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OPERATING AGREEMENT
MALLON OIL COMPANY

THIS AGREEMENT, catered into by and between
hereinalter dosignated snd

referred to as **Operator””, and the signatory parly or parties other than Operator, sometimes herelnalter relerred to individuslly herein
s “"Non-Operator’’, and collectively as **Non-Operators™,

WITNESSETH:

WHEREAS, the pariies to this agreemenl are owners of oil and gas leases andlor oil and gas interests in the lond ideatified In
Ezhibit **A**, and the partics hereto have reached an agreement to explore and develop these leases andlor oil and 8as interests for the
production of ofl and gas o the extent and as hercinalter provided,

NOW, THEREFORE, it is sgrecd as follows:

ARTICLE 1.
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings here ascribed (o them:

A. The term “'oil snd gas** shall meon oil, gns, casinghend gas, gas cond » andd oll other lquid of gaseous hydrocarbons
and other marketable substances produccd therewith, unless en intent to limit the inclusiveness of this term is specifically staiesd.

B. The terms "‘oil and gas lease’’, "lease’ and “leaschold” shall mean the ol and gas leases covering tracts of land
lying within the Contract Area which are owned by the parties 1o this agreement.

C The torm “'oil and gas intcrests™ shall mesn unlcased fee and mineral inferests In wsets of land lying within the
Contract Ares which are owned by partics to this agreement.

D. The term “‘Contract Arca'’ shall mean all of the lands, ofl and gas keaschold interests and oil and gas interests intended to be
developed and operatad for oil and gas purposes under thix agreemoent, Such lands, oil and gas Imeholdiuﬂulundoilmd;ulmm
are described in Exhibit A",

E. The term “‘drilling wnit'* shall mean the area fixed for the drilling of one well by order or rule of any sate or
federal body having authority. If a drilling wnit is not fised by any such rule or order, 8 deilling unit shall be the drilfing unit as establish-
od by the patiern of drilling in the Contract Arca or as fixed by cxpress agreement of the Drilling Parties.

F. The term *'drillsite’" shall mcan the oil and gas bease or interest on which 1 proposed well is to be Jocated.

G. The terms **Drilling Party ™" and **Consenting Party"* shall mean a party who Bgrecs Lo join in and pay its share of the cost of
sny operation conducted under the provisians of this agrecment.

H. The terms “‘Non-Drilling Party’* and “‘Non-Consenting Party™ shall mean a mrty who clecis not to participate

in 8 proposed operation.

Unless the context otherwise clearly indicates, words used in the singubar include the plural, the plural inclodes the
singular, and the neuter gender includes the masculine end the feminine,

ARTICLE 11
EXHIBITS

The bollowing exhibits, as indicated below and anached hereto, are incorparated in and made 2 part hercol:
B A. Exhibit ""A™, shall include the following information:
(1) Mentification of lands subject 10 this agreoment,
() Restelctions, if sny, ss to depths, formations, or subsiances,
(3) Pezcentages or [rsctional interests of partics to this sgreement,
(4) Oil snd gas leases andlor oil and gas interests subject 1o this agreement,
(3) Addresses of parties for notice purposes.

O C. Exhiblt "*C", Accounting Procedure.
O D. Eshibit D", Insurance.
O E Eshibit “BE", Gas Balancing Agreement.

B R OO B O N DO 00O OGN0 ;

Il sny provision of any exhibit, except Exhibitg "E™ SIDOO is Inconsistent with any provision coMained in.,
of this agreement, the provisions in the baxly of this sgreement shall prevail,
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ARTICLE IIL
INTERESTS OF PARTIES

A. Oil snd Gas Interests:

I any party owns an oil and gas interest in the Contract Arca, that interest shall be treated Jor all purpases of this agreement
and during the term hereol as if it were covered by the form of oil and gas fease attached hereto as Exhibit *B*", snd the owner thereol
shall be deemed to awn botl the royalty interest reserved in such lesse and the interext of the lessee thereunder.

B. Iaterests of Partles in Costs and Production:

Unless changed by other provisions, all costs and kabilities incurred in operations under this agreement shall be borne and
paid, and all equipment and meterisls scquired in operations on the Coniract Ates shall be owncd, by the parties s their interests are sel
forth in Exhibit ‘*A™". In the same manncr, the partics shall also own all production of oil and gas from the Contract Area subject to the
payment of royalties 1o the extent of one-eighth which shall be borne as hereinalter set lorth,

Regardless of which party has contributed the leasefs) andior off and gas intercsifs) hereto un which royally s due and
paysble, esch perty entitled to receive a share of production of oil and gas from the Contract Arca shall bear snd shall pay or deliver, o
cause to be paid or delivercd, to the extent of its interest in such production, the roysky amawnt stipulated hereinabove and shall hold the
other partles free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any other party’s lessar or royalty owner, and if any such other party’s lessor of royaly owner should demand and
reccive settlement on a higher price basis, the party contributing \bie affected lease shall bear the additional rayahty burden aitributable 1o
such higher price.

Nothing contained in this Article L1, shall he deemed an assignmenl or cross assig of interests covered herchy,
C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, il the interest of any party in any lease covered hereby is suhjeet to any royally,
overriding royalty, production payment ar niher burden on production in excess ol the amount stipatated in Articke LI, such panty
burdened shall assume and alonc bear all such cxcess obligations and shal) indemnily and hold the other partics hereto harmiless from any
snd all claims snd demands for payment assericd by owners of sach exceas Inirden,

D. Subsequently Created Interests:

If any party should hereafter create an overriding royally, production [myment or other hurden payable out of production
attributable to ity working inerest hereunder, or if such a burden existed prior to this aprecment and b not set forth in Exhiliy A or
was not disclosed in writing Lo all other mmrtics prior to the cxccution of this agreement by all pastics, of i not a jointly ecknowiedped and
accepied obligation of all parties (any such intesest Icing hercinalier referred to as **subsequently created inferest™ irrespective of the
timing of its creation and the party out of whaose working interest the salnespently created interest is derived being hercinalter roferred
to as “‘burdened party’’), and:

1. It the burdened party is requirced under this agreoment 1o assign or relinguish to any otlicr party, or partics, all or 2 portion
of its working interest andlor the production aliributalle hereto, said other party, or parties, shall reccive said assignment andlor
production free and clear of sai] subsequienily created interest and the burdened party shall indomnily and save said other party,
or parties, harmless from any and all chaims and demsnds lor payment asserted by owners of the subscquently created fnterest;
and,

2. Ii the busdened party lails to pay, when duc, its share of expenses chargeable hereunder, all grovisinns of Article VILD. shall be
enlorceable against the subsequently created interest in the same manner ax they are enforceable against the working interest of
the burdened party,

ARTICLE 1V.
TITLES

A. Title Examination:

Title examination sholl be made on the drilksite of any proposed well privr to commencement of drilling q:-mmfu o, il
the Drilling Parties 5o requen, title cxaminstion shall be made on the leases andior ofl and gas imtereats inchuded, or planised 10 be
ed, In the drilling unit around such well. The opinion will include the owncrship of the working interest, minerals, foyalty, ¢
royalty and production payments under the applicable beases. At the time & well i propased, cach party contributing leases
gas interests to the drillsite, or to be included in such drifling unit, shall furnish 1o Operator all abstracts (incheding federal
reports), Litle opinions, title papers and curative material in its possexsion lree of charge. All such information not in the
made available to Opevator by the panties, but necessary for the cxamination of the title, shall be olbtained by Operator,

cause tile 1o be examined by attorneys on its stalf or hy outside attorneys. Copies of all title opinions shall be furnished (6
hereto. The cost incurred by Operator in this title program shall be borne as follows: (!\
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ARTICLE IV
continued

W Option No. 2 Cosis incurred by Operator in procuring abstracts and loes paid outside atturneys for tithe cxamination
(including preliminary, supplemental, shut-in gos royalty opinions and division arder title opinions) shall be borne by the Drilling Partics
in the proportion that the interest of exch Drilling Party bears to the total interest of all Drilling Parties as such inerests appear in Ex-
hibit ""A"". Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of tie above

lunctions.

! 1

ts or tequired in connection

Each party shall be responsible fur securing curative malter and pooling B
with leases or ofl and gas interests conuributed by such party. Operstor shall be resy ible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings Uefore povernmental agencics for the sccuring of spacing of pooling orders.
This shall not prevent any party lrom appearing on its own behall al any such hearing.

No well shal be drillcd on the Contract Arca until after (1) the title to the Jeillsite or driling unit has been examined as ahure
provided, and (2) the title has been approved by the examining attorney or 1itle has heen accented by all of the partics whe arc to par-
ticipate in the Jrilling of the well.

B. Loss of Title:

e i Foilure-ot Fitter Bhavkiany-vikand-prriterer-ariemserer-interesttheremrbelos-thronghfritereoi-titiewirich-foerresster
reduction of interest from that shown on Exhibit A", the party contributing the sffected leme or Interest shall have ninety
{rom fiial determinatinn of lite feilure 1o ncquire a new Jense or other instrument curing the entirety of the title failure,
tion will not be subject 1o Article VIILT., and lailing to do so, this sgreement, nevertheless, shall continue in lorce
snd gas leases and interests: and,

{a) The party whose oil and gas leusc or interest is allecied by the lite fsilure shafl bear alvae thefntire loss and it shall not be
entitled to recover [rom Ofxerator of the othier partics any develapment or operating cwts which it pefy have tierciofore paid or lncuered,
but there shall be pu additions! liability on its part to the other partics hereto by reason phfach title fuilure;

{b) There shall be no retroactive sijustment of eapenses incurred ar revenues fugpidind {rom the operation of the interest which lias
been lost, but the interests of the partics shall be revised on an acreage basis, as time i is detersuined finally that title lailure lrs oc-
curred, so that the interest of the parly whise lease of interest is affected by the litle lailure will therealter be eedueed in the Contract
Area by the amount of the interest Jost;

{¢) If the proportionaic interest of the othier parties b in any producing well theretolose drilled on the Contract Ares is
increased by reason of the title hilure, the party whosc 1 failed shall receive the procecds atirihuirble 10 the inereese in such in-
terost (less costs and burdens attribwtable thereto) it s heen reimbursed for unrecovered costs paid Dy it in connection with sach

thix agreciment, who is determingd to be the vwner of any interest in the Wile which has
The cost of operation, develor . or enuiq sch sinount shall he paid to the party or partics
refunded;

rge shall be made (o the joint account kor legal expenses, lees or salarics, in connection with the delense of the interest
any party hereto, it being the intention of the partics hereto that cach shall defend title to lis interest and bear all expenses in

2. Loss by Non-layment or Er Pay ol A t Due: I, through mistake or oversight, any rental, shutin well
payment, minimum royalty or royelly payment, is not pald or is erroncously paid, and ex & result a lease or interest therein terminates,
there shall bc no monciary lisbility against the parly who kiled 1o make such payment. i
payroent secures a new lease covering (he sanc interest withia ninety (90) days from the discovery of the lathire to make
which scquisition will ot be subject 1o Article VIILD., the interests of the parties shal be revised on an screnge bag
date of termination of the lease involved, and the parly who failed 10 make fraper payment will no longer ited with an imlcrest in
the Contract Area on nccount of ownership of the lease or interest which lias (erminated. In the the party who filed to make the
required payment shall not have been fully reimburscd, at the time of the loss, [rom the of the sale of oil and gas atiributabile to
the Jost interest, calculated oo an screage basis, for the developanent and operati s theretalare paid on account of such interest, it
shall be reimbursed for unrecovered actual casts theretolore aid by it or its share of the cost of any dry hole previously drilied
€ necessary Lo cllect reimbwirsement:
ofore accrurd to the crodit of the lost interest, on an acreage basis,

{s) Proceeds of oil and gas, less operating expen:
up to the amount of unrecovered costs;
(®) Proceeds, less operating expenseer ter accrued attributable to the lowt interest on an acreape basis, of that postion ol
oil and gas thetealter produced farketed (exchuling production from any wells thereafter drified) whtich, in the sbsence of such kease
terminstion, would be Utable to the fost interest on an screage basis, up (o the smount of wnrecovered couts, the proceeds of said
portion of the gas 1o be contributed by the other partices in proportion to their rexprotive interests; and, I
y monies, up lo ll‘\e amount of unrecovered coats, llu: may be paid by any party who is, or hecomes, the owner of ﬁﬁ'inmm

- -wpmetpbthisogecement. )
J
}l.‘
(TR IR o odear
manio

3. Other Lasses: All losses incurred, -eiheithanmihasesoi [P VT ORI N LT - 1 1 wrve, shall be it Sosses
and shall be borne by all parties in proportion to their interests. There shall be no readjusiment of Interests in the remaining !
the Contract Area. ]
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

(-1

MALLON OIL OOMPANY shall be the
Operator of the Contract Ares, and shall conduct and dicect and bave full control of all operations on the Contract Area ns permitted and
required by, sod within the limits of this sgreement. [t shall conduct all such opcrations in & good aird workmanlike manner, but it shall
have no lisbility as Operatar 1o the other parties lor losses sustsined or lialifitics incurred, except such a8 may result from gross
negligence or willful misconduct,

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

1. Raignation or Removal of Operator; Operator niay resign at any time hy giving wrillen notice thereo! to Non-Operators,
U Operator tesminates its kegal existence, no longer owns an interest hereunder in the Contract Ares, of is no longer capable of serving es
Operator, Operalos shall be o d to have resigned without any action by Nen-Operaters, except the selection uf 8 suceessor, Operator
may be removed il i fails or refuses 1o carry ot its dulics hereunder, o becomes insolvent, hankrupt of is placed in receivership, by the
allirmative voie of two (2) or more Non-Opcralors owning a majority interest based on ownership a3 shuwn on Exhibit " A" remaining
alter excluding the voting interest of Operator. Such resignalion or removal shall not boenme elfective until 7:00 o'clock AM. on the
first day of the calendar month following the cxpiration of ninety (90) days alter the giving of notice of resignation by Operator or sction
by the Non-Operators to remove Operatar, nnless a sccessor Operator has been sclrcied and assumes the duties of Operator at an carlier
date. Operstor, alter elfcctive date of resignation or removal, shall be bound by the terms hereol s a Noa Operator. A change of a cor-
parate name or siruciure of Operator or (ransler of Operalor s interest to any single aubsidiary, parent or successor corporation shall nol
be the basis for removal of Operator,

2. Sclection of S Oy : Upan the resignation or remeval ol Operator, 8 successor Operator shall be selected by
the partics. The successor Operator sholl be sclecied from the partics owning un intcrest in the Contract Area al the time such ssccessor
Operator is selected. The successor Operator shall he sclected by the affirmative vate of two (2) or more parties owning a maljority interest
based an ownership as shown on Exhibii "*A""; provided, however, if an Opesstor which has been removed lails to vote or voics only lo
succced itself, the successor Operator shall he sclected by the alfirmative vate of two (2) or more 'parli:s owning a majority interest based
on ownership as shown on Exhibit "*A"" remaining slier excluding the voting intercst of the Operator that was removed.

C. Employees:

The number of employees used hy Operator in conducting operations hereunder, their sclection, and the hours of babor and the
compensation for services performed shall be determined by Operator, snd all such employces slmll be the employees of Operstor.

D. Drilling Coutracts:

All wells dlrilledd on the Conteact Area shall be drilled on a competilive contract basis st the ussal sales prevailing in the area. I it so
desires, Operator may employ its own tools and equipment in the deilling of wells, but its charges therefor shall not exceed the peevailing
rates in the area and the rate of such cliarges shall be agreed upon by the partics in writing before drilling operations are commeneed, and
such work shall be performed by Operator under the same terms and couditions as are custormary and usual in the area in contracts of ja-
dependent contractors who are doing work of & simifar natwre.

ARTICLE VI.
DRILLING AND DEVELOI'MENT

A, Initial Well:

Onorbeforethe_LStDdnyol_August 19 96 « Operatar shall commence the drilfing of & well foc

oil and gas st the lollowing location:
West Half of Section 10 - T255 - R26E, Eddy County, New Mexico

and shall therealter coatinue the drilling of tie well with due diligence to
11,900 feet or to a depth sufficient to test the Morrow Formation,
vhichever is the lesser depth,

..

r
unless granite or ether practically impenetrable sulstance of condition in the hale, which renders further drifling impr
countered ot o kesser depth, or unless all pariics sgree to complete or abandon the well a1 a lesser depth. 3Rt

o i ‘._{\
Py

Operator shall make reasonable tests of all formations encountered during drilfing which give indication ;'
g in quantities sufficient to test, unless this agreement shall be limited in its rpplication to a specilic formation or

event Operator shall be required to test anly the formation or formations ta which this agreement may pply.
FR s i

b
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ARTICLIE VI
continued

Il, in Opetator’s judgment, the well will not produce oil or gas in paying quantitics, and it wishes 1o plug snd abandon the
well as a dry hole, the provisions of Article VLE.1. shall thercalter apply.

B. Subsequent Operations:

k ations: Should any party hetcta desire to drill any well on the Contract Arca other than the well provided
for in Articke VLA, or 1o rework, decpen or plug back a dry hale drilled at Use joint capense of all partics or s well jolntly owned by off
the patties and not then producing in paying quantitics, the party desiring to drill, rework, deepen or plug back such e well shall give the
other partics written notice of the propasal aperation, specilying the work to be perlorined, the Iocation, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving sich o nutice shall have thirty (30) dnys after receipt of the notice
within which to notify the party wishing 1o do thie work whether ilicy clect to participetc in the cost of the proposed operation, If s drill-
ing rig Is on location, notice of a proposal to rework, plug hack of Jrill decper may be given by telephone and the response period shall be
limited to farty-cight (4B) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party recciving such notice to reply within
the period sbove fixed shall constitute an clection by that party not to participate in the cost of the proposed operation. Any notice or

respoase given by telephone shall be peownpily cnnliemed in writing.

1 il parties chect to participate in such 3 proposed operation, Operator shall, within nincty (90) days slter expiration of the notice
petiod of thirty (30) days (or as prompily as possible alter the expiration of the forly cight (48) hour period when a drilling cig I3 on loca-
lion, as the case may be), sctually commence the proposed operation and complete it with duc diligence at the rish and expense of ol par-
ties hereto; provided, however, said commencement date may be extended upon writien notice of same by Operatos 10 the other parties,
for o period of up to thirty (30) sdditional days il, in the sole opinion of Oprrstor, sich additional time is Iy necessary to olitsin
permils from governmental suthorities, surface rights (including rights-ol-way) o appropriate drilling equipment, or (o complete title ex-
amination of curative malier required for title appraval or acceptance. Notwithstanding the luree majeure provisions of Article X1, if the
actual operation hss not been commanced within tie lime provided (including any extension thereol 23 specilically permitted herein) and
il any pasty horeto still desires 1o conduct xid operation, writien nolice proposing same must be resubmitied to the other parties in sccor-
dance with the provisions hereof as il no prior proposal had been made.

2. Operations by Less than Al Parties: If any pariy receiving such notice as provided in Anicle VLB.). or VILD.I. (Option
No. 2) elects not to participate In the proposed operation, then, in order tv be entitled to the bencefits of this Article, the party or parties
giving the notice and such other partics as shall elect (0 pasticipate in the operation shall, within ninety (90) days sfter the expiration of
the notice period of thirty (30) days (or as prompily as passible sfier the expiration of the forty-cight (48) hour period when s drilling rig ks
on location, s the case may be) actually nce the proposed tion and compleie it with due diligence. Operator shall perform all
work for !lu.- acmunt of the cmsmlm; Partics; provided, lmmc:, il no drilling rig of otler cquipment is on location, and if Operater Is
2 Non-C g Party, the G # Partics shall cither: (3) request Operatar to pesform the work required by such proposcd epera-
tion for the account of the Consenting Partics, or (b) designate one (1) of the Consenting T'artics as Operator 1o perform such work. Con-
senting Parties, when conducting operations on the Cratract Area pursuant o this Asticke V1.0.2., shall comply with all terms and con-

ditions of this sgreement.

I less than all partics approve any propased operation, the proposing party, immediately alter the expiration of the applicsble
notice period, shall advise the Consenting Parties of the total interest of the partics approving mdl operation and its recommendation as
10 whether the Consenting Parties should proceed with the operation s propased, Fach C 8 Party, within Jorty-eight (48) hours
(exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall mlvise tlie proposing party ul its desire to [u) imk pat-
ticipation to such party's Interest as shown on Iixhibit **A ™" or (b) carry its proportionate part of Non-C 8 Parties' | , and
fsilure to advise the proposing pariy shall be deemed an clection under (a). In the event 2 drilling rig is an hcal'wn. the time pmnimd Tor
such a response shail not cxceed o tntal of forty-cight (48) howrs {inclusive of Saturday, Sunday and legal holidays). The propesing party,
ot its election, may withdraw such propusal i there is insulficient participation and shall promptly notify all parties of such deeision.

The entire cost and risk of conducting such opmi'ums shall be bome hy the Consentinig Parties in the proportions they have
elected 1o bear same under the terms of the f g poragraph, G g Partics shall keep the leaschold estates involved in such
operations [ree and clear of all liens and encumbrances of every kind created Ivy or arising {rom the operations of the Cmmﬁ Parties.
It such an operation results in a dry hole, the Consenting Partics shall plug and abandon the well and restore the surface location 1.1 their
sole cost, risk snd expense. H any well drilled, reworked, deepened or plugged hack under the provisions of this Article resul| h B pro-
ducer of oll andor gas in paying quantitics, the Consenting Partics shall complete and equip the well 10 produce st Lheir sole
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ARTICLEVI
continuwl

and the well shiall then be turned over Lo Operator and shall be operated by it at the expense and for the acconat of the Consenting Par-
ties. Upon commencenment of operations for the drilling, reworking, decpening or plugging back of any such well by Consenting Parlies
in accordance with the provisions of this Article, cach Non-Consenting Party shall be deennsl 1o have relinguished to Consenting Parties,
snd the Consenting Partics shall awn amd be entitled (o reccive, in proportion to theit resportive interesis, all of such Nou-Conseuting
Paty’s interest in the well snd share of production therefram until the procecds of the sale of sweh share, caleulsted ot the well, or
market value thereod if such share is nat sold, (alier deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article 111D, payable out of or measured by the prochiction from such well sccruing with respect to such interest
until it reverts) shall equal the 1otal of the following:

{a) m‘d esch such Non-Cansenting Party’s share of the cost of sny newly aoquired surlace equipmient heyond the welthead
connections (including, but not limited 1o, stock tanks, scparators, treaters, pumping copiipment and piping), plus 100% of each such
Non-Conscnting Party’s sharc ol the cist of operation of (he well commencing with liew prodawction and continuing until each such Non-
Consenting Party's relisquished interest shall reverl ta it under other provisions of this Article, &t being agreed that each Non.
Consenting Party's share of such costs and eyipment will be that interest which weuld have been chargeable 1o such Non-Consenting
Party had # participated in the well from the bepining of the operations; and

() —400 % of that partion of the vosis and expenses of drilling, reworking, doepening, phigging Ik, 1esting and completing,
alter dedueting sny caxh contributinns received inder Article VIILC, and __A0{1% of that portion of ihie cost of newly acquired equip-
ment in the wefl (to and inchuling the wellhesd connrctions), which wonld have been chaegeable to such Non Consenting Party il it had

participated therein,

An election not 1o participale in the drilling ar the deepening of a well shall be deemed an election nat 1o participote in any re-
working or plugging back operation propascd in such u well, ar partion thereol, 1o which (e initial Non-Cansent cleetion applicd that Is
conducted at any lime prior (o [ull recovery by the Consenting Partics of the Non-Cansenting Party s recoupment sccount. Any such
reworking or plugging back uperation conducted during the recoupnient period shall by deemed part of the cost of operation of said well
and there shall be added 10 the sums to he recouped by the Consenting Partics one hundred peecent (100%) of that portion of the costs of
the reworking or plupging back operation which woull have been charpeabile to such Non-Consenting Party had it participated theeein. 1f
such a reworking or plugging back operativn is proposed during such recoupmient perial, the provisivas of this Articke VLI, shall be ap
plicable as between said Consenting Partivs in said well.

