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STATE OF NEW MEXICO  73p JAN U P & 12
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES *
OIL CONSERVATION DIVISION

APPLICATION OF MATADOR PRODUCTION COMPANY
FOR A NON-STANDARD SPACING AND
PRORATION UNIT AND COMPULSORY POOLING,
LEA COUNTY, NEW MEXICO.
CASE NO. 15433
MOTION TO DISMISS

Nearburg Exploration Company, L.L.C. and Nearburg Producing Company (together,
“Nearburg”) move the Division enter its order dismissing the Application for a Non-Standard
Spacing and Proration Unit and Compulsory Pooling filed on behalf of Matador Production
Company (“Matador”) in this matter. In support of its motion, Nearburg states:

By its Application in this matter, Matador asks the Division to, inter-alia, enter an order
pooling the interests of Nearburg and other interest owners in the W/2 E/2 of Section 32,
Township 18 South, Range 33 East, NMPM in Lea County. Matador’s Application must be
dismissed for the reason that portions of the lands and formation described in the application are
subject to a pre-existing Joint Operating Agreement and are not available to be force pooled.

BACKGROUND FACTS

Matador seeks an order pooling “all uncommitted mineral interests” in the Bone Spring
formation in the W/2 E/2 of Section 32. The interests of Nearburg in all of Section 31 and the
S/2 of Section 32, including the Bone Spring formation, are subject to that Operating Agreement
dated May 28, 1998 by and between Nearburg Exploration Company, L.L.C. and Harvey E.

Yates Company, et al. (“HEYCO”). MRC Delaware Resources, LLC succeeded to the interests

of HEYCO in February of 2015. Matador Production Company is the operating affiliate of MRC



Permian Company. The rights of Matador and Nearburg are the subject of that Letter Agreement
dated May 28, 1998. (Exhibit 1, attached.) Under the Letter Agreement, Nearburg Exploration
Company assigned to HEYCO certain interests in the N/2 and S/2 of Section 31, T18S, R33E.
Nearburg received from the HEYCO group an assignment of 66.67% of its operating rights
under the S/2 of Section 32, from 4,600’ below the surface to the base of the Morrow formation.
The Letter Agreement provided that “/a]ll operations conducted in the S/2 of Section 31 and the
S72 of Section 32, T-18-S, R-33-E shall be conducted under the terms of the Operating
Agreement attached hereto as Schedule “C”.” (Letter Agreement, § 6.) An excerpted copy of the
Operating Agreement also dated May 28, 1998 is attached hereto as Exhibit 2. Under the
Operating Agreement, Nearburg Producing Company is designated as operator of the lands in
Section 31 and Harvey E. Yates Company is designated as operator in the S/2 of Section 32.

Article XIII. TERM OF AGREEMENT provides under Option No. 1, that the term of the
JOA shall last “So long as any of the oil and gas leases subject to this agreement remain or are
continued in force as to any part of the Contract Area, whether by production, extension, renewal
or otherwise.” A map showing all of the wells drilled under the JOA is attached as Exhibit 3.
These wells have produced or continue to produce, maintaining the JOA and the Contract Area
oil and gas leases in effect. (See Affidavit of Randy Howard, 49 8, 10, Exhibit 4, attached.)

1. The Lands In the S/2 of Section 32 Are Not Available To Be Force Pooled.

Under the operation of NMSA § 70-2-17(C) and established Division precedent, there is
no basis for the exercise of the Division's compulsory pooling authority in this case, and
consequently, Matador’s Application must be dismissed.

Under the pooling statute, Matador has the burden of affirmatively proving that the

owners of mineral interests in a spacing unit “have not agreed to pool their interests...”. Such a



showing is a mandatory pre-condition to the exercise of the Division’s authority to pool property
interests under § 70-2-17(C). It is a showing that Matador cannot make and therefore the only
proper course of action for the Division is the dismissal of Matador’s Application.

1. SECTION 70-2-17 REQUIRES THE DIVISION TO DETERMINE WHETHER OR NOT

A VOLUNTARY AGREEMENT EXISTS BEFORE IT CAN FORCE POOL THESE
WORKING INTERESTS.

The Division must necessarily address the voluntary agreement issue before it exercises
its powers to consolidate the lease interests under the compulsory pooling statute. Typically, the
compulsory pooling orders that the Division issues contain an express finding to the following
effect:

"() There are interest owners in the subject proration unit
that have not agreed to pool their interests."”

Such a finding have been included in hundreds of compulsory pooling orders for decades
now, and the industry has come to rely on the Division's manner of interpreting and exercising its
authority under the pooling statute. As such, the Division's consistent interpretation and
application of the pooling statute is established as a form of legal precedent.! The Division's
standard practice of considering evidence of and making a finding on the voluntary agreement
issue fulfills the directive under the pooling statute. In other words, the Division does not
exercise its authority until it first makes a finding that “[the] owners have not agreed to pool their
interests and develop their lands as a unit.”? See Sims v. Mechem, 72 N.M. 186, 382 P.2d 183
(1963): ("Unquestionably, the [Division] is authorized to require pooling of property when such

pooling has not been agreed upon by the parties.” Emphasis added.) Notably, Matador’s

! See Chisolm v. Defense Logistics Agency 656 F.2d 42,47 (3'd. Cir. 1981).

2 Section 70-2-17(C) says, in part, "Where, however, such owner or owners have not agreed to pool their
interests...the division...shall pool all or any part of such lands or interest or both in the spacing or proration unit as a
unit.”
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October 15, 2015 initial well proposal letter for the Eland State 32-18-33E RN No. 124H well
letter expressly recognizes the existing agreement as to the S/2 of Section 32 which it proposed
be superseded by a new operating agreement. On October 28, 2015, Matador sent its well
proposal for the Eland State 32-18-33-E RN No. 123H, (“Subject Well””). Matador now proposes
that the existing operating agreement be substituted by a compulsory pooling order. (Well
Proposal Letters, Exhibit 4-A and 4-B, attached.)

Nearburg asks that the Division do nothing more than make a proper finding that its
interests are not subject to pooling as they are voluntarily committed under a pre-existing
operating agreement. Conversely, a finding that the parties have not agreed to pool their interests
would operate as an effective nullification of a private agreement, far exceeding the invocation
by Matador of the Divisions authority under § 70-2-17 (C).

Disputes of this nature are not new to the Division. Precedent orders from a number of
compulsory pooling cases support the dismissal of Matador’s Application in this case. Examples:

Case No. 8606: Order No. R-8013: Application of Doyle Hartman for Simultaneous

Dedication and Compulsory Pooling, Lea County, New Mexico. In 1985, the Applicant, Doyle
Hartman sought to force pool lands that were subject to a 1951 Operating Agreement entered
into by the parties’ predecessors in interest. The compulsory pooling portion of the application
was denied due to the Applicant’s failure to provide evidence to refute that the operating
agreement was not binding.

Case No. 10658: Order No. R-9841: Application of Mewbourne Oil Company for

Compulsory Pooling, Eddy County, New Mexico. In 1993, the Applicant, Mewbourne Oil
Company, sought to pool the interests of Devon Energy Corporation. Devon opposed the

application on the grounds that the parties were bound to operating agreements entered into by



their predecessors in 1953 and 1958. Mewbourne argued that the compulsory pooling was
justified because the terms of the operating agreement were “unfavorable”. Order No. R-9841
dismissing the Application provided as follows: “FINDING: Since under the “force pooling”
statutes (Chapter 70-2-17 of the NMSA 1978) there exists in this matter an agreement between
the two parties owning undivided interests in a proposed 320-acre gas spacing and proration
unit, an order from the Division pooling said parties is unnecessary.” The comments of the
Division's counsel in the transcript of hearing are notable as it is expressed that, in such cases,
the Division mak?s no determination on the merits of the terms of the operating agreement, but
determines only whether the agreement exists.

Case No. 11960; Order No. R-11009: Application of Redstone Oil and Gas Company

for Compulsory Pooling and Unorthodox Well Location, Eddy County, New Mexico
(Consolidated for hearing with Case No. 11927, Application of Fasken Land & Minerals, Lid.
Jfor Compulsory Pooling, etc.; and Case No. 11877; Application of Fasken Land & Minerals,
Ltd. for Compulsory Pooling, etc.) These 1998 cases involved the efforts of the applicants to
force pool lands into 640 and 320 acre spacing and proration units that were covered, in part, by
a 1970 operating agreement governing Contract Area lands in the Red Tank Unit and certain
adjoining leases. Whether the 1970 agreements were applicable was a threshold issue to be
decided before the Division exercised its compulsory pooling authority. Prior to the issuance of
the final orders in these cases, the parties were able to negotiate an agreement for the
development of the acreage and consequently, the compulsory pooling portions of the cases were
dismissed. |

Copies of the referenced orders are attached together as Exhibit 5.



Where the evidence clearly supports a finding that the commitment of working interests is
governed by an operating agreement, farmout, communitization or other similar agreement, then
those interests are not subject to compulsory pooling. In each of the compulsory pooling cases
referenced above, the applicant failed to make the showing required by the statute. Each time, the
applicant either failed to obtain the compulsory pooling relief sought or the application was denied
outright. This case is no different and the Division should not hesitate to deny the forced pooling of
the interests involved here.

For the foregoing reasons, Nearburg Producing Company and Nearburg Exploration
Company, L.L.C. request that the Division enter its order dismissing and otherwise denying
Matador Production Company’s Application for a Non-Standard Spacing and Proration Unit and
for Compulsory Pooling.

Respectfully submitted,

MONTGOMERY & ANDREWS, P.A.

-

By~ - Ve he A
J. Scott Hall N

Post Office Box 2307

Santa Fe, New Mexico 87504-2307

(505) 982-3873

jshall@montand.com

Attorneys for Nearburg Producing Comparny
And Nearburg Exploration Company, L.L.C.



CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of the foregoing was served on the following
counsel of record by electronic mail on January 14, 2016:

Michael H. Feldewert
Jordan L. Kessler

Holland & Hart, LLP

Post Office Box 2208
Santa Fe, NM 87504-2208

mfeldewert@hollandhart.com
jikessler@hollandhart.com

T\ cod e U

J. Scott Hall




Nearburg Exploranon Company, L.L.C.

— s At e o e s dvemaend e W 4 s

‘Exploration and Produclion
3300 North "A" Street
Building 2, Svite 120
Midland, Texas 79705
815/686-8235

Fax 915/666-7806

May 28, 1998

Harvey E. Yates Company Janmies H. Yates, Inc,

Spiral, Inc. Colkelan Corporation
Explorers Petroleum Corporation 906 St. Francis Dr., Suite C
HEYCO Employees, Ltd. Santa Fe, New Mexico 87501
P. 0. Box 1933

Roswell, New Mexico 88202-1933
ATTN: Mr. Vernon Dyer
Rei  T-18-S,R-33-E

Section 31; All
Secuon 32 S/Z

Gaze]lcProspecl o

Gentlemen:

This letter shall evidence our agreement regarding the captioned lands. Nearburg Exploration Company, L.L.C.
(NEC) is the owner of operating rights and contractual rights in Section 31, T-18-5, R-33-E, Lea County, New
Mexico, described in Schedule “A” :attached hereto. Harvey E. Yates Company, prral Inc., Explorers
Petroleum Corporation, HEYCO Employccs Ltd, James H. Yates, Inc. and Colkelan Corporation (heremaﬁer
called HEYCO group) are the owners of. lmsehold, operating rights and contractual rights in the S/2 of Section
32, T-18-§, R-33-E, Lea County, New Mexico, described in Schedule “A-1” attached hereto.

