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September 5, 1991 

Mr. Michael E. Stogner 
O i l Conservation D i v i s i o n 
State Land B u i l d i n g 
310 Old Santa Fe T r a i l , Room 206 
Santa Fe, NM 87503 

RE: A p p l i c a t i o n o f Anschutz Corporation, 
Case No. 10380 

HAND DELIVERED 

RECEIVES 

SEP Q 5 199] 

p OIL CONSERVATION Q^sm 

Dear Mr. Stogner: 

On behalf of Anschutz Corporation, please f i n d 
enclosed, E x h i b i t IA f o r e n t r y i n the referenced case 
heard by you a t the the hearing h e l d today. We 
r e s p e c t f u l l y ask t h a t you i n c o r p o r a t e t h i s i n t o the 
re c o r d of t h i s case. 

Please also f i n d enclosed, a proposed order f o r e n t r y 
i n the case and a f l o p p y c o n t a i n i n g the order f o r your 
use. 

Sine 

K A / j c l 
Enclosures 
cc: P h i l W h i t s i t t (w/encl.) 

Anschutz Corporation 

ltrk905.509 
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Case No. 103% 0 xsion 
Mr. W i l l i a m J. LeMa^ 
O i l Conservation Di\ 
State Land O f f i c e "* 
Santa Fe, New Mexico 87504 

Re: A p p l i c a t i o n of Anschutz 
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Pooling, Lea County, New Mexico 
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AUG 0 2 1991 
OIL CONSERVATION DIV. 

SANTA FE 

HAND DELIVERED 

Dear Mr. LeMay: 

On behalf of Anschutz Corpo r t i o n we would appreciate you 
s e t t i n g the enclosed A p p l i c a t i o n f o r a p u b l i c hearing on the 
D i v i s i o n ' s Examiner's docket now scheduled f o r September 5, 
1991. 

By copy o f t h i s l e t t e r t o a l l p a r t i e s t o be pooled, we are 
n o t i f y i n g them by c e r t i f i e d m a i l - r e t u r n r e c e i p t , t h a t they 
have the r i g h t t o appear at the hearing, t o make a statement 
t o the D i v i s i o n , t o present evidence and cross-examine 
witnesses e i t h e r i n support o f or i n o p p o s i t i o n t o the 
a p p l i c a t i o n . Those p a r t i e s are d i r e c t e d t o f i l e a pre
hearing statement w i t h the D i v i s i o n and send a copy t o the 
undersigned not l a t e r than 4:00 PM on August 30, 1991. 

I n a d d i t i o n , these p o t e n t i a l p a r t i e s are advised t h a t the 
e n t r y of a compulsory p o o l i n g order w i l l a f f e c t t h e i r r i g h t s 
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5. Signature — Address 
x r\ 3 

8. Addressee's Address (ONLY if 
requested and fie paid) 

8. Addressee's Address (ONLY if 
requested and fie paid) 

7. Data of Delivery 

8. Addressee's Address (ONLY if 
requested and fie paid) 
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Mr. W i l l i a m J. LeMay 
August 2, 1991 
Page 2 

cc: Mr. P h i l W h i t s i t t 
Anschutz Corporation 
4000 N. Big Spring, Suite 209 
Midland, Texas 79705 

C e r t i f i e d m a i l r e t u r n r e c e i p t 
A l l p a r t i e s l i s t e d on E x h i b i t 
o f a p p l i c a t i o n 

1854/appk802.ans 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES 

OIL CONSERVATION DIVISION 

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

CASE NO. 10235 
ORDER NO. R-

APPLICATION OF THE ANSCHUTZ 
CORPORATION FOR COMPULSORY POOLING, 
LEA COUNTY, NEW MEXICO 

PROPOSED ORDER OF THE DIVISION 

BY THE DIVISION: 

This cause came on f o r hearing a t 8:15 a.m. on September 5, 

1991, a t Santa Fe, New Mexico, before Examiner Michael E. 

Stogner. 

NOW, on t h i s day o f September, 1991, the D i v i s i o n 

D i r e c t o r , having considered the testimony, the recor d and the 

recommendations o f the examiner, and being f u l l y advised i n the 

premises, 

FINDS THAT: 

(1) Due p u b l i c n o t i c e having been given as r e q u i r e d by law, 

the D i v i s i o n has j u r i s d i c t i o n o f t h i s cause and the s u b j e c t 

matter t h e r e o f . 
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(2) The a p p l i c a n t , The Anschutz Corporation, seeks an order 

p o o l i n g a l l mineral i n t e r e s t s from the surface t o the base o f the 

Devonian f o r m a t i o n , South Knowles Devonian Pool o r approximately 

12,000 f e e t subsurface, whichever i s deeper, forming a standard 

80-acre o i l spacing and p r o r a t i o n u n i t c o n s i s t i n g o f the E/2SW/4 

of Section 18, T. 17 S., R. 39 E., N.M.P.M., Lea County, New 

Mexico. (3) The a p p l i c a n t has the r i g h t t o d r i l l and proposes 

t o d r i l l a w e l l a t a standard l o c a t i o n thereon. 

(4) There are i n t e r e s t owners i n the proposed p r o r a t i o n 

u n i t who have not agreed t o pool t h e i r i n t e r e s t s . 

(5) To avoid the d r i l l i n g o f unnecessary w e l l s , t o p r o t e c t 

c o r r e l a t i v e r i g h t s , t o prevent waste and t o a f f o r d t o the owner 

of each i n t e r e s t i n s a i d u n i t the o p p o r t u n i t y t o recover or 

receive w i t h o u t unnecessary expense a j u s t and f a i r share o f the 

hydrocarbons from any pool a f f e c t e d by t h i s order, the s u b j e c t 

a p p l i c a t i o n should be approved by p o o l i n g a l l mineral i n t e r e s t s , 

whatever they may be, w i t h i n s a i d u n i t . 

(6) That The Anschutz Corporation should be designated the 

operator o f the s u b j e c t w e l l and u n i t . 

(7) Any non-consenting working i n t e r e s t owner should be 

af f o r d e d the o p p o r t u n i t y t o pay a p r o p o r t i o n a t e share o f 
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estimated w e l l costs t o the operator i n l i e u o f paying those 

costs out o f pro d u c t i o n . 

(8) Any non-consenting working i n t e r e s t owner who does not 

pay t h a t share o f estimated w e l l costs should have w i t h h e l d from 

p r o d u c t i o n a p r o p o r t i o n a t e share o f reasonable w e l l costs p l u s an 

a d d i t i o n a l 200 percent t h e r e o f as a reasonable charge f o r the 

r i s k i n v o l v e d i n the d r i l l i n g o f the w e l l . 

(9) A l l non-consenting i n t e r e s t owners should be a f f o r d e d 

the o p p o r t u n i t y t o o b j e c t t o the a c t u a l w e l l costs, but a c t u a l 

w e l l costs should be adopted as the reasonable w e l l costs i n the 

absence o f such o b j e c t i o n . 

(10) Following d e t e r m i n a t i o n of reasonable w e l l costs, any 

non-consenting working i n t e r e s t owner who has pa i d a 

p r o p o r t i o n a t e share o f estimated costs should pay t o the operator 

any amount t h a t reasonable w e l l costs exceed estimated w e l l costs 

and should r e c e i v e from the operator any amount t h a t p a i d 

estimated w e l l costs exceed reasonable w e l l c osts. 

(11) $5850.00 per month w h i l e d r i l l i n g and $585.00 per month 

w h i l e producing should be f i x e d as reasonable charges f o r 

s u p e r v i s i o n (combined f i x e d r a t e s ) ; the operator should be 

autho r i z e d t o w i t h h o l d from p r o d u c t i o n the p r o p o r t i o n a t e share o f 
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such s u p e r v i s i o n charges a t t r i b u t a b l e t o each non-consenting 

working i n t e r e s t , and i n a d d i t i o n t h e r e t o , the operator should be 

autho r i z e d t o w i t h h o l d from p r o d u c t i o n the p r o p o r t i o n a t e share of 

ac t u a l expenditures r e q u i r e d f o r o p e r a t i n g the s u b j e c t w e l l , not 

i n excess o f what are reasonable, a t t r i b u t a b l e t o each non-

consenting working i n t e r e s t . 

(12) A l l proceeds from p r o d u c t i o n from the su b j e c t w e l l 

which are not disbursed f o r any reason should be placed i n escrow 

i n Lea County t o be p a i d t o the t r u e owner t h e r e o f upon demand 

and proof o f ownership. 

(13) Upon the f a i l u r e o f the operator o f s a i d pooled u n i t t o 

commence d r i l l i n g o f the w e l l t o which s a i d u n i t i s dedicated on 

or before , 1991, the order p o o l i n g s a i d u n i t 

should become n u l l and v o i d and o f no f u r t h e r e f f e c t whatsoever. 

(14) Should a l l the p a r t i e s t o t h i s f o r c e - p o o l i n g reach 

v o l u n t a r y agreement subsequent t o e n t r y o f t h i s order, t h i s order 

should t h e r e a f t e r be o f no f u r t h e r e f f e c t . 

(15) The operator o f the w e l l and u n i t should n o t i f y the 

D i r e c t o r o f the D i v i s i o n i n w r i t i n g o f the subsequent v o l u n t a r y 

agreement o f a l l p a r t i e s s u b j e c t t o the f o r c e - p o o l i n g p r o v i s i o n s 

of t h i s order. 
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IT IS THEREFORE ORDERED THAT: 

(1) A l l mineral i n t e r e s t s , whatever they may be, from the 

surface t o the base o f the Devonian for m a t i o n . South Knowles 

Devonian Pool or approximately 12,000 f e e t subsurface, whichever 

i s deeper, forming a standard 80-acre o i l spacing and p r o r a t i o n 

u n i t c o n s i s t i n g o f the E/2SW/4 of Section 18, T. 17 S., R. 39 E., 

N.M.P.M., Lea County, New Mexico are hereby pooled f o r any and 

a l l formations and pools developed on 80-acre o i l spacing, w i t h i n 

s a i d v e r t i c a l e x tent which p r e s e n t l y includes but i s not 

n e c e s s a r i l y l i m i t e d t o the Devonian Pool. Said u n i t i s t o be 

dedicated t o a w e l l t o be d r i l l e d a t a standard w e l l l o c a t i o n 

thereon. 

PROVIDED HOWEVER THAT, the operator o f s a i d u n i t s h a l l 

commence the d r i l l i n g o f s a i d w e l l on or before the 

day o f , 1991, and s h a l l t h e r e a f t e r continue 

the d r i l l i n g o f s a i d w e l l w i t h due d i l i g e n c e t o a depth 

s u f f i c i e n t t o t e s t the Devonian for m a t i o n . 

PROVIDED FURTHER THAT, i n the event s a i d operator does not 

commence the d r i l l i n g o f s a i d w e l l on or before the 

day o f , 1991, Decretory Paragraph No. (1) o f 

t h i s order s h a l l be n u l l and v o i d and o f no e f f e c t whatsoever, 
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unless s a i d operator o b t a i n s a time extension from the D i v i s i o n 

f o r good cause shown. 

PROVIDED FURTHER THAT, should s a i d w e l l not be d r i l l e d t o 

completion, o r abandonment, w i t h i n 120 days a f t e r commencement 

t h e r e o f , s a i d operator s h a l l appear before the D i v i s i o n D i r e c t o r 

and show cause why Decretory Paragraph No. (1) o f t h i s order 

should not be rescinded. 

(2) The Anschutz Corporation i s hereby designated the 

operator o f the su b j e c t w e l l and u n i t . 

(3) A f t e r the e f f e c t i v e date o f t h i s order and w i t h i n 90 

days p r i o r t o commencing s a i d w e l l , the operator s h a l l f u r n i s h 

the D i v i s i o n and each known working i n t e r e s t owner i n the su b j e c t 

u n i t an it e m i z e d schedule o f estimated w e l l c osts. 

(4) W i t h i n 30 days from the date the schedule o f estimated 

w e l l costs i s f u r n i s h e d t o him, any non-consenting working 

i n t e r e s t owner s h a l l have the r i g h t t o pay a p r o p o r t i o n a t e share 

of estimated w e l l costs t o the operator i n l i e u o f paying t h a t 

share o f reasonable w e l l costs out o f pro d u c t i o n , and any such 

owner who pays t h a t share o f estimated w e l l costs, as provided 

above, s h a l l remain l i a b l e f o r o p e r a t i n g costs but s h a l l not be 

l i a b l e f o r r i s k charges. 
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(5) The operator s h a l l f u r n i s h the D i v i s i o n and each known 

working i n t e r e s t owner an item i z e d schedule o f a c t u a l w e l l costs 

w i t h i n 90 days f o l l o w i n g completion o f the w e l l ; i f no o b j e c t i o n 

t o the a c t u a l w e l l costs i s received by the D i v i s i o n , and the 

D i v i s i o n has not ob j e c t e d w i t h i n 45 days f o l l o w i n g r e c e i p t o f 

sa i d schedule, the a c t u a l w e l l costs s h a l l be the reasonable w e l l 

c o s t s ; provided however, i f there i s an o b j e c t i o n t o a c t u a l w e l l 

costs w i t h i n s a i d 45-day p e r i o d the D i v i s i o n w i l l determine 

reasonable w e l l costs a f t e r p u b l i c n o t i c e and hearing. 

(6) W i t h i n 60 days f o l l o w i n g d e t e r m i n a t i o n o f reasonable 

w e l l costs, any non-consenting working i n t e r e s t owner who has 

pai d a p r o p o r t i o n a t e share o f estimated costs i n advance as 

provided above, s h a l l pay t o the operator a pro r a t a share of the 

amount t h a t reasonable w e l l costs exceed estimated w e l l costs and 

s h a l l r e c e i v e from the operator a pro r a t a share o f the amount 

t h a t estimated w e l l costs exceed reasonable w e l l c osts. 

(7) The operator i s hereby authorized t o w i t h h o l d the 

f o l l o w i n g costs and charges from p r o d u c t i o n : 

(a) The pro r a t a share o f reasonable w e l l costs 

a t t r i b u t a b l e t o each non-consenting working 

i n t e r e s t owner who has not p a i d a p r o p o r t i o n a t e 
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share o f estimated w e l l costs w i t h i n 30 days from 

the date the schedule o f estimated w e l l costs i s 

fu r n i s h e d ; and 

(b) As a charge f o r the r i s k i n v o l v e d i n the d r i l l i n g 

o f the w e l l , 200 percent o f the pro r a t a share of 

reasonable w e l l costs a t t r i b u t a b l e t o each non-

consenting working i n t e r e s t owner who has not paid 

h e r / h i s share o f estimated w e l l costs w i t h i n 30 

days from the date the schedule o f estimated w e l l 

costs i s f u r n i s h e d . 

(8) The operator s h a l l d i s t r i b u t e s a i d costs and charges 

w i t h h e l d from p r o d u c t i o n t o the p a r t i e s who advanced the w e l l 

costs. 

(9) $5850.00 per month w h i l e d r i l l i n g and $585.00 per month 

w h i l e producing are hereby f i x e d as reasonable charges f o r 

s u p e r v i s i o n (combined f i x e d r a t e s ) ; the operator i s hereby 

aut h o r i z e d t o w i t h h o l d from p r o d u c t i o n the p r o p o r t i o n a t e share of 

such s u p e r v i s i o n charges a t t r i b u t a b l e t o each non-consenting 

working i n t e r e s t , and i n a d d i t i o n t h e r e t o , the operator i s hereby 

aut h o r i z e d t o w i t h h o l d from p r o d u c t i o n the p r o p o r t i o n a t e share of 
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ac t u a l expenditures r e q u i r e d f o r o p e r a t i n g the s u b j e c t w e l l , not 

i n excess o f what are reasonable, a t t r i b u t a b l e t o each non-

consenting working i n t e r e s t . 

(10) Any unleased mineral i n t e r e s t s h a l l be considered a 

seven-eighths (7/8) working i n t e r e s t and a one-eighth (1/8) 

r o y a l t y i n t e r e s t f o r the purpose o f a l l o c a t i n g costs and charges 

under the terms o f t h i s order. 