During the perind of time Conwnting Partics are entitled to receive Non Conscenting Party's share of production, of the
proceeds therefrom, Consenting Parties shall e responsible for the payment of all production, severance, excise, pathering and other
tazes, and sll royalty, overridhing rayalty and il burdens applicabie to Nuin Consenting Party ‘s share of procuction not excepied by Ar-
ticke HLD.

In the crse of sny reworking, phogeing back or deeper drilling upcration, the Consenting Pastis shall be rermittal 1o use, free
of cost, all casing, tubing and other eywipment in the well, but the owncrship of all such enuipment shall remain unchanged; and upon
abandonment of & well sfter such rewnrking, phiging hack or deeper drilling, the Consenting Partics shall account for oll such equip:
ment lo the owners thereal, with cach party receiving its proportionate part in kind o in valoc, ks eust of sakvape.

Wilhin sixty (60) days alter the completion of any operation under 1his Artick, the party condlucting the opersiions for the
Consenting Partics shall furnish each Non-Consenting Party with an inventory of the eyuipinent in aml connecied to the well, and an
itemized statement of the cost of drilling, deeprming, plugging hack, testing. completing, and equipping the well for production; of, at its
option, the operating party, in licw of an itcmized sinicaient of such cous of operation, may submit a deisiled statement of monthly bill-
ings. Each monih therealter, during the time the Consenting Partics arc heing reimbursed as provisded abaye, the party conduciing the

. for the C ing Partics shall lurnish the Non-Consenting Parties with an itemined siatement of all costs and Esbilliics in-
cwried in the operation of the well, together with a statement of the quantity of ol and s produced from it and the smount of
realized from the sale of the well's working interest production during the preceding month, In detcrmining the quaniity of all and gas
produced during any menth, Consenting Parties shall use industry accepted methads such as, but not limited ro, metering o.r‘ periodic
well tesis. Any smount reslized from the sale or uther disposition ol equipment newly acquired in connection with any such brerats
which would have been owned by a Non-Consenting P'arty had it participated therein shall be credited against the 1otal unretplhed cosus
of the work done and of ilie cquipment urchased in determining when the interest of such Non-Consenting Party shall r ! jto it as
above provided; and il there is a credit Inlance, it shall he paid to such Non-Consenting Party, T[ll
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ARTICLE Vi
continued

11 and when the Consenting Parlics recaver from a Non-Cs ing Party’s relinguished interest the amounts provided lor above,
the relinquished interests of such Non-Consenting Party shall autonwatically eevert to it, and, Irom and alier such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and equipmient in or pertaining thereto, and the production
therelrom as such Non-Cansenting Party woukd hsve been entited (o had it participated in the drilling, reworking, deepening or plugging
back of said well. Therealfter, such Non-Conscating Party shafl be cliarged with aud shall pay its propoetionate part of the nether costs of
the operation of said well in accordance with the terms of this agreement and the Acommting Procedure sttached hereto,

Notwithsianding the provisions of this Articke VIL.D.2,, &t is agreed 1hat withowt the mutual consent of all panties, no wells shall
he completed in or produced from a source of supply from which a well Incaled elsewhere va the Contract Aren is producing, unless such
well conforms to the then-xisting well spacing pattern for such source of supply.

The provisions of this Article shall have nu application whmtsocver 1o the drilling ol the initial well described in Article VLA,
except (2) a3 1o Article VILD.I. (Option No. 2), il selected, of (b) st 1o the reworking, deepening smd plupging hack of such nitial well
siter it has been drilled to the depth specified in Article VLA, if it shall thereafter prove to he a dry liole or, it initéally completed for pro-
duction, ceases to produce in paying quantiics.

3, Suml‘B: Time: When 3 well which has been drilled or deepened has reacliod its amthorized depth and sl tests have been
compieted, and the results thereof furnished to the parties, stand-by costs incurred perBing tesponse to o party’s notlce propesing a
reworking, deepening, phigging back or cwmpleting operation in such a well shall he charged and borne as jan of the drilling of doepen-
ing operation Just completed. Stand-by costs subnoquent to all parties rexpanding, or cxpiration of the rexponse lime permitted, whichever
lirst occurs, and prior to agreement as to the participating interests of all Consenting Partics pursusnt 1o the terms of the second gram-
matical parsgraph of Article V1.B.2, shall be charged to and borne as part of the propasced aperatian, but if the proposal ks subsequently
withdrawn because of insulficient participation, such stand-by costs shall be allocated hetween the Consenting Parties in the propostion
each Consenting Party's interest as shown on Exhihit **A"" bears 1o the total interest as shawn on Exhibit **A** of all Consenting Par-

4. Sidetracking: Except as hereinalier provide, those provisions of this agreement applicable 4o a *‘deepening™ operation shall
aiso be applicable to sny propossl to dircciionally controf and intentionally Jevisic a well from vertical 5o as to change the botiom hole
location {herein called ““sidetracking™"), unless done to siraighten the bole or ta Jrill around junk in the hole or because of oiher
mechanical difficulties. Any party having the right to participate in  proposed sidetracking operation that does not own an inierest in the
alfected well bore at the time of the notice shall, upon elccting Lo participate, tender 10 the well bure awners ils proportionate share (equal
to its interest in the sidetracking operation) ol the vahie of that portion of the cxisting well bore to be utilized as follows:

{a) Ul the proposal is kor sidetracking an cxisting dry hole, reimbucsement ahall be on the basis of the actual costs incurred in
the initial drilling of the well down to the depth at which the sidetracking operation i initiated,

(b) Il the proposal is lor sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's
Ivablk ials and equif thown 1o the depth at which the sidetracking operation is initisted, determined in sccordance with the
pravisions of Bxhibit *'C"", less the estimated cost of salvaging and the cxtimalcd cost of plupging sid abendoning.

In the event that notice for 2 sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited 1o foriy-cight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (8} sdditional days alter expiration of the forty-eight (48) hours within which to respond by paying for sl stand-by time
incurred during such extended response petiod. [f more than one party elects to lake such additions! time to respond to the notice, stand-
by casts shall be sltocated between the parties taking ackditional time to respond on a day-to-day basis In the proportion each electing par-
ty's interest as shown on Exhibit *'A"" bears to the total interest as shawn on Exhihit **A ™ of all the clocting parties. In 1ﬂo|her in-
stances the response period to & proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Bach party shall take in kind or scparately dispose of its proportianate sharc of all oil and gas produced Ironi, et
exclusive of production which may be used in development and producing operations and in preparing and |re‘|$.'am"
marketing purpescs snd production unavoidably lost. Any extra expenditure incurred in the taking in kind or i hy sny
party of its proportionate share of the production shall be borne by such party. Any party taking its share uf(rndiljlﬁ‘ shall be
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ARTICLE VI
continued

reruired to pay lor only its proportionate share of such part of Operator’s surface lacilities which it uses.

Esch party shall exccute such division osders sad conteacts as may ke necossary for the sale of its interest in production from
the Contract Arca, and, cxcejnt as providal in Article VILRL, shall be entitled to receive payment directly from the purchaser thereol lor

its share of sll production.

In the event any party shall Lail to make the arrangements necessary to take in kind or scparatcly dispose of its proportionate share of
the oil predduced from the Contract Arca, Operator sliall have the right, subjoct to the revacatiun at will by the pacty owming it, but not
the obligation, to purchase such oil or sell it to others a1 any time and [rom tinie to time, fr the sccount of the non-taking party at the
best price obtainshlc in the area for such peodhction. Any such purchase or sale hy Operator shall be subject always to the right of the
owner of the production 1o exercise al any time its right 1o take in kind, or separately dispose of, it share of all oll not previously
delivered 10 o purchaser. Any purchase ur sale by Operator of any other pariy's slere ol il shiall be only fue such reasonable perlods of
time as sre consistent with the minimum necds of e mdustry under the particular circumsiances, but in no event for a period in excess

of one (1) year.

In the event one or more partics’ scparate disposition of its share of the gas causes sphit-stream deliverics to separate pipclines andior
deliveries which on a day-lo-day basis fur any reason are not exactly cqual to a party's respective proportionate share of total gas sales 1o
be allocated to it, the balancing of accounting between the respective sccounts of the partics shall be in accordance with any gas balancing
agreement between the parties hereto, whether such an apreement is attached as Exhibit “*E’", or is a scparate agreememt.

D. Access to Contract Ares and Information:

Each party shall have access 1o the Conteact Arca at all reasomable times, 81 its sole cost and risk to inspeet of obscrve operations,
and shall lave access at bie times to ink ion pertaining to the deveopinet or operathm thereol, inclhuding Operator®s bonks
snd records relating thercto. Operator, upan request, shall furnish each of the other partics with copies of 2ll forms or reports filed with
governmental sgencles, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of
esch month, and shall make available sanples of any cores or cuttings taken from any well drilled on the Contract Arca. The cost of
gathcring snd lurnishing information s Non Operaior, other than that specilied abure, shall be charged 1o the Non-Operator thai re-
quests the information.

E. Absndonment of Wells:

1. Abandonment of Dry Holes: Except for sny well drilled or deepened pursnant 1o Arlicle VILD.Z, any well which has been
drilled or decpened under the terms of this ogr and is praposed to be completed ax s dry hole shall not be plugged and sbandoned
without the consent of all parties. Should Operalor, after diligent elfort, be unable to contact any party, of should any party fail 1o reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) slier receipt of notice of the proposal to phug end shendon
such well, such party shall be deemed to have J 1o the proposed abandonment. Al such wells shall be plugged and sbandoned In
sceordance with spplicable regulations and at the cost, risk snd expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well end conduct furiber
operations In search of oil andlor gas subject to the provisions of Arlicle VLD,

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operstion has been conducied
hereunder for which the Consenting Partics have not been fully reimbursed as herrin provided, any well which has been completed as 5
producer shall not be plupged snd sbandaned withoot the of all partics. Il all partics consent 1o such sbandonment, the well shall
be plugged and sbandoned in accordance with applicable regulations and at the com, risk and expense of all the parties hereto. U, within
thirty (30) days sfter receipt of notice of the proposcd sbandonment of say well, all partics do not agree to the shandonment of such well,
those wishing to continue its operation from the interval{s) ol the formation{s) then apen to production shall tender 1o exch of the other
pacties ils proportionate share of the value of the well's satvable material and equipment, deteremined in accordance with the provisions ol
Exhibit **C"", less the estimated cost of salvaging and the estimated cost of plupging and abandoning. Esch abandoning perty shall assign
the non-sbandoning parties, without warranty, express or implied, a3 to title or = to quantity, br fitness lor use of the equipment and
material, all of its interest in the well and related equipment, topether with its interest in the lenschald cutate a3 to, but only as 10, the ja-
terval or intervals of the formation or formations then open Lo production, If the interest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver 1o the non-abandoning party or parties an oil and gas lease, Emited 1o the interval or in-
tervals of the formation or formations then open fo production, for 2 term of one (1) year and so long thereafter 2s oil andfor gas Is pro-
duced from the Interval or intervals of the nrmation or formations covered thereliy, MidtEOUIRODOLOEODOEEREEH G
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ARTICLE VI
continued

%8". The assignments or lcases so limited shiall encompass the **drilling unit”* upon which the well is located. The payments by, and the
assignments or |cases lo, the assignees shall be in a ratio based upen the relationship of their respeciive percentage of participation in the
Contrsct Aren la the aggregate of the prrcentages of participation in the Contract Area of all nssignees. There shall be no readjustment of
interests in the renmining partion of the Comirect Arca.

Therealier, abandoning partics shall have no lurther responsibiity, lability, or ierest i the operation of or production (rom
the well in the interval or intervals then apen ather than the royaliies retained in any lease made under the terms of this Article. Upon re-
quest, Operator shall continue to operate the asigned well for the account of the non-sbandoning parties at the rates and charges con-

plated by this agr plus any additional cost and charges which may srise s the resull of the separate ownership of the asigned
well. Upon proposed sbandonment of the producing interval(s) assigned or leascd, the assignor or lexsor shall then have the optioa to
repurchase its prior interest in the well (using e samie valuation forula) and participate in further aperations therein subject to (e peo-

visions hereof.

3. Abandonment of Non-Cousent Operntions: The provisions of Asticle VLE.). or VLE.2. sbove shiall be applicable as between
Consenting Partics n he event of the propased alxidonment of any well cxcepied from sid Articles; provided, however, no seel sl be
permanently plugged and slandoned wnless and umi all partics having the right 1o conduct lurther operations therein have been notified
of the proposed sbandonment and alforded the opgrrtunity to elect Lo take over the well in accordance with the provisions of this Article

VILE

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Lisbility of Parties:

The lisbility of the partics shall be several, not joint or collective. Esch party shall be cesponsible only for its obligations, and
shall be lishle only for #ts proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
among the parties in Artick VILD. are given (o sccurc only the debts of cach severally. It is not the iniention of the pasties to create, nor
shall this agreement be construed as creating, a mining or otlier partnership or association, or 1o render the paries lisble as partners.

B. Liens and Payment Delaults:

Each Non-Operator grants lo Operator a lien upon iis oil and gas rights in the Contract Arca, and a security interest in its share
of oil sndior ges when cxiracted and its interest in all cyuipment, Lo secure peyment of its share of expense, together with Interest thercon
3t the rate provided in Eshibit *'C*". Tn the extent that Operator hes a sceurity interest uider the Unilorm Commercial Code of the
siate, Operator shall be entitled to excrcise the rights and remedies of a sccured party under the Code. The bringing of & suil and the ob-
taining of judgment by Operator fos the secured indebtedness shall not be d | an election of remedics or otherwise alfect the lien
rights oF securily intercst as securily for the payment thereof. In sddition, upon Jefaull by sny Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice (o other rights or remedies, 1o collect from the purchaser the proceeds from
the sale of such Non"Opcrator's sharc of ofl and/or gas unlil the smoumt owed by sich Non-Operator, plus interest, has been pad, Each
purchascr shall be entitled to rely upon Operator's written stalement concerning the amount of any default. Operator grants a Jike lien
and security interest (o the Non-Operators Lo scenre payment of Operator’s proportionate share of

It any party fails or is unable to pay its share ol capense within sixty (0f)) days alter rendition of » statement therelor by
Operator, the non-delaukting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears 1o ihe interest of all such parties. Each party so paying its share of the unpaid amount shall, 10 obtain
reimbursement thercol, be subrogated to the sccutity rights described in the forcpoing patagraph,

C. Payments and Accounting:

Iixcept s hierein othctwise specifically provided, Operator shall prompily pay and discharge expenses incurred in the development
and gperation of the Contract Area pursitant to this agreement and shall charge cach of the parties hereto with their respeelive propor:
tionate shaces upon the expense basis pravided in Exhibit *‘C'*. Operator shall keep an accurate recobd of the foint sccount hereunder,
showing expenses incurred and charges and credits made and received.

Operator, at its cloction, shall have the right from time to time to demand and receive (rom the other partice payment in sdvance
ol their respective shares of the estimated nniount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by sulvmission to ench such party of an itemired of such estimated expense, logether
with an invoice for its share thereol. Each such siatenent snd invoice Jor the payment in advance of estimnted cxpense shall be submitted
on or before the 20th day of the neat preceding month, Each party shall pay to Operalor its propostionate share of such esti
fifteen (15) days after such cstimate anid invoice is reccived. If any party fails to pay its share of said estinmle within ssid time, (i} amount
due shall bear interest as provided in Exhihit *'C"* until paid. Proper adjustment shall be made monthly between advances = i
pense to the end that cach party shall bear and pay its proportionate share of actual cxpenses incurred, and no more.

D. Limitation of Expenditures:

1. M Without the conscun of all partics, na well shall be drilled ar derpened, cxcept any well deilled o
pursuant (o r.hc provisions of Article VI.I.2. of this agreement. Consent to the drilling or Jeepening shall uu:lmfn. l I
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& Option No. Z: All necessary expenditures lor the drilling ot decpotiing and testing af the well. When such well has reached its
anthorized depth, and all tests have been conipleted, and the results thereol Inmished (o the partics, Operator shall give immediate notice
to the Non-Operalors who have the right in patticipate in the completion costs, The pacties receiving such nutice shisll kave forty cight
{48) hours (exclusive of Saturday, Sunday and kegal holidays) in which to clect to participate in the setting of casing aud the completion at-
tempt. Such election, when made, shall include consent fo all necessary expraditures for the completing and equipping of such well, in-
cluding necessary tankage sndfor surlsce lacilitics. Frilure of any party recviving such notice to reply within the period above fixed shall
constitute an clection by that party not (o participate in (he cost of the completion attemipt. If one or iore, but less than sll of the partics,
elect 10 set pipe and 10 attempt a completion, the provisions of Article VILIL2. bereol (the plaase **reworking, deepening or plugaing
back"" a5 contained in Article VI sliall he deemed 1o inchde **completing ™) shall spply 1o the operations therealter conducied by less
than all parties.

2. Rework or IMug DBack: Without the consent of all partics, no well shall be reworked or plugged back cxcept # well rewocked or
plugged back purmiant to the provisions of Article VILB.2, of this agreenient. Consent (o the reworking or plugping back of 8 well shall
include ell necessary expenditures in conducting such operations and conypleting amd equipping of siid well, including nocessary tankage
andor surface facilities.

3. Ouber Operations: Without the comsent of afl parties, Operator shall not undertake any singke project reasonably estimated
to reqbire an expenditure in cxcess o twenty-five thousand Dultars (3_$.2§J—-09__}
except in connection with a well, the drilling, reworking. deepening, completing, recompleting, or plugging back of which has been
previously authorized by o pursuant o this agreement; provided, however, that, in case of explosion, lice, flood or other sudden
emergency, whether of the same of dillerent nature, Operatur may take such steps aml incur sch expenscs as in its opinion are requiced
to deal with the emergency to safeguard lile and property It Operator, as prompily as passible, shall report the emergeacy ta the other
parties. Il Operator prepaces an suthority for expenditure (AFE) fur its own use, Operator shall furnish any Non-Operater so requesting
an information copy thereol for any single projret eosling in excess of ten thousand
Dollass (3. 10 0.00 ) but less than the amount first st focth abave in this paragraph,

E. Rentals, Shut-in Well Payments and Minimum Royaltics:

Rentals, shut-in well payments and minimum royallics which may be required under the terms of any lease shall be peid by the
party or perties who subjecied such leasc (o this sgreement at its or their expense. In the cvent (wo ar mose partics own snd have con-
tritmited interests in the same lease (o this sgreement, such partics may designate one of such partics lo make said payments for and on
behall of all such parties. Any party may request, and shall be entitled to receive, propur evidence of all such peyments. In the event of
lailure to make proper payment ol any remial, shut-in well payment or minimum royally through mistake or oversight where such pay-
ment s required to continue the lease in force, any loss which results from sweh pon-payment shiall be borne in accordance with the o
visions of Article IV.D.2.

Opcrator shall notify Non-Opcrator of the snticipated completion of a shut-in gas well, or the shutting in of return 1o production
of a producing gas well, at least five (3) days (excluding Saturday, Sunday and logal hofidays), o at the easliest epportunity permitied by
circumstances, priof to taking such action, but asumes no lisbility for fsilure 10 do s0. In 1he event of fsilure by Operater 1o 30 notily
Non-Qperator, the loss of any lease contrilted hereto by Nen-Operator for failure 1o make timely payments of any shut-in well paymemt
shall be borne jointly by the partics bereto under the provisions of Article 1V.13.3.

F. Taxzes:

Beginning with the first calendar year alier the effective dute hereol, Opcrator shall render for ad valorem taxation all property
subject to this sgrecment which by law should be rentered for such taxes, and it shall pay all such taxes assessed thereon before Ihey
become delinquent. Prior tn the rendition date, cach Non-Operator shall furnish Operator informalion as (0 burdens {to include, but not
be fimited to, royaltics, overriding royaliics and production payments) on lrases and ol and gas intercsts contributed by such Noa-
Operator. If the assessed valustion of any keaschold estute is reduced by reason of its being subject to outstanding excess royaltics, over-
riding royslties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure 1o the benefit of the awner of
owners of such leaseliold estate, and Operator shall sdjust the charge to such owner or owners 30 a3 1o reflect the benelit of such reduc-
tion. Il the sd valorem (axes are based in whole of in part upon separate valuations of ench party 's working interext, (hen notwithstending
anything to the contrary herein, charges to the joint account shall be made and paid by the partics hereto in sccordence with the tax
value generated by cach party's working interest. Operator shall bill the other partics for their proportionate shares of oll tax payments in
the msoner provided in Exhibit *'C"",

mination. During the pendency of administrative or judicial proceedings, Operator may clect 10 pay, under protest, sll such
interest and penalty. When any such protesicd asscasment shall have been finally determinail, Operator shall pay the tax for
count, together with any interest and pewalty accrucel, and the total cost shall then be axsexsed against the parties, and be paid blrh
provided in Exhibit '"C"". :
Each party shall pay or czuse to be paid all production, severance, excise, gathering and otlier taxes imposed upuq‘giﬂl

l'

the production of handling of such party’s share of oil andlor gas produced under the 1emas of this agreement. (L
A i i
o ol Vel
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ARTICLE Vil
continued

G. Insurance:

At all times while operations are conducted hereunder, Operater shall comply with the workmen's compensation baw ol
the state where the operations are being cunchicted; provided, however, that Operator may bre a sell-insurer for liability under said com-
pensation laws in which event the only charge that shall be made fo the Joint sccount sliall be as provided in Exhibil *'C'", Operator shall
also carry or pravide insurance for the benedit of the foint sccount of the particy as outlined in Exhiblt *'D", attached to snd niade & part
liereol. Operator shall require all contraciors engaged in work on of for the Contract Area lo comply with the workmen ‘s compenastion
tsw of the state where the operations are heing conducied and to maintain such otlier insurance as Operator may require.

In the cvent sntomobile public Tahility insucance is specified in said Eshibit 'D™, or subscquently receives the approval of the
parties, no direct charge shall be made by Operator for premiunns paid for such insurance for Operator's awomotive cquipment.

ARTICLE VL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreciwn, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole
of in part wnless all partics consent thercto.

