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; KELLAHIN and KELLAHIN
. . '‘ATTORNEYS AT LAW
T ' . 800 DON GASPAR AVENUE
R . JASON W. NELLANIN P. O. BOX 1769 TEILEPHONE 902-4200
' YL THOMAS KELLANIN SANTA FE, NEW MEXICO 87501 Anga coor s0s .
WAREN ALIBARSY o ey
ol N YO
April 5, 1979 il CEIVERD J‘
B | ] an00ai |
BT OIL CONSERVATICN DIVISION
SR i o . SANTAFE -
i Mr. Richard Starmets
o 0il Conservation Division
s P. 0. Box 2088 -
~l Santa Fe, llew lMexico 87501
Sl ]
Ton el Re: . HNG 0il Company - ' , 4
b Division Case No. 6431 o ' :

Heard January 31, 1979

Y-

- Dgaf Mr. Stamétg:

' Ia accordance with' our request for additional -
-information ‘concerning the requested overhead charges
for drilling and after producting, please find enclosed
copies of other agreements in the area showing a higher
rate charged than those requested in-this case. -
¥ A o S 5
’ " Vefy truly y 14,'
A : <
| /ﬁ" ¢ —
) : 'W./ Thomas Kellahin
WIK :eps '
Enclosure . "':: ‘ . .
ce: H, .Ray:‘:cnd Parker -
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SANTA FE - by

April 3, 1979 )
Kellahin & Kellahin 2
P. 0. Box 1769 b
Santa Fe, New Mexico 87501 ks
. , ;"‘(‘

Attn: Mr. W. Thomas Kellahin 7
‘RE: ’ Comp;xlsory Pooling T

N/2 Sec. 35, T-23-S, R-28-E ;

Eddy. County, New Mexico &

Gentlemen: ;
In compliance with your request, we cnclose herewith a copy of g

the fully executed Operating Agreement covering the N/2 of Section 35, b
T-23~-S, R=28-E, Eddy County, New Mexico. Well charges appear on page B
3 of the Accounting Procedure. . : 1
Also -enclosed 18 a copy of the Assignment and Agreement between i

.HNG 01l Company and .Phillips Petroleum Company covering lands in the rz
same area. 1ou wiili noce tuat ihe driiling well rate is somewhat higher H
than the drilling well rate appearing in the Operating Agreement covering )
the N/2 of Section 35. . ' @
- !

Yours very truly, M

: I

" HNG/OIL COMPANY I

7P /‘ : . ?'.'

@mﬂm ool g/&/ ‘

dymond Parker
Mahager of Lands

" encls. ; : - '
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MODEL FORM OPERATING AGREEMENT —1956

FOR UNIT AREA IN-T

. EDDY . .

" December 1’

A.A.P.L. FORM 610

"Non-Federal Lands'

OPERATING AGREEMENT

DATED

’ y

[

OWNSHIP. .23 South - RANGE

'AMERICAN ASSOCIATION OF KP.ETROLEUM‘ LANDMEN
, APPROVED FORM. ° AAPL NO. 610
MAY BE -QRDERED DIRECTLY FROM THE PUBLISHER
KRAFTRILT PRODUCTS, 2ox 800‘, TULSA 74101
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_.COUNTY, STATE OF.. . _ NEW MEXICO _ .
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A.ADP.L. FORM 610

E OPERATING AGREEMENT

THIS AGREEMENT, entered into this___1st___ day of_._ . _._.__December___ __ 19_78 , between
HNG OIL COMPANY

herecalter designated as "Operator , and the signatory partles other than Operator.
WITNESSETH, THAT:

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

agreement to explore and develop these leases and interests for oil and gas 1o the extent and as hereinafter
provided; '

NOW, THEREFORE, it.is agreed as follows:
1. DEFINITIONS

- As used in this agreenrent. the following words and terms shall have the meanings llere ascribed to
them. . .
(1) The words “party” and “parties” shall always mean a party, or partics, to this agreement,
(2) The parties to this agreement shall always be referred to as “it” or “tney”, whether the parties be cor-
porate bodies, partnerships, associations, or persons real.
(3) The term “oil and gas” shall include oil, gas, casinghead gas, gas condensate, and all other liquid or gase-
ous hydrocarbons, unless an intent to limit the inclusiveness of this term is specifically stated.
(4) 'f'he"nrm “oil and gas interests” shall mean unleased fee and mineral interests in tracts of land lying
within the Unit Area which are owned by parties to this agreement.
(5) The term “Unit Area” shall refer to and include all of the lands, oil and gas leasehold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
.. Such lands,’ oil and'gasileasehold interests and oil and gas interests are described in Exhibit “A",
- (6) The term "'drilli?:g unit” shall mean the area fixed for the drilling of one well by order or rule of any
state or Iederal body having authority. If a drilling unit is not fixed by any such rule or crdcr, a drilling

unit shnll be the drilling unit as estnbhshcd by the pattern of drilling in the Unit Area or as fixed by ex-
press agrecment of the partxes

a

-

All “exhibits attached to this agreement are made a part of the conlract as fully as though copled in full
in the contract

(8) The‘words “equipment” ancl “mnterials" as used here are synonymous and shall .mean and include all
oil fxeld supplies and personal property acquired for use in the Umt Arca.

2 TITLE, EXAMINATION LOSS OF LEASFES ANI) olL ANI) GAS INTERESTS

P [

A Trlle Exnmmntlon‘ T o )

There shnll' be no examination of title to leases, or to oil and gas interests, cxcept that title to the lease
‘covering the land upon which the exploratory well is to be drilled in accordance with Sectlon 7, shall be exam-
1ned on ar complete abstract record- by Operator attorney, and the title to both, thc oil and gas lcaﬁe and to
the fee title of the lessors must be approved by the examining atlorney, and accepted by all parties. A copy of
the ex'mmmmg attorney’s opinion shall be sent to cach party immediately after the opinion is written, and,
,also, each party shall be given, as they are, written, a copy of all subscquent supplc-mcntnl attornoy s reports,’
’ _A good faith effort to sathfy the exammmg attorney's requxrementq shall be made hy the party owmng the
lease covermg ‘the drilisite, *© . - . . . Lo
, If title to the proposed dnlls:te is not npproved by the examining attorney or (he lease is not acceptable
for a matcrml reason nnd all the pmtles do not ncccpt the title, the partics <hall s‘elcct a new dnllclte for the
first exploratory well; plovxded “if the partics are unable to agree upon another (Inllslte, this agreement shall,
in thnt cnqe. comc to an end and all parties shall then forfeit tlwn n;.hts and be relieved of obligations here-
under lf a hew drlllqlte is sclccted title to the ofl and gas lc.nse covering it xmd to the fee title of the lessor
shall be examined, and title shall be approved or accepted or rejected rn tike manner as provided above con-
.eernlng the drillsite first selected. If title to the ail and gas lease covering the second choice drillsite is not

- approvecl or accepted, other.drillsites shall be srxcccsslvely selected and title examined, until a drillsite is chosen

"

“Individual Loss"
Revised 1867




AADPL. TORM 610

to which title is a}:proved or accepted, or until the parties fail to select another drillsite.  As in the case of the
drillsite first selected, so also with successive choices if the time comes that the parties have not approved
title and are unab!e to agree up;)n an aliernate drillsite, the contract Ishall, in that case and at that ume, come, '
1o an end and all parties shall forfeit their rights and be relicved of obligations under this contract.
No well other than the first test shall be drifled in the Unit Arca until after (1) the title to the lease
Jo covering the lands upon which such well is to be located has been examined by Opérator's attcrney, and (2)
A the title has been approved by the examining attorney and the title has been accepted by all of the parties
who are to participate in the drilling of the well. .
B. Failure of Title:
Should any oil and gas lease, or interest therein, be lost through failure of title, this agreement shall,
nevertheless, cont'inuc in force as-to all remaining leases and intecests, and
(1) The party whose lease or interest is affected by the title {ailure thall bear alone the entive loss and it
shall not be cnt'iﬂed to recover from Operator or the other parties any development or operating costs
, whigh it may have theretofore paid, but there shall be no monetary liability on its part to the other fmr-
t.ies hereto by reason of such title failure; ana
(2) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation

oy s
£y “:?f:::':‘{}‘;nn 23 oi the mterest which has been lost, but the interests of the parties shall be revised on an acreage basis,
drp-“ RS ‘

3 ) \as of the time it is determmed finally that title failure has occurred, so that the interest of the party
,w.»’; LA whose lcase or interest IS affected by the title failure will thereafter be reduced in the Unit Avea by the
S ¥ v ' R

‘amount of the interest lost; and

(3) ‘1 the proportionate interésts of the other parties hereto in any producing well theretofore drilled on
the Ur;it Arca is increased by reason of the title failure, the party -whose title has failed shall receive
the procceds attributable to.the increase in such inteorests (less operating costs attributable thereto)
until it has been reimbursed for unrecovered costs paid by it in connection with such well; and '

. (4) Should any person not a party to this agreement, who is determined to be the owner of any interest in-

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

ment, or equipment previously paid under this agreement, ‘<uch amount shall be p.roportionalcly paid tou
the party or parties hereto who in the nm mql'mcc paid the costs which are so refunded; and

(5) Anv liability to account to a third:party for prxor production of oil and gas which.arises by reason of
tltle fallurc thll be bomc by the party or pamcs whose title fallcd in the same proportions in which
hey shared in such prior production. - . . -

C. Lass of Leascs for Causes Other Than Title Failure:

o If any lease or interest subject to this agreement be lost throug!; failure to develop or because express

or implied covenants have not been per(ormed or if any 1ca§e be perm\ued to expire at the end of its primary -

‘%‘?‘.
SR

b

. term and not be rcnewed or extended or i’ any lease or mtercst therein is lost due to the fact that the produc-u
tion therefrom is shut in by reason of lack of.market, thc loss shall not be considered a failure of txt‘le and all
such losses shall be Jomt losses and shall be borne by all partxcs in proportion to thenr mtcrests and there shall

be no read;u:.tmenl of mu.u.-bts in, the Unit Area. 'A o

1

-3 UNLEASED OlL AND GAS INTERESTS
If any party owns an unleased oil and gas interest in the Unit Area, that interest shall be treated for the |

purpose of this ngreemcnt as if it were a leased interest under the form of oil and gas lease attach(d as “Exhl- .
bit "B” and for the pnmary term therein stated As ta such interests, the owncr shall receive royally on produc-
tion as prcscnbed in the form of oil and gas Iease aum:hcd hereto as Exhibit “B”. Such party shall, however,
be subject to all of the provxsxom of this ngreemcnt relahng to lessees, to the extent that it owns the lessee
. interest.

L4 INTERFSTS OF PARTIES |
Exhibit “A" lists’ nH of lhe pnruea. and lhclr rcnpccﬂvc percenlm.o ‘or fr ncuonnl interests undcr this
agrccmcnt. Unicss chnnged by other provisions, all costs and labilities incurred in opcrations under this con-

tract shall be borne and paid, and all equipment and material acquired in operations on the Unit Arca ;m.n'bc
owned, by the parties as their interests are given in Exhibit “A”. All production of oil and gas from the Unit

e Arca, subject to the payment of lessor's royalties, shall also be owned by the parties in the same manner.

—_2
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AANDPL FORM 610 Revised 1967

If the interest of any party in any o1l and gas lease covered by lhis agreement is subject to an overriding
royalty, production payment, or other charge over and ahove the usual nnc cigthh (%) royalty, such party shall
assume and alone bear all such excess obligations and sha!l account for lhcm to the owners thercof out of its
share of the working interest production of the Unit Areca.

5. OPERATOR OF UNIT
HNG OIL COMPANY

shall be the Operator of

.the Unit Arca, and shall conduct and direct and have full control of all uperations on the Unit Arca as per-

mitted and required by, and within the limits of, this agrcement, It shall conduct all such operations'in a good
and workmanlike manner, but it shall have r;o liability as Opcrator to the other parties for losses sustained,
or liabilities incurred, except such as may result from gioss negligence or from breach of the provisions of
this agreement.

6. EMPLOYEES

' The number of employces and their selection, ;md the hours of labor and the compensation for services

performed, shall be determined by Operator. All employces shall be the employees of Operator,

7. TEST WELL

Decemberx

On or before the_ 10th - day of 19_78 _, Operator shall commence the drill-

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

660" FNL and 2310° bWL of Section 35, T-23-S, R-28-E,
Eddy County, New Mexico

and shall thereafter. continue the drilling of the well with due diligence to the Morrow formation
at a total depth of approximately 13,400 feet,

unle.ﬁs granite or other practically ‘impenetrable S{letﬂl\CC is encountered at a lesser depth or unless all partics
agree to complete the well at a lesser depth., '

Operator shull make reasonable tests of all formations encountered during drilling which give indica-
tion of containing oil '.:nd‘ gas in quantities sufficient to test, unless this ugrcumént shall be limited in its ap-
plication to a sbocific formation or formations, in which event Operator shall be required to test only the
formation or formutions to which this agreement may a.mply.

If in Opcralm judgment the well will not produce oil or gas in paying quantities, and it wishes ta

plug and abandon the test as a dry hole, it shall first sccure the consent of all parties to the plugging, and the
well shall then be plugged and ;zbnndoncd as promptly as possible. ..

- ’ 8. COSTS AND EXPENSES

Except as hercin otherwise spccmcall\' provndcd Operator shall promptly pay and discharge ‘all costs
and expenses incurred in' the’ developmcnt and operation of the Unit Arca pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the cost and expense basis
provided in the ;Accounting Procedure attached hereto and marked Exhibit “C". If any provision- of Ex-
hibit “C" should be inconsistent with any provfsion contained in the body of this agreement, the provisions in

the body of this agrccment ghall prcvail.

- Operator at its elechon “shall have the nght (rom time to time to demand and reéeive from the other
parties puymenl m advance of lhcxr respective shares of the estimated amount of the costs/to be incurred in
operations hcrcunder during the next succeeding menth, which ru,ht may be excrcised only by submission to

. cach such party of an itemized statement of such estimated coﬁns, to:,cther with an invcice for its shnre there- -
of, Each such statement and involce for the payment in advance of cstimated costs shall be submitted on or
before the 20th day of the next preceding month, Each party shall pay to Operator its proportionate share of
such estimate within fiftecen (15) days after such cstlmatc and invoice is received. If any party fails to pay its
share of said estimate within said time, the amount due shall bear interest at the rate ofmwﬁﬁﬁ%tpe(xlz
annum until paid. Proper adjustment shall be made monthly between advances and actual cost, to the end

that ench party shall bear and pay its proporhonn(o share of nctual costs incurred, and no more.

—3
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 excess of___Fifteen Thousand and No/100 Doilars ($13,000.00

AALL FORM 610

9. OPERATOR’S LIEN

Operator is given a first and preferred lien on the interest of ‘cach party covered by this contract, and
in each party's interest in oil and gas produced and the proceeds thereof, and upon c'ach party’'s interest in ma-
terial and equipment, to secure.the payment of all sums due from each such party to Operator.

In the event any party fails to pay any amount owing by it to Operator as its share of such costs and
expense or such advance estimate within the time limited for payment thereof, Operator, without prejudice to
other existing remedies, is authorized,jat its clection, to collect from the purchaser or purchasers of oil or gas,
the proceeds accruing to the working interest or intcrr;'sls in the Unit Area of the delinquent party up to the
amount owing by such party, and each purchaser of oil or gas is authorized to rely upon Operator’s statement
as to the amount owing by such party.

“In the event of the neglect or failure of any non-operating party to promptly pay its proportionate par't
of the cost ard expense of dcvelopmopt and operation when due, the other non-operating parties and Operator,
within thirty (30) days after the rendition of statements therefor by Operator, shall proportionately contribute
to the payment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled
to the same lien rights as are granted to Operator in this scc‘!i(‘;n. Upon the ﬁnyment by such delinquent or
defaulting party to Operator of any amount or amounts on such delinquent indebtedness, or upon any recover&
on behalf of the non-operating parties under ‘lhc' lien conferred above, the amount or amoun(s so paid or re-
covered shall be distributed and pald by Operstor to the other non-operating p'n ucs and Operator propor-
Lontately i .u:coruancc wnh the contributions theretofore made by them.