(11) Any w e l l costs o r charges which are t o be p a i d out of 

pro d u c t i o n s h a l l be w i t h h e l d o n l y from the working i n t e r e s t ' s 

share o f pr o d u c t i o n , and no costs or charges s h a l l be w i t h h e l d 

from p r o d u c t i o n a t t r i b u t a b l e t o r o y a l t y i n t e r e s t s . 

(12) A l l proceeds from p r o d u c t i o n from the s u b j e c t w e l l 

which are not disbursed f o r any reason s h a l l be placed i n escrow 

i n Lea County, New Mexico, t o be p a i d t o the t r u e owner t h e r e o f 

upon demand and proof o f ownership; the operator s h a l l n o t i f y the 

D i v i s i o n o f the name and address o f s a i d escrow agent w i t h i n 30 

days from the date o f f i r s t deposit w i t h s a i d escrow agent. 

(13) Should a l l the p a r t i e s t o t h i s f o r c e - p o o l i n g reach 

v o l u n t a r y agreement subsequent t o e n t r y o f t h i s order, t h i s order 

s h a l l t h e r e a f t e r be o f no f u r t h e r e f f e c t . 
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(14) The operator o f the subject w e l l and u n i t s h a l l n o t i f y 

the D i r e c t o r o f the D i v i s i o n i n w r i t i n g o f the subsequent 

v o l u n t a r y agreement o f a l l p a r t i e s subject t o the f o r c e - p o o l i n g 

p r o v i s i o n s o f t h i s order. 

(15) J u r i s d i c t i o n o f t h i s cause i s r e t a i n e d f o r the e n t r y o f 

such f u r t h e r orders as the D i v i s i o n may deem necessary. 

DONE a t Santa Fe, New Mexico, on the day and year 

hereinabove designated. 

STATE OF NEW MEXICO 
OIL CONSERVATION DIVISION 

WILLIAM J. LEMAY 
D i r e c t o r 

S E A L 

ordk905.509 
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WORKING INTEREST OWNERS 
E/2 W/2 SECTION 18 
T-17-S, R-39-E 

LEA COUNTY, NEW MEXICO 

OWNER WIS NRIX 

Arco O i l & Gas Company (1) 
Enron O i l & Gas Company 
The Anschutz Corporation 
Southland Royalty Company (2) 
Stanford C l i n t o n , J r . 

. 5000 

. 2409 

. 1712 

. 0775 

.0104 

.5000 

. 1957 

. 1284 

. 0775 

.0104 

(1) Subject to Agreement dated 6/15/91 between Arco & Anschutz 

(2) Subject to Agreement dated 11/9/90 between Southland a 
Anschutz. 
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MIDLAND DIVISION OFFIC I 
4000 N. BIG SPRING 

SUITE 209 
MIDLAND, TEXAS 79705 

TELEPHONE 915/686-003£T* 

Enron Oil & Gas Company 
P.O. Box 2267 
Midland, TX 79702 

May 16, 1991 

Att Mr. Steven D. Wentworth 

RE: E/2 W/2 and W/2 E/2 Section 18, 
T-17-S, R-39-E, 
Lea County, New Mexico 

Gentlemen: 

The Anschutz Corporation proposes the d r i l l i n g of a 12,000' Devonian test at a 
location in the NE/4 SW/4 Section 18, T-17-S, R-39-E, Lea County, New Mexico. 
We request that Enron O i l & Gas Company support the d r i l l i n g of t h i s well by 
joi n i n g Anschutz :n the formation of a 320 acre working interest unit covering 
the subject lands and (1) parti c i p a t i n g i n such well or (2) farming out to 
Anschutz for the d r i l l i n g of such well. 

Subject to Enron agreeing to j o i n t h i s proposed working interest unit and 
participate i n or farm out to the i n i t i a l test well, we propose to make available 
to Enron, f o r i t s evaluation, a l l of our geological and geophysical data covering 
the proposed working interest u n i t . Within t h i r t y (30) days following Enron's 
review of said data, Enron would n o t i f y Anschutz of i t s election with respect to 
the i n i t i a l t e st well and Enron and Anschutz would thereafter proceed under 
either Case A or Case B as follows: 

1) Enron and Anschutz would form a working interest unit 
consisting of rights from the surface through the base 
of the Devonian formation in the following lands: 

E/2 W/2 and W/2 E/2 Section 18, T-17-S, R-39-E, 
Lea County, New Mexico 

Ownership within t h i s working interest unit would be in 
the proportion that each party's interests bear to the 
t o t a l leasehold interest within the working interest 
u n i t . 

Case A: 
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2) Within one hundred and twenty (120) days from the 
formation of the working interest u n i t , Anschutz, as 
operator, would commence operations f o r the d r i l l i n g of 
the i n i t i a l test well and would thereafter continue such 
operations u n t i l such well i s d r i l l e d to a depth of 
12,000' or to a depth s u f f i c i e n t to adequately test the 
Devonian formation, whichever i s the lesser. 

3) The cost and ownership of the i n i t i a l test well would be 
shared by Enron and Anschutz i n accordance with t h e i r 
respective interests in the working interest u n i t . 

4) Operations on the i n i t i a l test well and a l l subsequent 
operations within the working interest unit would be 
governed by a mutually acceptable j o i n t operating 
agreement naming Anschutz as operator and containing a 
farmout provision i n the event of non-consent on a new 
well proposal with the non-consenting party (farmor) 
delivering a 75% NRI with no backin. 

5) Both the working interest unit and the j o i n t operating 
agreement would remain i n force and effect f o r a term of 
(1) the l i f e of any production established thereunder or 
(2) one hundred and twenty days beyond the plugging of 
any well d r i l l e d thereunder i f no production i s 
established. 

CASE B: 

1) Enron and Anschutz would form the above described 320 
acre working interest unit and enter in t o a farmout 
agreement covering the proration unit f o r the i n i t i a l 
test well. 

2) Within one hundred and twenty (120) days from the date 
of the farmout agreement, Anschutz, at i t s sole cost, 
r i s k and expense, would commence operations f o r the 
d r i l l i n g of the i n i t i a l test well and would thereafter 
continue such operations u n t i l such well i s d r i l l e d to 
a depth of 12,000' or to a depth s u f f i c i e n t to 
adequately test the Devonian formation, whichever i s the 
lesser. 

3) In the event the i n i t i a l test well i s timely commenced 
and completed as a well capable of producing o i l and/or 
gas i n paying quantities, Enron would assign to Anschutz 
one hundred percent (100%) of t h e i r interest i n the 
proration unit for such well, l i m i t e d to 100' below 
depth d r i l l e d . 
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4) In i t s assignment to Anschutz, Enron would r e t a i n an 
overriding royalty interest i n an amount equal to the 
lesser of (1) six and one quarter percent (6.25%) or (2) 
the difference between existing lease burdens and twenty 
f i v e percent (25%). 

5) Subsequent operations within the working interest u n i t 
would be i n accordance with the terms of an operating 
agreement i d e n t i c a l to the one provided f o r above. 

We w i l l appreciate your consideration of the above proposal, and look forward to 
hearing from you. Should you have any questions about t h i s , please do not 
hesitate to c a l l me at the above telephone number. 

Very t r u l y yours, 

Phil M. Wh i t s i t t 
Division Manager 

PMW/dlr 



tosrefr&r_ ENRON 
r ^ / g ^ ^ Oil & Gas Company 

jx 2267 Midland, Texas 79702 (915) 686-3600 

June 27, 1990 

The Anschutz Corporation 
4000 N. Big Spring, Suite 209 
Midland, Texas 79705 
Attn: Phil M. Whitsitt 

RE: E/2 W/2 Section 18-17S-39E 
Lea County, New Mexico 
EOG's Brandywine Prospect 

Gentlemen: 

Enron Oil & Gas Company has reviewed your proposal dated June 26 with our 
management and wish to advise that at this time Enron is not interested in a 
joint venture or farming out. 

Yours very truly, 

ENRON OIL & GAS COMPANY 

Frank C. Estep 
Division Landman 

FCE/cl 



T H E 

C O R P O R A T I O N 

MIDLAND DIVISION OFFICE 
4000 N. BIG SPRING 

SUITE 209 
MIDLAND. TEXAS 79705 

TELEPHONE 915/636-0038 

June 26, 1990 

Enron Oil & Gas Company 
P.O. Box 2267 
Midland, TX 79702 

Att: Mr. Frank C. Estep 

RE: E/2 W/2 Section 18, 
T-17-S, R-39-E, 
Lea County, New Mexico 

Gentlemen: 

The Anschutz Corporation proposes the drilling of a 12,500' Devonian test 
to be located in the E/2 W/2 Section 18, T-17-S, R-39-E, Lea County, 
New Mexico. We request that Enron Oil & Gas Company support the drilling 
of this well by (1) joining Anschutz in the formation of a working 
interest unit and participating in such well or (2) farming out to 
Anschutz. 

Subject to Enron agreeing to either join or farmout, we propose to make 
available to Enron, for its evaluation, a l l of our geological and 
geophysical data in the prospect area. Within thirty (30) days following 
Enron's receipt of said data, Enron would notify Anschutz of its election 
with respect to such well and Enron and Anschutz would thereafter proceed 
under either Case A or Case B as follows: 

1) Enron and Anschutz would form a working interest unit 
consisting of rights below the San Andres formation 
in the following lands: 

E/2 W/2 and E/2 Section 18, T-17-S, R-39-E, 
Lea County, New Mexico. 

Ownership within this working interest unit would be 
in the proportion that each party's leasehold bears 
to the total leasehold interest within the working 
interest unit. 

2) Within 120 days from the formation of the working 
interest unit, Anschutz, as Operator, would commence 
operations for the drilling of the initial test well 
and would thereafter continue such operations until 

Case A: 
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such well has been d r i l l e d to a depth of 12,500' or 
to a depth sufficient to adequately test the Devonian 
formation, whichever is the lesser. 

3) The costs and ownership of the i n i t i a l test well 
would be shared by Enron and Anschutz in accordance 
with their respective interests in the working 
interest unit. 

4) Operations on the i n i t i a l test well and a l l 
subsequent operations within the working interest 
unit would be governed by a mutually acceptable j o i n t 
operating agreement u t i l i z i n g an AAPL Form 610-1982 
naming Anschutz as Operator and containing a 
100X-300% non-consent penalty on operations beyond 
the d r i l l i n g of the i n i t i a l test well. 

5) Both the working interest unit and the joint 
operating agreement w i l l remain in force and effect 
for a term equal to the latter of (1) the l i f e of any 
production established thereunder or (2) 120 days 
beyond the plugging of any well d r i l l e d thereunder i f 
no production is established. 

CASE B: 

1) Enron and Anschutz would enter into a farmout 
agreement covering the following lands: 

E/2 W/2 Section 18 
T-17-S, R-39-E, 
Lea County, New Mexico 

2) Within 120 days from the date of the farmout 
agreement, Anschutz, at i t s sole cost, risk and 
expense, would commence operations for the d r i l l i n g 
of the i n i t i a l test well and would thereafter 
continue such operations u n t i l such well has been 
d r i l l e d to a depth of 12,500' or to a depth 
sufficient to adequately test the Devonian formation, 
whichever is the lesser. 

3) In the event the i n i t i a l test well is timely 
commenced and completed as a well capable of 
producing o i l and/or gas in paying quantities, Enron 
would assign Anschutz one hundred percent (100*) of 
their interest in the proration unit for such well 
and an undivided seventy-five percent (75%) of their 
interest in the balance of the farmout lands, limited 
to 100' below depth d r i l l e d in the i n i t i a l test well. 
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4) As to the proration unit for the i n i t i a l test well, Enron would 
retain an overriding royalty interest in an amount equal to the 
lesser of (1) six and one-quarter percent (6.25%) or (2) the 
difference between existing lease burdens and twenty-five 
percent (25%), with the option of converting said overriding 
royalty interest to a twenty five (25%) working interest at 
payout. 

5) Operations on the i n i t i a l test well after payout and on a l l 
subsequent wells would be in accordance with a mutually 
acceptable jo i n t operating agreement naming Anschutz as 
Operator. 

We w i l l appreciate your consideration of the above proposal and look 
forward to hearing from you. Should you have any questions about this, 
please do not hesitate to c a l l me at the above telephone number. 

Very truly yours, 

Division Land Manager 

PMW/dlr 

> 



C O R P O R A T I O N 

MIDLAND DIVISION OFFICE 
4000 N BIG SPRING 

SUITE 209 
MIDLAND. TEXAS 79705 

TELEPHONE 915 686 0038 

S . • A 

January 9, 1990 > 

Enron Oil & Gas Company 
P.O. Box 2267 
Midland, TX 79702 

Att: Mr. Frank C. Estep 

RE: E/2 W/2 Section 18, 
T-17-S, R-39-E, 
Lea County, New Mexico 

Gentlemen: 

Please refer to our letter of October 23, 1989 in which we requested a 
farmout of Enron's interest in the subject lands for the d r i l l i n g of a 
12,500' test well. Enron has advised that they are currently evaluating 
the shallower potential in this area and for this reason rejected our 
request. 

In order to allow for both Enron and Anschutz to conduct their respective 
programs, we would like to submit the following proposal for your 
consideration: 

1) Enron to grant Anschutz a farmout of their interest 
in the subject lands retaining a l l rights from the 
surface through the Grayburg formation. 

2) Anschutz to commence operations for the d r i l l i n g of 
an i n i t i a l test well within one hundred and twenty 
(120) days from farmout date and to continue such 
operations u n t i l such well has been d r i l l e d to a 
depth of 12,500' or to a depth sufficient to 
adequately test the Devonian formation, whichever is 
the lesser. 

3) In the event the i n i t i a l test well results in a dry 
hole, Anschutz w i l l turn over such well to Enron at 
no cost in order that Enron might test those rights 
from the surface through the Grayburg formation. 
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4) In the event the i n i t i a l test well is completed as a 
well capable of producing o i l and/or gas in paying 
quantities, Enron would assign to Anschutz one 
hundred percent (100%) of their interest in the 
proration unit for such well and an undivided 
seventy-five percent (75%) of their interest in the 
balance of the farmout lands, limited to those rights 
from the base of the Grayburg formation to one 
hundred feet (100') below depth d r i l l e d in the i n i t a l 
test well. 

5) As to the proration unit for the i n i t i a l test well, 
Enron would retain an overriding royalty interest in 
an amount equal to the lesser of (1) six and 
one-quarter percent (6.25%) or (2) the difference 
between existing lease burdens and twenty-five 
percent (25%) with the option of converting said 
overriding royalty interest to a twenty-five percent 
(25%) working interest at payout. 

6) Operations on the i n i t i a l test well after payout and 
on a l l subsequent wells would be in accordance with 
the terms of a mutually acceptable j o i n t operating 
agreement naming Anschutz as operator. 

We w i l l appreciate your favorable consideration of our proposal and look 
forward to hearing from you. Should you have any questions in this 
regard, please do not hesitate to call me at the above telephone number. 

Very truly yours, 

Phil M. Whitsitt 
Division Land Manager 

PMW/dlr 



Oil & Gas Company 

P. O. Box 2267 Midland, Texas 79702 (915) 686-3600 

December 11, 1989 

The Anschutz Corporation 
4000 N. Big Spring, Suite 209 
Midland, Texas 79705 
ATTN: Phil M. W h i t s i t t 

RE: E/2 W/2 Section 18, T17S, R39E 
Lea County, New Mexico 
Enrons Brandywine Prospect 

Gentlemen: 

Enron has reviewed your proposal dated October 23, 1989, and wishes 
to advise that we are not, at thi s time, interested i n farming out our 
interest under the referenced lands and therefore declines your o f f e r . 

We thank you f o r the opportunity to consider th:.s o f f e r and we hope 
that you keep us i n mind for any other proposals you may have i n the 
future. 