However, should any party desire to surrender its interest in any lease or in any postion thereof, and the otlier parties do not
wgree or consent therelo, the party desiring to surrender shalfl assign, withoul express or implied warraity of title, all of its Interest in
such lease, or portion thercol, and any well, malcrial and equipment which may be locaicl thereon and any rights in production
thercafier secured, lo the parties not consenting to such surrender. If the interest of the assigning party is of includes an off and gas in-
terest, the assigning party shall execute and defiver to the party or partics not consenling to such surcender an oil end gas lease covering
such oil and gas interest for a term of one (1) year and 50 long therealter as oil sndfor gas is produced Irom the land covered thercbycmehr
OETTG Tou e hod-hasata-ac-falibii-202, Upon such rssignment or lease, the assipning party shall be relieved from alf

obligations therealier accruing, but not theretolore sccrued, with respect to the interest nssiguci or leased and the operation of sny well
surfutable thereto, snd the sssigning party shall have no fusiher interest in the assigned of beased premises and its equipment and pro-
duction other than the roysltics retained in any lease made under the terms of this Article. The party sssignee or lessee shall pay 10 the
party assignor or lessor the reasonable salvage valuc of the latter s interest in any wells and oyuip attributable to the assigned or leas-
«d acreage. The value of ol material shall be determined in accordance with the provisions of Exhibit **C*, ks the estimated cost of
salvaging and the estimated cost of plugping and alzndoning. Il the assig or lease ks in [avor of more than one party, the interest
shall be shared by such parties in the proportians that the interest of cach hears to the 1otal interest of all such parties.

Any mssignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering
party’s interest us it was iminediatcly before the awsignment, lease or surrensler in the balace of the Coatrnet Ares; and the screage
assigned, lessed of surrendercd, and subsequent operations thereon, shall not thercalier be subject to the tesms and provisions of this
agreement.

B. Renewal or Extension of Leases:

I any party secures a renewal of any il and gas lease subject to this agreement, all other parties shall be notified prompily, and
shall have the right for a perlod of thirly (30) days lollowing receipt of such notice in which to clect 10 participate in the owncrship of the
renewal fease, insolar as such Jease affects lands within the Contract Area, by paying 1o the party who acquired it their several proper pro-
portionste shares of e scquisition cost allocated to Uiat part of such lease within the Contract Area, which shall be in praportion to the
interests held at that time by the parties in the Contract Arca.

If some, but less than ail, of the parties clect 1o participate in the purchase of a rencwal lease, it shall be owned by the parties
who elect to participate therein, in a ratio hased upon the relationship of their respective percentage of participation In the Conieact Area
10 the sggregate of the percentages of panticipation in the Contract Area of all partics participating in the purchase of such rencwal lrase,
Any renewal lease in which less than all pariies elect to participate shall not be subject 1o this agreement.

Each party who participates in the purchiase of a renewal lease shall be given an assdp of is proy interest therein
by the acquiring party.

The provisions of this Article shall spply to renewal leases whether they are for the entire interest covered by the eapiting lease
or cover only 2 partion of its area or an interest thercin. Any rencwal lease taken befure the expiration of its predecessor lease, o tsken or
contracted for within six (6) months after the expiration of the existing lease shall e subject to this provision; It any lease také or con-
tracted for more than six (6) months alier the expiration of an existing lease shall not be deemed » renewal lease and shall not begbim o
the provisions of this agreement. fi

The provislons in this Article shall also be applicable (o extensions of oil and gas leases.

f
C. Acreage or Cash Contributions: }" :
P
While this agreement is in furce, il any parly coniracts for a comribution ol cash lowards the drilling o“-'%" ofiitty. other
operation on the Contract Arca, such contribution shall be paid to the party who conducted the drilling or other dpt ‘m’ I be
applied by i against the cost of such drilling or ollier opcration. I the contribution be in the form of acreage, the palfy W whom the con-
tribution is made shall prompily tender an asignment of the acreage, without warranty of title, to the Drilling Parties iy 156 Fiobbr
oy

’F—wlm&'ﬂ.q a4
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ARTICLE VI1il
conlinued
said Drilling Parties shared the cost of drilling the well. Such screage shall become a separate Contract Area and, to the extent passible, be
governed by provisions ientical to this agreement. Exch party shall promptly natily all other parties of any screage or cash conwributions
it may obtain in support of any well or any other operation on the Contract Arca. The above provisions shall also be applicsble to op-
tional rights to earn screage outside the Canteact Arca which are in support of a well drilled inside the Coniract Area.

Il any party contracts for any consideration relating to disposition of such party’s share of substances produced hereunder, such
consideration shall not be deemed s contribution as contemplated In this Article VIILC.

D. Mal e of Uniform |
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party shall sell, encumber, transker or make other disposition of its interest in the krases cinbraced wit
equipment and production unless such dispasition covers cithes:

I. the entire interest of the and equipment and production; or

in-all loa d H 1 Lol - VP

4
) Lty f e trart-rrrenT

Every owehr sale, encumbrance, transker or other disposition made by any party shall he made expressly subject ta this agreement
and shall be made without prejudice 1o the right of (e othet parties.

II, at any time the interest of any party is divided smong and owned by m:x more co owiters, Operator, at its discretion, may
requite such co-owners to appoint s single trustee or agent with full autherity to reccive notices, approve expenditures, recelve billings for
and approve and pay such party’s shate of the joint expenses, and to deal generally with, and with power 1o bind, the co-owners of such
party's interest within the scope of the operations einbraced in this agreement; bowever, all such coowners shall have the right to enter
Into and exccute all contracts o agreements for the disposilion of tieir respective shares of the oil and gas produced from the Contract
Area and they shall have the right o receive, scparately, payment of the sake proceeds therend,

L. Waiver of Rights to Partition:

U permilied by the laws of the sate or states in which the property cavercd herehy i Incated, coch pacty hereto owning an
undivided interest in the Contract Arca walves any and all rights it may have 1o partition and have st askle 1o it In severalty s undivided

interest thercin.
F. Preferential Right to Purchase:

Should say party desire 10 scll all or any port of its inlerests under this sgreement, or ity tights and interests in the Contract
Arca, it shall prompily give writien notice 1 the other parties, with full information concerning its proposed sale, srhich shall include the
name and address o the prospective purchaser (who must be ready, willing and sble 10 purchasc), the purchase price, and afl other terms
of the offer. The other parties shall thew have an optional prior right, for » period of ten (10) days alier receipt of the notice, 1o purchase
on the same terms and conditions the interest which the other party proposes to scll; and, if this optional right is exercised, the purchas-
ing pertics shall share the purchased interest in the proportions that the interest of rach bears 1o the total interest of sll purchasing par-
lies. However, there shall be no prelcrentinl right 1o purchase in thase cases where any parly wishes to mortgage its interests, of to
dispose of its interests by merger, reorganization, didntion, or selc of all or sulsiantially all of its axcts to a subsidiary or parent com-
pany of to a subsidiary of 8 parent company, or 1o iy company in which any one parly awnt a majority of the stock,

ARTICLE [X,
INTERNAL REVENUE CODI ELECITION
This agreement is ol intended 1o create, and shall not be consirurd to create, o relationship of parership o an

for profit brelween or amang the partics hereto. Notwitt ling any provisian herein that the rights dnd liabilities hereunder are several
and not joint of collective, or that this agreement and operations hereunder shall not constitute 2 partnership, if, lor federal Income tax
purposes, this agreement and the operations hercunder are regarded as 2 parinership, cach party hereby affecied elects 1o be excluded
from the application of all of 1he provisions of Subchapter K™, Chapter 1, Sublitle **A™, of the Intenal Revenne Code of 1934, s per-
milted and suthorized by Section 761 of the Code and the regulations promulgated thereunder. Onerator is suthorized and directed to ex-
ccule on behall of each party herehy affected such evidemee of this election as may be reguired by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Scrvice, including specifically, but not by say of Emitation, all of the retyrns, statements,
snd the date required by Federal Regulations 1.761. Should there be any requirement that each parly hercby allected give herther
evidence of this election, each such party shall execute such documents and furnish such other evidence a5 may be requir
Federal Internal Revenue Service or & may be necessaty 10 evidence this election. No such party shall give any notices or take
action inconsistent with the clection made hercby. If any present of future income tax laws of the siote o states in which thel
Area is located of any luture income 1ax laws of the United Statcs contain provisions similar to those in Subchepter 'K, .
Subtitke “*A™", of the Internal Revenue Code of 1954, under which an election similar 1o that provided by Section 761 of the
mitted, each party hereby alfected shall make such election a3 may be permitied or required by such laws, In making the lore
tion, each such party states that the income derived by such party Irom operations | Jer ean be adequately determined
computation of partnership tazable inconic.
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may scitle any single uninsured third parly demage clsim or suit arising [rom operations hercunder if the expenditure
does not ¢ Dollars
(3_10.000.00  )end il the payment is in complete settlement of such claim or suit. I the amount required for settlement ex-
ceeds the sbove amount, the parties hereto shall assume snd teke over the (urther handfing of the clsim or suit, unless such authority is
delegated to Operstor. All costs and expenses of handling, seitling, or atherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or sult arises. If 3 clalm Is made against any party or if any party s
sued on sccount of any matter arising [rom operations hercunder over which such individual has no control because of the rights given
Operator by this agrecment, such party shall immediately notify all ather partics, aud the clzim or suit shall he treated as any ather claim

or sult ing operations h
ARTICLE XI.

FORCE MAJEURE

I sny party is rendered unable, whally of in part, by force majeure 1o carry out s obligations wader this agreement, other than
the obligation to make money payments, that party shall give to all other partics pronypt written nolice of the force majeure with
reasonably full particulars concerning i; therenpon, the obligations of the party giving the notice, so lar as they are affecied by the lorce
jeuse, shall be suspended during, but no longer than, the coatinuance of the force majeure. Thic alfected party shall use all reasonable

diligence 10 remove the force majeure situation as quickly as practicsble.

The requirement that any lorce najeure shall be remedied with all seasonable dispatch thall not require the setilement of sirikes,
tockouts, or olher labor difficulty by the party invalved, contrary ta its wishes; how all such dilficulties shall be handled shall be enirely

within the discretion of the party concerocsd.

The term “‘force majeure”™, as here employed, shall mean an act of G, sirike, lockout, or othier indusirial disturbance, act of
the public enemy, war, blockade, public riot, ghtning, fire, storm, flood, explosion, governmental action, governmental delay, restraint
or inaction, unavailahifiny of cquipment, and any other cause, whether of the kind specifically cnurucrated above or otherwise, which fs
not reasonably within the control of the party claiming suspension.

ARTICLE XII.
NOTICES

All notices autharized or tequired between the parties and required by any o the provisions of this sgreement, unless otherwise
specifically provided, shall be given in writing by muil ar telegram, postage or charges prepaid, or by telex or telecopler and sddressed 10
the parties to whom the notice is given ai the sddresses listed on Exhibit “*A*". The originaling notice given under any provision hereol
shall be deemed given anly when reccived by the party to whom such notice is directed, and the time Inr such party o give any notice in
respomse thereto shall run from the date the originsting notice i received. The sccond of auy respomsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage of charges prepaid, or sent by tefex or telecopier. Each party
shafl have the right 10 change its address at any Linie, and lroin time to time, by giving writien notice thereof 1o all other partics.

ARTICLE X1l
TERM OF AGREEMENT

This agreement shall remain in (ull force and eflect as to the oil and gas Icases andlor oil and gas interests subject hereto lor the
period of time selected below; provided, bawever, no party liereto shall eves be construed as Laving any right, title or interest in or to sny
lease or oil and gas interest contributed by sny other party beyond the term of this sgreement.

e R R e e ' E—
SRR —

R Option No. 2: In the event the well described in Artice VLA, or any subsequent well drilled under sny provision of this
agreernent, results in production of nil andlor gas in paying quantities, this apreement shall continue in force so long as 1my such well or
wells produce, or are capable of production, and lur en sdditional period of days [rom cemation of all production; provided,
hawever, if, prior to the expiration of such addilional period, one or more of the parties hereto arc engaged in drifling, reworking, deepen-
ing, plugging back, testing or sttemnpling Lo complete o well o wells hereunder, this agreement shall continue in force until such apeta-
tions have been completed and i production results therefrom, this agreement shall continue in force as pravided herein. In the prent the
2

well described in Article VI.A., or any subsequent well drilled hereunder, results in 3 dry hole, and no othier well is producing, df capable
of producing oil andfor pas from the Coniract Arca, this sgreement shall torminate ualess drilling, deopening, plugging back t ework-
ing operations sre commenced within ________ days from the date of shandonment of said well,

It is sgreed, however, that the termination of this ngree shall nat relicve any party hercto from any fiabiliy
sccrued or altached prior 10 the date of such termination.

[-—--_‘--.;1 PRI PYS -.1.4--]
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ARTICLE XIv.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject 10 the conservation laws of the state in which the Contract Arca is hocated, to the valid rules,
regulations, and orders of any duly constituted regulaiory body of xaid statc; sl to all other npplicable federal, siate, and local laws, or-
dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all maliers pertaining hereto, including, but not limited 10, naatiers of perkonuance, on peslurmance, breach,

remedles, procedures, rights, duties and interpretation or construction, shall he governed and determined by the law of the aste In which
[} Lo L

the Contract Ares is locsicd. Hahe-Ganirset- i R v shthepiateat———
AT

C. Regulatory Agencies:

Nothing herein contained shall grant, or be cor d to grant, Operator the right or mnhority to waive or relase any rights,
peivileges, or obligations which Non-Operators msy have under federal o stale Inwa or under rules, regulations or orders promulgated
under such laws in relerence 1o oil, gas and mincral operations, including the locstion, aperation, ar production of wells, on irects oflset-
ling or adjscent to the Conirsct Area.

With respect lo operations hereunder, Non Operators sgree 1o refcase Operator ltom any and all losses, damages, injurics, chims
ond csuses of sction arising out of, incident to or resulling directly or Indirectly from Operator's interpeetation or application of rules,
tulings, regulstions or orders of the Department of Encrgy or predecessor of successor agencies 10 the extent such imerpretation or ap-
plication was made in good fsith. Esch Non-Operator further agrees to reimburse Operator for any anwunts applicable to such Non-
Operator’s share of production that Operator may be required o refund, rebaie or pay as a resuht of such an incorrect interpretation or
spplication, together with interest amd penaltics thereon owing by Operator a3 3 result of such incorrect intemrctation or application.

Noa-Operators suthorize Operator to prepare and submit such ducuments as may be required 1o be submitied to the purchaser
of any crude oil sold herennder of Lo any other person o entity pursuent o e revuirements ol the **Crude O Windloll Profit Taz Act
of 1980"", as same may be amended from time 1o time ("*Act""), and any valid regulations or rules which may be issued by the Treasury
Department from time lo time pursuant to sakd Act. Bach party hereto agrees to furnish any and all certifications or other inlormation
which is required 1o be fumished by sabl Act in 3 timely manner and in sulficient detail 1o permit complisace with said Act.

ARTICLE XV.
OTHER PROVISIONS

SEE ATTACHMENT SHEETS INCLUDED HEREWITH AND NUMBERED €ée-rrans

o 4]
Toirpd whve it el vd B widyy by By
Froms B ait o Pbrorm (em
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ARTICLE XVL
MISCELLANEOUS

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

This i may be d in any ber of counterparts, each of which shall be considered an original for all purposes.
IN WITNESS WHEREOF, this agreement shall be effective as of day of 19,
OPERATOR

m‘n»

NON-OPERATORS

Fuel Products, Inc.

By:

-13-
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ARTICLE XVI.
MISCELLANEQUS

This agreement shall be binding upon and shall inure 1o the benefit of the partics hereto and (o their respective heirs, devisees,
Icgal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this sgreement shall be effective s of day of 19 !

OPERATOR

NON-OPERATORS

Fuel Products, Inec.




Aricle XV
Assignment
A. Notwithstanding the provisions of this Agreement and the accounting procedure

altached as Exhibit "C*, the parlies lo this Agreement specifically agree that in no event
during the term of this coniracl shall Operalor be required to make more than cne
billing or recelve more than one vole or eleclion for the entire Interest credited to each
parly on Exhibit "A”. It is furlher agread that Il any Parly to this Agreement (herealler
referred (o as "Selling Parly") disposes of par of the interes! crediled Io it on Exhibit
"A", the Selling Parly will be solely responsible for billing lls assignee or assignees, and
shall be dasignated as agenl for Ils assignee or assignees for the purpose of casling
voles or making elections under this Agreement, and shall remain primarily liable lo the
other parlles for the inlerest or interesls assigned and shall make prompl payment lo
Operalor for the erilire amount of slatements and billings rendered to il. It is further
underslood and agreed thal if Selling Parly disposes of all its inleresl as sel oul on
Exhibil "A", whether to one or several assignees, Operalor shall continue lo Issue
stalemenls and billings lo Selling Parly for the interest conveyed until such time as
Selling Parly has designaled and qualified one assignee lo receive the billing for the
enlire Interest. In order lo qualify one assignee lo receive lhe billing for the entire
interesi crediled {o Selling Parly on Exhibil “A*, Selling Parly shall furnish to Operalor
the following:

1. Wrilten nofice of the conveyance and pholostalic or cerlilied copies of
the assignmenls by which the lransfer was made.

2 The name of the assignee lo be billed and a wrillen slalemenl signed by
the assignee to be billad in which it consenls lo receive slalements and
billings for the entlire interes! credited lo Selling parly on Exhibil "A"
hereol; and, further, consents lo handle any necessary sub-billings in the
event il does nol own the enlire Interest credited lo Selling Party on
Exhibit "A",

Payme efaulls

B. It any Parly [ails lo pay, within thirly (30) days aller billing, its share of any
cosl, including any advance which Il may be oblfigated to make under Article 1.3
ol Exhibll "C" to the Operaling Agreemenl, and if such defaull conlinues for a
period of five (5) days following delivery by Operator of nolice of such delault
lo the Party, the following may be Invoked al the eleclion of the Operalor:

4] Il the billing is lor the drilling of a new well or the plugging back,
reworking or deepening (including sidelracking) of a well, or for
the completion or recomplelion of any well, the non-paying Parly
will be conclusively deemed to have elecled nol lo participate in
the proposed operalion and will become a Non-Consenling Party
with respect therelo under Article VI.B., regardless of any election
to parlicipate therelofore made.

(2)  1the billing is for the conducl of any aspecl of an eaming
operalion under a third Parly larmoul or oplion agreemenl, the
non-paying Party will be conclusively deemed (o have elected not
to participale in the operation and lo have relinquished and
disclaimed lo the other Parlies all its rights under the third party
agreement and in and lo any inlerest lo be acquired by
compliance lherewith, nolwilhstanding any election to parlicipate
theretofore made,



Page Two
Article XV
Other Provisions

(3) Renlals, shut-in well payments, and minimum royallies which may
be required under the lerms of any lease, shall be pald by lhe
Operator aller this agreement becomes effeclive. Non-Operator
shall be given nolice of all rentals due, and upon being billed by
Operator, shall relmburse Operalor wilhin lilleen days, lor Its pro-
rata share of rentals and olher such payments made. In the
evenl Non-Operalor fails lo pay said paymenls due, then il
agrees lo relinquish all rights through proper and legal
assignment to Operalor al no cost.

It Operalor elects lo invoke subparagraphs (1), (2), {3), or (4), lhe eleclion shall be
signilied by wrilten notice lo the defaulling party delivered by Operator within 60 days of
the completion of the alfecled operalion or paymenl of rentals. Regardless of
Operalor's election as lo subparagraphs (1), (2), (3), or (4), all non-paying Parlles shall
be held fully liable for its involced costs, plus accrued interest, until such time as
Operalor has fully recovered lhe unpaid amounl. Should subparagraphs (1), (2), (3),
ar (4) nol provide sulficient funds lo cover non-paying Parly's obligation, Operalor
reserves (he right lo coflect the remaining unrecovered amount, plus allomey's lees,
court costs, and olher cosls in connection wilh the cofleclion of the oulstanding unpaid
amounts.



EXHIBIT "A"

Attached to and made a part of that certain Operaling Agreement dated

___, 1996, by and between Mallon Oil Company, as Operalor,

————
and Fuel Products, inc, as Non-Operators.

LANDS SUBJECT TO AGREEMENT:

Township 24 South, Range 26 Easl
Section 10 : W/2

Eddy County, New Mexico

RESTRICTIONS:

This Contract Is limited to all rights from the top of the Bone Springs Formation
to the base of the Momrow/Atcka Formation.

DRILLING UNIT FOR TEST WELL:

Tow 24 South, Range 26 Eas
Section 10: W/2

Eddy County, New Mexico

ADDRESSES OF PARTIES AND PERCENTAGES OF INTERESTSS UNDER
AGREEMENT:

Wi Owner Name & Address Working Interest %

Mallon Oil Company etal 87.5% WIBPO 80.625% WI APO
999 18th Street

Suite 1700

Denver, Colorado 80202

(303) 293-2333

(303) 293-3601 FAX

Fuel Products, Inc. 12.5% WI BPO 9.375% WI APO
200 N. Loraine, Suite 1510 :

P.O. Box 3098

Midland, TX 79702

Office (915)

Fax (915)

TOTAL 100.00% 100.00%
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EXHIBIT “c "

Attached to and made a part of __that certain Farmout Aqreement dated July 8, 1996
by

and between Mallon Oil Company and Fuel Products, Inc.

ACCOUNTING PROCEDURE
JOINT OPERATIONS
I. GENERAL PROVISIONS

Definitions

“Joint Properly” shull mean the veal nnd personal properly siubject W the agreement to which this Accounting P'eocedure
is nliached. ;

“Juinl Operations” shall wnean all operntions neeesary o proper [ Lhe development, operalion, prolection amd
maintenance of the Joint I'roperty.

“Joinl Accounl” shall mean the nccount showipg the charges puid aml eredits reccived in Lhe conducl of the Juint
Operalions and which nre W be shared by Lhe Parlies.

“Operator” shall mean the parly designated o conduct the Joint Operations.

"Non-Operators” shall mean the Sarties o this agreement other Ui (e Operator.

“urlies” shall incan Operalin and Non-Operators.

“First Level Supervisors™ shall menn those employees whose primary funclion in Joinl Operntions is the direct
supervision af olher employees amlfor conleuet labor directly employed on the Joint Properly in s ficld operating
capacily.

*Tochnieal Employees” shall mean thwose employees huving special and  specific engineering, geolagical or ather
prufessional skills, and whaese primary Tunction in Joint Operntions is the halling of specifie operating conditions and
prablems for the benefit of the Juint Property.

*Personal Expenses” shall mean travel aml ather rensonable reimbursable expenses of Operator's employees.

“Materinl” shall mean personal properly, cquipment or supplies acquired or held for vse on the Joinl Property.
“Conlrollable Materiul” shall mean Malerinl which al the Ume s so classified In the Materinl Classifiention Manual as
most recently recommended by the Council of lelroleum Acconntants Seciclics.

Statement and Rillings

Operutor ghall Lill Non-Operators on or before the last day of cach month for their proportonate share of Lhe Joint
Account for the preceding month. Such bills will be nccompnnicl by slatements which identify the authorily for
expenditure, lease or facility, and all ehirges and eredits summarized by spproprinte clussifications of investment nnd
expense oxcepl Lhal items of Controllable Material and unusunl charges amd credits shall be separately identified and
fully deseribed In detnil, )

Advances amd Paymunts by Non-Operators

A, Unless otherwise provided for in the ngreement, the Opermtor may require the Non-Operalors o advanee (heir
whare of eatimated ensh vutlay for the sueceeding month's operation within fifleen (16) days afler recoipl of the
billing ar Ly the first day of tie month for which the sdvance is required, whichever is Inter. Opernlor shall adjust
each monthly billing to reflect ndvances received from the Non-Operators,

R Each Non-Operater shall pay its proportion of nll bills within fifteen (15) days after reeeipt 1f payment is nol imade
wilhin such Ume, U vapaid bubunee shall bear interest monthly al Lhe prime rale in effect al
Oolorado, NA on e first day of the month in which delingquency occurs plus 1 or the
maximum contract rale permilled by the applicnble usury laws in Lhe stale in which the Joint Property is located,
whichever is the lesser, plis altorney’s fees, conrl cosls, and sther cosls in conneclion wilh the collection of unpaid
amounts.