10. TERM OF AGREEMENT
This agreement shall remain in full force and effect for as long as any of the oil and gas leases subjected
to this agreement remain or are continued in force as to any part of the Unit Area, whether by production, ex-
tension, renewal or otherwise; provided, however, that in the cvent the first well drilled hereunder results in
a dry hole and no other well is producing oil or gas in paying quantities i‘rom thé Unit Area, then at the end
of ninety (90} days after abandonment of the first test well, this agreement shall terminate unless one or
more of the parties arejthen engaged in drilling a well or wells pursuant to Section 12 hercof, or all parties

have agreed to dritl an additional well or weils under this agrcémcnt, in which cvent l'his agreement shall con- ’

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

from this agreement shall continue in force thereafter as if said first test well had been productive in paying
quantities, but if production in paying quantitics does not result therefrom this agreement shall terminate
at the end of ninety (90) dayé after abandonment of such well or wells. It is agreed, however, that the term-
ination of this agreement shall not relieve any party hereto from any liability which has accrued or“attached"
prior to the date of such termination. ) ‘
11. LIMITATION ON EXPENDITURES

Without the consent of all parties: (a) No well shall be drilled on the Unit Area except any well ex-
prcss]y n'rovided for in’ this agreemént and except any well drilled pursuant to the provisions of Section 12
of thls agreement it being understood that the consent to the dnllmg of a well shall include consent to all
nceessary expenditures in the drilling, testing, comp]ctmg. and cquxppmg of the well, including nccessary
tankage; (b) No well shall be reworked, plugged back or deepencd except a well reworked, plugred back or
deepened pursuant to the provisions of Section 12 of this agreément, it being understood that the consent to
the reworking, plugging back or deepening of a well shall include consent to ali necessary expenditures in
.conduc-tirﬂig such operations and completing and equippir;g of said well to produce, including nccessary tank-
age; (¢) Operator shall not undertake any single project reasonab)y estimated to require an expenditure in
)
except in conncction with a. weﬂ the drilling, reworklng, dcepcning. or plugging back of which has been pre-
viously authorized by or pursuant to this agreement; providcd howcver, that in case of explosion, fire, flood,
or other sudden emergency, whether of the seme or different nature, Operator may take such steps and incur
such expenses as in its opinion are required to deal with the emergency and to safeguard life andA »prOpcrty,‘
but Operator shall, as promptly as possible, report fhe cmérgency to the other parties.” Operator shall, upon

request, furnish copies of its ‘Authority for Expenditures” for any single project costing in ex-

coss of $_5,000.00 _,

—
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12. OPERATIONS BY LESS TIHHAN ALL PARTIES

" If all the parties cannot mutually agree upon the drilling of any well on the Unit Area other than the
. R o ‘ test well provided for in Section 7. or upon the reworking, decpening or plugging back of a dry hole drilled

) Co i at the joint expense of all parties or 'a well jointly owned by ;xll the parties and not then producing in paying
quantitics on the Unit Area, any parly or parties wishing to drill, rcwor.k, deepen or plug back such '5,' well
may give the other parties written notice of the proposed operation, specifying the ‘work to be performed,
the location, prpposcd depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) da):s (except as to reworking, p]uugin;i: back or drilling deceper, where
a drilling rig is on location, the period shall be limited to forty-cight (48) hours exclusive of Saturday or Sun-
day) after receipt of the notice within which to notify the parties wishing to do the work whether they clect
to pai'(ici?alc in the cost of ihp p.roposcd opcralion.v Failure of a p:;l'ty receiving such a notice to so reply to
it within the pcri(;(l above fixed shall constitule an clection by that party not to participate in the cost of the
proposed operaticn.

e ey Wk g - - . ) . ; . -
E“’rﬁ&ﬁ‘;hﬁb\é; g 3 . If any party receiving such 2 notice clects not to participate in the proposed operation (such party or
P R ey - - . . . :

oy an;;?;;"“:: ’ parties being hereafter referred to as “Non-Consenting Party"), then in order to be entitled to the benelits

L

of this section, the party or parties giving the notice and such other partics as shall elect to participate in the
. opcr:\ﬁc;n (all such partics being hereafter referred to as the “Consenting Parties™) shall, within thirty (30)
" days a-fh.-r ihe expiration of the notice period of thirty (30) days (or as pro}r!ptly as possible after the expir-
. ation of the 48-hour period where the drilling rig is on location, as the cuse may be) actually commence work
on the proposed operation and complete it with due diligence.

The entire cost and risk of conducting such operations shall be borne .by the Consenting Parties in the
prgponions that their }'cspcclivc interests as shown in_Exhibit “A" bear to the total interests of all Censenting . o
Par'lies.‘ Conscnlit'\g l”artics~ shall ‘keep the leaschold estates involved in such operations free and clcar-;)t all
liens and encumbrances of every kind created by or arising from the operations of the Cénscnting Parties. If
such an operation resulls in a dry hole, the Consenting Parties sha]l plug and abandon the well at their sole
cost, risk and expense. If any well drilled, re\;«vorkcd;dcepcncd o’r plygged back under the provisions of this
section rcsulls‘in a producer of oil and/or gas in paying quantities, the Cor;senting Parties shall complete and
equip the well to produce at their sole cost and risk, and the well shall then be turned over to Operator and
shall be operated by it at the expense and for the account of the Consenting Parties. Upon commencement of
operations for thc.drilling, rew'o'ricing. deepening or plugging back' of any such well by Consenting Partie.s
in acdordance with the provisions of this section, each Non-Consenting Party' shall be deemed to have relin-
quished to Cor‘\scnlini,: Pnrlies‘, :}nd the Consenting P:;rlies shall own and be ent.itled to receive, in proportion

to their respective interests, all-of such an-Conscnting Party's interest in the well, its leaschold operating
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rights, and share of pr'oductit;ﬁ therefrom until the"procécds or market value thereof (after deducting pro- .

Y

] (1!;'.-'. S 3, - duction taxes, royalty, overriding royalty and other interests payable out of or measured by the production
R e ,.' ' from such well éccruin'g with respect to such interest until it reverts) shall equal the total of the following: ’

(A)-100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment

beyond the wellhead connections (including, but not ‘limited to, stock tanks, separators, treaters,

L "ﬁumping eciuiprﬁent and’ piping); p]ué 100% of cach such‘Non‘-Corllscnting Party's share of the cost'of

operation'of’.the well corﬁméncing with first production and continuing until each such Non-Consenting

i’arty's relinduished interest shall revert to it under other provisions of this section, it being agreed that
each Non-Co;aéenling Party's share of such costs and equibx:ncnt will be that interest which would have
been chargeable to cach Non-Consenting Party had it participated’ in the well from the beginning of
the operniio;\; and : ’ 4 ' V

3007 . ' . ) B
) (B)M{"é{ot thut portion of the costs and expenses of drilling, reworking, deepening -or pluggmg back,
* testing and corrpleting, after deducting any cash contributions received under Section 25, and 2007

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

connections), which would have been chﬁrgeablc to such Non-Consenting Party if it had participated
therein, ' '

—_5—
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In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
" be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all
such equipment shall remain unchanged; and upon abandonment of a well after éuch reworking, plugging
back or deeper drilling, the Consenting Parties shall account for all such equipment to the owners thereof,
with each party receiving its proportionate part in kind or in value,

Within sixty (60) days after the completion 'or any operation under this section, the party conducting
the operations vfor. the Consenting Parties shall furnish each Non-Consenting Party with an inventory of
the equipment in and connected to the well, and an itemized statement of the cost of drilling, deepening,
plugging back, t‘cs\inu. completing, and equipping the well for p;'()(lilcliox1: or, at its oplim.\, the operating
pai"ty, in licu of an itemized statement of such costs of operation, may submit a detailed statement of monthly
billings. Each mon(h thereafter, during lhc time the Consenting Parties are being reimbursed as provided
above, the Comcnhn;, Parties shall furnish the Non-Consenting Parties with an itemized statement of all
ocls and liabilities mcuncd in the operation of the well, together with a statcment of the quantity of oil
and gas produced from it and the amount of procceds realized from the «ale of the well's worki

king interest
production during the preceding month. Any amount realized from the sale or other disposition of equip-’

.ment newly ‘acquired in connection with any such operation which would have been owned by a Non-Con-
-senting Party ‘had it participated therein shall be credited against the total unreturned costs of the work done
and of th equipment purchased, in determining when the interest of such Non-Consenting Party shall revert

~to it as above provided: if there is a credit balance it shall be paid to such Non-Cansenting Party.

It m{d‘ when the’ Consenting Parties recover from a Non-Consenting Party's’ relinquished interest the
a‘moynts provided for above, the relinﬁuished interests of such Non-Consenting Party shall automatically
revert 1o it and from and after such reversion such Non-Consenting Party shall own the same interest in such
well, the operatipg rights’ and working_interest therein, the material and cc{uiprﬁent in or bertaining thereto,
and the production therefrom as such Non-'Consenting Party would have owned had it participated in the
drilling, rcworking, deepening or pfugging back of said well. Thercafter, such Non. Cousenting Party shall be
charged thh and shall pay its proportionate part of. the further coqtq of the opcralion of said well in accord-

ance with the terms of thxs agreement and the nccountmg ptoccdure schedule, Exhibit *C", attached hereto,

.Notwithstanding the provisions of this Section 12, it is agreed that without the mutual consent of all
parties, no wells, shall be completed in or produced from a source of supply from which a well located else-~

where on the Unit Area is _producing, unless such weH conforms 10 the then-existing well spacing pauem
for such scurce oi qunxuy

- The provisions of this section shall have no application whatsoever to the drilling of the initial test
~well on the Unit Area, but shall apply ‘to the reworking, deepening, or pluggmg back of the initial tcst well
after it has been drilled to the depth specified in Section 7, if it is, or thereafter shall prove to be, a dry
_ hole or non-commelczal Wexl and to ail ét.her wells drilled, reworked, deepened, or plugged back, or pro-

'posed to be drilled, reworked deepened, or plugged back upon the Unit Area subsequent 1o the dnlhng of
’ the mmal test well.

13. RIGHT TO TAKE PRObUCTlON IN KIND

Each party shall take m kind or- separately dlspose of m proportionate share of all ox] and gas pro-
duced from the Umt Area, exciusive of production whlch may be used in development and producing oper-
ations and in preparing and treating oil for marketing purposes and production unavoidably lost. Each party
shall pay or, dehvcr or cause to be paid or delivered, all royamcs, ovcrndmg royaldcs or other pnymcnts )
.:duc ‘on its share ‘of Buch production, and shnll hold the other parties free lrom any llnblllly therefor. Any

cxtrn cxpcndlture lncurrcd in the tnklng ln klnd or scparnlc disposition by any party o! its proportionate
qhnre of the production ghall be borne by such pnrty

. Ench party shall execute all dlvislon orders and contracts of sale pcrlmmng to its inerest in produc-

tion .from the Unit Area, and shall be entitled to receive payment direct from the purchaser or purchasers
thereof for its share of all production.: '




. " rates and charges contcmplutcd by this agreement,-plus any additional cost and charges which may arise as *
.

~or operation thereo(. including QOperator’s books and records relating thereto.

AAP.L. FORM 610

In the event any party shall fail to make the arrangements neeessary to take in kind or separately

dispose of its proportionate share of the oil and gas produced from the Unit Arvea, Operator shall have the

right, subject to revocation at will by the party owning i, but not the obligation, to purchAase such oil and

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

shall in no event be less than the price which Operator_veceives for its portion of the oil and gas produced

from the Unit Area. Any such purchase or sale by Operator shall be subject always to the right of the

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

all oil and gas not previously delivered to a purchaser. Notwithstanding the foregoing, Operator shall not

make a sale into interstate commerce of any other party’s share of gas production without first giving such‘
_other party sixty (60) days notice of such interded sale,

14. ACCESS TO UNIT AREA

Each party shall have access to the Unit Arca at all rcasonable times, at its sole risk, to inspect or’

obsewe oper:mons and shall have access at reasonable times to information pertaining to the development
Operator shall, upon request,
furnish cach of the other parties with copies of all drilling reports, well logs, tank tables, daily gauge and

run tickets and reports of‘stock on hand at the first of cach month, and shall make available samples of any

weil drilled on the Unit Area.

15. DRILLING CONTRACTS

N

All wells drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates

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

of wells, but its charges therefor shall not exceed the prevailing rates in:the field, and the rate of such
charges shnll be agreed upon by the parties in writing before drilling operations are commenced, and such
work shall be performed by Opcraloi' under the same terms and conditions as shall be customary and usual

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

16. ABANDONMENT OF WELLS

No wcll other than any. well which has been drilled or reworked pursuant to Section 12 hereof for
whlch the: Conscntmg Parties have not been fully reimbursed as therein provided, which has been com-
pleted as a producer shall be plugged and abandoned without the consent of all parties; provided, however,
if all partnes do not ngrec to the. abandonment of any well, those wishing to continue its opcrahon shall tender
to each of the other parties its proportxonate share of the value of the well's salvable material and equip-
mcnt determined m accordance wxlh the ,provisions of Exhibit “C", less the estimated cost of salvaging and
the cshmatcd cosl of plugging and abandoning. Each abandoning party shall then assign to the non-
abandoning parties, without warranty, express or-implied, as to title or u< to qunntily, quality, or fitness for use
of the equipmcnt and malcrial all of its intcresl in the well and its equipment, together with its interest in
the 1ea=ehold estate as to, but only as to, lhe mtcrv.ﬂ ‘or intervals of the formation or.formations then open
to productlon The asmgnments so limited shall encompass the “drilling unit” upon which the well is located.
The payments by, and the assignments to, the assignees shall be in a ralio based upon the relationship of
their respective perccntal,cs of pnrlzcnpnhon in the, Umt Arca to the a,.,glegnte of the percentages of partici-

" pation in the Unit Arc.x of all assignees, ’I'hcrc shall bc no readjustment of intecest in the remaining portion
of the Unit Area.

‘After the assignment, the 'ussignors shall have no further responsibility,. liability, or interest in: the

opcratAi'on of or production from the well in the interval or intervals then open. Upon request of the assiginees,

“Opcratnr’ shall continuc to operate the assigned well for the account of the non-abandoning parties at the

" the’ re‘:ull of the ecparalc ownershnp of the assigned well.

—_

- e




SR
%E‘a

T

SRl AT

Vﬁ
o 'Jc 8,

"‘g:ﬁn'.,
A AR
T IREDON T
RISCENSN

~h N, -
R
%

FA Nt sy e,
"!'F' s& M%ﬂ ﬁﬁ,ﬁ‘”ﬁf‘ o
R

AADL. FORM 610

17. DELAY R

ENTALS AND SHUT-IN WELL PAYMENTS

Delay rentals and shut-in well payments which may be required under the terms of any lease shall be
paid by the party who has subjected such lease to this apgreement, at ats OwWn expense, Proof of cach payment
shall be given to Operator at least ten (10) davs prior to !hv: rental or shut-in well payment dute. Operator
rhall furnish .ﬁimilnr proof to all other partics concerning payments it makes in connection w!lh iy leases. Any
party may request, and shall be entitled to I'OC('i\’(;. proper evidence of all such payments, If, through mastake
or oversight, any delay rental or shut-in well payment is not pad or is ervoncousty paid, and as a result o lease
or interest therein terminates. there shall be no monetary Hability against the party who fmled 1o make such
payment. Unless the party who fatled to pay 2 rental or shut-in well payment secures a new lease covering the
same interest within ni'ncl)' (90) days Ttom the discovery of the failure to make proper payment, the interests
of the parties shall be revised on an acrcage basis effeetive as of the date of termination of the leise in\;olvcd,
and the party \'cho failed 0 make proper pavment will no longer be credited with an interest in the Unit Area
t;n account of the ¢waership of the lease which has termmated  In the event the party who failed llu pay the
‘rental or the shut-in well payment shall not have been fully reimbursed, at the time of the loss, from the pro-

ceeds of the sale of oil and gas attributable to the lost interest, ealeulated on an acreage basis, for the develop-

" ment and operating cnsts theretofore paid on account of such interest, it shall be reimbursed for unrecovered

actial eous theretnfore noid e 11 bt net for it o)

Lew Bol2 ploviousiy diidicd ot welis

previously abandoned) from so much of the following as is necessary to effect reimbursement:

(1) Pracceds of 6

ne gas, loss OpeFEaing expunises, theretofore acerued to the aredit of the jost interest, on
an acrcage ‘basiz, up to the amount of unrecovered costs:
(2) procecds. less opersling expenses thereafter incnred attributable to the lost interest on an acrcape
. basis. of that portion of oil and gas thercafter produced and marketed {(oveluding nraduction fram any
wells thereatter drilled) which would. in the absence of such i«::mv termination, be attributable to the
loat interest on an acreage basis, up to the amount of unrecoverced costx, the proceeds of said portion of
the oil and pgas to be mr;lrihulcd by the other parties in prapavtion to their vespective interests; and
(3) any mt‘.mcys. up to the amount of - unrecoveresd costs, thut may be paid by any party who s, or becomes,
» ‘the owner of the interest lost, for the privilege of participating in the Unit Area or becoming a party to
this contract: ’
Operator shall :m'cmm. to notify all parties when o gas well is shut-in or returned to production, but

assumes no liability whatsoever for failure to dd so.

