
Sun Exploration and 
Production Company 



NEW MEXICO OIL CONSERVATION COMMISSION 

CASE NO. 9326 

WILDFIRE'#1 

WEST HALF SECTION 26 T 26N R 2W 

RIO ARRIBA COUNTY, NEW MEXICO 



Rio Arriba County, New Mexico 

Detailed Ownership Report 

IllACT DESCRIPTION 

T26N, R2W 
Sec. 26: NjNEi, 

SWiNEi, 
(120.00 ac.) 

March 22, 1988 

MINERAL OWNER AND ADDRESS 

USA 
NM-56650 

INTEREST 

100% 

T26N, R2W 
Sec. 26: SE{NEi 
(40.00 ac.) 

T26N, R2W 
Sec. 26: NWl, 

NjSH{ 
(240.00 ac.) 

USA 
NK-56516 

USA * See note below 
NM-7993 

100% 

100% 

T26N, R2W 
Sec. 26: S$SW{ 
(80.00 ac.) 

USA 
NM-288U 

100% 

STATUS 

Hixon Development Co. 
Box 2810 
Farmington, NM 87499 
60% interest 
Dugan Production Co. 
Box 28 

Farmington, NM 87499 
40% interest 
Expires: 9-1-93 
Royalty: l/8th 
ORRI: 7.5% ot 8/8ths 
NM-56650 

Lease Also Includes 
Other Lands: 

T26N, R2W 
Sec. 23: SiSWi, SEi 

SAME OWNERSHIP AS ABOVE 
Expires: 7-1-88 
Royalty: KGS scale 
ORRI: 7,5% of 8/8ths 
NM-56516 

Sun Operating Limited 
Partnership 
92.04% interest 
Frank Pace, Jr. 
c/o International 
Executive Service Corp. 
622 3rd Ave. 32nd Floor 
New York, New York 10017 
5.305% interest 
Jeannette P. Kurtz 
P.O. Box 622 7 
Denver, CO 80206 
2.655% interest 
Expires: HBP 
Royalty: l/8th 
ORRI: 12.5% of 8/8ths 
NH-7993 

SAME OWNERSHIP AS ABOVE 
Expires: HBP 
Royalty: l/8th 
ORRI: 7.5% of 8/8ths 
NM-28811 

T26H, R2W 
Sec. 26: SEi 
(160.00 ac.) 

* Note: 

USA 
NM-7993 

100% 

NOTE: Sec. 26: NWi, NjSWi (Tract 3) 
above was not segregated from t h i s 
lease aa' of last check with BLM, 
3-21-88. 

This ownership i s from the base of the 
Mesaverde formation to the s t r a t i g r a p h i c 
equivalent of the t o t a l depth d r i l l e d , 
being 8,605 fe e t , as encountered i n the 
W i l d f i r e III w e l l . 

Hixon Development Co. 
60% interest 
Dugan Production Co. 
40% interest 
Expires: HBP 
Royalty: l/8th 
ORRI: 7.5% of 8/8ths 
NM-7993 

below 8,605 feet 

Hixon Development Co. 
60% 
Dugan Production Co. 
4 0§ 



Rio ARRIBA IEW MEXICO 

s « , J f i T«, 76 NORTH . w . ? VIFST 

-+-
*Sun Operating Limited Partnership 92.04* 

Frank Pace, J r . 5.305% 
Jeannette P. Kurtz 2.655* 

* Ownership i s from the base o f the Mesaverde 
fo rmat ion to the s t r a t i g r a p h i c equ i va len t 
o f t h e N o t a l depth d r i l l e d , be+ng 8,605 f e e t , 
as encountered i n the W i l d f i r e #1 we l l 

below 8,605 feetN 

Hixon Development Cô ~ 
Ougan Product ion Co. 

USA KK-7993 

(3) 

Sun Operating Un i ted Partnership 92.04* 

Frank Pace, Jr . 5.305* 

Jeanette P. Kurtz 2.655* 

HBP 

USA NM-28811 

— 1 1 'j" r~i 

1 

• < 7 

Hixon Deveopnent Co. 
Dugan Production Co. 

9-1-93 

60* 
4C« 

USA NH-56650 

(1) 

Hixon Development'Co. 60* 
Dugan Production Co. 40* 

7-1-88 

USA NH-56516 

(2) 

Hixon Development Co. 60* 
Dugan Production Co. 40* 

HOP 

USA NM-7993 

(5) 

Section 1 : 760 (t. 

LANG & HOLT ENERGY COMPANY 
1625 BROADWAY, SUITE 2860 

DENVER, COLORADO 80202 
(303) 629-7773 



NEW MEXICO OIL CONSERVATION COMMISSION 
CASE NO. 9326 

WORKING INTEREST OWNERSHIP SUMMARY 

West Half Section 26: 

ESQ APS 

Sun E&P Co. 
Frank Pace, Jr. 
Dugan production 
Michael W. Murphy 
Jeannette P. Kurtz 
Hixon Development 

,92040 
05310 
,00000 
,00000 
,02650 
,00000 

.609765 

.035179 

.120000 

.037500 

.017556 

.180000 

1.00000 1.000000 

East Half Section 26 

Hixon Development 
Dugan Production 

.600 

.400 

1.000 

640 Acre Production and Spacing Unit: 

BPQ APQ 

Sun E&P Co. .46020 .304883 
Frank Pace, J r . .02655 .017589 
Jeannette P. Kurtz .01325 .008778 
Dugan Production .20000 .260000 
Michael W. Murphy .00000 .018750 
Hixon Development .30000 .390000 

1.00000 1.000000 



NEW MEXICO OIL CONSERVATION COMMISSION 
CASE NO. 9326 

WELL HISTORY 
WILDFIRE #1 

SE SW/4 SECTION 26, T26N, R2W 

10- 18-86 Spud (G.L. elev: 7715', K.B. elev: 7727') 

11- 22-86 T.D. at 8605' 
(PBTD 8496') 

Perforated 7348-7656, various depths, 35 holes. 
Fractured with 82,000 gal 30# cross-link gel and 90,000# 20/40 sand. 

4- 10-87 Completion Report: 3 hrs, 10.2 STB o i l , 15 MCF gas, 20 BBL 
load water, 180 psi FTP. 

5- 4-87 Gas-oil ratio test: 24 hrs, 50 STB o i l , 315 MCF gas, 8 BBL 

water, 75 psi FTP. Well shut in. 

6- 30-87 Bottom hole pressure test at 7400', 1191 psig._ 

11-19-87 Bottom hole pressure test at 7400', 1028 psig. / j/uX 
2-23-88 Bottom hole pressure test at 7400', 972 psig. 

Current status, well shut in. 

1P2/3124 



•rly 9-330) 
D E P A R T M E N T O F T H E I N T E R I O R 

BUREAU OF LAND MANAGEMENT 

I S - . . ( i r r h i -
ut ru.' i win . on 
ri'Verwf a i l l r ) 

WELL COMPLETION OR RECOMPLETION REPORT AND LOG* 
0. IV INDIAN. A L L O T T E E O a T i l l ! N A M E 

U/ m E flf WELL; .-ii. no «»« H f l „v. 7. I ' N I T A G R E E M E N T K A M I 

N. KAIIM UR L E A S E K A M I 

W i l d f i r e 

W T Y P E O r COMPLETION! 
NEW ITTVr "uitK 1—1 PKKI'. |—| f i r<; I—| nirp. |—| 
WKI.I. L&K mr.a 1 1 r.x 1 1 n.»rn 1 1 HKHVII. 1 1 Othi-r 

7. I ' N I T A G R E E M E N T K A M I 

N. KAIIM UR L E A S E K A M I 

W i l d f i r e 2. m m or OPERATOR 

JEROME P. McHUGH 

7. I ' N I T A G R E E M E N T K A M I 

N. KAIIM UR L E A S E K A M I 

W i l d f i r e 2. m m or OPERATOR 

JEROME P. McHUGH 0. W I L L KO. 

P 0 Box -809, Farmington, NM 87499 
4. I<OCATIO!< or »KI.L {Report location clearly and Ut accordance with any State rca.uirtmcnt$)m 

At.urfac. 9 0 p . pgL - 1650' FWL 

At top prod. Interval reported below 

At tolal depth 

I i . I .KASK DESIUKATIUM AND S E K I A L HO. 

NM 28811 

10. niLO AND rooL. oa WILDCAT 

Gavi lan Mancos 
'TiT hi.v.. T.. a., u., OK BLOCK ASP auavaT 

OK AREA 

Sec. 26, T26N, R2W, NMPM 

14. P E R M I T MO. DATE I S S U E D 

| 10/9/86 
12. COUNTY o a 

PARISH 
Rio A r r i b a 

1 3 . S T A T E 

NM 
1 3 . DATX i r t D D I O 

10/18/86 
I S . D A T S T . D . B E A C H E D 

11/22/86 
17. iriATE COMPL. (Ready to prod.) 

A/10/87 
1.1. E L E V A T I O N S ( D F , R K B . UT. 0 1 , E T C . ) * 

7715' GL; 7727' KB 
19 . E L E V . CASINO B E A D 

7715' GL 
I I . TOTAL DEPTH* E D 

8605' 

21. PLU0, 1ACX T.D. , Ml) * TVS 

8496' 

22. i r Mi i .Tin.E c o u r t . , 
HOW M A N Y * 

NA 

2 3 . I N T E R V A L S 
D R I L L E D RY 

nOTARY TOOLS 

TD 
C A B L E T O O L S 

2 4 . PEODL'CINO I N T E B V A L ( S ) . OP T H I S C O M P L E T I O N TOP, BOTTOM, NAME (MD AND T V D ) " 

7348-7656' , Mancos 
23 . WAS D I R E C T I O N A L 

B L ' S V E I MADE 

No 

2«. TYPE ELECTR.C AHD OTHER LOGS RUN D u a l induct ion Guard, S p e c t r a l Densi ty Dual 
Spaced Neutron, GR-CCL, Cement Bond • 

2 7 . WAS W E L L CORED 

NO ' 
CASING RECORD {Report all itrtnat ,et In well) 

C A S I N O S I Z E 

9-5/8" 
5 -1 /2" 

W H O PIT. L B . / P T . 

36 
17 

D E P T H R E T ( M D ) 

264' KB 
8600' KB 

IIOI .B S I Z C 

12-1/4" 
7-7/8" 

C E M E N T I N g RECORD 

177 cf Class B W/ 2% CaCl 
See reverse 

AMOONT F U L L E D 

2* . LINER RECORD 

BIZE TOP (MD) BOTTOM (MI) SACKS CEMENT* S C R E E N ( M D ) S I Z E DEPTH SET (MD) PACKER SET (MD) 

None 2-7/8" 7668' KB 

30. TCBINC RECORD 

7348, 50, 52, 64, 76, 78, 80, 91; 
7412, 14, 30, 32, 42, 47, 58, 71, 90, 98; 
7534, 36, 51, 54, 57, 67, 73, 83, 93, 97; 
7604, 18, 26, 38, 40, 46 & 56. 

Total of 35 holes 

32. ACID. SHOT. FRACTURE. CEMENT SQUEEZE. E T C 

D E P T H I N T E R V A L ( M D ) 

7348-7656' 
A I I O l ' N T AND KIND OP M A T E R I A L f S E D 

750 gal. 7-1/2% HCL 
82,000 gal 30# cro s s - l i n k gel 
90,000 20/40 sand 

33 • rRODl'CTION 
BATS riasT PRODUCTION | PRODUCTION METHOD 'Flovslng, gat lift, pumping—*(<« and type of pump) 

1/5/87* | Flowing 
W E L L S T A T U S ( P r o d « « « # S r 

thut-in) 
SI 

BATS or TEST 

4/10/87 
HOURS TESTED 

3 
C H O K E S I Z E PROD'N. POR 

T1BT PERIOD >• O I L B B L . C A S .MCP. 

| 10.2 | 15 
WATEIl B B L . 

| 20** 
U A S - O I L RATIO 

1471 
PLOW, TUBINS rum*. 

180 p s i 
CASINO P R E S S U R E 

575 p s i 
C A L C U L A T E D 
2 4 - R O I I R R A T E 

JS-

O I L RBI. . 

81.6 
OAS M C P . W A T E R — H B L . 

| 120 | 160** 
O I L C S A V I T T - A r l ( C O R K . ) 

3 8 . 6 ° 
34. DISPOSITION op OAS (Sold, med /or /tiel, vented, tie.) T E S T W I T N E S S E D BY 

Vented during test; to be sold. M. B r a s u e l 
ss. LIST OP ATTACHMENTS * l s t n e w Q ± 1 s w a b b e d t 0 t a n k d u r i n g completion operat ion 

* * F r a c water 
It. I htrcbr 

SIGNED 

and »inched Information li complete and correet as determined (rom all it»ll«bl» recordi 

F i e l d Supt. DATE 4/10/87 
ames S.~rTazen 

T I T L E 

j *(S«c Instructions and Spaces (cr Additional Data on Reverse Side) 

Title 1 ? U . S . C . Section 1001, makes it a crime Tor any person knowingly and willfully to make to any department or agency of the 
United States any false, fictitious or fraudulent statements or representations as to any matter within its jurisdiction., 
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5 NMOCD 1 DE 1 Dugan 1 A n d e s / L a n g 1 G a r y E . 1 F i l e 

STATE OF NEW MEXICO 
ENERGY ANO MINERALS DEPARTMENT 

o i i r m i u t IOM 
U N T A 

U , l , O J . 

L A M D O F f t C I 

T N l l N I r-ON T • R 
O I L 

T N l l N I r-ON T • R 
0 A t 

P N M A T i O M O f r t c i 

/ 

O I L C O N S E R V A T I O N D I V I S I O N /> . : 
P. O. BO X 208« / ' i '. 

S A N T A F E . N E W M E X I C O 87501 

REQUEST FOR ALLOWABLE 
AND . 

AUTHORIZATION TO TRANSPORT 

form C-104 
RrHIKl 1001-78 
Formal 06-01-S3 

_ Page 1 
' H h. 

OIL ANO NATURAL GAS - Q & f ' i D / f V 

Operator 

JEROME P. McHUGH 
-

Addreaa 

P 0 Box 809, Farmington, NM .87499 
Rrston(>) lor filing, (Check proper box) 

0 *•»» 
1 I Raeoffiplallon 

| | Chonqa In Ownacahtp 

Chonqa in Tranaporlar ol: 

D °" 
| | Caalnqhaad C a s [_ 

j Dry Cat 
1 Condensate 

Other (Plcate explain) 

If change of ownership give name 
•nd addreaa of previous owner 

L e o * * Noma Wall No. Pool Noma, Including formation Kind ol Laoaa . L e a a a No. 

Wildfire 1 Gavilan Mancos Stota. Tadaral or Fe Fed. NM .28811 : 
L o c ffl Jon 

N 
Unll l_»lt«r 

900 r..i rrom Th. South L l f i i o n d 
1650 Taat From T h a VJest 

L l n a e l Section 2 6 Townehlp 2 6 N Ronqe 2W , NMPM Rio Arriba County 

Kama ol Authorixad Transporter ol Oi l 1 X X or Condanaota ( | 

Gary Energy Corp. 
Addreaa (Give addreit to u/AicA approved* copy of this form is lo 6c sent) 

P 0 Box 159, Bloomfield, NM 87413 ' 
Noma of Authorized Tranaporlar of Caalnqhead C a a IX X or Dry Caa j j 

Jerome P. McHugh 
Addreaa (Give address to which approved copy of this form is to oe sent) 

P 0 Box 809, Farmington. NM 87499 i 
1 Unll , Sac . 1 Two. ' Roe. 

If wall producee oil or l iquids, • 1 • > 
O f . location of lanka. > N | 2 6 | 2 6 N J 2W 

U gaa actually connected? , When ; 

No ! | 
If Ihli production li commingled with that from any other leaae or pool, give commingling order numben 

NOTE: Complete Parts IV and V on reverse side if necessary. 

V I . C E R T I F I C A T E OF COMPLIANCE 

I hereby certify that the rules md regulations of the Oil Conservation Division have 
been complied with and that the information given is true and complete to the best of 
my knowledge and belief. 

(Sitnaturt) 

4/10/87 
(THU) 

(DM, 

Jerome P. McHugri 
Farmington, H.M. 

APR 27 ^ 

RECEIVED 

OIL CONSERVATION DJVI 

3 1987 

T I T L E . 
SUPERVISOR DISTRICT » 3 

Thle form la to ba filed la compliance with n\)LZ 1104. 
lf thia la a requeat for allowable for • newly drilled or deepened 

well, thla form mutt be accompanied by a tabulation of the deviation 
teats taken on tha wall la accordance with n\)\.t t u . 

All eectlona of thla form tnuet ba filled out completely for allow
able on new and recompleted walla. 

Fi l l out only Secttona I. II. Itt. and VT for change* of owner. 
weU neme or number, or tranaporter, or other auch change of condition. 

Separata Forma C«104 mull be filed for each pool in multiply 
completed walla. 