For valuable consideration, the receipt of which is hereby acknowledged, the parties agree as follows:

1. NEC will assign to the HEYCO group an undivided 1/3" of 8/8ths interest in the
N/2 of Section 31, T-18-8, R-33-E in the following percentages:

Harvey E. Yates Company 26.66667%
Spiral, Inc. 1.33333%
Explorers Petroleum Corporation 1.33333%
HEYCO Employecs, Ltd 1.33333%
James H. Yates, Inc, 1.33333%
Colkelan Corporation 1.33333%

2. NEC will assign 1/3 of its interest in the S/2 of Section 31, T-18-S, R-33-E to
the HEYCO group in the same percentages as set forth in Paragraph'1.

EXHIBIT 1



Hatvcy Es Yales_ et al
May 28 1998
Pagc '!‘wo

3. The HEYCO group shall participate as to the perccntages set forth in Paragraph 1,
in the drilling of the Gazelle “31” Federal #1 well located 1,980° FNL and 1,650’
FEL of Section 31, T-18-S, R-33-E. Said well will be drilled to a depth of 13,600
or a depth sufficient in NEC’s opinion to penetrate and test the Morrow
formation. ‘

, ]

4. The HEYCO group’s pamo:pnucm in the drilling of tho, uutml woll shall be
subject to that certain Operating Agréement dated January 7('3 1998, covering the
N/2 of Section 31, T-18-§, R-33-E, between Nearburg:Producing Company, as

! opcmtor ‘and Edward R. Hudson Trust #1, et al, as non-operators. Said operating
agrecmcnt is attached hereto as Schedule““B”

5. ’I‘he HEYCO- “group. shalhassxgn :{%ﬁc an’ undmdcd 66.67%;0f its opczatmg
.nghts in and’to:the S/2:0f: Socuon T-18-5,'R:33:E, . from 4,660° below the:
surface to the base of the Morrow:formation, reserving an overriding royalty
interest equal to the difference between lease burdens and 75%, proportionately
irechiced to the interest assigned.

6. All opcrauons conducted in the S/2 of Section 31 and the §/2 of Section 32, T-18-
S, R-33-E shall be conducted under the terms of the Operaung Agreement;
attached hereto as Schedule “C”. N

If this agreement meets with your approval, please execute and return, within ten (10) days from the date hereof:
this agrecment along with the enclosed Authority for Expenditure for the Gazelle “31” Federal #1 well,
evidencing your agreement to participate in the drilling of said well under the terms of this agreement and the
opcrating agrécment attached hereto as Exhibit “B”.

MMG/dw
encl.



‘Harvey E! YA(gs; et al
My 28, 1998

Page Thice!

AGREED THIS 22 _day of " Jonse. .. ,19%.
BARVEY E. YATES COMPANY

AGREED THIS 2% day of ~Junks s 1998.

SPIRAL, INC.

DAY,

VA

AGREED THIS 2.2 day of SJ#MS. 1998,

EXPLORERS PETROLEUM CORPORATION

~ —~ - = T

AGREED THIS 22 day of J#aE 1998,

HEYCO EMPLOYEES, LTD.

AGREED THIS 22- day of _ Je/a 1998.

JAMES H. YATES, INC.

‘By: -2 )Y 2 _
VP (/
AGREED THIS 2.2 dayof (JGAiS. 1998,

COLKELAN CORPORATION

By,

Its;




Schedule A

to Letter Agréement dated May 28, 1998
between NearbnrgExplommn Company, L L. C.and
Harvey E. Yates Company, étal

,0il 'anti‘Gas Lease

Sexial No::; LC 069276

Date: Tuly 1, 1949

“Récorded: Book 495, Page 361, Lea Co. NM

:Lessor: United States of America

:L%see ch@wd James Iverson, et al

‘Description:: Insofar as said lease covers Section 31, T-18-S, R-33-E, Lea Co. NM

Ters Ajsiginieits

»»»»»

Nations Bank of Texas, NA, Trustes, et al

Nearburg Exploration Company L.L.C

August 28, 1997, effcctive’ September 1, 1997

Book 823, Page; 707 Lea Co, NM

“The abave described Oil & Gas Tiease insofar as it covers all of Section 3 1°T18-8,:R-33-
JEFLea ( Ca NM, below 4,500’ or below the base of the Penrose formation, whichever is

greater

Hanagan Propem&c .

Nearburg Exploration’ Company, L.LC .
December 4, 1997

Book 848, Page 66, Lea Co. NM

Theabovc dw:rﬂaed 01l & Gas Lease insofar as it covers all of Section 31-T18-5, R-33-
E, La:Co NM,below4500

HughE. Hanagm, etux

wangxploranonCompany L.L.C.

December4 1997

Book 848, Page 58, Lea Co. NM

The above dzscnbedOd&GasLnasemsofarasxtoovcrsallof Section 31-T18-S, R-33-
E, LwCo NM, ‘below 4,500,

Rcy G. Barton, Jr., Trustee & Opal Barton Revocable Trust

Nearburg Exploration Company, L. L. C.

Book 853, Page 108, Lea Co. NM

The above described Oil & Gas Lease insofar as it covers all of Section'31-T18-5, R-33-
E,Lea Co. NM, below 4,500". :

Robert, J. bcanord, Trusteé

Nearburg Exploratlon Company, L. L. C.

December 4, 1997

Book 848, Page 50, Lea Co. NM

The al:nve descrihed Qi1 & Gas Leace incofar ag it covere all of Soction 31-T18-8, R-33
E, Lea Co. NM, below 4,500,



ExhibitA.
?85&"2;

New Tex Qil Co.

waurg Exploration' Compaty, L. L. C.

Deoember 4,:1997

Book 848, Page42 Lea Co. NM

“The above described Oil & Gas Lease insofar as it covers all of Section 31-T18-S, R-33-
'E. Len 00 NM,bclow4 500'

Assignor: Mary T. Ard, Trustee

Assignee: ‘Nearburg Exploration Company, L. L. C.
Date; Febrary 10,1998

Recorded: Book 856, Page 183, Lea Co. NM

Description: ~ The above desoribed Oil & Gas Lease insofar as it covers all of Section 31-T18-S, R-33-
) E Lea Co NM; below the base of the Penrose formation

J. Hiram Moore, et al, Trustees

Assigpee; Nearburg Exploration’ Company, L. L. C.

Daté: October 3, 1997
_Recorded: Book 834, Page 258, Lea Co, NM

Description: The above’ dwcn‘bed Oil'& Gas: Lw.se msofar as it covers all of Secaon 31-’!‘18—8 ‘R-33-
E, LéaCo: NM. below 4, 500' or below the base of the Penrose form.anon, whlchcver is

gmatcr
Assigrior: Matador Pétroleum Corporation
,Assignee: Nearburg Exploration Company, L. L. C.
Date: April 1 1998

Recorded. Book 874, Page 571, Lea Co. NM
Dmpucﬁ.; “The above dmcn'bed Oil'& Gas Lease insofar as it covers the N/2 of Section 31-T18-S,
"R-33-E 'Lea'Co. NM

*

. Farmont reement

Farmor: Lindy’s Living Trust and Delmar Hudson Lewis
Farmeg: Nem‘b\ug Exploration Company, LLC
Date:! Match 19; 1998

Description: ~ The above déScribed Oil & Gas Lease insofar as it covers the N/2 of ‘Section 31-T18-S,
R-33-E, LeaCo NM. °



Exhibit A-1 _
1o | I.ctter Agteemem dated May. 28; 1998,
between’ waurg Bxplorauon Company L.L.C. and
Harvey B. Yates Company, et al

Oil and Gas Lfmee

Seriat No: VB 0097

Datel ) May 1, 1987

Recorded: Book 411 , Page 187, Lea Co. NM
‘Lessor: State of | New Mexico

Lessee: Harvey E. Yates Compary,

Descnpuon I.nsoﬁras saxd lease covcrs the S/2 ofSecuon 32{T:18-5, R-33-E, Lea Co. NM, from.
4660 below the sun’aoc to the base of the- Morrotv formation.
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‘SCHEDULE *“c"

Attached to and made a part of that certain
Leétter Agreement dated May 28, 1998, by and
between Nearburg Exploration Company, L.L.C.
.and Harvey E. Yates Company, et al ~

GAZELLE PROSPECT
OPERATING AGREEMENT .
DATED c .

May 28 " 19 98 .

L)
.

OPERATOR _Tract l: Nearburg Producing Company

Tract 2: Harvey E. Yates Company

CONTRACT AREA _Tract l: .Lots .3, 4, E/2SW/4, SE/4:of Section 31,

.

T~18~8, R-33~-Ei Tract 2:. §/2 of Section 32, T-18~8, R~33-E,

+

STATE OF _NEW MEXICO

COUNTY OR-PARISH OF LEA

COPYRIGHT 1982 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2408 CONTINENTAL LIFE BUILDING,
FORT WOR‘I‘H TEXAS, 6102, "APPROVED FORM
A.A.P, L ‘No. 610 . 1982 REVISBD

EXHIBIT 2
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by sod between__Nearburg Producing Company; heréfnafter

¥ _, becenafteedesignated ands

Mvw 4nd the sigpitory party or parties other than Operator, sometimes hereinaflter referfed to individually herein
a3 *“Non-Operator ™', and collictively as *‘NonOperstars’*,  *in Exhibit "A" and Harvey E. Yates Company,

‘hereinafter designated and feferred to as "Operator of Tract 2 déscribed in Exhibit rA"

WITNESSETH:

Mmmembmmnqmmtmomdoﬂmdgalasesmdioloﬂwdgummmthehnd:deanﬁedm
Bxchibit **A"", end the parties herézo' have reachied asi 3 to explo lndd:vdap!h&lnsesmdlcrdlmdgammfmthe
woducmofoilmdgnwt.hemmtmduhmmxﬁupmded

NOW, THEREFORE, it is agreed as follows:

ARTICLE L
DEFINITIONS

Asusu!mthnagrwnmz :hehlhvnngwordsmdwnushaﬂhnvethemamugshmwabedcothm

A, 'l‘h::mn“mlmdgxs"shallmmcd 845, casinghead gas, gas condensate, mdtllotherhqundormhydmrbm
nd other, markenbl 3 d therewith, unknanmxmtwhmxdlemdusvmofthnwmnspenﬁa!lysuwd

B. Them“odmdgzsltzse" “hse"md“lmebold"s!nﬂmundmdlmdmhwcwmmdhnd
tying within the Contract Ares which are owned by the pasties to this agreement.

C. The term “'oil 2id gas interests” shall mesn unieased fee and mineral interests in waces of land lying within the
Contract Area which are owned by parties o this agreemént.

D. The term “*Contract Area™ shall mean all of the lands, onlmdgnlmdm!dmmmdoﬂmdgsmmmunddwbe
dcvclopodmdopmmdfwoﬂmdgzspurpmesmdathhlgxment Such iands, odmdpsimeholdinwmmdoﬂmdgnmw&s
are described in Bxhibit “A”.

E. Themm"dnllmgumt"shz.llnmntheuuﬁxed&xthednﬂmgdonewellbyordermmleo!mysmzor
federa) body having suthority. If a drilling unit is ot fixed by any such rule or order, a drilling unit shiall be thé drilling unit as establish-
edbyth:paucrnofdrﬂkuswtheConmAxuo:cﬁxedbynpmwmtdtheDnﬂmngm

F. ’!'heurm"dﬁl]'.sm"shallmnndtemlmdg:sleaseormwtestonwhuchaproposadwelltstnbebuwd

G. 'l'huerms“DnllmgPuty"md“Comcnung?my"shnl.lmmaw:ywhonww)oin:amdpaymshueohhemtol
‘any operation conducted under the provisior of this agreen

H, The terms "NmDnilmg Pmy" and “‘Non-Consenting Party'* shall mean & party who elects not to participate
map:oposcdopmdon

Unless the context othérwise clearly indicates, words used in the singulsr include the plural, the plural includés the
singular, snd the nsuter gender includes the masculine and the feminine, .