Adjuslments

Paymenl of any such bills shall nol prejinlice the right of any Non-Operalor W protest or queslion Lhe correelnesy thereof;
provided, bowoever, all bills and stalemenls renderest 1o Noon-Operalors by Operator during any ealendar year shall
conclusively be presnmed o be troe s correel after Lvenly-foure (24) months following the end of any sueh ealendar
year, unless within the said twenly-Tour (24) month period a Non-Operator Iakes writlen exceplion Uerelo and minkes
claim on Operator for wdjustiment. No adjustent favoruble (o Operator shall be made unless il is made within the same
preseribed period, The provisions of Uis parageaph shall nol prevent adjnstments vemlling from o physieal inventory of
Cantrollable Material as provided for in Section V.

COPYRIGIHIT® 1985 by the Council of Petrolemn Acconntanis Socicties.
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6.

Audits

A. A Non-Operalor, upon nolice in wriling lo Operalor and all other Non-Operalors, shall have the right lo audit
Operalors accounls axl records relnting Lo Lhe Joinl Account for any calendar yonr within the lwenty-four
(24) month period lollowing Lhe end of such calendar year; provided, however, the mnking of an audil shall not
exlond Uie Lime for Uhe Laking of wrillen exceplion lo and the mljustments of accounls as provided for in
Paragraph 4 of this Section 1. Where there are lwo or more Nun-Operalors, the Non-Operalors shall make
every reasonable cfforl o conducl a joinl audil in n manner which will resull in n miniimum of Inconvenicnee
lo Ui Operator. Operator shull benr no porlion of the Non-Operators’ audil cost incurred wnder (his
paragraph unless agreed lo by the Operalor. The audils ghall ol be conducled more than once cach year
without prior approval of Operalor, excepl upon the resignalion or remaval of the Operalor, and shall be made
at the expense of those Non-Operators approving such awliL,

B.  The Operator shall reply in writing lo an audil report within 180 days after receipl of such report.

Approval By Non-Operators

Where an approval or other agreement of the Parlies or Non-Operators is expressly required under other seclions of
Ihis Accounling Procedure and il Lhe agreement lo which this Accounling Procedure is atloched conlains no
conlrary provisions in regard thereto, Operalor shall nolify all Non-Operalors of Lthe Opernlor's propesal, and the
ngreement or approval of a majorily in interest of Lhe Non-Operalors shall be controlling on all Non-Operalors.

. DIRECT CHARGES

Operator shall charge the Joint Account wilh the following flems:

Eculogical and Envirenmental

(5

Cosls incurred for the benefit of the Joint Proporly as a resuil of governmental or regulalory requirements lo salisfy
environmentol consideralions applicable lo the Joint Operations. Such cosls may include surveys of an ecological or

archaeological nature and pollution control procedures as required by applicable laws and regulations.

Renlals and Royaltics
J.ease rentals and royaltics paid by Operalor for the Joint Operations.

Labor

A. (1) Salorics and wages of Operator's field employees directly employed on the Joint Praperly in Lhe conduct of

Joint Operalions.

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

(3) Salaries and wages of ‘Jechmical Employees directly employed on the Joint Property il such charges are

excluded from Lhe overhend rales.

{4) Salaries and wages of ‘Itchnienl Employces either Lemporarily or permanently nSignul lo and directly

employed in the operatiun of Uie Joint Property if such charges are excluded from the overhend rales.

B. Operalor's cost of holiday, vacalion, sickness and disability Lenefits and other cuslomary sllowances paid Lo
employees whose salaries aml wagos are chargeable (o lhe Joint Aceount under Paragraph 3A of this Section 11,
Such costs under this Paragraph 313 may be charged.on 2 "when and as paid basis® or by “porcenlage assessment”
on Lhe amount of salnries al”wages chargenble lo the Joint Accountl under Paragraph 3A of this Seetion 11 If

percenlage assessment is wied, thu rale shall be based on the Operalor's cosl experience.

C. Bxpenditures or contribulions made pursuanl lo assessments imposed by governmenlal authorily which are

applicable lo Opernlors cosls chargenble W the Joint Account under Paragraphs 3A and 38 of this Seelion 1L

D. lersonal Expenses of those cinpluoyees whose ralarics aml wages are chargenble o the Joint Aecount under

Paragraph 3A of this Section 1.

Employee Benelils

Operalor’s current cosls of establishad plans for employees” gronp life insurance, hospitalization, pension, relirement,
slock purchase, thrilt, bonus, and olher benefil plans of a like nalure, applicable to Opernlor’s labor cosl chargeable Lo the
Juint Account under Parngraphs 3A and 31 of this Seclion 1] shall he Opernlors nctual cost nol Lo exceed the pereent

most recently recomimended by the Council of Petroleum Accountants Socielics.
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Malerial

Malerial purchased or furnished by Operalor for use an Lhe Joint Properly as provided under Seetion [V, Only such
Material shall be purchased for or ansferred Lo Uhe Joinl Property ns may he vequired for immediale use and s
reasonably practical and eonsistenl with efficienl nul ceoromical aperations. The aecumulution of surplus slocks shall be
avoided.

Transportation

Transportation of employees anil Mulerinl necemsary for the Joinl Operativns bl subjecl W the lollowing liniilations:

A, II Malerial is moved Lo Lhe Joint I'roperly from Uie Operntor's warehouse or olher properlies, no charge shall be
male lo Uie Joinl Account for a distance greater than Uhe distance from Lhe nenrest reliable supply store whare lile
malerial is normally available or railway receiving poinl nearest the Joint PProperty unless agreed to by the Partics.

B. I surplus Malerial is moved In Operalor’s warchouse or ollier storage point, no charge shall be made W the Joinl
Account for a distance grealer than the distance W the nearest refiable supply store where like malerial is normally
available, or railway receiving poinl nearest the Joint Properly unless agreed lo by Lhe Parties. No charga shall be
made (o lhe Joint Account for maving Malerial to other propertics belonging o Operator, unless agreed lo by the
Parties.

C. In the opplicalion of subparngraphs A nnd B above, the oplivh lo cqualize or charge aclual truching cost is
available when Lhe actual charge is $400 or less excluding accessarial charges. The $400 will be adjusted o the
amount most recenlly recommended Ly tho Council of 'etroleum Accountants Sociclies.

Services

The cost of conlract services, equipmenl and ulililies provided by outside sorees, excepl services excluded by Pnragraph
10 of Section IT and Parageaph i, ii, and iii, of Seclion 1II. ‘The cosl of professionn] consultant services and contract
services of lechinical personnel directly engnged on Lhe Joint Properly if such charges are excluded from the overhend
rates. The cost of profeasional eonsullanl services or canlract services of lechnieal personnol not directly engaged on Ihe

. Joint Property shall not be charged Lo the Joinl Account unless previously agroed Lo by the Parlies.

Equipmenl and Facilitics Furnished By Qperalor

A.  Operator shall charge Lhe Joint Account for use of Operator owned equipment and facilities al rales cominensurate
with costs of ownership and operalion. Such rales shall include costs of mainlenance, repairs, other operaling
expense, insurance, laxes, deprecialion, and inlercst on gross investmenl loss accumulated deprecintion not to
exceed fifteen percent ( L3 %) per annum. Such rales shall not exceed average commereial
rales currently prevailing in the immediale area of Lie Joint Properly.

B.  In licu of charges in parngraph 8A above, Operator may clect (o use average commercial rales prevailing in the
immediale aren of the Joful I"aperly loss 20%. For aulomolive equipment, Operalor mny elecl o uso rates
published by the Melroleum Motor ‘Transpart Arsocialion,

Damages and Losses lo Joint Properly

All cosls or expenses nccessary for Uie repair or replacement of Joint Pruperly mae necessary becnuse of damnges or
losses incurred Ly fire, flood, storm, Ueft, accident, or olher cause, exeepl thase resulling Irom Operalor's gross
negligence or willful misconduct. Operalor shall furnish Non-Operator wrillen nolice of damages or losses inenrred as
soon as practicable aller a report Uhereof his been received by Operalor,

Legal Expense

Expense of handling, investigating and sellling litigation or clnims, discharging of liens, payment of judgements anmd
amounts paid for sellement of claims inenrred in or resulling from operalions under Lhe agr Lor y Lo
prolect or recover the Joint Properly, cxcepl tial no charge for services of Operalor's legal staff or fees or expense of
oulside allorneys shall be made unless previously ngreed to by the P'artics. All olher legal expense is considered o be
covered by Lhe overhead provisions uf Scelion 11 unless otherwise ngrewl Lo by Ue I"arlies, except as provided in Section
1. Parageaph 3.

Thxes

All Laxes of every kind and nalure nssessed or levied upon or in connection with the Joint Property, the operution (hereof,
or the production therefrom, and which taxes have been prid by Use Operalor for the benefit of the Parties. If tho ad
valorem laxes arc Lasol in whole or in parl upon separnle valuations of cach party's working inlerest, Usen
nolwithstanding anylhing lo Lhe conlrary herein, charges lo the Joinl Account shall be made ond paid by the Parlies
herelo in accordance with the tax value generaled by ench parly’s working inleresL
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Insurance

Net premiums paid for insurance required Lo be carried for the Joint Operntions for the prolection of the Parties. In the
event Joint Operations are conducted in n slle in which Operalor may acl o3 sclf-insurer for Worker's Compensation
nnd/or Employers Liability under the respeclive slate’s laws, Opernlor may, al its election, include Lhe risk under its self-
insurance program and in that event, Operalor shall include a charge at Operalor's cosl nol Lo exceed manual rales.

Abandonment and Iteclamation

Cosls incurred for abandonment ol Lhe Joint Properly, including cusls required Ly governmental or ollier regulalory
authorily.

Communicalions

Cost of acquiring. leasing, installing, operating, repairing and muintaining communicnlion systems, including radiofand
microwave facililics direcly serving the Joint Properly. In Lhe evenl communicalion facililics/syslems serving the Joint
Properly are Operalor owned, charges Lo the Juinl Account shall be made as provided in Paragraph 8 of Lhis Seetion 11.

Other Expenditures 7

Any olher axponditure nol covered or deall wilh in the foregoing provisivns of this Section 11, or in Section I1] and which
is of direct benefit lo the Joinl Property and is incurred by the Operator in the necessary und proper conduct of the Joint

Operalions.

HI OVERITEAD

Overhead - Drilling and Producing Operations

. As compensalion for adminksiralive, supervision, office sorvices unil wurchousing costs, Operator shall charge
drilling and producing operations on cither:

{ X ) Fixed Rale Basis, Paragraph 1A, or
{ ) Percenlage Basis, Muugruph 18

Unless otherwise agrewd Lo by the Parles, such chargo shall be in licu of cosls and expenses of all offices and
salaries or wages plus npplicable burdens and oxpenses of all personnel, exeepl those direetly chargeable under
Paragraph 3A, Seclion 1. The cust and expense of services from oulside sources in conneclion with matlers of
Laxation, Lraffie, acconnling or matters before or involving governmeninl agencies shall be considered as included in
the overhead rates provided for in the above selected Paragraph of this Section 111 unless such cost and expense are

agreed lo by the Parlics us a direet eharge lo Uhe Joinl AccounL

ii. The salarics, wages and Personul Expenses of Technical Bmployees andfor Uhe cost of professional consultant
services and conlracl services of technical personnel directly empluyed on Lhe Juinl Property:

() shall be covered by Liwe overhesd rates, or
( X ) shall not be covereld by the overbead rates

§ii.  Tho solnrics, wages and Personnl Expenses of Technical Employees andfor eosts of professionnl consultant services
and conlracl services of lochnical persannel eilher lemporarily or permanently nssigned Lo and diveelly employed in

the operalion of Lhe Joinl Properly:

( ) shall be covercd by the overhend rales, or
( X ) shall nol be coverail by the overhead rates,

A. Overhead - FPixed Rate Busis
(1) Opernlor shall churge the Joint Acesunt at the following rales per well per month:

Drilling Well Ttawe $ 2.639.00

(Proraled for loss than a full month)
Producing Well Rate $763.00
(2)  Application of Overhend - Fixed Hale Basis shall be ns follows:
(a) Drilling Well Rate

(1) Charges for drilling wells shall begin on Lhe dale the well is spudided and lerminale on the dals
the drilling rig, complelion rig, or ether unils used in completion of Lhe well is released, whichever
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is laler, except thal no charge shall be made during ruspension of drilling or completion operntions
for fifteen (15) or more canseculive calendar dnys.

(2) Charges Jor wells undergoing any type of workaver or recomplelion for a period of [ive (6)
conseeulive work days or more shall be inmle al the drilling well rale. Such eharges shall be
applied for tho pericd from dnale workover aperations, willh rig or other units used in workover,
cammence through date of rig or other unil release, excepl (hal no charge shall be made during
suspension of operntions for filteen (15) or more conseculive cnlendar days.

(L) Producing Well Rates

(1)  An aclive well cither praduced or injected inlo for any portion of Use month shall be considered as
a one-well charge for the enlire month.

2)  Each aclive completion in n mulli-completed well in which production is nol commingled down
hole shall be considered as a onc-well eharge praviding each complelion is considered a sepnrate
well by the governing regulatory authorily.

(3)  An innctive gns well shut in beeause of overproduclion or failure of purchaser lo take the
production shall be considered as a onc-well charge providing the gas well is directly connecled b
a permanent sales ullel.

(4) A one-well charge shall be inade for tha month in which plugging and abandonment operalions
are completed on any well. This one-well eharge shail he made whether or nol the well has
produced exeepl when drellling well ralo spplics.

(6) Al other inaclive wells (including but not limiled W ivactive wells covered by unil allownble, lense
allowable, transferced allowable, ete.) sliall not qualily for an overhead charge.

(3)  The well rales shall be ndjusted as of the firsl day of April each year lollowing the elfective date of the
agreement lo which Lhis Accounting Procedure is altached. The adjustinenl shall be computed by multiplying
the rate curreally in use by the percenlage increase or decrease in the average weekly earnings of Crude
Pelroleum and Cias Production Workers for Use last ealendsr year compared to the enlendar year precetding ns
shown by Lhe index of average weckly carnings of Crude Pelralewm and Gas Produclion Workers as published
by lhe Uniled Slates Department of Labor, Burean of Labor Stalislics, or the equivalent Canadian index as
publishetl by Statistics Canzucla, as applicable. The adjusted rales shnll be Ue rales currently in use, plus or
minus the compuled adjustinenl.

B. Overhead - Percenlage Basis
(1) Operator shall charge the Joinl Account at e fullowing rales:

(n)  Development

i Pereent ( %) of the casl of developnent of the Joint Properly exclusive of cosls
provided under Paragraph 10 of Scction 11 amd all salvage cresdils,

(b) Operaling

— Percent { %) of the cost of opernting the Joinl Properly exclusive of costs provided
under Puragraphs 2 and 10 of Section 11, all salvage credils, Use value of injected substances purchased
for sccomdary recovery and all taxes and assessments which are levied, nssessed and paid upon the
mineral inlerest in amd o the Joinl Properly.

(2)  Anpplication of Overlicad - I'ercentige Hasis shall be ns follows:

For lhe purpose of delermining charges on n percenluge basis under Parageaph 1D of this Scction 11,
development shall include all cosls in conncetion with «drilling, redrilling, deepening, or any remedinl
operations on any or all wells involving the use of drilling rig amd crew capable of drilling lo the producing
interval on the Joint Properly; also, preliminary expenditures necessary in eparalion for drilling and
expendilures incurred in nbandoening when e well Is nal compleled #s n producer, and urigginul cosl of
construction or installation of fixed nssels, the expansion of fixed nssels and any olher project clearly
discernible ns a fixed assel, except Major Conslruction as defined in Paragraph 2 of this Seetion 111. All other
cosls shall be consklered ns operaling.

Overhend - Major Construclion
To compensale Operalor for overheml custs incurred in the construetion aml installation of flxed assets, te expansion of

fixed assels, and any olher project cluarly discernible as n fixed nssel required for the development and operalion of Lhe
Joint Properly, Operator shall either nepntiale a rale prior lo the beginning of construction, or shall charge the Joint
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Account for overhead bnscd on the following rales for any Major Construction project in excess of §
A5 wolfirst $100,000 or tolal cosC if less, plus

M3 %ofcosls in excoss of $100,000 bul less than $1,000,000, plus

Com 2% of cosls in excess uf $1,000,000.

Tolal cost shall incan Use gross cost of nny onc projecl. For Lhe purpose of this paragraph, the companent parts of a single
project shall not be Lrealed separalely aml the cest of drilling amd workover wells and artificial Jilt equipment shall be

excluded.

3. Calastrophe Overhead

Tu compensale Operator for overhead costs incurred in Lhe evenl of expendilures resulting from n single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or olhier calnslrophies ns ngrewl to by (he Parties, which are
necessary lo reslore the Joint Properly lo the equivalent comdition that exislil prior lo the evenl causing the
expendilures, Operalor shall either negoliale a rale prior lo charging the Joint Account or shall eharge Lhe Joint Aceounl

for overhead based on the following rales:
A5 __ %of lolal costs throngh $100,000; jlus

B.__ 3 %ol lal cosls in excess of $100,000 but less than $1,000.000; plus

C.__ 2 %of lolnl cosls in cxcess of $1,000,000.

Expendilures subjecl la the overheads above will wl Le redueed by insurance recoveries, amd no other overhead
provisions ol Lhis Scclion [17 shall apply.

4.  Amendment of Rales

The overhead rales proviled for in Lhis Section 11l may be mmendest from Lime lo time only by mutlual agreement
belween the Tarlies hereln if, in practice, the rates nre found Lo be insufficienl or excessive,

IV, PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPPOSITIONS

Opoeralor is responsible for Joint Account Materinl aml shall inake proper and limely charges and eredils for all Material
movemenls affccling the Joint Properly. Operntor shall provide all Materinl for use on the Juinl Properly; liowever, at
Operator’s option, such Malerial may be supplied by the Non-Operalor. Operator shiall make limely dispesilion of idle and/for
surplus Material, such disposal being inade either through sale o Operator or Nun-Operntor, division in kind, or sale lo
oulsiders. Operator may purchase, but shall be under no obligation lo purchase, interest of Non-Operalors in surplus condilion
A or B Materinl. The disposal of surplus Conlrollable Materinl nol purchased by the Operalor shall be agreed lo by Lhe Pnrlics.

1. DPurchascs

Malerial purchased shall bo chnrged nt the price paid by Operator afler deduelion of all discounts reccived. In case of
Material found to e delective or returned Lo vendor for any other rensans, eredit shall be pnssed lo the Juint Account
when adjustment has been recelved by e Operalor.

2.  Transfers and Dispositions

Material furnished Lo the Joint Property and Materinl transferved from the Juint Properly or disposed of by the Operalor,
unless otherwise agreed ln by the rties, shall be priced on the fullowing basis exclusive of cash discounts:

A, New Materinl (Condition A)

(1)  Tubular Goods Other than Line Mipe

(@) Tubulor gonds, sized 2% inches OD and larger, except line pipe, shall be priced at Easlern mill
publishod carload base prices effective us of date of movement plus transporialion cost using the 80,000
pound enrlond weight basis o the railway recciving poinl nearcsl the Joinl Property for which
published rail rates for tubnlur goods exist If the 80,000 pound rail rale is not offered, the 70,000 pound
or 90,000 pound rail rate mny be uscd. Preight charges for ubing will be enleulated from Larain, Oliie
and easing from Youngstown, (hio.

(L)  For grades which nre special o one mill only, prices shall be compuled at the mill base of that mill plus
transpariation cost from thal mill o the railway receiving point nearesl Use Joint Properly as provided
nbove in Parngraph 2.A.(1Xn). For lransportatlion cost from points other than Eastern mills, the 30,000
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| pound Ol Field [laulers Association interstate truck rale shall be uscd,
2
3 (¢)  Special end finish lwbular geads shall be priced al the luowesl published oul-of-slock price, Lo.b. llouslon,
1 Texas, plus Lranspor tition cost, using Ol Ficld Hanlers Association interslale 30,000 pound truck rale,
5 {o the railway recciving painl nearest tie Joint 'roperty.
1
7 (d)  Mnearoni lubing (size less than 23 inch OD) shall be priced ot the lowest published out-ol-stock prices
8 l.o.b. the supplier plus transportation costs, using the Oil Field Haulers Associntion inlerstale truck rale
0 per weight of Wbing transferred, lo the railway receiving point nearest the Joint Property.
10
1 {2) Line l'ipe
12
11 (a)  Line pipe movemonis (excepd size 24 inch OD nul larger with walls % incl and aver) 30,000 pounds or
4 more slall be priced under provisions of tubular gowls pricing in aragraph A{1)n) ns provided abova,
15 Freight charges shall be ealenlated from [orain, Ohio,
16
17 (1)  Line pipe movements (excepl size 24 inch OD and larger with walls ¥ inch and over) less than 30,000
18 pounds shall be priced al Eastern mill published carlad base prices effective as of date of shipment,
19 plus 20 percent, plus ransporlation costs based on freight rates as sel forlls under provisions of tubular
20 goods pricing in Paragraph A.(1){a) as provided above. Freighl eharges shall be ealeulated from Lornin,
21 QOhio. :
22
23 (e)  Line pipe 24 inch OD amd over nml ¥% inch wall mwl Inrger shall be priced fob. Ue point of
24 manufacture al current new published prices plus Lransporlation cost Lo Lhe railway receiving point
25 nearest the Jolnt Properly.
26
2 {d)  Line pipe, incluling fabricaled line pipe, drive pipe aml comduit not listed on published price lists shall
28 be priced al quoled prices plus Ireight to the railwny receiving poinl nenrest the Joint Properly or at
29 prices agreed lo by the Marlies.
a0
31 (3)  Other Malerinl shall be priced at the currenl new price, in effecl at dale of moveinent, as listed by o reliable
32 supply slore nearest the Joint 'roperty, or poinl of manufaclure, plus ransporlation costs, il applicable, lo the
33 railway receiving point nearest e Joinl Property.
M
36 (1) Unused new Malerial, excepl lubular goods, moved from (ho Joint Property shall be priced at the current
36 new price, in effect on dale of movement, as lisled by a relinble supply slore nearest the Joint Properly, or
3 point of manufaclure, plus Lransporlation costs, if applicable, o Whe railway receiving point nearest the Joint
a8 Property. Unused new tubulars will be priced as provided above in Maragraph 2.A.(1) and (2).
30
40 B.  Good Used Malerial (Carulition I3)
41
12 Muterial in sound and serviceuble condition and suilable for reuse without reconditioning:
43
44 {1) Maierinl moved o Lhe Joinl Properly
16
16 AL seventy-five percent (76%) of currenl new price, as determined by Paragraph A.
47 :
48 (2) Materinl used on and moved from the Joint Property
49
60 {n) Al sevenly-live percenl (76%) of currenl new price, ns delermined by I'aragraph A, if Malerial was
61 originally charged to the Joinl Accounl ns new Materinl or
62
63 (b} AL sixly-five percent (66%) of currenl new price, ag determined by Paragraph A, il Malerial was
b4 originally charged lo the Joint Account ns used Material.
b6
66 {3) Malerinl not used on and moved fron e Joinl Propertly
b7
68 AL seventy-five percent (T6%) of currenl new price aa delermined by Pwagraph A,
09
GO The cost of recondilioning, if any, shall be absorbed by the bransferring properly.
Gl
02 C.  Other Usxl Material
63
G4 (1)  Condition C
66
GG Malerial which is ool in sound and serviceable condition and nol suitable for its original function until
67 nfler reconditioning shall Le priced al fifty percent (5%) of currenl new price ns delermined by
(8 Parngraph A. The cost of recomditioning shall be eharged (o the receiving property, provided Gondition
G2 C value plus cost of recondilioning docs nol exceed Coulition B value.
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2) Condilion I}

Material, excluding junk, no longer suitable for ils original purpese, but usable for some olher purpose
shall be priced on a basis commensurale with ils use. Operator may dispose of Condition D Malerial
nnder pracedures normally used by Operaloy withanl prios approval of Nen-Operators.