[« TR ] ' Joaret UDSESEIR | P | BPPPCEPRy Y RPIG Y PURR FYY PICIIRY JURRTTYO! PIRTIR § DV TCAFTPITIN SUIVL] IPTOTINS NGITT TS IV ICORIVT VS B 10
¢ | atd * - o 1 o}

tevests in the Unit Arca. it shall promptly give written notice to the other parties, with full infor

cerning its propos'cd sale, which shall include thc name .md address of th(- prospective haser (who must
be ready. wnllmg and able to purch:mc) the pu:chaw price, und all other tcrm‘ ic offer, The other parties
«hnll then h1vc an uphonal prior right. for a ' period of ten (10) da ter receipt of the notice, to purchase,
on lhc same terms and condmons the interest whuh the ot party proposecs to sell; and, if this optional right
is vxcrciscl.l. the purchasing parties shall share { urcha<ed interest in the proportions that the interest of

c.lch bcars lo lhc total interest of all m:m;.. parties. However, there shall be no prcfcunlial right to- bur-

) chasc m thow cases whcr:- apsw arty wnshos lo mortgage 1(5 interests, or to dispose of its mlcuslq by merger,

reorpganization, consehation, or salc of all of its assets, or a sale or transfer of ils interests 0 a subsidiary or

S ; . 19. SELECTION OF NEW OPERATOR

Should a sale be m‘ndv: by Operator of its rights and interests, the oihm“p;n‘\ios shall have the right
v;rn.hm mxty {(60) days nfler the date of such sule, hy majority vote” in interest, i seleet oonew Operator, ¥
] ncw Operator i not so selected, the trxm.‘furut- of the present Operator shall assume the duties of and aet ax
Opcl‘utm‘. In eithcr cane, the retiring Opc\'nim' shall continue to serve as Operator, and discharge its duties
in that capacity under this agreement, until its successor Opvr:m)r is selected and begins to function, but the
pu.scnl Opm‘.:tor shall not be obhpated -to cmmmw the per for m.mw of its duties for more than 120 (hys after

thc sale of Jits ughls and interests has béen Lomplctcd

—_—— ~ Vo .
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Aeipcnaes, and to deal generally with, and with power to bind, the co-owners of such party’s interests within -

i by paying to !he party
" shall be in proportion to the interests held at that time by the parties in thie Unit Area,

_- all the pames clect to participate sha\l not be sub)cct o th\s agr cemcnt EE . S RS

_ more than six (6) monlh-; ancr the cxpn‘nlxon of an existing lease shall not be deemed a rencwal lease and

AADL. FORM 610

20. MAINTENANCE OF UNIT OWNERSHIP

. For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by
this contract, and notwithstanding any other provisions to the contrary, no phrl'y shall sell, encumber, transfer
or make other disposition of its interest in the leases embraced within the Unit Arca and in wells, equipment

and production unless such disposition covers cither:

(1) the entire interest of the party in all leases and equipment and production; or
' (2) an equal undivided interest in all leases and equipment and production in the Unit Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly

subject to this agreement, and shall be made without prejudice to the rights of the other partics.

1If at any time the interest of any party is divided omong and owned by four or more co-owners, Opera-
tor may, at its discretion, require such co-owners o appoint a single trustee or agent with full authority to re-

ceive notices, approve expenditures, receive billings for and approve and pay such paciy’s share of the joint

the scope of the opcraﬁon's embraced in thic contract; however, all Quch co-owners shall enter into and execute
all contracts or agreements for the disposition of their respective shares of the ol and gas produced from the

Unit Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

2i. RESIGNATION UF OPERATOR

Obcra(or may resign from -ils duties and obligations as Operator at any time upon written notice of not
less than nincty (90) days' given o al_l other pi\ﬂies. In this case, all parlic:; to this contract shall select by
majority vote in interest, not in numbers. 3 new Operator who shall assume the responsibilities and duties. and
have the rights, prescribed for Operator by this agreement. The retiring Operator shall deliver to its successor
all records Snd information necessary to the discharge by the new Operator of its dulies and obligations.

22. LIABILITY OF PARTIES

Each party shall be responsible
only for its obligations. and shall be hable only for its proporhonatc share of the costs ‘of de\clopmg and

The hab:lily of the porm:s shall be several, not joint or collcctive,

operating the Unit Area. Accordingly, the licn granted by cach party to Opcr.:tox in Section 9 is given to se-
cure only‘ the debts of each severally. It is not the intention of the parlic§ to create, nor shall this agreement
be construed as creating, a mining or other partnership or association, or to render them liable as partners. *

23, RENEW:-\L OR EYTENSION OF LEASES }
If any partly secures a renewal 'of any oil and gaq lease subject to thm contrnrt each and all of the other
parties shall be notified promptly, and shall have the right to participate in the owncrshlp of the rencwal lease

who :xcquxrod it their scvcrnl proper. proportionate shares of the u(.qumllon w;t. which,

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 who elect to participate therein, in a ratio based upon the relationship of their respec-
tive pcrccntage of participation in the unit area to the am,lcg.nte of the percentages of participation in the unit -

area ol’ all parues participating in lhe purchase of such xencwal lcasc Anyvrencwal lease in which less than .

¢

Each party who participates in the purchasc of a renewal lease shull be given an assignmer;t of ils pro- i -

portionate interest lhcrcm by the acquiring party.

The pxovis\om o( this section shall upply to renewal lcusos whether they ave for thc entire interest

covered by lhc cxpmr}g lcase or cover only a-portion of its arca or an interest therein.

Any rencwal Jease

taken before, the expiration of its predecessor lease, or taken or éontractr‘d for within six (6) months after

et Rvery

the cxpnnllon of lhc existing | lcaﬁc shall be subject to this provision; but any lease taken or contracted fo.

F e i,

shall not be subject to the provmons of this <ccnon

The provisions in this scction shall apply also and in like manner to extensions of oil and gas leases.

J,
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24. SURRENDER OF LEASES

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties not agree or consent, the party desiring to surrender shall assign, without express or implied
warranty of title, all of its interest in such lease, or portion thereof, and any well, material and equipment
which may be located thereon and any. rights in production thereafter secured, to the parties not desiring to
surrender it. Upon such assignment, the assigning party shall be relicved from all obligations thercafter ac-
cruing, but not there!otore acerued, with recpect to the acreege assigned and the operation of any well there-
on, and the assxgmng party shall have no further interest in the lease assigned and its equipment and production.
'I’he parties assignee shall pay to the party assignor the reasonable salvage value of the latter’s interest in any
wells and equipment on_the assigned acreage, determined in accordance with the provisions of Exhibit “C",
less the sstimated cost of salvaging and the estimated cost of plugging and abandoning. If the assignment is in

prarty, the assigned interast chall be chared by the parties assignee in lhe proporiions

that the interest of eacn bears to the interest of all parties assignee.

Any assignment or surrender made under this provision shall not reduce or change the assignors' or sur-
rendering parties’ interest, as it was immediately before the assignment, in the balance of the Unit Area; and

thé acreage assigned or surrendered, and subsequent operations thercon, shall not thereafter he subject fo the
terms and provisions of this agreement.

25. ACREAGE OR CASH CONTRIBUTIONS

It any party receives while this agreement is in force a-contribution of cash toward the drilling of a

. well or any aother operation on the Unit Area, such contribution shall be paid to the party who cenducted the

dnllmg or othcr opcrahon and shall be applxed by it against the cost of such dnllmg or other operation.. If
‘the contribution be in the form of acreage, the party to whom the contnbuhon is made shall promptly execute
an assignment of the .\crenge, wkthé'ut_wnrrnnty e( title, to nll parties to this agreement in proportion to their
interests in thc,ﬁnit Area at that time, and such acreage shall become a part of the Unit Area and be governed
b)} all the provisions of this contraét. Each barty shall promptly notify all other parties of all acreage or
money contributions it may obtain in supportof any well or any other operation on the Unit Area.

'26. PROVISION CONCERNING TAXATION

Each of the part\es “hereto elects, under the. authonty of Sectxon 761(&) of the Internal Revenue Code of
1954 to be excluded trom the anphcatxon of aIl of the provnsmns of Suhchapter K of Chapter 1 of Subtitle A of
‘the Internal Revenue Code of 1954. If the income tax laws of the state or states in which the property covered

hereby is located contam or may hereafler contam, provxsxons similar to those contmned in the Subchapter of

" the Interhal Revenue Code of 1954 above referred ta under which a similar election 1s permitted, each of the

parties agrees that such election shall be exercxsed Each party’ authonzes and directs the Opcrator to exceute
such’ an election or elections on us behalf and to file the clection wxlh the proper governmental office or

, agency 1f requested by the Operator so to do each party agrees to execute and join in such an electlon

‘Operator shall render for ad valorem taxatxon all property subject to thls agreement whxch by law
s]\guld b-' rendered for such taxes, and it shall pay all such taxey nxk('qsnr["YhQrgoq Tyt b, mxmum

frrens s heamabitng
mumx Operator shall bxll all other parties for their proportionate share of all tax payments in the manner
provlded in Exhlbxt uen,

5

H nny tax nau\usmont 1s consldcrcd unrcnsonnblc by Opernlor, it may at Its discrction protest such valua-
tion wn.hm the’ hme and manncr prescribed by ]aw and prosecute the protest to a final determination, unless
ull parties agree to abandon the protest prior to final determination. When any such protested valuation shall

. have been finally determined, Operntor shall pziy the assessment for the joint account, together with interest and i

' penalty accrued, and the total cost shail then be assessed against the parties, and be paid by them, as provided
in Exhibit “C", L o

C—-10—
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27, INSURANCE

At all times while operations are conducted hercunder, Opcrator shall comply with the Workmen's
Compensation Law of the State where the operations are being conducted.  Operator shall also carry or pro-
" vide insurance for the benefit of the joint aceount of the partics as may be outlined in Exhibit “D™ attached
to and made a part hercof. Operator sl'lall require a1l contractors engaged in work on or for the Unit Arca
to comply with the Workmen's Compensation Law of the State where the operations are belng conducted and
to maintain such other insurance as Operator may require.
In the event Automobile Public Liability Insurance is specified in said Exhibit “D", or subscquently re-
ceives the uuprovnl of the pul'tlés, no direet charge shall be made by Operator for premiums paid for such in-
surance for operator’s fully owned automotlive equipment.

28. CLAIMS AND LAWSUITS

If 'any’ party to this contract is sued on.an alieged cause of action arising out of operations on the Unit"
Area, or on an alleged cause of action involving title to any lease or oil and gas interest subjected to this con-

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

The,defense of Jawsuits shall be under the general direction of a committee of lawyers representing the

";:piirties, with Operator’s attorney as Chairman. Suits may be settled during litigation only with the joint con-

kenp of all parlies. No charge shall be made for services performed by the staff attorneys for any of the
partieg, but otherwise all expenses incurred in the defense of suits, together with the wimount paid to discharge
any iinal judgmeni, hail. be considcn_d cusis of opes ation and shall be charged to and paid by all parties in
proportion to their thcn interests m the Umt Area,  Attorneys, other than staff altorneys for the partles, shall
be employcd in lawsuits mvolvlng Unit Area operations only with the consent of all parties; if outsnde counsel
is employed, their fees and expenses shall be considered Unit'Area expense and shall be paid by Operator and |
charged to all of the parhes in proportion to their then interests in the Unit Area. The provisions of this
paragraph shall not be. applxed in any mstance where the loss which may result from’ the suit is treated as an,
" individual loss rather than a-joint loss under prior provxsxon'; of this agreement, and all such suits “shall be
handlcd by and be lhe sole responsnbnlxty of ‘the purty or parties concerned.
Domage claims caused by and arising out ot operahons on the Unit, Area, conducted for the Jomt ac-,
count of all’ parhes shall be handled by Operator and its attorneys, the settlement of claims of this kmd shall
be mlhm th cluucuon of Opcratox SO long as the amount paid n setticment ot any one claim does not exceed

one thousand (SlOl)(l.OO)' dollars and, if settled, the sums paid in settlement shall be charged as expense {o

and be paid by all parties’in proportion to ll‘wir then interests in the Unit Area,

ol il 120 vORCE: MAJEURE,

. I any party is. rendered unable, wholly or in. part, by force majeure to carry out its obllgahons under

' : this agrcemcnt, other than the obligatnon to make money payments, that party shall give to all other parties

promp! written no!xce of the forcc ma;cure with reasonably full particulars concern‘ing it; thereupon, the '
_obhgatlons of thc party glvmg the notice, ‘so far as they arc affected by the force majeure shall be* susppnded

a durlng, but no longer than the contmuance of the force majeure. The affected party shall use all ‘posszble
dllxgence to remove the force majeure as quickly as possible,

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

the settlement of strikes, lockouts, or other labor difficulty by the party involved, contr-n-y to its wnshes how

L \.all such difficulties shall be handled shall be enhrely within the discretion of the party concerned N :

The term “force majeure” as “here employed shall mean an act of God, strike, lockout, or other industrial
dislurbance,‘ act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, gov-
ernmental reslramt unnvmlabxh\y of cquipment, and any other cause, whethen of the kind specifically enum-
ern\ed nbovc or otherwise 2whlch s not reasonubly withln lhe control of the party clmmlng suwpenslon

30. NOTICES

Al nohces aulhoru.ed or required between the parties, and required by any.of the prov:slons of this
agreement, h1ll unlcs-; ntherwzse spcmhcally provxded be given in wntmg by United States mail or Western

Union Telegram, postage or charges prepaid, and addressed to the party to whom the nohce is given at the

—_11—
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addresses listed on Exhibit “A".

The originating notice to be giveri under any provision hereof shall be deemed

given only when reccived by the party to whom such notice is directed and t'hc time for such party to give any

notice in response thereto shall run from the date the originating notice is reccived. The sccond or any re-

sponsive notice chall be deemed given when deposited in the United States mail or with the Western Union

31~A. TAXES ON PRODUCTION

31. OTHER CONDITIONS, IF ANY, ARE:

Telegraph Company, with postage or charges prepaid. Each party 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.

At and during such time or times as Non-Operator is exercising the right to
take in kind or separately dispose-of its proportionate part of the production as
set forth'in Section 13 hereof, Non-Operator shall pay or arrange for the payment
of all production, severance, gathering, sales or similar taxes imposed upon such

part.

At and during such time or times as Operator’ or any other party is purchasing
‘or selling another Non-Operator's proportionate part of production, as set forth in
said Section 13, Operator or the party or parties receiving or selling said pro-
duction, .shall pay or arrange for the payment of all production, severance,
gathering, salés or similar taxes imposed upon such party and shall deduct the amount

of tax so paid from any proceeds due the owner of such production.

