corporation, 
on behalf of said corporation. ^ 

Notary Public i i i and for 
Smith County, Texas; 

My commission expiresn A j ' , / 

THE STATE OF TEXAS X 

COUNTY OF HARRIS X 

;The; foregoing instrument was acknowledged before- me this ,day .of ______ 
1973, by . f ._ __ of AMOCO PRODUCTION COMPANY, on 
behalf of said corporation. 

Notary. Public in and for 
Harris County, Texas 

My, commission expires i _________________ 

THE STATE OF TEXAS X 

COUNTY OF MIDLAND X 

The foregoing instrument was acknowledged before me this . day of . . 
1973, by , of ATLANTIC RICHFIELD COMPANY, on 
behalf of said corporation. 

Notary Public i n and for 
Midland County, Texas 

My commission expires< ________________ 

THE STATE OF TEXAS X 

COUNTY OF MIDLAND X 

The foregoing instvnncftt was acknowledged before me this 1. day of C____̂ _____, 
1973, by • ' ; 1 - . ., • •' • .-.''acC of GULF OIL CORPORATION, on behalf 
of said corporation. 

Nota^ Public in ; and for 
MlcUand County , Texas 

My commission expiresi 

-14-



/jE STATE OF TEXAS X 

/ COUNTY OF SMITH X 

The foregoing instrument was acknowledged before me this / l " ^ ^ day of __________ 
1973, by CURTIS W. MEWBOURNE, President of MARK PRODUCTION COMPANY, a Texas corporation, 
on ;b«h_f' of said corpiration, ^ 

Notary Public i n and for 
Smith County, Texas 

My :<£ommlssiqh-expires i 1 -•/?_ • • 7 

THE STATE OF TEXAS X 

COUNTY OF HARRIS: X 

The foregoing instrument was acknowledged before me this day of : ______ 
1973, by , . . .[ ". , of AMOCO PRODUCTION COMPANY, on 
behalf - of said corporation. 

Notary Public i n arid for; 
Harris County, Texas 

My commission expires • _^^^^^^m^^_^__ 

" THE STATE OF TEXAS' X 

COUNTY OF MIDLAND X 

The.^foregoing instrument was acknowledged before me this 31st day of July 
1973 ;-,.by.- • • • • ''Sv /L'̂  Smith attorney In Fact of ATLANTIC RICHFIELD COMPANY, on 
behalf-.'of said 'corporation. 

My commission expires: Tune 1, 1975 

/?V/>.H>-ri4to S1A.-c-rJ''/. Yvonne Brooks 
# . Notary Public ,in and for 

Midland. County, Texas 

THE STATE OF TEXAS X 

COUNTY OF MIDLAND X 

The foregoing Instrument was acknowledged before me this day -of ,. 
1973, by j of GOLF OIL CORPORATION, on behalf 
of said corporation. 

Notary Public in and for 
-Midland County, Texas 

My commission expires> 

____ 



EXHIBIT, !'A' 

Attached to ami ;niade a p a r t of that Operating; Agreement dated May 15, 1973, 
between MARK ''PRODUCTION. COMPANY, Operator., and AMOCO PRODUCTION COMPANY, e t a l , 
Non-Operators... . 

I , . 'Description of Lands: ' 

The Unit,Area consists of the South h a l f (S/2) of Section '7, T-18-S, R-2.7-E, 
Eddy County, New -Mexico. 

I I . I nterests of Parties to Contract: 

Amoco Production Company 24.869% 
.Atlantic: R i c h f i e l d -Company 18,651% 
Gulf O i l Corporation • 12.705% . 
•Curtis.. W. Mewbouirrie 32,831% 
Southern Union Production Ccnpahy . 10.944%: 

100.000% 

I I I . Addresses of Parties:-

Amoco Production 1. Company 
P. 0. Box .3092 
Houston,, Texas- 77001 

A t l a n t i c tRichf ie!d. Company 
P. 0. Box' 1610 " ' " 
Midland, Texas 79701 

Gulf O i l Corpora'tion-
•P. 0. "Drawer 1150 
Midland,, Texas 79701 

Curtis W. Mewbourne 
330! Citizens Bank B u i l d i n g 
T_-ler, Texas 75701 

Southern Union Production Company 
Suite 1700, Campbell Centre 
8350 North Central Expressway 
Dallas, Texas 75206 

IV. O i l , Gas and Mineral-Leases subject t o - t h i s Contract: -.. 

.1. O i l and Gas Lease dated January 1, 1970, -from The United States -,of America 
t o Pan American Petroleum/Corporation, covering" 40 acres, more or less, 
being-the ,.NE/4 of the S.E/4, Section 7-18S-27E, Eddy-County, New :Kexico; 
being recorded i n Vol. i02 , Page' 53, of. the; O i l and; Gas Lease Records: o f 
•the ..said Eddy. County> New 'Mexico. 

•2. Oil-and Gas Lease, dated December-i, 1971, from-The United States of' Air.erica 
to Amoco Production Company., covering 40 acres, more or less; being the, 
SE/4.- of the SE/4 of Section .7-18S-.27E,. Eddy • County ,• New Mexico.; -said iasse : 

being .record, i n Vol . 84, -Page 376, of the O i l and Gas Records'of Eddy 
County, *:ew Mexico; 

•3. 'Oil ar.c Gas Lease dated-August 12,- 1935, from-A. A. Kaiser-., et 'ux, to "Lee 
Vandercjrif f , covering; 10 acres, .mqjr-e or less, being the .NE/4; of ; the NW/4 
of the, SE/4 of Section 7-I8S-27E', Eddy' County, New -Mexico; said lease being' 
recorded; i n Vol. 15, Pa.ge, 69, .of the. o i l and' Gas Records of Eddy County, 
Kew Mexico. 

4. O i l and Gas Lease -dated October, 30,, 1947, from. S i r die- '|(al-sor< $o' % _ i c r '.Dr'ill-
'ing Company., covering 70 acres, 'more or- lacs, being; tha' W/2 of '.this SE/-: of 
Section. 7-18S-2.7S, N.M.P.M., -except;-; thy NE/4' ..of. the, NV?/4 6£ tho S12/4 of sa'ic 

- Section, 7; „id' 'Isa-u© boing- oj: repc-rd: in. Vol. 30,;SPa<ĵ i 132, of- the O i l and 
•Cas iKe'cords :of tho said'* Eddy- 'Co'uii'ty, flow-'Mexico. 

8422 



5. Oil and Gas Lease dated October 30, 1947, from B. F. Kaiser, et a l , to 
Wier D r i l l i n g Company, covering 80 acres, more or. less; being the E/2 
of the SW/4 of Section 7-18S-27E, Eddy County, New Mexico; said lease 
being of record i n Vol. 30, Page 498, of the Oil and Gas Records of the 
said Eddy County; New Mexico. 

6. O i l , Gas and Mineral Lease, dated December 16, 1955, from Elsie Gates 
Johnston to Eugene E. Nearburg, covering 40 acres, more or less, being 
the Nw/4 of the SW/4 of Section 7-18S-27E, Eddy County, New Mexico; 
said lease being of record in Vol. 71; Page 417; of the Oil and Gas 
Records of Eddy County, New Mexico. 

7. Oil and Gas Lease dated October 31, 1951, from J. R. Jackson, et ux, to 
A. C. Bolder, insofar, and only insofar as said lease covers 40 acres, 
being the SW/4 of the SW/4: of Section 7-18S-27E; Eddy County, New Mexico; 
said lease being of record i n Vol. 44, Page 99, of the Oil and Gas Records 
of the said Eddy County, New Mexico. 

A-2 



THERE IS NO EXHIBIT "3"; 
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K S d S S £ 0 1 "Ot l -H-KTIN .COHPAHY. 
TUkf-V OKLAHOMA T410I 

P.rccrr.mcrVjrd by ,, the 
C«*«cil of Polr&ieum 
Accoumonti 55<wl,a» 61 
North Amtrica 

EXHIBIT " c " 

Attached toandraade a parti of &BSm&lmJ&£&8£a% dated, MaY..J5._. 

P J _ _ _ _ 3 i _ ^ J ^ J ^ ^ - — 

ACCOUNTING PROCEDURE 
JOINT OPERATIONS 

I . GENERAL PROVISIONS 
1. Definitions 

"Joitit.Aecount" shall mean the account showing the charges and credits accruing because ot the Joint Operations 
and which are to be shared by the Parties. 
"Joint Propcrty'̂ shaU mean the real and personal property subject to the agreement to which this Accounting 
Procedure, is attached. 
"Joint Operations" shail mean all operations necessary or proper for the development, operation, protection and 
maintenance ot the Joint Property. 
"Operator" shall mean the party designated to conduct the Joint Operations.; 
"Non-Operators" shall mean the parties to this agreement other than the Operator, 
"Parties'.' shall mean Operator and Non-Operators. 
"Material" shall mean personal property, equipment or supplies acquired oi\ held for use on the Joint Property. 
"Controllable Material" shall be defined as set forth under the subparagraph selected below: 
A, [JCJ Material which at the time is so classified in the Material Classification Manual as most recently rec

ommended by the Council of Petroleum Accountants Societies of North America. 
'Si I ] Material which is ordinarily so classified and controlled by OPerat° r in the conduct of its operations. 

List.shall-be furnished Non-Operators upon request. 

2. Statements and Billings 
Operator shall Bill Non-Operators on or before the last day of each month for their proportionate share of costs 
and expenses for the precedirigmpnth. Such bills will be accompanied by statements reflecting the total charges 
and credits as: set forth, under the subpajragraiph selected below: 
A. [ 1 Statement in detail of all charges and credits to'the Joint Aciiunt 
B. [ J Statement of all charges and credits to the Joint Account, summarized by appropriate classifications 

indicative:of the-;nature,thereof; 
C. IX] Statement of all, charges and' credits to the Joint Account, summarized by appropriate classification 

• indicative of the nature thereof, except that items of Controllable Material -and unusual charges iand 
credits shall be detailed. 

3. Advances and Payments by Non-Operators 
Unless blherwi^-provided for. in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated casn- outlay for the succeeding month's operation. Operator shall adjust each monthly billing to 
reflect advances received from tha Non-Operators. 

Each Non-Operator shall pay its proportion of all bills within fifteen (15) days, after receipt If payment is not 
made within such time, the unpaid balance shall bear interest monthly at the rate of ten per cent- (10%) -OUT annum 
or the maximum contract fate permitted by the applicable usury lows in the state in which the/Joint Property'is 
located, whichever is the lesser. - ' . , " ' ' ' ' 

4. Adjustments 
Payment '0|,'anv^suchXbiI^:s4^.;n>t'«pr&udi6y the right of any Non-Operator to protest or-q'uestion the correctness 
thereof-; p w Operator during iany calendar 
year shall.conclusively be presumed to be true and correct after twenty-four. (24) months following the end. of 
any.siich calendar year,,unless. Wiihm-ithe.said twenty^four (24) month period a Non-Operator takes -written 
e'xce|>U6n';.tt^]eto''aiiM-ina1(e^da^ on Operator for adjustment.' No- adjustment favorable to Operalor shall be 
madeurilesi it is made within, the'same prescribed period. The provisions of this paragraph shall not prevent 
adjustments resulting from a physical inventory of the Joint Property as provided for in Section Vl l ! 

5. Audits 
A ; Non-Operator, upon notice in writing to Operator and all other. Noh^Operators; shall, have the right to audit 
Operator's account^ 
( 24) mon th period following the end of such calendar year; provided however, the making of .an .audit, shall r.o't 
extend the time for the taktog of written exception to and the adjustments of accounts as provided for in Paragraph 
•4 of this Section I . Where there are, two or mere'Non-Operators, the Non-Operators shall make every reasonable 
effort to conduct joint- or Simultaneous audits in a manner which will result''in a minimum of inconvenience' to the* 
Operator. .Operator, shall bear no portion Pf 'fthe Non-Operators' audit cost incurred'unoer this; paragraph unless 
agreed to by the Operator. ' ' " ' " ' 

6. - Approval by Non-Opcrntors 

Where an approval or pother, agreement ol NoniOperators is expressly required under Paragraphs 5A, 53, 6A 3nd 
.8 of Section I I , Section IIL Seeu'dn V, Section VI, and Paragraph 4 of Section Vi l , of this Accounting Procedure and 
l f t h c agreement to which this Accounting :r*rocedu're is attached,contains no .contrary provisions in regard thereto, 
the OperatarshaU.nolify aU.Non-Operatbrs. and the agreement or approval of a majority w interest of the Nbn-
Operatora shall be cohtiolling oh' all Non-Operators. 
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I I . .DIRECT CHARGES 
Operator shall charge the Joint Account with the following items: 

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

2. Labor 
A. (1) Salaries and wages of Operator's employees directly' employed bh the Joint, Property in the conduct of 

Joint Oper alums. 
(2) Salaries, of flrst-lovel supervisors in' the field if such charges are excluded from overhead rates in Option 

A of Section I I I . 
(3) Salaries and wages of technical employees temporarily assigned to and directly employed on the Joint 

Properly If such-charges are excluded from overhead rates in Option B of Section I I I . 
(4) Salaries and wages of technical employees either temporarily or permanently assigned to and directly 

employed in the operaUoKofthe Jo'int;Property if: such' charges are excluded from overhead rates in. 
Option C of Section III." 