Very t r u l y yours, 

ENRON OIL & GAS COMPANY 

Division Landman 

FCE/cl 

/ 

Part of the Enron Group of Energy Companies 



C O R P O R A T I O N 

MIDLAND DIVISION OFFICE 
4000 N BIG SPRING 

SUITE 209 
MIDLAND. TEXAS 79705 

TELEPHONE 915/6860038 

October 23, 1989 

Enron Oil & Gas Company 
P.O. Box 2267 
Midland, TX 79702 

Att: Mr. Frank C. Estep 

RE: E/2 W/2 Section 18, 
T-17-S, R-39-E, 
Lea County, New Mexico 

Gentlemen: 

The Anschutz Corporation proposes the drilling of a 12,500* Devonian test 
at a legal location on the E/2 W/2 Section 18, T-17-S, R-39-E, Lea County, 
New Mexico. According to our information, Enron Oil & Gas Company is the 
owner of the oil and gas leasehold estate in these lands. 

We respectfully request your giving consideration to supporting the 
drilling of this proposed test by granting Anschutz a farmout on Enron's 
interest in these lands under the following basic terms and conditions: 

1) Within one hundred and twenty (120) days from the date 
of an acceptable farmout agreement, Anschutz will 
commence operations for the drilling of the initi a l 
test well and will thereafter continue such operations 
until such well has been drilled to a depth of 12,500' 
or to a depth sufficient to adequately test the 
Devonian formation, whichever is the lesser. 

2) In the event the initial test well is timely commenced 
and completed as a well capable of producing oil 
and/or gas in paying quantities, Enron would assign to 
Anschutz one hundred percent (100%) of their interest 
in the proration unit for such well and an undivided 
seventy-five percent (75%) of their interest in the 
balance of the subject lands, limited to one hundred 
feet (100') below depth drilled in the initial test 
well. 
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3) As to the proration unit for the initial test well, 
Enron would retain an overriding royalty interest in 
an amount equal to the lesser of (1) six and 
one-quarter percent (6.25%) or (2) the difference 
between existing lease burdens and twenty-five percent 
(25%) with the option of converting said overriding 
royalty interest to a twenty-five percent (25%) 
working interest at payout. 

4) Operations on the initial test well after payout and 
on a l l subsequent wells would be in accordance with 
the terms of a mutually acceptable joint operating 
agreement naming Anschutz as Operator. 

We will appreciate your favorable consideration of our proposal and look 
forward to hearing from you. Should you have any questions in this 
regard, please do not hesitate to call me at the above telephone number. 

Very truly yours, 

Phil M. Whitsitt 
Division Land Manager 

PMW/dlr 



SSW* C O R P O R A T I O N 

MIDLAND DIVISION OFFICE 
4000 N. BIG SPRING 

SUITE 209 
MIDLAND. TEXAS 79705 

TELEPHONE 915 686 0038 

August 14, 1991 

Mr. Stanford C l i n t o n , J r . 
P.O. Box 375 
Wilson, WY 83014 

RE: E/2 W/2 Section 18 
T-17-S, R-39-E, 
Lea County, New Mexico 

B!T0r£ EXAM'PO ST0GMER ! 

I 

Dear Mr. C l i n t o n : 

In accordance w i t h our telephone conversation today, I am enclosing 
two copies of a proposed operating agreement between you and 
The Anschutz Corporation covering the subject lands and the 
d r i l l i n g of an i n i t i a l 12,000' Devonian t e s t . As you w i l l note, 
E x h i b i t "A" has been prepared w i t h the assumption t h a t you w i l l 
"non-consent" the d r i l l i n g of the i n i t i a l t e s t w e l l and w i l l , 
t h e r e f o r e , have no i n t e r e s t (cost or income) i n t h i s w e l l u n t i l i t 
has paid out the 300% non-consent penalty. A f t e r payout of t h i s 
penalty you w i l l be e n t i t l e d to your o r i g i n a l 1.0417% i n t e r e s t i n 
t h i s w e l l . 

For your f i l e s and information, we are also enclosing a copy of our 
AFE covering the i n i t i a l t e s t w e l l which shows a dry hole cost of 
$555,000. and a completed w e l l cost of $885,000. This i s , of 
course, only an estimate of the cost to d r i l l and complete t h i s 
w e l l and the payout account w i l l be based on actual expenditures. 

I f t h i s o p e rating agreement meets w i t h your approval, please sign 
and r e t u r n one copy i n the self-addressed stamped envelope which i s 
enclosed. 

Should you have any questions about t h i s agreement, please do not 
he s i t a t e t o c a l l me c o l l e c t at the above telephone number. 

Very t r u l y yours, 

D i v i s i o n Manager 

PMW/dlr 

Enclosures 



C O R P O R A T I O N 

MIDLAND DIVISION OFFICE 
4000 N. BIG SPRING / .• 

SUITE 209 ^ 
MIDLAND, TEXAS 79705 

TELEPHONE 915/6860038 

June 3, 1991 

Mr. Stanford 
P.O. Box 375 
Wilson, WY 

Cl i n t o n , Jr 

83014 — 

RE: E/2 W/2 Section 18 
T-17-S, R-39-E, 
Lea County, New Mexico 

Dear Mr. C l i n t o n : 

As I explained i n our recent telephone conversation, The Anschutz 
Corporation i s attempting to acquire o i l & gas leases on the above-
described 160 acre t r a c t f o r the purpose of d r i l l i n g a t e s t w e l l 
thereon. According to our information, you own an undivided 
1.04166% mineral i n t e r e s t i n these lands. 

For your consideration, I am enclosing the o r i g i n a l and one (1) 
copy of a proposed lease from you to Anschutz. As you w i l l note, 
t h i s lease contains a twenty percent (20%) r o y a l t y p r o v i s i o n and i s 
f o r a primary term of only one year. Also enclosed i s a d r a f t i n 
the amount o f $250.50 which represents a bonus consideration of 
$150/acre f o r your 1.67 net mineral acres. 

In the event t h i s meets w i t h your approval, please execute the 
o r i g i n a l copy of the o i l & gas lease before a notary public and 
place i t , along w i t h the d r a f t , i n your bank f o r c o l l e c t i o n . 

I f you have any questions about t h i s , please do not he s i t a t e to 
c a l l me at the above telephone number. 

Very t r u l y yours, 

|E ANSCHUTZ CORPORATION 

P h i l M. W h i t s i t t 
D i v i s i o n Manager 

PMW/dlr 
Enclosures 

pW/g/f - ^ ^ ^ ^ 
(c€,-vm// te -' , 
(1 fc / / 



EXHIBIT " I I 

ATTACHED TO LETTER AGREEMENT 
DATED JUNE 15, 1991 BETWEEN 
THE ANSCHUTZ CORPORATION AND 
ARCO OIL & GAS COMPANY 

A.A.P.L. FQRSL610-1982 

MODEL FORM OPERATING AGREEMENT 

BEFORE EXAMINER STOGNER 
Oi! Conservation Division 

^^vExhlbilNo. C 
Case No. \°^o 

OPERATING AGREEMENT 

DATED 

June 15 , 19 91 

OPERATOR THE ANSCHUTZ CORPORATION 

CONTRACT AREA The East Half of the West Half (E/2 W/2), and 

the West Half of the East Half (W/2 E/2) of Section 18, Township 17 South, 

Range 39 East 

COUNTY OR PARISH OF Lea STATE OF New Mexico 

COPYRIGHT 1982 — ALL RIGHTS RESERVED 
AMERICAN ASSOCIATION OF PETROLEUM 
LANDMEN. 2408 CONTINENTAL LIFE BUILDING. 
FORT WORTH. TEXAS, 76102, APPROVED FORM. 
A .A.P .L . NO. 610 - 1982 REVISED 
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OPERATING AGREEMENT 

THIS AGREEMENT, enterea mta ay ana T H E ANSCHUTZ CORPORATION 
Hereinafter designated inc 

reierrea to as ' 'Operator '. ina tne signatory partv or parties ower man Operaior. sometimes nereinaiter reierrea to inaiviauaiiv herein 
AS "Non-Operator", ind coiiecnveiy as "Non-Operators". 

>: WITNESSETH: 

10 WHEREAS, the parties to this agreement are owners ot oil and gas leases and/or oil and gas interests in the Land identified in 
11 Exhibit " A " , and the parties hereto have reached an agreement to explore and develop these leases ana/or oil ana gas interests tor the 
[2 prouuLuuu ui uu —iu g—> co uie stent and as hereinafter provided. 
• 5 
14 NOW. THEREFORE, it is agreed as follows: 
15 

lb ARTICLE I . 

1 ' DEFINITIONS 
IS 

!9 As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 
20 A. The term "oil and gas" shall mean oil. gas. casinghead gas, gas condensate, and all other liquid or gaseous hydrocaroons 
21 ind other marketable substances produced therewith, unless an intent to limit the tnciusiveness oi this term is specifically stated. 
22 B. The terms "oil and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts oi land 
25 iymg within the Contract Area which are owned by the parties to this agreement. 
24 C. Tne term "oil and gas interests" shall mean unleased tee and mineral interests in tracts ot land lying within the 
25 Contract Area which are owned by parties to this agreement. 
2a D. The term "Contract Area ' shall mean all ot the lands, oil and gas leasehold interests and oil and gas interests intended to be 
2' developed and operated {or oil ana gas purposes under this agreement. Such lands, od and gas leasehold interests and oil and gas interests 
2S are described in Exhibit " A " . 
29 E. The term "drilling unit" shall mean tne area fixed ior the drilling ot one well by order or rule of any state or 
50 federal body having authority Ii a drilling unit is not fixed by any such rule o~ order, a drilling unit shall be the drilling unit as establish-
51 ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parues. 
52 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to be located. 
53 G. The terms "Drilling Party " and "Consenung Party" shall mean a parry who agrees to join in and pay its share of the cost of 
54 any operauon conducted under the provisions of this agreement. 
35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a pany who elects not to participate 
56 in a proposed operation. 

58 * Unless the context otherwise clearly indicates, words used in the singular include the piural. the piurai includes the 
; 9 singular, and the neuter gender includes the masculine and the temtnine. 
40 .. -
41 ARTICLE I I . 

EXHIBITS 
43 

44 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof. 
41 X A. Exhibit " A " , shall include the following information: 
46 i l ) Identification of lands subject to this agreement. 
4? <2) Restrictions, if any. as to depths, formauons. or substances. 
45 3) Percentages or fractional interests of parues to this agreement. 
<9 14) Oil and gas leases ano/or oil and gas interests suDiect to this agreement. 

e'0 .5) Addresses of parties tor notice purposes. 
M X B. Exhibit " B " . Form ot Lease. 
c2 X C. Exhibit "C". Accounting Procedure. 
<5 X D. Exhibit " D " . Insurance. 
4̂ X E. Exhibit "E", Gas Balancing Agreement. 

51 X F. Exhibit "F". Non-Discnminaoon and Certification of Non-Segregated Facilities. 

56 2 G. Exhibit ' C \ WX*mm>- Farmout Agreement 
5"" If any provision of any exhibit, except Exhibits " E " and "G" , is inconsistent with any provision contained in-the body 

of this agreement, tne provisions in the body of this agreement shall prevail. 

IX) 

••,s 
uo 

67 

o3 

09 

70 

l 
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ARTICLE III. 
INTERESTS OF PARTIES 

A. Oil and Gas Interests: 

If any party owns an od and gas interest in the Contract Area, that interest shall be treateo lor all purposes ot this agreement 
ind during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit "B". ind the owner thereot 
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee tnereunaer. 

B. Interests of Parties in Costs and Production: 

Unless changed by other provisions, all costs and Liabilities incurred in operations 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 parties as their interests are set 
lorth in Exhibit "A". In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the 
payment of royalties to the extent ni O n e - q u a r t e r ( 1 / 4 ) which shall be borne as hereinafter set forth. 

Regardless of which party has contributed the leasets) and/or oil and gas interests) hereto on which royalty is due and 
payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or 
cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 
other parues free from any liability therefor. No pany shall ever be responsible, however, on a price basis higher than the price received 
Dy such party, to any other party's lessor or royalty owner, and if any such other party's lessor or royalty owner should demand and 
receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to 
such higher pnce. 

Nothing contained in this Arucle 1II.B. shall be deemed an assignment or cross-assignment ot interests covered hereby. 

C. Excess Royalties, Overriding Royalties and Other Payments: 

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty, 
overriding royalty, production payment or other Durden on production in excess ot the amount supulated in Arucle III.B.. such party so 
burdened shall assume and alone bear all such excess obligauons and shall indemnify and hold the other parties hereto harmless from any 
and all claims and demands for payment asserted by owners of such excess burden. 

D. Subsequently Created Interests: 

If any party should hereafter create an overriding royalty, production payment or other burden payable out of production 
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit "A", or 
was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a tointly acknowledged and 
accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently created interest" irrespecuve ol the 
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 
io as "burdened pany"). and: 

1. If the burdened party is required under this agreement to assign or relinquish to any other party, or panics, all or a portion 
of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and or 
production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party, 
or parties, harmless from any and all claims and demands for payment asserted by owners ot the subsequently created interest: 
and. 

2. If the burdened pany fails to pay. when due. its share ot expenses chargeable hereunder, ail provisions of Article VII.B. shall be 
enforceable against the subsequently created interest in the same manner as they are entorceable against the working interest of 
the burdened party. 

ARTICLE IV. 

TITLES 

A. Title Examination: 

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or. if 
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to .be includ
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding 
royalty and production payments under the applicable leases. At the time a well is proposed, each pany contributing leases and_t"t>il and 
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 
reports), ode opinions, title papers and curative material in its possession free of charge. All such information not in the possesion oi or 
made available to Operator by the parties, but necessary for the examtnaoon of the title, shall be obtained by Operator. Operator shall 
cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be funrabed to each pany 
hereto. The cost incurred by Operator in this ude program shall be borne as follows: 

- — 
G Option No. 1: Costs incurred by Operator in procuring abstracts and ode exaniination (including preliminary, supplemental, 
shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as piwidetrtrLxnlwP* *C''-, 
and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside attorneys. 

-2-
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ARTICLE IV 
continued 

XX Opuon No. 2: Costs incurred by Operator in procuring abstracts and tees paid outside attorneys lor tide examination 
1 including preliminary, supplemental shut-in gas rovaity opinions and division order title opinions! shall be borne Dy the Drilling Parties 

:n the proporuon that the interest ot each Drilling Party Dears to the total interest ol all Drilling Parties as such interests appear in Ex-
-:bit " A " . Operator shall make no charge tor services renoerea by its sun" attorneys or other personnel in trie pertormance ot the aoove 
:jncuons. 

Each pany snail be responsiole tor securing curauve matter and pooling amendments or agreements required in connection 
? with leases or oil and gas interests contributed by such party. Operaior shall be responsible tor tne preparauon ano recording ol pooung 

iesrgnauons or declarations as weil as the conduct ot hearings oetore governmental agencies lor the securing oi spacing or pooling orders. 
'.) This snail not prevent any party trom appearing on its own oehalf at any such hearing. 