. 31-B. BURDENS CREATED SUBSEQUENT ‘1‘0 THIS AGKEEMENT

NOKVIthstandlng anything herein to the contrary. 1f any working interest
owner shall, subsequent to the execution of this agreement, create an overriding
‘royalty, production payaent, net proceeds interest, carried interest, or any other
interest out. of its working interest (hereinafter called "subsequently created in-
_terest™), such subsequently created interest shall be specifically made subject to.
all the terms and provisions of this agreement.
which such subsequently created interest is-created (a) fails to pay when due its
share of, costs and expenses chargeable hercunder, and its share of production

If the working interest owner from

. accruing hereunder {s insufficient to cover such costs and expenses, or (b) elects
'to go nonconsent under Section 12, or (¢) elects to abandon a well under Section .

. 16 hereof, elects.to surrender a lease under Section 24 hereof, or otherwise with-
dravs Ermn this agreement, the subsequently created interest shall be chargeable
with a pro-rata portion of all costs.and expenses hercunder in the same manner’

as if such subscquently created interest were a working interest, and Operator

sholl have the right to enforce against such subsequently created interest the-

1ien and oll. other; rights grantcd in Section 9 hercof for: the purpose of colleccing'

costo nnd cx.pcnscs cbnrgmblc to the subsequcncly created interest.

31-C. FAYR mw?mn PRACTICES

In conncctlon with thc pcrformancc of work under this, Opcrnting Agrecment,

- Operator agrees to . comply fully with all provisions of Executive Order 11246 of
September 24, 1965. A copy of the Equal Employment Opportunity Provision as set

out in said order is attachced hereto as Exhibit "E".

31-D. COMPLIANCE WITH ALL LAWS, RULES AND REGULATIONS

Opcratot agrccs to cosply fully with al) applicable laws, rules and regula-

tions pertaining to opcrations: conducted pursuant to this agreement.

—_12—
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This agreement may be signed in counterpart, and shall be binding upon the parties und upon their helrs,
successors, representatives and assigns, -

OPERATOR

S HNG OIL COMPANY
ATTEST: - '

' . ' : A R
(1 Zd z-:&' A, By: - /__’:/%_ .
—f - o . tewart Martin, Vice President

Assistanp:éééfeiat&

NON-OPERATOR

PHILLIPS PETROLEUM

JACK L. KUSSELL

RICHARD S. GADDY

ROBERT J. JOHNSTON

ATTEST:

D.D.D.F. COMPANY,

INC.

By:

oy
St
ey ant ey
‘r:"%""eh ;‘v' "

W




AAP.L. FORM 610

successors, representatives and assigns.

OPERATOR

ATTEST: .

2 A

/Ass istant Secretary

NON-OPERATO

ATTEST:

&

S
f?i Rl
S

i oo}

!;h'
R LSRR

This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

, By: . Tt e T e
I J. Stewart Martin, Vice President

"RICHARD S. GADDY

B

HNG OIL COMPANY

v

. /‘/’:7” [ A

,/;,/

R

PHILJIPS. PETROLEUM COMPANY
- ﬁ 24N ’
‘ » Attorney-in-Fac

LY

. - \
e t o, »

é/@

JACK L. RUSSELL

"ROBERT J.. JOHNSTON
D.D.D:F. COMPANY, INC.
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successors, representatives and assigns.
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- This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs, -

OPERATOR

HNG OIL COMPANY

. . [ --" 3 ",.’—"," =
w : Zéw/ By: L /// ,d/,_ﬁ{
: ~=" J.. Stewart Martin, Vice President
/’Ass:.st:ant: -Secretary ' .
e T e NON-OPERATOR . -

PETROLEUM COMPANY

S A

' JAPR L. RUSSELL
CT. .

Cal o K . i ' ) B ) .

—— ——— . —"""""... . TROBERT.J. JOHNSTON . L al
L I P D.D.D.F. COMPANY, INC., "
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

successors, representatives and assigns.

ATTEST: |
DX

OPERATOR

By: (,:,;

HNG OIL COMPANY

)

"

) )

ssistant Secretary

_— " NON-OPERATOR . :

PHILLIPS PETROLEUM COMPANY

JACK L. RUSSET.;L

-
LR o /' ’
» .(’ll’.l/-‘.’./-" /.’/[ r;;.:\ Y

R
- *

ROBERT J. JOHNSTON

D.D.D.F. COMPANY, INC.
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,
successors, reprcscntati\:es and assigns. '

OPERATOR

_ R HNG OIL COMPANY
ATTEST: ~-. - : : :
ADOEAR: < A7) g -

. AV AR s

- . /..-J Stewart Martin, Vice President
ﬂ Assistant Secretary : Lo- ‘

NON-OPERATOR

< " -PHILLIPS PETROLEUM COMPANY

o .- e T A - .JACK L. RUSSELL - -

— — Er—— RICHARD S. GADDY. -

. ., BN . .
. ; . Lo . . € 2 . . . L .

. . ~ROBERT .} R

. D.D.D.F.:COMPANY, INC. . & 7.
2 . Co C
—13—= - :
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. A.ADL. FORM 610 . : :

- This agréement may be signed in counterpart, and shall be binding upon the parties and upon their heirs, -
successors, representatives and assigns.

OPERATOR

. ~ ‘ HNG OIL COMPANY

AOTOH . ‘ ' /-

~ C ) e e T

% e : " J. Stewart Martin, Vice President
sistant Secretary'- : . E

' NON-OPERATOR ;
L ' L PHILLIPS PETROLERM COMPANY ..~ *
. ATTEST: 5 Lo ' L

W n ) . : . .Bl: ’ .

o JACK L. RUSSELL R

RICHARD S. GADDY }
’ Su—— . ROBERT J. JOHNSTON T
) ' 2 buDib.F. cowany, myo: i

. .. ‘TEJH. Mills, Z7., President -«

i o '
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’ . - ‘ eov . - . .
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This agreement may be signed in counterpart. and shall be binding upon the parties and upon their heirs,

. successors, representatives and assigns.

. OPERATOR

: Co ‘ . HNG OIL COMPANY
ATTEST: - : '

N

. P
By: Nt /"("l-:,’f."‘—' _‘// /?-7:»

=’ J, Stewart Martin, Vice President

.
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g
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ey
T . .
Mk b A SR N : PHILLIPS PETROLEUM COMPANY - ;
'»1 . v R Seo N N - . . .

st

. RICHARD S.®GADDY

> L E . . <o - .

RN e s < . . . N L
r_‘*,"f,;%!vﬁiu BN - d
2l 4

o) : — — : " ROBERT J. JOHNSTON.

R 'éf‘?%’e& oAt T :

C : T+ D.D.D.F. COMPANY,

A RN S ' . '

I,
‘m*"ﬁ-"{‘ v
'M’%"f{}?'sﬁfﬁ;‘ ) ' ! . N
y e ROBERT B. COLEMAN:
L 5 EAE N . . . .o . ..
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. EXHIBIT "A" e
. ’ " Attached to and made a part of Operating Agreement
' dated December 1, 1978 between HNG 0il Company, Operator,
and Phillips Petroleum Company, et al, Non-Operators

- 1. (A) LANDS SUBJECT TO CONTRACT

. ‘The North Half (N/2) of Section 35, T-23-S, R-28-E,
Eddy County, New Mexico

(B) - RESTRICTIONS AS TO DEPTH

X . The base of the Morrow formation at an éppfoximate depth of
L 13,4G0 feet

"2. ' INTEREST OF THE PARTIES

. Working Interest Percentage

: HNG 0il Company . . 61.521875%

"2~ . Phillips Petroleum Company S 35.353125%

"+ . .'Jack L.'Russell’ - . : - DT 43906257

: Richard 'S, Gaddy. - '.390625%

e sy -Robert J. Johnston . .3906257
J3ﬁ§§§3ﬁ53A§§Q§ﬁ§ T DDDF Company, Inc. .390625%
A RS . ' Robert B. Coleman ©1.562500%
o T * 700.000000%

3. ADDRESSES OF THE PARTIES

Lo HNG 041l éompany
. . . P.O. Box 2267 .
’ Midland,.Texas 79702.

Phillips Petroleum Company o ]
: " 4001 Tenbrook e e T
- Odessa,- Texas- 79762 ° . ot :
n Jack-L. Russell . e L
. - -¢_ . P. 0. Box 1604 . . - R
4% .t /Midland, Texas® 79702. S : :

'Richard S,'Caddy;::}A .
: © P. O. Box 2572 .- ., . A S

<. 7. Widland, Texas 79702

e ) Robert.J. Johnston. T - R 1:
‘e ..+ P.0.Box1535 © . -0 . ; T S A
N errville, Texas " 78028 - ST R T
- "‘bDD?.C&mpény,'Inc.“
P. 0. -Box 465 -

% . Midland, Texas 79702
€§Q4 o RoBetf,Bt Coleman - ?,‘ e . L Ca )
s S0 Pl 0. Box-501 -, . T R . EERRTE
o Midland, Texas 79702 A Lo . .
i : . E ) .
ey
pve
i .
sy
f%?.r* ¢ , N \ M
250 . - ¢ . .
Wi ) ) L .
P

P
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. EXHIBIT "B"
‘Attached to and'made a part of Operating Agreement
dated December 1, 1978 between HNG 0il Company, Operator,
and Phillips Petroleum Company, et al, Non-Operators
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COPAS — 1974

Recommended by the

KrafiBl8 601 Council of Peirolcum
¢t e N Accountants Socicties of
. North America

v

ACCOUNTING PROCEDURE
JOINT OPERATIONS

‘ 1. GENERAL PROVISIONS
1. Definitions ‘

*Joint Property™ shall mean the real and personal property suoject to the agrccmcnt to which this Accounting
Procedure is allachcd.

“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 Partics, )

“Operator™ shall mean the party designated to conduct the Joint Operations.

*Non-Operators™ shall mean the partics to this agreement other than the Operator.
" “Parti¢s” shall mean Operator and Non-Operators. ‘

“First Level Supervisoss™ shall mean those employees whose primary function in Joint Operations is the direct

‘supervision of other employees andjor contract labor dircctly melo)cd on the Jomt Property in a {teld operat- -
ing capacity.

“Technical Employees™ shall mean those mployccs having special and specific engineering, geological or other
professional sRills, and whese primary function in Joint Operations is the handling of specific operating condi-
tions and problerms fov the benelit of the Joint Property, -

“Perronal Expemes™ shall mean travel and other reasonable rclmbursablc expenses of Operator's employees,
“datesinl™ shall mewn ;mtswl property, cqu:pmcn! or supplies scquired or held for use on the Joint Property.

~Controllable Matevial™ shal) mean Material shich at the time is so classified in the Material Classification Manual
as mwt ttmnﬂy recunmended by the Counnl of Petroleum Acrounlunls Socicties of North America. -

2, Slalmmml ‘and Bimnm " ' .

Operator shall it Non-Oprrators on or before the last day of cach month lor their proportionate share of the

Join! Account for the preceding month, Such bills will be accompanicd by statements which identify the author-

iy for nwmmunc leaser, ov [acility. ond ull charges and dredits, summorized by sppropriste classifications of in-

vestment and expemve excepd thal ilems of Conlrollnblc Material and unusual churgc.s and credits shall be sep-
N arumly identitied and fully described in detail.

3. Advances omd Pagments by ‘Gao-Optnlm \

_ Uniess othevwise provided for in the agreement, the Opcr'llor may require the Non-Opéralors to advance their
thare of estimaied cach oullay for the snoceeding month’s operation. Operator shall adjust each monthly billing
to relicct mmm veceioesd from the Non-Opcrators,

Each Non-Oporater shali poy ils proportion of all hills within fiftcen (15) days after receipt. I{ payment is not
made within such time., the vnpaid balance shall beor interest monthly at the rate of twelve percent (125) per
annum or the masimum contzact fale ptmlltml by the applicable usury laws in the state in which the Joint
- Property ts located, whichever i the lesser, plus auomcys fces, court costs, and other costs in conncchon with
.the col!cdwn of unpuid amounts.

4 Ad]cumuh

Payment of any suck Ml shall met prefudice the right of any Non- Opcralor to protest or question the covvect-
ness therenl: provided, hawever. all bills and statements rendered to Non-Operators by Operator during any
calendar yeor shall conclhinively be presumed to be true and correct ‘after twenty-four (24) months following
" the end of any such calendar gear, uniess within the said twenty-four (24) month period a Non-Operator tokes
wrilten exception thereto and mmakes claim on Operator for adjustment, No adjustiment favorable to Operator shall
be made unicss it 3s made within the same preseribed period. The provisions of this pnrn;,rnph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as providcd for in Section V.

5. Audits

. A l\on-Opcr:uor upon notice in writing to Operator and all olher Non- Opcr.nwrs. shall have the right to audit Ope-
ratn:'s accounts and records relating 1o the Joint Account for any calendar ycar within the twenty-four (24) month
period following the cad of such calendar year: provided, however, the making of an audit shall not extend the
Aime for the taking of written exceplion 1o and the adjustments of aceounts ax provided for in Parograph 4 of this
Section 1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
Cconduct joint or simultancous sudits-in 8 manner which will result in o minimum of inconvenicence to the Opera-
tor. Operator shall bear no portion of !hc Non-Opcrnlurs sudit cost. incur:ed under thw paragraph unlcss oxreed
to by the Operator. .

L

‘

"AG. Appro=al by Non-Operntors

Where an approval or other agreement of 'the Parties or Non-Operators is expressly required under other sce-
tions of this Accounting Procedure and if the agreement.to which this Accounting Procedure is attached contains
"no contrary provisions in regard thereto, Opcr'llor shall notily all Non-Opcrators of the Operator’s propoasal, and

« - the ngrecmcn( or npproval of a m:uonly m mtcrcsl of the Non-Operators :.hall be controlling on all Non-Opera-
tors, . .

—_1—
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II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items: |

1.

2,

Rentals and Royallies

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

A. (1) Salaries and wag,cq of Operator's mm employees directly employed on the Joint Property m the conduct

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

(3) Salaucs and wages of. Technical Employees dncctly cmployed on the Joint Pxopnrty if such charges are
excluded from the Overhead rates.

Operator’'s cost.of holiday, vacation, sickness and disability benefits and othor customary allowances ‘paid to
employees whose salaries and wages ave chargeable to the Joint Account under Paragraph 2A of this Section
II. 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 II. If percentage assessment is used, the rate shall be based on the Opecrator's cost experience.

Expenditures or contributions made pursuant to assessments imposed by governmental authority which are

applicable to Opcratm s costs chargeable to the Jomt Account under Paragraphs 2A and 2B of this Scc-
tion II.

D. Personal Exbénses of those. employees w}iose salaries and wages are chargedb!e to the Joint Account under
Paragraph 2A of this Section II.

Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-

:‘txrement stock purchase, thrift, bonus, and other benefit plans-of a like nature, apphicable to Operator’s labor

- Material purchascd or fmu::'..'*" by Operator for use on the Joint Properly as provided under Section IV. Only

cost chargeable to the Joint Account under Paragraphs 2A and 2B of thxs Section II shall be Operator's actual
cost not to exceed twenty per cent (20G). .

Mntenal

such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is recasonably practical and consistent with efficient and cconomical operations. The accumulation of sur-
plus stocks shall be avoided.

Transportation

] Transportahon of cmployees and Material nccessary for the Joint Operations but subject to the following limita-

tions: .

- A. If Material is moved to the Joint Property from the Operator’'s warchouse or other properties, no charge shali

1.

8..

be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,

recognized barge terminal, or railway mconvmg point where like material is normally available, uniess agreed *

to by the Pavtics.