B. Operatpr's^cost of holiday, vacation, sickness arid disability benefits and other customary allowances paid to 
the: employees whose salaries' and; wages are chargeable to the Joint Account under :Piragraph ZA of this 
Section'il and-Paragraph lA.of Section I I I ; except that in the case of those employees only a pro-rata portion 
of whose salaries and wages are char'geablc to the Joint Account under Paragraph IA of Section IH, not more 
than the sameapjrp rate-p^ion bWhe b^ allowances herein) provided for shaii be charged tothe Joint 
Account; Cost under this Paragraph 2B may be charged on a "when, and as paid basis" or by "percentage 
assessment" on the.amount of salaries and wages, chargeable to the,Joint AceouhtVuride'r Paragraph 2A of this 
Section I I and Paragraph 1A of Section IH. -If percentage assessment is used, the rate shall be based on the 
Operator's, cost experience. 

C. Expenditures pr cpntribtiitlons made pursuant to assessments imposed by governmental authority which are 
applicable to. Operator's . labor cost of salaries and wages chargeable to the Joint Account under Paragraphs 
2 A and -2B of-this Section I I andVParagraph TA 

O. Reasonable personal expenses of those, employees whose salaries and wages are chargeable to the Joint Ac
count under Paragraph 2A of this Section I I and for which expenses the employees are reimbursed under 
Operator's usual practice. 

.3. Employee Benefits 
Operator's current cost bf establ^ed plans for, employees' group h'fe insurance, hospitalization; pension,. rctire r 

ment, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost 
chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I and Paragraph IA of Section 111 
shall be chargeable as indicated in the. subparagraph selected below: 
A. [ ] Operator's actual cost. 
B. tx] Operator's actual cost not to exceed fifteen per cent (15%).• 

4. Material 
Material purchased or furnished by .Operator for use on the-Joint Property as provided under 'Section IV So far 
as it is reasonably practical'and consistent with efficient and economical operation, only such Material -shall be 
purchased for or transferred to the Joint Property ai may be required for'Mmediate use; and the accumulation of, 
surplus stocks shall be avoided. 

5. Transportation 
Transportation of employees and Material necessary for the Joint. Operations but subject to the following limita
tions: 
A. Iti Material is moved •",to -the Joint Property: from the Operator's warehouse or other'"properties; no charge shall 

be made to the Joint Account for a distance greater than-the distance from the nearest reliable supply siore, 
recognized barge terminal, or railway reviving point where; like material' is normally available, unless 
agreed to by Operator and Non-Operators. 

B. If .surplus Material is moyed 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 .thê  nearest reliable supply store, recognized barge 
terminal, or railway receiving point unless agreed to by Operators arid'Non>Oper'afofs.'Nb charge shall be made 
to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by Operator 
and-Non-Opcratoris. — ' -

C. .In the application of Subparagraphs A arid B above, there-shall be no equalization of actual gross trucking 
costsi dr. $100 or lessi 

6. Services 
A. The cost of 'contract-services and utilities procured fromoutside sources other than services covered by Para

graph 8 of this Section I I and Paragraph IB of'Section HI. The cost of professional consultant services shall 
hot be charged to the Joint Account unless agreed to by Operator and Non-Operators. 

B. Use and service of equipment and facilities furnished, by Operator as provided in Paragraph 5 of Section IV: 
7. Damages and Losses to Joint Property 

AU costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages 
orlosses incurred byfire, flood, storm; theft, accident, or other cause, except to:thef extent "that the damage or joss 
could have been avoided through the exercise of reasonable diligence oh the part of Operator. Operator shall 
furnish, Non-Operators written notice of damages or losses incurred as soon as practicable after a report thereof 
has been received by Operator. 

8. Legal Expense 
AU costs and expenses of/handling, mvesUgattog..and,scttlihg litigation or, claims arising by reason of the Joint 
Operations-or necessary to -protect or recover'the Joint' -Property, including but not limited to, attorney's fees, 
C 0V,*' c?st?> 99 s' o f Investigation or procuring evidence.and amountsspaidLirvsettlement or satisfaction-of any-such, 
liti'gation or- claims; provided, (a) >no charge shall be made for the services of Operator's'legal stafj: ,or other reg
ularly employed personnel (such services; being considered to. be Administrative Oycrheaa under Section I I I ) , 
unless aBjeed toby Operator and Non-Operators, and (b) no charge shall be made ior the fees,and.expansesof 
outside attorneys unless the employment.of such attorneys is agreed to by Operator and Non-Operators. 

9. Taxes 
AH taxes of every kind and nature assessed or, levied upon or in connection with the Joint Property, the operation 
thereoi, or the production therefrom, and which taxes have been paid by tho Operator for the benefit of the 
Parties. 
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10. Insurance 
Net premiums paid for insurance required to be carried on the Joint Property for the protection of the Parties. 
In the event Joint Operations are conducted in a state in which; Operator may act as self-insurer for V/orkmen's 
Compensation and/or Employers Liability under the respective state's laws, Operator may, at its election, include 
the risk under its self-insuranec program and,in that event; Operator shall include a charge therefor on the fol low
ing basis: '•"" 

11; Other Expenditures 
Any other expenditure not covered or dealt with in the foregoing provisions of this Section t l , or in Section I I I , 
and which is incurred by the Operator .for the necessary and proper conduct of the Joint Operations. 

I I I . INDIRECT CHARGES 

Operator may charge the Joint Account for indirect costs either by use of an allocation of district expense items plus 
the rate for administrative overhead, and plus the warehousing charges/all as provided for in Paragraph 1 of this Sec
tion I I I or by combining all three of said items under the rates provided for in Paragraph 2 or 3 of this Section I I I , 
as indicated next below: 

OPERATOR SHALL CUARGE INDIRECT COSTS TO THE JOINT ACCOUNT UNDER THE TERMS OF: 
[ ] Paragraph 1. (District Expense, Administrative O v e r head and Warehousing) 
i x ] Paragraph 2. (Combined Rates - Well Basis) 
[ ] Paragraph 3. (Combined Rates - Percentage Basis) 

The cost and expense of services f rom outside sources in connection wi th matters of taxation, traffic, accounting or 
matters before or involving governmental agencies shall be considered as included in the overhead rates provided for 
in the above selected Paragraph of this Section I I I unless such cost and expense are agreed to by Operator and Non-
Operators as a direct charge to the Joint Account 

THE OVERHEAD RATES PROVIDED FOR I N ANT OF THE PARAGRAPHS SELECTED ABOVE 
J A . [X] shall [ ] shall not include salaries and personal expenses of first-level supervisors in the field. 

B; [ 3 shall [ y j shall not include salaries, wages and personal expenses ot technical employees temporarily as
signed to. and directly employed oh the Joint Property. 

C. I y j shall [ J shall not include salaries, wages and personal expenses of technical employees either tempo
rari ly or permanently assigned to-and directly employed in the operation of the Joint 
Property. 

1. District Expense, Administrative Overhead and Warehousing 
A . District Expense 

Operator shallcharge ;the Joint Account', with a pro rata portion- of the salaries, wages and expenses of 
Opera tor's production superintendent and other employees serving the Joint Property and other properties 
of the Operator in the same operating area; whose time.is'not/allbcated directly to the properties, and a pro 
rata portion of the cost of maintaining and operating a production office; known as'Operator's __.-„; .... 

.—. . office located at or near , _ .— 
(or a comparable office i f location changed) ; and necessary sub-offices ( i f any), maintained for the conven
ience of "the above-described office, and. all necessary camps, including housing facilities for employees i f 
required, used in̂  cphn^tipn .with the. operations p the Joint. Property and other properties' in the same 
operating area. The expense of,-less any revenue from, such facilities may, at the option of Operator, include 
depreciation of investment, or a fair monthly rental in lieu of depreciation. Such charges shall be apportioned 
to all properties served on some equitable basis consistent wi th Operator's accounting practice. 

B . Administrative Overhead -
Operator shall charge administrative overhead to the.Joint Aa»unt-ar the : f61lowing rates, which charge shall 
be in lieu of the cost and expense of .all offices of the Operator not. covered by Paragraph I A of this Section 
i n , including salaries,- wages and expenses: of personnel assigned to such offices. Such charge shall be in addi
tion to the salaries, wages and e x p e n d of.employees of Operator authorized to be charged direct as provided 
ihiParagxaphs;2-and.8 p^SSectibri I I . Suc^.charge shall.be made on the b a ^ ihdicated below, either (1) wel l 
basis or-(2)J peront^esbasis;, at the. rab»*showh hereunder." 
(1) [ ] Well Basis* 

RATE PER WELL PER MONTH 

DBIIUNC W r U RATS . . PRODUCING WEU BATE 
. 1U» Total Dn tU) ( U x C«/r«gt P/adudng Cwpth) 

w,n D.pn>. Uc>,w«a-. nmfh* N«t nv» AS W«« O»H Ton 

(2) [ ] Percentage Basis 
PERCENTAGE BASIS 

'Development: 
. . . . . .___„_. . Percent ( % ) of the cost of-development of the jo in t Property exclusive of costs pro
vided under-Paragraph 8 of Section I I and a l l salvage.credits. 
Operating:' 

— •-— Percent, ( % ) of the cost of operating the Joint Property exclusive of costs provided 
under Paragraphs 1 and 8 of Section I I ; a l l salvage credits, the value of injected substances purchased for 
secondary recovery- andi al l taxes and assessments which are levied, assessed and paid upon the mineral 
interest i n and to the Joint Property, 



C. Operator's Warehouse Operating and Maintenance Expense. 
[ ] Included in district expense 
[ ] No charge either direct or indirect 
[ ] Percentage basis (describe fully) —.—— 

2. Combined Rates - Well Basis; 
Operator shall charge the Joint Account for the services covered by Paragraph 1 of this Section I I I on the basis 
indicated below: 

RATEJBER WELL PER MONTH 
ORIUINO .Wft t . RAfT ' ' . / ' ~ PRODUCINGWfU.RATI! 

(U»» T.ral QaRlli) . V jpuk CuireillttiidMltvi P«ptli) . 
W«IID«|rth ' Uch Well Hnt «r« . : H a x t l i f AH W«lli Q.«, T n 

M l Depth* S1.200 • $150 $125 $125 

3. Combined Rates - Percentage Basis 
Operator shall charge the Joint Account for the services covered by Paragraph 1 of this Section UI on the basis 
indicatedibelow: 

PERCENTAGE BASIS 
A Development: 

——_ Percent ( %) oi tbe cost of development of the Joint Property exclusive of costs pro
vided under. Paragraph 8 of Section I I and aU salvage credits. 

B. Operating: 
u : Percent ( ,%) 'Of ̂ .;mft'-ei.et!eratihc..<£e.. Joint Property exclusive-of costs provided 

under'Paragraphs 1 and 8 of Section I I , all salvage credits, the value of Injected substances purchased for 
secondary recovery and all taxes' and. assessments which are levied, assessed and paid upon the mineral' 
interest in and to the Joint Property. 

4. Application of Administrative Overhead or. Combined Rates - Well Basis 
The following limitations, instructions and charges shall apply in.the application ol the rates as provided under 

either Paragraph IB (1) or Paragraph 2 of this Section IIL 
A. Charges for drilling wells shall begin on the date each 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 the suspension of 
drilling operations for fifteen (IS) or more consecutive days.. 