12 No well shall be drilled on tne Contract Area until alter i l ) the title to ihe drillsite or drilling unit r.as Deen examined as above 
! 3 provided, and (2) the title has been approved by the examining attorney or title has been accepted by ail oi the parties who are to par-
'. 4 urinate ui the drilling of the well. 
15 

io B. Lou of Title: 
I 7 

! 3 1. Failure of Tide: Should any oil and gas interest or lease, or interest therein, be lost through failure ot title, which loss results in a 
19 reduction of interest from that shown on Exhibit " A " , the pany contribuung the affected lease or interest shall have ninety (90) days 
20 from final determinauon of tide failure to acquire a new lease or other instrument curing the enurety of the title failure, which acquisi-
21 tion will not be subject to Article VIII.B.. and failing to do so. this agreement, nevertheless, shall continue m lorce as to ail remaining oil 
22 and gas leases and interests: and. 
23 ,a) The pany whose oil and gas lease or interest is aitected by the title tailure shall bear aione the entire loss and it shall not be 
2 t enutled to recover from Operator or the other parues any development or operaung costs which it may nave tneretotore paid or incurred. 
25 but there shall be no additional liability on its pan to the other parues hereto by reason of such title failure: 
25 ib) There shall be no retroactive adjustment oi expenses incurred or revenues received from the operauon ot the interest which has 
2' oeen lost, but the interests of the parues shall be revised on an acreage basis, as ot the time it is determined finally that title latlure has oc-
2S oirred. so that the interest oi the party whose lease or interest is atiecied by the ude failure will thereafter oe reduced in the Contract 
29 Area by the amount of the interest lost; 
Mj id If the propomonate interest of the other parties nereto in anv producing well theretofore drilled on the Contract Area is 
51 increased by reason of the tide failure, the party whose ude has tailed shall receive the proceeds attributable to the increase in such in-
32 terest (less costs and burdens attributable theretoi unui it has Deen reimbursed lor unrecovered costs paid by u in connecuon with such 
53 well; 
34 (d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title which has 
55 failed, pay in any manner any pan ot the cost oi operation, development, or equipment, such amount shall be paid to the party or panies 
56 »'ho bore the costs which are so refunded: 

3" (e) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be 
58 borne by the party or parties whose tide failed in (he same proportions in which they shared in such prior production: and. 
59 (ft No charge shall be made to the joint account lor legal expenses, lees or salaries, in connection with the defense ot the interest 
•«) .. claimed by any party hereto, it being the intention ol the parties hereto that each shall defend title to us interest and bear all expenses in 
41 connection therewith. 

42 
i * 2. Loss bv Non-Payment or Erroneous Payment oi Amount Due: If. through mistake or oversignt. any rental, shut-in well 
44 payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a resuit a lease or interest therein terminates. 
45 there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required 
4t> payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment. 
47 which acquisition will not be subject to Arucle VM.B.. the interests oi the parties shall be revised on an acreage basis, effective as of the 
48 date of termmauon of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in 
49 the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the 
50 required payment shall not have been fully reimbursed, at the time ot the loss, from the proceeds of the sale oi oil and gas attributable to 
51 the lost interest, calculated on an acreage basis, for the development and operaung costs theretoiore paid on account ol such interest, it 
52 shall be reimbursed for unrecovered actual costs theretoiore paid by it (but not for its share of the cost ol anv dry hole previously drilled 
53 or wells previously abandoned) from so much of the following as is necessary to effect reimbursement: 
54 (a) Proceeds of oil and gas. less operating expenses, theretoiore accrued to the credit of the lost interest, on an acreage basis. 
55 up to the amount of unrecovered costs; 
56 (b) Proceeds, less operating expenses, thereafter accrued attributable to die lost interest on an acreage basis, of that portion of 
57 oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease 
58 termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said 
59 portion of the oil and gas to be contributed by the other panies in proportion to their respective interests: and. i^. 
60 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any pany who is. or becomes, the owner of thtjinterest 
61 lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. w 
62 rj.- . 
63 3. Other Losses: All losses incurred, other than those set forth in Articles 1V.B.1. and IV.B.2. above, shall be jojdrlosses 
64 and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining fJWDon ol 
65 the Contract Area. * "\ 

« . ;z^h 
68 j i-\ sf: 
69 V..C 
70 

•3-
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ARTICLE V. 

OPERATOR 

A. Designation and Responsibilities of Operator: 

THE ANSCHUTZ CORPORATION 
.shall be tne 

Operator ot the Contract Area, and shall conduct and direct and have full control of all operaaons on the Contract Area as permitted and 
S required by. and within the limits of this agreement. It shall conduct all such operaoons in a good and workmanlike manner, but it shall 
o have no liability as Operator to the other parties tor losses sustained or liabilities incurred, except such as may result trom gross 

10 negligence or willful misconduct. 

11 
12 B. Resignation or Removal of Operator and Selection of Successor: 

13 
11 1. Rd-iir-uor. or ."cue-a! of Operator: Operator m3y resign a: any time by giving written notice thereot to N^n-Opr-?.!"™ 
15 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as 
16 Operator. Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator 
1" may be removed ii it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the 
IS affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit " A " remaining 

19 after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M. on the 
20 first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action 
21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 
22 date. Operator, alter effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
23 porate name or structure of Operator or transfer of Operator 's interest to any single subsidiary, parent or successor corporauon shall not 

24 be the basis for removal of Operator. 

25 
26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by 
2' die parties. The successor Operator shall be selected from the parues owning an interest in the Contract Area at the ume such successor 
25 Operaior is selected. The successor Operator shall be selected by the affirmauve vote of two (2) or more parties owning a majority interest 
29 based on ownership as shown on Exhibit " A " : provided, however, if an Operator which has been removed fails to vote or votes only to 
30 succeed itself, the successor Operator shall be selected bv the atfirmauve vote of two (2) or more parties owning a majority interest based 

31 on ownership as shown on Exhibit " A " remaining alter excluding the voting interest of the Operator that was removed. 

32 
33 C. Employees: 
34 
35 The number of employees used by Operator in conducung operations hereunder, their selection, and the hours of labor and the 
36 compensauon for services performed shall be determined by Operator, and all such employees shall be the employees of Operator. 

37 
38 D. Drilling Contracts: 
39 
40" - All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so 
i l aesires. Operator may employ us own tools and equipment in the drilling oi weils. but its charges therefor shall not exceed the prevailing 
•t2 rates m the area and the rate of such charges shall be aareed upon by the parties an writing before drilling operations are commenced, and 
-o such work shall be pertormed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
-M dependent contractors who are doing work ot a similar nature. 
-)5 
46 

4" 
48 
^ ARTICLE V I . 

50 DRILLING AND DEVELOPMENT 

51 
52 A. Initial Well: 
5' 
54 On or before the day of , 19 Operator shall commence the drilling oi a well for 

f Section 18, oii ana gas at the following location: a t a i e & e \ l o c a t i o n i n the N E / 4 o f t h e SW/4 O 
Township 17 South, Range 39 East, Lea County, New Mexico 

ana shall thereatter continue the drilling oi the weii with due diligence to a d e p t h o f 12,000 f t . o r t o a d e p t h 
sufficient to test the Devonian Formation, whichever is the lesser. 

unless granite or otner practicailv impenetraoie suostance or condition m the hoie. which renders turtner driiima lmpracncal. is en 
! " countered a: a lesser aepth. or uniess ail parties agree to complete or abandon the well at a iesser oeptr. 

i>> Operator shall make reasonable tests of all formauons encountered during drilling which give indication ot containing oil and 
v°> gas in quanuues suhicient to test, uniess this agreement shall be limited in its application to a specific tormation or formations, in which 
~" event Operator shall be required to test only the tormauon or tormauons to which this agreement mav apply. "2__x_j_lLT«. 
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ARTICLE VI 
continued 

1 If, in Operator's judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the 
2 well as a dry hole, the provisions of Article VI.E.l. shall thereafter apply. 
3 
-i 

5 
() 

8 

B. Subsequent Operations: 

1. Proposed Operations: Should any party hereto desire to drill any well on the Contraa Area other than the well provided 
9 tor in Article VI.A., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all 

10 the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the 
11 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 
13 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
14 ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be 
15 limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within 
16 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or 
17 

response given by telephone shall be promptly confirmed in writing. 
18 
19 
20 
21 If all parties elect to participate in such a proposed operation. Operator shall, within ninety (90) days after expiration of the notice 
22 period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on kxa-
23 uon, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 
25 for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain 
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
27 animation or curative matter required for tide approval or acceptance. Notwithstanding the force majeure provisions of Article XI, ii the 
28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 
29 if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
30 dance with the provisions hereof as if no prior proposal had been made. 
31 
32 
33 
34 2. Operanons by Less than All Parties: If any party receiving such notice as provided in Article VI.B.l. or VH.D.l. (Option 
35 No. 2) elects not to participate in the proposed operation, then, in order to be entided to the benefits of this Article, the party or parties 
36 giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of 
37 the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is 
38 on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all 
39 work for the account of the Consenting Panies; provided, however, if no drilling rig or other equipment is on location, and if Operator is 
40 -a Non-Consenting Pany, the Consenting Panies shall either: (a) request Operator to perform the work required by such proposed opera-

'41 tion for the account of the Consenting Parties, or (b) designate one (I) of the Consenting Panies as Operator to perform such work. Con-
42 senting Parties, when conducting operations on the Contraa Area pursuant to this Article VI.B.2., shall comply with all terms and con-
43 ditions of this agreement. 
44 
45 
46 
47 If less than all parues approve any proposed operation, the proposing pany, immediately after the expiration of the applicable 
48 notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as 
49 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Pany, within forty-eight (48) hours 
50 (exclusive of Saturday. Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
51 ticipation to such party's interest as shown on Exhibit "A" or (b)carry its proportionate part of Non-Consenting Parties' interests, and 
52 failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for 
53 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party, 
54 at its election, may withdraw such proposal if there is insufficient participation and shall prompdy notify all parties of such decision. 
55 
56 
57 
58 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have 
59 eleaed to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involvoiin such 
60 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting'Parties. 
61 If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location, at their 
62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resulntm a pro-
63 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cos*artd risk, 
64 n 
65 T : 
66 - - V; 1 
67 . ~ , 
68 ; . 
69 - :*»••, 
70 
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and the well shall then be turned over to Operator and shall be operated by it at the expense and tor the account oi the Consenting Par
ties. Upon commencement ot operauons lor the drilling, reworking, deepening or plugging back ot any such well by Consenting Faroes 
in accordance with the provisions ot this Article, each Non-Consenting Party shall be deemed to have relinquished to Consennng Parties, 
and the Consenting Parties shall own and be enaded to receive, in proporuon to their respecnve interests, ail oi such Non-Consenting 
Parry 's interest in the well and share ot production tnerefrom unni the proceeds of the sale of such share, calculated at the weii. cr 
market value thereof if such share is not sold, tatter deducting production taxes, excise taxes, royalty, overriding royalty and other in
terests not excepted by Ardcie III.D. payable out 01 or measured by the production trom sucn weii accruing with respect to such interest 
until it reverts) shall equal the total of the following: 

10 
:i 
12 .a) 100% of each such Non-Consenting Party 's share of the cost of any newly acquired surface equipment beyond the wellhead 
13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such 
14 Non-Consenting Party's share oi the cost of operation ot the well commencing with first production and continuing until each such Non-
15 Consenting Party's relinquished interest shall revert to it under other provisions of this Arucle, it being agreed that each Non-
16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 
17 Party had it participated in the well from the beginning of the operations: and 
13 
19 
20 
21 (b)_lf__L_A> of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, tesung and completing. 
22 alter deducting any cash contrtbuuons received under Article VHfc€., and 3QQ ," of that poruon of the cost of newly acquired equip-
23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party tf it had 
24 parucipatedtherein. See Article XV - Other Provisions. 
->< 
26 

23 An election not to participate in the drilling or tne deepening of a well shall be deemed an election not to participate in any re-
29 working or plugging back operauon proposed in such a well, or poruon thereof, to which the initial Non-Consent election applied that is 
30 conducted at any time prior to full recovery bv the Consenting Parties of the Non-Consenting Party's recoupment account. Any such 
31 reworking or plugging back operauon conducted during the recoupment period shall be deemed part of the cost of operation of said well 
52 and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that poruon of the costs of 
33 the reworking or plugging back operauon which would have been chargeable to such Non-Consenting Party had it parocipated therein. If 
34 such a reworking or plugging back operauon is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-
35 plicable as between said Consenung Parties in said well. 
36 
37 
38 
i2 During the period of time Consenting Parties are entitled to receive Non-Consenting Party s share of production, or the 
40 proceeds therefrom. Consenung Parties shall be responsible for the payment of all producuon. severance, excise, gathering and other 
41 taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party 's share of production not excepted by Ar-
42 ucle III.D. 
43 
44 
45 
46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use. free 
47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 
48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for ail such equip-
49 ment to the owners thereof, with each party receiving us proportionate part in kind or in value, iess cost of salvage. 
50 
51 
52 
53 Within sixty (60) days after the completion of any operation under this Article, the party conducing the operations for the 
54 Consenting Parties shall furnish each Non-Consennng Party with an inventory of the equipment in and connected to the well, and an 
55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the weii for production; or. at its 
56 option, the operaung party, in lieu of an itemized statement of such costs of operauon. may submit a detailed statement of monthly bul-
57 ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the 
58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities tn-
59 curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount o&proceeds 
60 realized from the sale of the well's working interest production during the preceding month. In determining the quantity of gjland gas 
61 produced during any month. Consenung Parties shall use industry accepted methods such as. but not limited to. metering «r periodic 
62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any suctftBperaoon 
63 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unretumd costs 
64 ot the work done and of the equipment purchased in determining when the interest of such Non-Consennng Party shall reven*to it as 
o5 above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Partv. _f-; 
66 ' ' r~ -<H 
67 ,' ; •' '• 
68 ; i 
69 -
-o 
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If and when the Consenung Parues recover trom a Non-Consenung Party s relinquished interest the amounts provided for above, 
the relinquished interests of such Non-Consenung Party shall automaucally revert to it. and, from ana after sucn reversion, such Non-
Consenong Parry shall own the same interest in sucn weii. the material and equipment in or pertaining thereto, and the producuon 
therefrom as such Non-Consenung Party would have oeen enutied to had it parucipated in uie drilling, reworking, deepening or plugging 
back of said weii. Thereafter, such Non-Consenung Party shall be charged with and shall pay its proportionate part ot the lurcher costs ot 
the operaoon ot said well in accoraance with the terms ot this agreement and the Accounting Procedure attacnea hereto. 

.1 

10 Notwithstanding the provisions of this Arucle VI.B.2., it is agreed that without the mutual consent ot ail parties, no wells shall 
i 1 oe completed in or produced from a source of supply from which a well located elsewhere on the Contraa Area is producing, uniess such 
12 wed coniorms to the then-existing well spacing pattern tor such source oi supply. 
13 
14 
15 
lb Tht prnvwiiBiM ot thia Ankle jhali h«vc mm appmniimw nknwwiw »» iw. dnllim oi the iruuai well described inrA«iai»A4>AT-

17 except (a) as to Article VD.D.l. (Option No. 2). if selected, or ib) as to thp rrnfrtrHi i| | ™" p 1 -^-^ "-^ of such initial well 
18 alter it has been drilled to t k» frnft'ifii il ill minli U.,1. il u-lull thereatter prove to be a dry noie or. if initially completed ior pro-
19 IIMIUIII >ra« ta product in paying quanuua. 
20 
21 

2; 3. Stand-By Time: When a weii which has been drilled or deepened has reached its authorized depth ana all tests have been 
24 completed, and the results thereof furnished to the parues. stand-by costs incurred pending response to a party s nouce proposing a 
25 reworking, deepening, plugging back or completing operauon in such a well shall be charged and borne as part of the drilling or deepen-
26 jig operaoon just completed. Stand-by costs subsequent to ail parues responding, or expiration of the response time permitted, whichever 
2" first occurs, and prior to agreement as to the parucipaung interests of all Consenung Parties pursuant to the terms oi the second gram-
2S maocal paragraph of Article VI.B.2. shall be charged to and borne as pan ot the proposed operauon. but if the proposal is subsequently 
29 withdrawn because of insufficient participauon. such stana-by costs shall be allocated between the Consenung Parues in the proportion 
30 each Consenung Pany s interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of ail Consenung Par-
31 ties. 
32 

33 
34 
35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening'' operation shall 
36 also be applicable to any proposal to directionally control and intenuonally deviate a well from vertical so as to change the bottom hole 
37 locanon (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 
38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 
39 meaed well bore at the time of the notice shall, upon electing to parucipate. tender to the well bore owners its proportionate share (equal 
40 • to its interest in the sidetracking operation) of the vaiue ol that portion of the existing well bore to be utilized as toiiows: 
41 
42 _ . -,-
45 
44 .a) If the proposal is for sidetracking an exisung dry hole, reimbursement shall be on the basis ot the actual costs incurred in 
45 the initial drilling of the well down to die depth at which the sidetracking operation is initiated. 
46 
47 
48 
49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 
50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 
M provisions of Exhibit " C " , less the esumated cost of salvaging and the esumated cost of plugging and abandoning. 
52 
53 
54 
55 In the event that notice for a sidetracking operauon is given while the drilling rig to be utilized is on location, the response period 
56 shall be limited to forty-eight (48) hours, exclusive of Saturday. Sunday and legal holidays; provided, however, any pany may request and 
57 receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time 
58 incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
59 by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each ejecong par-
60 ty's interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all the electing parties. In afl-other in-
61 stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. 
62 - r 
63 

65 C. TAKING PRODUCTION LN KIND: _ L 
66 
67 Each parry shall take in kind or separately dispose of its proportionate share of all od and gas produced from die Coo tract Area. 
68 exclusive of production which may be used in development and producing operanons and in preparing and treaang" oil and gas for 
69 marketing purposes and production unavoidably lost. Any exora expenditure incurred in the taking in kind or sepirate-disoflauon by any 
70 parry of its proporaonate share of the production shall be borne by such pany. Any parry taking its share of production mtaigshall be 
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1 required to pay tor only its proportionate share ot such part ot Operator's surface facilities which it uses. 