1f surplus Material is moved to Operator's warchouse or olhm clomge point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliabie supply store, recognized barge

terminal, or railway receiving point unless agreed {o 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 Partics,
C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking st
of 3200 or less excluding accessorial charges.
Servnces )

The cost of ‘contract.services, equ:pmem and utihties provided by outside sources, except services excluded by
Pmagraph 9 of Scction-II and Paragraph 1. 1i of Scction 1II. The cost of pro[e:.snonal consultant services and con-

itract services of technical personnel directly engaged on the Joint ‘Property if such charges are excluded from the

Overhead rates.” The cost of professional consuliant services or contract services of technical personnel not di-
rectly engaged on thc Joint Property shall not be charged to the Jomt Account unless previously agreed to by
the Partxcs

hqulpment and Facilities Furnished by Operator

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

In Jicu of chaiges in Paragraph 7A above, Operatm may elect to use averagc commercial rates prevalhng in
" the immediate area of the Joint Property less 207%. For automotive equipment, Operator may elect o use rates
published by the Petroleum Motor Tmnsporl Assocxatlon

Damages and Losscs to Joint Propcrly

All costs or oxpcnscs necessary [or 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, exeept those resulting from Opcerator's
gross negligence or willful misconduet. Operator shalt furnish Non-Operator written notice of damages or losses
inwurred gs soon as practicable after a report thercof has been received by Operator.

Legal Expense

Expense ot handling, investigating and settling litigation or claims, dlsch'\rgmg of liens, payment of Judgmcnts
and amounts paid for settlement of clums incurred in or resulting from operations under the agreement or
necessary ta protect or recover’ the Joint Property, exeept that-no charge for services of Operator's iegal staff
-or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal
expense is consndclcd to be eovered by the over head provisions of Scclxon I un]cqs otherwise agreed to ‘by .thc
Partxes except as pr ovxded in Section I, Paragraph 3.




0,

11

12,

Taxcs

All taxes of every kind and naturc assessed or levied upon or in conncetion with the Joint Property, the opera-

ti;on thercof, or the ploductlon therefrom, and which taxes have been paid by the Opcmtor for the benefit of the
arties; .

Insurance

Net premiums paid for insurance rcquu‘cd 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 Employcrs Liability under the respective state's laws, Operator may, at its clection,

include the risk under its self- 1n>uxancc program and in that event, Operator shall mcludc a charge at Operator's
cost not to exceed manual rates,

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provmons of this Scction II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

IIl. OVERIEAD

Overhead - Drilling and Producing Opcratlons

i. As compensation for administrative, supervision, office services and warchousmg costs, Operator shall charge
dnllmg and producing operations on .either:
X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.

-*Unless otherwise agreed to by the-Parties, such charge shall be in licu of costs and expenses of all offices
and salaries or wages plus applicabic burdens and expenses of all personnel, except those duectly chargcablo
_under Paragraph 2A, Secction 11. The cost' and expense of services {rom outside sources in connection with

. matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

.ii.” The salaries, wages and Personal Expenses of Technical Employces and/or the cost of professional consultant

services and contract services of technical personnel directly employed on the Joint Property shall { ) shall
not () be covered by the Overhead rates. .
A. Overhead - Fixed Rate Basis
(1) Operator shal! c_ha'rge the Joint Acctount at the following rates per well per month:
Drilling Well Rate $__2398.00 :
Producing Well Rate $__318.00

(2) Application of Ovcrhcad - ancd Rate Bas:s ‘shall be as rollows
(a) Drilling Well Rate .

[1] Char;,cs for onshore drilling wells shall bcgm on the date the' wcll is spudded and terminate on
the dadte the-drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consccutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion cquipment
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that*no charge shall be made during suspen-
sion of ‘drilling- -operations for fifteen (15) or more conscctutive days , . f .

{31 Charges for wells undergoing any tvpe of workover or recompletlon for a period of five (5) con-
sccutive days or more shall be made at the drilling well rate. Such charges shall be applied for

" the period from date workover operations, with rig, commence through date of rig rclcasc except
that no charge sha]l be madc during suspension of operat:ons for Ilfteen (15) or more consecutive
“days. L . .

’ (b) Producmg Well Rates  * ' - o . o

[l] An active well clthcr produccd or anCClCd into for any portnon of the month shall bc consxdered
as a nne-well charge for the entire month.

[2] Each active completion in a multi-completed well ‘in whlch pxoduct:on is not commmg,led down
hole shall be considered as a one-well charge providing each complctlon is constdercd a separate
~well by the govermng regulatory authonty . . ~ -

[3] An inactive gas well shut in because of overproductnon or failure of purchaser to take the produc-‘
tion shall be considered as a onc-wen char gc provxdmg the gas well is dircctly connected to a per-' *
manent sales outlet.” . .

[4] A onc-well charge may be made- for the month in which pluggmg and abandonment operatxo'\s
are completed on any well.

[’)] All other inactive wells (including but not limited /to inactive wells covered by unit’ nllownblc,
lease allowable, transferred allowable, ete.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April cach year following the cifective date of the
agreement to which this Accounting Procedure is attached, The adjustment shall be computed by muiti-
plying the rate currently in use by the percentage increase or decrease in the average weckly carnings of
Crude Petrolcum and Gas Production Workers for the last calendar year compared to the calendar year
preccdm;, as'shown by the index of average weckly carnings of Crude Petroleum’and Gas Fields Produe- -
tion Workers as published by the United States Department of Labor, Burcau of Labor Statistics, or the
cquivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currenily 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 ( So) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II 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, 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 Join: Property.

Application of Overhead - Percentage Basis shall be as follows:

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include’all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation (ov drilling and expenditures incurred in abandoning when the well 1s 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 fixed asset, except Major Construction as de..ned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2 Overhead - Major Construcuon - ’

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

A. . * % of total costs if such costs are more than §__* _ butlessthan$ * . plus
’ % of total costs inexcessof $_____~ - but less than $1,000,000; plus
% of total cosis in excess of $1,000,000. #To BE NEGOTIATED
. 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 separcately and the cost of drilling and workover wells shall be excluded.
Amendment -of Rales .

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-

terial movements affecting the Joint Property. Operator shall provide all Material for us2 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 surplius Material, such disposal being made either through sale to Operator or Non-Operator, division in
“. kind, or sale to outsiders. Operalor may purchase, but shall be under no obligation to purchase, interest of Non-Opera-

i, ‘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. L

1 Pnrclum

Material purchased shall be c’targed at the price paid by Operator after deduction of all discounts received. In case
of Material {ound 0 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,

Transfers and Disposmons

v

* Material {umxshed to .the Joint Property and  Material transferred from the Joint Property or disposed of by the
Operator, un;ess olherw:se agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-
counts: : :

»A. New Material (Condition A)

(l) .ubular goods, except line pipe. shall be priced at the current new pnce in effect on date of movemem ona’,
maximum car!oad or-barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.0.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normaily available, -

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) ’Vlovement of 30,000 pounds or more .shall be pnced under provisions of tubular goods pricing in Para-
. graph 2A (1) of this Section'IV. L

. (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. rallway recewmg point nearest the Joint Property where such \datcnal is normally
" - available, . .

B Good Used Material- (Condition B) - '~ ’ - e :
Material in sound and serviceable condition and suitable for reusc thhout reconditioning:
(1)- Material moved o the Joint Property’
(a) At seventy- lwe percent (75%) of current new price, as determined by Paragraph 2A of this Section IV,
(2) Matenal moved from the Joint Property

(a) At seventy-five percent (759%) of current new price, as determmed by Parngraph 2A of this Secuon v,
. if Material was ongmally charged to the Joint Account as new Material, or

—_g—
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": are treated during employment,

Tbjx,z.

lmI]H]r ’ L“ -
Accachcd to and made a parc. of Op 0poraL1ng Agrecment
- dated Decewber 1; 1978 between HNG 0il Company, Operator,
and Phllllpq R trolcum Company, et al, on Operators

4gu11 Bip Jovmenc Opportunity Provision

‘During’ "the perforﬁance of uhlo contract, Operator ( HNG OIL COMPANY
~agrees as [ollows: .

1. The Operator uill not discriminate against any employecs or app]icanb for employ-
ment- because’ of race, c¢olor, religion, sex, or national origin. The Operator will
take ‘affirmative action to ensure that applicants are employed, and that employees
without regard to their race, color, religion, sex, or
national.erigin. -Suchaction shall include, but not be limited to, the following:.-
empioyment"upgradlng, demotion; or transfer' recruitment or recruitment advertiszng,
‘layoff or. termination; rates of pay or other forms of compensation; and selection for
Jtraining, intluding, apprenticeship. The Opurator agreés to post in conspicuous
p]ace avallable to employees and applicants for employment, notices to be provided

b{ the contractlng officer setting forth the provisions of this nondiscrimination
clause.

... The- Opcrwtor wl]], in all solicitations or advertisements for employees placed
ey or on behall .cf the Operxtor, state that all qualified applicants will receive

consideratzon for emp oymenb »ithout regard to race, color, religion, sex, or national
*origln... N

The Operator will serd to each labor union or representative of workers wzth
'hich he Has:a collective bargaining agreenent or other contract or understanding,
‘notice Lo be, provided by the.agency contracting officer, advising the labor union
UEr vioFkers' ' “representative of the Operator's commitmenis under Section 202 of ﬂ
“Executive. Order 1i246 of September 24, 1965, and shall post copies of the notice in~
conspicuous placea available to enployees and appilcants for employment.

e
R 5

A.e‘The Operator»wjll comply with ail provislons of Executive Order 112h6 of September
"“L, Y965, and of the ru]es, regulations, and relevant orders-of the- Secretary ol
- Labor. T S :

" . vt ay

5. 'The, Opcrﬂber wil] furnlsh all” 1nformat10n and reports‘required by Lxecutive Order
1146 of :feptember 24, :1965,. and by the rules, regulations, and orders of the’ uecretary
of 1abof; :ir pursdant thereto ‘and will permit access to his.books, records, ard ¢
J-accounts by, the contracting dgency and the Secretary %f 'Libér fof purposes of investi-,
gation to' aaceriain’ compllance with such. rules. regulationa and orders.
[ 1In tho avent of’ ‘the Operator s noncompllance w1th thc nondlscrlmlnation clnuses .
; of thls contract’ orrwlthxany of such rules; regulations) ‘oriorders, this.contract.
may "be cancel]ed,,termlnated -or' suspended in-whole:or in part, and.the Operator may ]
"be 'deélared 1ne]1g1b]e for* further Government contracts in accordance with procedures T
authorized. in, Executive Order 112L6_of September 24, 1965,7and such other sanctions

3

7 may be impoued ‘and remedles invoked as prov1ded 1n Executive Order: 112h6 of Sep’em er n‘fx

~7prov1ded by ]aw . R

L . - s e K e RS ":
The Opcrqtor win include the prov151on of paragraphs (1) Lhrough (7):ip‘every
uubcontrlct or purchase order unless exempted by rules, regulations, or-orders of*“th
“Secretary of labor issued pursuant to. Section 204 of Executlve Order. 11246 of- aeptemberq

5 #. 1665,.s0 that, such’ provlslonSPwll’ ‘be..binding -iipon each- subcontractor or vendor. s, ; )

The’ Oper1tor w11] take such-‘action with’ respect 4o any ‘subcontract -or purchase .ordérs,

ws‘the contrwcbxng agency- may . direct .as" & means “of énforcing such provisions: including

.anctlonu for noncomp]lance' Provided; hcwevor, that in the event ‘thé Operdtor becomes

Jnvolved ‘in; bF 13 threatered.with, litlgation with a- subcontractor or vendor as a¥
esult. of such“direction by. the contractlnggaeency,kthc Operator -may requost the'.

nzted States tos cnber into- such litigution to protcet Lhe intereet of the -United”
tatcs. : P S
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(b) at sixty-five percent (65 ,() of curvent new price, as determined by Paragraph 2A of this Scction
IV, if Material was ovigmally charged to the Joint Account as good used Material at seventy-five per-
cent (73%) of current new price,

The cost of reconditioning, if any, shall be absorbed by the transferring property,
C. Othcl' Used Materiat (Condition C and D)
(l)‘Cpndition (o}
Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (5047) 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 Condmon B value,
Condition D

ANl 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 noxmally uulucd by the Opcxator without prior approval
of Non-Operators.

D. Obsolete Material .
Matcrial 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 resuit in the Joint Account being charged with the value of the service ren-
. dered by such Material.

E. Pricing Conditions J

"2

~

(1) Loading and unloading rosts 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 cqualized under provisions of Paragraph 5 of Section II.

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

3 Premium Prices RPN

Whenever Material is not readily obtainable at pubhished or listed prices because of natxonal emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Acosund {21 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 acceptuble to Operalor : .

f . [
. - ‘

4, Wnrmnty of Material Furnished by Operator

The Opcrator sha]l maml.nn dctmled rccords of Controllable Material. . ’ -

Rty T R AT B S
o B T LR LR
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Operator does’ not warrant the Material furnished. In case ol' defcctwe Material, credit, shall not be passed to the.
Joint Account until adjustment has been received by Operator from the manul‘acturom or their agents,

V. lNVENTORlES

Periodic Inventories,” Notice and Represcntation

At recasonable inlervals, 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- rcpresenlcd at an mventory ‘shall bmd Non-Opcrators to accept the mventory taken by Operator. )

Reconciliahon nnd AdJustment of lnventones . g m B L S ,

¥

Rcconcn]mtmn of a physical inventory with the )omt 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-:
Justmcnts shall be made by Operator with the Joint Account' for overages-and shortages, but Operator shall' be™
“ held. aucounldble only for shmtq,cs due to Lu..( af masondble dnhgence . X F
Spccml lnvcntoncs coo e SO PN N ) L . AN
Spccml Inventoucs mnv bc lakcn whencvcr there is any salc or ch.mnc of interest in thc Joint Plopcxtv It shall

be the duty of the party selling to notify all other Parties as quickly as possible after the transfcx of interest takes

place. In such cases, both the seller and the pulchascr shall be governed by suchinvenlory: - ) '
Expcnse of Conducting Pcnodnc lnvcnlones .

The expense of conducting pcnodxc Inventorics shall not. be chdrg,ed to thn Jaoint Account unle:s agrncd to by the ~
Parncs R

s, ° . . . . i
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EXHIBLT ''p"
Attached to and made a part of Operating Agreement
dated December 1, 1978 between HNG 0il Company, Operator,
and Phillips Petroleum Cempany, €% .al, Non-0Onerators

X ’ TNSURANGE

Operacgor shall at all times duving the tewm of this agreemeat carry insurance
to protect the parties hereto as fLollows:

(1) tvorkman's compensation and occupational discase insurance as Tecuired by
the iaws of the state or states in waich opervations will be conducted and empiovevs'
liability iasurance with a limit of not less than $100,000.00. Such instrance policy
snall be endorsed to preclude exercisze ol rignts of subrogation against parties to
this agreemeat.

(2) Comprehensive general public liability insurance, excluding products,
ilabiliey iasurance, with limits of not less than $100,000.00 appiicable to Dodily
injury, sickuess or death of amy ome pevson and $300,000.00 for more than one pur-
son in aay one dccident, and $100,000.00 fov loss of or damane to propevty in aay
one accident and $100,000.00 ~pnregate limit cpplicable to all loss of or damige to
property durxng the policy peviod,

(3) suromobilc public ii
in periomaonce ol w~oci wader ¢
applicadle o bedily injury, s
more chan one gperson in Sny oae &c
preperty in any one Jocident.

Ly insurance covering all autosotive eguipment used
greemenc with limits ol not less than $100,030.00
s sth of any one person and $200,050.00 fov
ident, and $i100,0C2.00 for loss of or damage w0

0 sutonotive eguiznent wsed s owncd exclusively by Operator, no charge %
male o the Joind A:mounh for premfvms for this coverage except ag provided 4
BIL, Paragenph 5 of the Xccounting Proccdure.

Opevater shull vequlive Wil contreclors porfonning work under th & SEToenent 1o
carey tdo Sollewing inswrdey:

(i) Woaskhnmen"s compeaseilon snd ovewpati e"ai discase lnsurance 58 roquls c£ ¥oin

-
v of the stale o srstes i iich operatiens il be conducted and employers’ iiabiliicy

T
teswunce with & Lindw of aey fess chan G0 .008.00.