B. The status of wells shall be as follows: 
(1) Producing, gas wells, injection wells for recovery operations; water supply wells utilized.for .waterfiood. 

ir.g operations and salt water disposal wells shall be considered the same-is producing oil wells. 
(2) Wells permanently shut down but on which plugging operations are-deferred shall be dropped from the 

well schedule at the time the shutdown is effected. Any well being plugged or produced during any 
portion oTthe-mbnfo 

(3) Wells *eing plugged back, drilled; deeper, converted to aj sOurceior input well, or which , are undergoing 
any-itypC of woritoVer that' requires the use of a. drilling rig or workover rig capable of drilling shall 
b> cpnadered -trie; same' as dHlling welis; ' j 

(4) Temporarily shut-down wells, which are not produced of worked- upon for a period of a full calendar 
month, shall not be included In the well schedule, provided however, wells shut in by governmental, 
regulatory body shall be. included in the well schedule 'Sorily in the event the allowable production is 

... transferred to some other well or wells on the joint Property. In the event of a unit allowable, shut-in 
wells shall be counted in determining the charge hereunder for such month if said wells contribute allow
able production that is actually produced .diiring''Su'cK^hMn^^rom:.6ne of more unit .wells as a: result" of 
allowable, transfer,,Jhclusion. ih the'-unit; allpwableOr, othef circumstance's, but the total shut-in well count 
5hau he limited to -the minimum number of shiitiin, weBsnecessary to providethe contributedalloxvabie 
actually produced' during thei month. \ 

(5) . G s ^ . « ^ - . s ^ r W f ^ a u d e d in the well; schedule \ l directly, connected to a permanent sales outlet even 
though temporarily shut in due to overproduction.or failure of purchaser fo take the allowed.production. 

(6) Wells completed m^rtulUpk .ho.̂ .zpns, shall be considered, as: a producing well for each-separately; pro
ducing horizon, providing. eaVA completion is wnsidered a:'separate well by governmental or other state
wide regulatory authority. 

C; The well ratcs,fbr%crfu the individual leases; provided that, whenever leases 
covered by this; agrrement areoperatedi as a> unitized project, the well fates shall tie applied to the total 
nUmbero^pfd^uei^ 

O. The well rotes shall be adjusted as of the: first day of April'each year following the effective date of the 
agreement to whsch'this Accounting'Procedure is attached. The adjustment-shall be computed by r.iuitiplyihg 
the rate currentlyin use by the jpercentage increase or decrease* in the average weekly earnings of Crude 
Petroleum and Gas Production Workers for the last calendar, year compared to the preceding calendar year 

shown by "The Index of Average Weekly Earnings of: Crude Petroleum and Gas Production Workers" 
as published bjr the Umted StaUŝ .̂D or the equivalent Ganadian 
Index" as published ;by the Dominion Bureau of Statistics; asrappllcabic. The adjusted rates shall be the 
rates currently in use,Spin's or-'minus, the. cbm^ 

5. Application of Administrative: Overhead: or Combined Rates - Pp'rccrifago Basis: 
For the purpose of determining -'charges-ion ra Percentage.Basis under Paragraph IB (2) of. Paragraph 3 of. this 
Section 1!I. Development shall include all costs in-connection with drilling, redrilUng, deepening or any remedial 
operations on any br ail wells involving;the use of drilling crew' and equipment; also, preliminary expenditures 
necessary in preparation for drilling and expenditures incurred in abandoning when well is riot completed as a 
producer;-and original cost of cpnstmrtipn or ihstallation;oi fixed assets, the expansion Of fixed assets and a'r.V 
other project clearly discernible as a- fixed .-assets., except' Major CoMtructlon -as defined-ia Paragraph 6 of this 
ScctipmllL All other costs shall be considered as Operating. 

6. Major Construction Overhead ' 
Par tho construction of compressor plants, water stations, secondary, recovery systems, drilling and ptoduction 
platforms, salt water disposal facilities, and other such projecta, as distinguished from the more usual drilling 
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and producing operations, Operator In addition to the Administrative Overhead or Combined Rates provided lor in 
Paragraph, 1, 2 or 3 of this Secton I I I shall either negotiate a rate prior to beginning of construction or shall charge 
the Joint Account with an {additional overhead charge sis follows: 
A. Total cost less than $25,000, no charge. 
B. Total cost more than $31,000, but loos than. $100,000, _. - 3 , ;% of total cost, 
C. Total cost of i'iOO.OM or. more,,- i l l % of the first 9100,000 plus .- ; , . 2u % of all over $100,000 

pit total cost 
Total cost shall mean the total gross coat of any one project For the purpose of this paragraph the component parts 
of a single project shall not be treated separately and tho cost of dr Wins wells shall bo excluded, 

• l l . Amendment *f Rates 
The ipecifle rates provided for Inthis Section UJ may be amended from time to time by mutual agreement between 
the Parties'hereto If, In the irate* «r« found to be irmifflclent or excessive, 

; IV. BASIS OP CHARGES TO JOINT ACCOUNT 

Subject.to the further provisions of this Section IV, Operator will procurer all Material and services for the Joint 
Property. At the: Operator's option, Non-Operators may supply Material or services for the Joint Property. 
X. Purchases 

Material purchased and service procured shall be charged at tbeiprica paid by Operator after deduction of all 
discounts actually received. 

2. 'Material furnished,from Operator's Warehouse or Other Properties 
A. New Material (Condition "A?) 

(1) Tubular goods, except line pipe, shall be priced on a maximum carload and/or barge load weight basis 
regardless of quantity transferred and equalized to the.lowest prevailing price f.o.b. railway receiving 
point or recognized barge terminal nearest the Joint Property where such Material is normally avail
able effective at dateof transfer. ; . . . . . . . . 

(2) Line pipe shall bepriced at the current replacement cost effective at date of transfer from a reliable 
supply store nearest the Joint Property where such Material is normally available if the movement is 
less than 30,000 pounds. I f the movement is 30'000 pounds of more, it shall be priced on the same 
basis as casing and tubing under Subparagraph (1) of this paragraph. 

(3) When the Operator has equalized actual hauling costs as provided for in Paragraph ,5 of Section I I , 
Operator is permitted to Include ten cents (10<) per hundred-weight on all tubular goods furnished 
from his stocks in lieu of loading and unloading costs sustained. 

(4) Other Material shall be priced at the current replacement cost of the same kind of Material, effective 
at date of movement and f.o.b. the supply store or railway receiving point nearest the Joint Property 
where Material of. the same kind is normally available, j 

(5) The Joint Account : shall not be credited with cash discbunts applicable to prices provided for in this 
Paragraph 2 of Section IV. 'y ' 

B. UsedV Material (Condition "B" and "C") ' 
(1) Material in sound and serviceable: condition and suitable for reuse without reconditioning, shall be 

classified as'Condition "B" arid priced atiseventy-flvV of the current price of new' 
Material. j ' 

(8) Material which is .not suitable for, its original, function-until after reconditioning shall bo furnished to 
the Joint Account' under one of the two methods defined below: 
(a) Classified as Condition; "B" and priced at seventy-fiye'per cent (75%) of the current price of new 

Material.' The!cost of reconditioning shall be absorbed'by the Operator of the transferring property. 
(b) Classifled aB< ^ and priced at fifty per cent ;(50%) of current price of new Material 

The cc^. of' rwndiUoningralsp .shafl. be charg provided Condition 
"C" value, plus' cost of reconditioning, does iiot exceed-Condition "B" value. 

(3) Obsolete. Material or Material which carmot be- classified as Condition'"B" or/Condition " C shall be 
priced at a value pommensurate with its use.- Material-ho 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. 

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

2. Premium Prices' !' > | 
Whenever Material is not readily obtainable at prices specified In Paragraphs 1 and 2 of this Section IV 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 required Material at the Operator's actual cost incurred in procuring, such 
Material, in making i t suitable for use, and In moving it to the-Joint Property, provided, that notice in writing 
is furnished to Non-Operators of the proposed charge prior to bfiling Non-Operators fbr such Material. Each 
Non-pperator shall have the right, by so electing ;and notifying Operator within 10 days after receiving notice 
from Operator, to furnish in kind alt or part of his share of such i Material suitable for use and acceptable to 
Operator. . ' ., ' 

4, Warranty of Material Furnished by Operator 
Operator does not warrant ,the Material furnished In case' of defective Material,. Credit shall not be passed 
to the Joint Account until adjustment has! been received by Operator from the manufacturers or their' agents. 

9. Equipment and Facilities, Furnished by Operator 
A. Operator shall charge the Joint Account for use of equipment and facilities at rates commensurate with 

cost of ownership and operation. Such fates shail 'include coat of. Imaintehanee, repairs, other operating 
expense, insurance, taxis,- depreciation, and interest on investment -riot' to exceed six per cent (6%) per 
annum, provided such rates shall not exceed those currently ;prev«iling in the immediate area within which 
the Joint Propefty is located. In lieu of rates based on costs of ownership and operation of equipment, other 
than automotive, Operator may elect to use ecmmerclal TOtes prevailing in the area of the Joint Property 
less 20%; for automoUra equipment, rates as published by i the Petroleum- Motor Transport Association 
may he used. Retea f w labtEratory rarviteo shall not exceed- those: currently prevailing if performed by 

K 
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outside service laboratories. Rates for. trucks, tractors and. well service units mar Include wages and ex
penses of operator. 

;B; Whenever reqii .Itdj Ciwttw-shall; inform NonfOperators Jh advance of the .rates it proposes to charge. 
C, Rates shall be revised 'and adjusted from time, to time when: found to be either excessive or insufficient. 

V. DISPOSAL OF MATERIAL 

The Operator may purchase, but shall be under no obligation to purchase, Interest of NonrOperators in surplus 
Condition "A" or "B" Material.. The disposition of surplus Controllable Material, not purchased by Operator, shall 
be agreed to by Operator and Non-Operators, provided Operator snail dispose of normal accumulations of junk and 
scrap Material eitheT by trar^fer or sale from Joint Property. 

I . -Material Purchased by the Operator or Non-Operators. 
Material purchased by either the Operator or NonrOperators shall be credited by the Operator to the Joint Account 
for the month in which the Material is removed by the purchaser. 

I Division in Kind 
Division of' Material in kind, if made between Operator and Non-Operators, shall be in proportion to the respective 
interest in such Material. The Parties will thereupon be charged ir^vlduaily -wiO.' tite/valueof 'OSe Material 
received of ,ra Joint Account 

X Sales to Outsiders 
Sales to outsiders of Material from the Joint Property shall be credited by Operator to the Joint Account at the 
net amount collected by Operator from vendee. Any claim by vendee related to such sale shall be charged back 
to the Joml Account if and when paid by Operator-

VI. RASIS OF PRICING MATERIAL TRANSFERRED FROM «OINT ACCOUNT 

"Kitsrif? purchased by eiuier Oiieralor or NonrOperators or dlvHed In kind, unless agreed to by Operator and Noo-
Operalprs shairbe priced oh the 

1. New Price Defined 
New price as used In this Section V I shall be the price specified for new Material in Section IV. 

Z, New Material 
New Material (Condition "A") , being new Material procured for the Joint Property but never used, at one 
hundred per cent (100%), of current new price (plus sales tax;lf any). 

I . Good Used Material , 
Good used Material (Condition "B''), being used Material in sound and, serviceable condition, suitable; for reuse 
without reconditioning: 
A. At seventy-five per cent (75%) of current new price if Material was charged to Joint Account as new, of 
B; At sixty-five per cent (65%) of current new price if Material was originally charged to the Joint Account 

as secondhand at severity-five per cent (75%) ot new price. 
C Other Used Material 

Used Material (Condition "C"), at fifty per cent (50%) of current new price, being used Material which: 
A. Is not in sound and: serviceable condition but suitable for reuse after reconditioning, or 
B. Is serviceable for original function but not suitable for reconditioning. 

S. Bad-Order Material j 
Material (Condition "D"), no longer suitable if of its original purpose without excessive repair cost but usable for 
some other purpose at a prjee cornparabla with that of items normally used for such other purpose^ 

C JunkMaterUi I 
JUnk Material. (Condition «E»), being; obsolete and scrap Material, et prevailing- prices; 

1. Temporarily Used Materia! i j 
Wlien the use^of Matwial; i i temporary andslts . service, to the Jiint Prtpefty^does not Justify the reduction in 
price as provided for in Paragraph a basis that wil l Iea'vet 
a net charge to the Joint Account consletent with the value of .'the service rra 

V i l . INVENTORIES j 
t 

The Operator shall maintain detailed records of Controllable Material; 
!• Periodic'Inyentorles, Notice and Representation 

^ reasonable intervals, myentories shall Iw taken ^ Operator' of the Joint Account Controllable Material. 
w C " ^ n hotice of intention to take inventory shall be given by Operator at least thirty (30) days before any 
tayentory 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. ""' . . . . . . 