ARTICLE I,
EXHIBITS

The following exhibits, a$ indicated below and attached hereto, are incorporated in ind made s part heveof:
A. Exhibit A", shall include the [oilmllns information:
[¢)] ldmnﬁaumd!uﬂsmbjxxwthnwmt
(2) Restrictions, if any, a5 to depths, formations, or substances,
(3) Percentages or fractional interests of parties to this agreement,
(4)Oamdgaslusamdlofoumdg»mmmsmbmwu:nwmt.
(5} Addresses of parties for notice purposes.
. Exhibit “'B'*, Form of Leise,
. Exhibie 1", Auwndna Procedure.
. Exhibit "*D"’, lnwaw
Bxhibit “B", Gas B&Imang Agreement.
MQHMMWMW Notice ‘of Joint Operating
B—-G-M" ~Tex-Fartnershipr : ) Agreement ]
Hmywhmdmyahﬁgwmu “B” ad “G", is inconsistent ' with: sy provision contained indghe’
of this agreement, the provisions in the body of this agreement shall prevail, }

aﬂmme
mwunu

uun -Ua mm wnaty by Ow
Mnn Amum d Floions Lot
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_ARTICLE .
INTERESTS OF PARTIES

A. Oil and Gas Interests; ]

l.lmy{;myommdiimdgnmmmtbeomm Area, that interest shall be treated for all purposes of this agreement
mddunngthemmhmdudnwmmatdbytbe!ormdalmdgnhse:mbedhmms&hibﬁ"ﬂ" and the owner thereof
shzllbede:rmdwmbodmmemyﬂxymwmmmcdmmchlnscu:ddummoftbelmumumndu

B. Interests of Parties in Costs and Production:

Unlesy changed by other provisions, ail costs and liabiliies incurred in operstions under this agreement shall be borne and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the pasties as their interests are set
forth in Exhibit **A”", [4 the same gianner, memmcsduuulsoownlnpmducmolodmdgzs&om meCmmAreambxectmthc
payment of myalusbhw&ﬂmmwm shall be borne a3 hcremxilcr set forth.

" production

Regardless of which party has contributed  the lease(s) andlor oil and gas mterest(s) hereto on which roya!ty is ‘due and
payable, each party entitled to receive 1 share of production of oil and gas from the Contract Amshal!bwmdshdlpayo:dchva.or
ausembcpa:dordehvaed to thé extent of its interest in such production, the royalty améunt stipulated hereirisbove and shail hold the
oth«pamcﬁeefmmmy liability therefor. Nopartyshallcvetbcmpcnsibk.bonvu.on lpmebamhgglw lhzntkwpnceremved
bysuchpmy.tomyorherpanyslmaformyakymet.mddmywchotbepmy slﬁsoruroynltyownashwlddmnndand
receive setdzmcm on « higher price basis, the party contributing the sffected lease shall bear the add:uoml royalty burden steributable to
such huym price. ¢ N

Nothing contzined in this Article IILB, shall be deemed an assignment or cross-assigninent of interests covered hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provtsxons. if the interes: of any party in -any lease covered hereby is subject to any royalty,
overriding royaity, producum payment or other burden on production in excess of the amount stipulated in ‘Article llI.B., such party so
burdened shall assume and alone bear all sirch excess obligations and shall indemnify and hold the other pardes hereto harmless from any
and all claims and demands for payment asserted by owners of such excess burden. .

‘

D. Subsequeatly Credted Ir

i any party shiuld hereafter create an overriding royalty, producuon paymesat or other burden payzble out of producuon
umbuubleaomworhngmwcs:hereundcr or if such lbutdmcnstcdpno: to this agreement and is not set forth in Exhibit * Tor
was not disclosed in writing to al] othér parties prior t6 the uccuuonoimulgrmtbylﬂparuu,wumn puuly xkxwwlzdged md
zmmdobhymndaﬂpmu(mywd:mm&banghumﬁwrdmedwu" bsequently created * irrespective of the
timing of its creation and the party out of whose working interest the subseqaendy :ru::d mterest is derived bemg hereinafter referred
to &3 "'burdened party™), and:.

1. If the birdendd party is'required under this agreement to assign or relinquish to’any . other party, or parties, all or & portion
of its workin interest sndlor the production attributable thereto, siid other party, r partiss; shall roceive said assignment andfor
¥ oducuonIncmddwdu.dmbuqnmdyuawdmwaxwdtheburdmdpanyshaﬂndmmdywdmwdmpa.rty
urpnmu,}nmles&ommymdtllclmmmddmndsforpuymmtmwdbyownmdthe bhsequently created

and,

;2. H the burdened p pmy fails o pay, when due, its share of expenses chargesble hereunder, al! pmvumns of Article VI1B. shall be
enfarceable tg:.msx the subsequently created interest in the same manner as they are enforcezble against the working interest of
the burdened party,

‘ARTICLE IV,

A. Tide Examination:

Title éxaminstion-shall be made on the drillsite of say propased well prior to commencement of drilling operatiéps or, 'if
mmm»mummmummmmmoﬂmgxmmwcm&d or plaaned to mdud
¢d, in the drilling unit around such well. Theopmmﬂmdndclheownmlupo!mewomnglnmt,mmmh‘roydty cmdms
myaltymdpmducuoopaymenuunderdn:pphabklusu Auhcuxnuwellnpmyoud each party contributing leases ﬁiland
wmmwthednllsm,wmbeuxludcdmmhdnmnsumt.slunfumuthpmmmMm(mdudmsiedcrd % status
rmxndemmukauzdmmemmalmsnpmmﬂudm All such information not in the ol or
made available to'Operitor by the parties, but necessary for the examination of the title, shall be obtained by Operatg ‘r ¢ shall
cause tite 1o be eximined by &ttommieys on it staff or, by outside attorneys. Coples of ll tidle opinlans shall be furnfibed ah party
hereto, The cast inciisred by Operator in this title program shall be borne &y follows: ai»j e

.mtm wunaam” I
[ lu nlidipe o P im .aﬂnn
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ARTICLE IV
continued .
@ Option No. 2.CosnmnedbyOpmmrmpmcunngahsmmdlcapmdoumdenmmfmmkmmmn
(including prehmm:ry. supplemental, shutdn’ gas royalty opinions and division order ude pinions) shall be borne by the Drilling’ Pamu
in the proporuon that the interest o(mh Dnll.mg ?my bears to t.he toul interest of all Dn‘lhnx Parties as such interests appear in Ex-

hibit A" , Operator shall make no charge for services tmdetod by ita staff suorneys of other, personn:l in the performance of the'above
funmons

"Each party shall be respousible for. securing’ curitivé matier and p dments or agreements’ quired in connection
with leases or ‘oil and gas interests contributed by sich party, Opmmrahallbem; ible for the p iof snd ding of pooling
dcupnuommdedmmmnswd.lasmtcmdunolhnnnpbdmgmcnmenulagmesforthesewrmgdspmngorpoohngordus

This shall not prevent any party from appearing on its own behalf at any such hearing.

Nowdlsh:ﬂbedrﬂ]dond\e(:onu'mAraumilt.her(l)thcndewthcd:ilkmo:dnﬂmgumlhzsbecnenmmedaabwe
provided, M(Z)d\eudehabmn:pptovdbythemnmmmqordtkhsbommpudbymohh:pamwhammpnr
ticipate in the drilling of the well:

B. Loss of Title; ‘

1. Failure of Title: Should any oil and gas interest or lease, or.interest therein, be lost through failtire of tite, which loss results in 2
reductidn of interest from that shown on Exhibit *A”™, thé party contributing the affected lease of intérest shall have sinety (90) days
from fina) determination of title failure to acquire & new léase or other instrument curing the enumy of the tite failure; which’ acquis:
tion will not be subject to Article VIILB,, and failing o do 5o, this agreement, nevertheless, shall continug in foreé 23 to ail remaining oil
and gas leases md interests: md

()] Theparty whoseoﬂ and gas lease or i mumu is affected by the title failure shall bear alone the entire loss and it slullnmbe
entitled to recover trom Operator of the ather parties any development or operating custs which it may have therewofore paid or ‘incurred,
but tlmuhdlbenoaddmomlhab:htymmpmwmcothe:pmh«mbyreuonofzuch udeiu!ure. ’

{b) There shall be 0o retroactive adjustment of expenses incurred of revenues received from lhcopenmn of the interest which has
been lost, but the interésts of the parties shall be revised o an 2creage basis, as of the time it is determinied fially that title failure has oc-
€urred, 50 that the interest of the party whose lease or mwutun!f:ctedbytheuthkzhuemﬂ thereafter be reduced in the Contract
Arabythenmoumohh:mmhsr

(c) If the pmpamomu interest of, the other parties hereto in any producing well theretofore drilled on the Conuract Ares is
inreased by msonofdwnde hﬂm,dsepanywhouudclmfnledzhxnmvempmaadumibuublewthemmmwchm
ttrst(l&commdburdm antributable thereto) until it has been mmbmsedlorunmmmedcosuwd by it in connection with such
well;

(d) Should i mypersonmnpmy m:hu:greemem whoudcwmmedwbetheownero(mymwmmtheuucwhxh has
failed, pay in any mmner my pan of rhc cast of operstion, dcvebpmmx. or equipment, sitch xmount shall b paid to the party or parties
who bore’ the costs wtuch dre'sg tefunded

(¢} Any liability to ‘zccount to a third party for pnor production of ol anid gas which arises by ‘reason of titte failure shall be
borne by the pirty ot parties Whose title failed in the sarie propartians in which they shared in sisch price production; and,

0] Nodwgcshaﬁbcmadcwmc mzmumforkplexpcms fees of salasies, mmnmmmmdwddmndzhemmr
claimed by any party hereto, it bemg ‘the intention of the parties hemc thzt exch shall defend dde to its interest and bc:r all expenses in
connection therewith,

2. Loss by Non-Payment or Erroneous Payrment of Amount Due: If, through mistake or oversight, any rental; shutin well
payment, minimym toy-alty of roplty pzymem. is not paid of is erroneously paid, and u3°a result 8 lease or intérest therein terminates,
there shall be no monetary babnhty against the party who failed to make such payment Unlas the party who failed to make the tequ:red
payment secures & new. lease covering the same interest within ninety OO)d:ystrom d:edtscovery of the fzilu:e to make proper payment,
which soquisition vxllnotbemb;ecthmck VHLB., the mmuohhcpnmu shall be revised on an acreage basis, effective as of the
date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contrect Area on mun:ofownash:ponhelmeor intesest which has terminated. In the event the party who failed to make the
required | paymem shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of il and gas atributsble 10
the losl interest; alcutazed ©on an acreage buls. for the development and opeming costs thmmfore paid on account of such interesi, it
thall be mmbumd for unrecoverad actual costs theretofore paid by it out not for § its share of the cost of any dry hote previously drilled
or welly praviousty _sbandaned) fram sa muh of tha fellawing o1 la wry to atttet relmb

(a)Pmecdsoioﬂmdgu.l&opmunsamm therctoforemuedwthemdnofdubn lntmst.mmmeqebuls
up to the emount of uarecovered costs;

() Proceeds, mopmnngcxpem thercafter accrued antributible to the ‘lost interest on an acreagé basis, oflhttpomonol'
oil and gas thuuprrcduc:d and marketed (excluding production from any wells théreafter drilled) which, mthuhwweolmch lease.
termination, would be mribumble o the l\m interest on an acreage basis, up to the amount of unremvcmd costs, the proceeds of saxd
ponmdtheodmdgumbemnuibuudbydnmhaparuau:pmpomonwthmmpecuvemm,mgl. .fT

(c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, o becomes, the owner of 1 u)tefcst‘
lost, fot:hepnvxkgeofpamnpanngmthe(hnmAreaorbemmmgammdmsgxm . oS

3. Orher Losses: All losses incurred, odxerzhznthoucmformmAmclulVBl.deVBZ ahove.dullbepnik‘losa
mdshxﬂbebornebyaﬂpnrwmpropmnmmd\a:mmn‘nmeslunbemradmmtofmwsumthcmnmg Ziof
the Contract Area,

.

umhhm-us .m
nmnn-shum Ammnh
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ARTICLE V.