? Each parry shail execute such division orders and contracts as may be necessary for the sale ot its interest m production irom 
4 -".e Contraa Area. and. except as provided in Article VII.B.. shall be entided to receive payment directly irom tne purchaser thereot tor 
5 is snare ot ail production, 
o 

In the event any party shall fad to make the arrangements necessary to take in kind or separately dispose ot its proportionate share oi 
$ tne ou produced from die Contraa Area. Operator shail have tne right, subjea to the revocation at will by the party owning it. but not 
9 -jic obligation, to purchase such oil or sell it to others at any ume and from ume to time, for the account of the non-taking party ac the 

10 xst price obtainable in the area for such production. Any such purchase or sale by Operator shall be subjea always to the right of the 
11 owner of the production to exercise at any time its right to take in kind, or separately dispose of. its share of all oil not previously 
12 delivered to a purchaser. Any purchase or sale by Operator of any other pany s share of oil shall be only for such reasonable periods of 
13 ume as are consistent with the minimum needs of the industry under the particular circumstances, but in no event tor a period in excess 
14 of one 11) year. 
15 
16 In the event one or more parties' separate disposition of its share ot the gas causes split-stream deliveries to separate pipelines and/or 
17 deliveries which on a day-to-day basis for any reason are not exactly equal to a pany s respective proportionate share of total gas sales to 
15 be allocated to it. the balancing or accounting between the respective accounts of the parues shall be in accordance with any gas balancing 
19 agreement between the parues hereto, whether such an agreement is attached as Exhibit " E " . or is a separate agreement. 
20 

21 O. Access to Contraa Area and Information: 
n 

- > Each party shall have access to the Contraa Area at ail reasonable times, at its sole cost and risk to inspect or observe operauons. 
24 and shall have access at reasonable times to informauon pertaining to the development or operation thereof, including Operator's books 
25 and records relating thereto. Operator, aaBBMaaaMt. shall furnish each of the other parues with copies of all forms or reports filed with 
26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of 
2" each month, and snail make available samples of any cores or cutungs taken from any well drilled on tne Contraa Area. The cost of 
28 gathering and furnishing informauon to Non-Operator, other than that speaiied above, shall be charged to the Non-Operator that re-
29 quests the informanon. 
30 

31 E. Abandonment of Wells: 
32 
33 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2.. any well which has been 
34 drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned 
35 without the consent of all panies. Should Operator, after diligent effort, be unable to contaa any party, or should any party fail to reply 
36 within forty-eight (48) hours (exclusive of Saturday. Sunday and legal holidays) after receipt of notice oi the proposal to plug and abandon 
37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in 
38 accordance with applicable regulations and at the cost, risk and expense of the parties who parucipated in the cost of drilling or deepening 
39__ such well. Any party who objects to plugging anc abandoning such well shall have the right to take over the weii and condua further 
40 "operauons in search of oil and/or gas subjea to the provisions of Article Vl.B. 
41 

42 2. Abandonment of Wells that have Produced: Except tor any well in which a N'on-Consent operauon has been conduaed 
43 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any weii which has been completed as a 
44 producer shall not be plugged and abandoned without the consent of all parties. If all parues consent to such abandonment, the well shall 
45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of ail the parues hereto. If. within 
46 thirty (30) days after receipt of notice of the proposed abandonment of any well, all parues do not agree to the abandonment of such well. 
47 chose wishing to continue its operaoon from the intervals) of the formation(s) then open to production shail tender to each of the other 
48 parties its proportionate share of the value of the well's salvable matenai and equipment, determined in accordance with the provisions of 
49 Exhibit " C " . less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shail assign 
50 the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness tor use of the equipment and 
51 matenai. all of its interest in the well and related equipment, together with its interest in the leasehold estate as to. but only as to. the in-
52 terval or intervals of the foimanon or formations then open to production. If the interest of the abandoning party is or includes an oil and 
53 gas interest, such party shall execute and deliver to the non-abandoning party or parues an oil and gas lease, limited to the interval or in-
54 tervals of the tormauon or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-
55 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit 
56 
57 
58 
59 *r 
60 
61 -T 

62 rC 
'»>*• 

63 -r 
64 * 
65 1£; 
66 — 
67 
68 i '1 
69 - '. 
70 - ~~ J£-
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"B". The assignments or ieases so limited shall encompass the ''drilling unit'' upon which the well is located. The payments by, and the 
assignments or leases to, the assignees shall be in a ratio based upon the relationship ot their respecave percentage of parucipauon in the 
Contraa Area to the aggregate of the percentages ot parucipauon in the Contraa Area ot all assignees. There shall be no readjustment ot 
interests in tne remaining portion oi the Contraa Area. 

Thereafter, aoandoning parues snail have no further responsibility, liability, or interest tn the operation of or produoion from 
the wed in the interval or intervals then open other than the royalties retained in any tease maae under the terms of this Article. Upon re-

5 quest. Operator shail continue to operate the assigned weii for the account of the non-abandoning parues at the rates and charges con-
0 tempiated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

10 well. Upon proposed abandonment ot the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to 
1 1 repurchase its prior interest in the well (using the same vaiuauon formula) and paruapate in further operations therein subjea to the pro-
12 visions hereof. 
13 
14 3. Abandonment of Non-Consent Operations: The provisions of Article VI.E.l. or VI.E.2. above shall be applicable as between 
15 Consenting Parues in the event of the proposed abandonment of any weii excepted from said Articles; provided, however, no well shall be 
16 permanently plugged and abandoned unless and until all parties having the right to condua further operations therein have been notified 
17 of the proposed abandonment and afforded the opportunity to etea to take over the well in accordance with the provisions of this Arucle 
13 VIE. 
19 
20 ARTICLE VII. 
2 1 EXPENDITURES AND LIABILITY OF PARTIES 
->2 
-3 A. Liability of Parties: 
24 

The liability of the parues shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 
26 shall be liable only for its proportionate share of the costs of developing and operating the Contraa Area. Accordingly, the liens granted 
27 among the parties in Article VII.B. are given to secure only the debts of each severally. It is not the intenuon of the parues to create, nor 
28 shall this agreement be construed as creating, a mining or other partnership or assoaauon, or to render the parties liable as partners. 
29 
30 B. Liens and Payment Defaults: 
31 
32 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share 
33 of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon 
34 at the rate provided in Exhibit "C". To the extent that Operator has a security interest under the Uniform Commercial Code of the 
35 state. Operator shall be entided to exercise the rights and remedies of a secured parry under the Code. The bringing of a suit and the ob-
36 taming of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affea the lien 
37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share 
38 of expense. Operator shall have the right, without prejudice to other rights or remedies, to collea from the purchaser the proceeds from 
39 the sale of such Non-Operator 's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each 
40 " purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 
41 and security interest to the Non-Operators to secure payment of Operator 's proportionate share of expense. 
42 
43 If any party tails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by 
44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that 
45 the interest of each such party bears to the interest of all such panies. Each party so paying its share of the unpaid amount shall, to obtain 
46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 
47 
48 C. Payments mod Accounting: 
49 
50 Except as herein otherwise specifically provided. Operator shall prompdy pay and discharge expenses incurred in the development 
51 and operation of the Contraa Area pursuant to this agreement and shall charge each of the parties hereto with their respecuve propor-
52 donate shares upon the expense basis provided in Exhibit "C". Operator shall keep an accurate record of the joint account hereunder, 
53 showing expenses incurred and charges and aedits made and received. 
54 
55 Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance 
56 of their respective shares of die estimated amount of the expense to be incurred in operations hereunder during the next succeeding 
57 month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together 
58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 
59 on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such esum&e within 
60 fifteen (13) days after such estimate and invoice is received. If any pany fails to pay its share of said estimate within said time. dj£amount 
61 due shall bear interest as provided in Exhibit "C" until paid. Proper adjustment shall be made monthly between advances anoNacrual ex-
62 pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. • 
63 
64 D. Limitation of Expenditures: . H 

66 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drdieB̂ WaiJepened 
67 pursuant to tne provisions of Article VI.B.2. of this agreement. Consent to the driiling or deepening shall include! > > A 
68 ! l ~\ !• 
69 •* 

:* t ,^ i : i : i ( i r it A •• *'. v i : f t 
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1 ZJ Option No. 1: All necessary expenditures tor the drilling or deepening, testing, completing and equipping ot the well, including 
2 necessary tankage and/or surface facilities. 
3 
4 ?D< Option No. 2: All necessary expenditures tor the drilling or deepening and testing of the well. When such well has reached its 
5 authorized depth, and ail tests have been completed, and the results thereof furnished to the parties. Operator shall give immediate notice 
o to the Non-Operators who have the right to parucipate in the completion costs. The parties receiving such notice shall have forty-eight 

, 18) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
S tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
9 eluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall 

10 constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties. 
11 elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 
12 back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less 
13 than all parues. 
14 
15 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or 
16 plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall 
17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage 
18 and/or surface facilities. 
19 
20 3. Other Operations: Without the consent of all parties. Operator shall not undertake anv single project reasonably estimated 
21 ro r^nir, „n expending in «r~< nf T w e n t V f 1 ™ Thousand " HnlUr. ,t 25,000.00 ) 

22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 
23 previously authorized by or pursuant to this agreement: provided, however, that, in case of explosion, fire, flood or other sudden 
24 emergency, whether of the same or different nature. Operator may take such steps and incur such expenses as in its opinion are required 
25 to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other 
26 parties. If Operator prepares an authority for expenditure (AFE) for its own use. Operator shall furnish any Non-Operator so requesting 
27 an information copy thereof for any single project costing in excess nf Fif teen Thousand 
28 Dollars ( i 15.000.00 ) but less than the amount first set forth above in this paragraph. 

29 
30 E. Rentals, Shut-in Well Payments and Minimum Royalties: 

31 
32 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the 
33 party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
34 tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on 
35 behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of 
36 failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
37 ment is required to continue the lease in force, any loss which results from such non-payment shall be bome in accordance with the pro-

38 visions of Article IV.B.2. 

39 
40 . Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production 

' *4i • of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 
42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify 
-43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment 
44 shall be borne joindy by the parties hereto under the provisions of Article IV.B.3. 
45 
46 F. Taxes: 
47 
48 Beginning with the first calendar year after the effective date hereof. Operator shall render for ad valorem taxation all property 
49 subjea to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 
50 become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 
51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subjea to outstanding excess royalties, over-
53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or 
54 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
55 tion. If the ad valorem taxes are based in whole or in pan upon separate valuations of each party's working interest, then notwithstanding 
56 anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax 
57 value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in 
58 the manner provided in Exhibit "C". 
59 *>. 
60 If Operator considers any tax assessment improper. Operator may, at its discretion, protest within the time and-'manner 
61 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final deter-
62 mination. During the pendency of administrative or judicial proceedings. Operator may elect to pay, under protest, ail such taxea>and any 
63 interest and penalty. When any such protested assessment shall have been finally determined. Operator shall pay the tax for thftjotht ac-
64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid byithem. as 
65 provided in Exhibit "C". 
66 - - f t 
67 Each parry shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed uponor.with respect to 
68 'he production or handling of such party's share of oil and/or gas produced under the terms of this agreement. : -: 

69 ' 
70 V 
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ARTICLE MI 
continued 

G. Insurance: 

5 At ail times wnile operauons are conducted hereunder. Operator shall comply with the workmen s compensauon law ot 
4 uie state wnere the operauons are being conducted: provided, however, thai Operator may be a seii-insurer tor liability under said com-
5 pensauon laws in which event the oniy charge that shail be maae to the ioint account snail be as proviaed in Exhibit "C". Operator shail 
: iiso carry or provide insurance ior the benefit ot the ioint account ot the parues as outlined in Exhibit '"D". ittacheti to and made a part 

hereof. Operator shail require ail contractors engagea in worx on or tor the Contract Area to comply with the worxmen s compensation 
5 '.aw ot tne state where the operauons are being conducted and to maintain such other insurance as Operator may require. 

10 In the event automobile public liability insurance is specihed in said Exhibit "D". or subsequendy receives the approval ot the 
; 1 parues. no direct charge shall be made by Operator tor premiums paid lor such insurance tor Operator s automouve equipment. 
12 
13 ARTICLE VIII. 

14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
15 

lb A. Surrender oi Leases: 
1? 
18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not De surrendered in whole 
19 -r in pan uniess all parties consent thereto. 
20 
21 However, should any pany desire to surrender its interest in any lease or in any portion thereof, and the other parues do not 

- 22 agree or consent thereto, the pany desiring to surrender shall assigfe-wtthout express or implied warranty ot tide, all of its interest in 
23 such lease, or poruon thereof, and any well, matenai and equipment which may be located thereon and any rights in production 
24 '.hereafter secured, to the parties not consenung to such surrender. If the interest of the assigning party is or includes an oil and gas in-
25 terest. the assigning party shall execute and deliver to the pany or parues not consenting to such surrender an oil and gas lease covering 
26 such od and gas interest for a term of one (1) year and so long thereaiter as oil and/or gas is produced from the land covered thereby, such 
2" 'ease to be on the form attached hereto as Exhibit "B" L'pon such assignment or lease, the assigning pany shall be relieved from all 
2S obligauons thereafter accruing, but not theretoiore accrued, with respect to the interest assigned or leased and the operauon of any well 
29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
50 duction other than the royalties retained in any lease made under the terms of this Arucie. The pany assignee or lessee shall pay to the 
51 pany assignor or lessor the reasonable salvage value ot the Latter s interest in any wells and equipment attributable to the assigned or leas-
52 ed acreage. The value of all matenai shall be determined in accordance with the provisions of Exhibit " C " . less the esumated cost of 
33 salvaging and the esumated cost of plugging and abandoning. If the assignment or lease is in favor of more than one pany, the interest 
34 shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parues. 
35 
56 -Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 
57 pany's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area: and the acreage 
58 assigned, leased or surrendered, and subsequent operauons thereon, shall not thereaiter be subjea to the terms and provisions of this 
59 agreement. 

;'40 . " 
41 B. Renewal or Extension of Leases: 
42 . ' 
-,} If any party secures a renewal of any oil and gas lease subjea to this agreement, ail other parties shall be notified prompdy, and 
44 shall have the nght for a period of thirty (30) days following receipt ot such notice in which to elect to paruapate in the ownership of the 
45 renewal lease, insofar as such lease affects lands within the Contraa Area, by paying to the party who acquired it their several proper pro-
46 poruonate shares of the acquisition cost allocated to that part of such lease within the Contraa Area, which shall be in proportion to the 
47 interests held at that ume by the parues in the Contraa Area. 
48 
49 If some, but less than all. of die parues elect to participate in the purchase of a renewal lease, it shall be owned by the parues 
50 who elea to participate therein, in a rauo based upon the relauonship of their respecuve percentage ot parucipauon in the Contract Area 
51 to the aggregate of the percentages of parucipauon in the Contraa Area of all parues participating in the purchase of such renewal lease. 
52 Any renewal lease in which less than all parues elea to participate shall not be subjea to this agreement. 
53 
54 Each party who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein 
55 by the acquiring party. 
56 
57 The provisions of this Arucle shall apply to renewal leases whether they are for the entire interest covered by the expiring lease 
58 or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or 
59 conixaaed for within six (6) months after the expiration of the existing lease shall be subjea to this provision: but any lease taWb-or con-
60 traaed for more than six (6) months after the expirauon of an existing lease shall not be deemed a renewal lease and shall not be jaibjea to 
bl the provisions of this agreement. 