X. Reconciliation and Adjustment of Inventories I 
Reconciliation of inventory with the: Joint Account shall be made; arid a list of overages and shortages .shall be 
furnished to the. Non-Operators. Inventory adjustments shall be made by Operator with the Joint Account for 
o v . f r W « ! r ? n d . •*or^8e*, but. Operatof shall be-held accountable to Non-Operators only for shortages due to.lack 
of reasonable diligence^ 

3. Special Inventories 

Special Inventories may be;;taken whenever there is any sale or change of interest In the Joint Property. It shall 
be the duty of the party selling to notify all other Parties aa quickly aa peailble after the transfer of Interest 
takes place. In such cases, both the seller and the purchase* shall be governed by such inventory, 

«. Expense of Cendncting Pertsdks Inventories ' 

T^*xpen»e«f ahiul not bo charged to tho Joint* Account unless agreed to by 
Operator and Noa-Opartstom. 

— 0 — 



EXHIBIT "D" 

INSURANCE TO BE CARRIED 

As to a l l operations hereunder Operator shall obtain, and carry for the 

benefit and protection of the parties hereto, insurance i f same is obtainable,, 

as follows: 

A . Workmen's Compensation Insurance in an amount as required by the 
law8 of the State of New Mexico. 

B . Employer's Liabi l i ty insurance in an amount of not less: than 
$100, 000 for a l l damages f r o m one or more claims arising f r o m 
each accident; 

C. Comprehensive Automobile Liabil i ty and Property Damage Insurance 
on a l l motor vehicles'used in connection with the operations conducted 
hereunder, with i imita of not less than $100; 000 for any one person 
injured or killed and not less than $300, 000 maximum as a result 
of any one accident where more than one person is injured or ki l led, 
and property damage l imits of not less than $50, 000; 

D. Public Liabil i ty Insurance on a i l operations conducted hereunder 
with l imi ts of not less than $100, 000 for any one person injured or 
kil led and not less than $300, 000 maximum as a result of any one 
accident where more than one person is injured or k i l led . No 
public property damage coverage is included in this Section D. 

E. Such additional insurance as may be required by law. 
Insurance of the type mentioned above may be carried fo r the joint account 

in amounts in exceea of the minimums set for th above, The actual premiums 

paid for a l l insurance shall be changed to the joint account of the parties hereto. 

Any l iabi l i ty , loss, damage claim or expense resulting f r o m accidents or 

occurrences not covered by insurance of the character referred to above, 

or in excess of the insurance: actually carried unjder the above provisions, 

shall be borne by the parties hereto in the proportions in. which they own in 
*~ - :f 

the unit area. Ia the event Operator is unable to procure, and maintain a » y 

of the insurance enumerated above, Operator shall promptly^gfve writ ten 

notice thereof" to t.hef other parties and in such^ejferlt7*resulting loss, damage, p i 

claim and expense shall be. borne _b>*1Ie^>arties hereto in proportion to 

their respective intere^e^in thesunit area. Such notice shall also constitute 

a w i l y e j ^ M l ^ e q i j i t j B m e n f r that Operator procure and maintain the insurance 

•^Ttieh is tin- uubje-et of uot'iev'. 

84223 



EXHIBIT "E" 

GAS STORAGE AND BALANCING AGREEMENT 

Attached to and made a part.of the 
Operating Agreement between MARK 
PRODUCTION COMPANY, Operator, and 
AMOCO PRODUCTION COMPANY, et a l , 
Hon-rdperatbrs, dated May 15, 1373 

{ 

1. The parties to the Operating Agreement to which this gas storage and balancing 
agreement is attached own the' working interest i n the gas rights underlying the Unit 
Area, covered by such agreement in accordance with the percentages of participation as 
set forth, i n Exhibit "A" to the Operating Agreement. 

2. in accordance with the terns of the Operating Agreement, each party thereto 
has the right to take i t s share of gas produced from the Unit Area and market the same. 
In the event any of the parties hereto i s not able to market i t s share of gas or has 
contracted to se l l i t s share of gas produced from the Unit Area, to a purchaser which 
is unable at any time while the Operating Agreement is in effect to take the share of 
gas attributable to the interest, of such party, the terms of this storage agreement-
shall automatically become, effective. 

3. During the period or periods when-any party hereto has no market for i t s share 
of gas produced from the Unit- Area, or i t s purchaser i s unable to take i t s share of 
gas produced from the'Unit Area, the other parties,shall.be entitled to produce each 
month one hundred percent.of the allowable gas production (including lawful 'tolerances) 
assigned to such Unit and shall be entitled to take and deliver to i t s or their pur- • 
chaser a l l of such gas: production, except-, however j that no party shall be entitled to 
take or deliver to a purchaser gas production in excess of three hundred percent of i t s 
share of such allowable unless that party has gas in storage. A l l parties hereto shall 
share in and own the liquid hydrocarbons' recovered from such gas by lease equipment in 
accordance with their,respective Interests and subject to the Operating Agreement to-
which this agreement is attached, but the party or.parties taking such gas shall own 
a l l of- the gas delivered to i t s or their purchaser. Each party unable to market i t s 
share of the gas produced shall be credited.with gas in storage equal to i t s share of 
the gas produced under the Operating Agreement, less i t s share of gas used in lease 
operations, vented of lost. The Operator w i l l maintain a current account of the gas 
balance between the parties and w i l l furnish a l l parties hereto monthly statements 
showing the t o t a l quantity of gas produced, the amount used in lease operations, vented 
or lost, and the total quantity of liquid hydrocarbons recovered therefrom. 

4. At a l l times;while gas is produced from the Unit Area, each party hereto w i l l 
make settlement with the respective royalty owners! to whom they are each accountable, 
just as i f each party-were taking or delivering to a purchaser i t s share, and i t s share 
only, of such gas production. Each party hereto agrees to hold each other party harmless 
from any and a l l claims for royalty payments asserjted by royalty owners to whom each 
party i s accountable.." - j 

i. 
5. I t i s the intent that each party be.entitled to gas produced.in the proportion 

that i t s ownership interest bears to the sum'of the ownership interests. I t i s the 
intent that the Unit Operator have the duty of controlling gas well production and the 
responsibility of administering the provisions of this agreement. Unit Operator shall 
cause deliveries to be made to the gas purchasers at such rates as may be required to 
give effect to the intent that the gas production accounts of a l l parties are to be 
brought into balance under the provisions contained herein. 

6. To give effect to the intent of this' agreement, the Unit Operator shall be 
governed by the following rights of each party, i 

(a) When the well's current production is less than the well 
allowable due to either the capacity, of the well to produce 
or the Unit Operator causing the well to produce below allows 
able i n order to properly .balance well allowable overproduction! 

(1) Each underproduced party (a party who has taken 
a lesser volume of gas than the quantity such, 
party isi herein entitled) shall-have the right to 
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take a greater amount.of gas than i t s proportionate 
share of the well's current production, provided 
that the right to take such greater amount shall be 
in proportion that i t s interest'bears to the total 
interest of a l l underproduced parties desiring to 
take more than their .proportionate share of the 
well's current production. 

t2) Each overproduced party (a party who has taken a 
greater volume of gas than the quantity such party 
i s herein entitled) shall reduce i t s respective 
take in the proportion that such party's interest 
bears to the t o t a l interest; of a l l overproduced 
parties, but i n no event shall any overproduced 
"party be required to reduce: i t s take .to less than 
seventy-five percent (75*) of such overproduced 
party's proportionate share of the wellis current 
production. 

(b) when the well 'a current production 1B less than the well allowable 
due to- combined pipeline takes or for reasons other than in isub-1 

paragraph (a) above: 

(1) Each wderproduced party shall have the right as. 
in subparagraph (a)(1) above. 

(2) Each overproduced party shall reduce i t s respective 
take ln the proportion that such party's interest 
bears to the to t a l interest of a l l overproduced 
parties, but in no event shall any overproduced 
party be required to reduce i t s take to less than 
seventy-five percent (754) of such overproduced 
party's proportionate share of the well allowable. 

(c) When the well's current production i s equal to or greater than the 
well allowable: 

(1) Each underproduced party shail'have the right to . 
take a greater .amount of gas titan i t s proportionate 
share of. the well allowable, provided that the right 
to take such greater amount.shall be i n proportion 
that i t s interest bear3 to. thejtotal interest of a l l • 
underproduced parties desiring'to take more than their 
proportionate share- of the well allowable. 

(2) Each overproduced party shall jiave the right as in 
subparagraph (a)(2) above. . 

(d) The Un|t Operator, at the request of any party, may produce the 
entire well stream; i f necessary, for a deliverability test hot to 
exceed;seventy-two (72) hours duration required under such requesting 
party's gas sales contract and may overproduce in any other situation 
provided that such overproducing would be consistent with prudent 
operations. 

7. •Each party taking gas shall furnish, or -causa to be furnished, the Unit 
Operator a monthly statement of gas taken. Aftcrj commencement of production, Unit 
Operator shall furnish a current account monthly of the gas balance between parties 
hereto including the t o t a l cruantity of gas produced, the portion thereof used in Unit 
operations, vented or lost, and the t o t a l quantity of gas delivered to a market. 

8. Each party taking or delivering gas to i t s purchaser shall pay any and a l l 
production taxes' due on such gas. • 

9. The provisions of this agreement shall be separately applicable to each 
reservoir to the. end' that production from one reservoir in a gas well may not be 
uti l i s e d for the purpose of balancing underproduqtion from other reservoirs. 
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10. When gas sales from a gas well permanently cease, Unit' Operator shall be 
responsible to determine the f i n a l accounting of underproduction and overproduction 
and'.'•each c^er^rcxluced party shall account to and.'.compmsat'e each underproduced party 
with a sum of money equal to the amount actually received, less applicable taxes, by 
any overproduced party from the sale of that part of the t o t a l cumulative volume of 
gas produced which the underproduced party was entitled to take, and payment for such 
overproduction shall be in the order of accrual. 

11. The direct expense, including wages, transportation and out-of-pocket: expenses, 
of f i r s t - l e v e l supervisors required to implement and cause this agreement to be .effected 
shall be charged to and paid by the j o i n t expense. 
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STATE OF NEW'MEXICO j • 

COUNTY 'OF EDDY , j 

This assignment and' agreement made'and entered Into by 

and-between. GULF OIL .CORPORATION, hereinafter called "Qulf" or 

"Assignor", and NEARBURG & INGRAM, a partnership composed of 

Eugene E. Nearburg and Tom L.-, Ingram,. 127 South Richardson, Ro.swe'll, 

. New Mexico, .hereinafter, .called. MAs;signe.e" > • upon the ..foil-owing--:terms 

and conditions, ..••"•,...'.;••' 

... -'Qulf,- is^the owner and-holder . of.; an:oil and gas" lease 

described -as follows,; .to-wit :''.. -'. ' .•.""' '• 

- , O i l and Gas Lease; dated October 31, 1951, ' -'".'''. 
'executed"by;..J.' Mj -'Jackson and Lizzie -J. B. 
Jackson,.. His wife,'as Lessor, i n favor of '• ' -. 
A." C. Holder.,.'-as> Lessee, covering .the SW/4 
SW/4 of- Section 7 and the: NW/4 NW/4.of'Sec-' 

- t J on 18,. "own chip 18 South, Range 27-East, 
N.M. P.M. ,.- Eddy County.,; New.Mejclco, recorded-
In Book. .4'4'' at Rage qq '' of the Records 
of. Eddy CountyNew- -Mexico; 

reference to said lease and to-the.'record thereof I s here made 

for a l l purposes.; 

•MOW, THEREFORE, f o r and. i n consideration of the sum of 

Ohe Dollar''($1'. 00), and-other good and valuable consideration to 

i t paid,. the'receipt and sufficiency of which i s .hereby acknowledged, 

-and confessed, -subject' to tties- reservations, convenanta and condi

tions hereinafter contained, Gulf does by these presents assign 

and,transfer to-NEARBURG & INGRAM, as Assignee, a l l of i t s lease

hold estate rights .In and to a l l of the o i l and gas i n and under

l y i n g the following .described'tract of land, to'-wit: 

The SW/4 SW/4 .of Section 7 and the NW/4 NW/4 
of Section .18, Township- 18 South, Range 27 

• East, Eddy 'County, New Mexico, from the sur
face to iOO'fee't below the- greatest depth 

... drilled,, not to- exceed-lgS0'feet below the . 
'•. •• ' surface. . , -., 

Attachment 



I t i s s p e c i f i c a l l y understood that the' rights'herein assigned are 

-subJec.t',,to- the: r i g h t of Assignor to .use as much of the surface as 

i t ,de.ems necessary, to explore f o r , develop and produce o i l and. gas 

'below the depth of. 1900 f e e l . - . 