APR 29 1987 



Form C-104 
Reviled 10O1-7B 
Format 050143 
Pi8» 2 

TV. COMPLETION DATA 
1 Oil Wall 1 Gas Wall 

Designate Type of Completion — (X) ! XX • ! 
1 i — 

1 New Wall 1 Workover < Deepen 

! xx ! ! 
i • 

' Plug Back ' Same Ree'v.' DHL Rea'v 
1 l 1 
1 l i 

Data Spudded 

10/18/86 
Date Compl. Ready to Prod. 

4/10/87 
Total Depth 

8605* 
P.B.T.D. 

8496' 
EJevotione (DF, RKB. RT. CR. etc.; 

7715' GL 
Name of Producing Formation 

G a v i l a n Mancos 
Top Oil/Gas Pay 

7348" 
Tubing Depth 

7668' KB 
Par/orations 

7348-7656', 35 holes 
Depth Casing Shoe 

8600' KB 
TUBING, CASING, AND C E M E N T I N G R E C O R D 

H O L E S I Z E CA5ING 6 TUBING S I Z E D E P T H S E T SACKS C E M E N T 

12-1/4" 9-5/8" 2 6 4 ' K B 177 C f 

7-7/8" 5-1/2" 8 6 0 0 ' KB 3534 cf i n 3 stages 
+ 1572 c f pumped down 

1 2 - 7 / 8 7 6 6 8 ' K B bradenhead 
V . T E S T D A T A A N D R E Q U E S T F O R A L L O W A B L E ( T u t m u " *« » ( " r '•towry of local volume ef load oil and mtul to teuai to or esceee' fop ellou, 

OIL WELL a"' f°' o f f°r how) 
Date Tiret New Ol.l Run To Tonka 

1 / 5 / 8 7 

Date of Teet 

4/10/87 
Producing Method (Flow, pump, /or ii/l , ate.; 

Flowing 
Length of Teal 

3 h r s . • •' 

Tubing Pteeaure 

180 p s i 
Casing Preeaure 

575 p s i 
Choke Slae 

Aoiual Prod. During Teel OU-Bbls. 

81.6 BOPD 
Water-Bbla. 

160 BWPD 
C a i - M C F 

120 MCFGPD 

GAS WELL 
Actual Prod. Tee l -MCF/D Length o:( Teet Bbla. Condenaote/MMCF Gravity of Condsnaaie 

Taatirut Melkod (pilot, tore pr.). Tubing Praaaure ( ( b a t - l a ) Cosing Preaaurs (Shot—la) Choke filse 
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NEW MEXICO OIL CONSERVATION COMMISSION 
CASE NO. 9326 

AVERAGE WELL COST ANALYSIS 
CANADA OJITOS UNIT ANALOGY 

it 

Well / 

36(A-20) 
37(G-5) 
38(F-7) 

AFE Cost 

613500 
621000 
664000 

Final Report Cost 

615000 
551000 
710000 

Average 632833 625333 

1P2/3124 



MEW MEXICO OIL CONSERVATION COMMISSION 
CASE NO. 9326 

DETERMINATION OF ALLOCATED WELL COST 

Total Well Cost Estimate: 

Less Costs of: 
AFE estimate for 5000' gas gathering line (10-28-87): 
Estimate for purchasing and installing 

artif i c i a l l i f t and associated expenditures: 

Net Well Cost to Date: 

East Half Sec. 26 Share Q 50% 
West Half Sec. 26 Share @ 50% 

1P2/3124 



NEW MEXICO OIL CONSERVATION COMMISSION 
CASE NO. 9326 

OPERATING AGREEMENT SYNOPSIS 
WILDFIRE #1 WELL 
WEST HALF SECTION 26, T26N, R2W 

I . Expenditure Limit of $20,000 Without Consent of All Parties 

I I . District Overhead Expense: Fixed Rate 
Drilling Wells $3500 \l 
Producing Wells $350 

I I I . Delinquent Interest Rate: 12% or maximum permissible state rate 

IV. Non-consent Provision: ^ ̂ - v>' 
300% Drilling and Completion Cost 
100% Surface Equipment 
100% Operating Expense 

1P2/3124 
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NEW MEXICO OIL CONSERVATION COMMISSION 
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NEW MEXICO OIL CONSERVATION COMMISSION 

CASE NO. 9326 

EFFECT ON ECONOMIC^ 

EVALUATION OF EAST HALF SEC 26 INTERESTS 



NEW MEXICO OIL CONSERVATION COMMISSION 
CASE NO. 9326 

HISTORY OF EVENTS 

June 29, 1987 

December 29, 1987 

January 21, 1988 

February 1, 1988 

February 9, 1988 

February 11, 1988 

February 12, 1988 

February 16, 1988 

February 22, 1988 

February 25, 1988 

March 18, 1988 

Sun makes an offer to purchase Hixon Development's 
overriding royalty interest in the west half of 
Sec. 26-26N-2W. 

Hixon Development files a waiver to d r i l l the 
J. Whitney #1 well in the east half of Sec. 26 and 
form a 320 acre unit. 

Hixon Development proposes forming a 640 acre pooled 
unit in consideration for a $183,333.33 payment. 

Sun replies to the in i t i a l proposal that the offer 
is being considered. 

An application to form a 640 acre unit is sent to 
the New Mexico Oil Conservation Commission. 

Hixon Development is advised of Sun's application 
for forming a 640 acre unit. 

Approximate date when Sun verbally informs Hixon of 
its counter proposal for a $255,500 payment from the 
east half interest owners. 

Hixon replies to Sun's counter offer that the cost 
is too high. 

Sun mails additional explanation of its counter 
offer to Hixon. 

A request to the Oil Conservation Commission to 
consolidate and continue cases 9326 and 9295 is 
filed. 

Approximate date, when Hixon asks Sun i f Sun would 
be willing to negotiate costs and accept a figure 
less than $255,500. Sun's response is that the west 
half owners cannot accept a lower value. 

1P2/3124 



Jason Kellahin 
Of Coaatet 

W. Thomia Kellahin 
Karen Aubrey 

KELLAHIN, KELLAHIN AND AUBREY 
Attorneys at Lew 

El Patio • 117 North Guadalupe 
Poet Office Box 2265 

Santa Fe, New Mexico 87504-2265 

Telephone 9S2-42.S 
Area Code 505 

February 25, 1988 RECEIVED 
PE8 2 9 1988 

Mr. Michael E. Stogner 
O i l Conservation Division 
P. 0. Box 2088 
Santa Fe, New Mexico 87504 

Re: Sun Exploration and Production Co. 
NMOCD Case 9326 

Dear Mr. Stogner: 

Mr. Tommy Roberts, attorney for Hixon Development 
Company has requested that the Sun Case 9326 now set f o r 
hearing on March 2, 1988 be continued and consolidated 
with the Hixon Case 9295 which i s set on the March 16, 
1988 examiner's docket. 

I have advised Mr. Roberts that Sun has no objection 
to his request for a continuance and accordingly request 
that Case 9326 be continued and consolidated with Case 
9295 to be heard on March 16th. 

Very t r u l y yours, 
Original signed by 

W. THOMAS K E L L A H U ? 

W. Thomas Kellahin 
WTK:ca 

cc: Allen Tubb, Esq. (Sun-Dallas) 
Tommy Roberts, Esq. 
Ken Mueller (Sun-Denver) 



Sun Production 
Operations Division 
Rocky Mountain District 

February 22, 1988 
Sun Exploration and 
Production Company 
POBox 5940 
Terminal Annex 
Denver CO 80217-5940 
3036963500 

Hixon Development Company 
P.O. Box 2810 
Farmington, New Mexico 87499 

At tent ion: John Corbett 

RE: W i l d f i r e #1 
Section 26, T26N, R2W 
Gavilan Pool 
Rio Arriba, New Mexico 

Dear Sir: 

In regards to Hixon Development Corporation's proposal to pool the east 
half and west half of Section 26, Sun believes a more equitable payment 
due the west half owners i s $255,500. This figure i s based on an 
average current cost of $626,000, to d r i l l , complete, and equip wells i n 
this area. The figure of $255,500 was derived using one-half the 
average cost less the proportionate share of additional equipment needed 
to place the Wildfire i l l w e l l on production. 

Sun's position i n these matters i s that 640 acre spacing and proration 
units are appropriate i n l i g h t of the pressure communication between 
wells i n the f i e l d . The New Mexico O i l and Gas Conservation Commission 
has established 640 acre spacing with the option for a second w e l l on 
the proration u n i t . The Commission has "grandfathered" existing 320 
acre units. This r u l e , however, does not preclude operators from 
applying f o r an exception to the pool rules and v o l u n t a r i l y pooling 
units such as the Wildfire #1. The ru l e , as w r i t t e n , does protect 
owners of existing wells from suffering possible f i n a n c i a l losses due to 
force pooling. 

I f you are i n agreement to the proposed payment and that Sun remain 
operator of the w e l l , please n o t i f y Sun, to my attention, and an 
appropriate contract can be developed. 

Sincerely, 

Ken Mueller 

KM:rc 

cc: Tom Golden 
Allen Tubb 
Floyd Wiesepape 

1P2/3079 



HixonDevelopment 
COMPANY 

REC 
SB 1 8 1988 

ROCKY MOUNTAIN DISTRICT 

February 16, 1988 

Mr. Ken Mueller 
D i s t r i c t Reservoir Engineer 
Sun Exploration and Production Company 
P.O. Box 5940 
Terminal Annex 
Denver, CO 80217-5940 

Subject: Wildfire Well No. 1 
Section 26, T26N, R2W 
Rio Arriba Co., NM 

Dear Mr. Mueller: 

Hixon Development Company has received your counter to our 
offer to j o i n the referenced well. F i r s t , l e t me thank you tor 
your prompt response. Secondly, i n the future please contact 
Hixon d i r e c t l y on t h i s issue. 

Regarding your proposal, there appears to be some inconsistency 
in our two approaches. I believe that you are fa m i l i a r with 
Sun's ea r l i e r bid to buy our interest in the W i l d f i r e , but i n 
the event that you are not you may wish to refer to the 
enclosure at this time. Hixon's off e r was made on the value of 
the property based on Sun's price. Sun, on the other hand, has 
countered us with t h e i r cost to buy the property. 

0tfittr Hox _VS:0 
Fa!7riij.j<t-<r., V w Mexico 



February 16, 1988 
Mr. Ken Mueller 
Page 2 

While we expect to bear our share of future well costs ( i . e . 
tying the well into our gas gathering system), Hixon cannot 
j u s t i f y an investment where our costs would be greater than our 
present value. I f Sun's previous estimation of the present 
value is incorrect I would be happy to discuss input parameters 
and i t i s possible that we could work j o i n t l y to reach an 
acceptable purchase price. 

Very t r u l y yours, 

John C. Corbett 
Vice Fresident - Exploration 

Enclosure 

xc: Dugan Production Corp. 
P.O. Box 208 
Farmington, NM 87A99 

Tommy Roberts 
3005 Northridge Dr. 
Farmington, NM 87401 



V. Thomas Kellahin 
Karen Aubrey 

Jaton Kellahin 
Of Conatel 

KELLAHIN, KELLAHIN AND AUBREY 
Attorney! at Law 

El Patio - 117 North Guadalupe 
Pott Office Box 22*5 

Santa Fe, New Mexico 87504-2265 

February 11, 1988 

"Federal Express" 

Tommy Roberts, Esq. 
3005 Korthridge Drive 

Suite G 
Farmington, Kew Mexico 

Telephone 982-428S 
Area Code 505 

RECEIVED 
BEB 1 7 1988 

ROCKY MOUNTAIN DISTRICT 

87401 

Re: Hixon Case 9295 

Dear Tommy: 

Enclosed is- a copy of tbe compulsory pooling 
application I f i l e on Tuesday of t h i s week. As we 
discussed on Wednesday, I am awaiting receipt from Sun of 
a proposed method for Exxon to p a r t i c i p a t e i n the 
Wil d f i r e well and w i l l c a l l you just as scon as I have 
that information. 

I would request that we continue the Kixon case 
u n t i l the March 2nd hearing and hopefully by then we w i l l 
be able to resolve t h i s matter. 

cc: Frank Syfan, Esq. 
Ken Mueller 
Allen Tubb, Esq. 



W. Thomas Kellahin 
Karen Aubrey 

KELLAHIN, KELLAHIN AND AUBREY 
Attorneys mt Law 

El Patio - 117 North Guadalupe 
Poat Office Box 22<5 

Telephone 982-4285 
Area Code 505 

Jinort Kellahin 
Of Coaaie! 

Santa Fe, New Mexico 87504-2265 

February 9, 1988 

Kr. William J. LeMay 
Oil Conservation Division 
P. 0. Box 2088 
Santa Fe, New Mexico 87504 

Re: Application of Sun Exploration and 
Production Company for Compulsory Pooling 
for the W i l d f i r e Well, Gavilan Mancos 
O i l Pool 

Dear Kr. LeKay: 

On behalf of Sun Exploration and Production Company, 
please f i n d enclosed cur application for compulsory 
pooling for the W i l d f i r e Well t l i n Section 26, T26N, 
P.2W, Rio Arriba County, New Mexico. This case involves 
the same subject matter as the Hixon Case 9295 set for 
hearing on February 17, 1988. We would request that the 
Hixon case be continued and consolidated with t h i s case. 

The following i s a suggested advertisement for t h i s 
case: 

Application cf Sun Exploration and Production 
Company for an order pooling a l l mineral i n t e r e s t s in the 
Gavilan-Mancos Oil Pool underlying a c e r t a i n 640-acre 
t r a c t of land in Rio Arriba County, Kew Mexico. 
Applicant i n the above-styled cause, seeks an order 
pooling a l l mineral interests in the Gavilan-Mancos O i l 
Pool underlying a l l of Section 26, Township 26 North, 
Range 2 West, to form a standard 640-acre o i l spacing and 
proration u n i t i n said pool. Said u n i t i s to be 
dedicated to the Sun Exploration and Production Company 
Wi l d f i r e Well Ko. 1 in Unit K of said Section 26 which is 
presently completed i n and producing from the Gavilan-
Mancos Oil Fool. Also to be considered w i l l be the 
method for cost a l l o c a t i o n and p a r t i c i p a t i o n thereof as 
we]] as actual operating costs and charges for 
supervision. Applicant further requests that Sun 
Exploration and Iroduction Company remain as operator of 



KELLAHIN, KELLAHIN & AUBREY 

Mr. William J. LeKay 
February 9, 1988 
Page 2 

the well and that the e f f e c t i v e date of any order issued 
in the case be retroactive to June 8, 1S87. Said well i s 
located approximately 4.5 miles east-northeast of Ojit o s 
Post Office. 

WTK:ca ' 
Enc. 

cc: Mr. Ken Mueller 
Sun Exploration and Production Company 
Cherry Creek Place 
3151 South Vaughn Way 
Aurora, Colorado 8B214 

Allen Tubb, Esq. 
Sun Exploration & Production Company 
Four North Park East 
Dallas, Texas 75231 

" C e r t i f i e d Return-Receipt Requested" 

A l l Parties Listed i n Application 



STATE OF NEW MEXICO 
DEPARTMENT OF ENERGY AND MINERALS 

OIL CONSERVATION DIVISION 

IN TEE MATTER OF THE APPLICATION 
OF SUN EXPLORATION AND PRODUCTJON 
COMPANY FOR COMPULSORY 
RIO ARRIBA COUNTY, NEK MEXICO. CASE NO. 

Comes nov SUN EXPLORATION AND PRODUCTION COMPANY, by 

and through i t s attorneys, Kellahin, Kellahin & Aubrey 

and i n accordance with Section 70-2-17 (c) NMSA-1978 

applies to the New Mexico O i l Cosnervation Di v i s i o n f or 

an order pooling a l l mineral i n t e r e s t i n the Gavilan 

Mancos O i l Pool underlying Section 26, T26N, R2W, KMPK, 

Rio Arriba County, New Mexico to form a 640-acre o i l 

spacing and proration unit in said pool to be dedicated 

to the Sun Exploration and Production Company W i l d f i r e 

Well No. 1 located i n Unit N of said Section 26 which i s 

presently being completed for production from the Gavilan 

Mancos Oil Pool and dedicated to a previously approved 

320 acre non-standard o i l spacing and proration u n i t as 

promulgated by Rule 2(a) of Division Order R-7407-E, and 

in support thereof would show: 

-3-



1. Applicant i s the operator of the W i l d f i r e Well 

No. 1 located i n Unit N of Section 26, T26N, R2W, NMPM, 

Rio Arriba County, New Mexico. 

2. Applicant has d r i l l e d i t s W i l d f i r e Well in 

Section 26 and is i n the process of completing and 

testing the subject w e l l . 

3. Applicant seeks to dedicate a l l cf Section 26, 

being 640 acres, to the well with respect t o production 

from the Gavilan Mancos O i l Pool. 

4. The New Mexico O i l Conservation Commission 

issued Order R-7407-E e f f e c t i v e June 8, 1987 provides for 

640 acre spacing and proration units for the Gavilan 

Mancos O i l Pool. 