63 The provisions in this Arucle shall also be applicable to extensions of oil and gas leases. ~ 
64 .[? 
o5 C. Acreage or Cash Contributions: -4— 

—. c . 
66 '. i 
67 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or-any. other 
68 operauon on the Contraa Area, such contribution shall be paid to the party who conduced the drilling or other operaqoh apd shall be 
69 applied by it against the cost of such drilling or other operanon. If the contribution be in the form ot aaeage. the party to"wh|3rn the con-
r0 tribunon is made shall prompdy tender an assignment of the aaeage. without warranty of title, to the Drilling Parties -u^^jggffiiioos 

-11-
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ARTICLE Vm 
continued 

1 said LVuuni Parues shared the cost ot drilling the weii. Such acreage shall become a separate Contraa Area and. to the extent possible, be 
2 governed by provisions identical to this agreement. Each party shall prompdy notify all other parues of any acreage or cash contriouuons 
5 may ootain in support of any well or any odier operauon on the Contraa Area. The above provisions snail also be applicable to op-
4 jonai rights to earn acreage outside the Contraa Area which are in support of a well drilled inside the Contraa Area. 

If anv party contracts for any consideration relating to disposition oi sucn partv s share oi substances produced hereunder, sucn 
:onsioerauon snail not oe deemed a contnbuuon as contemplated in this Arucle VU1.C. 

3 
0 0. Transfer of Interest 

;o 
1 i fm tht pufpwt ei maintaining uaiiemiw ol owiwirship in mt oil and gaj leasehold interests covered bv inis ggreemant. nn 
12 juny thai! nil, mmratq. vuutet et wake other aispastuon oi m imam w uie leases embraced wichin tne Contraa Area ana m wtilt 
13 iiuuipmtni ana Bradnamn iinlan mrh diiponuan covets cmeri 
14 
15 •) .th. —.... — M .t.- p.™.. ... -.n Virt fnfl rt|uirrmim inn r'HvrT'""' " r 

16 
17 'i. m itquai undjiiund intum ui all kajcj ami luuipmuu ana proaueuen in ihe Conwaa 
IS 
19 Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressiv suojea to this agreement 
20 md shail be made without preiudice to the right of the other parues. 
21 
22 If. at any ume the interest of any pany is divided among and owned by four or more co-owners. Operator, at its discreuon. may 
2 3 'equire such co-owners to appoint a angle trustee or agent with full authority to receive nouces. approve expenditures, receive buliogs tor 
24 ind approve and pay such party 's share of die joint expenses, and to deal generally with, and with power to bind, the co-owners of such 
25 pany s interest within the scope ol the operauons embraced in this agreement; however, all such co-owners shall have the right to enter 
26 :nto and execute ail contracts or agreements tor the disposiuon ot their respecuve shares of the od and gas produced from the Contraa 
2" Area ano they shall have the right to receive, separately, payment of the sale proceeds thereot. 
2S 
29 E. Waiver of Rights to Partition: 
30 
1̂ If permitted by the laws of the state or states in wmch the property covered hereby is located, each party hereto owning an 

52 undivided interest in the Contraa Area waives any ano all rights it may have to partition and have set aside to it in severalty its undivided 
53 merest therein. 
34 
35 P Pin ill rVgin IL Piirirhnc 
56 
;7 Shouid in* pai i > desire to sell all or say pari of iu intiireiu under this- agrttiin.ni. or IU fighu and inttmu in ihtCanjwtr-
58 Area, it shail prompdy give written nouce to the other parties, with full informauon concerning its proposed salejjjHeirshaTfinclude the 
59 • âme and address of the prospecuve purchaser (who must be ready, willing and able to purchaseljha-poTcTSase price, and all other terms 
\0 ot the oner. The other parues shall then have an opuonal prior right, for a penĉ Loi-tetrrloTdays after receipt ot the nouce. to purchase 
; 1 :<n the same terms and conditions the interest which the otherjiawrTJroposes to sell: and. if diis optional right is exercised, the purchas-
,2 ng parues shall share the purchased mterestjnjhe-pToporuora that the interest of each bears to the total interest ot all purchasing par-
43 -es. However, there shaUJjê Ae-preterential right to purchase in those cases where anv party wishes to monsage its interests, or to 
44 disposeonyjatereseTbvmerger. reorganization, consolidation, or sale of all or substanually all of its assets to a subsidiary or parent com-
45 ;*Kf~St to t luBJtaiarr ef a parent eumpawy, or tu any wrnpnu ui which any one party vmns i mi mini v\ the jicea. 
46 
47 ARTICLE IX. 
& INTERNAL REVENUE CODE ELECTION 
49 

'0 This agreement is not intended to create, and shall not be consuued to aeate. a relationship of partnership or an associauon 
51 :or prom between or among the parues hereto. Notwithstanding any provision herein that the rights and liabiiiues hereunder are several 
52 ind not ioint or collective, or that this agreement and operauons hereunder shall not consmute a partnership, if. for federal income tax 
< 3 purposes, this agreement and the operauons hereunder are regarded as a partnership, each pany hereby affeaed elects to be excluded 
54 from the applicaaon of all of the provisions of Subchapter "' K ". Chapter 1, Subtide " A ". of the Internal Revenue Code of 1954, as per-
55 mined and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and direaed to ex-
% ecute on behalf of each party hereby affeaed such evidence of this election as may be required by the Secretary of the Treasury of the 
57 United Stales or the Federal Internal Revenue Service, including specifically, but not by way of limitaoon. all of the returns, statements. 
58 and the data required by Federal Regulations 1.761. Should there be any requirement that each parry hereby affeaed give further 
59 evidence of this demon, each such pany shall execute such documents and furnish such other evidence as may be requir«3-by the 
60 Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any nouces or take any other 
61 icuon inconsistent with the elecuon made hereby. If any present or future income tax laws of the state or states in which the-Contract 
o2 a located or any future income tax laws of the United States contain provisions similar to those in Subchapter "K". Chapter 1. 

Subutie A ". of the Internal Revenue Code of 1954. under which an elecuon similar to that provided bv Secuon 761 of the Code is per-
04 mined, eacn pany hereby affected shall make such elecuon as may be permitted or required by such laws. In making the foregoing eiec-
05 'ion. eacn sucn pany states that the income denved by such party trom operations hereunder can be adequateiv determined wjfiraut the 
06 .omputauon ot partnership taxable income. _ '. 

* 7 

68 : ' • 
69 " T - - . 

"0 ' i i i T T ~ 
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ARTICLE X. 
: CLAIMS AND LAWSUITS 

t Operator mav settle any single uninsured third party damage ciaim or suit arising trom operauons hereunder it the expenditure 
.^nntmmi Twenty Five Thousand Dollars 
s 25,000.00 } and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-

.'teas the above amount, die parues hereto shall assume and take over the further handling of the claim or suit, unless such authority is 
^ delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
'•'> pense of the parues participating in the operauon from which the claim or suit arises. If a claim is made against any party or if any party is 

10 sued on account of any matter arising from operauons hereunder over which such individual has no control because of the rights given 
11 Operator by this agreement, such party shall immediately notify all other panies. and the claim or suit shall be treated as any other claim 
12 or suit involving operauons hereunder. 
13 
14 ARTICLE XI. 
15 FORCE MAJEURE 
16 
17 If any party is rendered unable, wholly or in pan, by force majeure to carry out its obligations under this agreement, other than 
IS the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with 
19 reasonably full particulars concerning it; thereupon, the obligations of the pany giving the notice, so far as they are affected by the force 
20 majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected pany shall use all reasonable 
21 diligence to remove the force majeure situation as quickly as practicable. 
22 
23 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes. 
24 lockouts, or other labor difficulty by the party involved, contrary to its wishes: how all such difficulties shall be handled shall be entirely 
25 within die discreuon of the party concerned. 
26 
27 The term "force majeure ", as here employed, shall mean an aa of God. strike, lockout, or other industrial disturbance, aa of 
28 the public enemy, war. blockade, public hot. lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 
29 Jt inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 
30 not reasonably within die control of the party claiming suspension. 
31 
32 ARTICLE XII. 
33 NOTICES 
34 
55 All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise 
36 specifically provided, shall be given in writing by mad or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 
37 the parties to whom the notice is given at the addresses listed on Exhibit "A". The originating notice given under any provision hereof 
33 shall be deemed given only when received by the party to whom such notice is direaed, and the time for such party to give any notice in 
39 response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given 

' 40 • when deposited in die mad or with die telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each pany 
41 shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parues. 
i2 

-ii ARTICLE XIII. 
44 TERM OF AGREEMENT 
45 
46 This agreement shall remain in full force and effea as to the oil and gas leases and/or oil and gas interests subjea hereto for the 
47 period of time seleaed below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any 
48 lease or oil and gas interest contributed by any odier party beyond the term of this agreement. 
49 
50 — 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 
51 of the Contraa Area, whether by produoion. extension, renewal or otherwise. 
52 
53 3 Option No. 2: In the event the well described in Article VIA., or any subsequent well drilled under any provision of this 
54 agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or 
55 wells produce, or are capable of production, and for an additional period of 120 days from cessation of all production: provided. 
56 however, if, prior to die expiration of such additional period, one or more of die parties hereto are engaged in drilling, reworking, deepen-
57 ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-
58 tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the 
59 well described in Arucle VI.A.. or any subsequent well drilled hereunder, results in a dry hole, and no odier well is producing, occapable 
60 of producing oil and/or gas from the Contraa Area, this agreement shall terminate uniess drilling, deepening, plugging back or* rework-
61 ing operations are commenced within 120 days from the date of abandonment of said well. 
62 3 * 
63 It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability whjch has 
r>4 iccrued or attached pnor to the date of such terminauon. 
05 
66 .-. — . ; \ 
67 "' [ i-\ 
68 - J. -*»/.-;; 
69 
70 
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1 ARTICLE XIV. 
2 COMPLIANCE WITH LAWS AND REGULATIONS 

4 A. Laws. Regulations and Orders: 
c 

This agreement snail be suoiect to the conservauon iaws oi tne state in amen tr.e Contract Area is locateo. tne vaud ruies. 
regulations, ana orders oi any duiv consututed regulatory bodv ot satd state: anu to IU outer appucaoie leuerai. state, ana iocat Laws, cr 

4 finances, ruies. regulations, and orders. 
o 

'0 3. Governing Law: 
11 
1 2 This agreement and ail matters pertaining hereto, including, but not Limited to. matters ot periormance. non-pertormance. breach, 
i 3 remedies, procedures, rights, duties and interpretauon or corutnicucn. shall be governed and determined by the law oi the state in which 
14 the Contraa Area is Located. If the Contraa Area is in two or more states, the law of the state of Tf»Ya<; . — 
15 shall govern. 
16 
17 C. Regulatory Agencies: 
IS 
19 Nothing herein contained shall grant, or be construed to grant. Operator the right or authority to waive or release any rights. 
20 privileges, or obligations which Non-Operators may have under federal or state laws or under rules, reguiauons or orders promulgated 
21 under such laws in reference to oil. gas and mineral operauons. including the location, operauon. or production ot wells, on tracts offset-
22 ang or adjacent to the Contraa Area. 
23 
24 With respea to operauons hereunder. Non-Operators agree to release Operator trom any and all losses, damages, injuries, claims 
25 and causes of acuon arising out of. incident to or resulting directly or indirectly from Operator's interpretauon or application of rules. 
26 rulings, reguiauons or orders ot the Department oi Energy or predecessor or successor agencies to the extent such interpretation or ap-
27 piicauon was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
23 Operator 's share of production that Operaior may be required to refund, rebate or pay as a result of such an incorrea interpretauon or 
29 application, together with interest and penalties thereon owing bv Operator as a result of such incorrea interpretauon or application. 
30 
51 Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser 
32 of any crude od sold hereunder or to any other person or enuty pursuant to the requirements of the "Crude Oil Windfall Profit Tax Aa 
33 oi 1980''. as same may be amended from time to ume (" Aa "). ind any valid regulations or rules which may be issued by the Treasury 
34 Department from ume to time pursuant to said Aa. Each pany hereto agrees to furnish any and ail certifications or other informauon 
35 which is required to be furnished by said Act in a timely manner and in suiticient detail to permit compliance with said Aa. 
36 
37 ARTICLE XV. 
3 8 OTHER PROVISIONS 

"39, 
40 

A l A. Lirraianon of Subsequent Operarinns 
-.2 - ' 
43 It is specifically provided thai no party shall, under Article VI hereof, propose the driiling oi 
44 more than one well while another well in the Contract Area is being tested , drilled or 
45 reworked. Further, the provisions of Article VI, insofar as same pertains to notification by a 
^ parry of its desire to drill a well, shall be suspended for so long as: 1) a prior nonce has been 
4 7 given which is still in force and effect and the period of the time during which the well 
48 regarding same may be commenced has not expired, or 2) a well is then being drilled 
49 hereunder. This paragraph shall not apply under those circumstances where the well to 
s0 which nonce is directed is a well which is required under the terms of a lease or contract or 
<ii one required to maintain a lease or portion thereof in force. For the purposes of Articles VI 
52 and VII, a proposal to recomplete shall be considered as a proposal to piug back, and a 
•53 proposal to sidetrack a well which is a dry hole shail be considered as a proposal to drill a 
54 new well. 
55 

56 B. Priority of Operations 
57 
58 Notwithstanding anything herein to the contrary, it is agreed that when a well drilled under 
9̂ the terms of this Agreement shall have been drilled to the objective formation or depth aad the 

60 Parties participating in the well cannot mutually agree upon the sequence and timing of 
bi further operations regarding said well, the proposals shall be considered in the following 
(S2 order 
o3 ~ 
>4 1. A proposal to attempt to complete the well at either the objective depth or objective 
o5 formation, including the testing and logging of such well at such depth: 1.. 
66 " '* 

o7 2. A proposal to plug back and attempt to complete said well above the-objective 
68 formation (if there is more that one proposal to piug back, the proposals' will be 
o9 considered in ascending order); ~ f ' • 
"0 • - ' 
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ARTICLE XV. 
Other Provisions (Cont'd) 

3. A proposal to deepen said well in order to attempt a 
completion below the objective formation ( i f there i s 
more than one proposal to deepen, the proposals shall be 
considered in descending order); 

4. A proposal to sidetrack the well; and 

5. A proposal to plug and abandon the well. 

c Challenge of operator 

At any time after one year from the effective date of this 
Agreement, two or more non-operators owning at least an 
aggregate of 15% interest in the Contract Area may give notice 
to Operator, in writing, in accordance with the provisions 
hereof respecting notices, challenging Operator's efficiency 
of operations, detailing the items of expense contributing to 
the alleged excessive costs and specifying proposed economies 
of at least 15% less than the cost of operating under the 
direct control of Operator. Operator shall have sixty (60) 
days form receipt of such notice to advise Non-Operators 
whether i t i s prepared to operate on the terms and conditions 
set forth in said notice, and i f Operator so notifies Non-
Operators, Operator shall immediately assume operations 
hereunder under such terms and conditions. I f Operator i s 
unable or unwilling to do so, Operator shall resign from the 
position of Operator within ninety (90) days after delivery of 
notice thereof to Non-Operators, and the Non-Operators giving 
such challenge notice shall thereupon choose one of their 
number to becomes Operator and conduct operations hereunder 
pursuant to said notice for a minimum period of one (1) year, 
with any costs incurred in excess of those described in said 
notice to be for said successor Operator's sole account. No 
challenge to the efficiency or practices of such successor 
Operator under this paragraph may be made until such successor 

"~- Operator has served as Operator for at least one year. 