: - "This- assignment-is expressly made subject - to the fo%-

lowingconditions1 ;ari'd'.covenants j to,-wit:' 

: . 1 . 

Assignee agrees' to perform a l l obligations, express or 

implied, of Assignor under' the above ..described lease insofar as 

such obligations are .applicable .to the rights herein assigned., as.' 

well as.the obligations hereof. - . 

' 2."' . . 

. 'On or before- sixty (60) days.from, the -date of t h i s Assign

ment, Assignee shall commence the actual, d r i l l i n g ,of- a. test well : 

for o i l arid -gas purposes at a location of his. .choice on the "above 

described premises, and w i l l thereafter d r i l l such-well- with'due , 

diligence and -in a good and .workmanlike manner to ia depth'suf f i c i e n t , 

i n r the opinion of-- Gulf, ..to adequately test the San-Andres formation 

or to. a depth', of ,1900 feet- below-' the surface,, whichever f i r s t -.occurs. 

Should Assignee f a l l to.'comply'-with .their obligation to d r i l l the, 

above mentioned' teat- well-.within the . time, i n the manner and. to the 

depth specif led:,, a l l " of their, r i ghts under the: terms and- provisions 

.of.'this-assignment shall' ipsb facto •• terminate and the leasehold 

rights and', estate herein assigned shall revert to and revest in. 

Assignor. • • : 

, - 3. ' . * 

• I f Assignee, d r i l l s and- completes: the- above mentioned test 

w e l l , either as a dry hole cr as a producer of o i l or gas in,com

mercial quantities, as herein required, Assignee obligates themselves 

to commence.' actual d r i l l i n g of a second test well f o r o i l and gas; . . 

purposes at a. location, of t h e i r choice 'on the assigned premises with

in'ninety (90). days: af t e r .completion of the test well "required under 

Section . 2: hereof and thereaf ter to d r i l l said well i n the. same man

ner and t o the same objective depth as. the test well required under 

Section .2 hereof, ;and Assignee shall thereafter, carry on- continuous 



^dridl/iihg 'operations- :on^thk-tosigned'~premi3e3 . u n t i l as;rmanyJwells ,. 

. " - . . j . . . 

have.-been d r i l l e d thereon as are permitted under, the, spacing regu

lations -of the -regulatory!'body havingl jurisdiction.- "Continuous 

d r i l l i n g " shall mean that< an in t e r v a l of not more than ninety (90) 

days shall lapse--between .the:.completion of one well and the com-r .. 

meneement of. actual g r i l l i n g - of; a;-subsequent well,. •Assignee w i l l 

protect the premise's covered :by>this ..assignment against drainage,, 

meeting-.all offset obligations: and-, otherwise operating the premises 

as.a.reasonable, prudent operator would under the same or 1 similar 

circumstances. •' ' ' 

• •'. . - ;' - -, • • . • " 
Upon completion, of any .well as a;producer of o i l -or gas 

i n ccmmerical quantities, Assignee'- shall .furnish to Gulf , at i t s ' 

Ro.sweli,'New Mexico, o f f i c e â recordable-ihstr.ument.'containing-a , . ;,. 

su f f i c i e n t legal'description of the. spacing u n i t .upon'which the. 

well was d r i l l e d as authorized by. the regulatory body haying' j u r i s 

d i c t i o n . ., • 

- •'' ' ' '': •' V ' '5'- '.' • ' 

'•• Failure !of Assignee to comply =wlth the d r i l l i n g obliga

tions set out above;- s h a l l , except- as herein otherwise-provided:, 

result i-n'a termination of a l l of Assignee' s rights under the 

-terms 'and provisions, of. 'this,.assignment and said, leasehold estate 

and r i g h t s herein.granted shall Ipso facto terminate and .revert to; 

arid revest i n Gulf, except as to each spacing unit on which As

signee has completed- a producing well and has furnished to. Gulf a-

recordable, Instrument containing a .suff i c i e n t legal description 

of. the. spacing u n i t . 'In the .absence' of applicable spacing, rules, 

the spacing unit" allocated to a .producing well shall be a maximum, 

cf f o r t y (tO) acres-. 

• 6. 

•All costs, and expenses incident to the. d r i l l i n g and equip

ping cf a l l wells ;shal-l be borne by -Assignee,, and neither ..Assignor 

nor any .other leasehold interest owned or retained,by- Assignor shall 

. -be* l i a b l e for- any part .of the .costs or expenses of d r i l l i n g , com-

ple t i r i g ,and equipping of such. we.llB or-'for- producing, o i l -or, gas there

from .-.-or f o r any i n j u r y to any person or damages' resulting from such 



;;dril,llhg or .'producingfoperatiohs., - - - . ' . ' ' . \ ' 

;A3sigr,or expressly- reserves the f o i l owing overriding,- • 

• royalties :: - . ' ' , ' 

(a) Three thirty-seconds of eight-eighths 
(3/32nd's .of „8/Bths) ,of a l l : o i l produced 

'. and saved,-from-the premises herein a's-
, . signed, 'the n i l to be delivered to Gulf's .' 
• ••' "^credit Ir. the pipeline to which,-the well 

or wells may be' connected, free of cost, 
to Gulf except for' grossproduction, pipe
l i n e , severance or .any tax> other than ad 
valorem,''which may be imposed .upon or at
tributable to Gulf 's interest;, .and. 

(b) . Three "thirty-seconds of eight-eighths 
" ,(3/32rids of '8/8ths) of the. value:, as " • 
. hereinafter .defined, o f , a l l gas, c'as-

, inghead gas, d i s t i l l a t e and condensate 
produced :and saved, from the premises '•'..-

. : 'herein "assigned, free o f . a l l cost.and 
• expense t o : Gulf, except "for gross produc- t ••.'.. 

' ' .- * t l o n , pipeline, 'severance or any tax, .other ' ' • :' 
• than ad valorem,.' which- may be Imposed' upon 
or -attributable -to' Gulf.' s' interest; the 

.-'-', ' value.of such gas, oasinghead gas, d i s t i l - . . 
':[.'. ;late ;and 'condensate, so sold t.o'..be deemed 

• - to be the :total proceeds: received:'by As-
• ,,'.-.-" •'-. '.:'signee''from'such, sale,' arid:, i f used o f f • -" -.. 

' ' -''. . ' the. premises, the value shall be based' 
"upon the 'existing'market price Jat the. • 
. time, in'the area, for gas sold for the. 

* • ' . 'Same purpose;" - '".,'. 

• . _ 'The -overriding royalties, on o i l . and' gas to be delivered 

or pale to Gulf, as above'provided, shall be i n addition to the 

royalties due the Lessor as provided f o r i n the o r i g i n a l lease 

covering the premises; herein:-assigned.,, payment of which- royalties 

i n accordance with the terms of such, lease the: Assignee, expressly -

assumes insofar as the premises and -rights therein herein assigned 

are concerned. ' 

" .: ' 8. . 

Immediately af t e r location has been staked o f f f o r the 

d r i l l i n g of. the above mentioned test well. Assignee agrees-to f u r 

nish to Gulf at i t s Roswell., New Mexico, of flee a report giving 

the. number" of' feet' from an established corner-where said'well i s 

to be : d r l l l e d ; arid thereafter, -not .later than Friday of, each, week, 

subsequent to the making of such location u n t i l said we'll is, com-

•pieted to-mail, to Gulf at i t s Roswell, New Mexioo, office, a. report 

giving the progress 'of the' well. Likewise,, similar Information 
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*^and reports'Shall be given with respect to a l l other wells d r i l l e d 

«.by. 'Assignee under the .^provisions, of -.this: Assignment; In the event 

any well d r i l l e d upon the premises covered herein results i n the 

'opro&uctiion ;of .oi-l"lior-7s'gas>'-iA'ssigneer:;agr,ees to mall, to; Gulf at i t s : 

Roswell, New;'Mexico, -/office: a monthly production report ther.eof 

• not l a t e r than the tenth day of each; month. \ . , • -

•'••'." * • ... 9. . " 

• • Assignee; agness- that:- representatives of. Gulf shall at 

a l l - times , have access. to-the premises aha to the .derrick f l o o r 

of the- wells, d r i l l e d .by them under.' the provisions o f this- Assign-. -

meht for the'- purpose of. observing the progress of d r i l l i n g opera

tions 'and '.of. obtaining tnforiifit.&pn xoW-ce-rning. such wells, and 

that such- representatives shall -be' furnished with f u l l •Informa-' . 

. tion, pertaining 'to -the.-wellsv'-bVformations encountered therein. 

:.."'. ' * 10.. . •' . '•• . ' , 

, Assignee shall' save...samples at intervals of ten (10) 

feet during the d r i l l i n g of the above.mentioned test: well and 

any other wells d r i l l e d by-them, on the assigned• premise's.,'' arid de- -

aiy'er-sam'eA to Gulf -.at,. Roswell f -New Mexico, unless. Gulf elects-to' -. -

-accept: said .samples at the well.' Assignee' further agrees t o ' f u r 

nish Gulf samples'of a l l cores -taken curing the d r i l l i n g of a l l , -

Veils-, d r i l l e d by them ;under the provisions hereof. 

- . ••<::••'. ' • - • .- .- ' '•"•' -it- "• '• ' 
' Assignee, agrees, at; t h e i r :expens,e, to make ari e l e c t r i c a l 

survey or a -comparable analysis satisf actory "to Gulf and to run 

a gamma ray-neutron log of the hole of each well -drilled.hereunder, 

. to conduct a mlcrpiog survey of each potential pay zone aft e r 

reaching, the objective depth, and to deliver a c e r t i f i e d copy of 

the resultant e l e c t r i c a l logs,, gamma -r,ay-neutron logs and micro-

logs, to Gulf 1 s Roswell', New Mexicc, o f f i c e : Assignee further agrees 

to.make a l l required reports to the appropriate agencies of the 

State of Mow Mexico. In the event'any • well i s to be, plugged and 

Lvabandoned Assignee shall have furniahed ail-- technical data arid 

• given Gulf's D i s t r i c t Production Geologist notice- twenty-four (24) 

;hours; before plugging. 



o I f , i n the opinion of Gulf,,. I t .appears frorr.; the data ob

tained, from suoh surveys, when considered: alone-or, i n i oonjunotibn 

with other Indications from cuttings-or cores, .that any. fo.rr.ar,ion 

encountered during the- d r i l l i n g of said well i s a prospective.oil 

.or ;gas,.horizon,-.,Assignee' agrees to. properly test such .horizon to 

• the satisfaction .of Gulf . I f I t ' was not adequately tes'toa: at the 

• time it'-was" penetrated;.. Assignee shall notify. Gulf p r i o r to any 

"test"-to-be made, i n order- that;. Gulf may Haye a .representative.-pre-

sent to witness such test should. I t desire to do 'so... 

Irrespective of whether,any well d r i l l e d hereunder i s 

completed as .a producer or as a dry hole, Gulf shall'have, arid i s 

hereby granted"the right- to, lower, geophories and, other -instrument's ' 

into -such w e l l or wells 'for the. purpose of conducting any geo---

physical survey i t may.desire. I t i s s p e c i f i c a l l y understood,, 

however,- i n trie, event Gulf exercises -the-right .herein granted., 

•that a l l actual expense and r i s k i n connection therewith shall 

be borne by Gulf and- Gulf ..agrees 'to indemnify and hold Assignee 

harmless from any and a l l damages, to property, i n j u r i e s to-, or 

death of, "any. person or persons •occasioned bit -'or arising from 

'such operations. ,.' • : • 

' • ' . • ^3 - ' 

I n the. event any well Is completed as a dry hole, 

Assignee agrees that they w i l l n o t i f y Gulf's Roswell, New Mexico,, 

o f f i c e at -least twenty-four-(24) hours, pr i o r to the final-measure

ment of the well "so that, .Gulf can have a representative present 

to witness such measurement - i f i t GO desires; and Assignee agrees 

that they will,..as soon as .practicable, furnish, to Gulf at i t s 

Roswell, New Mexico, o f f i c e a c e r t i f i e d copy- of the log of each 

well d r i l l e d by them on the assigned premises, irrespective of 

whether • suoh well i s completed- asi a dry hole or as a producer;. 