-OPERATOR : .
A. Designation-and Respoasibilities of Operator:.
. Nearburg Producins Company and Barvey E. Yates Company shall be the
2| 0 24 gLe De veElry

d disect and by veﬁa‘]muddtﬂopmmmtheconumm“pcmwdmd
teqm:ed by.md within the timits of this sgreement, It shall conduct &ll such ‘operations in a good and workmanlike mannes, but it shall
havemhxhlxyqumedxeoxhumslmhssmmdwhzhhwimmd exoqnsuhssmymm{mmm
negligence or willful misconduct, .

B. Resignation o Removal of Operater snd Selection of Successor: .

1. memkummui%mmrowammyrmgnnmymby giving written notice thereof 10 Non-Opentors,
if Operator tesminates its kegal existence, nomammhwmhatundumdm&nm&u.wbwmapmdmu
Openatar, Opmmnha!lbedemedtohnverwgned without any actien by Nm-Opemors,m:epx the selection of 8 successor. Operator
mybemmedi!nfaﬂso:rdusawarryouxmduwhaenm ar becomes insolvent, buhupmfupindm:mmhxp by the
-affirmative vote of two {2) or mare Non-Operators owning s majority interest based on owaership as shown on Exhibit **A’" remaining
-fterex:ludmgthevoungmwcdemwr Sucb:w&nwononemovahhxl!nocbmmed[&meunﬂl?mochdw ‘on the
first day of the calendar month following the exptndouofnmely (90)days fter the giving of notice of resignation by Operitor 6¢ aétion
bydwNonOpmmwrmveOpenwr Mammr%mmmuhtdmdummedudﬁdwwumww
date. Operstor, after eﬂecuve date of resignation or removal, shall be bound by the terms hereof 23 & Noa-Operatoc. A change of » cor-
porate namcofmc(uredOpemo:wnu&sfuo!Omwrsinzmmmymglembsidhry parent or sucoessor corporaticn shall not
be the basis for removal of Operator,

.

‘2. Selection of Successor Operstor: Upoa the resignation of removal of Operator, a successor Operator shall be selected by
the parties. mwopmmshmummmemowmmmmmmcmmmumenw
Openmuwde:ted.Themmot()mtwshallhesdeaedbythu!ﬁnmunvoteo!mo(l)ummomgammaymm&

O NI B R i . N~ AN . .
BN RN RN NN RS ESEO NS S v Nrw aG N -

)

-29  based on ownership as shown on Exhibit *A’"; provided, however, if an Operator which has been removed fails 1o vote or votes anly to
30 succeed itsell, zhewuusmOpmwaunwwmmcwud:vomammmm:mhnqhmbmd
31 ooowumhxpu;hownoa&hibn"A"mmmmglfwudndxngthevoung est'of the Oper thum d

32

33 C. Employces:

3

33 nenumbc:olanployeesu:edbyOPenwmcondmmgomdmhmmda their selection, and the hours of labor and the

‘36 mpecsadm for sesvices performed shall be determived by Opesstor, and it such employess shall be the cm;;!cyees of Operator.

3 D ADt{lling Contracts:
39

40 Al wells drillad on the Contract Area shall be drilled on a competitive contract basis at the usual fates prevailing in the area, lf it so
41 desires, Opérator niay employ its.own tools ead equipiment in the drilling of wells, but its chirges therefos ihull Bok cxized the previiling
42 mumthumaadzhemeofmdlchugasha!lbu.smdupmbythepuuuinwrldngbeloredrﬂlkuopmmuemmumcedmd
43 sudswksha!lbeperlonnedbyOpmtmundu:hemwmsmdmndulomnmomcmqmdumﬂmthummmmdm—
44 dependent contractors who are doing work of a similar nature,

9 ARTICLE V1.
6 DRILLING:AND DEVELOPMENT

'52 “Initiat-Wel
53 be authorized to

54 "On or Belage the.____ day of - l9_.0p¢ntuduﬂéommmethsd:dﬁn;ohw =
{55 oll and gas st the Yollgwing locstion:

‘57 . . .

58 ..

» N ¢
60 and shall thereafter continue the drilling of the well with due diligence to

61 > ,
62 ™

63 .

“M - ) .

63  unless granite o other practically impepetrable substance or condition in thehgle, which renders furthes drilling impra
66  countered ut a lemser depth, of .,dlpariialgxezmmtphtcwal?pndonlhe_ ntatmud:p:h p
67
68 Operator shali-faake reasonable teses'of all formations encountered during drilling which™g indmmn M q
& gnin f omﬁdmlwmnnlwdﬂ:wtﬁuﬂbemwbmxpphaﬂmmnpedﬂc wiatiod of {op

0 o Opcmms!ullberequ:redwmmlythciomtionmfomuomtowhmhdm agieement mayn p W

R
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&
g
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ARTICLE X,

CLAIMS AND LAWSUTTS
Opemotuuyscuktnymsleumumtedthmim&magedanmumtmmg&ommmbueunduxfmeapmdxmre

does not exceed” ELfteen ThHouannd Dollars

(3M__4Mdmmmxuhmpkumtdmdam«mmum : quired for sett) -

ceeds the above amoint, the parties hereto shall assume and take over the further bandling of th claim or suit, usless such suthority is
delegaed to Operator. All costs and expenses of handling, sculing, 6 otherwise dischiarging such cliim or suit shall be at the joint ex-
penseofthepemapuwpanngmtheopmzmiromwhxchthedamammﬂa@mumﬁ:mnymuﬁmymu
sucdonmmotmynmwmsfmnmmhamderwcrwhzdnmcbmdmdualhumconuolbecauseohhcdahupvm
Ommby&aaymt,mchmyshxﬂmedmdymly:ﬂo&h«m aad the claim or suit shall be treated as any other claim
or suit invelving operations hereunder, '

ARTICLE XI;
FORCE MAJEURE

If iny party is rendered uniable, wholly-or in part, by force’ ‘majeure to0 Cerry ut its obligations urider this agreement, other than
thie obligation 10 .make money, payments, that party shall give to all other parties prompt written notice of the force ma;eure with
reasonably full pamcukrs concerning it; thercupon, the obligations of the party giving the notice, so far as they are afected by the force
majeute, shali be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all ressonabié
diligence to remove the'forcé majeure situation as quickly as practicable.

The tequirement that any force uu;eu:e shall be remedi d with all aable dispatch shall pot require the senlement ‘of strikes,
lockouts, or other tabor difficulty by the panty mvolved oonu-uy toits wishes: how all such dzfﬁculuu shall be handled shall be entirely
within the discretion of the party concerned.

The term “force majeure™’, as here employed, shall mean an acu of Ged, strike, lockout, or other industrial disturbance, act of
the public enemy, war, blockede, public tiot, lightning fire, stofm, fldod, explosion, governmental action, gov'emmmul delay, restraine
or inaction, unavaila labilicy of equip and any other cause, whether of the kind specifically mummwd above or atherwise, which is
a0t reasonably wuhm the control of the party claiming suspension,

ARTICLE XIi.
NOTICES

a

All notices auxhonud of. required bctwm the parties and required by.any of the provisions of this agreement, unless otherwlse

.specmcally provxded -shall be gwcn in ‘writing by mail or telegram, pastage o chargu prcpud of by telex or telecopier and sddressed to

thé parties 10 whom the notice is given'at the nddresses tisted on Exhibit “A*", The'¢ ofiginating notice given under sny pmvmon hereof
shall be deeingd given oaly when received by.the party to whom such notice is directed, and cheumiotmhpmy togmmynoucem
response thefeto shall rusi from the date the originating notice is recewed The second or sny responsive notice shall be deemed yvm

-when deposited in :he m:d ar wuh the telegraph company, wuh po;ugc or dwgcs prepaid, or sent by telex or telecopier. Each panty

shall have the nght o changc its ‘address at any time, and {rom time to time, by giving written notice thereal to all other parties.

‘ARTICLE XIL
TERM OF AGREEMENT

Thna;roemtshxﬂmrmnmlullicmandcﬁeaunodtemlmdg:slnsesmdlormlandpsmzemumb;mherewfofdn
pmodoiumesdamdbebw provided, however, Mpartyhmshxnevubecmsuud uhnmgmynaht.uﬂewmwwmawmy
lease or oil and pas interest contributed by any other party beyond the term of this agreement.

® Option'No, 1; Solonguwyofdlcmlmdx:sluscssublecuodm.,. ¢ in or are continuéd in force 4$ to any part
of the Contract Area, whether by production, extension, renewal or othérwisé.

- e . At
Optro 3 Hechem

ngreement, mulu in producuon of Oll andlor ga.s in paymg qumnua. t.hu as,rwncnz sha!l condmce in forcg so-derrg ™ my such wcll or
wells p:oducc. ar are capable of pmdumm and for an nddmoml pcnod of 1L gL éf |li pwducuon. pfOthtd .
howevcr if, prior to theexp\numolmch addnuoml penod ane o mate.chehePartics hereto are engaged mdnl!m.g r!workmg deepen-

ing, plugging back, testing or. mcmpuns 10 complate awett 67 wells hereunder, this agreernent shall continue in force until such opera-
tions hxvébe'z'i:cem;';kt’bd and if prodecdt results therefrom, this agreement shall coatinue in force upmvndedhmm In the gyent the

well desm d inArsictE VLA, or any subacquem well an!cd hereunder, raults inadry holc. lnd no other well is pfoducmg.

g5 (5 ey s . onrtire ot abardonmreTrof-sadwel,

It is agreed, however, that the termination of this sgreement shall not relieve any party hereto from any hsbility by
accrued or attached prior to'the date of such termination, ]

1t At KIS W ey kf E:Y
Lepan Apdi® o f Spsies Lt |
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ARTICLEXVL . .
MISCELLANEOUS

mwmnbcbm&nsuponmd:hslllmnwﬁubmﬁtoﬁhemammdmmgwwmwmmleg\l
representatives, sucoessors and assigns,

This instroment mixy b execited in ary number of countarparts, each of which shall bo considered as original for all purposes.
IN WITNESS WHEREOF, this agrecieint shall be effective as of th 28th day of May, 1998,
OPERATORS,

ATTEST OR WITNESS NEARBURG PRODUCING COMPANY ,

sz.M@“ e
‘Bob_Shelton
Type or Print Name -
Title Land Manager *

IDate May 28;. 1998 -
Tax ID or S8 No._ 74-1666262 ~.°

ATTEST OR WITNESS HARVEY E. YATES COMPANY

BE 7. oo A b

(41

'I'ype ‘or Print Name

Title Ulsc_ E’Q&!dlﬂ\'
.Date _ Tune 18 (39%
! Tax ID or SS No. ° |

-NONM-~OPERATORS

.ATTEST OR WITNESS NEARBURG EXPL M L€ '

‘By:_ A
i _ Robert G. Shelton .
N ‘Type or Print Name T ’ C .

'Title Attorney-iml:‘act
Datg May 28, 1998
Tax ID or S8 No. 75-2626152 °

v

ATTEST OR WITNESS SPIRAL, INC. ) )
| ) ‘By: é«ﬁ%‘.y@/&r _ _ uﬁg
Type or Print ﬁ

Title !!,‘& Emgldql\k ..
‘Dte_ —Tune 194998 e
Tax ID or SS No.