C {2 Comprehemadwg pevweesd publile Ut ,mt!*n; tnouvence whth bimizs of adl igss
thie SEOG G000 appiicible to bedily {ajury. sichnass v death ol dny ow person and
G LEELED e wenfer LN el OCHEN T eny s des fdend . td SI00.000.00 for lews o
BF dhwivae GO piterEd iy n nely g :\u&n..mw Wy et .MU@ GOOLE, B v eete b imdg .\'p\,'lg.‘.a.pl.:
i wlhi tane ol o dwmwmw Yo ooty daring tha paliay pevied. '

o,

U)) Jutensds le aablic ﬁw‘ Pty facwranee cw"r*n\* &ll sutemotlive comisoynt wi
in perfermatae of ek enter \ﬂs.«ii; Srreeneny with lintts of not lezs thun Ji3¢.000.Co
appiiedisle o badidy u.u.uw.. sidkaiss e d‘-nam of say eag pervson and $300.000.00 for
mave thhon Bae Jeruos W dvy ode sceident, sad $108,000.00 t@r foss of or dunage 0
peggery o dny owe tw.mmt:(. ) .

i g grerse
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‘;' Operator acknow]cdgeé that it may be required to file Standard Form 100

5
3

y FER T 3
;§§§gggﬂ o . under.its ‘control where .‘egrepated facjlities are maintained is a violation of
I .

2
%
R

e ‘ (EDO-J)‘promulﬂnted'joint]y by the Office of Faderal Contract Compliance, the

’ Fnual employment. Opportunity Commission and Plans for Progress with Joint
eporting Committee, Federal Deépot, Jeffersonville, Indiana, within thirty (30)
Aays of the date of contract award if such report. has not been filed for the
‘current. year and’ otharwise comply with or file such other compliance reportis as
may be required under Executive Order 11246, as amended and Rules and Regulations
adortea thereunder. . N - s :

. i Operator further acknowledges that he may be required to develop a written
affirmative .action compliance program as required by the Rules and Regulations
approved-by the. Secretary of lavor under authority of Executive Order 11246 and

- zupply Non-Operators with a copy ‘of such program if they so request.

.~ 1. . - Operator-assures Non-Operators that it does not and will not maintain or
" ‘provide- for its, employees any segrégated facilities at’any of its establishments,

“and that it.does not and will not permit its employees to'perform their services
at. any, loeation, under ils cont.rél, where segregated facilities are maintained.

«.For, this purpose, it.ic understood that the phrase "segrepated facilities" includes

‘"facilities which-are in Tact serregated on a basis of race, color, religion, or

'“hﬁtiona}»origin} because of habit, local custom or otherwise. It is further

) anderstpod‘ani apgreed’ that maintaining or providing segrefated facilities for its :

. .- employees or permitting its employees to perform their services at. any location

ﬂv.the.edualiopporﬁnnity clause. required by Hieentive Order 11246 of Scplember 24,
RS UL, : o :
. PO < .

. 1. Operalor further understands and agress that a breach of the assurance

: herein contained subjects it to the ‘provisions of the Order at 41 CFR Chapter
60 of the Secretary 'of labor dated May 21, 1968, and ‘the provisions of the equal
- .opportunity clause enumerated in contracts between the United States of America

Yo

""" and Non-Operators. -

. ﬁ_‘d*' 'Fhoever‘knowinkly.ﬁnd:willfqllyfmnken any ﬂalse,'fictiiious or fraudulent
" representation may be,1iable_Eo‘crimindliprosccution under 18 U.5.C. 8 1001.
Vo, - T L N :4 e . W . [ . . .. . .
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ASSIGNMENT AND AGREEMENT

G-14398,
G-143988

THIS ASSIGNMENT AND AGREEMENT, made and entered into this_26th day of ___June ,

19._.7_8_. by and between PHILLIPS PETROLEUM COMPANY, a Delaware corporation, with an operating office at

Bartlesville, Oklahoma, i’arty ol:lhe First Part, hereinafter called ‘‘Phillips’’, and
' HNG OIL COMPANY

0. Box 2267

. Midland, Texas 79702

Party of the Second Part, hereinafter called ‘‘Second Party’’, whether one or more.
Phillips is the owner of a certain oil and gas lease (or lcases) insofar as the same covers the lands described
"in Exhibit **A’" hereto attached and by reference made a part hereof, which oi} and gas lease (or leases) is briefly de-
scribed in Exhibit *‘A”’, ,Reference is made to said-lease (or leases) and to the record thereof for all of the terms and
covenants thereof. )
Phillips desires to have the lands above referred to tested for oil and gas production and Second Party has
expressed its wxllxngness to make such a test on the tems and undcr the conditions hereinafter set out. ,
NOW,; THEREFORE, in consideration of the mutual covenants and agreements hereinafter set forth and further
in consideration of the mutual benefits to Phillips and Second Parcy, the parties hereto agree as follows:
. . ' 1
A ASSIGNMENT .
Phxllxps sub]ect to 'the conditions, exceptions; reservations, covenants and agreements heremabove set forth,
- does hereby assign and transfer unto Second Party, without representation or warranty of title, either express or implied,
all of its right, title and interest in and 10 the oil.and gas lease (or leases) described in Exhibit ““A’ insofar as’said oil
. and gaq lease (or leases) covers and pertains to the oil, gas and casinghead gas, and all rights pertaining thereto, in

those parts of Sectlon 3. Townshlp 21, South, Range 28E, N.M.P.M., Eddy County, New Mex1co,

only which. are. covered by said lease described in Exhibit- "A" from the surface of the Jround

L ;.‘_,‘down\to an‘d including the base of t.he Pe'nnsylvanian formationn

the rights so- assxgned bemg hereinafter sometimes 'referred to as the ‘‘assigned premises’”. This assxgnment is'made’.
. sub;ect to all ovemdmg myalhes, pmduchon payments and othef encumbrances described in Exhibit ““A”" as well as any
., additional valid and existing Jverriding royalties, production payments and other encumbrances which may appear of
" record.’ It is expiessly understood that all leasehold rights under said oil and gas lease (or leases) not herein specifi- .
i cally assxgned are excepted from, this ass xgriment and reserved and retained unto Phillips, its successors and assigns,,

e RESERVATION OF OVERRIDXNG ROYALTY : .
Phxllxps hereby excepts “from* the w:thm assignment and reserves and retains unto 1tself its successors and_*

Wl ;
3 P

* ‘agsigns, as ah ovérriding myalty f:.ve percent “(5%) of elght—e:.ghths of all oil, gas and casing-—
‘head, gas produced and Save from the .depths set out above which is attr:.butable to the land.
descr:.bed :.n Exh:.bn.t At In t.he ‘event “the. mterest ass:.gned in the oil and gas leases )

the ‘sane proportlon of f:.ve percent of .eight~eighths . that. the interest herein assigned in

wthe. ‘0il and. gas- .leases hereinabove assigned bear to the fill oil and gas leasehold estate .

:Ln each such proration unit. . The overridiug royalty reserved herein is over and above all

currently existlng lessors royalties, overriding royalties, production payments, other pay-'
R ;, “ments, out“of productionwfrom the depths here:m ass:Lgned from the -lands déscribed in Exhibit -,
- uAn s ) . ] R ) ,




' Said overriding royalty shall be delivered 1 Philiips in the pipe line to which the well or wells on said
sssigned premjses may be connected, free and clear «f all risks incident to and all expense of drilling, testing, develop-
ing, operating and maintaining the assigned premises, and free and clear of ail liens, transpontation charges, stofage
charges and other charges and expenses, and free and clear of all taxes, except that said overriding royalty interest shall
bear its proportionate part’of any gross production, severance and/or ad valorem taxes. The proceeds of said overriding
royalty interest shall be paid monthly direct to Phillips at its office at Bartlesville, Oklak.oma, by the purchaser or
purchasers of sand production.

1t
PERFORMANCE OF COVENANTS
Second Party accepts this assignment and agreement subject to all of the terms, provisions and conditions
hereof and of the oil and gas lease (or leases) described in Exhibit ““A’* and of intermediate assignments thereof, if any,

and Second Party assumes and agrees to fully comply with and timely perform each and every duty, obligation and covenant,

both express and implied, provision and condition of said oil and gas lease (or leases) and of intermediate assignments
theteof, if any, imposed upon the lessee and/or assignee thereby insofar as concerns the assigned premises, and Second
Party agrees to drill any and all wells which may be necessary to protect the assigned premises from drainage by wells

on adjacent lands. Second Party further agrees to save, protect and hold Phillips harmless at all tires from all damages

.and all penalties which may arise nr be adjudged against it on Second Party’s failure or refusal to comply fully and
. faithfully with each and every duty, obligation and covenant of said lease (or 1cases) and of intermediate assignments
- thereof, if any, imposed upon the lesse€ and/or assignee thereby insofar es concerns the assigned premises.

v
. INSURANCE AND INDEMNITY
- Second Party -at “all times’ during the life of this agreement shall:
Comply with all’applicable Federal and State Workmen’s Comperisation Act or Acts; and shall purchase and maintain
the following insurance:

(a) General Public Liability Insurance including contractor’s protective liability insurance, with bodily .

N

injury limits of not less than $100,000 each person, $300,000 any one accident and property damage limit
of not less than $100,000 any one accident;

(b) Automobile Public Liability Insurance with bodily injury limits of not less than $100,000 each person and

$300,000 any one accident and property damage limit of not less than $100,000 any one accident;
(c) Such additional insurance; if any, as may be required under Article XVIII,

" - No recitation‘ofkany amount or amounts herein shall be construed to in any manner limit Second Party’s
liability under this agreement.

' Prior to commencing eny operations under this a’greement, Second Party shall fumish centificates satis-

- factory to Phillips certifying full compliance with the above requirements. Certificates of insurance shall specify

that in the event of cancellation or matenal change in coverage at least ten (10) days’ prior written notice shall be
ngen Phxllxps at its Exp]oranon offxce in. -Odessa . . . exas .

Second Party agrees to mdemmfy Pbxlhps and save and hold it harmless from and against any and all
claims for property damage of all character including, but not limited to, damages caused o land, stock, crops, fences,

‘buildings, structures and other improvements, from and against any and all claims for damages or injuries to persons
"including, but_not limited to, employees of Second Party resulting from or arising out of the operations conducted or

caused or permitted to be condiicted by Second Party on or in connection with the lands described in Exhibit ‘A, and
from and against any and all claims for labor and materials and any other costs and expense in connection with Second
Party’s operations hereunder whxch are not expressly assumed by Phlllxps in this agreement,

- ) TEST WELL
Second Party agrees that on or before ___October 1, 1978. it

-will commence or cause to be commenced the actual drilling of a well for oil and gas at the following location: at a.

" location’'1980 feet. from the west'line and 660 feet from the south line of Section 3,
. Township 24 South, Range 28 East, Eddy County, New Mexico.

;o -
v

and that it will thereafter édntinue the dx:illing of said Weli with due diligence to the following depth: to0 a depth
. sufficient to thoroughly test the Morrow ‘formation or to a total depth cf thirteen
thousand (15,000) feet, whichever is the shallower depth.

a1 .
. s -
[ .

. P R,
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" . on the lands described in Exhibit *A”” for the purpose of exploring for, drillin

- covers the lands described in Exhibit ‘*A’'; such assignment shall not affect any other interests, reservnt'(

Said well shall be comp!etcd to produce into the tanks or pipe line to which it may be connected or, if a dry hole, shall
be plugged and abandoned and the premises re:tored in a Tawful manner with due diligence

Salid well shall be drilled, tested and completed of, if & dry hole, shail
be plugged and abandoned and lhe preiises restored in 4 pood and workmanlike manner, including the removal of all
leasehold material and debris placed on said premises by Second Party and the restoration of the property by filling and

leveling the cellar and slush pits, and all drilling and other operations shall be performed at the sole cost, risk and
expense of Second Party.

VI
o DEFAULT ,

In the event Second Party shall fail or refuse to commence the well for which provision hereinabove is made
within the time herein specified, or, having commenced said well, shall fail or refuse to drill and complete the same to
the depth, within the time and in the manner provided in this agreement, then and thereupon, in addition to al] other
remedies which Phillips may have and notwithstanding anything in this agreement to the contrary, the aforesaid
assignment and-this agreement as to all of said assigned premises shall terminate and the lease (or leases) on the
assigned premises shall revert to Phillips, if Phillips shall so elect and shall evidence such election by giving notice
in writing to Second Party at its address hereinabove given or by filing such notice for record in any county or parish in
which any lease described in Exhibit ‘A’ is recorded. If Phillips shall so elect to terminate such assignment and this
agreement, Second Party agrees that upon demand it will forthwith reassign the lecase (or leases) on the assigned premises
to Phillips, warranting the same to be free and clear of all liens, claims, clouds and encumbrances caused, suffered or
created by, through or under Second Party; provided, however, that the termination of this assignment and agreement and
the reassignment of said lease. (or leases) on the assigned premises to Phillips shall not operate to relieve Second Party
from liability to Phillips for any damage Phillips may sustain as a result of the breacn by Second Party of the terms of

* this assxgnment and 1greement.

vl
CONCURRENT RIGHTS OF INGRESS AND EGRESS
. The partxes hereto, their successors and.assigns, shall have equal and concurrent rights of ingress and egress

Hing for, mining, producing and markeling the
minerals owned by each of the parties hereto from their respective depths, as hereinabeve defined, under the oil and gas

lease (or leases) described in Exhibit ‘‘A*". And further caid parties shall own and hold equally any and all rights granted
by said oil and gas lease (or leases) as incident to and for the purpose of mining, exploring for, drilling for and pro-
ducing the minerals owned by them from said respective depths, including the right to Jay and maintain pipe lines, water
lines, dig pits, erect structures and to do and perform any and all other things incident to the rights and interests of the
parties hereto in caid respective dcpths hereinabove defined, The aforesaid rightq shall be exerclsed in such a ‘manner

ui not to xnierfexe unduly with the sainiar 1igits of tiie other party hereto,” . :

vill
RELIVQUISH\IENT OF RESERVED RIGHTS

In the event Phillips elects to surrender or relinquish the leasehold estate herein reserved unto it in numerical -
paragraph 1 hereof in all or any part of the lands described in Exhibit /A"’, it may, at its election, execute and deliver
unto Second Party an assxgnment without warranty of title, either express or implied, of said reserved leasehold estate -
_in that part of said lands which Phillips desires to surrendrr or relinquish, Second Party agrees to accept such assignment
" and file the same for fecord in the county (ics) or parish (es) where said Jand is located; such assignment shall not
“affect any other’ mterests, reservations or rights of Phillips provided for in this agreement.