• • , 14;. ' -

•Assignee agrees, that Gulf shall have the right;, at i t s 

option to .be.' exercised, waived, and re-exercised at any time, to 

.take, and purchase at, the, current posted price .in. the . f i e l d f o r 



/ o l l ^ o r t liketgrade and'>qual<ilty a l L l \ or *any part of the o i l that may 

'ibefproduced?and .-saved* from <the premises herein assigned.. ^Assignee-

further-agrees that Gulf shall' have the r i g h t , at i t s option-to' 

be exercised waived and -re-exercised at any time, to take-and -

purchase; a l l -gas, inciud-ing casinghead gas produced and- saved 

f.'rom the premises herein assigned* upon the- same: terms, and condi

tions and at the same price offered by a bona .fide, third. -party 

'purchaser, or i f there- is'no bona fide o f f e r by- a t h i r d party 

-purchaser', then upon' such-terms .'and .conditions., as may be- agreeable 

to' Gulf and Assignee; Assignee,, however,' shall have the r i g h t to 

u t i l i z e nuch gas as may- be necessary i n the development and opera

t i o n of the-premises herein assignees. , . ' 

" " . ' .' 1 5" / '•' -

. After production has been-'obtained, should''Assignee--' • 

.conclude' to-abandon the premises:''herein'assigned or-any part .'-

thereof/tneyr:agree to notify-Gulf at Roswell, New. Mexico> i n 

writing-.of .fiheir. intention; to. abandon at--least. sixty :(60') day's, 

before production :of f i l l - cr gas i s ceased;- and ir. the event such' 

abandonment. Is, ..made-,. Assignee agrees^ . at the election of Gulf,;, 

to assign' said well, together with'the leasehold'rights--In. the 

horizon..abandoned under' the"; spacing unit uport which .said well'is. . 

located, to Assignor; Assignor, however, to pay-Assignee the rea

sonable, salvage value of- any., equipment oh such well. .In the; ab-

. ser.ee of any spacing .rules' l n effect as may be. applicable to. the 

property.hereby assigned, i t i s agreed that one producing well 

• shall, hold f o r t y (.40) acres.. -

' ' -15. : 

A l l lease'.operations conducted by Assignee hereunde.r 

shall be subject to a l l laws, rules .and regulations, both Federal 

and State, applicable, thereto. 

. 1 7 ' . / , . • 

- - A i l ad. valorem taxes, including those based upon produc

t i o n from the leasehold .estate covered by this, assignment, shall 

be" rendered and paid, by Assignee., together ;with a l l taxes; upon 

.leasehold equipment and other personal property owned- by Assignee; 



i. • : ..- . I ' - '-Vigil , . . . . . . 

; • ' • -•" • . |'::. • 
^ t and uaed^ln connection* with or'-In developing the premises-covered 
t ' - ! 

( 'by t h i s assignment.i „ > [ 
i s . ; 

.'' Assignee s h a l l ; from, the date 'hereof , be l i a b l e f o r \ 

-, ' any production or' ether taxes that' may be levied against his " I i i -

". terest i n the., aasighed premise's and against his Interest i n the-

• o i l and gas. which may - -be produced therefrom; Gulf shall be l i a b l e 

'only f o r taxes, other than ad valorem • that: may be levied against 

the overriding royalty. Interests herein reserved by i t and that 

'• may be .levied-against, the proceeds from, the sale of the' o i l .and 

. gas creditable, to such.interests. . , . 

After f i f t e e n ,(1'5.) .days from, the date of commencement 

of t h e - I n i t i a l t e s t well under the terms o f t h i s assignment, ' j 

should Assignee desire to s e l l a i l or any part of the leasehold 

- estate herein assigned to him, Gulf shall have a preferential- j. 

r i g h t -to purchase. \ In -such event, Assignee-'shall n o t i f y Gulf l n -

• writing-at Roswell,;.New':Mexico, giving the complete terms of- any 

. bona fide o f f e r -acceptable^ to .Assignee made by a prospective, pur

chaser, ready, .able "and w i l l i n g to purchase.,-together with the % • 

name .and address' of- such prospective purchaser. Gulf shall- halve 

ar. option, for a period of t h i r t y (30) days aft e r receipt of the 

notice i n which to purchase the leasehold estate, which Assignee 
- i 

desires.,tp, s e l l , at the price and upon the terms offered by the 

prospective purchaser. .Any assignment made; by the Assignee j . 

'.covering any of their''rights, under t h i s .agreement shall specif

i c a l l y provide that such assignment i s subject to a l l the terms 

• and conditions "of this, agreement--and the' Assignee herein agrees 

to, furnish. Gulf with either: an executed or c e r t i f i e d copy of-such 

.assignment'. f 

20. - - j 

'This assignment and the .'terms hereof shall inure to"' 

- • the benefit o f and be binding upon the parties, hereto, t h e i r 
.. • .. I 

; • successors i n t i t l e : , personal representatives and assigns",'but-

' no assignment or transfer by-Assignee, of any'interest acquired 

-.3- " - . 1 



«<̂ Hereunder shall relerfse^themnofjany l i a b i l i t y herein assumed ex-

•scepfwith the w r i t t e n consent o f Assignor, i t s successors or 

• assigns. . ,;. .. 

'TC EAV3 AND.TO EOLC unto- the said NEARBURG & INGRAM, 

. '.their.'heirs, successors,i,and; assigns .forever; subject, however to' 

compliance on the i r ' p a r t with terms and- conditions- of the o r i g i n a l 

lease insofar- as i t affects the leasehold: interest herein as- ' j 

signed,, and-to -compliance'on t h e i r part with, the obligations-, and j 

.conditions' herein contained f o r o i l and gas purposes., at the' .time' 

_.-' and i n the manner herein provid'edj and I t " l a understood and agreed 

, that t h i s assignment.is made without warranty cf t i t l e on the par" 

of the -Assignor -except...'that: i t warrants that i t has .not 'heretofore. 

- transferred or encumbered the -leasehold rights and, the privileges! 

herein-assigned'. , -. •'.'.. . • 

" Except as otherwise herein provided, a l l notices to 

Assignor shail -be malied' -to'.-Gu-lf' Oil. Corporation, - Post Office 

.Box 669:, Roswell, New Mexico, and a l l . notices to'Assignee shall" i 

be mailed to Nearburg &, Ingram, 127 'South Richardson, Roswell, '. ! 

New Mexico, ••until, either .party.Is.-notified i n w r i t i n g of- ,a change! 

o f address" by the-, other. • ; , 

'" EXECUTED i n duplicate originals t h i s the" 

^ ^ J f ? ,,1958. ' 

"day of 

By 

GULF. OIL CORPORATION 

'''"-'Fi:'Vf.'̂ >̂ >>̂ >V;V''''f'' 

.Attorney-in-Fact 

-NEARBURG & INGRAM, 
a Partnership 

By. 
.E. NEARBURG 

By 
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,r-,*.'.-' ••v̂>:>V.>H'':-̂iT<-'<v'"s st«#» 

1

 t > ' 
« S ,** <• , - • . •.•.;*.• ••* 1 

'"f'jjf) ~ "I - » 1 
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STATE OP NEW MEXICO J • , . ' " 

•COUNTY.OF CIIAVSS { 

•'.•' •, ', The foregoing Instrum before me this 

A-'cay of ' d . ^ t . f ^ > . .1958, by W. A. SHELLSHEAR 

' '•• Attbrney^ln-Faci:/ f o r QULF OIL-CORPORATION,, a'Pennsylvania cor

poration, on- behalf o f said corporation. 

^^4. d̂ L̂ >) 
^ Notary Public, ( / ^ 

:'."'n..l„|1.v -

91 

'.STATE' OF -NEW.' MEXICO . ., „••." •' ,• ., ' •'•. • . . 

COUNTY CF CHAVES' ' .}. .; /' • 

Ttie\ foregoing instrument was' acknowledged .before me' t h i s 

g f l L day of r., 's^dLiA\A^ . ' ,-. 1958, by EUGENE' E,, 'NEARBURG .and • 

TOM i t . INGRAM, partners on'behalf of NEAREURG & INGRAM, .a f a r t r i e r -

. Cj' iX;/'i: : / - ;''" 

* J ^ § o \ m i ^ f b n Expires: 
i '< % S m ^ ^ M - ^ m 'UNf 2St!v 1361-

Nctary /j juoiic 

STATE OF -NEW MEXICO. Coanryofr-adj,..*! hereby atrity ihu tHii i M lmmeot.«« S M lot record 0* 

to ': 5 .....jiy ̂ ianttaig ; 1.+. lf̂ .̂ti2ifiiL ;̂cioek *̂lM^ 
tafc^:.., T̂a, •,'-,82'' • >-««Kd,.oi-n-t,i;fc--q«#-..-,-

Mildred' EKC,' County. Clerk Mildred' Eiie,' Counrv Clerk 

Dj-j-'-.'ffi" ^^SrOXrVl ( t f t 4 ^ . — —Deputy 

WVK::ejl 
9-3-58, 

(7.) 
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ON IT" mmmz 
FOR. THE DEVELOPMENT A3© OPERATION OF TEE 

•WEST' RED Ii!£<3. U5IT. 

EDDY COUNTY, SEW MEXICO 

THIS AGREEMENT, '.entered into ss of the, 1st. day of- August,, 1567, t y 

and between the parties subscribing, ratifying or ' consenting hereto, and 

herein referred' to as "parties hereto". 

¥. I T ,N-1 S S 3 T H : 

WHEREAS.,, the parties hereto -are the owners of working, -royalty' or 

other o i l or gas interests in the' land subject to- this -Agreenent; and 

WH3SEA3'', the Oil. Conservation. Commission of' the-.State, of Sev Mexico 

Is authorised by .law '('Chap. 72, Lavs, of 1935, as amended-by Chap. 193, 

Laws of 1937, Chap. 166, Lavs of- 1941, and Chap.. l6S, Laws- of 19>9, 

Chap., 65, Art. 3, Sec. Ik, . N;M.'S.., 1953 Anno.'); to approve- t h i s Agreement, 

•and the conservation provisions -hereof j and 

WHEREAS, the Mineral -Leasing Act of February 25,- 1S20 (Ul Stat. ̂ 37, 

>as amended, 30 U.S.C. Sections l 8 l .at seo.) authorizes Federal.lessees and 

their representatives-to unite .with each other or j o i n t l y or separately "with, 

others' in, collectively adopting- and operating' a cooperative -or unit plan of 

development or operation of any o i l or "gas- pool, f i e l d or like, area or any 

part thereof for the purpose of more properly conserving, the natural re

sources thereof whenever .determined and. certified' by "the Secretary -of the 

Interior to be necessary or advisable in the.-public interest, and 

'WHEREAS., the parties hereto- hold sufficient interests in" the. West Red 

Lake' Unit Area covering, the land hereinafter described to give- reasonably 

effective' control of operation therein; and 

WHEREAS, i t is the purpose of the parties- hereto, -to- enable- •institu

t i o n £-4 consuaasation of secondary recovery operations> -conserve .natural 

resources, .prevent waste.'and' secure the other benefits .obtainable t a r c u ^ 

development and operation-of the area, subject to this .Agreasant. .under the 

teras, conditions and limitations herein set forth; 

2J0W THEREFORE, in consideration, of the premises and the promises, herein 

contained,, the parties-hereto comalt .to t'nls .Agreement sbe'i-e entire respective 

interests i n the unitized' 'formation and agree severally among 'tKease"ives as 

follows: 



3SCTI0H 1.. EKABUH?: ACT- ASP' R5GJIATI0RS: Tae: mineral teasing Act 

of - February 2j,- 192Q, as eaeM'ed, supra, and -all valid, pertinent regula

tions, including operating and unit plan regulations., 'heretofore Issued 

thereunder-and-valid, pertinent and reasonable, regulations hereafter issued 

thereunder' are .accepted and made a part' of this Agreement as. t o .Federal 

lands-, provided such regulations are-not' inconsistent with the. term of 

this Agreement* and as-'to non-Federal lands, the o i l . and-gas operating 

regulations i n effect as -of the effective date, hereof governing..drilling 

and producing operations, not Inconsistent with the terra hereof or the 

laws of the State of which the non-Federal land is .located, are hereby ac

cepted and ir.ade a part of this Agre^nt.-

SECIIOK .2.- .UNIT AREA AMD DEFOTITIOSS: The- area described by tracts 

i n Exhibit. B and depicted, on Exhibit A attached hereto is. hereby designated 

and recognized- as constituting the Unit Area, containing 1,236.8? acres, 

inore or lessy i n Eddy County, -Hew- Mexico. -Said land is 1 described as f o l 

lows : 

•Section h: 
.Section 5.: 
Section 6: SEsBEtr-iSVfjsw.. 
Section l;. " »E£ ^ t , 

Section 8:. m , M > ^ S E £ , -
Section 9:- HpKf; ' 

For the purpose of this' agreement, the following terns' and expressions, as 

.used herein shall, neah: 

(a) "Ucrmnission" is defined as the Oil Conservation Cccai'ssicn of the Stale 

of Ifew Mexico. 

