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opgmrmc AGREEMENT

“THIS AGREEMENT entered Into by and between YATES PETROLEUM CORPORATION, 105 South 4™ Street, Artesia
NM 88210 apd DEVON ENERGY CORPORATION, 20 North Broadway, Oklahoma City, OK ° 73102-8260, hereinafte
designated and referred to as “Operator” and the signagory party or parties other that Operator, sometimes herelnaﬁer referrec
to indlvidaally herein as “Non«()pcrator", and co\)ectrve)y a8 “Non-Opera(or"

- Lo

WITNESSETH:

WHEREAS, the parties to this sgreement are owners of oil and gas leages and/or oil and gas in-
terests In the land ldentified in Exhibit “A", and the parties hereto have reached an agreement to explore
and develop these leases and/or oll and gas interests for the productlon of oll and gas 1o the extent and

as hereinafter provided:
NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.-
DEFINITIONS

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

A. The term “oil and gas” shall mean oil, gas, casmghead gas, gns condensate, and au other liguid
or geseoud hydrocarbons snd other marketable substances’ produced therewith, unless an intent to
limit the inclusiveness of this term is speclfically stated,

B. The terms "oil and gas lesze”, “leagse’ and “leagehold” shall mesn the oil and ges leases cov-
oring tracts of land lying within the Contrast Avea which are owned by the pariies to lhis agreement,

C. The term "ofl and gms interesis” shall mean unleased fee and mineral interests in tracts of

" land Iying within the Contract Area which are owned by parties 1o this agreement.

_ D, The term “Contract Area" shall mean all of the lands, ofl and ges leasehold interests and oil
and gas interests intended to be developed and operated for ofl and gas purposes under this agreerent,
Such Jands, oj] and gas leasehold interests and oil and gas inlerests are described in Exhibit “A".

E. The term *“drilling vnit” shall mean the area fixed for the drilling of one well by order or rule
of any state or federal body having authority, If a drilling unit is not fixed by any such rule or order,
a drilling unit shall be the drilling unit as esiablished by the pattern of drilling in the Contract Area
or, a3 fixed by express ngreement of the Drilling Partiea,

F., The term “drillsite” shall mean the oil and pas lease or interest on which a proposed well is to
be located.

G. The terms "Drilling Party” and “Congenting Party” shall mean a party who agrees to join in
and pay its share of the cost of sny operation eonducted under the provislons of this sgreement.

H. The terms 'Non-Drilling Party” and "Non-Consenting Party” shell mean a party whe elects

not to participate in a proposed operation.

Unless the context otherwise clearly indicates, words used in the .dngular include the plural, the
plural includes the gingular, and the neuter gender includes the maseulina and the feminine,

ARTICLE 1L
EXHIBITS

The following exhibite, as indicatéd below and attnchcd herelo, are incorporated in. and made a
part hereof:
R Al Exhibit “A", ghall inelude the following information:
(1) Identification of lands subject to agreement,
(2) Resirictions, i{f sny, as to depths or formations,
- (3) Percentages or fractional intorests of parties to thig agreement,
(4) Oil and gas leases and/or ofl and gas interests subject to this agreement,
(8) Addresses of partles for notice purposes,
1 B. Exhibl “B", Form of Lease,
[ C. Exhibit “C”, Arcounting Procedure,
(@ D. Exhibit D", Insurance.
(R E. Exhibit “E”, Gas Balancing Agreement,
X F, Exhibly “F”, Non-Diserimination and Cerilfication of Non-Segregated Facilities.
i
If any provison of any exhibit, except Exhibit “E¥, is Inconsistent with any pmvision contained
in the body of this agreement, the provisions in the body of this agreemem shall prevail,”.
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" ARTICLE Tl
' INTERESTS OF PARTIES