- . ) : 1X
. . ' DELAY RENTALS AND SHUT-IN WELL PAY\‘IFNTQ ‘

So long as Phillips retains the leasehold estate reserved to it in Article I hereof in any of the lands described
in Exhibit ‘‘A”’ Phillips shall pay all delay rentals which may become due and payable under the terms of the lease
(or leases) described in Exhibit ‘“A’’ necessary to maintain the same in force as to the lands in which the leasehold estate
of Phillips is so retained; provided, P!iillips shall not be liable to any extent for erroncous payment or inadvertent failure
to pay any such delay rentals.. Upon being billed therefor Second Party shall reimburse Phillips for __one-half ‘v

(_1/2_ ) of all delay rentals so paid on the acreage subject to this agreement. Second Party at its sole cost, agrees to
“timely pay any and all shut-in well payments necessary to maintain in force the oi! and gas lease (or leases) described in

Exhibit ““A’’ with respect to any well or wells drilled by Seccnd Party on the assigned premises. Second Party agrees to
1mmed|ately nom'y Phxllxps by Western Union telegram, to its Explorauon office at Bartlesville
legboma o , at any time a weli is completed on the assigned premises which is capable of producmg
but is not pr oduccd a'x" at any 'mc produchon fromthe assxgned premises ccases f{or any reason.
h ' Second Party agrees to’ xmmedmtely furmsh to Phlllxps at its Exploration office in _Bant,_lgsx;llg__
Oklahoma ~ , a photostatic copy of any and all instruments of
whatsoever character served on Second Party which evidence a change in'the ownership of delay rentals or royalhes

payable under the oil and gas lease (or leases) described in Exhibit ‘A’ e

- If after the completion of the test well provxded for above one party hereto desires to continue a lease in

force and effect by the'payment of delay rentals and the other party does not desire to join in the payment of such -

rentals, then the party not desiring to join in the payment of such rentals shall notify the other party in writing at its
address hereinabove given at least thirty (30) days prior to the rental payment date given in said lease. The party

. receiving said notice shall have fifteen (15) days after receipt thereof within which to elect to receive an nss{gnment

of the lease insofar as_the same covers lands described in Exhibit ‘A"’ (rom the party who elects not to pay delay

" rentals. In the event Second Parsty does not.elect to'pay delay rentals and 1! is not then in default in the performance

of its duties and obligations under the terms of said lease and under the terms of this agreement, and Phillips shall
have elected to receive an assignment from Second Party, then Second Party, upon receipt of notice thereof, shall

: execute, acknowledge and deliver unto Phillips a proper assignment of said Jease covering its entire interest therein,
wan'antmg the same to be free and clear of all liens, claims, clouds and encumbrances caused, suffered or created by,
through ot under Second Party. In the event Phillips shall elect not to pay delay rentals, then upon receipt of notice
that Second Party desires an assignment, Phillips shall éxecute; acknowledge and deliver unto Second Party a proper
assignment of the leasehold estate reserved unto Phillips in Article I hereof in and to said lease insofar as ()u- same

a: nghts -

oy

of Phillips provided for in this agrecment. In the event, however, both parties elect not to pay delay rent: (1, -

.said lease, they shall execute a joint_rcicase thereof,
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GEOLOGICAL DATA

Representatives of Ihillips shall have access to all wells, including the test well provided for above, which
may be drilled, worked over, deepened or plugged back on the assigned premiscs and acieage posled therewith and the.
logs thereof at any and all times.and shall be fumished with samples from such horizons in such wells as may be
requested by Phillips and such drilling reports, reports relating to work-over, deepening or plugging back operations and
other information tegarding the progress of said wells as may be desired by Phillips. If said test well shall be drilled
with rotary tools, tests shall be made at intervals of five hundred (500) fect from the lop of the hole to the ultimate depth
thereof to determine the angle of deflection of the hole from vertical, and Second Party agrees to maintain the hole within
four degrees (4°) of the vertical. Second Party agrees to save representative formation samples at approximately ten (10)
foot intervals in said test well and all other wells drilled on the assigned premises and to keep the drilling mud in con-
dition to bring representative samples to the surface. Phillips shall have the right to make velocity determinations or
other physical measurements in any and all wells drilled on the assigned premises, said determinations or measurements
to be made at the expense and upon the responsibility of Phillips. Second Party agrees to have an electrical log survey
made, by a reputable and qualified service company, of the test well provided for above and all other wells drilled on the
assigned premises from the base of the shallowest surface casing to the greatest depth to which each of said wells is
finally drilled. Second Party shall fumish Phillips with copies of all logs made in connection with the drilling of said
test well and all other wells drilled on the assigned premises, including drillers’ logs, electrical logs and other logs con-
taining information desired by Phillips; provided, however, that all electrical logs shall be furnished to Phillips
immediately upon the completion of an electrical log survey. Second Party shall, in good and workmanlike manner, core
or test promptly all-prospective oil and/or gas formations which may be encountered in the drilling of said test well.

If Second Party shall take any cores while drilling said test well, it shall fumish Phillips with representative samples

thereof and Phillips shall have the right to run core analyses on all such samples. If Second Party shall make any drill
stem tesis in said test well, it shall fumish Phillips with the details of all such tests. In the event any show of oil
and/or gas is encountered in the drilling of said test well, Second Party forthwith and before drilling or testing the

formation where the show was encountered shall notify Phillips at 1ts Exploration office at Odessa

Texas , in sufficient time that Phillips may, if it so desires,
"have a representative present when such formation is penetrated and/or tested.

In the event any well or wells drilled pursuant to this agreement shall be drilled on acreage other than the
assigned premises, including but not limited to a unit well drilled on a unit of which the assigned premises or any
portion thereof is a part, all of the provisions of the Article X relating to the test well shall apply to such well if it is
the test well and all of such provisions relating to a well other than the test well shall apply to such well if it is a well
‘other than the test well. .

X1
LOCATION NOTICE
Second Party shall notify Phillips at its Exploration office at

Odessa

Texas , in writing, at once, of (a) the location of the well for which provision is hereinbefore

. made, when fix2d, by giving the distances und directions thereof from at least two governmental or recognized survey

-" lines, and (b) the date of spudding (commencement of actual drilling) of said we’ll.

o : . . . X1 )

B T ‘ CALL ON PRODUCTION .
Phillips shall have the right at all times and from time to time, at its election. to purchase all or any part of

the crude 03l /and/or distillate production from any wells drilled on any portion of the

assigned premises at price of highest bona fide offer for crude oil and/or distillate
of like grade and gravity produced in the field. ) -

in addition to the call on production provided for above, and in the event such call on production is not ex-
. ercised as to gas well gas and/or casinghead gas, Phillips shall also have the exclusive right at all times and from time
to time, at its election, to purchase the right to process, or have processed, all or any part of the gas well gas and/or
", casinghead gas production from any wells drilled on any portion of the assigned premises. In any sale or dispositign
- . ofits share of gas from acreage covered hereby, Second Party will retain the right to process or have processed the
natural gas stream for the extraction of natural gas liquids and to retain the liquids removed by such processing. Such
right to process, or have processed, shall permit the location of processing facilities at any point selected by Phillips
on the gas purchaser’s system downstream from the wellhead, which point shall generally bein or near the field of
. production but which may be sufficiently temoved {rom place of production as to permit the construction of a processing
plant under normal conditions on hard ground (whether or not other gas may have been commingled with gas hereunder
prior to such point of processing). . ) .
In the event Phillips elects to process, or bave processed, the gas, then'(a) Phillips shall own all natural
" gas liquids extracted and shall pay to Second Party, its successor or assign, a percentage of the valie of the natural
- gas liquids extracted from Second Party’s share of such gas which is equivalent to the highest bona fide offer made
to Second Party, its successor or assign, by anyone else for such rights on said gas. In the absence of such bona
fide offer for said rights, (b) Phillips shall own all natural gas liquids extracted and shall pay Second Party for the
" value of the volume of gas shrinkage (including plant fuel) resulting from processing Second Party’s share of such gas
(based upon the price specified in the gas sales contract as hereinafter defined), plus one-eighth of the value of the
liquids so removed and saved and sold by Phillips, its successor or assign (said value to be the actual authorized
sales price for all such products, f.0.b. processing plant fence, after deducting the payment for gas shrinkage, sales
R cost, discounts’and allowances and, in the case of tank car shipments of LPG only, tank car rental of 3/8¢ per gallon);
provided, hawever, that Second Party, its successor or assign, shall have the option of accepting the same basis for
.payment (reasonably adjusted for differences in quality and quantity of gas and conditions of delivery) as is made by
Phillips, its successor or assign, to other parties for processing similar gas in said plant.
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at its Explorahon office at : __Odessa

The price specified in the gas sales contract may be subject to regulation by state or federal regulatory
bodies having jurisdiction. The phrase 'price specified in the gas sales contract’ as used herein shall mean only that
portion of the price then being collected by Second Pariy which is not subject to possible future refund by Second Party.
If Second Party is later determined to be entitled to retain all or part of the amount collected subject to refund and is
relieved from all further obligation to refund with respect thereto, Phillips shall recalculate the value of the volume of
gas shrinkage based on the price Second Party is so pemitted to retain and shall pay Second Party the difference,
without interest, between the recalculated value and the amount previously paid Second Party therefor.

In the event Second Party, its successor or assign, desires to process, or have processed, its share of sué¢h

" gas, then within one hundred twenty (120) days after written notice of such desire by Second Party, its successor or

assign, to Phillips, Phillips shall advise in writing whether or not Phillips elects to process, or have processed, said
gas as herein provided. In the event Phillips does not elect to process, or have processed, such gas, then the gas pro-
cessing rights granted to Phillips under this Article XII shall thereupon terminate, provided, however, that if within the
period of one hundred and twenty (120) days following relinquishment of the processing rights by Phillips, Second Party
shall not itself commence processing such gas or contract with a third party or parties for processing such gas, then the
relinquishment of the processing nghts by Phillips shall become ineffective and Phillips shall again have the nght as
provided above, to elect whether or not it will process or have processed such gas. .

In the event Second Party, its successor or assign, enters into more than one contract for the sale or dis-
position of its share of such gas, or if any contract so made provides for delivery into two or more different systems of
the purchaser, or if Second Party, its successor or assign, in any way makes more than one disposition of such gas, then
the rights herein granted to Phillips, its successor or assign, shall be separate thh respect to each such contract,
system or disposition.

X
EXTENSIONS AND RENEWALS

All mlerests reservatxons and rights of Phillips in and to the lands described in Exhibit “*A’* and the pro-
duction therefrom provided for in this agreement shall extend not only to the oil and gas lease(or leases) described in
Exhibit ‘A", but also to any and all extensions or renewals of said oil and gas lease (or leases) which may be acquired
by Second Party. The term ‘‘extensions’’ of the aforesaid oil and gas lease (or leases) as used herein shall be deemed
to include, but not by way of limitation, any agreement or agreements of whatsoever character acquired by Second Party’

“under and by virtue of which said oil and gas lease (or leases) is continued in force. The term “‘renewals”’ of the

aforesaid oil and gas lease (or leases) as used herein shall be deemed to include, but not by way of limitation, any lease
or leases acquired by Second Party on all or any part of the lands described in Exhibit ““A”’ within twelve (12) months
from the date of termination or expiration of said lease (or leases) or any extensions or renewals thereof. Second Party
agrees to execute such further grants and assurances as muy be requisite to vest in Phillips und er any such extensions
or renewals the same rights and interests in and to the lands described in Exhibit ‘A’ and the production therefrom as
are reserved by or granted to Phllhps under the provisions of this agreement.
s . Xiv
PREFERENTIAL RIGHT TO PURCHASE
In the event Second Party (or any one or more of them, if more than one) shall at any time desire to sell all
or any part of its interest in and to the assigned premises or shall have a bona fide offer from a purchaser to purchase
all or any part of such interest at a price that is accep*able to Second Party, then Second Party shnli fumnish to Phillips

Texas. __° , a copy of the
signed bona fide offer or price that is acceptable to Second Party. Phxllxps shall have fifteen (15) days after receipt of
such notice within which to elect to purchase said interest at the same bona fide price and under the same terms and .
conditions as offered by said prospective purchaser or at the price that is acceptable to Second Party. Such right of pur-

chase shall be accepted or rejected by Phillips by letter posted in the United States post office and addressed to Second -

Party at its address hereinbefore given with said perind of fifteen (15) day<, If Phillips shall elect to purchace caid
interest, upon receipt of notice of such clection to purchase Second Party shall duly execute, acknowledge and deliver
unto Phillips a proper assignment of such interest and Phillips, upon approval of title thereto, shall pay the stipulated
price therefor. If, within the time above specified, Phillips shall notify Second Party that it does not elect to purchase

such interest or Phillips shall fail or'neglect to notify Second Party, which failure or neglect shall be construed to

. mean that Phillips does not elect to purchase such interest, then, in either event, Second Party shall be at liberty to’
sell and assign such interest to some other purchaser at the same bona fide price and under the same terms and con-

ditions-as offered to Phillips for such interest; provided, however, that if such interest is not disposed of by Second
Party within thirty (30) days after the expiration of said period of fifteen (15) days, Second Party shall not therea(ter
dispose of any part of its interest without again offering the same to Phillips as above provided.

The preferential right of Phillips to purchase as provided herein shall extend to any sale by a purchaser from
Second Party ‘and to any sale by any subsequent purchaser, and the waiver by Phillips of its rights hercunder as to any
sale shall not constitute a waiveriof such rights as {o any subsequent sale and shall be conditioned upon (a) the .
assignee’s delivery to Phillips, as soon as possible, of a certified copy of the assignment, (b) that the ossignment be
made expressly subject to all of the terms and conditions of this agreement, and (c) the express essumption by assignee
of all of the obligations imposed by this agreement upon Second Party.
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Xv
ABANDONMENT
Second Party shall not at any time abandon, relinquish, surrender or let expire its leasehold estate in any
part or all of the assigned premises or plug and abandon the last producing well or well capable of producing on the
assigned premises without first giving Phillips written notice at its Exploration office in

Houston, Texas , of such

- desire and intention at least sixty (60) days before said leasehold estate is to be abandoned, relinquished, surrendered

or permitted to expire or the last producing well or well capable of producing is to be plugged and abandoned, and Phillips
shall have thirty (30) days after receipt of such notice within which to notify Second Party at its address hereinabove
given whether or not Phillips elects to take over said leasehold estate of Second Party; it being understood that in the
event Phillips shall elect to take over said leasehold estate of Second Party and there shall be a well or wells thereon
belonging to Second Party, Phillips shall have the right to take over any such well or wells by paying Second Party the
salvage value of all materials in such well or wells so taken over by Phillips; provided, however, Phillips shall not be
required to make payment therefor until Phillips shall have approved or accepted title to said leasehold interest of
Second Party. If Phillips shall fail or neglect to so notify Second Party at its address hereirabove given of such election
within said thirty (30) day period it shall be deemed that Phillips does not elect to take over said leasehold estate.
If Phillips shall elect to take over said leasehold estate covering any part or all of said premises and accept on
ass:yxment thereof from Second Party, and Phillips elects not to talke over any particular well or wells located therson,
then before 8551gn1ng said leasehold interest to Phillips, Second Party shall plug and abandon any and all wells which
Phillips does not elect to take over, and shall, within a reasonable time thereafter, remove all leasehold material and
debris placed on said premises by Second Party and restore the property by filling and leveling the cellar and slush
pits, all at the risk and expense of Second Party. Upon the election of Phillips to take over the leasehold interest of ’
Second Party in any part or all of said premises, Second Party shall deliver unto Phiilips a proper assignment of such
leasehold estate, warranting the same to be free and clear of al! liens, claxms, clouds and encumbrances caused,
suffered or created by, through or under Second Party,

Nothing herein contained, express or implied, shall ever be construed as rehevmg Second Party from any of
its obligations under this agreement. . . 4

. . XVI - -
' <.  USE OF PHILLIPS PRODUCTS

Second Party agrees to purchase from Phillips, if available at competitive prices, tems and conditions, all
gasoline, oil, greases and other products marketed by Phillips necessary for Second Party's drilling operations and’
other operations in connection with the well pmvxded for above and in connecuon with all its further and future
operahons on the assigned premises,

o .o Lo " XVII
. AD VALOREM TAXES

If the assigned premises have been assessed for ad valorem taxes such taxes shall be prorated on a calendar
year basis and Phillips shall pay such taxes for the current year, Second Party shall be liable for its proportionate share
of the full amount of taxes so paid and shall reimburse Phillips upon being billed therefor. Second Party assumes the
payment of all ad valorem taxes, if any, for all subsequent years.
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XVIII
OTHER PROVISIONS

XVIII-A. Second Party agrees that in the event the well herein above provided for in Article ) i

V is completed as a gas well, it will within ninety (90) days after reaching total depth in

" said well cammence or cause to be commenced the actual drilling of a well for oil and/or gas

at a location of its selection in the north half of Section 3, Township 24 South, Range 28
East, and that it will continue the drilling of said well with due diligence to a depth
sufficient to thorcughly test the deepest zone or horizon which is then producing or shall
have produced o0il and/or gas in the well provided for in Article V. Such well shall be
drilled within the same time and in the same manner as provided above for the well provided .
for in Article V, and all other terms and provisions of this Assignment and Agreement shall
apply to the well hereinabove provided for in Article V above and shall also apply to the

well provided for in this Article XVII1i-A.