5. Hixon Development Company i s a working i n t e r e s t 

owner in tbe E/2 of said Section 26 and has f i l e d an 

application with the O i l Conservation Division which i s 

docketed as Division Case 9295 seeking the approval of a 

320-acre non-standard o i l proration and spacing un i t 

consisting of the E/2 of said Section 26. 

6. Sun i s seeking the voluntary agreement from a l l 

mineral i n t e r e s t owners in Section 26 for the 

p a r t i c i p a t i o n in the W i l d f i r e Well and the formation of a 

640 acre un i t for the subject well but has been unable to 

reach an agreement with aJl parties on the method for 

pa r t i c i p a t i o n i n the W i l d f i r e Weill. 

-2-



7. Applicant Eeeks to have t h i s matter heard at the 

Examiner's hearing now scheduled for March 2, 1987 and 

further seeks that the Eixcn Case 9295 now set f o r 

February 17, 1988 be continued and consolidated f o r 

hearing on the same docket with tbe Sun ap p l i c a t i o n . 

8. That the parties l i s t e d i n Exhibit A attached 

hereto have been provided with a copy of t h i s a p p l i c a t i o n 

as n o t i f i c a t i o n of the application and request f o r 

hearing pursuant to Division notice rules. 

9. The pooling of a l l the Gavilan Mancos O i l 

interest underlying Section 26 w i l l prevent the d r i l l i n g 

of unnecessary wells, prevent waste, and protect 

co r r e l a t i v e r i g h t s . 

WHEREFORE, applicant requests that t h i s a p p l i c a t i o n 

be set for hearing before the duly appointed D i v i s i o n 

examiner on March 2, 1988 and that a f t e r hearing the 

Division enter i t s order pooling the mineral i n t e r e s t 

described herein. Applicant further seeks that i t be 

named operator of the w e l l , that the order make 

provisions for applicant to recover reasonable 

compensation for the investment made on behalf of the 

mineral owners i n Section 26, and that the e f f e c t i v e date 

of the all o c a t i o n of production be June 8, 1987, and that 

i f after the election period expires, any party who has 

f a i l e d to pay i t s f a i r share of the p a r t i c i p a t i o n costs 

-3-



be assessed a ri s k factor i n the amount of 200% and for 

such other and further r e l i e f as may be proper. 

Respectfully submitted, 

V7. Thomas KeriaYiin, Esq. 
p. 0. Box 2265/ 
Santa Fe, Mew Mexico 87504 

Attorneys for Sun 
Exploration and Production 
Company 

-4-



EXHIBIT 

Hixon Development Company 
Attn: Mr. Al d r i c h L. Kuchera 
Box 2810 
Farmington, New Mexico 87401 

Dugan Production Corporation 
Attn: Mr. John Roe 
P. 0. Box 208 
Farmingotn, New Mexico 87401 



Sun Production 
Operations Division 
Rocky Mountain District 

Sun Exploration and 
Production Company 
POEox59JQ 
Terminal Annex 
Denver CO 8021 "-£540 
3036963500 

February 1, 1938 

Hixon Development Co. 
P.O. Box 2810 

Farmington, New Mexico 87499 

Attention: Aldrich Kuchera 

Dear Mr. Kuchera: 
I am in receipt of your letter concerning the Wildfire Well No. 1, 
Section 26, T25N, R2W, Rio Arriba Co., New Mexico. I understand 
your proposal is to apply for a non-standard 320 acre proration 
unit consisting of the E/2 of section 26 this Wednesday, 
February 3, 1988. Alternative proposal is to pay $183,333.33 for a 
50% W.I. in the Wildfire No. 1 and contribute the 320 acre E/2 of 
section 26 to a 640 acre proration unit. 

I am in the process of evaluating your offer. Should Sun decide to 
accept, a Ooint Operating Agreement between Sun (as operator of the 
W/2) and all working interests in the E/2 will be needed. 

Sincerely, 

District Reservoir Engineer 

KM:rc 

1P2/3030 - (1) 



HLxonDevelopment 
COMPANY' 

January 21, 1988 

Mr. William Branch 
Manager, Acquisitions 
Sun Exploration & Production Company 
8150 North Central Expy. 
P. 0. Box 2880 
Dallas, TX 75221-2880 

Subject: Wildfire Well No. 1 
Section 26, T26N, F3W 
San Juan Co., NM 

Dear Mr. Branch: 

This l e t t e r i s i n reference to your correspondence dated June 29, 
1987 regarding the referenced well. I t also concerns our l e t t e r to 
Ms. Elisa Shea of your Denver of f i c e , a copy of which i s enclosed. 

We have reviewed th i s situation and feel that a possible alternative 
to d r i l l i n g the proposed i n f i l l well i n section 26 would be for Hixon 
Development Company et a l to j o i n with Sun and create a 640 acre 
proration unit encompassing the entire section. This could be 
accomplished by our purchasing a 50% working interest i n the Wi l d f i r e 
No. 1 and at the same time contributing our half of the section to 
your well. 

In order to be equitable i n joining our interests we are offering you 
the same dollar amount per working interest percent that you offered 
Hixon i n your June l e t t e r , the only difference being that you were 
offering to buy an overriding royalty interest with a reversion. We 
have determined that a working interest percentage i s equal to half 
of the value of an override percentage. Thus your offer of 
$22,000.00 for a 3.0% ORRI would be proportionate to $183,333.33 f o r 
a 50.0% working interest. 

Our hearing for the nonstandard location i s scheduled for February 3, 
1988, so i f i t i s possible we would l i k e to have some idea of what 
your position on communitization i s by then. I f that i s not possible 
we can s t i l l communitize even though a non-standard proration u n i t 
has been approved. This offer may be accepted i n wr i t i n g any time 
u n t i l 4:00 p.m. MST February .19, 1988. 



Mr. William Branch 
January 21, 1988 
Page 2 

This offer i s made subject to the same six points included i n your 
l e t t e r , to wit: 

1. The effective date of the purchase shall be 7:00 a.m. on A p r i l 
1, 1988. A l l operating and other costs and charges a t t r i b u t a b l e 
to the Subject Properties prior to the effective date s h a l l 
remain your responsibilty.' Taxes and other l i k e charges sh a l l 
be prorated as of the effective date of the purchase. 

2. The closing of the sale shall take place within t h i r t y (30) days 
after Hixon n o t i f i e s you that Hixon accepts your t i t l e . I n the 
event your t i t l e to any of the Subject Properties should f a i l , 
Hixon shall have the r i g h t but not the obligation to close on 
those properties whose t i t l e Hixon has approved and Hixon s h a l l 
reduce the purchase price by the amount allocated by i t to the 
properties whose t i t l e f a i l e d . I n the event t i t l e should f a i l 
as to a portion of any of the Subject Properties so that you are 
unable to deliver to Hixon the b i l l i n g and income interests 
therein specified in Exhibit "A", Hixon shall have the r i g h t but 
not the obligation to close on said property but s h a l l reduce 
the purchase price allocated by i t i n the proportion that the 
amount of reduced income interest bears to the income int e r e s t 
specified. 

3. The purchase price shall be reduced by the amount of net income, 
i f any (being the proceeds from the sale of a l l production less 
operating costs) received by you from the Subject Properties, 
from and after the effective date. Within ninety days following 
closing, or as soon thereafter as practical, an accounting and 
adjustment between the parties w i l l be made of a l l charges and 
credits arising subsequent to the effective date and p r i o r to 
closing. However, neither party to this agreement s h a l l be 
absolved from l i a b i l i t y should such accounting and adjustment 
not be completed within said ninety-day period. 

4. You shall forthwith furnish to Hixon copies of a l l leases, 
abstracts of t i t l e , agreements and other documents and 
correspondence, including prior t i t l e opinions, i n your 
possession i n any way affecting t i t l e to the Subject Properties. 

5. At closing, you w i l l deliver to Hixon assignments, b i l l s of 
sale, and other instruments, relating to or necessary to close 
the sale of the Subject Properties, a l l to be i n form and 
content acceptable to Hixon. In such instruments you s h a l l 
warrant that you are the owner of the interests described 
therein and have the r i g h t to s e l l same and that the Subject 
Properties are free and clear of a l l liens, charges and 
encumbrances of whatsoever kind and nature, including but not 



Mr. William Branch 
January 21, 1988 
Page 3 

limited to any federal or state refund obligations, excepting 
only instruments presently of record creating royalty and 
overriding royalty interests. On and after the closing, you 
agree at Hixon 1 s request, from time to time, to execute and 
deliver such other and additional instruments, notices, releases 
and other documents and to do a l l such other acts necessary to 
f u l l y accomplish Hixon's acquisition of the Subject Properties. 

6. You sh a l l continue to remain l i a b l e and shall indemnify Hixon 
from and against any l i a b i l i t y , loss, costs, claims, or damages 
arising or accruing prior to the closing date, and such 
indemnification shall be included i n and s h a l l be deemed to 
apply to a l l assignments, transfers and other documents 
conveying the Subject Properties to Hixon. 

To accept t h i s offer, please return one executed copy of th i s l e t t e r 
to Hixon to my attention. Upon your acceptance, t h i s l e t t e r s h a l l 
constitute a contract of purchase and sale binding upon the parties 
hereto and t h e i r respective successors and assigns. 

Very t r u l y yours, 

HIXON DEVELOPMENT COMPANY 

Aldrich L. Kuchera 
President 

JCC/plc 

Accepted and Agreed to th i s day 

SUN EXPLORATION & PRODUCTION COMPANY 

By: 
T i t l e : 



HLxonDevelopment 
COMPAQ 

December 29, 1987 

Ms. Elisa Shea 
Sun Exploration & Production Company 
1801 Broadway, Suite 1000 
Denver, Colorado 80202 

Subject: Non-standard Proration Unit 
Joe Whitney HI Well 
990' FNL, 890' FEL 
26-T26N-R2W, N.M.P.M. 
Rio Arriba County, New Mexico 

Dear Ms. Shea: 

Hixon Development Company requests a waiver from your company 
to d r i l l and complete the subject well in a non-standard 
proration u n i t offsetting your existing leases. The request 
is made per NMOCD Order R7407E which established 640 acre 
spacing for the Gavilan Mancos pool. The Order requires that 
a l l non-standard proration units be approved after a hearing 
before the commission. 

Please f i n d three enclosures with this l e t t e r . The f i r s t i s 
a plat showing Gavilan Mancos pool wells and stepouts i n the 
v i c i n i t y of our proposed location. The second two are 
waivers stating that you approve of our nonstandard proration 
unit. 

We respectfully request that you sign both waivers and return 
them in the. enclosed postpaid envelope. I f you object to the 
proposed location, please provide a le t t e r to this o f f i c e 
stating your reason. 

Thank you for your prompt attention to this matter. 

>ry t r u l y yours, 

Charles Orin Foster 
Vice President - Land 

COF/das 

Enclosures 
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Tee — 

^ j ^ « t i ^ i ^ K Sun Exploration and 
^ • • T B V S I ' ^ • S Production Company 

• C V W i u m . 3<5C\^r-Central Excv 
PO Bex 2880 
Dallas TX 75221-2880 

June 29, 1987 2 1 4 8 9 1 1 5 0 0 

Hixon Development Company _ 
301 Milan Building ~~~ / ^- / : /"'<^ 7* < ^ • - -
Sdii Antonio, Texas 70205-1603 . , , 

- Re: RA-25-87 
Gavilan Field 
Rio Arriba County, New Mexico 

Gentlemen: 

Sun Exploration and Production Company ("Sun") desires to purchase all 
of your right, tit l e and interest in the properties described on Exhibit 
"A" attached hereto and made a part hereof, along with all of your right, 
title and interest in the wells, equipment, personal property, and ease
ments in connection therewith. 

Providing you own not less than the Billing and Income Interest set 
forth in Exhibit "A" and subject to the terms and conditions set forth 
below, Sun will pay you, at the closing, the sum of $22,000.00 for 
all your right, tit l e and interest in and to the Subject Properties. 

Our agreement shall be subject to the following: 

1. The effective date of the purchase shall be 7:00 a.m. on July 1, 1987. 
All operating and other costs and charges attributable to the Sub
ject Properties prior to the effective date shall remain your 
responsibility. Taxes and other like charges shall be prorated as 
of the effective date of the purchase. 

2. The closing of the sale shall take place within thirty (30) days 
after Sun notifies you that Sun accepts your t i t l e . In the event 
your titl e to any of the Subject Properties should f a i l , Sun shall 



have the right but not the obligation tc close on those properties 
whose tit l e Sun has approved and Sun shall reduce the purchase price 
by the amount allocated by i t to the properties whose t i t l e failed. 
In the event titl e should fail as to a portion of any of the Subject 
Properties so that you are unable to deliver to Sun the billing 
and income interests therein specified in Exhibit "A," Sun shall 
have the right but not the obligation to close on said property 
but shall reduce the purchase price allocated by i t in the 
proportion that the amount of reduced income interest bears 
to the income interest specified. 

3. The purchase price shall be reduced by the amount of net income, i f 
any (being the proceeds from the sale of all production less 
operating costs) received by you from the Subject Properties, from 
and after the effective date. Within ninety days following closing, 
or as soon thereafter as practical, an accounting and adjustment 
between the parties will be made of all charges and credits arising 
subsequent to the effective date and prior to closing. However, 
neither party to this agreement shall be absolved from liability 
should such accounting and adjustment not be completed within said 
ninety-day period. 

4. You shall forthwith furnish to Sun copies of all leases, abstracts 
of t i t l e , agreements and other documents and correspondence, 
including prior t i t l e opinions, in your possession in any way 
affecting title to the Subject Properties. 

5. At closing, you will deliver to Sun assignments, bills of sale, 
and other instruments relating to or necessary to close the sale of 
the Subject Properties, all to be in form and content acceptable to 
Sun. In such instruments you shall warrant that you are the owner 
of the interests described therein and have the right to sell same 
and that the Subject Properties are free and clear of all liens, 
charges and encumbrances of whatsoever kind and nature, including 
but not limited to any federal or state refund obligations, excep
ting only instruments presently of record creating royalty and 
overriding royalty interests. On and after the closing, you agree 
at Sun's request, from time to time, to execute and deliver such 
other and additional instruments, notices, releases and other 
documents and to do all such other acts necessary to fully 
accomplish Sun's acquisition of the Subject Properties. 

6. You shall continue to remain liable and shall indemnify Sun from 
and against any liability, loss, costs, claims, or damages arising 
or accruing prior to the closing date, and such indemnification 
shall be included in and shall be deemed to apply to all assign
ments, transfers and other documents conveying the Subject Proper
ties to Sun. 

RA/II/GAVILAN/HIXON 



This offer shall be open for acceptance up to but not after July 21, 
- 1987 at 4:00 p.m., Dallas, Texas time, and i f your acceptance is not 

received by such time, this offer shall be null and void unless extended 
by mutual agreement. 

To accept this offer, please return one executed copy of this letter to 
Sun to my attention. Upon your acceptance, this letter shall constitute 
a contract of purchase and sale binding upon the parties hereto and their 
respective successors and assigns. 

Very truly yours, 

SUN EXPLORATION AND PRODUCTION COMPANY 

William H. Branch 
Manager, Acquisitions 

Accepted and Agreed to this day 
of , 19 

HIXON DEVELOPMENT COMPANY 

By: 
Title: 

RA/II/GAVILAN/HIXON 



EXHIBIT "A" 
To Letter Agreement dated June 29, 1987 

Between 

HIXON DEVELOPMENT COMPANY 

And 

SUN EXPLORATION AND PRODUCTION COMPANY 

SUBJECT PROPERTIES: 

All of your right, t i t l e and interest in the leases located in Rio Arriba 
County, New Mexico,, more particularly described below, along with all 
of your right, t i t l e and interest in the wells, equipment, personal 
property and easements in connection therewith: 

Working Income 
Unit Interest Interest 

Wildfire #1 Unit -0- BPO .03000000 ORRI 
W/2 of Section 26-26N-2W .24000000 APO .19200000 ESTIMATED 

RA/II/GAVILAN/HIXON 



APPROVAL—CERTIFICATION—DETERMINATION 

Pursuant to the authority vested i n the Secretary of the I n t e r i o r , Section 
17(j) of the Mineral Leasing Act of 1920, as amended (74 Stat. 784; 30 U.S.C. 
226(j), and delegated to the D i s t r i c t Manager, U.S. Bureau of Land Management, 
I do hereby: 

A. Approve the attached communitization agreement covering, 
Section 26, T. 26 N., R. 2 W., Rio Arriba County, New Mexico as 
to crude o i l and associated natural gas producible from the 
Gallup and Dakota Formation. 

B. Determine that the Federal lease or leases as to the lands 
committed to the attached agreement cannot be independently 
developed and operated i n conformity with the well-spacing 
program established for the f i e l d or area i n which said lands 
are located, and that consummation and approval of the agreement 
w i l l be i n the public interest. 