D. Non-Consent Farmout Provision 

Notwithstanding anything contained herein to the contrary 
should any party hereto elect not to participate in the 
d r i l l i n g of any well proposed hereunder, such party shall not 
be subject to the non-consent penalty but shall be deemed to 
have granted the participating party a farmout of i t s interest 
in such proposed well under the terms described in and on the 
from attached hereto as Exhibit "GM. 
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ARTICLE XVI . 

MISCELLANEOUS 

~-.:s agreement shall be oinoing upon ana shall inure to tne benetit ot tne parties nereto ana to ir.e:r resDecuve neirs. aevisees. 
egai re?resenuDves. successors ano assigns. 

~-.a instrument may oe executea in anv numuer ot counterparts, eacn oi wmcn snali be ccnsiaerec an original ::r au purposes. 

-N WITNESS WHEREOF, this agreement shail be ettecuve as oi jav ot . .. -i 

O P E R A T O R 

THE ANSCHUTZ CORPORATION 

BY: . 

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

ATLANTIC RICHFIELD COMPANY 



ACKNOWLEDGMENTS 

STATE OF TEXAS § 
§ 

COUNTY OF § 

This instrument was acknowledged betore me on this day oi , 

19 , by , as ot 

THE ANSCHUTZ CORPORATION on behalf of said corporation 

Commission expires: 

Noiary Public 

STATE OFTEXAS § 
§ 

— COUNTY OF MIDLAND § 

This instrument was acknowledged betore me on this : day ot , 

19 by as Attorney-in-Fact of ATLANTIC RICHFIELD 

COMPANY, a Delaware corporation, on behalf of said corporation. 

Commission expires: 

Notary Public 



Attached to and made a part of that certain 
Operating Agreement dated June 15 , 
1921/ by and between The Anschutz Corporation, 
as Operator, and Atlantic Richfield Company . 
as Non-Operator. 

i . contact Area; 
The East Half of the West Half (E/2 W/2), and the West Half of 
the East Half (W/2 E/2) of Section 18, Township 17 South, 
Range 39 East. 

I I . Restrictions as to Depths. Formations or Substances: 

None 

I I I . Percentages or Fractional Interests of the Parties: 

To be completed in accordance with the terms of the letter 
agreement to which this operating agreement i s attached. 

IV. Addresses of the Parties: 

The Anschutz Corporation 
4000 N. Big Spring, Suite 209 
Midland, Texas 79705 

ATLANTIC RICHFIELD COMPANY 
(ARCO Oil and Gas Company) 
600 North Marienfeld 
P. O. Box 1610 
Midland, Texas 79702 

V. Oil and eras Leases or Mineral Interests which this Agreement 
jg Subject; 

To be completed by The Anschutz Company upon execution of this 
agreement. 



" *.-ucers i " - i ^ i 
• nh 640 Acres r'ooiina Provision 

•l.'.sD PXINTINC- i STATIONERY COMPANY 
FANNIN. HOL'STON. TEXAS 77002. (713)659-3159 

OIL, GAS AND MINERAL LEASE 
THIS AGREEMENT made ihis_ _Jay oi _19 . between 

Lessor iwnemer one or more), whose address is: 

l . Lessor in consideration of 

. . Lessee. WITNESSETH: 

Dollars 

. S ), in hand paid, of the royalties herein provided, and of ihe agreements oi Lessee nerein contained, hereby grants, leases and lets 
exclusively unto Lessee for ihe purpose of investigating, exploring, prospecting, drilling and mining for anti producing oil. gas ana ail other minerals, conducting ex
ploration, geologic and geophysical surveys by seismograpn, core test, gravity and magnetic metnods, injecting gas. water ano oiner fluids, and air into subsurface 
strata, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thereon and on. over anu across lands owned or claimed by Lessor 
adjacent and contiguous ihereto. io produce, save, cake care of. treat, transport and own said products, and housing us employees, ihe following described land in 

_County, Texas, to wit: 

Attached to and made a par t of tha t ce r t a in 
Operating Agreement dated , 
19—, by and between The Artscimts Corporation, 
as Operator, and A t l a n t i c R i c h f i e l d Company 
as Non-Operator. 

s-
•a 
a 
a* 
0) 
c -
0 

This lease also covers and includes all land owned or claimed by Lessor adjacent or contiguous to the land particularly described above, whether the same be in said 
survey or surveys or in adjacent surveys, although not included within the boundaries ot the land particularly described above. For the purpose of calculating the 

rental payments hereinafter provided for, said land is estimated to comprise 

.acres, whether it actually comprises more or less. 

2. Subject to the other provisions herein coniained. this lease shall be for a term of ten years from this date (called "primary term") and as long thereafter as 
oil, gas or other mineral is produced from said land or land with which said land is pooled hereunder. 

. cne quarter! 1 /4) 
3. The royalties to be paid by Lessee are: (a) on oil, em eigmli'of that produced and saved from said land, the same to be delivered at the wells or to the credit 

of Lessor into the pipelines to which the wells may be connected: Lessee may from time to time purchase any royalty oil in iu possession, paying the market price 
therefor prevailing for the field where produced on the date of purcnase: ID) on gas, including casinghead gas or other gaseous substance, produced from said land 
and sold or used off the premises or for the extraction of gasoline or other product therefrom, the market value at the well of em umlr'of the | 
provided that on gas sola at the wells the royalty snail benwe eigma of the amount realized from such sale; while there is a gas well on this lease or on acreage pooled 

: gas so sold or used, 
or on acreage pooled 

therewith but gas is not being sold or used. Lessee may pay as royalty, on or before ninety (90) days after the date on which (1) said well is shut in, or (2) the land 
covered hereby or any portion thereof is included in a pooled unit on wnich a well is located, or (3) this lease ceases to be otherwise maintained as provided herein, 
whichever is the later date, and thereafter at annual intervals on or before the anniversary of the date the first payment is made, a sum equal to the amount of the an
nual rental payable in lieu of drilling operations during the primary term on the number of acres subjea to this lease at the time such payment is made, and if such 
payment is made or tendered, this lease shall not terminate, and it will be considered that gas is being produced from this lease in paying quantities; and (c) on all 
other minerals mined and marketed, one-ienili either in kind or value at ibe well or mine, at Lessee's election, except that on sulphur mined and marketed the royalty 
shall be fifty cents (50c) per long ton. Lessee shall have free use of oil, gas, coal, and water from said land, except water from Lessor's wells, for all operauons hereun
der, and the royalty on oil, gas and coal shall be computed after deducting any so used. 

4. Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease or any portion thereof as to oil and gas, or 
either of them, with any other land covered by this lease, and/or with any other land, lease or leases in the immediate vicimty thereof to the extent hereinafter 
stipulated, when in Lessee's judgment it is necessary or advisable to do so in order properly to explore, or to develop and operate said leased premises in compliance 
with the spacing rules of the Railroad Commission of Texas, or other lawful authority, or when to do so would, in the judgment of Lessee, promote the conservation 
of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and units 
pooled for gas hereunder shall not substantially exceed in area 640 acres each plus a tolerance of ten percent (10%) thereof, provided that should governmental 
authority having jurisdiction prescribe or permit the creauon of units larger than those specified, for the drilling or operation of a well at a regular location or for ob
taining maximum allowable from any well to be drilled, drilling or already drilled, units thereafter created may conform substantially in size with those prescribed or 
permitted by governmental reguiauons. Lessee under the provisions hereof may pool or combine acreage covered by this lease or any portion thereof as above 
provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooling as to any stratum or suata need not confront in size 
or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform ai to area with gaj uniu. The 
pooling in one or more instances shall not exhaust tbe rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record 
in the appropriate records of the county in which the leased premises are situated an instrument describing and designating the pooled aceiage as a pooled unit; and 
upon such recordation the unit shall be effective as to all parties hereto, their heirs, successors, and assigns, irrespective of whether or not the unit is likewise effective 
as to all other owners of surface, mineral, royalty, or other rights in land included in such unit. Lessee may at its election exercise its pooling option before or after 
commencing operations for or completing an oil or gas weii on the leased premises, and the pooled unit may include, but it is not required to include, land or leases 
upon which a well capable of producing oil or gas in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas 
have theretofore been commenced. In the event of operations for drilling on or production of oil or gas from any part of a pooled unit which includes all or a portion 
of the land covered by this lease, regardless of whether such operations for drilling were commenced or such produaion was secured before or after the execution of 
this instrument or the instrument designating the pooled unit, such operations shall be considered as operations for drilling on or produaion of oil or gas from land 
covered by this lease whether or not the well or wells be located on the premises covered by this lease and in such event operations for drilling shall be deemed to have 
been commenced on said land within the meaning of paragraph 5 of this lease; and the entire acreage constituting such unit or units, as to oil and gas, or either of 
them, as herein provided, shall be treated for all purposes, except the payment of royalties on produaion from the pooled unit, as if the same were included in this 
lease. For the purpose of computing the royalties to which owners of royalties and payments out of production and each of them shall be entided on production of oil 
and gas, or either of them, from (he pooled unit, there shall be allocated to the land covered by this lease and included in said unit (or to each separate tract within the 
unit if this lease covers separate vacu within the unit) a pro rata portion of the oil and gas, or either of them, produced from the pooled unit after deducting that used 
for operauons on the pooled unit. Such allocation shall be on an acreage basis—that is to say, there shall be allocated to the acreage covered by this lease and included 
in the pooled unit (or to each separate traa within the unit if this lease covers separate traos within the unit) that pro rata portion of the oil and gas, or either of them, 
produced from the pooled unit which the number of surface acres covered by this lease (or in each such separate tract) and included in the pooled unit bears to the 
total number of surface acres included in the pooled unit. Royalties hereunder shall be computed on the portion of such produaion, whether it be oil and gas, or 
either of them, so allocated to tbe land covered by this lease and included in the unit just as though such production were from such land. The production from an oil 
well will be considered as production from the lease or oil pooled unit from which it is producing and not as production from a gas pooled unit; and production from 
a gas well will be considered as produaion from the lease or gas pooled unit from which it is producing and not from an oil pooled unit. The formation of any unit 
hereunder shall not have the effect of changing the ownership of any delay rental or shut-in produaion royalty which may become payable under this lease. If this 
lease now or hereafter covers separate tracts, no pooling or unitization of royally interest as between any such separate tracts is intended or shall be implied or result 
merely from the inclusion of such separate tracts within this lease but Lessee shall nevertheless have the right to pool as provided above with consequent allocation of 
produaion as above provided. As used in this paragraph 4. the words "separate tract'' mean any tract with royalty ownership differing, now or hereafter, either as to 
parties or amounts, from that as to any other part of the leased premises. 

5. If operations for drilling are not commenced on said land or on acreage pooled therewith as above provided on or before one year from this date, the lease 
shall ihen terminate as to both parues, unless on or before such anniversary dale Lessee shall pay or lender (or shall make a bona fide attempt to pay or tender, as 

heretnaf ler stated) to Lessor or to the credit of Lessor in . 

Bank at 

as the depository for all rentals payable hereunder regardless of changes in ownership of said land or the rentals) the sum of 

Jiollats 1$ . j . (herein called rentals), which shall cover the 
privilege of deferring commencement of drilling operations tor a period of twelve (12) months. In like manner and upon like payments or tenders annually, the 
commencement of drilling operations may be further deterred for successive periods of twelve (12) months each during the primary term. The payment or tender of 
rental under this paragraph and of royalty under paragraph 3 on any gas well from which gas is not being sold or used mav be made by (he check or draft of Lessee 
mailed or delivered to ihe parties entitled thereto or io said bank on or before (he date of payment. If such Dank (or any successor bank) should fail, liquidate or be 
succeeded by another bank, or for any reason tail or reiuse to accept rental. Lessee shall not be held in del anil lor failure to make such payment or tender of rental 
unui (hiny (30) days after Lessor shall deliver to Lessee a proper recordable instrument naming another bank as agent to receive such payments or tenders. If Lessee 
shall, on or before any anniversary date, make a bona tide attempt to pay or deposit rental io a Lessor emuled thereto according to Lessee's records or io a Lessor, 
who prior to such attempted payment or deposit, has given Lessee notice, in accordance with subsequent provisions of ihis lease, of his right to receive rental, and if 
such payment or deposit shall be ineffective or erroneous in any regard. Lessee shall be unconditionally obligated io pay io such Lessor the rental properly payable for 
the rental period involved, and this lease shall not terminate but shall be maintained in the same manner as ii such erroneous or ineffective rental payment or deposit 
had been properly made, provided that the erroneous or ineffective rental payment or deposit be corrected wiihin 30 days alter receipt by Lessee of written notice 
trom such Lessor ol such error accompanied by such instruments as are necessary lo enable Lessee to make proper payment. The down cash payment is consideration 
for this lease according io its terms and shall not be allocated as a mere rental for a period. Lessee may at any time or times execute and deliver to Lessor or to the 
depository above named or place ot record a release or releases of this lease as to all or any part of the above-described premises, or oi any mineral or horizon under 
all or anv part thereot. and thereby be relieved of all obligations as to the released land or interest. If this lease is released as io all minerals and horizons under a 
portion oi ihe land covered by this lease, ihe rentals and other payments computed in accordance therewith shall thereupon oe reduced in the proportion (hat the 
number ol suriace acres wiihin such released portion bears to ihe total number ot surface acres which was covered by Ihis lease immediately prior to such release. 

ro 
c 

. Texas, (which bank and its successors are Lessor's agent and shall continue 
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EXHIBIT 
Attached to and made a part of that Operating dated June 15, 1991, between The Anschutz 

Corporation, as Operator, and ATALANTT.C RICHFIELD COMPANY, as Non-Operator 

ACCOUNTING PROCEDURE 
JOINT OPERATIONS 

I. GENERAL PROVISIONS 

1. Definitions 

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting Procedure 
is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and mainte
nance of the Joint Property. 
"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera
tions and which are to be shared by the Parties. 
"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators" shall mean the Parties to this agreement other than the Operator. 
"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct supervision 
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other profes
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems 
for the benefit of the Joint Property. 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on u-.e Joint Property. 
"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 
most recently recommended by the Council of Petroleum Accountants Societies. 

Statement and Billings 

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint Ac
count for the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure, 
lease or facility, and all chargwandcredits summarized by appropriate classifications of investment and expense except 
that items of Controllable Materia) and unusual charges and credits shall be separately identified and fully described in 
detail. 

3. Advances and Payments by Non-Operators 

A. Unless otherwise provided for in the agreement the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month's operation within fifteen (15) days after receipt of the bill
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust each 
monthly billing to reflect advances received from the Non-Operators. 

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt If payjnerttis not made 
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Citibank, 

New York. N.A. o n the first day of the month in which delinquency occurs plus 1% or the maximum 
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever 
is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid amounts. 

4. Adjustments 

biils shall not prejudice the right of any Non-Operator to protest or question the correctness thereof: 
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall con
clusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar year, 
unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes claim on 
Operator for adjustment No adjustment favorable to Operator shall be made unless it is made within the same prescribed 
period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Controllable 
Material as provided for in Section V. 

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies. 
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5. Audits 

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Opera
tor's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month 
period following the end of such calendar yean provided, however, the making of an audit shall not extend the time 
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section 
I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a 
joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por
tion of the Non-Operators' audit cost incurred under this paragraph unless agreed to by the Operator. The audits 
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or 
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit 

B. The Operator shall reply in writing to an audit report within 180 days after receipt of such report 

6. Approval By Non-Operator* 

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this 
Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provisions 
in regard thereto. Operator shall notify all Non-Operators of the Operator's proposal, and the agreement or approval of 
a majority in interest of the Non-Operators shall be controlling on all Non-Operators. 

II. DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and Environmental 

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological 
nature and pollution control procedures as required by applicable laws and regulations. 

2. Rentals and Royalties 

Lease rentals and royalties paid by Operator for the Joint Operations. 

3. Labor 

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

(2) Salaries of First Level Supervisors in the field. 

(3) Salaries and wages ofJTechnjcal Employees directly employed on the Joint Property if such charges are excluded 
from the overhead rates. 