ATTEST OR WITNESS "EXPLORERS PETROLEUM CORPORATION

By._dgzw;&é o

:Type or Print
Title_\iee Egg!étl\k
Date STune (91998
Tax ID‘or 83 No.

ATTEST OR 'WITNESS ‘HEYCO EMPLOYEES, LID.
By:,_ﬁ-‘tw
Type or Print ]
Title  \l1as 0 &

. Date___ Tune16.199%
Tax ID or 'S8 No.




JAMES H. YATES, INC.

ov:__ Lokl sl »
. Hotes .

Type of Print Name : . '
Title Vite Présivent

Date_ _—L.neld lgg_tj .
‘Tax ID or SS No._YgL-025 0337

‘ COLKEIAN CORPORATION .
| 1. e/ P A and
¢ _Assiste nT#ScC*ngS ___.ihnn.m_&&*

| ‘Type or Print Name

Title_Viete TresipenwT

Date \
‘Tax ID or _SS'_No. 28’ o0 ?,,bcy

ACKNOWLEDGMENTS
STATE OF TEXAS s
. o , §
COUNTY OF MIDLAND s

The foregoing instrument was acknowledged before.me on this the 28th day
of May, 1998, by Bob Shelton, as Land Manager of Nearburg Producing Company, a
Texas. corporation, on behalf of said cozporat:.on.
.

Notary fPublic,

‘My,.Comshission Expires:
$-25-200

DleE o WALTON
Ptbﬂc

STATE OF TEXAS s

. §
COUNTY OF MIDLAND _  §

The foregoing instrument was acknowledged before me on_ this the. 28th ‘day’
of May, 1998, by Robert G. Shelton, as Atto:ney-—j.m—l-‘act of Nearburg
Bxploration Company, L. L. C., a Texas limited liability company, .on behalf of

said company .

Notary/Public, State of Texas

My Commission Expires:
OO .

DIXIE D. WALTON ‘ .
Notary Public
STATE OF TEXAS

G5 My Comen, Exp, 08/25/2000

STATE OF NEW MEXICO s
§
COUNTY OF CHAVES §

— The foregoing instrument was acknowledged before me on this |f N ay of
Juee. , 19983, by Sheen YN\ 1,11&25 . as Vi - Dre of
Harvey E. Yates Company, a |\ W\ corporatiyn, on behalf of said

corporation.

“Notary ‘Public, SCat;c of Hew Mexice
My Commission Expires:
3 j2p0
[2

=187~



STATE OF NEW MEXICO §

]

COUNTY OF CHAVES
The foregoing instrumént was a _qbq;édqed before.

, 199D, S e as
Spiral, 1Inc., a

corporation.
. ‘Notary Public, State of New Mexico ,
My Commissipn Expires:
A :_faf 2000 .
STATE OF NEW MEXICO §
§
COUNTY OF -CHAVES §

— The foregoing ihstrument was acknowledged before on this \ ~day of
Quane. . 1999, by , as '{’5 - Pry of
Explorers Petroleum Corporation, a corporation, .on’ behalf
of said corpo;ation. ' :

My Commissiop Expires:

1243 [ 200d
.
STATE OF NEW MEXICO $
COUNTY OF CHAVES §

-~ The foregoing instrument was
Employees, Ltd., a
partnership.

ckhowledged before me on this lﬂ thday of
: :

ates. ", as\ P 4£B j(éér_x.%,,.of HEYCO
limited partnership, on behalf of said
Z AL

My Commission Expires:
17«’5*)‘ 2)

STATE OF NEW MEXICO s
§ . .
COUNTY OF SANTA FE §
— The foregoing instrument was gcknowledged before me on &£his \4fAday of
Sunk 199i, by . (4 . as Vi ’:'&‘53415% of James
H. Yates, 1Inc., a ) corporation, on behalf of said
corporation, i - ) .

otary Public, State of New Mexico
My Comm ss],qri Expires:
\ ‘3,:2.&):)

-158-



STATE OF NEW MEXICO §
§

-COUNTY OF SANTA FE §

- The foregoirng instrument was aé_ﬁéﬁ_lé'@ged before ‘me on_ﬁ.’:lé { '\‘)’fqby of
Qg . 199D, by . Y ~ Pres of
Colkelan Corporation, Inc., a (corporation, on bshalf of

sajid corporatioen.

ary Public,’ State of New Mexi

My COE ‘s_i on Exgites; -

co’

-1 5c-



EXHIBIT *A*

ATTACHED TO AND MADE A PART OF 'I'HAT CERTAIN, OPERATING
AGREEMENT . DATED THE 28TH.DAY OF MAY, 1998 BETWEEN NEARBURG
PRODUCING COMPANY AND HARVEYE. YATES COMPANY, AS OPERATORS,
AND NEARBURG EXPLORATION COMPANY; LLC, ET AL AS'

NON-OPERATORS
1. Identification of Lands Subject to this Agreement:

Tract1: Lots'3, 4, E/22SW/4 and SE/4 of Section 31, T-18-8, R-33-E, Lea County,
New Mexico, from the surface to the base of the Morrow formation,

Tract2: /2 of Section 32, T-18-§, R*33-E, Lea County, New Mexico, from 4,660'
below the smfaoe to the base of the Morrow foruiation.

1. Restrictions a5 o Depths o Formations:
Sec Item I above.
111, Percentages of Parties to this Agreement;
Tract 1, Nearburg Producing Company, as Operator:

Nearburg Exploration Company, L.L.C. 66,66667%

Harvey E. Yates Company 26.66667%
Spiral, Inc, 1.33333%
Explorers Petroleum Cosporation 1.33333%
‘HEYCO Employees, Ltd. 1.33333%
James H. Yates, Inc. 1.33333%
Colkelan Corporation _133334%

©100.00000%

Tract 2, Harvey E. Yates Company, as Operator:

Nedrburg Exploration Company, LL.C.  66.66667%

Harvey E. Yates Company 26.66667%
Spiral, Inc. 1.33333%
Explorers Petroleum Corporation 1.33333%
HEYCO Employeses, Ltd, 1.33333%
James H. Yates, Ing. 1.33333%
Colkelan Corporation _1.33334%
100.00000%
V. Qiland bbj thi ent;
See Exhibit "A-1"
V. i is A ent;
Nearburg Pmdncmg Company

Nearburg Exploration Company. LLC
3300 North *A* Strect, Bldg. 2, Suite 120
Midland, Texas 79705

Harvey E. Yates Company
Spiral, Inc.

Explon:rs Petrolecum Corporauon
HEYCO Employees, Lid,

P. 0. Box'1933

Roswell, New Mexico 88202

James H. Yates, Inc.
Colkelan Corporation

Suite C )

906 5. St. Francis Drive
Santa Fe, New Mexico 87501



Tract 2:

Lease Serial Number:

Date:
Recorded:
Lessor:
Original Lessee:
Description:

*

EXHIBIT *A-1"

LC 069276

July 1, 1949 B

Book 495, Page 361, Lea County Records
United States of America

Siegfried Jamcs Iverson, et al

Insofar as said lease covers Lots 3, 4, E2SW/4
and SE/4 of Sectioa 31, T-18-S, R-33-E, Lea
County, New Mexico

VB 0097

May 1, 1987

Book 411, Page 87, Lea County Records

State of New Mexico

Harvey E. Yates Company

Insofar gs said lease Covers the S/2 of Section31;
T-18-5, R-33-E, Lea Couniy, New Maxico



Page 1 of 1

\ Untitled Search

Untitled Search
Prac.
Well » %M
AP | Reservoir Name | Status |_____Gasl  Water)
Oparse: imﬂmm.?# | (80)]
7 P 007 | LEA - 118 766,164 s
m_ﬁﬁ_m_—_%&mm&_ 4s)
PRODUGTION | GAZELLE T:188,
| 3002636009 | COMPANY | 32 STATE | 001| LEA | R:3JE | MORROW, SOUTH (GAS) | Active | 111.00 5516636 7.985
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AFFIDAVIT OF RANDY HOWARD
STATE OF TEXAS )
COUNTY OF MIDLAND ; -

Randy Howard, being duly sworn, states:

1. My name is Randy Howard. I am over the age of eighteen and have personal
knowledge of the matters stated in this affidavit.

2. [ am Land Manager for Nearburg Exploration Company, L.L.C., (“NEX”), in the
Company’s Midland, Texas office.

3. I have been a landman for 38 years. 1 am a member of the American
Association of Petroleum Landmen and the Permian Basin Landmen’s Association.

4. In my position as Land Manager with NEX, I am responsible for the management
of certain of the Company’s property and contractual interests, including those located in Lea
County, New Mexico.

5. On October 16, 2015 T received a well proposal letter via certified mail dated
October 15, 2015 from Jeff Lierly, landman for MRC Permian Company (“MRC”) for the
Matador Production Company Eland State 32-18S-33E RN #124H Well. MRC proposed to drill
a horizontal well to the Bone Spring formation in Section 32, Township 18 South, Range 33
East in Lea County. A copy of MRC’s well proposal letter is attached hereto as Exhibit 4-A.

6. On October 28, 2015 I received a well proposal letter ¥ia-e-inail dated October 28,
2015 from Jeff Lierly, landman for MRC Permian Company (“MRC”) for the Matador
Production Company Eland State 32-18S-33E RN #123H Well. MRC proposed to drill a

horizontal well to the Bone Spring formation in the W/2 E/2 of Section 32, Township 18 South,

EXHIBIT 4



Range 33 East in Lea County. A copy of MRC’s well proposal letter is attached hereto as Exhibit
4-B.

7. I became aware that MRC planned to file an application for compulsory pooling
for the Eland State 32-18S-33E RN #123H Well when NEX received notice of MRC’s
Application for Compulsory Pooling on December 28, 2015. Alt of Section 31 and the S/2 of
Section 32 in Township 18 South, Range 33 East, NMPM, comprises the Coniract Area
committed to that Operating Agreement dated May 28, 1998. The Operating Agreement arose
from that Letter Agreement between Harvey E. Yates Company, et al. (“HEYCO”) and Nearburg
Exploration Company, L.L.C.

8. Nearburg Producing Company was the original Designated Operator for Scction
31 and Harvey E. Yates Company (“HEYCO”) is designated operator for the S/2 of Section 32
under the May 28, 1998 Operating Agreement. MRC Permian Company succeeded to the
interests of HEYCO under the 1998 JOA. MRC Permian Company’s operating affiliate is
Matador Production Company. In 2000, pursuant to the JOA, HEYCO drilled and placed on
production the Gazelle 32 State Well #1 (API No. 30-025-35009) in the S/2 of Section 32, T-18-
S, R-33-E on the JOA Contract Area. The location of the well is shown on the attached Exhibit
4-C. The well was successfully completed in the Morrow formation and a 320 acre spacing unit
comprised of the S/2 of Section 32 was dedicated to the well. The well continues to produce gas.

9. In March 1, 2015 Matador Production Company became Successor Operator to
HEYCO under the 1998 JOA.

10. On review of relevant well and land records, 1 have determined that the lease
upon which the Gazelle 32 State Well #1 is located within the JOA Contract Arca has been and
continues to be maintained in good standing by continuous production, payment of shut-in

royalties or work-over operations during all relevant times. Under the JOA, Article XIII TERM

2-



OF AGREEMENT provides in part as follows: “This agreement shall remain in full force and
effect as to the oil and gas leases and/or o0il and gas interests subject herelo for the period of
time selected below;...Option No. 1: So long as any of the oil and gas leases subject to this
agreement remain or are continued in force as to any part of the Coniract Area, whether by
production, extension, renewal or otherwise.” Therefore, the 1998 JOA continues to apply to
the S/2 of Section 32 and all of the working interest owners continue to own contractual interests

throughout the Contract Area.