(b) "Director" is defined, as the Director of the United States Geological. 

Survey. 

'(c) "Secretary" is defined as the'Secretary of the -Interior of the United 

States' .'of America* 

.(c;) "Department"' is Sefined- as the--Department of the Interior of .the- United 

States ;of America. 

(e)' "Supervisor" is- defined, as the. Oil ar.d C-as Supervisor of the united 

State's Geological 'Survey. 



( f ) "Unitized Sorption" is- defined as that portion' o? the Grayburg and 

San Andres fbrfeations underlying-the Unit Area which includes 'hs 

continuous stratigraphic interval, occurring tetwee.ri a; point frca the. . 

top of the Grayburg- formation and a correlative.point i n the San 

Andres formation said: interval having been penetrated between 12kc • 

feet (the top. of the C-reybur-g formation) and 22^0. feet 'beneath the 

-derrick floor In--the Hondo Oil £ Ge.s-'Coapahy Federal "EG" Ko.- :1. Weil 

( d r i l l e d as tbe Enable, Oil & Hefinlng-toapany' s .Abo Chalk -Bluff Brew 

Unit No.- 21 Well) located-. 165O feet fren the, south line W.d 2^10 

.feet -froa the west.-line--of .'Sectibh k, Township -l8 iSouth, Range ZJ East,' , 

Eddy County., Mew Mexico, &z shewn hy the radioactivity log dated. 

February 7,, l $ 6 l . 

(g) "Unitlze'd Substances", is -defined as " a l l roil,- .gas, gaseous; substances, 

-sulphur contained i n gas', condensate, and a l l -associated and con

stituent liquids or- liquefiable hydrocarbons within or produced froa' 

the- Unitized Formation. 

(h) "Working Interest"' is defined as the right tc search i'cr, produce 

and acquire Unitized. Substances whether held.as-an incident of owner

ship of rdneral fee-simple t i t l e , , under an oil,and' gas: lease, -or 

otherwise held. 

:(i) '"Wording Interest Owner" l i s defined as any party hereto owning; a. Work

ing Interest, including -a carried wording interest, owner, in Unitized 

Substances by virtue of -a 'lease.,- operating sgreenent', fee t i t l e ,or 

otherwise;, which interest is -cha-r̂ ea'ple with obligated i o .pay'or 

bear., either In cash or -out of production, or ̂ otherwise, a l l or-a por

t i o n .of- the cost of d r i l l i n g , , developing, and producing'Unitized Substsnces 

fr-or? and operating tho Unitized F c r ^ t i c n hereor.dir.- The'owner of o i l -

end gas -rights that are free cf lease or-.other -instrument conveying- the 

"Jerking Interest to, another -shall he regarded -as a. Working, interest, 

:Cvjner to: the extent :of seven-eights -(7/8) of has- interest i n Unitized ' 

-Substances, arid as a Royalty Owner with respect to his reroainir.g- one-

eighth (1/8.) Interest, therein. 

'(j) "Royalty Interest" or "Royalty" is defined-as .en interest ether than-a 

forking Interest i n or right to receive a portion of the Unitized 

Substances or the proceeds- thereof and -Includes -the royalty interest 
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Egjgbty COMPANY U.S.A. 
POST OFFICE BOX. ieOQ: MIDLAND'. TEXAS 79701. • (91,5V SS^-i i l l 

May 11, 1973 

Trade AC-5 5-73 (P) 
Chalk- B l u f f Draw Area 0300 
EDDY COUNTY, -NEW MEXICO. 

..RE: E-214033, 224269, 233059 

Mark Production Company 
33.6: Citizens Bank Building. 
Tyler, Texas 75701 

Gentlemen: 

This will.evidence'our agrwme'nt to asign'tp'you.dbwn.lo the depth of ]00'feet below thefot&'depthrdtOled, 
npt^ to exceed' .9; 700 f e e t , 
all of pur present 'right; title; andi .'interest;,in and to; ihei,lc,aM(s) nurabercd,above,;ra tp; the limitations and 
reservations herein contained,̂ insofar as said . leasers) coverts) oil aiid gas only ta'anc! urider Uie: foliov^g-dei^bed 
lands: 

214033 
224269 
233059 

NK/4 NW/4 SK/4, below the base of' the: Sari Andres formation, 
NW/4 SW/4, below 1,910 feet, 
SW/4 SE/4, W/2 NW/4 SE/4, SE/4 NW/4 SE/4, below the base of 
the San Andres fp'riaat.idn, 

A l l , in- Section 7.y T- 1'8-S:, E-'27'-E, 
EDDY COUNTY; SEW MEXICO 

subject' to thOi-foUowing hiimbered paragraphs which-are sometimes-herein referred''to as Conditions,- and'whjch it-is 
agreed shall govern and determine the rights and obligations-of the parties and the . conduct of: your operations 
ne'reurider, both as,to;the well required to bedrilled therein iu^>u*tb:ar^.'#b^itute;orirai>ie^erit well or wells which 
may be: drilled under-.the terms, of this agreement or. which may bedrilled, on -the above described'tend :after an 
asagrrment hasibeen-camed. 

A DIVISION OF EXXON COnPORA-IION 

Attachment 
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l V : ^ ' i } y ^ ^ < ^ i ^ ' 9 ^ ^ ' ^ l i y 9 V : ^ » ^ commerice pperations for tMe.'drilling ofia-weH.on or before 
Ju ly l b ; '197-3,, Urne'beihg.bf ihe essence'.'a'l a.regular location, SE/4 
Sect-ion 7, T-18-S, K-27-E, EDDY COUNTY,. NEW MEXICO, 

and that you shall drill with due diligence to a depth, s u f f i c i e n t to- thoroughly tes t the Morrow 
formation; 

This well'is to be'-dn11ea.-^;«bmpl«e4;,by'you'-rree of any cost or liability to us; whether completed as a well,capable 
of producing oil and/or;gas!in 'commercial or paying'quantities,'or-fouhd to be dry and plugged and abandoned, as the 
case may be. 

2. During'-the progress of drilling the well, our authorized representatives are to have access at alltimes to it; and 
to all cores,, cuttings, depths, logs and other information of whatever natute obtained in the drilling of the well, 
'iricludmg;but not! limited to; such as hercinafter.specifidally set1 forth. We shall have the right to receive'such samples, 
cpres!anaV;cuttings,,t6,be delivered to- Exxon at 503 South Marienfeld Street , , Midland, Texas, 

at least twice weekly, unless.'yqu -may be requested* otherwise. Samples,- properly, labelled, and drilling; time, are to 
be taken at, intervals of; not more; than ten- (lO).fcet and should start-from base of surface casing .and' be taken 
continuously to total .depth. We-ifeseî e-the right to slab;ahy cbiesilf we'dp nbt'̂ obse.'to'siab thejcore.s. men you-wui 
furnish us with core chips-.takeri at onerfoot mterval̂ frorn.aU cores cut. Youagree to drill'the well in'a.good faith effort 
to discover oil and/or gas and to lest adequately-all oil and/pr .gas shows encountered., i f a velocity survey is run, it is-, 
understood thaf it is':riot,in'tenae'd-.that, same befurnished free to, us; .We,.,however,,shall.have theiright-to.receiveiany. 
velocity • survey -or log:, that might be made of the hole at a reas'onable and fair price; or-by trade, as is usual and 
customary in- the.-.'irtdustry. If you elect riot'to run-a velocity syrvey^we-^Q'jluve'.tlie^rytt to run:such survey at our 
sole risk and; expense. You.agree to notify us' of'the' spudding 6j;your,;weii within twentyjfour (24) hours after 
spudding, and l6-give:us'like'nptificati6h upon reaching iotal'depth. Should'.you plaii-.tb.plug and abandon th'e,weU;as,a 
dry, hole, yoii. shall.give ,us advance notice thereof, allowing us.-after. receipti.by us of copies of all. filial logs and .surveys 
from said well, plus proper drilling time and samples to total depth, at least twcntyrfpur;(24) hpurs,th.ereEfter,.exciusive 
of Saturdays,,Sundays arid holidays, to ascertain whether you have complied' with the obligations under the terms of 
this-IettefAll -logs; oil' arid/or;gas show infoirriation, formation 't'estihg-mfprrnation.and, related .da'taias provided for" in, 
'this/agieemW to us, but in no event shall more than twenty-four (24) 
. Hburs.expirevbefore such delivery; 

You agreetofurriish: Mr. R. L . Longstrcet 
.Exxon Company, U. S . A. Area, Code : '915 
P. 0. Box 1897 O f f i c e Phone: 523-3650 
Andrews, .Texas 79714 Home Phone: 523-4260 

•the following: 
a. .. DriUing.time: takeri at-hot more.than 10:foot;intervals,.frpm surface:to'tptal,.depth. • 
b. One (1) Mudiogger.report;daily, and two (2) final.HudXogger reports if.Miid Logger is'u'sed. 

je. Two. (2) copies ofany fluid (hydrdcarboh or water) analysis. 
d. Two (2) copies bf;any cpre;analysis,, 
e. Two (2) copies.of any andall DriiiStem Test Charts and;any ServiceiCorhpa'ny analyses; 
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Also, you agree-tpifurnisK:; Mr, R, V. V iy ion 
Exxon Company, ,0.. S. A. Area Code.: '915 
P. 0. Box 1600 ' Of i i c e Phone: 684-4411 
Midland •, Texas _ 79701 Home. Ph brie : 682-7440 

the-following: . 
-a. Daily driUing.repprts-.which-should/mclude such ihfqrma'tibn as drilling."^ 

shpwSjlosKcirculationzonesiandfprmatiori'tops. 
:b. Notification :bf Brill'Stem: Tests, coring, :sig'ruficant'shows,.;rurini'ng Electric logs and: plugging _shaU.be 

givehin sufficien'titime-^ R. V i y i o n or his 
authorized .representative to be present ,as.a witness. (In the event* Rv rW. Viyion, 
cannot belpcated to receive these notifications, contact R; L . tongs'treet.-

c. Two (2Vfield pririts'.and'two (2,1^ ;Your- cho i ce . 

m 

4) Two (2) copies of the final prints and one (l)'copy of-the monitotpriht of any Dipmeter Surveys' 
: you >ma velecrjro run - ———-

In Ithe event the well is. indicated to be a producer, bur representative shall have the right to-witness.and shall'be', 
notified.twenty-four :(24) iiqursfhi .advance of-any';weU-capability. test' (i.e:, 4-p6int"capabUity:gas test, completion test 
orinitial poten'&Eteitj.'OuMepresentatrye'to be;contaeted prior to thesetests-is < M.; .Bradley of our 
Andrews: Office. Office Phone: (915) 523-3650 

Home Phorie: .(9!5) 523-3750 

Ypu shall forward to the-Division Landman cqpiesiof aU fprrra'teq^^ 
shall include .but .shall; not be limited to.;thpse pertaining, to. the permit for drilling, deepening, or plugging back, 
corhp1etion,orre-compleiion,:;potentials or pluggmg,;on all. wells drLlled̂ hereunder: 

3. in tire event' any.' welWorwclls drilled,Kereurider-snould be',pluggea: and'abartdoned; you:shall clean up the 
premise's, leave the surface free and clear of debris and assume ail liability for any claims asserted bh'.accouht of'or' 
occasioned by your operations hereunder. 