A. Ofl and Gas Interesis:

‘ 1t any party owns &n unleased oil and gas interest in the Contract Aves, that interest shall be
treated for the purpose of this agreement and during the term hereof as if it were a Jleased interest
under the form of ojl and gar Jesse attached oy Exhibit “B”. As to such interest, the owner shall re-
ceive royalty on production sg prescribed in the form of oil and gas lesse sttached hereto ag Exhibit
*RB”, Such party shal), however, be subject to all of the provisions of this agreement relating to lessees,

to tha extent that it owna the lessee interest,
B. Interast of Partieg in Cests and Produciion:

Exhibit “A” lists all of the parties and their respective percentage or fractional interssts under this
agreement, Unless changed by other provisions, 2]} costs and liabilities incurred in operatiohs under
this agrecment shall be borne and pald, and all equipment and malerial acquired in operations on the
Contract Area shall be owned by the parties as their interests are shown in Exhibit “A". Al produc-
tion of oll and gas {rom the Contract Area, subject to the payment of lessor's royalties awhichesili—Be-
berne—by—4he-Joint—Aesottnds shall also be owned by the partles in the same manper during the term
hereof; provided, however, thiz sha]l not be deemed an assignment or cross-assignment of interests cov-
ered hareby.

ARTICLE 1V.
TITLES

A, Title Examination: i .

Title examination shall be made on the drillsite of any proposed well prior to commencemnent of
drilling operations or, {f the Drilling Parties so request, title examlination shall be made on the leases
and/or ofl and gas interests included, or planned lo be intluded, in the drilling unit around such well
The' opinion will include the ownership of the working interest, minerals, royalty, overriding royalty
and production payments under the*applicable leases. At the time a well.is proposed, each party con-
tributing leases and/or oil'and gas interests lo the drillsite, or to be included in such drilling unit, shall
furnish to Operator all abstracts (including Federal Lease Status Reports), title opinions, title papers
and eurative material in its possegslon free of charge, Al such information net in the possession of or
made avallable to Operator by (he parties, but necessary for the examination of title, shall be obtained
by Operator. Opérator shall cause title to be examined by attorneys on its staff or by outside attorpeys.
Copies of all title apinlons shall be furnished to each party hereto, The cost incurred by Operator in
this title program shall be borne as follows:

preliminary, supplemental, order title opmions) shan be a
part of the admmiatr : ded in Exhibit “C " and shall not be a direct charge, whether
- B L watold ryy

bl 4
------ =it QrOTROME & o

X Option No. 2: Costs incurred by Operator in procuring absiracts and fees paid outside atiorneys
for title examination (including preliminary, supplemental, shut-in gas royalty opinions and division
order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
Drilling Party bears to the total Interest of all Drilling Parties as such interests appear in Exhibit “A",
Operator shall make no charge for services rendered by its staff attorneys or other personnel in the
performance of the above functions.

Each party shall be responsible for securing curatlve matter and pooling amendments or agreements
required in connection with leases or oil and gas interests contributed by such party. The Operator shall be
respongible for the preparation and recording of Pooling Designations or Declarations &s well as the
conduct of hearings before Governmental Agencies for the securing of spacing or peoling m‘der's}‘ This
shan hot prevent any party from appearing on its own behalf at any such hearmg

"
No well shall be dri)led ont the Contraet Area until after (1)'the title to the drillsite or dnlli e unil
has Béen examined as above provided, and (2) the title hag been nppxoved by the examining attémey or

titia has been accepted by all of the parﬂes who are to participate in the d.nlllng of the well. Ff,’gjt
’ i

B. Loss of Title:

1 Foflure of Tjtle: Should any oll and gas interest or lease, or interest therein, (\b(v: lostjtﬁrbugh
faxlure of title, which loss results in a reduction of interest from that shown on Exhibit "A" tfms een
ment, nevertheless, shall continue in force as to all remaining ofl and gas leases angd intéi‘esis ird?;»

(=) The party whose ofl and ges lease or intevest ix affected by the title fallute shall. bear alone |
the antira losz and it ahell not be entitled to recover from Oparator or the other parti nny develbpmiént

-2-
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or operating costs which it may have theretofore paid, but there shall be no monetary liability on its