(n) Cnsing, lubing, or drill pipe used as line pipe shall be priced as Grade A and B seamiless line pipe
of comparalle size and weighl Used casing, labing or drill pipe utilized ns line pipe shall be
priced al uscd line pipe prices.

(L) Casing, Whing or deill pipe wsed as higher pressure service lines than sndand fine pipe, eg.
power il lines, shall be priced under normal pricing procedures for easing, Wbing. or drill pipe.
Upsel twbular gowds shall be priecd on a non upset hiais,

(3)  Comdition 15

Junk shall be priced at prevailing prices. Opernlor may dispose of Condition £ Malerinl wder
procetlures normally utilized by Operator without prive approval of Non-Operalors.

D.  Obsolele Material

Malerinl which is serviceable and usable for ils original funclion but condilion and/for value of such Malerial
is nol equivalent to that which would juslify a price as provick] above mny be specially priced ns agreed 1o by
the Parlics. Such price should resull in the Joinl Acconnt being charged with the value of the serviee

rendered by such Malerial,
E. Pricing Comlilions

(1) Loading or unloading costs mny be charged lo Lhe Joinl Accounl al Lhe rale of Lwenty-five cents (25¢)
per hundred weight on all tubular goods movenents, in lieu of actual loading or unlnding cosls
sustoined at the slocking poinl The above rale shall be adjusted ns of the first day of April each year
following January 1, 1985 by the same percentage incrense or decrease used (o adjust overhead rales in
Seclion 11, Paragraph 1L.A(3). Each year, Ure rale ealenlnled shall be rounded o Uie nearest eent and
ghall ba the rate in effect until the first day of April next yeur. Such rale shall be published each yenr
by the Cuuncil of Pelroleun Accounlants Socielics.

(2) Malerial involving evcclivn costs shall be charged al applienble perceninge of the currenl knocked-town
price of new Malerial.

remium Prices

Whenever Malerial is not readily oblainable al published or listed prives bevause of nalional emergencies, strikes or ollier
unusunl causes over which the Operalor has no eontrul, the Operator mny charge the Joint Account for Lhe required
Mnlerial at the Operalor's netual cost ineurresd in providing such Malerial, in making it suilable for use, and in moving il
Lo the Joint Properly; provided nolice in wriling is furnished Lo Non-Operators of Use proposed charge prior Lo Lilling
Non-Operalors for such Malerial. Ench Non-Operator shall have the right, by so elecling auml nolifying Qperator within
len days after receiving notice from Operator, o furnish in kind all or part of his shave of such Materinl suitable for use

and acceplable lo Operalar.
Warranly of Material Furnished By Operator
Operalor does ol warrant the Malerinl furnished. In case of defective Material, eredit shall not be passed to te Joint

Account until adjustment hins been reecived by Operator from the manufacturers or their agents.

V. INVENTORIES

The Operalor shall maintain detailed recorils of Controllabie Material.

1

I'eriodic Inveniorics, Nolice and Represenintion

At reasunable inlervals, inventories shall be lnken by Operalor of the Juint Account Contrullable Malerinl. Wrillen notice
of intenlion o lnke invenlary shall be given hy Operalor sl least thirly (30} days before any invenlory is o begin so (hal
Non-Operalors may be represenled when any inventory is Laken. Failure of Non-Operators Lo be represented al an
inventory shall hind Nen-Operalors Lo aceept the invenlory Inken by Operalor,

Reconciliation and Adjustment of Inveulorics

Adjustments o the Joinl Accounl resulling fram the reconciliation of a physical invenlory shall be made wilhin six
manths following e Laking of the invenlory. Tnventory ndjostments shall be made by Operator Lo the Joinl Acconnl for
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overages and shorlages, bul, Operaler shall be held aceountable anly for shorlages duc Lo lack of reasonable diligence.

Speclal Invenlories

Special invenlories mny be laken whenever there is nny sale, change of interest, or change of Operator in the Joinl
Properly. It shall bo the duly of the parly selling Lo notily all other Purlies ns quickly as possible nfller Uhe Lransler of
inlerest lokes plnce. In such coses, both Uhe scller and the purchaser shall be governed by such invenlory. In cases
involving a change ol Operator, all Purlics shall be governed by such inventory.

Expense of Conducting Inventories

A.  The expense of conducling periodic invenlories shall nol be charged Lo Lhe Joint Account unless agreed lo by Lhe
Parties. i

B. The expense of conducling special invenlories shall be charged lo the Parlics requesling such invenlories, excepl
invenlories required due to change of Operator shall be charged Lo the Jaint Accounl
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OPERATING AGREEMENT

THIS AGREEMENT, entercd into this_19th _ doy ol Septembex | 19__7_2 between
C & K PETROLEUM, INC.
hereafter designated as “Operator”, and the signatory parlles other than Opgrator

WITNESSETH, THAT: :

WHEREAS, the parties to this agreement are owners o! oil and gas leases covering and, if so Indicated,
unleased mineral interests in the tracts of land described ln Exhith “A", and all parties have reached an
sgreement o explore-and develop these leoses and interests for oil and gas to the extent and as herelnafter
provided:; - LIPS . ’ s
NOW, THEREFORE, It is agreed as followa:

' ' 1. DEFINITIONS ‘ ‘
As used in this agreement, the !u'liowing words and terms shall have the menn]_ngs here ascribed to

them. y :
(1) The words “party” and “parties” shall always mean o party, or purues. to this agreement.
(2) The parties to this agreemant shall always be referred to as -n-- or “they”, whethor the parties be cor-
porate bodles, partnerships; assoclations, or persons real.
(3) The term “oil and gas” shall include oll, gas, casinghead gas, gas condensale, and oll other liquid or gose- -
ous hydrocarbons, unless an intent to limit the Inclusiveness of this term Is specifically stated.
(4) The term “all and gas intciests” shall mean unleased fee and mineral Interests In tracts of land lying
within the Unit Area which are owned i:y parties to this agreement,
(5) The term “Unit Area” shall refer to and Include all of the lands, ol and gas leasehold interests and oit
" and gas intercsts intended to be developed and operated for oll ond gas purposes under this agreement,
Such lands, ofl and gas Ieasehold Intercsts and oil and gas intercsts ave described in Exhiblt “A".
(6) The term “drilling unit” shall mean the area fixed for the drilling of onc well by order or rule of any
' state or [ederal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling
unit shull be the drilling unit as eslablished by ‘the pattern of drilling in the Unit Areu or os fixod by ex- p
press agreement ol the pucties,

{7) All exhibits aitached to this agreement ure made o part of the contract as fully as though copied in full

~—

in the contract, : ; < .
{8) The words “equipment” and “malerials” as used here are synonymous and shull mean and include all
oil field suppliﬁ and personal p‘roperty acquired for use in the Unlt Area,
2, TITLE EXABI!NATION, LOSS OF LEASES AND OIL AhD GAS INTERESTS

A, Title Examlnntion:

-

Title shall be cxamined by Operalor's attorneys prior Lo commencement of operations
on each well, and in the event of productlon, Operator shall secure a supplemantal
abstract thtough date of firet runs and shall have a Rivision Order Title Opinion
prepared. All such title costs shall be borne 'proportioua:cly by all working inter-
est ownars plrticipat:lng in the operation.

it iapen 3 it e o P L e .—‘..:.’, byttt 4 (W Jdih 0 1:'-:“"'..“
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of cach supple ion, and of all final opinicns, shall be sent promptly lo each Party. The opinion of
ity of the title to each oil and gas Intecest ang each lease, and (he
amount of interest covered thereby shall be binding an on the parties, but the acceplability of

i ‘leases s to primary term, royalty provisions, drilling obligations, and spec all be o tatter for

party dmll,lnmdtalth,trytonlku Ibenqu&m.nhnlthu

: mmtulmaumumumcuduh-u,hmapmm_.__&nm
222, I the title to any lease, or ol and gas interest, Is finally rejocted by

. the examining sttorney, be asked to state In writing Whether they will waive the titte’
. —'i&otecu and accept the loases or interests, or wh Rgy will'stand on the attorney’s opinion. It one of mare
parties refuse to waive title defects, this agreement shall, IR Tob.case, be terminated ang abandoned, and a1l
_mbstracts and title papers shall be returned to their senders. If o] titles e goproved by the examining at-
torneys, or are accepted by oll partics, and jt 2ll leases are accepted as o primary Y, royalty Provisions,
drilling obligations and special burdens, all subsequent provisions of this agreement shall b

Wﬂ_- Sasliss —toyr o Lto thal- _a_r CON | orppen 1 LT P T Sy
T T T C

B. Failure of Title:

After all titles are approved or accepled, nny defects of title that may develop shall be the joint re-
sponsibility of all partics and, if a title Joss occurs, it ghall be the loss of all parties, with each bearing jts pro-
portionale part of the loss and of any liabilities incurred In the loss. If such a loss occurs, there shall be no
change in, or adjustment of, the intcrests of the partles in the remaining portion of the Unit Ama..

C. Loss of Lenses For Other Thon Title Fallure:

B

o, 5 B 3. UNLEASED OIL AND GAS INTERESTS

It any party owns an unleased ofl and pas interest in the Unlt Aren, that interost shall be {reated for
the purpose of this agreement as il it were a leased interest under 1he form of il and gns lease attached as
Exhibit “B" and for the primacy term therein stated. As to sueh interests, the owner sholl receive royally on
production ns prescribed in the form of oil end pes lease atlached herelo as Exhibit “B". Such parly shal,
however, be subject to all of the provisions of this agrecment relating lo Jessees, to the extent that it gwne

the Jesses interest.  There are no unleased interests and therefore, no Exhibie "B",

4. INTERESTS OF PAR'TIES

ixhibit *A® dists all of the parties, and their respeclive percentagie or [eactional inlerests under this
Blteeneat. Unless changed by other provigions, all costs i Jabilities Incuryed in uvperations under Lhis eon..
traet rhall be borne and pald, indd all equiprent and materinl aequired in operations on {he Unit Area shall bp

vaed, by the parlies as their interests are given in Exhibit “An, Al precuction of oi] and s fram the

Uit Ares, subjeet to the pyment of Jessors vayallies, shall utsg be uwned by tha pevties in the samea Inanner.

—_—2

“Joinl Loss™
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IT the interest of any party In any oil and gas lease covered by this agreement is subject to on overriding
royalty, prodiuction payment, ot olherrchnrge over and above the usual one-cigthh (%3} royalty, such party shall .
assume and alone bear all such excess obligations and shall nccount for them to the owners therzol out of its
share of the working interest prodgcuon of the Unit Area. :

: 5. OPERATOR OF UNIT _
C & K PETROLEUM, INC. ——shall be the Operator of

the Unit Area, ond shall conduct nﬁd direct and have full control of all operalions on the Unit Area as per-
mitted and required by, and within the limits al, this agreement. It shall conduct all such operations in a good -
and workmanlike manner, but it shall have no Ilnbim:r as Operator to the other Fﬁf losses sustained,
or liabilities incurred, exupt such as may result from. lmss negligence or zmml 5ll"‘uu pmvl-ions of
this nmement.

6. EBIPLOYEES
The number of employees and their selection, and the hours of labor and the compensation for nrvi:es -
performed, shell be determined by Opcrltor All employees shall be the cmployees of Operator.
. 7. TEST WELL '
On or before the. 15¢h day of March, 1978 | Operator shall commence the drill-
Ing of a well for oil lmd gas in the following location: ’

PENNZOIL FEDERAL NO. 2: ‘ 660' FWL & 1980' FSL Section 10,
; g g L T-24-5, R-26-E, NMPM, Eddy County,
New Mexico

and shall therenner continue the dr!!lln: of the well with due diligence to a depth sufflclant: to
test the Morrow formation (approximate total depth 12,500').

unless geanite or other practically impencirable substance is cncountered al o lesser depth or unless all partics
apice 10 complete the well at a Jusser depth.

Opernter shall make reasonable tesls of all' Jormatiens cncounlereé Elurin[: dritling which glve indica-
Hon of contuining oil and gas in quantilies sulficient to lesl, unless this agreement shull be Himited in its ap-
plication to a specific formation or formalions, in which event Operator shall be required' to test only the
formation or formations. 10 which thia ngi-eemenl may apply. . )

If In Operator's jufigment the well will not produce oil or gas in paying quantitics, and It wishes to
plug and pbandon the lest as a t!ry hole, it shall first secure the consent of all parties to the pluuing, and the
well =hall then be plnxged and abnndoned as promptly as possible,

8. COSTS AN.’D EXPENSES
Except as herein otherwise lpecit:cally provided, Opnrulor shull prvmptly pay and dischnrgu oll costs
and expenses incurred In the devolopment and operation of the Unit Area pursuant to this agreement and shall
charge each of the partics hereto with their respective propor!iénnle rhares upon the cost and expense Lasis
provided in the Accounting Procedure attachad. harelo and marked Exhibit “C”, J{ any provision of Ex-
hibit C" should be inconsisient with any provision contained in the body of this agreement, the provisions in
the body of this agrermeant shall prevail,

Operator, al its eleclion, shall have the right from lime 1o tlime lo demand and receive fram the ojher
partics payment in advanc: of theiv respeetive shures of the eslimuted amount of the easts to Le incurred in
operations hereunder during the next suceeeding mouth, which right may be excreised only by subtaission to
each such parly of an itemized slatement of such estinated costs, together with nn Invoice Tor its shure there-
of. Each shch stalemant and invoice for the payment In advance of eslimuted costs shall be subsunitied on or
Lefore the "Oth day ol |hq neut preceding moath, Euch parly shall pay to Opernlor ils proporlionale shure of
such estiznate within m? (22) days a2fier auch estimate and involee is recoived, I any pavly fails lo By its
shure of sald cstimale within said time, the amount due shall beur Interest nt the rate o.’-.-h.'-‘lwrcenl L,.—) per
wnttnn uatil paid.  Proper adjistment shall be raada monthly between advances mnd actual cost, to the ead
thit earh party shall baar and pay its propartionale share of aclual costa incuread, and no more.

i W

Revised 1907
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9. OPERATOB'S LIEN

Operator is given a first and preferred lien on the interest of each party covered by this contraet, and
in cach party’s interest in of! and gos produced ond the proceeds thereol, and upon each party’s interest in ma-
terial and eqt-:ipment, to secure the payment of all sums due from each such party to Operator. ' =

In the event any party falls to }:ny any amount owing by It to Operator as its share of such cosls and
expense or such advance estimate withln' the time limited for payment .therto!. Operator, without prejudice to
other existing remedies, Is authorized, at its election, to collect from the purchaser or purchasers of oil or gas,
the eeds accruing to the working Interest of Interests in the Unit Arca of the delinquent party up to the
i ST A AT o ) ST o Sh. SRt o e i e
as to the amount owing by such party. - ' : :

In the event of the neglect or faflure of any non-operating party to promptly pay its proportionate part
of the cost ond expense of development and dperation when due, the other non-operating parties and Operalor,
within thirty (30) days after the rendition of statements therefor by Operator, shall proportionately contribute
to the ppyment 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 section.  Upon the payment by such delinquent or
defaulting pacty to Operator of any emount or amounts on such delinquent indebtedness, or upon any recovery
on behalf of the non-operating parties under the licn conferred above, the amount or amotnts so paid or re-
covercd shall be distributed and pnld by Operator to the other non-operating parlies and Operator propor-

tionately in accordance with the contributions theratofore made by them. The provisions of this Sec-
tion 9 shall also be available to non-operators. .
10. TERM OF AGREEMENT

This agreement shall remain In full force and effect for ns long as any of the ol and gas leases subjecled
to this agreement rematn or are continued in force os to any part of the Unit Arca, whether by production, ex-
tension, renewal or otherwise; provided, however, that in the event the first well drilled hercunder rosults in
a dry hole and no other well is producing oil,or gas in paying quantities from the Unit Area, then at the end
of ninety (90) days after abandonment of the first lest well, this agreement shall terminate unloss one or
more of the parties are then engaged in drilling a well or wells pursuunt to Scelion 12 hereof, or all parties
have agreed to drill an additional well or walls under this agreemenl, in which cvent this agreement shall con-
tinue in forco until such well or wells shall have been drilled and compleicd. If production resultg-there-
from this agreement shall continue In force therenfter as If said first test well hed been productive In paying
quantitics, but if production in paying quantities does nol resull therefrom this agreement shall terminate
at tho end of ninety (90) days alter abandonment of such well or wells. Tt is ngreed, however, that the term-
inntlon of this agreement sholl not relieve any party hercto from any lability which has accrued or attached
prior 1o the date of such termination, _ _ ‘
1. LIMITATION ON EXPENDITURES -See paragraph 31 (1)

Without the consent of all parties: (a) No well shall_be drijled on the Unit Arca except any well ex-
pressly provided for in this agreement and except any well drilled pursuant to the provisions of Scction 12
of tiis sgrcement, it being understood that the consent to the drilling of a well shall include consent o all
necessary expendilures in the drilling, testing, completing, and cquip.plng of the well, including necessary
tankage: (L) No well shall be reworked, plugged bnck/ﬁ%?&-ﬁ&ti’&w,u 2 well reworked, plugged Lback or
deepened pursuant to the provisions of Stetion 12 of this agreement, It belng understood that the consent to
the reworking, plugging back _AF‘RM%EE‘UF:: well shall include consent {o all necexsary expendilures in
corducting such operations and complating tnd cquipping of said well to producs, including necessary tank-
age; (¢) Operater shall not underlake any single project reasonably ostimated to require an expenditure in
excess ol _Ten Thonsand & no/l00=—===eon e e e e oo e e =Dolars ($.10.,.000..00.)
except in connection with a well the drilllng, reworking, deepening, or plugging: back of which lws been pre-
viously authorized by or pursuant Lo this agreement; provided, however, that in ense of explosion, fire, flood,

or other sudden emergency, whether of the same or different nulure, Operator may ‘lake such steps and lncur
such expinses ns in §ts oplnion are required to deal with the cmt;i-'::-nucy and to safeguard lile and property,
but Opereter shall, as promplly as possible, report the emergency o the olher partics.  Operalor shall, \tpun
request, furnish ecopies of its “Authority for Fxponditures” for any single profeet costing in ex-

ceiz of § 5,000.00

-
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12. OPERATIONS BY LESS THAN ALL PARTIES *

If all the parties cannot mutually ureel upon the drilling of any well on the Unit Area other than the
test well provided for in Section 7, or upon the reworking, deepening or Plugging back of a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the parties and not then producing In paying
.quantities on the Unit Area, any party or parties wishing to drill, rework, deepen or plug back such a well
may give the ather pa-rllu written notice of the proposed: operation, specifying the work to be performed,
the locatlon, proposed depth, objective formation and the estimated cost of the operation. The partles r.neﬁv-

. ing such a notice shall have thirty (30) days (except as to reworking, plugging back or dritling deeper, where
[ d_r'ming vig s on locatlon, the period shall be limited to forty-elght (48) hours exclusive of Saturday or Sun-
doy) alter receipt of the notice 'w!thln which to notily the ﬁ.rm. wishing to do the work whether they elect
Lo parlicigate in the cost of the proposed operation. Failure of a party receiving such a notice to 5o reply to
it within the period sbove fixed shall constitute an election by that party nat to wticlpate-in the cost of the
proposed operation, ) . : ) : :

If eny party recelving such a notice elects not to participate in the proposed opul-ntlon (such pariy or
parties belng hereafler referred to as “Non-Consenting Party”), then in order to be entitled to the benefits

. of this section, the party or partles giv{nz the notice and such other parlics as shal) elect to participate In the
operation (a1l such parties being hereafter referred to as the “Consenting Par‘uu") shall, within thirty (30)
days after the cxpiration of the nolice period of thirty (30) days (or as promptly as possible after the expir-
atien of the 48-hour pcriod where the drilling rig Is on Jocation, es the case may be) actually commence work
on the proposed opération and complete it with due diligence.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportions that their respective Interests as shown in Exhibit “A" bear to the total in(cx:ésls of o]l Consenting
Parties, Consenting Parties shall keep the leaschpld estates involved in such operations free and clear of al
liens and encumbrances of every kind created by or arlsing from the operations of the Consenting Parties, 1If
such on operation results in a dry hole, the Consenting Parties shull plug and abandon the well at their sole
cost, risk nnd expente. If sny well drilled, reworked, decpened or plugged back under the provisions of this
scetion results In o producer of oil ond/or gas In paying quantities, the Consenting Parties shall complete and
equip the well to produce at their sole cost and risk, and the well shall then be turned over to Operator and
shall be operated by it at the expense and for the account of the _C‘nnsontinz Parties. Upon commencement of
operations for the :'irlnlng, reworking, deepening or plti_gging back og'-ny such well by éonuntin: Pariies
in accordance with the provisions of this section, each Non-Consenting Party shall be deemed to have relin-
quished ta Consenting Parties, and the Consenting Parties shall own and be entitled to recelve, in proportion
to their respective interests, all of ‘such Non-(fnmntin: Parly’s interest in the well, its léuuhnld oparating
rights, and share of production therefrom until the proceeds or market value thérco! (after deducting pro-

duction taxes, m_vnity. overriding royalty nr%xdilﬁetrjfggm?aﬁﬁlﬁ ﬁeo?%;vrgeudw b;' Efeegr%dmion

from such well accruing with respect to such interest until it reverts) shall equal the total of the following:

(A) 100% of cach such Non-Consenting Party's shore of the cost of any nowly acquired surface equipment
beyond the wellhead connections (including, but not limited to, slock tanks, separotors, treaters,
pumping equlpment and piping), plus 1009 of cach such 'Non-Can:enung Parly's share of the cost of
operation of the well commencing with first produclion and conlinuing until cach such Non-Consenting
Parly's relinquished interest shall revert to it under other provisions of this section, it being ogreed that
cach Non-Consenting Party's share of such costs and cquipment will be that interest which would have

it 5 al‘l iﬁicﬁtileﬁt o
been chargeable 1o cach Non-Consenting Parly had H/partic n-the well from the beginning of

the operation; and

(n) mnr that portion of the costs and expenses of drilling, reworking, deepening or plugging back,
testing and completing, afler deducting any cash contributions recolved under Section 25, and
of that portion of the cost of newly acquired equipment in the well (to und inclugding the wel!hnd
connections), which would have been chargenble to such Non-Consenting' Party !I‘/ﬂ%!(d Qgﬁ'ltﬂaﬁd

therein,

-
*Subject to Section 31(1l) heraof,

e e me———a i 8 el -
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In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
be permitted lo use, free of eest, all casing, tublng and other equipment in the well, but the ownership of all
such equipment shall remaln unchanged; and upon abandonment of a well after such reworking, plugging
back or deeper drilling, the Conuntlng Parties shall account for all such equipment to the owners thereof,
with each perty receiving its proportionate part in kind or In value. '

Within sixty (60) days after the completion of any operation linde_r this section, the party conducting l
the operations for the Consenting Partles shall furnish each Non-Consenling Party with en inventory of
the equipment In and connected to the well, and an Mtemized statement of the cost of drilling, deepening,
plugging back, testing, completing, and equipping the well for production; or, at lts option, the operating
party, in lieu of an itemized statement of such costs of operation, may submit a detatled statement of monthly
billings. Esch month thereafter, during the time the Consenting Parties are being relmbursed as provided
above, the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all
costs and llabllities incurred in the operation of the well, logether with a statement of the quantity of ofl
and gos preduced from it and the ui:ount of proceeds realized trﬁm the sale of the well's working lnlirét
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 s Non-Con-
senling Party had it participated therein shall be credited against the total unreturned 'costs of the work done
and of the equipment purchased, in determining when the interest of such Non-Consenting Party shall revert
to it as above provided; if there is a credit balance it shall be paid 1o such Non-Consenting Party.