C. Certify and determine that the d r i l l i n g , producing, r e n t a l , 
minimum royalty and royalty requirements of the Federal lease or 
leases committed to said agreement are hereby established, 
altered, changed, or revoked to conform with the terms and 
conditions of the agreement. 

Approved: 
FEB C 6 1987 

EFFECTIVE: November 1, 1986 

CONTRACT NO.: NM015P35-87C-325 



OrtfaTCK, 

COMMUNITIZATION AGREEMENT 

Contract No. JsJMOj3S?P_5-_^nCs3Z^ 

THIS AGREEMENT entered into as of the 1st day of November. 19B6. by and between 
the parties subscribing, r a t i f y i n g , or consenting hereto, such parties being 
hereinafter referred to as "parties hereto". 

W I T N E S S E T H : 

WHEREAS, the Act of February 25, 1920 (41 Stat. 437), as amended by the Act of 
August 8, 1946 (60 Stat. 950; 30 U.S.C. Sees. 181 et. seq.) authorizes communitiza
ti o n or d r i l l i n g agreements communitizing or pooling a Federal o i l and gas lease, or 
any portion thereof, with other lands, whether or not owned by the United States, 
when separate tracts under such Federal lease cannot be independently developed and 
operated in conformity with an established well-spacing program for the f i e l d or 
area and such communitization or pooling is determined to be in the public interest: 
and 

WHEREAS, the parties hereto own working, royalty or other leasehold interests, 
or operating rights under the o i l and gas leases and lands subject to this agreement 
which cannot be independently developed and operated in conformity with the wel l -
spacing program established for the f i e l d or area in which said lands are located; 
and 

WHEREAS the parties hereto desire to communitize and pool their respective 
mineral interest in lands subject to this agreement for the purpose of developing 
and producing communitized substances in accordance with the terms and conditions of 
thi s agreement: 

NOW, THEREFORE, in consideration of the premises and the mutual advantages to 
the parties hereto, i t i s mutually covenanted and agreed by and between the parties 
hereto as follows: 

1. The lands covered by this agreement (hereinafter referred to as 
"communitized area") are described as follows:" 

Township 26 North, Range 2 West. N.M.P.M. 
Section 26: W/2 
Rio Arriba County, New Mexico 

Containing 320 acres, more or less, and this agreement shall 
include only the Gallup and Dakota formations underlying said 
lands and the crude o i l and associated natural gas, hereinafter 
referred to as "communitized substances", producible from such 
format ions. 

This agreement shall apply to the Gallup and Dakota formations in the same manner as 
though a separate agreement for each formation had been entered into. 



V 

2. Attached hereto, and made a part of th i s agreement for a l l purposes is 
Exhibit B, designating the operator of the communitized area and showing 
the acreage, percentage and ownership of o i l and gas interests in a l l lands 
within the communitized area, and the authorization, i f any for communiti 
zing or pooling any patented or fee lands within the communitized area. 

3. A l l matters of operation shall be governed by the operator under and 
pursuant to the terms and provisions of this .agreement. A successor 
operator may be designated by the owners of the working interest in the 
communitized area and three (3) executed copies of a designation of 
successor operator shall be f i l e d with the Authorized Officer. 

4. Operator shall furnish the Secretary of the I n t e r i o r , or his authorized 
representative, with a log and history of any well d r i l l e d on communitized 
area, monthly reports of operations, statements of o i l and gas sales and 
royalties and such other reports as are deemed necessary to compute monthly 
the royalty due the United States, as specified in the applicable o i l and 
gas operating regulations. 

5. The communitized area shall be developed and operated as an enti r e t y , with 
the understanding and agreement between the parties hereto that a l l 
communitized substances produced therefrom shall be allocated among the 
leaseholds comprising said area in the proportion that the acreage i n t e 
rest of each leasehold bears to the entire acreage interest committed to 
this agreement. 

6. (a) The royalties payable on communitized substances allocated to the 
individual leases comprising the communitized area and the rentals provided 
for i n said leases shall be determined and paid on the basis prescribed in 
each of the individual leases. Payments of rentals under the terms of 
leases subject to this agreement shall not be affected by th i s agreement 
except as provided for under the terms and provisions of said leases or as 
may herein be otherwise provided. Except as herein modified and changed, 
the o i l and gas leases subject to this agreement shall remain in f u l l force 
and effect as o r i g i n a l l y made and issued. 

(b) I t is agreed that for any Federal lease bearing a s l i d i n g - or step-
scale rate of royalty, such rate shall be determined separately as to 
production from each communitized agreement to which such lease may be 
committed, and separately as to any noncommunitized lease production, 
provided, however, as to leases where the rate of royalty for gas i s based 
on t o t a l lease production per day, such rate shall be determined by the sum 
of a l l communitized production allocated to such a lease and any noncommu-
nitized lease production. 

-2-
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7- There 3hall be no obligation on the lessees to offset any well or wells 
completed i n the same fonnation(s) as covered by thi 3 agreement on separate 
component tract3 i n t o which the communitized area i s now or may hereafter 
be divided, nor shall any lessee be required to measure separately commu
nitized substances by reason of the diverse ownership thereof, but the 
lessees hereto shall not be released from t h e i r obligation to protect 3aid 
communitized area from drainage of communitized substances by a well or 
wells which may be d r i l l e d o f f s e t t i n g said area. 

8. The commencement, completion, continued operation or production of a well 
or wells f o r communitized substances on the communitized area shall be 
construed and considered as the commencement, completion, continued ope
ration or production on each and a l l of the lands withi n and comprising 
said communitized area, and operations or production pursuant to t h i 3 
agreement shall be deemed to be operations or production as to each lease 
committed hereto. 

9. Production of communitized substances and disposal thereof s h a l l be i n 
.conformity with allocation, allotments, and quotas made or fixed by any 
duly authorized person or regulatory body under applicable Federal or 
State statutes. This agreement 3hall be subject to a l l applicable Federal 
and State laws or executive orders, rules, and regulations, and no party 
hereto shall suffer a f o r f e i t u r e or be l i a b l e i n damages for f a i l u r e to 
comply with any of the provisions of t h i s agreement i f such compliance i s 
prevented by, or i f such f a i l u r e results from, compliance with any such 
laws,- orders, rules, or regulations. 

10. This agreement i s effective November 1, 1986 upon execution by the neces
sary parties, notwithstanding the date of execution, and upon approval by 
the Secretary of the I n t e r i o r or by his duly authorized representative, and 
shall remain i n force and effect as to tbe Gallup and Dakota Formations 
individually f o r a period of 2 years, and so long thereafter as communi
tized substances are, or can be, produced i n paying quantities from commu
niti z e d formations or formation: Provided, that p r i o r to production i n 
paying quantities from the communitized area and upon f u l f i l l m e n t of a l l 
requirements of the Secretary of the I n t e r i o r , or his duly authorized 
representative, with respect to any dry hole or abandoned w e l l , t h i s 
agreement may be terminated at any time by mutual agreement of the parties 
hereto. This agreement 3hall not terminate upon cessation of production 
i f , within s i x t y (60) days thereafter, reworking or d r i l l i n g operations 
on the communitized area are commenced and are thereafter conducted with 
reasonable diligence during the period of nonproduction. The two-year 
term of t h i s agreement w i l l not i n i t s e l f serve to extend the term of any 
Federal lease which would otherwise expire during said period. 

-3-



11. The covenants herein shall be construed to be covenants running with the 
land with respect to the communitized interests of the parties hereto 
and their successors in interest u n t i l this agreement terminates and any 
grant, transfer, or conveyance of any such land or interest subject hereto, 
whether voluntary or not, shall be and hereby is conditioned upon the 
assumption of a l l obligations hereunder by the grantee, transferee, or 
other successor i n interest, and as to Federal land shall be subject to 
approval by the Secretary of the In t e r i o r . 

IS. I t is agreed between the parties hereto that the Secretary of the I n t e r i o r , 
or his duly authorized representative, shall have the ri g h t of supervision 
over a l l operations within the communitized area to the same extent and 
degree as provided in the o i l and gas leases under which the United States 
of America is Lessor and in the applicable o i l and gas regulations of the 
Department of the Int e r i o r . 

13. This agreement shall be binding upon the parties hereto and shall extend 
to and be binding upon their respective heirs, executors, administrators, 
successors and assigns. 

14. This agreement may be executed in any number of counterparts, no one of 
which needs to be executed by a l l parties, or may be r a t i f i e d or consented 
to by separate instrument, in w r i t i n g , s p e c i f i c a l l y referring hereto, and 
shall be binding upon a l l parties who have executed such a counterpart, 
r a t i f i c a t i o n or consent hereto with the same force and effect as i f a l l 
parties had signed the same document. 

15. Nondiscrimination: In connection with the performance of work under t h i s 
agreement, the operator agrees to comply with a l l of the provisions of 
Section 202(1) to (7) inclusive, of Executive Order 11246 (30 F.R. 12319), 
as amended, which are hereby incorporated by reference in t h i s agreement. 

-4-
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IN UITNESS WHEREOF, the parties hereto have executed this agreement as of the 
day and year f i r s t above written and have set opposite their respective names the 
date of execution. 

WORKING INTEREST OWNERS 

Kindermac Partners* 
a Colpr-ado Genera U.Par tnersh ip 

DATE:„_Jiav_emte^ ^^z^^i^^^^^^^^ 

(Atto/ney-In-Fact / / 

Nassau Resodrc^^^nc. 

DATE: Jioj^ember_5 986 __^^^^^0li^__ 
le'rome P. McHugh (pres iden t 

Dugan Production Corp. 

DATE: By: 

R.L. Andes 

DATE: By: 

W. E. Lang 

DATE: By: 

>» 
Michael W. Murphy 

DATE: By: 



ACKNOWLEDGEMENTS 

STATE OF COLORADO 

COUNTY OF ARAPAHOE 
) ss. 
) 

On this 5th__ day of .November , 1986, before me personally appeared 
Jerome P. McHugh to me known to be the person who executed the foregoing instrument 
as attorney-in-fact for and in behalf of Kindermac Partners, a Colorado general 
partnership and acknowledged that he executed the same as the free act and deed of 

/said.Kindermac Partners. 

•o~o--<>-lH WITNESS WHEREOF, I hereunto set my hand and o f f i c i a l seal. 

Randi E. Martin, Notary Public 
in and for said County and State 
Address: 650 S. Cherry St. 

Denver, CO 80222 

My commission expires: 9-26-90 

STATE OF COLORADO ) 
) ss. 

COUNTY OF ARAPAHOE ) 

On this _5th__ day of JJp̂ m_be_r , 1986, before me personally appeared 
Jerome P. McHugh, to me known to be the person who executed the foregoing instrument 
as President for and in behalf of Nassau Resources, Inc.,. and acknowledged that he 
exet'ii'ted'the same as the free act and deed of said Nassau Resources, Inc. 

••"V- w : 
v IN WITNESS WHEREOF, I hereunto set my hand and o f f i c i a l seal. 

i" • ̂ f / o i \ t ' Randi E. Martin, Notary Public 
'• k '' in and for said County and State 
^ ( r' Address: 650 S. Cherry St. 

* c r >' . " Denver, CO 8022S 

My commission expires: 9-26-90 



IN WITNESS WHEREOF, the parties hereto have executed this agreement as of the 
day and year' f i r s t above written and have set opposite their respective names the 
date of execution. 

WORKING INTEREST OWNERS' 

DATE:- November 5, 1986 

DATE: November 5, 1986 

DATE: November 11, 1986 

Kindermac Partners, 
a Colorado General Partnership 

. /MuL-
Jerome P :\tfcHuah 

- A t t o r n e y - i n - F a c t 
w 0 

Nassau^Resoupces^ Inc. 

"Dugan Production Corp 

is A. Dugan, 

R.L. Andes 

DATE: 

DATE: 

W. E. Lang 

By: 

Michael W. Murphy 

DATE: By: 
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ACKNOWLEDGEMENTS 

STATE OF NEW MEXICO. ) 
) ss. 

COUNTY OF __SAN_JUAN__) 

The fo rego ing instrument was acknowledged before me t h i s JJ_th_ day o f 
ElQvenibieE i 1986, by IhQmflS_A _̂Dugan 
as ^»-_EresideDi for J)U£AtLPM)DU£JjnN CORP • 

Address:Farmington, NM 
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IN WITNESS WHEREOF, the parties hereto have executed this agreement as of the 
day and year" f i r s t above written and have set opposite their respective names the 
date of execution. 

WORKING INTEREST OWNERS' 

DATE:' November 5, 1986 

DATE: November 5, 1986 

Kindermac Partners, 
a Colorado General Partnership 

, Jerome P;\McHugh 
\ Attorney-In-Fab. t 

w 0 
Nassau^Resoupces\ Inc 

/'.President 

Dugan Production Corp. 

DATE: By: 

DATE: 

R. L. Andes 

W. E. Lang 

DATE: By: 

Michael W. Murphy 

DATE: By: 



ACKNOWLEDGEMENTS 

New Mexico 
STATE OF ) 

) ss. 
COUNTY OF San_Juan ) 

NovembeJne: foregoing instrument was acknowledged before me this 12th day of 
, 1986, by R_._L_._And_es 

as ~ for . 

Witness my hand and official seal. 

/V* ^So t £y Pub 1 i c * t 
S" ' Q-TAft X ^ ' - i Address: 5004 Hallmarc 
: \* "V* \ f. Farmington, NM 87401 
: My CUmTnissiJonrexpires: 3_-28-87 

'. • *• • i ^ 
it. ' A - - • • s V 



IN WITNESS WHEREOF, the parties hereto have executed this agreement as of the 
day and year f i r s t above written and have set opposite their respective names the 
date of execution. 

WORKING INTEREST OWNERS-

DATE: • November 5, 1986 

DATE: November 5, 1986 

DATE: 

DATE: 

DATE: %2^r^../L.JJlk.. 

DATE: 

Kindermac Partners, 
a Colorado General Partnership 

Dugan Production Corp. 

By: 

R.L. Andes 

u v: 

~W. E. Lang 

Michael W. Murphy 

By: 



ACKNOWLEDGEMENTS 

STATE OF V^o^_Yll^it> 

COUNTY OrlS^z^t^T-J 

. The foregoing instrument was acknowledged before me this /J_ day of 
^je^ir^tf^r-i 1 9 8 61 by JLULUJ-AQS. " I " 
as SSSSSSSSSSSSSSSJSSSSSSSS for J1T_T_T_7_1T_^ P17_~7_7_1'1L----LIIIIIIIII.IIIIIIIIIII2. 

Witness my hand and official seal. 

', \ J : I-. Notary/Public 
••rj^-----'-.'V \ Address: 

-̂ Mŷ ômioission expires: 

: -v " s, • ; • 
: _\ P U ̂  / .'" 

•'.S'r's'of'?. 



IN WITNESS WHEREOF, the parties hereto have executed th i s agreement as of the 
day and year' f i r s t above written and have set opposite their respective names the 
date of execution. 

WORKING INTEREST OWNERS-

DATE: • November 5, 1986 

DATE: November 5, 1986 

Kindermac Partners, 
a Colorado General Partnership 

Dugan Production Corp. 

DATE: By: 

R.L. Andes 

DATE: 

DATE: 

W. E. Lang 

By: 

Michael W. Murphy 

DATE: N̂ovember _14 t_l 986 By: _)/LjUi^^_zaC]A f^=— 
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ACKNOWLEDGEMENTS 

STATE OF _^Ei N_ SA S_ ) 
~) ss. 

COUNTY OF UNION ) 

The foregoing instrument was acknowledged before me this l_4th_ day o 
November__ f 1986, by _ Michael W. J-lurphy _ 
as _~xxxxx~2 ZZ_ZZ fo~~]§ogcx Z.ZZZZZ Z_Z ZZZ_Z_ZZZZZZZZZZZ~ 

Witness my hand and o f f i c i a l seal. 

v M^A^4+-*-^-
' V Notary Public ' 

\ \ O V / \ ^ . Address: 
KAY B. RISOR, Notary Public ?OMv commission expires:UninriQiuGl^ArJaDS.as 

•. • S ..' • My Commission Expires Feb. 1, 1991 



v. 

RATIFICATION BY LESSEE OF RECORD 

The undersigned acknowledges receipt of a copy of that certain Communi

t i z a t i o n Agreement dated November 1, 1986, covering the W/2 of Section 26, Township 

26 North, Range 2 West, N.M.P.M., Rio Arriba County, New Mexico, in which Nassau 

Resources, Inc. i s designated Operator, and pursuant to Paragraph 14 thereof, hereby 

r a t i f i e s and consents to the same. 

Date of execution: _November_5_,__1986 Kindermac Partners, 

COUNTY OF ARAPAHOE ) 

On thi s 5th_ day of _November. , 1986, before me personally appeared Jerome 
P. McHugh, to me known to be the person who executed the foregoing instrument as 
attorney-in-fact for and in behalf of Kindermac Partners, a Colorado general 
partnership, and acknowledged that he executed same as the free act and deed of said 
Kiiwieonkar Partners. 