; part to the other parties hereto for drilling, developinent, operating or other simlla'r costs by reason of
3 such: title Iailure; and :

4 {b) There shall be no relroactive adjustment of expenses incurred or revenues received from the
5 opéraﬂon of the interest which has been lost, but the Interests of the parties shall be revised on an acre~
8 age basls, ag of the time it I determined finally that title {ailure has oceurred, so that the interest of
7 the 'ﬁarty' whose Jense or interest ig affected by the title fallure will thereafter be reduced in the Contract
8 Area by the amount of the intercst lost; and

g {e) If the proportionate interest of the other parties hereto in any producing well theretofore drilled
10 on the Contract Area is increased by reason of the title fallure, the party whose title has failed shall
11  recelve the proceeds attributable o the incresse fn such {nterests (less costs and burdens atiributable
12 thereto) until it has been reimbursed for unrecoversd costs paid by it in connection with such well;
13 and .

14 (d) Should sny person vot a party to this agreement, wha is determined to be the owner of any in-
35  terest In the title which has failed, pay in any manner any part of the cost of operation, development,

or equipment, such amount shall be paid to the party or parties who bore the costs which are 5o refund~
ed;-and

(2) Any Hability to account lo a third party for prior production of oil and gas which arises by
19 reaton of title fajlure shall be borne by the party or partles in the same proportions in which they shared
20 in such prior production; and
21 (f) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection
32  with the defense of the lnterest claimed by any party hercto, it being the intentlon of the parties
23 hereato that each shall defend titla {o its interest and bear all expanses in connection therewith.

b
0 -3 <o

25 -2. Loss by Non-Payment or Erroncous Payment of Amount Due: If, through mistake or oversight,
26 any. rental, shut-in well ’paymont, minimutn royally o royalty payment, 18 not paid or is erroneously
27 paid, and a8 a result a lease or interest therein terminates, there shall be no monetary Hability against
28 the party wha failed to make such payment, Unless the party who failed to make the required payment
29  secures a new lesse covering the same interest within nipety {80) days from the discovery of the fail-
30 ure to make proper payment, which acquisition will not be subject to Article VIILB., the interests of
31  the parties shall be revised on an screage basis, effeclive eg of the date of termination of the leasge in-
32  volved, and the parly who failed to make proper payment will no longer be credited with an interest in
33 the Contract Ares on account of ownership of the lesse or interest which has terminated. In the event
34 the party who failed to make the required payment shall not have been fully reimbursed, at the time of
35  t{he loss, from the proceeds of the sale of ofl and gas ‘ati{ributable to the lost interest, calculated op an
36 ncreage basis, for the development and operating costs theretofore pald on account of surh interest, it
37 shall be reimbursed for untesovered aotual costa theretofors paid by it (but not for i{ts sharc of the
38 cost of any dry hole previously drilled or wells previcusly abandoned) from so much of the following
39  as s necestary to effect relmbursement:

40 ' (u) Proceeds of oll and gas, less operating expenses, lherstofore accrued to the credit of the lost
41  interest, on an acreage bamls, up to the amount of unrecovered costs;
42 (b) Proceeds, less operating expenses, thereafter amcerued sitributable to the lost interest op an

43 acreage basis, of that portion of ol and gas thereafter produced and marketed (excluding production
44  from any wells thereafter drilled) which, in the absence of such lease termination, would be attributable
45  to the lost Interest on an acreage basiz, up to the emount of uprecovered costs, the proceeds of said
46 portlon of the oil and gas to be contributed by .the other partles in proportion to their respective in-
47  terests; and

48 (c) Any monies, up to tha smount of unrecovered costs, that may be pald by any party who is, or
49  becomes, the ownar of the interest lost, for tha privilege of particlpating in the Contract Area or be-
80 coming a party to thls sgreement. - ’

52 ;':3. Other Losses; All losses incurred, other than those set forth in Articles IV.B,1. and IV.B.2.
$3  above, shall not be considersd fajlure of title but shall be jeint loskes and shall be borne by 21l parties
64 in' praportion to their interests. Thers thall be no readjustment of interests in the remaining portion of
55  the Contract Area. .