FURTHER AFFIANT SAYETH NOT.

-, The foregoing Affidavit of Randy Howard was subscribed and sworn to before me on this
; . ‘day. of Jauary; 2016 by Randy Howard.

My Commission Expires:




MRC Permian Company

One Lincoln Centre « 5400 LBJ Freeway ¢ Suite 1500 * Dallas, Texas 75240
Voice 972.371.5242 « Fax 214.866.4883
jlierly@matadorresources.com

1

=
Jeff Lierly, CPL _il; ;
Senior Landman !:{ \"
m .
October 15, 2015 3'?1 ©OCT 18 s '
oL
VIA CERTIFIED RETURN RECEIPT MAIL 3 i =

Nearburg Exploration Co., L..L..C.
3300 N. A Street, Bid. 2, Suite 120
Midland, Texas, 79705

Re:  Eland State 32-18S-33E RN #124H Participation Proposal
Section 32, Township 18 South, Range 33 East
Lea County, New Mexico

Nearburg Exploration Co., L.L.C.::

MRC Permian Company and its operating company Matador Production Company (collectively
“MRC™) propose the drilling of the Eland State 32-18S-33E RN #124H well (the “Well”), located
in Section 32, Township 18 South, Range 33 East, Lea County, New Mexico, to test the Bone
Spring formation. The estimated cost of drilling, (esting, completing, and equipping the Well is
$6,172,296.00, as itemized on the enclosed Authority for Expenditure (“AFE”) dated September
29, 2015.

The Well will be drilled to a total vertical depth of 9,379” and a total measured depth of 14,383,
producing a treatable lateral of approximately 4,604’ within the Bone Spring formation to be
completed with ]2; stages.

MRC is proposing;to drill the Well under the terms of the modified 1989 AAPL form of Operating
Agreement (“OA'E) which is enclosed herein for your review and approval. The Operating
Agreement will cover all of Section 32, Township 18 South, Range 33 East, Lea County, New
Mexico from the sjurfacc to the basc of the Bone Spring formation (“Contract Area™) pursuant to
the following terms:

» 100/300/300 Non-consent penalty
e $7.000/$700 Drilling and Producing overliead rate

Please note that this QA will supersede two existing Operating Agreements currently in place, one P
of which governs the N of Section 32, and the other that governs the S of Section 32, for all

future wells within the Contract Area as to the specified deprhs. By entering into the new OA that

will blend the contractual interests in the existing Operating Agreements, MRC and all working

interest parties will benefit from having onc agreement govern operations for futurc horizontal
development.

EXHIBIT 4-A



MRC requests that you indicate your election to participate in the drilling and completion of the
Well in the space provided below, sign and return one (1) copy of this letter along with your
geological well requirements, the AFE, and the OA to the undersigned.

Nearburg Exploration Co., L.L.C. will own approximately 33.333333% working interest in the
Well, subject to title verification,

If your election is to participate in the drilling and completion of the Well, please sign and return a
copy of the enclosed AFE within thirty (30) days of receipt of this notice. Please be aware that the
enclosed AFE is only an estimate of costs to be incurred and by electing to participate in the Well,
each working interest owner shall be responsible for its proportionate share of all costs incurred.

Please contact me if you have any questions.

Sincerely,

=7

Jeff Lierly, CPL.

Enclosures

Please elect one of the following and return to sender.

Party hereby clects to participate for its proportionate share of the costs detailed in the
enclosed AFE associated with the Eland State 32-18S-33E RN #124H.

Party hereby elects not to pasticipate for its proportionate share of the costs detailed in the
enclosed AFE associated with the Eland State 32-18S-33E RN #124H.

1/ We are interested in selling our interest in the Contract Area, please contact us to discuss.

Nearburg Exploration Co., L.L.C.

By:

Title: . .

Date:




A.A.P.L. FORM 610 - 1989
MODEL FORM OPERATING AGREEMENT

Eland State 32 Working Interest Unit

OPERATING AGREEMENT
DATED

October 15 , L 2M5
e

OPERATOR Matador Production Company

CONTRACT AREA _Township 18 South, Range 33 East,_N.M.P.M.

Section 32: All, see Exhibit A for depth and other limitations

BE-ar =

COUNTY OF Lea e o o o ,STATEQF  New Mexico

COPYRIGHT 1989 - ALL RIGHTS RESERVED
AMERICAN  ASSOCIATION OF PETROLEUM
LANDMEN, 4100 FOSSIL CREEK BLVD.
FORT WORTH, TEXAS, 76137, APPROVED FORM.

A.APL NO. 610-1989
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A.AP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989

ARTICLE IL,
EXHIBITS
The following exhibits, as indicated below and hed hereto, Bre i
X A. Exhibit "A,” shall include the following informetion;
{1} Description of tands subject to this agreement,
(2) Restrictions, if any, s to depths, farmations, or substances,
(3) Parties to agr t with add, and teleph bers for notice purposes,
(4) Percentages or fractional interests of partics 1o this agreement,
(5) Cil and Gas Leases and/or Oil and Gas Intercsts subject to this agreement,
{6) Burdens on production. .
X _. C. Exhibit "C,* Accounting Procedure.
__X__ D. Exhibil "D,” Insurancs,
X___ E. Exhibit "E,” Gas Balencing Agreement.
X _ F. Exhibit "F," Non-Discrimination and Certification of Non-Segregated Facilities,
; it 6.2 Tax B ‘o,

P d in and made 8 part hereof:

X_._ H. Other: Model Form Recording S 1o Operating Agr and Financing St



EXHIBIT “A”

Attached to and made a part of that certain Operating Agreement dated October 15, 2013, by and

IL.

L

among Matador Production Company, as Operator, and
MRC Delaware Resources, LLC et al, as Non-Operators (this “Agreement”)

CONTRACT AREA;

Township 18 South, Range 33 East, NM.P.M.
Section 32: All

Containing 640 acres, more or less

Lea County, New Mexico

Save and except the following wellbores:

- Atlantic 32 State #2 (API #30-025-31222) located 1980° FNL & 990° FWL of Section 32,
Township 18 South, Range 33 East, N.M.P.M., Lea County, New Mexico.

-- Atlantic 32 State #4 (APl #30-025-31378) located 1650° FNL & 1650° FWL of Section 32,
Township 18 South, Range 33 East, N.M.P.M., Lea County, New Mexico.

w  Atlantic 32 State #7 (APl #30-025-35237) located 1980° FNL & 780° FWL of Section 32,
Township 18 South, Range 33 East, N.M.P.M., Lea County, New Mexico.

- Gazelle 32 State #1 (API #30-025-35009) located 660’ FSL & 660° FWL of Section 32,
Township 18 South, Range 33 East, NNM.P.M,, Lea County, New Mexico.

This Operating Agreement shall replace and supersede all existing Operating Agreements
between all or any portion of the parties hereto but only insofar as to the depth limitations
from 4,600’ to the base of the Bone Spring formation, as defined below, within the Contract
Area described in this Operating Agreement.

DEPTH RESTRICTIONS:

This Agreement covers all depths from 4,600 subsurface to the base of the Bone Spring
formation, As used in this Agreement, the term “base of the Bone Spring formation™ shall mean
the stratigraphic equivalent of the geologic interval having a subsurface depth ending at a totat
vertical depth of approximately 10,672°, as identified on the LEK 28 Federal #1 (API #30-025-
31590) Halliburton Dual Laterolog, located 810” FSL & 660’ FW1. of Section 28, Township 18
South, Range 33 East, N.M.P.M., Lea County, New Mexico.

ADDRESS OF THE PARTIES:

Matador Production Company

MRC Delaware Resources, LLC

One Lincoln Centre

5400 L.BJ Freeway, Suite 1500

Dallas, Texas 75240

Attn: David E, Lancaster, Executive Vice President
Phone: (972) 371-5200

Fax: (972)371-5201

Email:

MRC Spiral Resources Company, LLC
One Lincoln Centre

5400 LBJ Freeway, Suite 1500

Dallas, Texas 75240

Attn:

Phone:

Fax:

Email:



MRC Explorers Resources Company, LLC
One Lincoln Centre

5400 LBJ Freeway, Suite 1500

Dallas, Texas 75240

Attn:

Phone:

Fax:

Email:

Nearburg Exploration Co., L.L.C.
3300 N. A Street, Bld.2, Suite 120
Midland, Texas 79705

Attn: Randy Howard, Land Manager
Phone: (432) 818-2914

Fax:

Email: rhoward@nearburg.com

Cotkelan Corporation

903 S. St. Francis Drive, Suite C
Santa Fe, New Mexico 87501
Attn:

Phone:

Fax:

Email:

Nadel and Gussman Capitan LLC
15 East 5* Street, Suite 3200
Tulsa, Oklahoma 74103

Atn:

Phone:

Fax:

Emaik:

Sybel Blackman Carney, as her separate property
21 Trovita

Irvine, California 92720-1952

Phone:

Fax:

Email:

Dr. Robert B. Cahan and Bernice A. Cahan, husband and wife
2340 Sutter Street

San Francisco, California 94115

Phone:

Fax:

Email:

Lavuralind Corporation

P.O. Box 2143

Roswell, New Mexico 88201
Attn:

Phone:

Fax:

Email:

Yvonne Maday Crandell

174 S. Mansfield

Los Angeles, California 90036
Phone:

Fax:

Email:



Vi,

2)

Rohoel, Inc.

1600 Broadway, Suite 1050
Denver, Colorado 80202
Attn;

Phone: (303) 894-9576
Fax:

Email:

PERCENTAGES OF THE PARTIES:

Initial, Substitute and Subsequent Wells

MRC Delaware Resources, LLC 57.675459%
MRC Spiral Resources Company, LLC 2.625426%
MRC Explorers Resources Company, LLC 2.375426%
Nearburg Exploration Co., L.L.C. 33.333333%
Colkelan Corporation . 0.666666%
Nadel and Gussman Capitan LLC 2.625426%
Sybel Blackman Carney, as her separate property 0.118669%
Dr. Robert B. Cahan and Bernice A. Cahan, husband and wife 0.015823%
Lauralind Corporation 0.250000%
Yvonne Maday Crandell 0.015823%
Rohoel, Inc. - 0.297949%
TOTAL 100.00000%

Qil and Gas Leases subject to this Agreement:

Otl and Gas j.ease K0-1860

Date: October 17, 1961

Lessor: State of New Mexico

Lessee: The Attantic Refining Company

Recorded: Not recorded

Lands Covered: insofar and only insofar as said lease covers the N% of Section 32, Township 18
South, Range 33 East, N.M.P.M., Lea County, New Mexico

Qil and Gas Lease VB-0097

Date: May 1, 1987 ‘

Lessor: State of New Mexico

Lessee: Harvey E. Yates Company

Recorded: Not recorded

Lands Covered: insofar and only insofar as said lease covers the S% of Section 32, Township 18
South, Range 33 East, N.M.P.M., Lea County, New Mexico

3urdens on Production;

Burdens of record as of the effective date of this Agreement. All parties are still subject to their
own respective leasehold burdens derived from existing contracts entered into prior to the
effective date of this Agreement. The contractual interests of the parties outlined herein are
derived from the following Joint Operating Agreements:

South Corbin Bone Spring Prospect Atlantic *32" State #1 Operating Agrecment, dated July 28,
1989, between Harvey E. Yates Company, as Operator, and Spiral, Inc. et al, as Noa-Operators,
covering the N/2 of Section 32, Township 18 South, Range 33 East, N.M.P.M_, Lea County, New
Mexico.

Gazelle Prospect Operating Agreement, dated May 28, 1998, between Harvey E. Yates Company,

as Operator, and Nearburg Exploration Company, L.L.C. et al, as Non-Operators, covering the
S$12 of Section 32, Township 18 South, Range 33 East, N.M.P.M., Lea County, New Mexico.