It and when the Consenting Partles recover from a Non-Consenling Party's relinquished intcrest the
amounts provided for above, the nll&quishod intarests of such Nonvconsent!ng Party shall sutomatically
revér! to it and from and alter such reversion such Non-Consenting Party shall own the same Interest in such
well, the operating rights and working intercst therein, the materiel and equipment in or pertaining thereto,
and the production therefrom as such Non-Consenting Party would have owned had it participated In the
drilling, reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
charged with and shall pay its proportionate patt of the further cosis of the operation of said well in record-
ance with the terms of this agreement nnd the accounting precedure schedule, Exhibit “C”, attached heroto.

Notwithstanding the provisions of this Section 13, it is agreed that without the mutual consent of all
parties, no wells shall be mm.metnd_ln'u'r‘ produced from a snurce of supply from which a well located else-
‘where on the Unit Area it preducing, unless such well conforms to the u\en—exhungrmll spacing patlern
for such source of supply. S - N

The provisions of this section shall have no abpliéllion whatsoever to the drlling of the initia) test
well on the Unit Area, but shall apply to the reworking, deepening, or plugging back of the fnitlal test well
sfter it has been drilled to the depth specified in Section 7, If it is, or thereafler shall prove to be, a dry
hole or non-commercial well, and to all other wells drilled, reworked, deepened, or plugged back, or pro-
posed to be drilled, i'oworked. deepened, or plugged back, wpon the Unit Area subsequent lo the deilling of
the jnitial test well, ' *

13. RIGHT TO TAKE PRODUCTION IN KIND

Each party shnll/aglyﬁ\ Hlﬁ o;muzl? dispose of ils proportionale share of nll oil and gas pro-
duced Srom the Unit Aren, exclusive of production which may be used in development and producing oper-
ations and in preparing and treating ofl for marketing purposes and production unavoidably lost, Each parly
shall pay or dcliver, or cause to be paid or delivered, all royalties, overriding royalties, or other payments
duc on its sharc of such production, and shall held the other partles free from any liability thevefor. Any
extra expenditure incurred in the taking in kind or separale disposition by any party of ils proportionate

shure of the production shall be borne by such party, subject to Gas Balancing Agreement
attached as Exhibit "E" hereto.

Each porty shall execute all division orders ond contracts of sale pertaining to its interest in produe-
tion from the Unit Ares, and shall be entitled to receive payment dircet from the purchaser or purchasers
ibereot for its share of sll production.
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In the event any parly shall fail to make the arrangements necessary lo take in kind or scparalely
dispose of its proportionate share of the oil and g£as produced from the Unit Arca, Operator shall have the
right, subject to revocation at will by the pnr!y owning it, but not the obligation, to purchase such oil and
gas or sell It to others for the time being, at not less than the market pme prevailing in the area, which
shall in no event be less than the price which Operator receives for its porlton of the oil and gas produced
from the Unit Area. Any such purchase or sale by Operator shall be subject nl\vnys to- the :lght of the
owner of the productlon to exercise at any time Its right to take In kind, or separalely dispose of, ils share of
all oll and gas not previously delivered to a purchaser. Notwithstanding the !ora;olng. Operator shall. not
make a sale into Interstate commerce of any other party's share of gas production without first giving such

tlee of such d Any contract made by Operator speci-
f?gl?;y f’g;:wth-) :T:ﬂof! non—t&? od aale. rt 'sysha:? of Unit p uctio sha. l

ﬁ&ustry un&erte{ﬁa cggcumstgancis cngm gﬂaffa§e w t!gvgg ora Egrm excae -

ing one year. " 14. ACCESS TO UNIT AREA

Each porty shall have aceess to the Unit Area at all reasonable times, at its sole rhk. to inspect or
observe operatlons. and shall have access at reasonable times to Information pertalning to the development
or operation lhareof including Operator's books and records relating thereto. Operator shall, upon request,
furnish cach of tha other parties with copies of all drilling reports, well logs, tank tadbles, dally gauge and
run tickets and rcpotts of stock on hand at the first of cach mnonth, and shall make available samples of any
cores or cutlings taken from any well drilled on the Unit Arca.

15. DRILLING CONTRACTS

All wells drilled on the Unit Arca shall be drilled on a competitive contract basis at the usuarl rates
prevailing In the area. Operator, if it so desires, may employ [ts own tools and cquipment in the drilling
of wells, but ils charges therefor shall not exceed the prevulling rates in the fleld, and the rate of such
charges shall be agreed upon by the parties in writing before drilling operations are commenced, and such
work shall be performed by Operator under the same lerms and conditions as shall be customary and usual
in the ficld in contracts of Independent contractors whe are doing work of a sImilar nature. .

16. ABANDONMENT OF WE[JS

No well, other than any well which has bean drilled or reworked pnrsulnt to Section 12 hereof for
which the Consenting Parties have, not been fully reimbursed as therein pmvidad which has been com-
pleted as a producer shall be plugged and obandoned without the consent of all parties; provided, howaever,
if all parties do not ngrea to the abandonment of any well, those wishing to continue its operation shall fender
to cach of the other parties its proportionate share of the value of the well's salvable material and equip-
ment, deicrmined in eccordance with the provisions of Exhibit “C", less the estimaled cost of salvaging and
the estimated cost of plugning and abandoning. Each abandaning party shall then assien to the non-
alandoning parties, without warranty, express or implied, & to title or as to quantity, qualily, or fitness for use
of the equipment and malerial, all of ils interest In the well wod s equipment, logether with ils inlerest in
the leaschold estale as to, Lul only as to, the interval or iu'c:rmls of the formution or formalions then open
to produc.;m:/W‘E’Etp!?ssﬁﬁfhﬂm%m?lne& %IP cm:oXm i1ES ﬁno ?gﬂlmg um ulggl\l-:l\ich the well is located.
The payments by, and the assiznments to, the ussignees shall b2 in a ratio bused upon the relationship of
their respoctive pereentages of participalion in the Unit Area 1o the nggregnle of the bercentm's ol partici-
pation in the Unit Area of al! assignees. There shall be no readjusiment of Interest in the remaining porlion
of the Unit Arca,

Alier the assigament, the assignors shall Iave no furlher rcspumibllll_-;- Yiability, or inlerest in the

. .\ . . y i ass qp . .
operation of or production from the well in the interval or intervals thon eaxas. Upan request of the assignces,
Operator shull eontinue to operale the aszigned well for the aceunnt of the non-abandoning pariivs af the
rales and charges contemplated by this agrecmaont, plus any acdditional cost :md charges which may aclse as

Ui result of the separate avnership of (ha assigacd well,

s B

3 i )
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS

Each party shall pay all delay rentals and shut-in well payments which may be required under the
terras of ils lease or Jeases and submit evidence of each payment to the other pacties at least ten (10) days
prior to the payment. date. The paying party shall be reimbursed by Operator for 100% of any such delay
rental payment and 100% of any such shut-in well payment. The amount of such relmbursament shail be
charged by Operator to the joint account of the parties and treated in all respects the same as costs fncurred
In the development and operation of the Unit Area. Each party responsible for such payments shall diligently

attempt to make proper payment, but shall not be held liable to the other parties in damages for the loss of
any lease or interest therein if, through mistake or oversight, any rental or shut-in well payment is not paid
or is erroncously pald The loss of any lesse or interest therein which results from a failure to pay or an er-
roneous payment of rental or shut-in well payment shall be s joint loss and there shall be no readjustment of
Interests In (ne remaining portion of the Unit Area 1f any party secures a new lease covering the terminated
interest, such ncquisiton shall be subject to the provisions of Section 23 of this agreement.

Operator shall promptly notify each other party hareto of the date on which any gas well loutod on
the Unlt Area s ghut !.n and the reason therefor.

cerning its proposed sale, which shall include the name and address of the prospectiveptirchaser (who must
be ready, willing and able to purchase), the purchase price, and all other termeoT the offer. The other partles
shall then have an nf:l.ional prior right, for a period of ton (10) doysalter recelpt of the notice, to purchase
on the same lerms and conditions the interest which the plive parly proposes to sell; und, if this optional right
is exercised, the purchasing parties shall share Purchased inferest in the proportions thal the interest of
cach bears {o the total interest of all purthasing parties. Howevur! therce shall be no preferential right to pur-
chase in those cases where pay~Parly wishes to morigage its intcrests, or to dispose of its intcrests by marger,
offdatlon, or sale of nll of lis assels, or a sale or transfer of its interests to a subsidiary or

reorganization, cop
fany, or subsidiary of a parent company, or to any company in which any one porty owns a ma-

. SALE BY OPERATOR
19. mummmmxu

Should a sale be made by Operalor of its rlghls and mtqes!s, the other partics shall have the right
within sixty (60) days after the date of such sale, by majority vote in intcrest, to sclect a new Operator, If
a new Operator is not so selected, the transferce of the present ‘Operator shall assumo the duties of and acl as
Operator. In cither case, the retiring Operator shall continue 1o serve as Operater, and dischurge its dutics
in that capacity under this agreement, until its successor Operator iz selecled and begins to function, but the
present Opcrator shall nol be obligated to continue the performance of Its dutics for more than 120 days afier
the sale of its rights and interesis has becn completed,

“Joint Loss™

e ot s ey Tl
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20. MAINTENANCE OF UNIT OWNERSHIP

For the purpose 'of maintaining uniformity of ownership In the ofl and gas leasehold Intercsts covered by
this contract, and notwithstanding any other provisions to the contrary, no party shall sell, encumber, transter

or make other disposition of its interest In the leases embraced within the Unit Area and in wells, equipment -

and praduction unless such disposition covers either:
(1) the entire intevest of the party in all leases and equipment and preduction; or
(2) an equal undivided interest in all leases and equlpmmt and production In the Unit Area

Every such sals, encumbrance, transfer or other disposition made by any party ghall be made expressly
subject to this agreement, and shall be made without prejudice to the rights of the other parties.

If at any time the interest of any party is divided among and owned by four or more co-owners, Opera-
tor may, at its discrelion, require sych co-ownera lo appolnt o single trustee or agent with full authority to re-
eeive notices, approve expenditures, recelve blilings for and approve and pay such party’s share of the joint
expenses, and to deal generally with, and with power to bind, the co-owners of such parly’s interests within
the scope of the operations embraced ir this contract; however, all such co-owners shall enter Into and execute
all contracts or agrcements for the disposition of lheir respective shares of the ofl and gas producsd from the
Unil Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

21. RESIGNATION OF OPERATOR

Operator may resign from .its dutbes and obligations »s Operator ot eny time upon written notiee of not
less than ninety (90) days given to all other parties. In this case, all partics lo this contract shall select by
. majority vote in intevest, not in numbers, & new Operator who shall assume the responsibilities and dutias, and
have the rights, preseribed for Operator by this agreement. The relicing Operator shall deliver to its successor
all records and Information neccasary 1o the discharge by the new Oporator of its dutles and obligations,

22. LIABILITY OF PARTIES

The Jiability of the partics shall be soveral, not joint or colleclive. Each party shall be responsible
only for its obligations, and shzll be llable only for its proportionate share of the costs of developing nnd
operaling the Unit Area. Accordingly, lhe lien granted by eoch party to Operator in Sectlon 9 Is given to se-
cure only the debts of each scverally, Il is not the intention of the partics to create, nor shall this agreement
be construed as crealing, o mining or other partnership or association, or to render them liable as partners,

23. RENEWAL OR EXTENSION OF LEASES )

If any party secuves a renewal of any oil and gas lease subject to this contract, each and all of the other

parties shall be nolified prompily, and shall have the right toparticipale in the ownership of the renewnl lease

by paying to the party who acquired it their severnl proper roporlionate shares of the nequisition cost, which
shall be in proportion to the interests held at that time by t||~paruos in the Unit Arca.

I some, but less than all, of the partics cleet to parijdipate in the purcluue of a renewal Jease, it shall
be owned by the parlics who clect to pavticipate therein, In tio based upon the relotionship of thelr rospec-
tive pereentage of participation in the unit aven to the nggreg u? of the pereentages of parlicipation in the unit

wrea of wll parties participuting in the purchase of such rendwhl leare. Any renewnl lease in which Iéss than

all the parties elect to pactivipate shall not Le suhjcc'l"lg this fagrecment.

Euch party whoe paclicipates in the purchase of o rcucwal Jease shall be given an assignment of ntn pro-
porl)onnlc interest thercin by the acquiring pavly.

The provisions of this scction shall apply to renewal lesses whether they are for the entive interest
covered by the expiving leise or cover only a portion of ils area or an inleresl (herein, Any renewal lewse
taken Lufnre the cxp{rnlian ol i3 predecessor lease, or taken or contracted for vithin xix (G) months afier
the expication of the existing Jeaae shalt be subjeel to this pruvisign; but any lease taken or conteucled for
more than =ix (6) moaths after the expiration of an existing lease shall not be decimed a renewal lease il
shull not be subjeet to the provizions of this seclion.

The: provisions in this section shall apply alsw and in like manner to extensions of oil and pus leases,

—_
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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 parties consent.

However, should any party desice 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, wilhout express or fmplled
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 thereatter secured, to the parties' not desicing to
surrender it.  Upon such assignment, the assigning party shall be relieved from all obligations thereafter ac-
cruing, but not theretofore accrued, with respect to th.mnaaiz;udmd-themnﬂon of any well there-
on, and the amigning party shall have no further interest In the lease assigned and its equipment and production.
The partics assignes lhl.ll pay to the party assignor the reasonable silvage value of the latter’s interest In any
wells and equipment on the assigned acreage, determined In accordance with the provlﬂom of Exhibit “C*,
less the estimated cost of salvaging and the estimated cost of plugging and abandoning. If the assignment Is in’

. favor of more than one party, the assigned interest shall be shared by the parties mlgnte in the proportions
that the interest of each beera to the interest of all pam- assignee,

Any assignment or surrender made under this provislon shall not reduce or change the assignors’ or sur-
rendering pariics' interest, as it was immediately before the assignment, in the balance of the Unit Area: and
the acreage assigned or surrendered, and subsequent operations thereon, shall not li:erenirter be subject to the
terms and provisions of this agreement.

25. ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contifbution of cash toward the drilling of a
well or any other operation on the Unit Arca, such contribution shall be pald to the party who conducled the
drilling or other operation and shall be applied by ‘it against the cost of such drilling or other operation. It
the contribution be in the form of acrcage, the party to whom the contribution is made shall promptb-m
."isclg \:sgt of the ucrugc without u.armuty of #tle to all piaruu to this eement in prowrtmn to their
/pinteraupin thewe a!n time, nnd/:uch ::'c'i.'eag?nflagf bee%r:ecﬁ %&egt ?'e ﬂli'l Rm,a:?f be s%o er i 1t
by all the provisions of this contract. Each party shall promplly notify all other parties of all ammao: I::'m
money contributlons it may ol;taln In support of any well or any other o?mlion on the Unit Area.

26. PROVISION CONCERNING TAXATION

Each of the parties hereto elects, under the authority of Section 761(a) of the Internal Revenue Code of
1934, to be excluded from the application of &ll of the provisions of Subchapter K of Chapter 1 of Subtitle A of
the Internal Revenue Code of 1954, If the income tox laws of the date or states in which the property covered
hereby is Jocated contain, or may hercalter contuin, provitlons similar to thoze contained In the Subchapter of
the Tnterha! Revenue Cade of 1954 abave rofevred to under which a similar cloction 1s permitled, each of the
partics agrees that such election shall be exercisod. Each party authorizes ond directs the Operator lo execute
such an clectioﬁ ar clections on its behalf and lo file the clection with the proper pgovernmental offiee or
agency. If requesied by Wie Operator so (o do, each party ajyrees to exccule and Join in such an election.

Operator shall render for ad velorem laxalivn all proparty l:ubjccl. fu this agreement which by Juw
should be rendered for such taxes, and it shall pay ull such laxes, assessed thereon before they becoine @olin-
quenl.  Operator shall bi)l all other parties for their proportionale shave of all tax payments fa the manner
provided in Exhibit “C”.

If any lax assessmenl is considered unrcasonable by Operator, it may at its diserelion protesl such valua-
tien within the time nnd manner prescribed by law, and prosccule the protest lo a final daterininalion, vyless
all parties agree lo ahandon the prolest prior fo final delermination. When nny such prolested vatuilion shal)
lm.'c buen finndly determined, Operator shall p:ur tire assessment for the jolat account, together with inlerest and
pl.n:nl!y acevued, and the total cost shall thea be assussed myainst the partics, and be paid by them, 28 nrovided
in Exhibit e,

—10 e
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27. INSURANCE

At all limes while operations are conducted hereunder, Operatar shall comply with the Wocrkmen's

Compensation Law of the State where the operations are being conducted. Operater shall also carry or pro-

vide Insurance for the benefit of the Joint account of the partics as may be outlined in Exhibit “D" attached
to and made a part hereol Dperatur shall requice all contractors engaged In work on or for the Unit Area
to comply with the Workmen's Compensation Law of the State where the opernhons are being conducted and
to maintaln such other Insurance ss Operator may require. ' '

In the event Autamobile Public Lisbility Insurance is weaﬁed in said Exhibit “D", or su‘naq\untly Te-
celves the approval of the parties, no divect charge shall be made by Operator for premh.nns pald for .uut_'.h in-
surance for operator's fully owned automotive equipment. ' a

8. CLAIMS AND LAWSUITS

If any party to this contract is sued on an alleged cause of action arising out of opzrations on the Unit
Area, or on an alleged cause of action involving title to any lesse or ofl and gas intecest subjected to this con-
tract, it shall give prompt written notice of the suit to the Operator and all other parties,

The defense of Jawsuits shall be under the general direction of a committee of lawyers representing the
partics, with Operator's attornoy as Chairman, Suits may beé settled during litigation only wilh the joint con-

. scnt of all parties. No chacge shan be made for services perl'ormed by the staff atlorneys for any of the

parties, but otherwise all expenses incucred in the delense of suits, together with the amount paid to discharge
eny final judgment, shall be considered costs of operation and ehall be charged to and pald by all parties in
proportion to their then Interests in the Unit Area. Attorneys, other than staff attorneys for the partics, shall
be employed in lawsuits involving Unit Arvea operations only with the consent of all parties; if outside counsel
is employed, thelr fees and expenses shall be considered Unit Area expense and shall be paid by Operator and
charged to ol} of the partics in proportion to thelr then interests in the Unit Arca. The provisions of this
paragragh shall not be applied in any Instance where the loss which may result from the suit is treated as an
individual lozs rather than o joint loss under prior provisions of this n;.rcemenl, and all such suits shall be
handled by and be the sole responsibllity of the party or parlies concerned.

Damage claims caused by and arlting out of cperzlions on the Unit Area, conducted for the joint ac-
count of nll parties, shall be handled by Operator and its allorneys, the scttlemnent of clafms of this kind shall
e within the chmelmn of Opera%ur so lnng as the amount pmd n settiement ol any one ciaim does pot uxceed
one thousand (siaou 00) dollars and, i€ seuled the sums poid in selllement shall be charged as expen.u o
nnd be paid by all parties in pruportlon to thelr then interests in the Unit Area,

29. FORCE MAJEULE

I any party is rendered unable, whally or in part, by force majeure to earry out its obligntions under
this apgreement, other than the obligation to make money payments, that pariy shall give to all other parties
promp! written notice of Lhe force majeure with bly full particulars concerning {t; thercupon, the
obligations of the party giving the nolice, so fnr ns th2y are alfecled by lhe force majeure, shall be suspanded
during, Il no Jonger than, the continuance of the force majeure, The affectudd parly shall use all possible
diligenee to remove the force majeure as quickly ns possible,

The requirement that any force majeure shall be remadied with all reasonable dispateh shall not requive

the sottlement of sirikes, lockouts, or other labor difficully by thc parly involved, contrary to its wizher: how
all such difficulties shall be handled shall be entirely within the dlscwhnn ol the parly concerned,

The lerm *foree majeure” 15 here employed shall inean an acl of God, slrike, Jockout, or othor industrinl
disturbance, act of the public cnemy, war, blockade, public riol, lightning, five, storm, flood, explosion, gov-
ernmeatal restraint, unavailability of equipment, and any other eause, whethoer of the kind specifically enmn-

eratix] ubove or otherwise, which is not reasonably within the cuntrol of the purly claiming suspension.
30. NOTICES

All nolices nuthorized or vequired belwenn the partivs, and required by any of the p-m-nmns of thia

onal duli\'ur}'

mreement, shall, unless othorwise specitically providud, be given in wriling by Uniled States m:ul ?:r Westorn

Union Telegram, postasre or charges prepald, snd addressed to the parly te whom the nelice Iz given af tue

—11
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addresses Msted on Exhibit “A". The originating notice to be given under any provision hereof shall be deemned
given only when received by the party to whom such natice Is directed and the time for such party to give any
notlce In response therelo shall run from the date the originating notice is recelved. The second or any re-

Telegraph Company, with postage or charges prepald. Each party shall have the right to change I3 address
.at any time, and from time to time, by giving written notice thereof to all other parties, '

31. OTHER CONDITIONS, IF ANY, ARE:

(1) Consent to the driliing of & well shall not be deemed as consent to the .
setting of casing and a completion attempt., After any wall drilled Pursuant

notice to Non-Operators. The parties receiving such notice shall have forty-eighe
(48) hours (exclugive of Saturday or Sunday) in which to elect whether or not they
desire to set casing and to participate in a completion attempt. Pailyre of a
party receiving such notice so to reply within the period above fixed shall con--
stitute an election by that party not te participate in the cost of a2 completion
attempt. If all of the parties elect to plug and abandon the well, Operator ghall
Plug 20d abandon ssme at the éxpense of all of the parties. If one or more, but
less than all, of the parties elect to get pipe and to attempt a completion, the
provisions of Section 12 ghall apply to the operationg thereafter conducted by
less than all partfes. The provisions of this paragraph shall not be available

to any party who shall have elected to be a non-consenting party in drilling the
wvell,

(2) Notwithstanding anything herein to the contrary, if any working interest

owner shall, subsequent to the execution of this agreement, create an over-
riding royaley, Production payuent, or net proceeds intereat, which such inter~
ests are hereinafter referred to as "subsequently created interests", guch sub~
sequently created interests shall be specifically made subject to all of the terms
and provisions of this agreement, as follows:

(1) If non-consent operations are conducted Pursuant to any provision of
this agreement, and the party conducting such operations becomes entitled to re-
ceive the production attributable to the fnterest out of which the subsequently
created interest is derived, such party shall receive same free and clear of such
subsequently created interest. The party creating same shall bear and pay all
such subsequently created iaterests snd shall indemnify and hold the other par-
ties hereto harmless and free from any and all liability resulting therefrom.