XVIII-B. .Second Party hereby agrees that, in the event the well hereinabove provided for in
Article V above is campleted as a gas well, it will forthwith allocate to said well a prora-
tion unit covering the south half (S/2) Section 3, Township 24 South, Range 28 East, Eddy
County, New Mexico. Second Party further agrees that, in the event the well hereinabove
provided for in.Article XVIII-A above is completed as a gas well, it will forthwith allocate
to said well a proration unit covering the north half of Section 3, Township 24 South, Range
28 East, Eddy County, New Mexico.

XVIII-C. In the event the well hereinabove provided for in Article V above is not completed
as a gas well, Second Party agrees that it will, within ninety (90) days from reaching total
depth in said well cammence or cause to be commenced the actual drilling of a well for oil
and/or gas at a location of Second Party's selection in Section 3, Township 24 South, Range
28 East, which is on same part of the land covered by the leases set out in Exhibit “A". Said
well shall be drilled at the sole cost, risk and expense of Second Party and shall be drilled

t2 a depth sufficient to thoroughly test the deepest zone or horizen from which the well pro-

- vided for in Article V is then producing. or shall have once prcduced oil and/or gas. In the

event the well provided for in Article V shall not have produced oil ard/or gas, the well pro-

vided for in this Article XVIII-C shall be drilled to the same depth as provided for said
well.- .

XVIII-D. At such time as ninety (90) days have passed between reaching total depth in any
well drilled under the provisions of this Assignment and Agreement without commencement of
actual drilling of a well for oil and/or gas on same part of Section 3, T-24 South, Range 24
East, Second Party agrees that it will forthwith reassign to Phillips all right, title and
interest assigned to it in Article I above in any non-producing half-section or half sections
(north half and/or south half of Section 3, T-24S, R-28E) insofar as such right, title and
interest is covered by the oil and gas leases described in Exhibit "A". “Non-producing half
section” as used herein rmeans any half section which does not have located thereon a well
capable -of producing oil or gas. . ’

At the same time,-Second Party agrees thaf;, in the event any of the wells drilled and cam—
pleted as a producer of oil and/or gas pursuant to the terms of Article V, XVIII-A or XVIII-C
is not drilled. to a depth sufficient that the top of the Mississippian formation is indicated

‘on a log of the well bore, ‘it will reassign to Phillips all right, title and interest in and '

to the oil and gas leases described in Exhibit "A" insofar as such leases cover any part of

" said Secticn 3 from one ‘hundred feet below the total depth drilled in each such well down to
" and including the base of the Pennsylvanian formation.as follows: :

(1)’ In the event such well is the well provided for in Article V, the reassignment shall

cover the rights set out above in the south half of said Section 3.

~{2) In the event such well is the well provided for in Article XVIII-A, the reassignment

shall cover the rights set out above in the north half of Section 3.

(3) In thé event such well is the well provided for in Article XVIIi-C, the reassignment

shall cover the rights set out above as to.all of said Section 3.-

. XVIII-E.. 1In the event Second Party shall fail or refuse to drill, test and complete the well

provided for in Article V (and the well provided for in Article XVIII-C if applicable) within
the time and in the manner set out therein, Second Party shall fortiwith reassign to Phillips
all right, title and interest assigned-to it in Article I above, insofar as such rights cover
and pertain. to any of the lands in Section 3, T-24 South, Range 28 East, Eddy County, New
Mexico. In the event Second Party shall fail or refuse to drill, test and complete the well
provided for in Article XVIII-A, above, Second Party shall forthwith reassign to Phillips all
right, title and interest in the lands covered by the leases described in Exhibit "a" in

the north half of said Section 3. Such reassignment(s) provided for in this Article XVIII-E
shall conrtitute the sole remedy for default, and subject to the provisions of Article III
above, . . wd Party shall not be liable in darmices for failure to drill any well provided

for in . ¢'<le V, XVIII-A or XVIII-C,

b-i



XVIII-F. 1In each of the reassignments provided for in Articles XVIII-D and XVIII-E, Second
Party agrees that it will warrant all rights reassigned to be free and clear of all liens,

- claims, clouds and encumbrances caused or created by, through or under Second Party or its
. assignees. Each such reassignment shall be on a form acceptable to Phillips' attorneys.

XVIII-G. Any provisions in Article XIV of this Assignment and Agreement to the contrary, not-
withstanding, it is understood and agreed between the parties hereto that Second Party shall
have the right to assign all or any part of its interest in the land in Section 3 covered by
the leases described in Exhibit "A" without offering the same to Phillips at any time prior to
commencement of the well provided for in Article V above, provided, that an executed copy of
such assignment is furnished Phillips and such assignment is made expressly subject to all of
terms and conditions of this Assignment and Agreement and the assignee expressly assumes all of
the obligations imposed by this Assignment upon Second Party.

XVIII-H. At such time as Second Party shall have produced and'saved from each of the wells
hereinabove provided for in Articles V and XVIII-A or XVIII-C, oil, gas and casinghead gas

of a total "market value” equal to 100% of the costs and expenses of drilling, testing and
completing said well, plus 100% of the costs of operation of each said well, Second Party shall
immediately notify Phillips in writing and Phillips shall have sixty (60) days following the
receipt. of each such notice to notify Second Party whether or not it elects to receive from
Second Party an assignment of an undivided interest as follows:

'(1) If the well which has produced the amount set out above is the well which shall have been
drilled pursuant to Article V above, and the well has been completed as a gas well, the as-
signment shall convey an undivided one-half of the proportion obtained when the net oil and gas

" leasehold acres on the south half of Section 3, T-24S, R-28E, covered by the oil and gas leases :
described in Exhibit "A" is divided by the total acres in the south half of said Section 3. Such &

Assignment shall convey that interest in-the south half.of said Section 3. ’

(2) If the well which has produced the amount set out above is the well which shall have been
drilled pursuant -to Article XVIII-A, and said well has been campleted as a gas well, the reas-
signment shall convey in the north half of Section’'3, T-24S, R-28E one-half of the proportion
obtained when the net oil and gas leasehold acres in the north half of said Section 3, T-24S,
R-28E, which are covered by oil and gas leases described in Exhibit "A" is divided by the total

. -acres in-the north half of said Section 3. Such Assignment shall convey that interest in the
" north half of said Section 3. . . o

(3) If the well which has produced the amount set out above is any well drilled pursuant to

' the terms-and provisions of this Assignment and Agreement which has been completed as an oil

well and the proration unit allocated to such well contains any part of the land in Section 3,

* T-24S, R-28E, which is covered by any of the leases described in Exhibit "A", such reassign-

ment shdll convey one-half of the proportion obtained when the net oil-and gas leasehold acres
in the proration.-unit which are covered by the leases described in Exhibit "A" is divided by

. the total acres in .the proration unit allocated to such well. Such Assignment shall convey
" that interest in.the proration unit allocated to the well. . ) .

_+In each teassigm!‘ient as set out under (1), (2) or (3) above, such assignments shall also

" convey to Phillips-an interest in the well and all lease equipment and personal property loca-

. ted thereon or appurtenant to the area reassigned equal to the interest in the proration unit

. which is reassigned. - .

" Each such; assignment shall become effective at 7:00 a.m. on the date each well has produced

the amounts set out above. Each such 'assignment shall cover all depths held by Second Party .
in the land conveyed which are then owned by 3econd Party through the assignment in Article I.

-If Phillips shall notify Second Party that it elects not to receive assignment of such inter—

est in any such half section or proration unit and well located thereon, or if Phillips shall
fail or neglect to notify Second Party within the sixty (60) day period hereinabove specified,
then, and in either event, it shall be deemed that Phillips does not elect to receive an assign-
ment of an interest in the land allocated to such'well and the well on such land and all other.

‘terms and.provisions of this Assignment and Agreement shall continue in full force and effect as
" to. such well and half section the same as before such election. In the event Phillips shall

elect to receive any or all of such assignments, the overriding royalty reserved to Phillips in
Article II above shall terminate as to each such tract of land in which an interest is as-
signed on the effective date of such assignment.
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In determining the "market value" of production from each such well for the purposes of this R
Article XVIiI-H there shall be deducted the royalties paid to the lessors unger tecrms Of the "
0il and Gas Leases set out in Exhibit "A" and the overriding royalty paid to Phillips pursuant
to the terms and provisions of Article II above and gross production taxes paid by Second
Party on such production, but no other deduction of any kind or character shall be made.

During the time Second Party is recovering its costs and expenses as set forth above, Second
Party shall furnish Phillips, Attention: Director, Joint Interest Operations, Exploration and
Production Division, 419 Frank Phillips Building, Bartlesville, Oklahoma 74004, a monthly item—
ized statement reflecting the costs and expenses incurred in the development, operation, and N
maintenance of each said well, the production sold, production on hand and run tickets fully
. disclosing the type, quality and quantity of production and disposition thereof. The costs
incurred by Second Party in the development, operation and maintenance of each said well shall
be determined in accordance with the provisions of the Accounting Procedure attached as Ex-
hibit "C" to the Operating Agreement attached hereto and made a part hereof.

In the event Phillips elects to accept the assignment(s) hereinabove provided, it is under-
stood and agreed that such assignment(s) from Second Party to Prillips may not be made and
delivered until after the date Second Party shall have recovered the amounts herein specified.
Nevertheless, as between the parties hereto, effective at 7:00 a.m. on the date Second Party
has recovered it costs and expenses from the proceeds of production from a well as herein pro-
vided, Phillips shall be entitled to receive the proceeds of that part of the working interest
production. attributable to the interest assigned to Phillips less its share of the costs of

T operation of said well, and Second Party's obligation to pay Phillips an overriding royalty on
production from the proration unit around said well pursuant to Article II above shall cease.

- An appropriate adjustment of accounts shall be made between the parties to accomplish the pur-
poses herein set forth and Second Party shall pay to Phillips any and all amounts due it.

XVIII-I. In the event a assignment of any land described in Exhibit "A" is made pursuant
to the provisions of Article XVIII-H, the Operating Agreement attached hereto as Exhibit "B"
shall become effective as to said assigned acreage as of the date of the assignment to
Phillips provided for above in Article XVIII-H. Upon the date the Operating Agreement becomes
effective, Articles III, IV, X; XI and XV of this Assignment and Agreement will no longer
apply to the acreage subject to the Operating Agreement, provided, however, that the last

_ grammatical paragraph of Article IV shall remain in effect as to all matters covered therein

. ‘arising prior to such date. . S

_XVIII-J. It is understood and agreed between the parties hereto that, while Phillips is
not retaining a call on gas production, the price of gas produced urder terms of this Agree-

. ment shall be the highest of (a) highest market price paid or offered for gas of comparable

" quality in the field where produced when run; or (b) the gross price paid or offered to the
producer.



, X1x
ENTIRE AGREEMENT, .
The 'terms of this dgreement constitute the entire contract of the parties and there are no agreements, under
takings, obligations, promises, assurances or conditions, whether precedent or otherwise, except those specifically set
forth. ' s

. XX
HEADINGS FOR CONVENIENCE
) The paragraph headings used in this agreement are inserted for convenience only and shall be disregarded in
construingthis agreement.

XX1
TIME FOR EXECUTION : .
. "If this agreement is not duly executed by Second Party and retumed to Phillips within Tifteen (15)
. days from the date hereof, then and thereupon, this assignment and agreement, at the option of Phillips, shall be null
and void and of no effect.

XXi1
SUCCESSORS_AND ASSIGNS
The temns, covenants and conditions hereof shall be deemed to be covenants running with the leasehold estate
hereinabove referred to 2nd a5 such shall extend to, bind and inure {o (he benefit of the parties hereto, their heirs, )
administrators, executors, personal representatives, successors and assigns. . 4

el :EXECUTED as of the day and year first above written,

Lo -I-[Nd OIL COMPANY " PHILLIPSPETROLEUM COMPANY
. // - / .
- LA //fﬁf 8] By :
A’f‘g}z’/s StewaTt Marfi.n, Vice President - l\ . Clirs Its Attomey In Fact. /4§ ‘f,‘:‘,‘”{f’
( 2 ,u/dy M/%A/ \ ) '

op /TEXAS Agst. Secretary
ooum"op | MIDLAND. S S : . |

e

BEI-ORE ME; the unders19ned authorlty, a Notary Publlc in and for said County and
state, ‘on"this day personally appeared J. Stewart Martin - - of HNG OIL COMPANY
“ known to me to be the person whose name is subscribed to the fopregoing instrument, and acknowl—
edged,to,me that the same was .the act.of the said HNG OIL COMPANY , a corporation, and that

. he executed the same as the act of such corporation for the purposes and consideration therein
expressed, and in the capacity therein stated.

GIVEN UI\DER MY HAND AND SEAL OF OFFICE this the 42 day of | % y 1978.

My Camussmn Expn:es- ' : o . - s

; ;4 rzs

SIS

"THE STATE OF TEXAS - §

’
I

COUNTY OF ~ HARRIS  §

I

yo BEE'ORE ME, the undersxgned authonty, a Notary Public in and for sald County and
State, on this day personally appeared Cliff Ohr, of PHILLIPS PETROLEUM COMPANY, known to

me to be the. person whose name-is subscribed to the fopregoing instrument, and acknowledged :

to me that the same was the act of the said PHILLIPS PETROLEUM COMPANY, a corporation, and that
he executed the same as the act of such corporation for the purposes and consideration therem

expressed, and in the capac1ty therem stated.

%

M’»t'? j"”‘”

sty ,q

S
o

e
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GIVEN UNDER MY HAND AND SEAL OF OFFICE this the 28th day of June , 1978,

My Conm15510n Eyplres.‘ S
" €. LAMAR BRITTON

2 in and for Harrle Rannty_Tavas® N e -

Conitssuon Cxpires June 30,1978 . . . . . - . i
Lovelt, Lawyers Surety Corp, : _.

: L e N - l'

Wl ”vl‘vl




'EXHIBIT "A"

ATTACHED TO AND MADE A PART OF ASSIGNMENT AND AGREEMENT DATED JUNE 26, 1978, : ’ ' - -
BY AND BETWEEN PHILLIPS PETROLEUM COMPANY AND HNG OIL COMPANY ‘ ’ - ’ '
' : s . ~ RECORDED
LEASE NO. DATED LESSOR : LESSEE - i BOOK PAGE
(—140636 June 10, 1971 S. F. Williams, et ux L. D. Williams, Gleh E. Williams and James W.‘ Williams - 82 ‘ 197
G-140636-A01 June 29, 1971 Wayne Cowden, et al 4 " S " . 82 567 -
G-14,0636-BOL June 24, 1971 Joe H. Beeman, et al " v B o . 82 295
G-140636-C01 August 2, 1971 . Ernest A. Hanson, et al " i oo o C " ’ 82 198 . -
G-14,0636-DOL October 7, 1971 Dorothy Lee o ' R R -~ 570
G-140636-E01  October ‘7, 1971 A. S. Blauw, et ux : " ' e m 82 573 o
G-140636-F01 ' October 21, 1971 George W. Littlefield ‘ L v . o ST 82 . 516
G-143981-A01 ~ September 10, 1973  The Bishop Whipple Schools = - ‘ o N B
: Successor to Shattuck School : E. S. Grear - . . a log . -211
G-14398L - . September 10, 1973 Dean Chafee, Guardian of the I : ) LT T . S
- o . Estate of Tressie E. Chafee, . - ) - . ’ o ) . LT
i . Widow of Harry Jay Chafee -~ “E. S. Grear s ) S L1107 -1 o
G-143983- . September 6, 1973  Addie Swearingen, a single Lo T A S L
L o o © woman S s ' 'E. S. Grear EE . - © 107 472
G-143981 ‘August 15, 1973 ~ . Guillermo Ruiz, et uk ' - E:'Si°Greas ' = . S A S (L 822
A1l book and page recording data on this Exhibit An réfﬂ_!“ :ﬁo'Miséellan.ec‘)u'é Re'cqrds:l of Eddy Cqux:t.,;,‘ New Mexico. . : B o )
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