• r x\!'''-y \ '• •• .** 
jV-̂ . ./' ': IN'WITNESS WHEREOF, I hereunto set my hand and o f f i c i a l seal. 

STATE OF COLORADO 
ss. 

Randi E. Martin, Notary Public 
in and for said County and State 
Address: 650 S. Cherry St. 

Denver, CO 80222 

My commission expires: 9-26-90 



RATIFICATION BY LESSEE OF RECORD 

The undersigned acknowledges- receipt of a copy of that certain Communi

t i z a t i o n Agreement dated November 1, 19B6, covering the W/2 of Section 26, Township 

26 North, Range 2 West, N.M.P.M., Rio Arriba County, New Mexico, in which Nassau 

Resources, Inc. i s designated Operator, and pursuant to Paragraph 14 thereof, hereby 

r a t i f i e s and consents to the same. 

Date of execut ion: Nĵ V_emb_eĵ _5,_J_9_8_6 Nassau Resources, Inc. 

COUNTY OF ARAPAHOE ) 

Qn this 5th__ day of Jioj/ejTjbjer , 1906, before me personally appeared Jerome 
P. McHugh, to me know to be the person who executed the foregoing instrument as 
President for and in behalf of Nassau Resources, Inc., and acknowledged that he ex
ecuted -same as the free act and deed of said Nassau Resources, Inc. 

STATE OF COLORADO ) 

Randi E. Martin, Notary Public 
in and for said County and State 
Address: 650 S. Cherry St. . -.V r 

Denver, CO 80222 

My commission expires: 9-26-90 



RATIFICATION BY LESSEE OF RECORD 

The undersigned acknowledges receipt of a copy of that certain Communi

t i z a t i o n Agreement dated November 1, 1986, covering the W/2 of Section 26, Township 

26 North, Range 2 West, N.M.P_.M., Rio Arriba County, New Mexico, i n which Nassau 

Resources, Inc. i s designated Operator, and pursuant to Paragraph 14 thereof, hereby 

r a t i f i e s and consents to the same. 

Date of execution: 11/1l/86_ Dugan Production Corp. 

STATE OF __NEW_MEXICO > 
) 

COUNTY OF SAN-JUAN ) 

On this U t h day of _{Jovember > 1986, before me personally appeared 
_Thomas._A^_Dugani_P)res.ideQt to me known to be the person who executed the foregoing 
instrument and acknowledged that he executed same as his free act and deed. 

VlN .̂WITNESS WHEREOF, I hereunto set my hand and o f f i c i a l seal. 

„ a i ^ _ ^ _ f f o d i A j j ^ . 
Notary giiblic 
in and for said County and State 
Address: Farmington, NM 

My commission expires: ll/13/89_ 



RATIFICATION BY LESSEE OF RECORD 

The undersigned acknowledges receipt of a copy of that certain Communi

t i z a t i o n Agreement dated November 1, 19B6, covering the W/2 of Section 26, Township 

26 North, Range 2 West, N.M.P.M., Rio Arriba County, New Mexico, i n which Nassau 

Resources, Inc. i s designated Operator,'and pursuant to Paragraph 14 thereof, hereby 

r a t i f i e s and consents to the same. 

Date of e x e c u t i o n : _ ^ J ^ _ _ / l j _ J $ R. L. Andes 

STATE OF _New_M_exJ_c_o_ , 
) 

COUNTY OF San_ Jujm_ ) 

On thi s _l_2th day of JLqy_ejnb_e_r , 1986, before me personally appeared 
R. L_. Andes , to me known to be the person who executed the foregoing 

instrument and acknowledged that he executed same as his free act and deed. 

, in,,,, IN WITNESS WHEREOF, I hereunto set my hand and o f f i c i a l seal. 

'flyicommission expires: 3-2 8-817 

Nota ry P u b l i c z f*~#^ Z ~~~~ 

! !'• 3:10 l o l = . i ! d •_OU«"Vt y' u l I C -• "".-A «*• 

Address: 5004 Hallmarc 
Farmington, NM 87401 



RATIFICATION BY LESSEE OF RECORD 

'"The undersigned acknowledges receipt of a copy of that certain Communi

tization Agreement dated November 1, 1986, covering the W/2 of Section 26, Township 

26 North, Range 2 West, N.M.P.M., Rio Arriba County, New Mexico, in which Nassau 

Resources,- Inc. i s designated Operator, and pursuant to Paragraph 14 thereof, hereby 

ra t i f i e s and consents to the same. 

Date of e x e c u t i o n : W . E. Lang 

STATE OF~7\ft^^4^CLi> ) 

COUNTY OF ^ ^ ^ t - s ^ r r ' > 

On this _/<C_ day of ^Ls^^rrc^^rT 1986, before me personally appeared 
_W_>_J-_SJL9 , to me known to be the person who executed the foregoing 

instrument and acknowledged Chat he executed same as his free act and deed. 

cV.'j l 'o I N WITNESS WHEREOF, I hereunto set my hand and off i c i a l seal. 

r : Notar-K' Pub! ic 
.- / I r a-i-r. : •; 

'"ci/" • Address: 

.-"tit"5 

My My^Cflinm'i ss ion exp ires: j£?~^~}J?__ 



RATIFICATION BY LESSEE OF RECORD 

The-undersigned acknowledges receipt of a copy of that certain Communi

t i z a t i o n Agreement dated November 1, 1986, covering the W/2 of Section 26, Township 

26 North, Range 2 West, N.M.P_.M., Rio Arriba County, New Mexico, i n which Nassau 

Resources, Inc. is designated Operator, and pursuant to Paragraph 14 thereof, hereby 

r a t i f i e s and consents to the same. 

Date of execution:__j^ejnb_e^_J_4_,_ 1986 Michael W. Murphy 

STATE OF _ARK^ISAS___ ) 
) 

COUNTY OF UNION_ ). 

On this J_4_th day of JLoj/ejnbe_r_ , 1986, before me personally appeared 
Michael_W_._Murphy f to me known to be the person who executed the foregoing 
instrument and acknowledged that he executed same as his free act and deed. 

• IN WITNESS WHEREOF, I hereunto set my hand and o f f i c i a l seal. 

• V, ° * LIC 
Notarf Public 
i ! • a :'1C ' ' u ! i i i i iS C o ' - i l I. y a IW I = t r-

A d d r e s s : 

My c6mmi's*i'Cpn:'expires:KAY_fcl_BLSQR^bIotaiy Public 
' Un ion County, Arkansas 

My Commission Expires Feb. 1, 1991 



EXHIBIT "A" 

Plat of Communitized Area covering the W/2 of Section 26 , 

Township 26 North, Range _2 West, NMPM, Rio Arriba 

County, New Mexico. 

Tract 1 

Tract 2 

Wildfire #1-

Well Location: SE/4SW/4-Sec: 26-T26N-R2W Communitized Area: 

Working Interest Owners: BPO AP0 

Kindermac Partners . 100% 66.25% 
Dugan Production Corp. -0- 15.00% 
R. L. Andes -0- 9.00% 
W. E. Lang -0- 6.00% 
lichael W. Murphy -0- 3.75% 

100% 100.00% 
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EXHIBIT "B" 

To Communitization Agreement dated November 1, 1986. 

Communitized Area: Township 26 North. Range 2 west, N.M.P.M. 
Section 26: W/2 
Rio Arriba County, New Mexico 
Containing 320 acres, more or less 

Operator of Communitized Area: Nassau Resources, Inc. 

Description of Leases Committed: 

Tract 1: 

Lessor: 

Lessee of Record: 

Date of Lease: 

Term: 

Description of Lands 
Commi tted: 

Number of acres: 

Names and Percentages of 
Working Interest Owners: 

Names and Percentages of 
ORRI Owners: 

U.S.A. NM-7993 

Dugan Production Corp. 

November 1, 1976 

10 years 

Township 26 North. Range 2 West. N.M.P.M. 
Section 26: NW/4, N/2SW/4 

240 

Dugan Production Corp. 50.00'/. 
R. L. Andes 30.00'/. 
W. E. Lang 20.007, 

B i l l i e Robinson 7.507. 



EXHIBIT "B" 

Tract g: 

Lessor: 

Lessee of Record: 

Date of Lease: 

Term: 

Description of Lands 
Commi tted: 

U.S.A. NM-28811 

Michael W. Murphy 

November 1, 1976 

10 years 

Township £6 North. Range 5 West. N.M.P.M. 
Section 86: S/2SW/4 

Number of acres: 

Names and Percentages of 
Working Interest Owners: 

Names and Percentages of 
ORRI Owners: 

80 

Michael W. Murphy 100.00*/. 

Charles Meeker and 6.25'/. 
Charles F. Niemeth 

Tract No. 
1 
2 

RECAPITULATION 

Number of Acres 
Commi tted 

240 
80 
320 

Percentage of Interest 
in Communitized Area 

75% 
25% 
100% 



c 

*Poolinq Clause: 

Lessee is hereby granted the right and power to pool or combine the acreage covered 
by these leases, or any portion thereof, with other land, lease or leases in the 
v i c i n i t y thereof at any time and from time to time, whether before or after produc
t i o n , when in Lessee's judgment i t i s necessary or advisable to do so for the 
prevention of waste and the conservation and greatest ultimate recovery of o i l and 
gas. Such pooling shall be into a unit or units not exceeding in area the acreage 
prescribed or required in any Federal or State law, order, rule or regulation for 
the d r i l l i n g or operation of one well, or for obtaining the maximum allowable 
production from one well, or 40 acres for the production of o i l or 640 acres for the 
production of gas, whichever is the larger, plus a tolerance over the maximum area 
of 40 acres for the production of o i l or 640 acres for the production of gas to i n 
clude additional acreage in any irregular governmental subdivision or lot or portion 
thereof. Such pooling shall be effected by Lessee's executing and f i l i n g in the of
f i c e where this lease i s recorded an instrument ide n t i f y i n g and describing the 
pooled acreage. The production of pooled substances and development and operation 
on any portion of a unit so pooled, including the commencement, d r i l l i n g , completion 
and operation of a well thereon, shall be considered and construed, and shall have 
the same ef f e c t , except for the payment of royalty, as production, development and 
operation on the leased premises under the terms of t h i s lease. The royalties 
herein provided shall accrue and be paid to Lessor on pooled substances produced 
from any unit in the proportion, but only in the proportion, that Lessor's acreage 
interest in the land covered hereby and placed in the unit bears to the t o t a l 
acreage in the land placed in such u n i t . 

FILED IN THE COUNTY, 

.©V : 

Book...../jL<P„... XH^ALLJ^ $ 

FEB 1 8 1987 

JOSE E. ATENCIO 
County CUrk Rio Arriba County 
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EXHIBIT "B" 

Attached to and made a part of that certain Farmout 
Agreement dated effective as of September 15, 1986, 
by and between Michael W. Murphy, Farmor and Kindermac 
Partners, Farmee. 

OPERATING AGREEMENT 

DATED 

September 15 t i9 86 t 

OPERATOR Miff ail PpsnillTPT IJttfl» ^ L j j J 

CONTRACT AREA Township 26 North, Range 2 West, N.M.P.M. 

Section 3: N/2SE/4; Section 26: S/2SW/4 

Containing 160 acres, more or less. 

COUNTY WkWiMLVl OF Rio Arriba STATE OF New Mexico 

COPYRIGHT 1982 — ALL RIGHTS RESERVED 
AMERICAN ASSOCIATION OF PETROLEUM 
LANDMEN. 2408 CONTINENTAL LIFE BUILDING. 
FORT WORTH. TEXAS. 76t02. APPROVED FORM. 
A . A . P . L . NO. 610 - 1982 REVISED 



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

GUIDANCE IN THE PREPARATION OF THIS AGREEMENT; 

1. Title Page • Fill in blanks as applicable. 

2. Preamble, Page 1 - Enter name of Operator. 

3. Article n - Exhibits: 

(a) Indicate Exhibits to be attached. 

(b) If it is desired that no reference be made to non-discrimination, the reference to Exhibit "F" should be deleted. 

4. Article I1I.B. - Interests of Parties in Costs and Production • Enter royalty fraction as agreed to by parties. 

5. Article IV.A. • Title Examination - Select option as agreed to by the parties. 

6. Article IV.B. • Loss of Title - If "Joint Loss" of Title is desired, the following changes should be made: 
(a) Delete Articles IV.B.l and IV.B.2. 
(b) Article IV.B.3 • Delete phrase "other than those set forth in Articles IV.B.l and IV.B.2 above." 
(c) Article VILE. • Change reference at end of the first grammatical paragraph from "Article IV.B.2" to "Article IV.B.3." 
(d) Article X. • Add as the concluding sentence • "Al l claims or suits involving title to any interest subject to this agreement shall be 

treated as a claim or a suit against all parties hereto." 

7. Article V • Operator - Enter name of Operator. 

8. Article VI.A • Initial WeU: 
(a) Date of commencement of drilling. 
(b) Location of well. 
(c) Obligation depth. 

9. Article VI.B.2.(b) • Subsequent Operations • Enter penalty percentage as agreed to by parties. 

10. Article VI.C. - Taking Production in Kind - If a Gas Balancing Agreement is not in existence nor attached hereto as Exhibit "E" , then use 
Alternate Page 8. 

11. Article VII.D.l. - Limitation of Expenditures • Select option as agreed to by parties. 

12. Article VII.D.3. - Limitation of Expenditures • Enter limitation of expenditure of Operator for single project and amount above which 
Operator may furnish information AFE. 

13. Article IX. • Internal Revenue Code Election - Delete this article in the event the agreement is a Tax Partnership and Exhibit " G " is at
tached. 

14. Article X. • Claims and Lawsuits - Enter claim limit as agreed to by parties. 

15. Article XIII. • Term of Agreement: 
(a) Select Option as agreed to by parties. 
(b) If Option No. 2 is selected, enter agreed number of days in two (2) blanks. 

16. Article XIV.B • Governing Law - Enter state as agreed to by parties. 

17. Signature Page • Enter effective date. 

1 



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

TABLE OF CONTENTS 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

1 OPERATING AGREEMENT - y 

2 <5kJ/ 
3 THIS AGREEMENT, entered into by and between ^OOOU "fobOU rugS , I n c . 
4 — , hereinafter designated and 
5 referred to as ' 'Operator", and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 
6 as "Non-Operator", and collectively as "Non-Operators". 
7 
8 WITNESSETH: 
9 

10 WHEREAS, the parties to this agreement are owners of oi! 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 and/or oil and gas interests for the 
12 production of oil and gas to the extent and as hereinafter provided, 
13 
14 NOW, THEREFORE, it is agreed as follows: 
15 
16 ARTICLE I. 
17 DEFINITIONS 
18 
19 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 hydrocarbons 
21 and other marketable substances produced therewith, unless an intent to limit the inclusiveness of 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 of Und 
23 lying within the Contract Area which are owned by the parties to this agreement. 
24 C. The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within the 
25 Contract Area which are owned by parties to this agreement. 
26 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas Interests intended to be 
27 developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 
28 are described in Exhibit "A". 
29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 
30 federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
31 ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties. 
32 F. The term "driUsite" shall mean the oil and gas lease or interest on which a proposed well is to be located. 
33 G. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of the cost of 
34 any operation conducted under the provisions of this agreement. 
35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate 
36 in a proposed operation. 
37 
38 Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 
39 singular, and the neuter gender includes the masculine and the feminine. 
40 
41 ARTICLE II. 
42 EXHIBITS 
43 
44 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
45 (3 A. Exhibit "A", shall include the following information: 
46 (1) Identification of lands subject to this agreement, 
47 (2) Restrictions, if any, as to depths, formations, or substances, 
48 (3) Percentages or fractional interests of parties to this agreement, 
49 (4) Oil and gas leases and/or oil and gas interests subject to this agreement, 
50 (5) Addresses of parties for notice purposes. 
51 • B. Exhibit "B", Form of Lease. 
52 C. Exhibit " C " , Accounting Procedure. 
53 CA D. Exhibit "D", Insurance. 
54 • E. Exhibit " E " , Gas Balancing Agreement. 
55 CS F. Exhibit " F " , Non-Discrimination and Certification of Non-Segregated Facilities. 
56 • G. Exhibit " G " , Tax Partnership. 
57 If any provision of any exhibit, except Exhibits " E " and "G", is inconsistent with any provision contained int. 
58 of this agreement, the provisions in the body of this agreement shall prevail. 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 

j*IJ-> .if (MS " V * m i ' M | t t i t l ti i...ih,|:itL?l 

70 '. „*rl:|ll ..'('tintltlO Wl<l!ll|i tv '!> 

i.,dt A M P I.-MJI: u< PdnJ !C":it LdryfmM 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

1 ARTICLE III. 
2 INTERESTS OF PARTIES 
3 

4 A. Oil and Gas Interests: 
5 
6 If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement 
7 and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit "B", and the owner thereof 
8 shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder. 
9 

10 B. Interests of Parties in Costs and Production: 
11 
12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 
13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set 
14 forth in Exhibit "A". In the same manner, me parties shall also own all production of oil and gas from the Contract Area subject to the 
15 payment of royalties to the extent of—12.5% OT 8 /8 thS w h i c n ^ ^ ^ hereinafter set forth. 
16 
17 Regardless of which party has contributed the leasefs) and/or oil and gas interests) hereto on which royalty is due and 
18 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 
19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 
20 other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received 
21 by 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 
22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to 
23 such higher price. 
24 
25 Nothing contained in this Article III.B. shall be deemed an assignment or cross-assignment of interests covered hereby. 
26 
27 C. Excess Royalties, Overriding Royalties and Other Payments: 
28 
29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty, 
30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article III.B., such party so 
31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any 
32 and all claims and demands for payment asserted by owners of such excess burden. 
33 

34 D. Subsequently Created Interests: 

35 
36 If any party should hereafter create an overriding royalty, production payment or other burden payable out of production 
37 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 
38 was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and 
39 accepted obligation of aU parties (any such interest being hereinafter referred to as "subsequently created Interest" irrespective of the 
40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 
41 to as "burdened party"), and: 
42 
43 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion 
44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or 
4; production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party, 
46 or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest; 
47 and, 
48 
49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, aU provisions of Article VII.B. shall be 
50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of 
}1 the burdened party. 
52 
53 ARTICLE IV. 
54 TITLES 
55 
56 A. Title Examination: 
57 ft 
58 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if 
59 the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned tote includ-
60 ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, ijwriding 
61 royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases ancGofteil and 
62 gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lets* status 
63 reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possesnbn of or 
64 made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Opera^^Oo^fwr shall 
65 cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furm^b^^cr^a^ party 
66 hereto. The cost incurred by Operator in this tide program shall be borne as follows: /'.'j1 | ŷ i 
68 • Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminary; ;3cppj«flental, 
69 shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as pro^etfwSffrlpf?f^K^rr: 
70 and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside attorneys. ' ..-« •. ...-. . *«•«, »•. I 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

ARTICLE IV 
continued 

1 Kl Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination 
2 (including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties 
3 in the proportion that the interest of each Drilling Party bears to' the total interest of all Drilling Parties as such interests appear in Ex-
4 hibit " A " . Operator shall make no charge for services rendered by its staff attorneys br other personnel in the performance of the above 
5 functions. 
6 

7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection 
8 with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling 
9 designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders. 