(i1) 1If the oumer of the interest from which the subsequently created
interest is derived (a) fails to pay, when due, its phare of expenses charge-
able hereunder, or (b) elects to abandon a well ynder provisions of Paragraph
16 hereof, or (c) elects to eurrender a lease under provisions of Paragraph 24
hereof, the subsequently created interests shall be chargeable with the pro=-
rata portion of all éxpenses hereunder in the game manner as if such-interest
were a working interest. For Purposes of collecting such chargeable expenses,
the perty or parties who receive assignments as a result of (b) or (c) above
shall have the right to enforce all provisions of Paragraph 9 hereof against
such subscquently created interests.

(3) In the performance of this agreement, Operator agrees to comply fully with the

noadiscrimination provisions of Executive Order 11246, as amended, which are
set forth in the Equal Opportunity and Nondiserimination Supplement attached hereto
and hereby made a part hereof,

(4) The interest of the partiecs shown on Exhibit "A" attached to this agreement
was derived from title information Presently available and the parties
hereto agree that Exhibit "A" may be revised to reflect any additional informa-

tion acquired subsequent to the date of this agreement, -

(5) Effective the 19th day of September, 1977, thig a8greement supercedes that

certain Operating Agreement dated October 15, 1968, between Pennzoil United,
Inc. (Operator) and the Siguatory Parties thereto (Nnn-Operators) insofar and
only insofar as the same covers the lands described in Exhibit "a" attached here-
to and made a part hereof,

-12~
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(6) 1If permitted by the Statutes of the State in which this property is located,
each party hereto owning an undivided interest in the Unit Area waives any
and all rights it may have to partition and have set aside to it in severalty its

undivided interest therein.

(7) This agreement shall be subject to the conservation lawe of the State in
which the committed acreage is located, to the valid rules, regulations,

and orders of any duly constituted Regulatory Body of said State, and to all

other applicable -Pederal, State and municipal laws, rules, regulations and orders.

Io the event this agreement, or any of its provisioms, or any of the oper-
ations contemplsted hereby sre found to be inconsfstent with or contrary to
any such law, rule, regulation or order, the latter shall be deemed to control
and this contract shall be regarded as modified accordingly, and .so modified,
shall continue in force and effect. ’ .
(8) Cas well production shall be poverned by Exhibit “B", Gas Balancing Agreement,
attached hereto. ) . ‘ ; '

~12(a)-
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Signature page for Pennzoll Federal No. 2 Well
Section 10, T-246-5, R-26-E, NMPM, Eddy Co., New Mexico.

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

OPERATOR
. C & K PETROLEUM, INC.
MTERTXK
.m.!l .
G. C. Tompson
Manager of.Production
NON-OPERATORS
PENNZOIL COMPANY
AATRA
PERRT ALLIED CHEMICAL CORPORATION
~By:
Attorney-in-Pact
JOSEFPH I. O'NEILL, JR.
J. M. HUBER CORPORATION
ATTEST: By:

Vice President

WAINOCO, INC.

By:

By:

et




EXHIBIT "A"

Attached to and made a part of Operating Agreement dated September 19,
1977 between C & K PETROLEUM, INC., "Operator"”, and Signatory Parties
thereto, "Non-Operators”. .

I = .

II.

(A) LANDS SUBJECT TO AGREEMENT:

Section 10: W/2
T-24-S, R-26-E, NMPM,
Eddy County, New Mexico

{B) DEPTH RESTRICTION:

-Covering and limited to depths below i
Base of Bone Springs (approximately

5537') down to Base of the Morrow . /.
Formation. T

(C) __LEASES SUBJECT TO AGREEMENT:

Federal Lease No. LC-064200 dated
Septembex 1, 1948 between United
States of America, Lessor, and T. O,
Shappell, Laessee, insofar as said
lease covers NW/4, N/2 SW/4 and SwW/4
SW/4 Section 10, T-24-S, R=-26-B, -
NMPM, Eddy County, New Mexico.

Federal Lease No. NM~0413245 Qated
August 1, 1963 between United States
of America, Lessor, and James N.
McTighe, Lessee, insofar as said lease
covers SE/4 SW/4 Section 10, T-24-8,
R-26-E, NMPM, Eddy County, New Mexico.

{A) NAMES, ADDRESSES AND INTERESTS OF PARTIES UNDER AGREEMENT :

BEFORE PAYOUT AFTER PEYOUT
Union Texas Petroleum, a divi- 19.04762% 19.047627 -

sion of Allied Chemical Corporation
1300 Wilco Building

Midland, Texas 79701

Attn: Mr. Paul Ferguson

Pennzoil Company  42,96B75% 42.96875%
P. 0. Drawer 1828

Midland, Texas 79702 t

Attn: Mr. Cecil Ellis

C & K Petroleum, Inc., et al #37.08363% . *22,790178%
P. 0. Drawer 3546 ’ :
Midland, Texas 79702 :
Attn: Mr. G. C. Tompson

(Continued on Page 2)
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Exhibit "A"
Page 2

II.

*

(A) _ (Continued)

BEE‘OR.B PAYOUT AFTER PAYOUT
Joseph I. O'Neill, Jr. -0~ : #*6.190476%
410 West Ohio Street ; :
Midland, Texas 79701
Attn: Mr. Byrne O'Neéill
J. M. Huber Corporation -0- *%6.1906763 |
1900 Wilco Building ‘ ) . : _ § =
Midland, Texas 79701
Attn: Mr. George Conner
Wainoco, Inc. . . -0~ - *%2,812500% !
1100 Milam Building, Suite 600 Al
Houston, Texas 77002
Attn: Mr. Leonard Bray =

100.000% - 100.0000%

This interest subject to farmout agreemehts in favor of C & X
Petroleum, Inc., "Farmoutee" | from Joseph I. O'Neill, Jr., J.
M. Huber Corporation and Wainoco, Inc., T"Farmoutors". - '

Before Payout "Farmouters'deliver to C & K Petroleum, Inc. é

%

5% net revenue leasehold retaining unto themselves as an
overriding royalty the difference between 75% and all exist-
ing royalty, overriding royalty and other hurdeqs on production.

After Payout "Farmoutors” have the option to convert said retained
overriding royalty to 40% working interest or to increase said
overriding royalty to 203 of 8/8 net overriding royalty, less °
any existing overriding royalty interest only. )

The After Payout Interests stated above to farmoutors | assumes
conversion of retained overriding royalty to working interest.
These interests will be amended if farmoutees elect conversion
to 20% of 8/8 net overriding royalty, less any existing overrid-
ing royalty interest only.
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. . EXHIBIT "B“
.. (Not Applicable) B
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fﬁﬂs‘l DLU-MANTIN COMPANY e loum

7.601 :m'u. ORLAHOMA 74104 iawr{!a;:n S:g:rhsol
Nerth America

L. Definitions

EXHIBIT *“c "

Attached to and made a part of Operating Agreement dated .
meummxuu,_mc- "
Qlﬂﬁtﬁw_ﬁgnam;y_aarﬂga_thuetﬂhﬂnn-___
Qperators. :

ACCOUNTING PROCEDURE
JOINT OPE‘RATIONS '

L GENERAL PROVISIONS

"JdntAcmn?'Mmeanﬂ\emmmlmehuumdmmml ¢ becauun!ibo.‘l’ulmo erati
and which are to bo shared by the Partles, . . - ne BRI

Jolnt Property shall mean the resl and personal property sublect to the agreeraeat fo which this Accounting
Procedure is attached. :

“Joint Operations™ shall mean all operttions necessary or proper for the development, operation, protection and

maintenance of the Joint Property. -

“Operator” shall mean the party designated to conduct (he Joint Operations.

"Nm-Opautot_n" shell mean the parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators. )

“Material" shall mean personal properly, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Materlal” shall be defined es set forth under the subparagraph selected below:

A. [X] Meterial which st the time is so classified In the Material Classification Manual as most recently rec-
* ommended by the Council of Petroleum Accountonts Socleties of North America,

B. [ ] Material which is ordinarily so elassified and controlled by Operator In the conduct of ite operations.

List sholl be furnished Non-Operatars upon request. . )

Stotements and Billings

Operalor shall bill Non-Operators on or before the last day of each month for their proportionate share of costs
and expenses for the preceding month. Such bills will be accompanied by statements reflecting the total charges
and credits as set forth under the subparagraph selecled below:

A. [ ] Statement in detail of all charges nnd credits to the Joint Account.

B. [ ] Stalement of all charges and credits 1o the Joint’ Account, summarlzed by approprinte classifications
indicative of the nsture thereof, .

C. [X] Statement of all charges and credits to the Joint Account, summarlzed by appropriale classification
indicative of the naturc thereof, except that items of Conirollable Material and unusual cherges pnd
eredits shall be detailed.

. Advances and Payments by Non-Opan(n-u-

Unless otherwise provided for in the sgreement, the Operator may require the Non-Operators to advance their
share of estimaled cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing to
reflect advances recelved from the Non-Operators. (30)

Each Non-Operator shall pay its proportion of all bills within thirty/ Hays after recelpt. 1f payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of ten per cent (10%) per annum
or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is
located, whichever is tho lesser,

. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness
thercof; provided however, all bills and statements rendered 1o Non-Operators by Operator during any ealendar
year shall conclusively be presumed to be true and correct affer twenty-four (24) months following the end of
any such calondar year, unless within the said twenty-four (24) month period a Non-Operator takes writien

Audits

A Non-Operalor, upon notice in writing to Operator and all other Non-Opovators, shall have the right lo audit
Opcrator's accounts and records reloting 1o the accounting hereunder for any ealendar year within {he twenly-four
(24) month period following the end of such ealendar year; provided however, the making of an audit shall not
extend the time for the taking of written exception to and {he adjustments of accounts ns provided for in Paragraph
4 of this Section I, Where there are two or more Non-Operators, the Non-Operators shall moke every reasonable
effort (o conduct joint or simultancous audits in 2 manner which will result in a minlmum of inconvenience o the
Operator. Operator shall bear no portion of the Non-Operators' audit cost incurred under {his paragraph unless
agreed to by the Operator. 2

. Approval by Null!-olmmlors

Where an approval or éther agroement of Non-Operators is cxpressly required under Paragraphs 5A, 5B, 6A and
8 of Section I1, Section III, Section V, Section VI, and Paragraph 4 of Scf:tinn VII, of this Accounting Procedure and

—_1
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IL DIRECT CHARGES

Operator shall .charge the Joint Account with the followlng items:

2

4.

Rentals and Royalties ‘ L

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

Labor ) :

A. (1) Salarles and wages of Operator’s employees directly employed on the Jolnt Property in the cond ct
Joint Operations. : ekt

(2) iu“hrm of ﬂrﬁtr-_hvd supervisors In the field if such charges are exctuded from mrbe.ad rates in Option

(3) Salaries and wages of technical employees temporarily assigned 1o and directly employed on the Jolnt
Property if such charges are excluded from overhead rates in Option B of Section Im.

(4) Salarles and wages of technical employees either tempararily or permanently assigned to and directly

i in the operation of the Joint Property if such tharges are excluded from overhead rates in
Option C of Section IIL : . " :

B. Operator’s cost of holidey, vacation, sickness and disability benefits and other custornary allowances pald to
the employees whose salaries and wages are chargeable to the Joint Account undep Paragraph 2A of this
Section II and Paragraph 1A of Section II; except that in the case of those employees only a pro rata pertion
of whose salaries and wages are chargeable to the Joint Account under Paragraph 1A of Section IIT, not more
thon the same pro rata partion of the benefits and allowances hereln provided for shall be charged to the Joint
Account. Cost under this Paragraph 2B may be cherged on a “when and as paid basis” or by “percentage
assessment” on the amount of seleries and wages chargeable to the Jaint Account under Paragraph 2A of this
Sectlon II and Paragraph 1A of Section III. If percentage assessroent Is used, the rate shall be based on the
Operator's cost experience. ) . '

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator's Jabor cost of salaries and wages chargeable to the Joint Account under Paragraphs
3A and 2B of this Secction II and Paragraph 1A of Section 1ML, ) ’ i

D. Reasonable perscnal expenses of those employees whose salaries and wages are chargeablo to the Joint Ac-
count under Paragraph 2A of this Section II and for which expenses the employees are relmbursed under
Operator’'s usunl practice.

. Employee Benofits

Operator's current cos! of established plans for employees’ group life Insurance, hespitatization, penslon, retire-
ment, stock purchase, thrift, bonus, and other benefit plans of a Jike noture, applicable to Operator's labor cost
chargeable to the Joint Account under Paragraphs 2A and 2B of this Section IT and Paragraph 1A of Section IIT
shall be chargeable as indicated In the subparagraph selected below: . ;

A. [ ] Operator’s actual cost.

B. [X] Operator’s actual cost not to exccem:ser cent ﬁ%)

BIaterial

Material purchased or furnished by Opcrator for use on the Joint Properly as provided under Section IV, So far
ns It is reasonably proctical and consistent with cfficient and cconomical operation, only such Material shall be
purchased for or transferred to the Joint Property as may be required for immediate use; and the accumulation of
surplus stocks shall be avolded. e

. Transportation

Transpariation of employees and Material necessaiy for the Joint Oporations but subject to l.ho.(ollowlng Hmita-

- tions:

7.

A, If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall
be made 1o the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized borge terminal, or railway receiving point where like material is normally avallable, unless
agreed to by Operator and Non-Operators. .

B. If surplus Material is moved to Operator's warehouse or other storage poinl, no charge shall be made to the
Joint Account for a distance greater than the distance to the ncarest reliable supply store, recognized barge
terminal, or rallway recelving polnt unless agreed to by Operators ond Non-Operators, No charge shall be made
to the Joint Account for moving Materlal to other propertics belonging to Operator, unless agreed to by Operator
and Non-Operators, o '

C. In the application of Subparagraphs A end B above, there shall be no equalization of actual gress trucking
costs of S$100 or less. *

Services ; :
A, The cost of contract services and utilitics procured from outside sources other than services covered by Para-

groph 8 of this Section Il and Paragraph 1B of Section 11I. The cost of professional ¢
n;t be c;mged fo the Joint Account unless agreed to by Oporator and Nm-ommwgfyggzwﬁfggkd%
o oot R gF 0

BE. Usc and scrvice of equipment and fneilitics furnished by Operator ss provided in Paragra
Damages nnd Losses {o Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages
or losses Incurred by fice, flood, storm, theft, accident, or other cause, except: 1o the extent that the damnge or Joss
could have been avoided through the oxercise of reasonoble diligence on the part of Operator. Operator shall
furnish Non-Operators written notice of daomages or losses jncurred as soon as pruclicable after a report thercol

has been reccived by Operator.

. Legal Expenso

All costs and expenses of handling, investigating, and sellling 1Higation' or claims arising by renson of the Joint
Operntions or necessary to protect or recover the Joint Property, including, bul nol limilod to, attorney's fees,
eourt eosts, cost of investigation or procuring evidence and amounts paid in selllement or satisfaction of any such
litigation or claims; provided, (a) no charge shall be made for the services of Oporator's legnl stnff or other reg-
ularly employed personncl (such services being consldercd to be Administrative Overhead under Section IM1),
unless agreed (o by Operator and Non-Operators, and (b) no charge shall be made for the fecs and expenses of
outside attorneys unless the employnwent of such atlarneys is aprecd o by Operator and Nen-Operators,

Taxes

All taxes of every kind and nature assessed or Jevied upon or in eonnection with the Joint Property, fhe operatinn
thereol, or the production therefrom, and which iaxes have been paid by the Operator for the benefit of the
Purtles, '




[OPAS;
e . b
10. Insurance p
Net premiums paid for insurance required to be carcied on the Joint Property for the protection of the Parties,
In the event Joint Operations are condueted in o state in which Operator may act as self-insurer for Workmen",
Compensation and/or Employers Liability under the respective state’s laws, Operator may, at its el!ﬂion,rinclutl:
muu risk under its self-Insurance program ond in that event, Operator shall include a charge therefor on the follow-
g basis: ) X ’
— e ACTUAL _COST NQT TO EXCEED STATE_RATES

11, Other Expenditures

Anyntherexpmdlhnemtwnmdordunwlthhthehregoin‘provhimsotthisSeeﬂ;m I, or in Section ITI
and which Is incurred by the Operator for the necessary and proper conduet of the Joint Operations, .

by

IIL INDIRECT CHARGES

Operator may ¢harge the Joint Account for Indirect costs either by use of an allocation of district expense items plus
the rate for edministrative overhead, and plus the warchousing charges, all as provided for in Paragraph 1 of Sec-
tion III or by combining all three of said ftems under the rates provided for in Paragraph 2 or $ of this Section HI,
as indicated next below:

OPERATOR SHALL CHARGE INDIRECT COSTS TO THE JOINT ACCOUNT UNDEE THE TERMS OF:
[ ] Paragraph 1. (Distriet Expense, Administrative Overhead and Warehousing) :
[X] Paragraph2. (Combined Rates - Well Basis)
[ ] Paragraph3. (Combined Rates - Percentage Basis)
The cost and expense of services from outside sources in eonnection with matters of taxatlon, traffic, accounting or
matters belore or involving governmental agencies shall be considered as included In the overhead rates provided for
in the obove selected Parograph of this Section III unless such cost and cxpense are agreed to by Operator and Non-
Operators as a direct charge to the Joint Account.

THE OVERHEAD RATES PROVIDED FOR IN ANY OF THE PARAGRAPHS SELE d\BO\' 3
A. [ ] shall [X] shall not Include salotics and personal expenses of first-Tevel supervisorg RONCFAER1 tants
B. [ ] shall [X] shall not include salaries, wagas and personal expenses of technieal employecs temporarily as-
signed to and directly employed on the Joint Property. )
C. [XJ sball [ ] shall not include salarles, wages mnd personal expenses of technical employces cither tempo-
rarily or permanently assigned to and directly employed In the operatlon of the Jeint
Proporty. . . .
1. District Expense, Administrative Overhead and Warehousing
A. District Expensc ) :
Operator shall charge the Joint Account with a pro rata portion of the salaries, wages and expenses of
Operator's production superiniendent and other employces serving the Joint Property and other propertles
of the Operalor in the same opernting arca, whose time is not allocated directly to the properties, and & pro
rata porlion of the cost of muintolning and operating.a production office known as Operator's .o ...,
office located at or near : i
(or a comparable office if Jocation changed); and necessary sub-offices (if any), maintained for the conven-
fence of the above-described office, end all necessary camps, ineluding housing facilitles for employees if
required, used in connection with the operations of the Joint Property and other properties in the same
operating area. The expense of, less any revenue from, such faeflities may, gt the option of Operater, include
depreciation of investment or a falr monthly rental In lieu of depreciation. Such charges shall be apportioned
‘to all properties served on some equitable basis consistent with Operator’s accounting practice.

B. Administrative Overhead "
Operator shall charge administrative overhead to the Joint Account at the following rates, which charge shall
be in lieu of the cost and expense of all offices of the Operator not covered by Paragraph 1A of this Saction
I, including salaries, woges and cxpenses of personnel assigned to such officoes. Such charge shall bo in sddi-
tion to the salaries, wages and expenses of employees of Operator authorized to be charged direet as provided
in Paragraphs 2 and B of Section 11. Such charge shall be made on the basis indicated below, cither (1) well
basis or (2) percentnge basis, at the rotes shown thercunder. :

(1) [ ) Well Basis

—RATE PER WELL PEL MONTH
L RATE PRODUCING WEILL RATE
oeLLg wiLL aom uiteRuSING wiss »
Well Depih Cech Woll Firnt Fiva MNext Phve Al Wolls Over Ten

tage Basls )
(2) [ Percentage PERCENTAGE NASIS

.Develnpmenl:.

.................. — Percent (%) of the cost of development of the Joint Property exclusive of costs pro-’
vided under Paragraph 8 of Section II and all salvage credits,

Operating: .

................ - Percent (%) of the cost of operating the Joint Property exclusive of cosis provided

under Poragraphs 1 and 8 of Scctlon IE, all salvage credils, the value of hnjected substonees purchased for
secondlury recovery and all taxes and assessments which are levied, nssessed nnd pald upon the mineral
interest in and to the Joint Property.

—




2 Combined Rates - Well Basls

-]

--indicated below:

. Application of Administrative Overhend or Combinod Rates - Well Basis

. Applieation of Administrative Overhend or Combived Ratus - Percentage Bnsis

. Major Cansiruetion Overhend

iy

C. Operator's Warehouse Operating and Malntenanee Expense
[ ] Included in district expense
<] Nocharge either direct or indirect
[ ] Percentage basis (describe fully)

. Operator shall charge the Joint Account for the services covered by Paragraph 1 of this Section IIT on the basis

f n BATE PER WELL PER MONTH '

‘PRILUING WELL RATE ' UCING W
{Dve Yatal Beoi) _ (ute'Corront Pradviig Bogin) G
e Borh Well . First Bve Hext Five All Wells Over Yon

e LU,

Combined Rates - Percentage Basis

~Operator shall charge the Joint Account for the services covered by Paragraph 1 of this Section 111 on the basis
Indicated below:
: EERCENTAGE BASIS
A. Development: . : .
e PETCENt (%) of the cost of development of the Jolnt Property exclusive of costs pro-
vided under Paragraph 8 of Section II and all salvage credits. . i
B. Operating:
e e — Percent ( %) of the eost of operating the Joint Properly exclusive of cosis provided

under Poragraphs 1 and 8 of Section II, all salvege credits, the volus of Injectod substances purchased for
sceondary recovery and all taxes and assessments which are levied, assessed and pald upon the mineral
intorcst in and to the Joint Property. .

The fallowing limitations, instructions and charges shall apply In the application of the rates as provided under
cither Paragraph 1B (1) or Paragraph 2 of this Scction IfT,

A. Charges for drilling wells shall begin on the date each well is spudded and terminate on the datc the drilling or
completion rig is released, whichever is later, except thot no charge shall be made during the suspension of
drilling operations for fifteen (15) or more consccutive days.

B. The status of wells shall be as follows:

(1) Producing gas wells, injection wells for recovery operations, water supply wells utilized for waterflood.
ing operations and salt water dlsposa! wells shall be ronsidered the sumoe &8 producing ofl wells,

(2) Wells permanently shut down but on which plugging operations are deferred shill be dropped from the
well schedule at the time the shuldown is cfiected, Any well being plugged or produced during any
portion of the month shall be considered as n producing well for the entire month. -

(3) Wells being plugged back, drilled deeper, converted to a source or input well, or which are undergroing
ony type of workover that requires the use of a drllling rig or workover rig capoble of drilling shall -
be considered the same as drilling wells. - .

(4) Temporarily shut-down wells, which arc not preduced or worked upen for a period of a full calendar
month, shall pot be included in the well schedule, provided however, wells shut in by governmental
regulatory body shall be included in tho woll schedule only in the eveni the allowable production is
tronsferred to some other well or wells on the Joint Property. Tu the event of a unit allowable, shut-in
wells shall be counted in delermining the charge hereunder for such month it said wells contribute allow-
sble production thet s actually produced during such month from one or more unit wells aa a result of
altowable transfer, incluslon in the unit allowable or other circumstances, but the total shut-in well count
shall be limited to the minimum number of shut-in wells necessary to provide the contributed ollowable
actually produced during the month. ) : .