56 .

57 , ARTICLE V., 5

58 OPERATOR il
58 S
60 A PESIGNATION AND RESPONSIBILITIES OF OPERATOR: f{l
6l i . e

62 | yates Petroleum Carporation shall o erate , all
: Yates P perate any well drilled {n the SW4 of the Contract Area and Devon Ener Corporation sh

83 “ operate any well drﬂled_ in the SE4 of. Contract Area and shall conduct and direct and have full contro} of E,lyl opefnﬂ:n:):;ns t:t

84 ; Contract Area se permitted and required by and within the limits of, this rgreement, It shall condnct all such operations in a

' o8 | 8oodand workmanlike mauner, but It shall have no Nability 85 Operator to the other partics for losses sus inbili
s tained
66{ Incurred, except such 25 may result from gross negligence or willful misconduct, e or linbiltes
- a1 . I
681 L ;
” . r?‘f b jebhoodiing i
70 ST b pthagedl b by 4, e
.

3.
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B. Résignation or Removal of Operator and Seleciion of Suceeasor:

1, i!exlmﬁon or Removsl of Operator: Operator may resign at any time by giving written notice
thereof to Non-Operstors. If Operstor terminates It legal existence, no longer owns an interest in the
Contrnct Aren, or {s no longer capable of serving us Operator,_lt shall cease to be Qperator without any
action‘"by Non-Operator, except the selection of a successor. Operator may be removed if it falls or
refuses to carry out its dutles hereunder, or becomes insolvent, bankrupt or is placed in receivership,
by the stfirmative vole of two (2) or more Non-Operetors owning a majority interest based on owner~
ship ég;showxn on Exhibit “A”, and not on the number of parties remaining after excluding the voting
10 interest af Operator. Such resignation or removal shall not become effective until 7:00 o'clack AM.
11 on the first dsy of the calendar month following the expiration of ninety (00) days after the giving of
12 notice of resignation by Operator ot aclion by the Non-Operators to ramove Operatar, unless a successor
13 Operator has been selected and assumes the duties of Operator at an earlier dete. Operator, after effect-
14 fve dabte of resignalion or removal, shall be bound by the terms hareof as o Non~0per5tor. A change of
15 s corporate name or siructure of Dperator or transfer of Operator's interest {0 any single subsidiary,
16 psrent or successor corporation ghall not be the basie for removal of Operator.

- RRK - - P L

18 2. Belection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
19 erator shall be selected by ibe Partles, The successor Opetator shall be selected from the parties owning
20  an Interest in the Contract Area at the time such successor Operator is gelecled. If the Operator that
21 iz remaved fails to vote or votes only io succeed fiself, the succassor Operator shall be selected by the
29  affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown
23 on Exhibit “A”, and not on the number of parties remaining after excluding the voting interest aof the
24 Operator that was removed.

25

26 €. Fmployees:

27 R

28 The number of employees used by Operator in conducting operalions hereunder, thefr selection,

29 and the hours of labor and the compensation for services performed, shall be determined by Operator,
80 and all such employees shall be the exaployees of Operator.

31 .

32 D, -Drilling Contracts:

33 .

34 Al wells drilled on the Contrget Aren shall be drilied on a competitiva contract basls at'the usial

25" rates prevailing In the ares, If it so deslres, Operstor tnay employ its own tools and equipment in the
3¢  drilling of walls, but fty charges therefor shall not exceed the prevailing zates in the area and the rate
37  of such charges aball be mgreed upon by the parties in writing before drilling opersations are com-
38  menced, and such work shall be performed by Operator under the same terms and conditions es are

89 customary and usual in the area In contracts of independent contractors who are doing work of a Eitn-
40  ilar nature, ’ .

41

42 . ARTICLE V1.