10 This shall not prevent any party from appearing on its own behalf at any such hearing. 
11 
12 No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above 
13 provided, and (2) the title has been approved by the examining attorney or title has been accepted by aU of the parties who are to par-
14 ticipate in the drilling of the well. 
15 
16 B. Loss of Titles 
17 
18 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a 
19 reduction of interest from that shown on Exhibit " A " , the party contributing the affected lease or interest shall have ninety (90) days 
20 from final determination of title failure to acquire a new lease or other instrument curing the entirety 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 in force as to all remaining oil 
22 and gas leases and interests: and, 
23 (a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be 
24 entided to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred, 
25 but there shall be no additional liability on its part to the other parties hereto by reason of such title failure; 
26 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has 
27 been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title failure has oc-
28 curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract 
29 Area by the amount of the interest lost; 
30 (c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is 
31 increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
32 terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such 
33 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 
35 failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties 
36 who bore the costs which are so refunded; 

37 (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 
38 borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and, 
39 (0 No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 
40 claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in 
41 connection therewith. 
42 
43 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well 
44 payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result 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 
46 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 wilt not be subject to Article VIII.B., the interests of the parties shall be revised on an acreage basis, effective as of the 
48 date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in 
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 of the loss, from the proceeds of the sale of oil and gas attributable to 
51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it 
52 shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any 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, theretofore 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 the 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 parties in proportion to their respective interests; and, jw-
60 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of th*Hnterest 
61 lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. 61 lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. jy. 

62 
63 3. Other Losses: AU losses Incurred, other than those set forth in Articles IV.B.l. and IV.B.2. above, shall be l<Sp*li 
64 and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining! 
65 the Contract Area. 
66 
67 
68 
69 
70 
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ARTICLE V. 

OPERATOR 

A. Designation and Responsibilities of Operator: 

Nassau Resources, Inc. .shall be the 
Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and 
required by, and within the limits of this agreement, lt shall conduct all such operations in a good and workmanlike manner, but it shall 
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 
negligence or willful misconduct. 

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

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as 
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator 
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the 
affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit "A" remaining 
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M. on the 
first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action 
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor
porate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall not 
be the basis for removal of Operator. 

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by 
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor 
Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest 
based on ownership as shown on Exhibit "A"; provided, however, if an Operator which has been removed fails to vote or votes only to 
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based 
on ownership as shown on Exhibit "A" remaining after excluding the voting interest of the Operator that was removed. 

C. Employees: 

The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the 
compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator. 

D. Drilling Contracts: 

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 
desires. Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing 
rates in the area arid the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and 
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in
dependent contractors who are doing work of a similar nature. 

ARTICLE VI. 
DRILLING AND DEVELOPMENT 

A. Initial Well: 

On or before the_ _day of_ ., 19 , Operator shall commence the drilling of a well for 
oil and gas at the following location: 

Initial Test Well is covered by Article 2. in Farmout Agreement dated effective as of 
September 15, 1986 to which this Operating Agreement is attached as Exhibit "B". 

and shall thereafter continue the drilling of the well with due diligence to 

unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling 
countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. 

Operator shall make reasonable tests of all formations encountered during drilling which give Indication 
gas In quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation r 
event Operator shall be required to test only the formation or formations to which this agreement may apply 

i. 
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ARTICLE VT 
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 
4 
5 

6 B. Subsequent Operations: 
7 
8 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided 
9 for 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 joindy owned by all 

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 
1 1 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 loca-
23 tion, 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 amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if 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. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.l. or VII.D.l. (Option 
35 No. 2) elects not to participate in the proposed operation, then, in order to be entitled 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 Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 
40 a Non-Consenting Party, the Consenting Parties 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 (1) of the Consenting Parties as Operator to perform such work. Con-
42 senting Parties, when conducting operations on the Contract 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 parties approve any proposed operation, the proposing party, 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 Party, 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-
'1 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 promptly 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 elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates wvolveftin 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 locatiop ât their 
62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article 
63 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole 
64 
65 
66 
67 
68 
69 
70 
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ARTICLE VI 
continued 

1 and the weU shall then be turned over to Operator and shall be operated by it at the expense and (or the account of the Consenting Par-
2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 
3 in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties, 
4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting 
5 Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 
6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
7 terests not excepted by Article III.D, payable out of or measured by the production from such well accruing with respect to such interest 
8 until it reverts) shall equal the total of the following: 
9 

10 
11 
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 of the cost of operation of 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 Article, 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 
18 
19 
20 
21 (h) % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing, 
22 after deducting any cash contributions received under Article VIU.C, and 100 % of that portion 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 if it had 
24 participated therein. 
25 
26 
27 
28 An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 
30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such 
31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well 
32 and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of 
33 the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If 
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-
35 plicable as between said Consenting Parties in said well. 
36 
37 
38 
39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the 
40 proceeds therefrom. Consenting Parties shall be responsible for the payment of all production, 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 tide 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 all such equip-
49 ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 
50 
51 
52 
53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the 
54 Consenting Parties shall furnish each Non-Consenting 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 well for production; or, at its 
56 option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill -
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 in-
59 curred in the operation of the well, together with a statement of (he quantity of oil and gas produced from it and the amount ofiproceeds 
60 realized from the sale of the well's working interest production during the preceding month. In determining the quantity of dil and gas 
61 produced during any month, Consenting Parties shall use industry, accepted methods such as, but not limited to, metering wrjperiodtc 
62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any suclf titration 
63 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unretvr ued costs 
64 of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall reve $ to it as 
65 above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party. j _ !!' 
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ARTICLE V I 
continued 

1 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for above, 
2 the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 
4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging 
5 back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of 
6 the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 
7 
8 
9 

10 Notwithstanding the provisions of this Article V1.B.2., it is agreed that without the mutual consent of all parties, no wells shall 
11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 
12 well conforms to the then-existing well spacing pattern for such source of supply. 
13 
14 
15 

16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI.A. 
17 except (a) as to Article VII.D.l. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well 
18 after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-
19 duction, ceases to produce in paying quantities. 
20 
21 
22 
23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 
24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing a 
25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever 
27 first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
28 matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently 
29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion 
30 each Consenting Party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all Consenting 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 intentionally deviate a well from vertical so as to change the bottom hole 
37 location (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 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 
40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows: 
41 
42 
43 
44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs Incurred in 
45 the initial drilling of the well down to the 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 
51 provisions of Exhibit "C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. 
52 
53 
54 
55 In the event that notice for a sidetracking operation 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 party 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 ejecting 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 aa-other in-
61 stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. 
62 
63 
64 
65 C. TAKING PRODUCTION IN KIND: 
66 
67 Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced iro(%i 
68 exclusive of production which may be used in development and producing operations and in preparing and 
69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or wpV 
70 party of its proportionate share of the production shall be borne by such party. Any party taking its share of produ 
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ARTICLE VT 
continued 

1 required to pay for only its proportionate share of such part of Operator's surface facilities which it uses. 
2 

3 Each party shall execute such division orders and contracts' as may be necessary for the sale of its interest in production from 
4 the Contract Area, and, except as provided in Article VII.B., shall be entitled to receive payment directly from the purchaser thereof for 
5 its share of all production. 
6 
7 In the event any parry shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of 
8 the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not 
9 the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the 

10 best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject 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 party's share of oil shall be only for such reasonable periods of 
13 time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess 
14 of one (1) year. 
15 
16 In the event one or more parties' separate disposition of its share of 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 party's respective proportionate share of total gas sales to 
18 be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing 
19 agreement between the parties hereto, whether such an agreement is attached as Exhibit "E", or is a separate agreement. 
20 
21 D. Access to Contract Area and Information: 
22 
23 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations, 
24 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's books 
25 and records relating thereto. Operator, upon request, shall furnish each of the other parties 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 
27 each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of 
28 gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
29 quests the information. 
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 parties. Should Operator, after diligent effort, be unable to contact 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 of the proposal to plug and abandon 
37 such well, such party shall be deemed to have consented to the proposed abandonment. AU such wells shall be plugged and abandoned in 
38 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening 
39 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the weU and conduct further 
40 operations in search of oil and/or gas subject to the provisions of Article VLB. 
41 
42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted 
43 hereunder for which the Consenting Parties have not been fuUy reimbursed as herein provided, any weU which has been completed as a 
44 producer shaU not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the weU shaU 
45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within 
46 thirty (30) days after receipt of notice of the proposed abandonment of any weU, aU parties do not agree to the abandonment of such weU, 
47 those wishing to continue its operation from the intervals) of the formations) then open to production shall tender to each of the other 
48 parties its proportionate share of the value of the weU's salvable material 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 shall assign 
50 the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and 
' 1 material, all of its interest in the weU 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 formation or formations then open to production. If the interest of the abandoning party is or includes an oil and 
'3 gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
54 tervals of the formation 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 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 ' -
70 
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ARTICLE VI 
continued 

1 " B " - T" 6 assignments or leases so limited shall encompass the "drilling unit" upon which the well is located. The payments by, and the 

2 assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the 

3 Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of 
4 interests in the remaining portion of the Contract Area. 

5 

6 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production (rom 
1 the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
8 quest. Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
9 templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to 
11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
12 visions hereof. 
13 
14 3. Abandonment of Non-Consent Operations: The provisions of Article Vl.E.l. or VI.E.2. above shall be applicable as between 
15 Consenting Parties in the event of the proposed abandonment of any well excepted (rom said Articles; provided, however, no well shall be 
16 permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified 
17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article 
18 Vl.E. 
19 
20 ARTICLE V I I . 
2 1 EXPENDITURES AND LIABILITY OF PARTIES 
22 

23 A. Liability of Parties: 
24 

2 ' The liability of the parties 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 Contract 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 intention of the parties to create, nor 
28 shall this agreement be construed as creating, a mining or other partnership or association, 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 entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
36 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect 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 collect 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 fails 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 parties. 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 and Accounting: 
49 
50 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the development 
51 and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
52 tionate 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 credits 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 the 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 esti'rnjft* within 
60 fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, tfifcamount 
61 due shall bear interest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances andWrtual ex-
62 pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. f|n|^ 
63 
64 D. Limitation of Expenditures: 
65 
66 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drt$S$3 
67 pursuant to the provisions of Article VLB.2. of this agreement. Consent to the drilling or deepening shall include^ 
68 
69 
70 
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ARTICLE V I I 
continued 

1 • Option No. 1: All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including 
2 necessary tankage and/or surface facilities. 

3 
4 Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its 
5 authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice 
6 to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight 
7 (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
8 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 parties. 
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 any single project reasonably estimated 
21 to require an expenditure in excess nf Twenty Thousand and NO/100 rvilar. « 2 0 , 0 0 0 . 0 0 ? 

22 except in connection with a well, the drilling, reworking, deepening, completing, recomputing, 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 Twenty Thousand and N0/100 
28 Dollars (1 2 0 , 0 0 0 . 0 0 ) 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 borne 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 
41 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 jointly 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 subject 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 subject 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 part 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 U Operator considers any tax assessment improper. Operator may, at its discretion, protest within the time andijPrnanner 
61 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to fi&Ii deter-
62 mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxeifafld any 
63 interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for thffioTht ac-
64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid bjr mem, as 
65 provided in Exhibit "C". ffi 
66 
67 Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upoittKwith^ 

the production or handling of such party's share of oil and/or gas produced under the terms of this agreement; h i | K | 
: to 
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69 
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ARTICLE VII 
continued 

1 G. Insurance: 
2 
3 At all times while operations are conducted hereunder,- Operator shall comply with the workmen's compensation law of 
4 the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
5 pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit "C". Operator shall 
6 also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit " D " , attached to and made a part 
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation 

8 law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 

9 
10 In the event automobile public liability insurance is specified in said Exhibit " D " , or subsequently receives the approval of the 
11 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment. 
12 
13 ARTICLE V I I I . 
14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
15 
16 A. Surrender of Leases: 
17 
18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole 
19 or in part unless all parties consent thereto. 
20 
21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not 
22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, aU of its interest in 
23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 
24 thereafter secured, to tlie parties not consenting 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 party or parties not consenting to such surrender an oil and gas lease covering 
26 such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such 
27 lease to be on the form attached hereto as Exhibit " B " . Upon such assignment or lease, the assigning party shall be relieved from all 
28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation 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-
30 duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the 
31 party assignor or lessor the reasonable salvage value of the latter's interest in any wells and equipment attributable to the assigned or leas-
32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit "C", less the estimated cost of 
33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, 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 parties. 

35 
36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 
37 party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage 
38 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 
39 agreement. 
40 

41 B. Renewal or Extension of Leases: 

42 
43 If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and 
44 shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the 
45 renewal tease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
46 portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the 
47 interests held at that time by the parties in the Contract Area. 

48 
49 If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties 
50 who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area 
51 to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 

52 Any renewal lease in which less than all parties elect to participate shall not be subject 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 Article 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 contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease taldfeor con-
60 tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not beSabject to 
61 the provisions of this agreement. 
o2 
63 The provisions in this Article shall also be applicable to extensions of oil and gas leases. 
64 
65 C. Acreage or Cash Contributions: 
66 y^jB"o^-
67 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of A-Sv^UjOrj * 
68 operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other ojpwajjonV 
69 applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party,^ff wrj<! 
70 tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties^f^tHej 

- l i 

ft 



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

ARTICLE VIII 
continued 

1 said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be 
2 governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions 
3 it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
4 tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area. 
5 
6 If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such 
7 consideration shall not be deemed a contribution as contemplated in this Article VIII.C. 
8 
9 D. Maintenance of Uniform Interest: 

10 
11 For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no 
12 party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells, 
13 equipment and production unless such disposition covers either: 
14 
15 1. the entire interest of the party in all leases and equipment and production; or 
16 
17 2. an equal undivided interest in all leases and equipment and production in the Contract Area. 
18 
19 Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement 
20 and shall be made without prejudice to the right of the other parties. 
21 
22 If, at any time the interest of any party is divided among and owned by four or more co-owners. Operator, at its discretion, may 
23 require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for 
24 and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such 
25 party's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter 
26 into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract 
27 Area and they shall have the right to receive, separately, payment of the sale proceeds thereof. 
28 
29 E. Waiver of Rights to Partition: 
30 
31 If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an 
32 undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided 
33 interest therein. 