4. -.If: you-shall drill <ahd; complete a well ̂ capable of. producing oil and/or' gas -in. commercial quantities.in 
a'ccordanceAvith'ill the termsiahd provisions' herein set-forth and furnish to:us satisfactory evidence thereof, and only ih 
such event, we shall makeand execute'an' assignment to you-of theiabove'desenbe'd le'ase(s) insofar as.it (rJiey) cbver(s) 
the)oil-and gas in and, under tlie'land.earned by, such- well, subject to-the depth limitations herein set forthi Our 
assignment to you-'shall be subject-tp tJte..resemi:ipns,._»venants, C b ^ 
reservations, covenants, Conditions and ;agreements shall, unless otherwise, clearly indicated by the context, be;fully 
binding arid effective while this ayeemeri t i i .in 'effect; whether or-riot you earn an assignment or assignments as herein 
ptovidei In-jthe. asagnrner̂ iOr,.assignments: 

a. We shall reserve overriding royalties of i.0% :of 8/8 

of all oil, gas; casinghead-,gas and' liqiiid'cbnstituehts, free of all costs-pf-developmerit ahd.opcra'tiori.and 
free of ail taxes-except 8pp1icâ te;ĝ oss'.prod'.'̂ tipn.and severance taxes. Said overriding rpyaities;shall be 
subject to proportionate reductiori'butshall be exclusive of. and in addition to all presently, existing'iease 
burdens, overrides and.payments' out of production. 

'3, 
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b. Our oyerriduig royalties androthir "reserved and retaincrj interests shall apply-to any. renewal or extension, 
of: any'leasê or leases herein: committed which-.you,may secure, within one ( l ) yearfrpm-the expiration 
thereof. 

c. We.shall, have and reserve-the.'right 'b'f ingress and egressfo tHe ,lahd?comrtiitted tb this agree'rhentsfor the' 
enjoyment ptany'rights rese.TO 

d'., "Mule; the leased 
if an assignment is. earned,-we.shaU make delay-rental arid'shut-ih gaŝ^ welV'paymehts atithcitimes arid in-
tlie amounts which, in our- opinion, are.'neces'sary tomaintairi, said:lease(s) in force; however., we 'shall riot : 
be liable ;tp, you.in, damages or.otherwise for any inadvertent error or faiiure-with-respect to such 
payments. 

We -shall, be' entitled to a feirhburserrtehfTrorn you, with6ut.reductioh by reason of ariy/depfh limitation, 
for the "full-f^bu and shut-in ĝ s;we,u,paymerits,,prb that>,your :rcmbursemeitt 
obligation .shall be [limited to thejampunt applicable to' the land committed, to this agreement; on a: 
surface acre .basis. 

We shall be relieved of the obligation, to rriake such-delay" rental and/or shut-in gas well payments al any
time after "giving you adequate advance written notice,jWheTeupon-.ydu shall become .responsible (for. 
making such p3ymcnfs. 

If it -appears' that ybu will. complete' a well capable of producing gas arid .shift itiih,,6r, if, having 
established gas<production, you should c6nterriplate;shuttirig"m-such weU, then ybu. shall give immediate 
notice, tous of.yourjntentipns prior to-such,shutting-jn. 

e. If you earn an assignrnetit pursuant.-to:the terms heteof,.ypu shall '.covenant to useyqur best efforts to 
maintain the: assigned lease(s) 'iri force: by production ..in paying quantities or'tirillirig or reworking 
PEeratipns'.arid, we'shall reserve an optional right tp a reassignfne'nt'in theevent you decide 'to. release-pr 
abandon'<the lcase(s) assigned. If at any time.;you shall' decide, to surrender or abandon the assigned, 
premises,,;pr any portion thereof, you shall give - us at, least ; fprtyiftve (45), 'days,' prior written notice 
thereof.'We shall thereafter have the-option for thirty (30) days to require you to make a reassignment 
of the! assigned premises or- that, portion thereof which you wish to surre'ride'r of abandon; 'Such 
realignment, shall be free and c lwpfa^ leaseburdens, overrides <md rrayments oul-of,production, in 
.excess'pf prv-iniaddition to.those presently-existing.-

f. We ishaii';. have-,arid: shall reserve .the optional, right -tor -twenty, one. (-21)..years Horn thedate hereof, .to 
purchase all oil prbdu'eed'and'saved.frbiri the lands and !ease(s) committed heietb at the prevailing 

.... market price.. . . 
g^^e; shall have and-shall reserve for-ia peribd bf twenty-biie (ii).-years: from the date h'eteoj^me 

prefS întial :right to enterjihto a contract tp purcnase the gas1 (casinghead and/or gas.-well,Ms)̂ 5rotiuced 
frbrri- orluMcatecl to the lands and le'ase(s) cbriuhitted hereto, except, gas" used for ppeTiJting3purposes 
'theicbn, subject>^he following: 

If-you ,elect -to. sell ...said .g^ 
such production, you ŝhaU.p'rom )̂''̂  
after-receipt bf such notice to,elect to t te r iritb'.a cpntr>SiTb-purchase:such gas on theisame terms arid 
concUtions.ofsuch.offer';- ^ " S ^ ^ * ^ 

If we shall fail to. notify you within «#<!uily (30) day^Siat we elect to exercise our preferential right 
to purchase-;said gas. prbduciibit̂ xtften'.we. shall have. no UighFri^wcrrase -the- gas during the contract 
term..If we elect hbt'tb epiclse'bur said preferential right and.fbrarr^riaibhyou 'shall not thereafter 
'accept, said offer, opfe^u! shall; accept said .offer arid-the resulting ebmrsv^xpire's or li'terniiriafe'd 
within the perip^^tlu's feservation.'tfe either event the foregoing, refery^ right 
to enterijatoTa 'cpntract-tb purchase' the gas shall continue;m,fuil force;andjeffect aiii'N^'i'. right .shall 
apoby^with respect to, any new offer-'for such gas .within the aforementioned twerity-pne^il^: year 

-^ffiibd, ialf as:^ 

4 
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h. You-shall 'assume all the-burdens and obligations of A«:!esw:in.-ijie.le.ase(is) cpmrriiued.hereto and you 
shaU'comp.y with ail the.expresscd arid/mipHed covenants thereof to the extent they are applicable'tb 
the 'lands-arid depths cbrhmitted; 

i . You shall ;comp!y \lrtttt':all->r̂ d,"ra\yŝ rafes;:a)rid ie^btioitut-.in your operaiions lipon the-landsiand lease(s) 
committed. 

j : If you earn an'iassighhient [pursuant to the terrhs-herebf; you .shall.pay all ad.valorem taxes;asisessed 
a'gairist.:th'e assigned premises 'arid such taxesisliall be prorated for the-year in which the aisigriinehf is 
effective. 

k. If you eain an assignment pursuant to the terms.hereof,.^ be. without warranty of 
tit|e;.express or-.implied'. 

-5.[This agreement is intended to commit, to youibnly 'the rights as'are, hefeiri 'speciGcail 
understood that'we.db not'by reason hereof agree toxdrnrhit or 'as'sign to you any'.properties; rights,instaUatipnSi.plants 
of "appurtenances'qf any'raritre except.as expressly herein set forth. 

6:..In:the event of your failure, or default' in'the commencement and drilling of ..the well tetie-time and manner, 
herein provided, or in .the "event of your 'failure: or .default'in "the making of-reports and/or in the furnishing-of 
mformationi lbgs, surveys or other data herein required, or: in'the event bf youx failure or default in any of the other 

'requirem'erifs,,.C^ bbUgatiorls as herein' set 'forth^then we shall be> relieved of, the obligation to'make, any 
assignment of leasers) ;and then-we may, at;pur pptipn;terminate tlus agreement .by writteti.notice tp;y_op'and..upon;the 
giving of such notice-, alfybursrignts,' titles;arid interests uhderitHis agreement sliall iieieupbn cease*No-such written 

. hoticei-bf.terminatibn shaU.be/nec'essary m Our right of 
termination is 'herein-set. fbrth! shall be.in-additibn.arid wiihpu't'.'prejudice .to ahybjherrigHts 'br.cau's'e's of action.which 
we;fhay have-eitheratlawjbr.ih.equ hereunder: 

,7; After [having' tested, the .objective, you shall, by written, notice, adyiseyus at .casing point if you desire..[lb 
-abandon the'lest well as.aVdry holej-and we shall'have two (2) full bffice-wbrlcihgidays. commencing on the mbrning 
fbUbwing the- datê  of-receipt bfsuchfh'btice and: receipi'df copies ofaU electrical',logs and-other .technic"al-data,:m;wluch 
to elect, to 'lake over such well, free-of any cbitslq us, solely or in conjunction with other contribu'ors>and/or 
participants,, for the .purpose of attempting completion or for drilling to any greater'depth. If 'we. elect to so take-over, 
the well, it is agreed as follows: 

a. Ybu sh'aH.nbt be:ehtitled to an assignmen't of the acreage such-well 'may have earned. 
:b. You ŝhaliiassigh tb us all oi! and [gas;'leaseh6Id'rightV;in'the driliinjiurit for the.welllwMchyou have 

earned or are-entitled-to, earn.by the .drilling of said .weli,,and which. ypu;,are. not obligated to assign or 
..reassign to'other, parties haying an;;mteresl.fo;,the.well as.:pan̂  
trie like. For' the purposes of̂ itrus paragraph>-s'aid drilhng.uriit"shaU be S'/-2 Sect ion. 7 , 'I-18-S., 
R-27-E, Eddy County, New Mexico.. , : 

c. You shall also assign to us all acreage held by'you in your own-right which-is located within saiddrilling 
unil.-retainirigari bvenidihg-rbyalty on production of. -107= .of 8/8 

to be reduced proportionately according, to. your.-ihterest, and all leasehold rights below a deptlr of 100 
feet below the total depth drilled by you or us. 

d. . We shall reimburse you for that part of the.reasbnable.salvagevalue.of.material in arid on the hole which 
.^-proportionate-fo ybur intsres't.'in the'-well (taking into "account any. interest acquired, by'us Under 
subsections b and -c above) arid shall become responsible (or jointly resppnsible-wifh others'joiningon 
,t^ihg[bver the well) for tlie proper.pjuggjrig:and abaridprunent of the weli. 

-e.. Any notice, to.-us given pursuant to-jhe ptoyisions of this-paragraph shall'be addressed.to'-us'at 
P. 6. Box 1600, Midland, Texas 79701, 
to the attehtibn bf Mr; L . H. Byrd. 
The requirement for suck written notice may not" be waived unless we:giye^ 
writing. 

8. The.terrns and .Conditions nereqf;shall extend to and be binding upon the-parties hereto. their respective heirs, 
.successorŝ -legal representatives arid assigns, provided, however; that.heither this agreement'nor any rights hereunder 
:sliallbe.assigned by.youitbia-third.party, without bur writfen consent. 
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In-the everitvyou-conUmpiateran assignmeh 16 another party or parties, you shalifgive-prbmpt.rî  
rto;us of'such'proposed assignment. lt-im:imt^BUtS-i^-3ii^mmi; it 'slfa.ll ribi.:be effective-untij we have, received, in 
iWritingiJan msuurri'erit of letter executed by yp'u and your assignee-evidencing ..that such,:assignrnent.naspccurred.an'd. 
•.thaVy^u'r^ of this agreement. 

9. You s h a l i give us :hotice, to Mr. R. L. Longstreet or alternate, Kr. R. W. 
Vivi'oh, of your intent to run' a .velpcity survey or not to run .such survey, at 
least 48' hours p r i o r tb reaching - t o t a l depth, exclusive of Saturdays, Sundays, 
and holidays. ..„•".' 

10. Tt is understood and' agreed-if the acreage, as •described on- ;P a'ge 1 herein 
is earned, that a l l bf said acreage wi11 be included•in one proration u n i t made 
up of the S/2- Section 7, T-18-S, Rr;27-E, Eddy County'; New Mexico. 

•If'the foregoing, paragraphs'correctly, set forth your • understanding -.of bur agreement, please- evidence your 
.acce'ptimcc'byy.retuming within ten .'(j0) days from thedate hereof twp (2) cppies.of; this agreement'properly executes' 
'.by you or pn.yo.ur-.behaif By,your duly 'authorized officer in the.space-provided;, If we fail to receive such-accepted-
copies-within ten (10) days.'we may, at our<optioh, terminate thepffer'.of "grant you additibnalitime in which to accept. 

Very truly yours, 

EXXON CORPORATION 

WHL':kr , 

ACCEPTED this . day of 

^ 4 7 .197JL 

BY: 
ack Nautnann 
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