43 DRILLING AND DEVELOPMENT

44 »

45 A, Initia]l Well:

46 - e

an “ Onorbetorethe_  15% _ dayof__Fobruary, 2006 . '~ Operator shall commence the drill-
48 ing of A well for ofl and gas at the following location:

49 . Townahip 20 South, Banpe 28 East, N.M.P.M.
50 . . Bectdon 28: 660' PSL &-1219'.FWL

; i ) Eddy County, New Mexico .~ .

83 and shall thersafter continue the drilling of the well with due diligence togeat tha
54 formatiem ar 11,600', e t Cbe_ﬂ.tlr_

3

68 -

58  unless granite or other practically iinpenet.rabla substance or conditlon in the hole, which inders
88 further drilling impractical, ia encountered at a lesser dapth, or. unleas sll parties agree to complete or
$0  sbandon tha well at a Jasser depth. ' iy

x
i

62 Opgaior shall make ceamonable tests of all formatieris encountered during drll]in'g which A,l Ve in-

63  dieation of dontalning oil and gos in quantities sutficlent to test, unless this agreement shall b inited

€4, in its application to- a specific formation or formations, in which evant Operator shall beifequithd to
A % {0

65, tost only, the formatlon or formatlons fo which thie agreemont may apply. é( f11 f“T
87, It, in Operator’s Judgment, the well will .not produce oil or gas in ( 5 "".’. ‘
‘ 4 paying quantities; and'if wish
€3 to plug snd sbandon the well as a dry hole, it shall Hrst secure the consent of all p‘ﬁi. .-'i"ﬁ s
69 - plug and abandon same ax provided in Astiole VLE1, hereot, s s ety e ik 1)
Q- - AL Ao o thor pd be ey 8 e

At cn Rt at Popei o

4w
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66
87
68
89
70

R, Subsequent Opersllous:
, 1. Proposed Operations: Should any party hereto desive lo dilll any well on the Contract Area
other than the well provided for in Article VLA., or lo rework, deepen or plug back a dry hole drilled
at the joint expense of all partles or a well jolntly owned by all the partles and not then pro‘ducing
In paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposad operation, specifying the work to ll:e performed.. the lcr':a-
tion, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such @ notice shall have thirty (30) days after recelpt of the notice within which to notify .Lhe
parties wishing to do the work whether they elect to participate in the cost of the proposed operation.
18 drilling rig 12 on locatlon, notice of proposal to rework, plug back or drill deeper may be given
by teléphone and the response perled shall be lmited to forty-elght (48) hours, excluai‘:'e of Saturday,
Sunday or legal holidays. Fallure of a party receiving surh notice to reply within the petiod above fixed
shall constitute an election by thot party not to participate in the cost of the proposed operation. Any
notice or response glven by telephone shall pe promptly conflrmed in writing.

2. Operations by Less than All Parties: lf any party recelving such notice as provided in Article
VLB.1, or VLE,L, clects not to participate in the proposed operation, then, in order to be entitled to
the benefits of this article, the party or parties giving the notice and such other parties as shall elect
to participate in the operation shall, within sixty (60) days atter the expiration of the notice petiod of
thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period
where the drllling tig is on location, as the case may be) actually commence work on the proposed
operation and complete it with due diligence, Operator shall perform all work for the sccount of the
Consenting Partles; provided, however, if no drilling rig or other equipment is on location, and if Op-
erator is a Non-Consenting Party, the Consenting Parties shall either: {a) request Operator to perform