34 
30 - T.—Picfiiiuttal Right tu Punhasc. • • 

y i Should any party desire to sell all or any part of its interests under this agreement, or its rjjtfus-flrrtfTnMrests in the Contract 
38 Area, it shall promptly give written notice to the other parties, with full information co£C£H*tflg"TtXproposed sale, which shall include the 
39 name and address of the prospective purchaser (who must be ready, willinjja«hrtSle"to purchase), the purchase price, and all other terms 
40 of the offer. The other parties shall then have an optionaljjrjpx-ergtTtTlora period of ten (10) days after receipt of the notice, to purchase 
41 on the same terms and conditions the interes^wJiietrfrTeother party proposes to sell; and, if this optional right is exercised, the purchas-
42 ing parties shall.share the ptKcjiasad-ttlterest in the proportions that the interest of each bears to the total interest of all purchasing par-
43 ties. However t̂hefa-straTroe no preferential right to purchase in those cases where any party wishes to mortgage its interests, or to 
44 cNsjSJSfl-cHTTTnterejts by merger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-
'AA^ymxj ui lu a subsidiaijl uf a paiem luiiipaiif, ui lu anj luinpanj in wliitli jny une paily uwus a uiajuiliy uf thu slutk. ' 
46 
47 ARTICLE IX. 

48 INTERNAL REVENUE CODE ELECTION 
49 
50 This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association 
51 for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several 
52 and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax 
53 purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 
54 from the application of all of the provisions of Subchapter " K " , Chapter 1, Subtitle " A " , of the Internal Revenue Code of 1954, as per-
55 mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
56 ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the 
57 United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, 
58 and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further 
59 evidence of this election, each such party shall execute such documents and furnish such other evidence as may be requinfl'by the 
60 Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other 
61 action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which thê Gontract 
62 Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter " K " , (gnajtter 1, 
63 Subtitle " A " , of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Cfyft is per-
64 mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foreedirjg elec-
65 tion, each such party states that the income derived by such party (rom operations hereunder can be adequately determined Wiffiiut the 
66 computation of partnership taxable income. /^^SiHvV 

68 • J H r 
69 V % S | L 
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1 ARTICLE X. 

2 CLAIMS AND LAWSUITS 
3 
4 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
5 does not *xc~<\ Twenty Thousand and NQ/100 - — -— ^ U r . 
6 (<-2QiQQQtQ0 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
7 ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is 
8 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
9 pense of the parties participating in the operation 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 operations hereunder over which such individual has no control because of the fights given 
11 Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim 
12 or suit involving operations hereunder. 
13 
14 ARTICLE X I . 
15 FORCE MAJEURE 
16 
17 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than 
18 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 party 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 party 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 the discretion of the party concerned. 
26 
27 The term "force majeure", as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of 
28 the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 
29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 

30 not reasonably within the control of the party claiming suspension. 

31 
32 ARTICLE XI I . 
33 NOTICES 
34 
35 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 mail 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 
38 shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in 
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 the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party 
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 parties. 

42 
43 . ARTICLE X I I I . 
44 TERM OF AGREEMENT 

45 
46 This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the 
47 period of time selected 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 other 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 Contract Area, whether by production, extension, renewal or otherwise. 

52 
53 • Option No. 2: In the event the well described in Article VT.A., 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 days from cessation of all production; provided, 
56 however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
57 >ng, 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 Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, ({(capable 
60 of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back ajfaework-
61 ing operations are commenced within days from the date of abandonment of said well. 
62 
63 It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability 
64 accrued or attached prior to the date of such termination. 

65 
66 
67 
68 
69 
70 

, ,utl WW * Hill** <,, 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

1 ARTICLE XIV. 

2 COMPLIANCE WITH LAWS AND REGULATIONS 
3 
4 A. Laws, Regulations and Orders: 
5 
6 This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules, 
7 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-
8 dinances, rules, regulations, and orders. 
9 

10 B. Governing Law: 
11 
12 This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach, 
13 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which 
14 the Contract Area is located. If the Contract Area is in two or more states, the law of the state of New Mexico 
15 shall govern. 
16 
17 C. Regulatory Agencies: 
18 
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, regulations or orders promulgated 
21 under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-
22 ting or adjacent to the Contract Area. 
23 
24 With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims 
25 and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application of rules, 
26 rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
27 plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
28 Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 
29 application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. 
30 
31 Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser 
32 of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the "Crude Oil Windfall Profit Tax Aa 
33 of 1980", as same may be amended from time to time ("Act"), and any valid regulations or rules which may be issued by the Treasury 
34 Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information 
35 which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Aa. 
36 
37 ARTICLE XV. 
38 OTHER PROVISIONS 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT • 1982 

ARTICLE XVI. 

MISCELLANEOUS 

6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 

17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees, 
legal representatives, successors and assigns. 

This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes. 

IN WITNESS WHEREOF, this agreement shall be effective as of 1 5 t n day of September 1 0 8 6 

O P E R A T O R 

Nassau Reso Inc. 

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

Kindermac Partners, a Colorado, 
General PartrretvShip 

jrome P. 

* Micnatel W. Murphy 

]//^,Vv£lV O \ fr& 

*Execution i s c o n d i t i o n a l upon Kindermac's 
acceptance of Michael W. Murphy's l e t t e r 
dated October 2, 1986. 
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39 
40 
41 
42 
43 
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45 
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47 
48 
49 
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51 
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53 
54 
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ARTICLE X V I . 

MISCELLANEOUS 

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees, 
legal representatives, successors and assigns. 

This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes. 

IN WITNESS WHEREOF, this agreement shall be effective as of l 5 t n day of September I Q 8 6 . 

O P E R A T O R 

Nassau Resources. Inc 

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

Kindermac Partners, a Colorado 
^General /PaTtjiersriip / [ 

;rome 

Mtyhael W. Murphy 

gh, Attorney-in-Fact 

L-

Frank Pace, Jr. 

Jeannette P. Kurtz 

[ : j > t l ' r . 1 f - . | , l . i n i | ,y.y. r * |-tump i f f n 

< t i l •vl'Pii ^ i i t M ' l f t f l .it n t i l ' l l t t by Ap 

! H i ' i f i j n Aw- ' , ; i , i ; « : »i( PglfC'i i ihi U"rt in«n 
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ARTICLE XVI. 
MISCELLANEOUS 

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees, 
legal representatives, successors and assigns. 

This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes. 

IN WITNESS WHEREOF, this agreement shall be effective as at 15th ^ y o f September ( to 86 . 

OPERATOR 

Nassau Resources. I 

— By. 

NON-OPERATORS 
Kindermac Partners, a Colorado 
^General /PBTtjiership 

•A. Jrome pr-^Htjgh, ^tt(arney-vrn-Fact 

MT̂ hael W. Murphy 

Frank Pace, Jr. 

Jeannette P. Kurtz 1 

. t * -



EXHIBIT "A" 

Attached to and made a part of that certain Operating 
Agreement dated September 15, 1986, by and between Nassau 
Resources, Inc., Operator, and Kindermac Partners and 
Michael W. Murphy, Non-Operator. 

(1) Lands and Leases subject to this Agreement are as follows: 

Township 26 North, Range 2 West 
Section 3: N/2SE/4 
Section 26: S/2SW/4 
R1o Arriba County, New Mexico 
Containing 160 acres, more or less. 

1. Lessor: U.S.A. (NM-28811) 
Lessee: Charles R. Meeker, et al 
Lease Oate: November 1, 1976 
Recording Data: N/A 
Description: Township 26 North. Range 2 West. N.M.P.M, 

Section 31 N/2SE/4 
Section 26: S/2SW/4 

(2) There are no restrictions as to formations. 

(3) The percentages of interests of parties to this Agreement 
are as follows: 

BPO APO 
Kindermac Partners 92.04% 78.234% 
Frank Pace, Jr. 5.31% 4.5135% 
Michael W. Murphy -0- 15.0000% * 
Jeannette P. Kurtz 2.65% 2.2525% 

•Assumes party farming out will elect to convert Its 
reserved override to a working interest after payout. 

(4) This 1s covered by (1) above. 

(5) The•addresses of the parties to the Agreement for notice 
purposes are as follows: 

Nassau Resources, Inc. 
650 South Cherry Street, Suite 1225 
Denver, Colorado 80222 
Attention: Kent C. Craig 

Kindermac Partners, a Colorado General Partnership 
650 South Cherry Street, Suite 1225 
Denver, Colorado 80222 
Attention: Kent C. Craig 

Michael W. Murphy 
200 N. Jefferson, Suite 500 
El Dorado, Arkansas 71730 
Frank Pace, Jr. 
International Executive Service Corp. 
622 Third Avenue, 32nd Floor 
New York, New York 10017 

Jeannette P. Kurtz 
P. 0. Box 6227 
Denver, Colorado 80206 

1 



Recommended by tha 
C Council of Patrolaum 

Accountants Sociatle« 

EXHIB IT " C " 

Attached to and made a part of -that__certain Operating Agreement 
d^d^.eP^inber_15^.M6.J)V_and' between Nassau Resources, Inc., 
0i.graJor^and.Mi.c„ha^ 
Operators... . i ~ 

A C C O U N T I N G P R O C E D U R E 
JOINT O P E R A T I O N S 

KxattBB 601. " o x " 0 0 ^~ 

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 
maintenance of the Joint Property. 

"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint 
Operations and which are to be shared by the 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 operat
ing capacity. 

"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi
tions and problems for the benefit of the 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 the 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 of North America. 

2. Statement and Billings 

Operator shall b i l l Non-Operators on or before the last day of each month for their proportionate share of the 
Joint Account for the preceding month. Such bills w i l l be accompanied by statements which identify the author
i ty for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of i n 
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep
arately identified and f u l l y described in detail. 

3. Advances and Payments by Non-Operators 

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

Each Non-Operator shall pay its proportion of all bills wi thin fifteen (15) days after receipt. I f payment is not 
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%) per 
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint 
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection wi th 
the collection of unpaid amounts. 

4. Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any 
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following 
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes 
writ ten exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall 
be made unless i t is made wi th in the same prescribed period. The provisions of this paragraph shall not prevent 
adjustments resulting f rom a physical inventory of Controllable Material as provided for in Section V. 

5. Audits 
A. Non-Operator, upon notice in wri t ing to Operator and all other Non-Operators, shall have the right to audit Ope
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month 
period following the end of such calendar year; provided, however, the making of an audit shall not extend the 
time for the taking of writ ten 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 effor t to 
conduct joint or simultaneous audits in a manner which w i l l result in a minimum of inconvenience to the Opera
tor. Operator shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless agreed 
to by the Operator. 

6. Approval by Non-Operators 

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec
tions of this Accounting Procedure and i f 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 al l Non-Opera
tors. 



: = BSi 
I I . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Rentals and Royalties 

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

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

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

(3) Salaries and wages of Technical Employees directly employed on the Joint Property i f such charges are 
excluded f rom the Overhead rates. 

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section 
I I . Such costs under this Paragraph 2B may be charged on a "when and as paid basis" or by "percentage as
sessment" on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this 
Section I I . I f 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 2A and 2B of this Sec
tion I I . 

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under 
Paragraph 2A of this Section I I . 1 

3. Employee Benefits 

Operator's current costs of established plans for employees' group l i fe insurance, hospitalization, pension, re
tirement, stock purchase, th r i f t , bonus, and other benefit plans of a like nature, applicable to Operator's iabor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I shall be Operator's actual 
cost not to exceed twenty per cent (20%). 

4. Material 

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

5. Transportation 

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

A. I f 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 f rom the nearest reliable supply store, 
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed 
to by the Parties. 

B. I f surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the 
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge 
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties. 

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

6. Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by 
Paragraph 9 of Section I I and Paragraph 1. i i of Section I I I . The cost of professional consultant services and con
tract services of technical personnel directly engaged on the Joint Property i f such charges are excluded f rom the 
Overhead rates. The cost of professional consultant services or contract services of technical personnel not d i 
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by 
the Parties. 

7. Equipment and Facilities Furnished by Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com
mensurate wi th costs of ownership and operation. Such rates shall include costs of maintenance, repairs,, other 
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent.(8%) 
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area 
of the Joint Property. 

B. . In lieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in 
the Immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

8. Damages and Losses to Joint Property 

A l l costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting f rom Operator's 
gross negligence or w i l l f u l misconduct. Operator shall furnish Non-Operator writ ten notice of damages or losses 
incurred as soon as practicable after a report thereof has been received by Operator. 

9. Legal Expense 
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments 
and amounts paid for settlement of claims incurred in or resulting f rom 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 attorneys shall be made unless previously agreed to by the Parties. A l l other legal 
expense is considered to be covered by the overhead provisions of Section I I I unless otherwise agreed to by the 
Parties, except as provided in Section I , Paragraph 3. 

— 2 — 



10. Taxes 

A l l taxes of every kind and nature assessed or levied upon or in connection wi th the Joint Property, the opera
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the 
Parties. 

11. Insurance 

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

12. Other Expenditures 

Any other expenditure not covered or dealt wi th in the foregoing provisions of this Section I I , or ln Section I I I , 
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations. 

I I I . OVERHEAD 

1. Overhead - Dr i l l ing and Producing Operations 

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

(XXX ) Fixed Rate Basis, Paragraph I A , or 
( ) Percentage Basis, Paragraph I B . 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices 
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable 
under Paragraph 2A, Section I I . The cost and expense of services f rom outside sources in connection wi th 
matters of taxation, t raff ic , 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. 

i i . 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 ( ) shall 
not ( X ) 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: 

Dri l l ing Well Rate $ 3 , 5 0 0 
Producing Well Rate $ 350 

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

(a) Dri l l ing Well Rate 

[1 ] Charges for onshore dr i l l ing wells shall begin on the date the well is spudded and terminate on 
the date the dr i l l ing or completion rig is released, whichever is later, except that no charge shall 
be made during suspension of dri l l ing operations for f if teen (15) or more consecutive days. 

[2 ] Charges for offshore dri l l ing wells shall begin on the date when dri l l ing or completion equipment 
arrives on location and terminate on the date the dri l l ing or completion equipment moves off loca
tion or r ig is released, whichever occurs first, except that no charge shall be made during suspen
sion of dri l l ing operations for f if teen (15) or more consecutive days 

[ 3 ] Charges for wells undergoing any type of workover or recompletion for a period of f ive (5) con
secutive days or more shall be made at the dri l l ing well rate. Such charges shall be applied for 
the period f rom date workover operations, with r ig, commence through date of r ig release, except 
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive 
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 governing regulatory authority. 

[3 ] An inactive gas wel l shut in because of overproduction or failure of purchaser to take the produc
tion shall be considered as a one-well charge providing the gas well is directly connected to a per
manent sales outlet. 

[4 ] A one-well charge may be made for the month in which plugging and abandonment operations 
are completed on any well . 

[5 ] A l l other inactive wells (including but not limited to inactive wells covered by unit allowable, 
lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rates shall be adjusted as of the first day of A p r i l each year following the effective date of the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by m u l t i 
plying the rate currently 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 Fields Produc
tion 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 adjustment. 
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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 9 of Section I I and all salvage credits. 

(b) Operating 

Percent ( % ) of the cost of Operating the Joint Property exclusive of costs provided 
under Paragraphs 1 and 9 of Section I I , all salvage credits, the value of injected substances purchased 
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min
eral 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 I B of this Section I I I , de
velopment shall include all costs in connection with dril l ing, redrilling, deepening or any remedial opera
tions on any or all wells involving the use of dr i l l ing crew and equipment; also, preliminary expenditures 
necessary in preparation for dri l l ing and expenditures incurred in abandoning when the well is not com
pleted 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 f ixed asset, except Major Construction as defined in 
Paragraph 2 of this Section I I I . A l l 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 ex
pansion of f ixed assets, and any other project clearly discernible as a f ixed 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 $ 25,000 : 

A. 5 % of total costs i f such costs are more than $ 2 5 . 0 0 0 but less than $ 100 ,000 ; plus 
B. 3 of„ 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. 

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 dril l ing and workover wells shall be excluded. 

3. Amendment of Rates 
The Overhead rates provided for ln this Section I I I may be amended f rom time to time only by mutual agreement 
between the Parties hereto i f , in practice, the rates are found to be insufficient or excessive. 

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how
ever, 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-Opera
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera
tor 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 ease 
of Material found to be defective or returned to vendor for any other reason, 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 f rom the Joint Property or disposed of by the 
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis
counts: 

A. New Material (Condition A ) 
(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a 

maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest 
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property 
where such Material is normally available. 

(2) Line Pipe 
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of 

movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor
mally available. 

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para
graph 2A (1) of this Section IV . 

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable 
supply store or f.o.b. railway receiving point nearest the Joint Property where such Material is normally 
available. 

B. Good Used Material (Condition B) 
Material in sound and serviceable condition and suitable for reuse without reconditioning: 

(1) Material moved to the Joint Property 
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV . 

(2) Material moved f rom the Joint Property 
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV, 

i f Material was originally charged to the Joint Account as new Material, or 

— 4 — 
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(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section 

IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per
cent (75%) of current new price. 

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

(1) 'Condition C 
Material which is not in sound and serviceable condition and not suitable for its original function until 
after reconditioning shall be priced at f i f ty percent (50%) of current new price as determined by Para
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro
vided Condition C value plus cost of reconditioning does not exceed Condition B value. 