(5) Gas wells shall be included in the well schedule it dircclly connecled to a permonent sules outlet oven
though temporarily shut In due to overproduction or failure of purchaser to take the allowed production.

(6) Wells compleled in multiple horizons, shall be considered s a producing well for each scparately pro-
ducing horixon, providing each complction is eonsidered a wparate woll by governmental or other state-
wide regulatory authority.

C. The well rates for producing wells shall be applicd to the individual lesses; provided that, whenever leases
covered by this agreemient arc operated as a unitized projecl, the well rates shall be applicd Lo the tolal
number of producing wells, Irrespective of individunl Joases,

D. ‘The well rates shall bo zdjusted as af the first doy of April each year following the cffective dale of the
ngreement to which this Accounting Procedure is attached. The adjustment shall be computed by mulliplying
the rale cucrenlly in use by the porcuniaie incirense or docrease In the average weekly earnings of Crude
Petroleum and Gas Production Workers for the last calendor year compared o the preceding caludar year
us shown by “The Index of Average Weekly Earnings of Crude Pelroloum ond Gas Production Workers™
us published by the United States Departiment of Luboer, Bureau of Labor Statisties, or the equivalenl Conadian
Index ns published by the Dominjon Bureau of Stalisties, ns applicable. The adjusled vales shall be the
rates currently in use, plus or minus the corputed adjusiment, B

For the purpese of deturmining charges on a Percentage Basis under Paragraph 1B (2) or Purngroph 8 of his
Scelion 111, Development shall include all costs in connection with drilling, vedvilling, deeponiug or any remedin!
operations on any or all wells involving the use of drilling erew and equipmaent; alsn, preliminary expenditares
neeessnry in preparation for drilling and expenditures incurred In shandoning when well is not completed as a
producer: and originul cost of construction or installntion of fixed uwssels, the expansion of fixed uxsdels aml any
other projecl elearly discernible s a fixed osset, except Major Construetion as defined I Pavagraph G of this
Section 11, Al other costs shull be considered as Operating. !

For the construction of comprassor ph:mts, watcr stations, secondary recovery spsiemys, drilling and preduction
platforins, sull water disposal [acilitics, and other such projects, as distinguished frum the more usual dritting




. L Purchases . . . .
Material plrchased and service procured shall be ch at the price paid :
" el arged price p byOpmto:armdu!ueﬂna«_:zau

and producing operantions, Operator in addition to the Administrative Overhead or Combin

Paragraph 1, 2 or 8 of this Secton III shall =ii=x negotiate a rate prior to beginning of eo:zrﬁ:&?npmvlded fnr n
the Jeint Account with an additional overhead charge ms follows: :
A. Total cost less than $25,000, no charge.
B. Total cost more than $25,000, but less than $100,000 == % of total cost,
C. Total cost of $100,000 or mere, —__. #5oT the first $100,000 plus .__ ;

% of all over $100,000

medn the total gross cost of any one project. For the purpose of this paragraph the component parts

7. Amendment of Rates : o
The specific rates provided for in this Section IIT may be amended from time 1o time by mutual agreement be
the Parties hereto ¥, in practice, the rates are found to be insufficient or ucmlvaby ; ik

IV. BASIS OF CHARGES TO JOINT ACCOUNT

Subject to the further provisions of this Section IV, Operator will procure sll Material snd services for the Joint
Property. At the Operator's option, Nm.-Oplrnnrs may supply Materlal or pervices for the Joint Property. "

2, Mataorial Jurnished from Operator's Warchouse or D!im Pnpnﬁa
A. New Material (Condition “A™)

(1) Tubular goods, except line pipe, shall be priced on a maximum carload and/or barge Joad welght basis
regardless of quantlity transferred and equalized to the lowest prevalling price f.0.b. rallway recelving
point or recognized barge terminal nearest the Joint Property where such Materlal is normally avail-
able effective at date of transfer.

(2) Line pipe shall be priced at the current replacement cost effeclive at date of transfor from a relinble
supply store nearest the Joint Property where such Material is pormally available if the movement is |
less than 30,000 pounds. If the movement is 30,000 pounds or more, it shall be priced on the same :
basis as casing and lubing under Subparagraph (1) of this paragraph. r

(3) When the Operator has equalized actual hauling cosls as provided for in Paragraph 5 of Section 11, |
Oporator is permilted to include ten cents (10¢) per huodred-weight on all tubular goods furnished |
from his stocks in lieu of Jonding and unloading costs sustained.” |

(4) Other Matorial sholl be priced at the current replacement cost of the same kind of Material, effective !
at date of movement and {f0.b. the supply slore or raflway recefving point ncarest the Joint Properly :
where Material of the same kind is nermally available. !

(5) The Joint Account shall not be ercdited with ensh discounts applicable to prices provided for n thi: I

" Paragraph 2 of Section IV.
B. Uscd Material (Condition “B” and "C") .

(1) Materlal In sound and scrviccable condltion and suitable for reuse without reconditioning, shall be
;;amnie(l! as Conditlon “B" and priced at seventy-five per cent (75%5) of the current price of new

aterial. ‘ : . '

(2) Material which Is not suitable for its original function until after reconditioning shall be furnished to
the Joint Account under one of ibe two methods defined below:

(a) Classitied as Condition "B and priced st seventy-five per cont (75%) of the current price of new.
Material. Tho cost of reconditioning shall be absorbed by the Operator of the transferring property,

(b) Classified as Condition “C” and priced 8t fifty per cent (50%) of current price of new Materlal
The cost of reconditioning also shall be charged to the receiving property, provided Condition
“C" value, plus cost of reconditioning, does not exceed Condition “B* value.

(3) Obsolete Material or Material which canbpol be classifled Condition “B" or Condition “C” shall be
priced at a value commensurate with its use, Matcrial no longer suitable for its original purpose but
useble for some other purpose, shall be priced on 2 basis comparable with that of ltems normally used
for such other purpose. .

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

3. Premiom Priecs
Whenever Malerial is not readily obtainable at prices specified in Poaragraphs 1 and 2 of this Section IV because
of national emergencices, strikes or other unusual couses over which the Operator has no conirol, the Operalor
may charge the Joint Account for the required Material at the Operator’s petunl cost incurred in procuring such
Matevisl, in making it suitable for use, and in moving it to the Joint Propartly, provided, that notice In writing
is furnished to Non-Opcrators of the proposed charge prior to billing Non-Operators for such Raterial, Each
Non-Operator shall have the right, by so clecling ond nolifying Operator within 10 days aflter receiving nolice
from Operator, to furnish in kind ell or part of his share of such Malerial suitnble for use and acceptable fo
Operator.

4. Warrunly of Maferiul Furnished by Opernfor
Operutor docs not warrant the Material furnished. In case of defective Malerinl, credit shall nol be passed
to the Joint Aceount until adjusiment has been reccived by Operalor from the manufacturers or their ngonts.

8. Equipment and Facilities Furnished by Operantor
A. Operntor shall charge the Joint Account for use of cquipment and facilitics nt rales conunensurate with
cost of ownershlp and operation. Such rates shall Include cost of mointenance, repairs, other operating
expense, insurpbee, taxes, depreciation, and interest on investinent nol lo exceed six per cent (6%) per
annum, provided such rates shull not exceed those currenlly provailing in the immediale ares within which
the Joint Properly Is located. In licu of rates based on costs of ownership and operation of equipment, other
thon automotive, Operitor may clect to use commercial rates prevailing in the area of the Joint Properly
less 204 for automotive cquipment, rates as published by the Petroloum Motor Transporl Arsociation
may be used Rales for Inboratory sorvices shall not cxceed those currenUy prevailing I pevformed by

BT ——— i e -t
b s v




- (™

-- » —

outside service laboratorles. Rates for trucks, tractors and well service units may include wages and ex-
penses of operator.
B. Whencver requested, Operator shall Inform Non-Operators in advance of the rates it proposes to charge.
C. Rates shall be revised and adjusted from time to time when found to be either excessive or insufficient.

V. DISPOSAL OF BATERIAL

The Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opeulors in mpxus
Condition “A” or “B" Material. The disposition of surplus Controllable Material, not purchased by Operator, shall
be agreed to by Operator and Non-Operators, prom\ed Opeutor shall dispose of normal accumulations of junk and -
scrap Material either by transfer or sale from Joint Property. )
L Biaterisl Purchased by the Operator or Non-Operators.
Material purchased by either the Operator or Nou-Opeuton shall be credited by the tor to the Joint Accunn
for the month In which the Materlal is removed the purchaser. o Op'ﬂ &w v
2, Division in Kind .
Division of Material in kind, if made between Operator and Non-Operators, shall be in roporllon to the etpocti ’
. interests in such Materjal. The Parties will thereupon be charged individually with ?he value of lh: l!ata-lva:
received or receivable. Proper credits shall be made by ‘lhu Operator (o the Joint Accouat.
3. Sales fo Outsiders
Sales to outsiders of Material from the Joint Property shall be credited by Operator to the Joint Account at the
net amount collected by Operator from vendee. Any claim by vendee related to such sale shall be charged back
to the Joint Account if and when paid by Operatar.

VI. BASIS OF PRICING MA'.I.‘ER[AL TRANSFERRED FROAI JOINT ACCQOUNT

Materinl purchased by elther Operator or Non-Operators or divided in kind, unless agreed to by Operator and Non-
Operators thall be priced on the following basls:

1, New Price Defined
New price as used in this Section V1 shall be the price speclfied for new Materinl In Section IV.

2. New Mnterial
New Material (Condition “A"), being new Material procured for the Joint Property but never used, at onc
hundred per cent (3009) of current new price (plus seles tax if any).

3. Good Uscd Material
Good used Material (Condition "B"), being used Materiol In sound and serviceable eondition, suitable for reuse -
without reconditioning:
A. At seventy-five per cent (75%) of current new price if Material was charged to Joint Account as new, or
B. At sixty-five per cent (0655) of current new price if Materlal was originally charged 1o the Joint Account

os seconcdhand at seventy-five por cent (75%5) of new price. .

4. Other Usci Material
Used Materlal (Condition “C”), at fifly per cent (50%) of current new price, being used Material which:
A. Ts not in sound and serviceable condition but suitable for reuse after recondiuomng,
B. Is serviccable for uriz!ml function’ but not suitable for reconditioning.

5. Bad-Order Moterinl
Material (Condition "D"), no longer sulitable for Iis original purpase wlthout cxcessive repsir cost but usable for .
some other purpose at a price comparable with that of items normally used for such olher purpose,

6. Junk Material
Junk Material (Condition “E”), being obsolete and scrap Material, at pmnllmg prices.

7. Temporarily Used Maderial
When the use of Material is temporary and its service to the Join! Proyerty does not justify the reduction in
price as provided for in Paragraph 3B of this Section VI, such Material shall be priced on m basis that will lesve
a net charge to the Joint Account consistent with the value of the service rendercd.

VIL INVENTORIES

The Opevator shall mnintain detailed records of Controllable Material,

1. Periodic Inventories, Notice and Represenintion
At reasonable intervals, inventorics shall be taken by Operator of the Joint Account Controllable Material,
Writlen notice of intention to take inventory shall be given by Operater at least thirty (30) days before any
inventory is to begin so that Non-Opevators may be represenied when any invenlovy is taken. Failure of
Non- Op(:rnlors to be represented at an inventory shall bind Non-Operalors fo accepl the inventory taken by
Opurator,

2. Reconcllintion nud Adjustment of Invenlorics
Reconcilintion of inventory with the Joint Account shall be mude, and a list of overuges and shorlages shall be
furnished to the Non-Opcrators. Inventory adjustments shall be made by Operator with the Joint Account for
ovoragies ond shortages, but Operator shall be held accountable to Non-Opernlors only for shortuges due to lack
of reasonnble diligence.

3. Specinl Invenlories
Special Inventories, may be taken whenever there is any sale or change of interest in the Joint Property. It shall
be the duty of the parly sclling lo notify all other Partles as quickly as possible after the iransfer of inlerest
tokes place. In such cases, both the seller ond the purchaser shull be governed by such inventory. :

4. Expense of Conducling Periodic Inveuniories
The expense of conducting periodic inventories shull not be churged to the Jomt Account unless agreed lo by
Operutor and Non-Operators.




EXHIBIT "p"

At all times during the conduct of operations hereuncier. Operator
shall maintain in force the following insurance: .

A,

. Workmeu'a'Campensatioh Insurance and Employerg!
Liability Insurance as required by the laws of the
" State in which operations are being conducted,

Comprehensive General Public Liability in the following

amounts:

Bodily Injury: 5 $150,.000 each person
) $300, 000 each accident

Property Damage: $100, 000 each accident
) ‘ $200, 000 aggregate

Automobile Pyblic Liability and Property.Damage Insurance
with limits of not less than $100, 000. 00 for &ny one person
injured in any accident and not less than $300, 0o for any
number of persons injured in one accident, and with not
less than $100, 000 property damage coverage for one
accident.- .
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EXHIBIT "E"
Attached to and made a part of the Operating
Agreement dated __gfgtgmhgr 19, 1977 :
between C & K Petroleum, Inc., as Operator,
and the other parties signatory hereto as
Non-Operators. g

GAS BALANCING AGREEMENT
FOR GAS WELL PRODUCTION

The parties to the Operating Agreement to which this Gas
Balancing Agreement is attached own the working interest in the- .
gas rights underlying the Joint.Property covered by such agree-
ment and are entitled to share in the percentages as stated in
the Operating Agreemant. o

In accordance with the terms of the Operating Agreement,

- each party thereto has the right to take its share of gas pro-
duced from the Unit Area and market the same. In the event any
of the parties hereto does not market its share of gas or has
.contracted to sell its share of gas produced from the Joint Prop—
erty to’ a purchasex which, at any time while this agreement is in
effect fails to take the share of gas attributable to the inter-
est of such party, the terms of this agreement shall automatic-
ally become effective. { ’

1.

During any period or periods when the market of a party is
not sufficient to take that party's full share of the gas pro-
duced from the Joint Property, or its purchaser is unable to take
its share of gas produced from the Joint Property, the other
party or parties shall be entitled to produce from said Joint
Property (and take oxr deliver to a purchaser), each month, all or
a part of that portion of the allowable gas production assigned
to such Joint Propexty by the regulztory bedy having jurisdiction.
That party shall be entitled to take and deliver to its or their
purcheser all of such gas production; provided, however, that no
party shall be entitled to take or deliver to a purchaser gas
production -in excess of 300% of its share of the allowable gas
production assigned thereto by the regulatory body having juris-
diction, unless that party has underproduced gas credit. All par-
ties hereto shall share in and own the liguid hydrocarbons recovered
from such gas by primary separation equipment in accordance with
their respective interests and subject to the.terms of the above de-
scribed Operating Agreement.

2,

Each party unable to market its share of the gas produced, and
taking less than its full share of the gas produced shall be cred-
ited with underproduced gas equal to its share of the gas produced
under this agreement, less such party's share of the gas taken, gas
used in Joint Property operations, vented or lost. Each party who,
as a result of the failure of the underproduced party to market its
share of the gas produced, takes more than its full. ghare of the gas
produced shall be charged with overproduction equal to the amount of
gas sold in excess of its share of the gas produced under this agree-
ment. Each party taking gas shall furnish the Joint Property oper-
ator a monthly statement of gas taken. The operator of the Joint
Property will maintain a running account of the gas balance between
the parties hereto and will furnish each party monthly statements
showing the total quantity of gas produced and sold, and the total
quantity of liquid hydrocarbons recovered and the monthly and cumu-
lative over and under produced account of each party.




-

Measurement of gas for over and under production shall be accomp-
lished by use of sales meters, and lease measurement shall be in
accordance with AGA requirements,

3,

After notice to the operator, any party may at any time begin
taking or delivering to its purchaser its full share og the gas
produced from said Joint Property (less any used in Joint Opera-
tions, vented or lost). To allow for the recovery of underproduced
gas to balance the gas account of the partiee in accordance with
their respective interests, a party with underproduced gas credit
shall be entitled to take or deliver to a purchaser its full share
of gas produced from said joint property (less any used in jqint
operations, vented or lost) Plus an amount determined by multiply-
ing fifty percent (50%8) of the interest of the party or parties
charged with overproduced gas by a fraction, the numerator or which
is the interest in the Joint Property of such party with underpro-
duced gas credit and the denominator of which is the total parcent-
age interest in the Joint Property of all parties with underpro-
duced gas credit. '

R— S h, ' i

Nothing herein shall be construed to deny any party the
right, from time to time, to produce ang take or deliver to its
purchaser its full share of the allowable gas production to meet
the deliverability tests required by its purchaser.

85

During the term of this agreement, while gas is being pro-
duced from the Joint Property, each party shall pay or deliver, or
cause to be paid or delivered all royalties, overriding royalties
or other payments due on its share of production regardless of
whether or not it is taking and selling such share, and shall holg
the other parties free from any liability therefor.

6.

Each party producing and taking u# delivering gas to its
purchaser shall pay, or cause to be paid, ali production taxes
due on such gas. : ; T ;

7.

When gas sales from a gas well permanently Cease, Unit Oper-
ator shall make a final determination of the volumes of the last
accrued over and underproduction, if any, as of the date of such
cessation of sales and the identity of the Party or parties who
are over or underproduced. A cash balancing adjustment shall
be made by the overproduced party, or parties, to the undexrpro-
duced party, or parties, for the overproduced volumes which have
besen taken and sold; the price to be paid for such adjustment shall
be the actual price received for the last accrued overproduction
{in the reverse order of aceruazl taking most recent overproduction
and going back until net overproduction is accounted for) by .the
overproduced party, or parties, less appropriate deductions for
taxes and/or royalties paid on such production by the overpro-
duced party. For gas sold in intrastate commerce, the price basis
shall be the price received for sale of the gas. For gas sold in
interstate commerce, the price basis shall be the rate collected
from time to time, which is not subject  to possible refund, as pro-
vided by the Federal Power Commission pursuant to final order or

additional collected amount which is not ultimately required by
said Commission to be refunded, such additiongl collected amount

Page 2 of Exhibit "p"
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- to be accounted for at such time as final determination is madé
with respect thereto.

Nothing herein shall change or affect each party's obliga-
tions to pay its proportionate share of all costs and liabili-
ties incurred in Joint operations, as its share thareof is set
forth in the above described Operating Agreement.

This agreement shall constitute a separate agreement as to

. each proration unit within the Unit Area and shall become effec—
tive in accordance with its terms and shall remain in force and
effect as long as the Operating Agreement to which it is attached
remains in effect, and shall inure to the benefit of ana be bind-
ing upon the parties hereto, their successors, legal representa-
tives ard assigns. . i

Page 3 of Exhibit "E"
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(2)

(3)

(4)

(5)

(6

SUPPLENENT A"
EQUAL EMPLOYMENT OPPORTUNITY PROVISION .

'Dur'ing the performance of this contract, tha Opesrator agrees as follous:

The Operator will not discriminate against a;rt,y employee ar applicant
for loyment because of race, color, religion, national origin or
sex. e Operator will take affirmative action to ensure that appli-

-cants are employed, and that employeas are treated during emplayment, .

without regard to their race, color, religion, national origin or sex.
Such action shall {nclude, but not be 1imited to tha following: Employ- °

- ment, upgrading, demotion, or transfer, recruitment or-recruitment ad- -

vartising; layoff or termination; rates of pay or other forms of com-
pensation; and selection for training, fncluding apprenticeship. The
Operator agrees to post in conspfcuous places, avajlable to employees
and applicants for employment notices tp be provided fcr the comtract-
'!qg officer setting forth the provisions of this non-discrimination. -
clause, . o : : ; . :

The Operator will, in 211 solicitations or advertisements for employees

- placed by or on behalf of the Operator, state that all qualified appli- -
. cants will receive consideration for employment without regard to race,

color, religion, national origin or sex,

The Operator will send to each labor union or representative of workers
with which it has a collective bargaining ggreement or other contract
or understanding, a notice to be provided by the agency contracting
officer, advising the labor union or workers* representative of the
Operator's commitments under Section 202 of Executive Order 11246 of
Septembar 24, 1965, and shall post copies of the notice in conspicuous
places available to employees and applicants for employmant.

The Oparator will comply with all provisions of Executive Order 11245 .
of Septezber 24, 1955, and of the rules, regulations, and relevent orders
of the Secretary of Labor, : ek

The Opzrator will furnish all information 2nd reports i-eq'u-i red by Exacutive

- Order 11246 of September 24, 1965, and by the rules, regulations, and ordar

of the Secretary of Labor, or pursuant thereto, and will permit 2ccess to
its books, records, and accounts by the contracting agency and the Secratar
of Labor for purposes of investigation to ascertain compliance with such
rules, regulations, and ordars, . ) :

In the event of the Operator's non-compliance with the non-discrimination
clauses of this contract or with any of sich rujes, regulations, or orders,
this ‘contract may be cancelled, terminated or suspended.in whole or in part
and the Operator may be declared fneligible for further Government contract:
in accordance with procedures authorized in Executive Order 11246 of
September 24, 1965, and such other sanctions mey be imposed and renadies
invoked as provided in Executive Order 11245 of September 24, 1965, or by
rule, regulation, or order of the Secretary of Labor, or as otherwise pro-
vided by law. )
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Supplemant “A" '

(7) The Operator will include tha provisions of paragraphs (1) through
(7) in every subcantract or purchase gorder unless exempted by rules,
regulations, or ordars of the Secratary of Labor issued pursuant to
Section 204 of Executive Order 11246 of September 24, 1965, so that
such provisions will be binding upon each subcontractor or vendor.
The Operator will take such ac®ion with respect to any subcontract.
or purchase order as the contracting agancy may direct as a means of
enforcing such provisfans including sanctions for non-compliance:
Provided, however, that in the event the Operator bacomes involved
" in, or is threatened with, 1itigation with a subcontractor or vendor
as a result of such direction by the contracting agenqy, the Operator .
may request the United States to enter into such 1 tigation to pro- : . -
tect the interests of the United States, i

Operator acknowledges that it may be required to file Standard Form 100
(EEO-'IY promulgated jointly by the O0ffice of Federal Contract Compliance, the
Equal Emplayment Opportunity Commissfon and Plans for Progress with Joint Re-
porting 6mittee,_Federa'l Depot, Jeffersonville, Indiana, .with‘ir‘: thirty (30)

&




SUPPLEMENT *B"
CERTIFICATION OF NON-SEGREGATED FACILITIES

Operator assures Non-Operators that it does not and will not
maintain or provide for its employees any segregated faciljties at any
of its estabqishments. and that 1t does not and will pot permit its '

" employees to perform their services at any location, under jts control,

vhere segregated facilities are maintained.. For this purpose, it is
understood that the phrase "segregated facflities® includes facilities
vhich are in fact segregated on a basis of race, color, religion, or
national origin, because of habit; local custom or otherwise, It is .
further understood and agreed that maintaining or providing segregated 2
fecilities for its employees or permitting its employees to perform their
services at any location under its contro) where segregated facilities
are maintained is a violation of the egual opportunity claiise required
by Executive Order 11246 of September 24, 1965, ’ -

Operator further understands and agrees that a breach of the
assurance herein contained subjects it to the provisions of the Order
2t 41 CFR Chapter 60 of the Secretary of Labor dated May 21, 1968, and
the provisions of the equal opportunity clause enurerated in contracts
between -the United States of America and Non-Operators,

WHhoever knowingly and wi 11fully makes any fa]se, fictitious or .
fraudulent re?msentatic‘n mzy be liable to criminal prosecution under 18

. 0L.S.Cc. § 100