- the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-

nate one (1) of the Consenting Parties as Operator lo perform such work. Consenting Parties, when
conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms
and conditfons of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the
expiration of the applicable notite period, shall adviso the Consenting Partles. of (a) the total interest
of the partles approving such operstion, and (b) its recommendation as to whether the Congenting Par-
ties sheuld procsed with the operation as proposed, Each Consenting Party, within forty-eight (48)
hourz (excltsive of Saturday, Sunday or legal holidays) after receipt of such notice, shall advise the
propasing party of its desire ta (e) limit participation to such party's interest as shown on Exhibijt “A”,
or (b) carry its proportfonate part of Non-Consenting Psrties’ Interest. The proposing party, at its
election, may withdraw such proposal if there is ingulficlent participation, and shall promptily notify
alt parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in
the proportions they have elected to hear same under the terms of the preceding paragraph. Consenting
Parties sha!l keep the Jeasehold estates involved in such operations free and clear of all liens and
encumbrances of every lind cceated by or arising from the operations of the Consenting Parties. If suech
an operation results in a dry hole, the Consenting Partles shall plug and abandon the well at their sole
costy risk and expense, If any well drilled, reworked, deapened or plugged back under the provisions
of this Article resulty in & producer of oll and/or gas in paying quantities, the Consenting Parties shall
complete and equip the well to produce at thelr sole cost and rigk, and the well shall then be turned
over to Operator and shall be operated by it at the expanse and for the account of the Consenting Parties.
Upon tcommencement of oparations for the drilling, rewsrlking, deepening or plugging back of any such
‘well by Consenting Parties In accordance with the provisfons of this Article, each Non-Consenting Party
shan'- be ‘deemed to have relinquished to Conzenting Parties, and the Consenting Parties shall own and
be entitled to receive, In proportion ta thelr respective interests, all of such Non-Conasenting Party's
interest in the well and share of production therefrom untll the proceeds of the a}ale of such share,
caleulated nt the well, or market value thereof i such share fs not so0ld (after deducting ;:u-odm:tkml

taxes, crude ojf excise taxes, royalty, overriding roynlty and other interests exiating on the cifective date hereof, payable out of or
meagured by the production from such wall accnsing with respect o such interests until it reverts) shall equal the total of the

following: . v

ooty KT 54
(2) #00% of each such Nen-Cousenting Party’s share of the cost of any newly acquired»"" x";rface
equipment beyond the wellhead connections (including, but noi limited to, stock tapks, sep )‘aators,
treaters, pumping equipment and plping), plus200% of each such Non-Consenting: Party's shaté bt the
cost of operation of the well commencing with first ‘production and continuing until each su"' | Non-
Consenting Patty's relinquished Interest shall revert to It under other provisions of this Articie, ’tlbeing

agreed that each Non-Consenting Party's share of such costs and equipment wlll be t f¥inkerebtiwhich
i
?ﬁ\"u:jﬁg'\:}

would have been chargeable to anch Non-Consenting Party had ft
' participated in th .
ginning of the operation; and s 5 the  oe

4,
o o

(b)3907% of that portion of the costs and expenses of drilling reworking, deeplm:&:ﬂﬁzﬁiégi
back, testing and completing, after deducting any cash contributions recelved under 4543&;@19%&@&;,\&:

l,: "5.’
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: 300,% of that portion of the cost of newly acquired equipment in the well (t6 and including the well~
‘head conmections), which would have heen chargesble to such Non-Consenting Party if it had partici-

‘pated thersin.

Gas production attributable to any Non - Congenting Party's relinguished {nterest upon such Party’s
election, zhall be sold to lts purchaser, if avajlable, under the terms of its exlsting gas sales con-
‘tract, Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from
‘such sale direct to the Consenting Parties until the nmounts provided for in this Article are recov-
fered from the Non - Consenting Party's relinquished interest, If such Non ~ Consenting Party has not
:mntracted for sale of itg gas at the time such gae is available for delivery, or has not made the elec-
ﬁﬁn ag provided above, the Consenting Partles shall own and be entitled to receive and sell such None
Consenting Party's share of gas as hereinabove provided during the recoupment period.

During the period of time Congenting Parties are entitled to receive -Non-Consenting Party's share
of production, or the proceeds therefrom, Consentlng Partles zhall be respongible for the payment of
all production, crads oil excise taxes, severance, gathering and other taxes, and all royslty, overriding royalty sad other burdens
applicable 1o Men-Copscoting Party's share of praduction.