(2) Condition D 
All other Material, including junk, shall be priced at a value commensurate with its use*or at prevailing 
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be 
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis
pose of Condition D Material under procedures normally utilized by the 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 ren
dered by such Material. 

K. Pricing Conditions 
(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15#) per 

hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when 
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section I I . 

(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 inven
tory is to begin so that Non-Operators may be represented when any Inventory is taken. Failure of Non-Operators 
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator. 

2. Reconciliation and Adjustment of Inventories 
Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages 
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be 
held accountable only for shortages due to lack of reasonable diligence. 

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

4. Expense of Conducting Periodic Inventories 
The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the 
Parties. 
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EXHIBIT "D" 

To Operating Agreement dated September 15, 1986 

INSURANCE 

Operator shall, a t t h e joint expense of the parties hereto, at 
all times while operations are conducted hereunder, provide with 
responsible Insurance companies, insurance as follows: 

a. Workman's Compensation Insurance 1n accordance with the 

laws of the state in which the operating area 1s located 

and Employer's Liability Insurance with limits of not 

less than $100,000; and 

b. Public Liability Insurance with respect to badlly In

juries with limits of not less than $500,000 as to any 

one person and $500,000 as to any one accident; and Pro

perty Damage Liability Insurance with limits of not less 

than $500,000 as to any one accident; and 

c. Automobile Public Liability Insurance with respect to 

bodily Injuries with limits of not less than $500,000 as 

to any one person and $500,000 as to any one accident; 

also, Automobile Public Liability Insurance with respect 

to Property Damage with limits of not less than $200,000 

as to any one accident. 

Operator-shal1 not provide, for the joint account of the parties 
hereto, Insurance against the hazards of fir e , windstorm, explo
sion, blowout, craterlng, reservoir damage, pollution damage, or 
insurance other than that specified above. 

********** 
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EXHIBIT "F" 
To Operating Agreement Dated September 15, 1986 

SUPPLEMENT 
EQUAL EMPLOYMENT OPPORTUNITY PROVISION 

Ouring the performance of this contract, the Operator agrees as follows: 

(1) The Operator will not discriminate against any employee or applicant for employment 
because of.race, color, religion, sex or national origin. The Operator will take 
affirmative action to ensure that applicants are employed, and that employees are 
treated during employment without regard1to their race, color, religion, sex or 
national origin. Such action shall Include, but not be limited to the following: 
Employment, upgrading, demotion, or transfer, recruitment or recruitment advertising; 
layoff or termination; rates of pay or other forms of compensation; and selection for 
training Including.apprenticeship. The Operator-agrees to post 1n conspicuous places, 
available to employees and applicants for employment notices to lie provided setting 
forth the provisions of this non-d1scrim1nat1on clause. 

(2) The Operator will, 1n all solicitations or advertisements for employees placed by or 
on behalf of the Operator, state that all qualified applicants will receive consider
ation for employment without regard to race, color, religion, sex or national origin. 

(3) The Operator will send to each labor union or representative of workers with which 
Operator has a collective bargaining agreement or other contract or understanding, 
a notice to be provided, advising the said labor union or workers' representatives 
of the Operator's commitments under Sect1on<202 of Executive Order 11246 of September 
24, 1965, and shall post copies of the notice 1n conspicuous places available to 
employees and applicants for employment. 

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

(5) The Operator will furnish all Information and reports, required by Executive Order 
11246 of September 24, 1965, and by the rules, regulations, and orders of the 
Secretary of Labor, or pursuant thereto; and will permit access to Operator's books, 
records, and accounts by the administering agency and the Secretary of Labor for 
purposes of Investigation to ascertain compliance with such rules, regulations, and 
orders. 

(6) In the event of the Operator's non-compliance with the non-discrimination clauses of 
this contract or with any of the said rules, regulations, or orders, this contract 
may be cancelled, terminated or suspended in whole or-1n part and the Operator may 
be declared Ineligible for further Government-contracts or federally assisted 
construction contracts 1n accordance with procedures authorized 1n Executive Order 
11246 of September 24, 1965, and such other sanctions may be Imposed ano remedies 
Invoked as provided 1n Executive Order 11246 of September 24, 1965, or by rule, 
regulation, or order of the Secretary of Labor, or as otherwise provided by law. 

(7) The Operator will Include the provisions of paragraphs (1) through. (7) 1n every' 
subcontract or purchase order unless exempted by rules, regulations, or orders of 
the Secretary of Labor Issued pursuant to Section 2Q4 of Executive Order 11246 of 
September 24, 1965, so that such provisions will be.binding upon each-subcontractor 
or vendor. The Operator will take such action with respect to any subcontract or 
purchase order as the administering agency may direct as a means of enforcing such 
provisions Including sanctions for non-compliance: Provided, however, that in the 
event the Operator becomes Involved 1n, or 1s threatened with, litigation with a 
subcontractor or vendor as a result of such direction by the administering agency, 
the Operator may request the United States to enter'Into such litigation to protect 
the interests of the United States. •', 

Operator acknowledges that Operator may be. required'to file Standard Ford.100 (EEO-1) 
promulgated jointly by the Office of Federal .Contract Compliance, the.Equ'al Employment 
Opportunity Commission and.Plans for Progress with the-appropriate agency within 30 days 
ofr the date of contract award 1f such report has not been.filed for the current year and 
otherwise comply with or file such other compliance reports as may be required under 
Executive Order 11246, as amended and Rules and Regulations adopted thereunder. 

Operator further acknowledges that Operator may. be required to develop, a written 
affirmative action compliance program as required by. the Rules'and Regulations approved 
by the Secretary of Labor under.authority of Executive Order 11246 and supply CUits.wlth 
a; copy of such program 1f Cities so requests.. 
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CERTIFICATION OF N0NSEGRE6ATED FACILITIES 

By entering into this contract, the Operator certifies that Operator does not and 
will not maintain or provide for Operator's employees any segregated facilities at any 
of Operator's establishments, and that Operator does not and will not permit Operator's 
employees to perform their services at any location, under Operator's control, where 
segregated facilities are malntainted. The Operator agrees that a breach, of this certi
fication 1s a violation of the Equal:Opportunity clause In this contract. As used 1n 
this certification, the term "segregated facilities" means, but 1s not limited to, any 
waiting room, work areas, rest rooms and wash room, restaurants and other eating areas, 
time clocks, locker rooms and other storage or dressing areas, parking lots, drinking 
fountains, recreation or entertainment areas, transportation, and housing facilities 
provided for employees which are segregated by explicit directive or are 1n fact segre
gated on the basis of race, color, religion, or national origin, because of*habit, local 
custom, or otherwise. Operator further agrees that (except where Operator has obtained 
identical certifications from proposed contractors and subcontractors for specific time 
periods) Operator will obtain Identical certifications from proposed contractors and 
subcontractors prior, to the award of contracts or subcontracts exceeding,$10,000 which 
are not exempt from the provisions of the Equal Opportunity clause*, that Operator will 
retain such certifications 1n Operator's files and that Operator will forward the 
following notice to such proposed, contractors and subcontractors (except where the 
proposed contractors or subcontractors have submitted. Identical certification for 
specific time periods): Notice to prospective.contractors and subcontractors of 
requirement for certifications of nonsegregated facilities. A Certificate of Nonsegre-
gated Facilities must be submitted prior to the award of a contract or subcontract 
exceeding $10,000 which 1s not exempt from the provisions of the Equal Opportunity clause. 
The certification may be submitted either for each contract and subcontract or for all 
contracts and subcontracts during a period (I.e., quarterly, semiannually, or annually). 

i 
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EXHiBrr "H" 

Attached to and made a part of that certain Farmout Agreement dated September 15, 
1986, by and between Michael W. Murphy, Farmor, and Kindermac Partners, Farmee. 

PROVISIONS APPLICABLE TO WELLS 

The party d r i l l i n g any well provided for in the agreement in which this 
Exhibit is attached, agrees and binds i t s e l f to observe and comply with the 
provisions hereinafter contained; failure to comply with such provisions shall 
release Michael W. Murphy, and/or his assigns, hereinafter referred to as 
non-drilling party, from the obligations and covenants contained in said 
agreement. 

A. To be provided prior to commencement of operations of any well. 

1. One copy of location plat of the proposed test certified by a 
licensed surveyor and based on actual ground surveys. 

2. One copy of the d r i l l i n g prognosis. 

3. One copy of a l l notices f i l e d with Federal, State or Indian 
Agencies. 

B. To be provided during the d r i l l i n g of any test. 

1. Operator shall provide non-operator f u l l access at a l l times to 
derrick floor and f u l l and free access to a l l information 
regarding the well including cuttings, cores, d r i l l i n g depths, 
etc. 

2. Samples are to be available at the well site at a l l times. One 
set of samples including one foot core chips of any cores 
recovered shall be sent at the operator's expense to: 

American Stratigraphic Co. 
6336 East 39th Street 
Denver, Colorado 80207 

Any storage fee shall be paid by d r i l l i n g party. 

3. Operator shall furnish non-operators copies of core description, 
core analysis, core orientation studies, d r i l l , stem charts, and 
reports as soon as available. 

4. Operator shall furnish daily d r i l l i n g reports by telephone and 
mail giving the nature of a l l work done, the depth and formation 
penetrated beginning with date actual work is commenced at the 
location and continuing u n t i l d r i l l i n g , logging, t e s t i n g , 
completing, and equipping is completed, or i f a dry hole, the well 
has been plugged and abandoned. 

5. Furnish non-drilling party the following logs: 

Field 
Print Final Log Type • Interval 

1 1 operators discre- operators discre
tion and a l l zones tion and a l l zones 
of interest of interest 

For any well d r i l l e d on Farmor's acreage, or in which Farmor has 
an interest, logs are to be furnished as soon as available. 
Copies of logs covering the prospective horizons shall be 
telecopied by logging company to the non-drilling parties prior to 
plugging and abandonment. 

x (Required i f checked) Non-operator shall have 24 hours from 
receipt of such logs, exclusive of Saturday, Sunday and legal 
holidays, in which to approve plugging and abandoning or running 
of production casing. 



6. x (Required i f checked) Operator shall have a geologist 
and/or mud logger present at the well s i te during d r i l l i n g , coring 
and test ing. The d r i l l s i te representative s h a l l maintain a 
description of the formations penetrated. 

7. Operator shall make adequate tests of a l l formations on the basis 
of available data that would be tested by a prudent Operator. 

8. Notice of intent to core, d r i l l stem test , log, plug, or run 
casing and telecopies of logs should be furnished by telephone to : 

Marmik Oil Company Office Phone: 501/862-8546 
Curtis G. M o r r i l l Home Phone: 501/862-5421 

or 

Lee Shobe Home Phone: 303/674-3038 

9. Daily d r i l l i n g and progress reports required under 2.D. above 
shall be given to: 

Marmik Oil Company 
200 North Jefferson, Suite 500 
El Dorado, Arkansas 71730 
Attention: Kay B. Risor 

To be provided upon completion of any well. Furnish by mail to Marmik 
Oil Company, 200 North Jefferson, Suite 500, El Dorado, Arkansas 71730, 
Attention: Curtis G. M o r r i l l . 

1. Two copies of dip meter, directional and deviation surveys. 

2. Two copies of complete well history or geological completion 
report. 

3. Two copies of a l l forms required by any governmental office or 
body. 

I f obtained during operations, furnish two copies as set forth 
above as to the following: 

a. Mud Logs (incremental and f i n a l ) . 

b. Core descriptions and analysis. 

c. D r i l l stem test charts and reports. 

d. Fluid and gas analysis. 

4. Special Requirements: 

None 

5. Other parties to be not i f i e d : 

None 



United States Department of the Interior S S ' 
BUREAU OF LAND MANAGEMENT ^EEE 
ALBUQUERQUE DISTRICT OFFICE 

435 Monratui N H. IN IIKIM.Y KI:H:U TO. 

Albuquerque, New Mexico 87107 

NM-7993 (GC) 
NM-28811 (GC) 
NM-015-P35-87C-325 
3160 (015) 

SEP 2 5 1887 

Sun Exploration and Production Co. 
ATTN: Ms. Cindy Bush 
PO Box 5940 
Terminal Annex 
Denver, CO 80217-5940 

Gentlemen: 

Three copies of a "Designation of Successor Operator" for Communitization 
Agreement NM-015-P35-87C-325 were received i n t h i s o f f i c e on July 29, 1987, by 
which Sun Operating Limited Partnership replaces Jerome P. McHugh as the 
operator of communitized area. This communitization agreement covers the 
section 26, T. 26 N., R. 2 W., NMPM, containing 320.00 acres of land i n 
Federal leases NM-7993 and NM-28811 as to the Gallup and Dakota Formations. 

Pursuant to Section 3 of the above Communitization Agreement, the designation 
of Sun Operating Limited Partnership as successor operator i s hereby accepted 
f o r record purposes. Copies of the instrument are being distributed to the 
appropriate Federal offices and one copy i s returned herewith. 

I f you have any questions, please.contact Barbara Meyers at the above address 
or telephone (505) 761-4609. 

Sincerely, 

For D i s t r i c t Manager 

Enclosure 



Ope/a lor 

DESIGNATION OF SUCCESSOR OPERATOR 

WILDFIRE n 

COMMUNITIZATION AGREEMENT 

NM-015-P35-87C-325 , r n 

;-: v S E P11 50 

Covering the W/2,Section 26, Township 26 North, Range 2.JWe$&LRio. Arriba. 

County, New Mexico. 

This indenture, dated as of the 1st day of April, 1987, by and 

between Sun Operating Limited Partnership, hereinafter designated as 

"First Party", and the owners of communitized working interest, 

hereinafter designated as "Second Parties", 

Jeannette P. Kurtz 

Frank Pace, JR. 

Witnesseth: That, whereas under the provisions of Section 17(j) 

of the Act of February 25, 1920, as amended (74 Stat. 784); 30 U.S.C. 

266(j), and by authority delegated to the Authorized Officer of the 

Bureau of Land Management, on the 1st day of November, 1986, approved 

Communitization Agreement. NM-015-P35-87C-325, wherein Jerome P. McHugh 

is designated as Operator of the Communitized area, and 

Whereas, the First Party has been and hereby is designated by the 

Second parties as Operator of the communitized area, and said First 

Party desires to assume all the rights, duties and obligations of 

Operator under said Communitization Agreement; 

Now, therefore, in consideration of the promises hereinbefore set 

forth and the promises hereinafter stated, the First Party hereby 

covenants and agrees to f u l f i l l the duties and assume the obligations 

of Operator of the Communitized area under and pursuant to all the 

terms of Communitization Agreement NM-015-P35-87C-325, and the Second 

Parties covenant and agree that effective as the date herein specified, 

and upon receipt of this indenture, properly executed, by the 

Authorized Officer of the Bureau of Land Management, First Party shall 

be granted the exclusive right and privilege of exercising any and all 

rights and privileges as Operator, pursuant to the terms and 

conditions of said Communitization Agreement, said Communitization 

Agreement being hereby incorporated herein by reference and made a 

part hereof as fully and effectively as though said agreement were 

expressly set forth in this instrument as of the date hereinabove set 

forth. 



FIRST PARTY 

Sun Operating Limited Partnership 
by Sun Exploration and Production Company 
its Managing General Partner 

SECOND PARTIES 

Jeannette P. Kurtz 

By_ 

Frank Pace, Jr. 

BY 

State of ; ) 

County1 of ) 

The Foregoing instrument was/acknowledged before me by joing instrument was/a 

T M s ^ ^ a y of l 9 8 7' 

Witness my hand and official seal. 

My Commission Expires: 

~ / / Notary Public 

Accepted for Record 

Assistant DHrief Manager 
for Min-"••«•' 
Albuq-. v,-:. I'T ©sfrfibfl 



FIRST PARTY 

Sun Operating Limited Partnership 
by Sun Exploration and Production Company 
its Managing General Partner 

^AttoYneyHrr-^a'ct tf 

SECOND PARTIES 

Jeannette P. Kurtz 

By \Vfi>*VM***-Y 

Frank Pace, Jr. 

By_ 

State of ^lu/2s>> ) 

County of_ 

The Foregoing instrument v/as/acknowledged before me by 

% J2// of 1987. 

Witness my hand and official seal. 

My Commission Expires: 

Notary Pub! ic" 

Accepted for Record 

Assign* DtstriH h Assi 
(or V - . 1 
Albuquerque District 



FIRST PARTY 

Sun Operating Limited Partnership 
by Sun Exploration and Production Company 
its Managing General Partner 

^At toVneyM^Fat t i 0 r V l 5> 

SECOND PARTIES . 

Jeannette P. Kurtz 

By_ 

Frank Pace, Jr. 

By ^VU^M-f 

State of v ^ A / ^ ) 

County of / { f t * / / ? ^ , ) 

The Foregoing instrument was/acknowledged before me by 

Thi s M of ^ 2 ^ ^ 1987. 

/ 
Witness my hand and official seal. 

My Commission Expires: 

/ / Notary Public 

Accepted for Record 

Assi;t^ P ' - ^ l Manager 
for Minerals 
Albuquerque District 