End of Exhibit “A”



MRC Permian Company
One Lincoln Centre » 5400 LBJ Freeway = Suite 1500 » Dallas, Texas 75240
Voice 972.371.5242 » Fax 214.866 4883
lirly@matadomesources.com,

Jeff Lierly, CPL
Senior Landman

October 28, 2015
'VIA'CERTIFIED'RETURN RECEIPT MAIL

Nearburg Exploration Co., L.L.C.
3300 N. A Street, Bid. 2, Suite 120
Midland, Texas, 79705

Re:;  Eland State 32-18S-33E RN #123H Participation Proposal
SHL: 154’ FNL & 1859° FEL; BHL: 240” FSL. & 1870° FEL
Section 32, Township 18 South, Range 33 East
Lea County, New Mexico

Nearburg Exploration Co., L.L.C.:

MRC Permian Company and its operating company Matador Production Company (collectively
“MRC”) propose the drilling of the Eland State 32-18S-33E RN #124H well (the “Well”), located
in the W/2E/2 of Section 32, Township 18 South, Range 33 East, Lea County, New Mexico, to test
the Bone Spring formation. The estimated cost of drilling, testing, completing, and equipping the
Well is $6,185,429, as itemized on the enclosed Authority for Expenditure (“AFE”) dated October
27, 2015.

The Well will be drilled to a total vertical depth of 9,750 and a total measured depth of 14,850°,
producing a treatable lateral of approximately 4,604’ within the Bone Spring formation to be
completed with 12 stages.

MRC is proposing to drill the Well under the terms of the modified 1989 AAPL form of Operating
Agreement (“OA”) which was previously furnished for your review and approval. The Operating
Agreement will cover all of Section 32, Township 18 South, Range 33 East, Lea County, New
Mexico from the surface to the base of the Bone Spring formation (“Contract Area™) pursuant to
the following terms:

e 100/300/300% Non-consent penalty
e $7,000/$700 Drilling and Producing overhead rate

Please note that this well proposal will replace the Eland State 32-18S-33E RN #124H proposal as —
the Initial Test Well for the OA that will supersede two existing Operating Agreements currently
in place, one of which governs the N' of Section 32, and the other that governs the S% of Section
32, for all future wells within the Contract Area as to the specified depths. By entering into the new
OA that will blend the contractual interests in the existing Operating Agreements, MRC and all

EXHIBIT 4-B



working interest parties will benefit from having one agreement govern operations for future
horizontal development.

MRC requests that you indicate your election to participate in the drilling and completion of the
Well in the space provided below, sign and return one (1) copy of this letter along with your
geological well requirements, the AFE, and the OA to the undersigned.

Nearburg Exploration Co., L.L.C. will own approximately 33.333333% working interest in the
Well, subject to title verification.

.

If your election is to participate in the drilling and completion of the Well, please sign and return a
copy of the enclosed AFE within thirty (30) days of receipt of this notice. Please be aware that the
enclosed AFE is only an estimate of costs to be incurred and by electing to participate in the Well,
each working interest owner shall be responsible for its proportionate share of all costs incurred.

Please contact me if you have any questions.

Sincerely,

“ : f%

Jeff Lierly, CPL

Enclosures

Please elect one of the following and return to sender,

Party hereby elects to participate for its proportionate share of the costs detailed in the
enclosed AFE associated with the Eland State 32-18S-33E RN #123H.

Party hereby elects not to participate for its proportionate share of the costs detailed in the
enclosed AFE associated with the Eland State 32-18S-33E RN #123H.

[/ We are interested in selling our interest in the Contract Area, please contact us to discuss.




Distriet [

1625 N, French Dr,, Hobbs, NM 88240
Phene: (575) 393-6161 Fax: (575)393-0720
-District IT

811 5, First St, Artcsia, NM 88210

Phone: (575) 748-1283 Fax: (575) 748-9720

District 311

1000 Rio Brazos Road, Aztec, NM 87410
Phone: (505) 334-6178 Fax: (505) 3346170
Distnct iV,
1220 8, St, Francis Dr,, Sante Fe, NM 87505
Phone: (505) 476-3460 Fax: (505) 476-3462

WELL LOCATION AND ACREAGE DEDICATION PLAT

Energy, Minerals & Natural Resources

State of New Mexico

Department

OIL CONSERVATION DIVISION

1220 South St. Francis Dr.
Sante Fe, NM 87505

FORM C-102

Revised August 1, 2011

Submit one copy to apprepriate
District Office

(] AMENDED REPORT

” APl Number “Pool Code “SPook Name  ~—r e e e ==
‘Pmi!Crt)'COde - — —= ;-;l-’roperty Name R M"‘A : —== = .‘“_“ - WNumber
L .. .. FLAND STATE 32-18S-33E RN -~ #128H

7OGRID \o P T T ’ "Operalor Namc -t o 7Elevation
. Ao MATADOR PRODUCTION COMPANY 3754’
e T j- - _--___ " i j i IOSurface anatwl\ N i
LL or lot no. 3 Scctmn Township Range N Lot [dn 7 %% Feet from the "{orthl)é(outhline e Feel I'rom the EssUWest line ;' County
B | 32 | 18-S |33-E| = | 154 NORTH | 1859° | [EAST [ LEA
CLorlotno. = it S«t,an Township Runge Lot Idn| Feet l‘rom- the ,‘Jonlu'South!inel Fc;t i‘r_om the - Emt/\v\’:;l-linl: — — Coun!)‘h
0 32 '| 18-S |33-E - 240’ SOUTH 1870’ EAST LEA
T Dedicated Acres YJoiator Infill  ~]YCousclidation Code ¥ Order No. ’
160 ;

No allowable will be assigned to this completion until all interests have been consolidated or a non-standard unit has been approved by
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MATADOR PRODUCTION COMPANY

ONE LINCOLN CENTRE = 5400 LBJ FREEWAY « SUITE 1300 « DALLAS, TEXAS 75240
Phons (972) 371-5200 « Fax ($72] 371-5201
ESTIMATE OF COSTS AND AUTHORIZATION FOR EXPENDITURE

DATE: QOct 27, 2015 AFE NO.:. . .0
WELL NAME: Eland State 32-18S-33E RN #123H FIELD: Bong Spring © "
LOCATION: . MDITVD: 1485019750
COUNTY/STATE: ‘Lea. o LATERAL LENGTH: 4,604
MRC Wi 57.68% - DRILLING DAYS: . 22.5 |
GEOLOGIC TARGET: 2nd BS COMPLETION DAYS: 7 L
REMARKS: Orill @ horizantal well and completa with 12 stages, BS Gen 2 frac design.
DRILLING ~ "CCOMPLETION - * PRODUCTION
INTANGIBLE COSTS COSTS .. COsT1S COSTS -
07 Land / Legal / Regulatory [} 36,700 T - - &3
02 Lacation, Surveys & Damages 711,500 137,500 ' 4,000 )
10 Driliing B17.500 - . _ .
18 Cementing & Fioat Equip . 155,000 - e
20 Logging { Formation Evalustion s T - g0
21 Mud Logping T 5000
23 Mud Cieculation System i . —~ —
24 Mud & Chemicals 50,000 - ~18,000" P, -~
25 Mud / Wastewater Disposal T 155,000 e - =
26 Frelght / Transportation i 36,000 12,000 -
28 Rig Supervision / Englnewring : TBT,200_ 45,750 18,000
31 Drill Bita T 15000 . ~ -
32 Fuel & Powar 120,000 - pa— ——
33 Water 27,500 305,200 -
14 Dag & Campletion Overhead R 12300 N ~ N
36 Piugging & Abandonmsant e - P - -
38 Directional Drilling, Surveya =T 178,000 S B
40 Complation Unit, Swah, CTU vy 55,000 28.000
44 Perforating, Wirsline, Slickline Lo EE 500 20,000 .
45 High Pressure Pump Truck A - 30000 — - -
48 Stimulation i - 1140000
47 Stimulston Flowback & Disp - <. 41,500
48 insurance 727,000 . _ - K oy
50 Labor 115,000 19.500 5,000 -
54 Reatal - Surtacs Equipment T 19300 148 650 12000
52 Rental . Downhole Equipment 25,000 26 500 .
53 Rental - Living Quarters T 5 21,160 10,000 -
54 Contingency 231,431 07, ~=""§ 800
TOTAL INTANGIBLES > 2,545,736 - 2,279,483 407,800 _. __
ORILLING COMPLETION PRODUCTION -
TANGIBLE CQSTS COSTS . COSTS COSTS
a1 Surface Casing 3 62,150 B " T M=
42 Intermediate Casing T 155,200 =
43 Drilling Liner N -
44 Production Casing 372,62
45 Production Liner - - - - N M
46 Tubing - St c T - 48,750 - 48,750
47 Wellhead 5500 60,000 115000
48 Packers, Liner Hangers - 20,500 15,000 35,500
49 Tanks — o - . - - e -
50 Production Vessets - *74.000 74,000
51 Flow Unes . - 50.000 _ 50000 |
$2 Rod string e 38,260 _ — . -38,280
53 Artifictal Lift Equipment - - 115000 = 15000
54 Compressor - . .
5S tnstaltation Costs -\ — 102,000 102,000
§6 Surface Pumps = 300 — 5000
48 Non-contrellable Surface - . - - 41,000~ - 41,000 -
59 Non-controliable Downhole - B - y -
61 Downhoie Pumps - 15,000 15,000
63 M & Mater - . 12,500 . 12,500
84 Gas Conditioning / Dehydration - - = . PR
65 Intarconnecting Facility Piping - - -
68 Gathering / Bulk Lines _ .- . o= .
87 Valves, Dumpa, Controliers - - . — - _ B
&8 Tank { Facility Contalnment - - By .
69 Ftare Stack - -
70 Elsctrical f Grounding — e =
71 Communlcations  SCADA _ 10,000 N ~10,000°
72 Instrumentation | Safety — S - - -
TOTAL TANGIBLES > “- 844,078 20,900 £88,530° 1,252,408
TOTAL COSTS » 3,190.713 2,300,386 634,330 6,185,429
f
PREPARED BY MATADOR PRODUCTION COMPANY: B _
Dritling Enginesr:  Pavick Walsn Teamiesd-wion KIS
Conpheons ndioes, v T
Production Engineer:  Trant Goodwin
MATADOR RESQURCES COMPANY APPROVAL:
Exeative VP, COOICFO VP - Res Engineering 5 VP - Dnliing -
= oe BVR BG
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= - TG
President VP & General Manager
MVH
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ks = - = '
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

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

CASE NO. 8606
Order No. R~8013

APPLICATION OF DOYLE HARTMAN FOR
SIMULTANEOUS DEDICATION AND
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 8 a.m. on July 2,
1985, at Santa Fe, New Mexico, before Examiner Gilbert P.
Quintana.

NOW, on this  20th day of August, 1985, the Division
Director, having considered the testimony, the record, and
the recommendations of the Examiner, and being fully advised
in the premises,

FINDS THAT:

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

(2) The applicant, Doyle Hartman, seeks an order
pooling all mineral interests from the surface to the base
of the Jalmat Gas Pool underlying the NW/4 of Section 8,
Township 24 South, Range 37 East, NMPM, Lea County, New
Mexico, forming a previously approved l60-acre non-standard
spacing and proration unit in the Jalmat Gas Pool.

(3) The applicant proposes to simultaneously dedicate
said gas proration unit to his existing E. E. Jack Well No.
1 located 1980 feet from the North line and 660 feet from
the West line (Unit E} of said Section 8 and his proposed
E. E. Jack Well No. 5 to be drilled at a standard location
within said unit.