In the cage of any reworking, plugging back or deeper drilling opecation, the Consenting Parties ghall
be perinmed to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of
all such equipment shall remain unchanged; and upon abandooment of & well after such reworking,
plugging back or deeper drilling, the Conaenting Parties shall account for all such equipment to the
owners thereof, with each party receiving its proportionate part in kind or in value, less cost of

salvage,

Within sixty (60) days after the cornpletion of any operation under this Article, the' party con-
dueting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
ventory of the equipment in and connected to the well, and: an itemized statement of the cost of drilling,
deepening, plugging back, testing, completing, and equipping the well for production; or, at its optien,
the operating party, in lieu of an itemized statemeunt of such costs of operation, may submit a detailed
statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
ish the Non-Consenting Partles with an itemized statement of all costs and liabilities incurred in the
operation of the well, together with a slatément of the guantity of oil and gas produced frotn it and the
amount of proceeds realized from the sale of the woll's working interest production during ithe preceding
month, In determining the quantity of oil and gas produced durlng any month, Consenting Partes
ghall use industry ac¢cepted methods such as, but not limited to, metering or periodic well tests, Any
amount realized frox the sale or other disposition of equipiment newly acquired in connection with any
such operation which would have been owned by & Non-Consgenting Party had it participated therein
shall be credited against the total unreturned cozis 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;
and if there is 3 credit balance, it shall be paid to such Non-Consenting party,

It and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest
the’ amounts provided for mhove, the relinquished interests of such Non~Consenting Party shall auto-
matically revert tv It, and, from and after such reversion, such Non-Consenting Party shall own the same

. interest [n such wel], the material and equipment in or pertaining thereto, and the production there-

from: a8 such Non-Consenting Party would have been entitled to had it participaied in the drilling,
reworking, deepening or plugging back of sald well, Thereafter, such Non-Consenting Party shall ba
charged with and shell pey {8 proportionate part of the further costs of the operation of said well in

" wecordsnce with the terms of this agreement and. the Accounting Procedure, attached hereto.

Notwithstanding the. provisions of this Article VLB.2, It is agreed that without the mutuai congent
of ell partles, no wells ghull be completed in or produced from a source of supply from which a wall
located elsewhere on the Contract Area is producing, unlesz such well conforms to the then-existing
well gpreing pattern for auch source of supply. :

'1').1? provisions of this Article shall have no application whetscever to the drilling of the'zl]?initial
well .deseribed in Article VLA, except (a) when Option 3, Article VILD.1., has been ae}ected,&w‘;r ()
to the reworking, deepening and plugging back of such initial well, if such well is or thereaft ’“,ehnll
:rI;OVe to.be a dry hole or non-commercial well, after having been drilled to the depth specified i '

A

C. ﬁlﬁbi to Take Production ln Kind:

Each party shall bave the right fo take in kind ér sepurately digpase of its proportionate share of all ol and gas produced from |
the Contract Arce, exclusive of produstion which may bs usced in development snd produsing operativns and i preparing sad
treating ‘oll for marketing purposes snd prodnction unavoidsbly lost Any exira expenditure incurred in the tiing in ¥ind or sbparste
disposition by sny party of its proportionste share of the produetion shall be bore by such patty. Any party taking its share of
Production in kind shall be required to pay for only its proportionate share of such part of Operstor’s surface facilitiss which it uses.

i
Y.
)
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- i o in kiod or separately ‘ulsfiuproporﬁonntath‘eofthepmducdn’nﬁ'ﬂmthcCmtmctAn:a,
- ghall E::; mgxsd‘:ﬁc volut'n:! s:ning pdoemty and taes relative to itz share of production. Non-Operators shall,

Tequest, furnish Operetor with trus and complets coples of the recards tequired tybe kept thereunder whenever, under the terms
oy . ted in chion heteorith, it {2 neneveary for Operatos to obtaln said mformstlon. Any