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed 
in the operation of the Joint Property if such charges are excluded from the overhead rates. 

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees 
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II. Such costs under 
this Paragraph 3B 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 Account under Paragraph 3A of this Section II. If percentage assessment 
is used, the rate shall be based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable 
to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section II. 

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph 
3A of this Section II. 

4. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, retirement stock 
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the Joint 
Account «"«<»r D3r?sr£?hs 3A and 3B of this Section II shall be Operator's actual cost not to exceed the percent most recent
ly recommended by the Council of Petroleum Accountants Societies. 

5. Material 

Material purchased or furnished by Operator for use on the Joint Property as provided under̂ ection IV. Only such Material 
shall be purchased for or transferred to the Joint Property as may be required for immediate use and is reasonably practical 
and consistent with efficient and economical operations. The accumulation of surplus stocks shall be avoided. 

6. Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations: 

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



B. If surplus Material is moved to Operator's warehouse or other storage point no charge shall be made to the Joint Ac
count for a distance greater than the distance to the nearest reliable supply store where like material is normally 
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 
Parties. 

C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is available 
when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the amount most 
recently recommended by the Council of Petroleum Accountants Societies. 

7. Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 
10 of Section II and Paragraph i. ii. and iii, of Section III. The cost of professional consultant services and contract ser
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates. 
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint 
Property shall not be charged to the Joint Account unless previously agreed to by the Parties. 

8. Equipment and Facilities Furnished By Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense. 
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed 
— e i g h t percent (__ JL&) per annum. Such rates shall not exceed average commercial rates currently pre
vailing in the immediate area of the Joint Property. 

B. In lieu of charges in paragraph 8A above. Operator may elect to use average commercial rates prevailing in the immedi
ate area of the Joint Property less 20%. For automotive equipment. Operator may elect to use rates published by the 
Petroleum Motor Transport Association. 

9. Damages and Losses to Joint Property 

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses 
incurred by fire, flood, storm, theft accident or other cause, except those resulting from Operator's gross negligence or 
willful misconduct Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable 
after a report thereof has been received by Operator. 

10. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect 
or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of outside attor
neys shall be made unless previously agreed to by the Parties. Ail other legal expense is considered to be covered by the 
overhead provisions of Section III unless otherwise agreed to by the Parties, except as provided in Section I. Paragraph 
3. • 

11. Taxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, 
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo
rem taxes are based in whole or in part upon separate valuations of each party's working interest then notwithstanding 
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance 
with the tax value generated by each party's working interest 

12. Insurance 

Net premiums paid for insurance required to be carried for the Joint Operations 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 Worker's Compensation and/ 
or Employers Liability under the respective state's laws. Operator may. at its election, include the risk under iu self-
insurance program and in that event Operator shall include a charge at Operator's cost not to exceed manual rates. 

13. Abandonment and Reclamation 

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory 
authority. 

14. Communications 

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication-systems, including radio and 
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint 
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section II. 

15. Other Expenditures 

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II. or in Section III and which 
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint 
Operations. 
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I I I . OVERHEAD 

Overhead - Drilling and Producing Operations 

i. As compensation for administrative, supervision, office services and warehousing costs. Operator shall charge drilling 
and producing operations on either 

( ) Fixed Rate Basis. Paragraph IA, or 
( X 3 j Percentage Basis. Paragraph IB 
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries 
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph 
3A, Section I I . The cost and expense of services from outside sources in connection with matters of taxation, traffic, 
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates 
provided for in the above selected Paragraph of this Section I I I unless such cost and expense are agreed to by the 
Parties as a direct charge to the Joint Account 

ii . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services 
and contract services of technical personnel directly employed on the Joint Property: 

( ) shall be covered by the overhead rates, or 
(x3 shall not be covered by the overhead rates. 

iii . The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 
the operation of the Joint Property: 

(x$ shall be covered by the overhead rates, or 
( ) shall not be covered by the overhead rates. 

A. Overhead - Fixed Rate Basis 

(1) Operator shall charge the Joint Account at the following rates per well per month: 

Drilling Well Rate $ 5,850.00 

(Prorated for less than a full month) 

Producing Well Rate $ 5 8 5 • 0 0 

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

(a) Drilling Well Rate 
(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill

ing rig. completion rig. or other units used in completion of the well is released, whichever is later, except 
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or 
more consecutive calendar days. 

(2) Charges for'wells undergoing any type of workover or recompletion for a period of five (5) consecutive 
work days or more shall be made at the drilling well rate. Such charges shall be applied for the period 
from date workover operations, with rig or other units used in workover, commence through date of rig 
or other unit release, except that no charge shall be made during suspension of operations for fifteen 
(15) or more consecutive calendar days. 

(b) Producing Well Rates 

(1) An active well either produced or injected into for any portion of the month shall be considered as a one-
well charge for the entire month. 

(2) Each active completion in a multi-completed well in which production is not commingled down hole shall 
be considered as a one-well charge providing each completion is considered a separate well by the govern
ing regulatory authority. 

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall 
be considered as a one-well charge providing the gas well is directly connected to a permanent sales 
outlet 

(4) A one-well charge shall be made for the month in which plugging and abandonment operations are com
pleted on any well. This one-well charge shall be made whether or not the well has produced except when 
drilling well rate applies. 

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow
able, transferred allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement 
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum and Gas 
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index 
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United States 
Department of Labor. Bureau of Labor Statistics, or the equivalent Canadian index as published by Statistics 
Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad
justment 

B. Overhead - Percentage Basis 

(1) Operator shall charge the Joint Account at the following rates: 



(a) Development 

Percent ( %) of the cost of development of the Joint Property exclusive of costs provided 
under Paragraph 10 of Section II and all salvage credits. 

(b) Operating 

Percent ( %) of the cost of operating the Joint Property exclusive of costs provided under 
Paragraphs 2 and 10 of Section II, all salvage credits, the value of injected substances purchased for secondary 
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and 
to the Joint Property. 

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

For the purpose of determining charges on a percentage basis under Paragraph IB of this Section UL development 
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations on any or all 
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop
erty: also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning 
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as 
defined in Paragraph 2 of this Section III. All other costs shall be considered as operating. 

2. Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 
Account for overhead based on the following rates for any Major Construction project in excess of $ : 

A 5 % of first $100,000 or total cost if less, plus 

B. 3 % of costs in excess of $100,000 but less than $1,000,000, plus 

C. 2 % of costs in excess of $1,000,000. 

Total cost shall mean the gross cost of any one project For the purpose of this paragraph, the component parts of a single 
project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be 
excluded. 

3. Catastrophe Overhead 

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 
to oil spill, blowout explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary 
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures. Operator 
shall either negotiate a rate Qfjor to charging the Joint Account or shall charge the Joint Account for overhead based on 
the following rates: 

A 5 % of total costs through $100,000; plus 

B. 3 % of total costs in excess of $100,000 but less than $1,000,000: plus 

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

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi
sions of this Section III shall apply. 

4. Amendment of Rates 

The overhead rates provided for in this Section III may be amended from time to time only by mutual agreement between 
the Parties hereto if. in practice, the rates are found to be insufficient or excessive. 

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move
ments affecting the Ju.i>>.. I U ^ U J . Operator shall provide all Material for use on the Joint Property; however, at Operator's 
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surplus 
Material, such disposal being made either through sale to Operator or Non-Operator, "division in kind, or sale to outsiders. 
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or B 
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties. 

1. Purchases 

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of 
Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account 
when adjustment has been received by the Operator. 

2. Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator, 
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts: 
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A. New Material (Condition A) 

(1) Tubular Goods Other than Line Pipe 

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published 
carload base prices effective as of date of movement plus transportation cost using the 80,000 pound carload 
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for 
tubular goods exist If the 80.000 pound rail rate is not offered, the 70.000 pound or 90.000 pound rail rate 
may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown, 
Ohio. 

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in 
Paragraph 2~A.(lXa). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field 
Haulers Association interstate truck rate shall be used. 

(c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston. 
Texas, plus transportation cost using Oil Field Haulers Association interstate 30.000 pound truck rate, to 
the railway receiving point nearest the Joint Property. 

(d) Macaroni tubing (size less than 2% inch OD) shail be priced at the lowest published out-of-stock prices f.o.b. 
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight 
of tubing transferred, to the railway receiving point nearest the Joint Property. 

(2) Line Pipe 

(a) Line pipe movements (except size 24 inch OD and larger with walls ^ inch and over) 30.000 pounds or more 
shall be priced under provisions of tubular goods pricing in Paragraph A.(lXa) as provided above. Freight 
charges shall be calculated from Lorain. Ohio. 

(b) Line pipe movements (except size 24 inch OD and larger with walls v

4 inch and over) less than 30.000 pounds 
shall be priced at Eastern mill published carload base prices effective as of date of shipment plus 20 percent, 
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para
graph A.(lXa) as provided above. Freight charges shall be calculated from Lorain. Ohio. 

(c) Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.o.b. the point of manufacture 
at current new published prices plus transportation cost to the railway receiving point nearest the Joint 
Property. 

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be 
priced at quoted prices plus freight tn the railway receiving point nearest the Joint Property or at prices 
agreed to by the Parties. 

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable supply 
store nearest the Joint PrtTperty. or point of manufacture, plus transportation costs, if applicable, to the railway 
receiving point nearest the Joint Property. 

(4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current new-
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or point of 
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property. 
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2). 

B. Good Used Material (Condition B) 

Material in sound and serviceable condition and suitable for reuse without reconditioning: 

(1) Material moved to the Joint Property 

At seventy-five percent (75%) of current new price, as determined by Paragraph A. 

(2) Material used on and moved from the Joint Property — -

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

(b) At sixty-five rw>rr»nt ifir>%) of current new price, as determined by Paragraph A, if Material was originally 
charged to the Joint Account as used Material. 

(3) Material not used on and moved from the Joint Property 

At seventy-five percent (75%) of current new price as determined by Paragraph A. 

The cost of reconditioning, if any, shall be absorbed by the transferring property. 

C. Other Used Material 

(1) Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function until after recon
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of 
reconditioning shall be charged to the receiving property, provided Condition C value plus cost of reconditioning 
does not exceed Condition B value. 
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(2) Condition D 

Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be 
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures 
normally used by Operator without prior approval of Non-Operators. 

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com
parable size and weight Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line 
pipe prices. 

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe. e.g. power oil lines, 
shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall 
be priced on a non upset basis. 

(3) Condition £ 

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor
mally utilized by Operator without prior approval of Non-Operators. 

D. Obsolete Material 

Material which is serviceable and usable for its original function but condition and/or value of such Material is not 
equivalent to that which would justify a price as provided above may be specially priced as agreed to by the Parties. 
Such price should result in the Joint Account being charged with the value of the service rendered by such Material. 

E. Pricing Conditions 

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-Five cents (25*) per hundred 
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking 
point The above rate shall be adjusted as of the first day of April each year following January 1. 1985 by the same 
percentage increase or decrease used to adjust overhead rates in Section III, Paragraph l.A(3). Each year, the 
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next 
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies. 

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

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required 
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use. and in moving 
it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing 
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within 
ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use 
and acceptable to Operator. . 

4. Warranty of Material Furnished By Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

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

2. Reconciliation and Adjustment of Inventories 

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six 
months following the th- inventory. Inventory adjustments shall be made by Operator to the Joint Account for 
overages and shortages, but. Operator shall be held accountable only for shortages due to lack of reasonable diligence. 

3. Special Inventories 

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

4. Expense of Conducting Inventories 

A. The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the 
Parties. 

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in
ventories required due to change of Operator shall be charged to the Joint Account. 
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DRILLING, COMPLETION AIMU WUKKUVtH 
AUTHORITY FOR EXPENDITURE - DETAIL 

'—v • »-»—•— — • • f 

\ 

1 PROSPECT OR F I E L D OPERATOR LEASE NAME WELL NO. 

San S imon The A n s c h u t z C o r p ARCO 1 

SUB 9210 9220 
ACCOUNT INTANGIBLE COSTS DRILLING COMPLETION TOTAL 

0001 10,000 _ 1 0 , 0 0 0 
0002 LOCATION. ROAD. RESTORE 2 0 . 0 0 0 4 . 000 2 4 , n n n 
0003 

0004 2 7 7 , 0 0 0 1 0 . 0 0 0 2 R 7 , n o o 
0006 FUEL. LUBRICANTS. POWER 

0007 — 

0008 1 5 . 0 0 0 2 . 0 0 0 1 7 , 0 0 0 
0009 3 0 . 0 0 0 _ 3 0 . 0 0 0 
0010 3 0 , 0 0 0 1 3 . 0 0 0 4 3 . 0 0 0 
0011 - 3 . 0 0 0 3 . 000 
0012 EQUIPMENT RENTAL, MUD . - _ 

0013 EQUIPMENT RENTAL , AIR . — _ _ 

0014 EQUIPMENT RENTAL , D R I L L - — — 

0015 EQUIPMENT RENTAL, OTHER 3 , 0 0 0 3 , 0 0 0 
0017 CORING, CORE ANALYSIS . . — X X X X X X X X " — 
0018 6 , 0 0 0 — 6 . 0 0 0 
0019 3 5 , 0 0 0 6 , 0 0 0 4 1 , 0 0 0 
0020 8 , 0 0 0 8 . 0 0 0 
0021 SUPERVISION: GEOLOGICAL 5 , 0 0 0 xxxxxxxx - 5 , 0 0 0 
0022 8 , 0 0 0 3 , 0 0 0 1 1 , 0 0 0 
0024 OTHER INTANGIBLE COSTS xxxxxxxx 5 , 0 0 0 5 , 0 0 0 
0026 - — — 
0027 3 , 0 0 0 3 , 0 0 0 6 , 0 0 0 
0028 INSPECTIONS: TUBULARS, D R I L L COLLARS, D R I L L PIPES . 4,000 1 0 , 0 0 0 1 4 , 0 0 0 
0029 D IRECTIONAL DRILL ING . . — — — 
0031 ST IMULAT ION: ACID, FRAC . xxxxxxxx 1 0 , 0 0 0 1 0 , 0 0 0 
0032 PRODUCTION TESTING, BPH, xxxxxxxx 3 , 0 0 0 3 , 0 0 0 
1400 5 , 0 0 0 5 , 0 0 0 1 0 , 0 0 0 
2800 1 0 , 0 0 0 - 1 0 , 0 0 0 

CONTINGENCIES «. TAXES . 2 5 , 0 0 0 8 , 0 0 0 3 3 , 0 0 0 

T O T A L INTANGIBLE COSTS 4 9 4 . 0 0 0 8 5 . 0 0 0 5 7 9 f 0 0 0 

COMPLETEO WELL 

SUB •211 9221 
ACCOUNT TANGIBLE COSTS DRILLING COMPLETION TOTAL 

0100 7 . 0 0 0 xxxxxxxx 7 r 0 0 0 
0101 5 0 , 0 0 0 xxxxxxxx 5 0 . 0 0 0 
0102 xxxxxxxx 9 0 , 0 0 0 9 0 . 0 0 0 
0110 xxxxxxxx 4 0 , 0 0 0 4 0 , 0 0 0 
0120 xxxxxxxx 5 , 0 0 0 5 , 0 0 0 
0130 xxxxxxxx 2 , 0 0 0 2 , 0 0 0 
0140 xxxxxxxx 6 0 , 0 0 0 6 0 . 0 0 0 
0150 xxxxxxxx 3 5 , 0 0 0 3 5 , 0 0 0 
0160 INSTALLAT ION, TRANSPORTATION OF LEASE EQUIPMENT xxxxxxxx 1 2 , 0 0 0 1 2 , 0 0 0 
0170 xxxxxxxx — -
0170 xxxxxxxx — — 
0180 xxxxxxxx — — 

xxxxxxxx 5 , 0 0 0 5 , 0 0 0 

5 7 , 0 0 0 2 4 9 . 0 0 0 3 0 6 . 0 0 0 

5 5 1 . n n n 3 3 4 , n n n __g«*_nn,n_ 
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