{4) Marilyn A. Tarlton, interest owner in the subject
proration unit and trustee of the surviving trustor's trust
of the Lortscher Family Trust, dated November 26, 1980,
has not agreed to the drilling of said E. E. Jack Well No. 5.

EXHIBIT 5
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Order No. R-8013

{5) Evidence was presented showing that an operating
agreement entitled, "Operating Agreement", dated January
16, 1951, covering the subject unit area, was entered into
by and between Howard Hogan, operator, and Charles T.
Scott, Harold S. Russell, Herbert J. Schmitz, and F. D,
Lortscher, non-operators.

(6} said operating agreement was modified December
15, 1954, by an agreement entitled, "Modification of
Operating Agreement" and was entered into by and between
R. Olsen, operator, and the same ncn-operators in Finding
No. (5) above.

(7) The applicant, Doyle Hartman, controls 66.667
percent of the subject proration unit, including the titles
of Howard Hogan, R. Olsen, Herbert J. Schmitz, and Charles
T. Scott, Jr.

(8) Marilyn A. Tarlton controls the title of F. D.
Lortscher, which is 20 percent of the subject proration
unit.

{(9) Ms. Tarlton contends that the applicant, other
interest owners, and herself are governed by the operating
agreements in Findings Nos. (5) and (6) above, hereafter
referred to as the "Agreements.”

(10) The "Agreements" have provisions for the drilling
of additional wells on the subject proration unit, including
provisions for non-consent drilling risk penalties, drilling
supervision charges, and production supervision charges.

(11) The applicant failed to provide evidence to refute
that the "Agreements" are not binding and do not govern the
operation of the subject proration unit.

(12) Because of a lack of evidence to the contrary, it
appears that the "Agreements" are current binding operating
agreements for the subject proration unit, having provisions
governing those issues to be addressed in compulsory pooling
cases obviating the need for such a hearing in this case.

(13) The compulsory pooling portion of this application
should be denied.

(14) The simultaneous dedication portion of this appli-
cation should be approved, provided the proposed new well
is drilled under the provisions of the "Agreements."
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IT IS THEREFORE ORDERED THAT:

{1) The portion of the application of Doyle Hartman
seeking an order pooling all mineral interests from the
surface to the base of the Jalmat Gas Pool underlying the
NW/4 of Section 8, Township 24 South, Range 37 East, NMPM,
Lea County, New Mexico, is hereby denied.

(2) The previously approved l60-acre non-standard
gas proration unit, comprising the NW/4 of said Section 8,
shall be simultaneously dedicated to the proposed E. E. Jack
Well No. 5 and the applicant's E. E. Jack Well No. 1 located
in Unit E of said Section 8 provided the E. E. Jack Well No.
5 is drilled under the terms of the "Agreements."

(3) Jurisdiction of this cause is retained for the
entry of such further orders as the Division may deem
necessary.

DONE at Santa Fe, New Mexicoe, on the day and year
hereinabove designated.

STATE OF NEW MEXICO

R. L. STAMETS
Director

S EAL
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

CASE NO. 10658
ORDER NO. R-9841

APPLICATION OF MEWBOURNE OIL COMPANY FOR COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO.

ORDER OF THE DIVISION
BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on January 21, 1993, at Santa Fe,
New Mexico, before Examiner Michael E. Stogner.

NOW, on this _ 3rd day of February, 1993, the Division Director, having
considered the testimony, the record and the recommendations of the Examiner, and
being fully advised in the premises,

FINDS THAT:

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

(2) The applicant, Mewbourne Oil Company, seeks an order pooling all
mineral interests from the base of the Abo formation to the base of the Morrow
formation, underlying the following described acreage in Section 35, Township 17 South,
Range 27 East, NMPM, Eddy County, New Mexico, and in the following manner:

the W/2 forming a standard 320-acre gas spacing and proration
unit for any and all formations and/or pools developed on 320-acre
spacing within said vertical extent, which presently includes, but is
not necessarily limited to, the Undesignated Scoggin Draw-Atoka
Gas Pool, Undesignated North Illinois Camp-Morrow Gas Pool,
Undesignated Scoggin-Morrow Gas Pool and Undesignated Logan
Draw-Morrow Gas Pool;
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the NW/4 forming a standard 160-acre gas spacing and proration
unit for any and all formations and/or pools developed on 160-acre
spacing within said vertical extent, which presently includes only the
Undesignated Logan Draw-Wolfcamp Gas Pool; and,

the E/2 NW/4 forming a standard 80-acre oil spacing and
proration unit for any pools developed on 80-acre spacing within
said vertical extent, of which there are currently none.

(3)  Said units are to be dedicated to the applicant’s Chalk Bluff “35" Federal
Well No. 2, to be drilled at an orthodox gas well location within the SE/4 NW/4 (Unit
F) of said Section 35.

(4)  Devon Energy Corporation (Devon), successor owner of Malco Refineries,
Inc’s interest in the NW /4 and NW/4 SW/4 of said Section 33, appeared at the hearing
through counsel and opposed the application on the basis that its interest is governed
by an operating agreement with Mewbourne Oil Company, who is the successor owner
of the Stanolind Oil and Gas Company underlying the same acreage.

(5)  Devon claims its interest is bound under the agreements reached by Malco
Refineries, Inc. and Stanolind Oil and Gas Company in July, 1953 and April, 1958, being
Devon’s Exhibit "A" and "B" in this case.

Mewbourne, also represented by counsel, contends that a supplemental agreement
is necessary where acreage outside the "contract lands" are included in a spacing unit,
being the NE/4 SW/4 and S/2 SW/4 of said Section 35, which is 100% Mewbourne-
contracted properties. Since both parties have not agreed to a "supplemental
agreement”, Mewbourne contends that the original agreement is invalid and seeks to
force-pool Devon’s interest into the W/2 spacing unit.

FINDING:  Since under the 'force-pooling" statutes (Chapter 70-2-17 of the NMSA 1978)
there exists in this matter an agreement between the two parties owning undivided interests
in a proposed 320-acre gas spacing and proration unit, an order from the Division pooling
said parties is unnecessary.

(6)  This case should therefore be dismissed.

IT IS THEREFORE ORDERED THAT:

(1)  Case No. 10658 is hereby dismissed.

\ N
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(2)  Jurisdiction of this cause is retained for the entry of such further orders
as the Division may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATI®ON DIVISION

Director

SEAL



STATE OF NEW MEXICO
ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING

CALLED BY THE OIL CONSERVATION

DIVISION FOR THE PURPOSE OF

CONSIDERING:
CASE NO. 11960
Order No. R-11009

APPLICATION OF REDSTONE OIL & GAS
COMPANY FOR COMPULSORY POOLING
AND AN UNORTHODOX GAS WELL
LOCATION, EDDY COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on for hearing at 8:15 a.m. on April 2, 1998, al Santa Fe, New
Mexico, before Examiner David R. Catanach.

NOW, on this 28" day of July, 1998, the Division Director, having considered the
testimony, the record, and the recommendations of the Examiner,

FINDS THAT:

(1) Due public notice has been given and, the Division has jurisdiction of this
case and its subject matter.

(2) At the request of the applicant, the record, evidence and testimony presented
in Case No. 11927, heard by the Division on February 5™ and March 5, 1998, were
incorporated in this case.

3) The applicant, Redstone Oil & Gas Company (Redstone), sceks an order
pooling all mincral interests from the surface to the base of the Morrow formation underlying
the following described area in Section 12, Township 23 South, Range 24 East, NMPM,
Eddy County, in the following manner:

all of Scction 12 thereby forming a standard 640-acre gas
spucing and proration unit for any formations and/or pools
spaced on 640 acres within that vertical extent, which
presently include but are not necessarily limited (o the Rock
Tank-Lower Morrow and Rock Tank-Upper Morrow Gas
Pools; and,
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the N/2 of Section 12 thereby forming a standard 320-acre gas
spacing and proration unit for any formations and/or pools
spaced on 320 acres within that vertical extent.

Thesce units are proposed to be dedicated to a well to be drilled at an unorthodox gas
well location 500 feet from the North line and 2515 feet from the East line (Unit B) of
Section 12,

(4)  This case was heard in conjunction with Case No. 11877, a competing force
pooling application filed by Fasken Land and Minerals, Lid. (Fasken), which was heard by
the Division on February 5™ and March 5, 1998.

(5) By letter dated June 23, 1998, Redstone advised the Division that it has
reached a voluntary agreement with Fasken with regards to the development of the subject
acreage, and requested that the force pooling portion of this case be dismissed.

6) Redstone’s request to dismiss the force pooling portion of this case should be
granted.

N The evidence and testimony presented in this case indicates that:

a) the proposed well is located within both the Rock
Tank-Upper Momrow and Rock Tank-Lower Morrow
Gas Pools, both of which are governed by special
rules and regulations promulgated by Division Order
No. R-3428, which require standard 640-acre spacing
and proration units with wells to be located no closer
than 1650 feet from the outer boundary of the section
nor closer than 330 feel from any governmental
quarter-quarter section linc or subdivision inner
boundary;

b) the proposed well is located within one mile of the
Rock Tank-Upper Pennsylvanian Pool, which is
currently governed by Rule 104.C. of the Division
Rules and Regulations, which requires standard 320-
acre gas spacing and proration units with wells to be
located no closer than 1650 feet from the nearest end
boundary nor closer than 660 feet from the nearcst
side boundary of the spacing unit nor closer than 330
fcet from any quarter-quarter section line or
subdivision inner boundary; and,
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c) applicant’s geologic evidence and testimony
demonstrate that a well drilled at the proposed
location will best enable the applicant to recover the
remaining gas reserves within the Upper Morrow “A”
Sand interval underlying Section 12.

(8)  Excluding Fasken, which has effectively withdrawn its objections in this case,
no other offset operator and/or interest owner appeared at the hearing in opposition to the
proposed unorthodox gas well focation.

® Approval of the proposed unorthodox gas welil location will provide the
applicant the opportunity to produce its just and equitable share of the gas underlying the
proposed proration unit(s), and will not violate correlative rights.

IT IS THEREFORE ORDERED THAT:

(1) The application of Redstone Oil & Gas Company for an order pooling all
mineral intcrests from the surface to the base of the Morrow formation underlying alf of
Section 12, Township 23 South, Range 24 East, NMPM, Eddy County, New Mexico, thereby
forming a standard 640-acre gas spacing and proration unit, and the N/2 of Section 12
thercby forming a standard 320-acre gas spacing and proration unit, these units to be
dedicated to a well to be drilled at an unorthodox gas well location 500 feet from the North
line and 2515 feet from the East line (Unit B) of Section 12, is hereby dismissed.

(2)  The applicant, Redstone Oil & Gas Company, is hereby authorized to drill a
wel) at an unorthodox gas well location 500 feet from the North line and 2515 feet from the
East line (Unit B) of Section 12, Township 23 South, Range 24 East, NMPM, Eddy County,
New Mexico, to test the Rock Tank-Upper Morrow Gas Pool, Rock Tank-Lower Morrow
Gas Pool and Rock Tank-Upper Pennsylvanian Gas Pool.

3 All of Section 12 shall be dedicated to the well forming a standard 640-acre
gas spacing and proration unit in the Rock Tank-Upper and Rock Tank-Lower Morrow Gas
Pools, and the N/2 of Section 12 shall be dedicated to the well forming a standard 320-acre
gas spacing and proration unit in the Rock Tank-Upper Pennsylvanian Gas Pool.

) Jurisdiction is hereby retained for the entry of such further orders as the
Division may deem necessary,
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DONE at Santa Fe, New Mexico, on the day and year hercinabove designated.

STATE OF NEW MEXICO
OIL SERVATION DIVISION

_LORI WROTENBERY
Director