; moéﬂyéfmhmmmuheMbywomwmmnewm carry out its duties as Operator
. g endshall otherwise be kept confidential : -
4 , Each party shall execute such division orders and contracts as may be necessary for the sale of jts
5 interest in production from the Contract Area, and, except as provided in Article VIL.B., shall be entitled
6 to receive payment ditect from the purchaser thereof for its share of all production,
1 . . '
8 "' 15 the event any party shall €all to make the arrangements necessary to take {n Jdnd or separately
9  dispose of its proportionate share of the il and gas produced from the Contract Area, Operator shall have
10  the right, subject 1o the revocation at will by the party owning it, but not tha ohligation, to purchase such
11  ofl and gas or sell it to others at any time and from time to time, for the account of the non-taking
12 party at the best price obtainable in the area for such production. Any zuch purchase or sale by Op-
13 erstor shall be subject always to the right of the owner of the production to exercigse at any time its
14 right to take in kind, or separately dispose of, fts share of all ofl and gas not previously delivered to a
16 purchaser. Any purchsse or sale by Operator of any other party's share of oil and gas shall be only for
16 such reasonable periods of time ag are covsistent with the minimum needs of the industry under the
17  particular cireimstances, but in no event for a period in excess of one (1) year. Notwithstanding the
18 foregoing, Operator shall not make a sale, including one into interstate commmerce, of any other pacty's
19 share of gas production without first giving such other party thirty (30) days notice of such intended
30 gale.
21 . . . Lo
22 In the event any perty hercio is not at soy time taking or marketing its shers of gns production and Operntor is either (i)
23 imwilling to parchase or seil or (i) unakle to obtaiss the priot written consent o puschase or soll such party’s shaxe of zas production,
24 or jn the event sny party has contracted to sell its share of grg produced from the Contract Ares fo a purchaser which does not af any
time while this agreement 12 jn cffect take the full chare of gas attributsble to the interest of such party, then in any such cvent the
25 tarms and conditions of the Gas Balancing Agreerosat attached hereto as Bxhibit “E" and meorporated herein shall mtomatically
26 become effective.
27
28 ;
29 D. Access to Contract Area and Information:
30
21 Esch party shall have access to the Contract Area st all reasonsble tlmea., at its sole risk to ingpect

32 or observe operations, and shell have sccess at.rsasonsble times to Information. pertaining to the deo-
33 wvelopment or operation thereof, including Operator's books and records relating thereto. Operator, upon
34 request, shall furnish each of the other parties with coples of all forms or reports filed with govern-
35 mental, agencies, daily drililng reporis, well logs, tank lables, dally gauge and run tickets and reports
368  of stock on hand st the first of each month, and shall make eveailable samples ot any ecores or cuttings
37 taken from any well drilled on the Contract Aren, The cont of gatheting and-furnishing Information ta
36 Non-Operutor, other than that epecified above, shall be charged ta the Nan-Operator that requeats the
38  information, :

A0

41 B. Abandonmont of Wells:

42

43 1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VIB.2., sty well

44  which has been drllled under the terms of thix agreement and is proposed to be completed as a dry hole
48  shall not be plugged and abandoned without ths consent of all parties. Showd Operator, after diligent
46 effort, be unable 10 contact any party, or showld any perty fail to reply within forty-eight (48) hours
47  (exclusive of Saturday, Sunday or legal holldays) ofter receipt of notlee of the propossl $o plug and
48 aban({on such well, such party shall be deemed to have consented to the proposed abandonment. AJl
49  such -i_weﬂs shall be plugged and abandoped in accordance with spplieable regulations and st the cost,
30 risk and expense ot the parties who partieipated in the cost of drilling of such well. Any party who ok~
51 jects to the plugging and abundoning such well shall have the right to take over the well and conduct
52 further operations in search of ofl and/or gas aubject to the provigions of Articlé VIB.

54 2. _Abandonment of Welle that have Produced; Except for any well which has been drilled or re-

55 worked pursuant to Artlele VLB,2. hereof for which the Consenting Parties have not been fully reim-

56 bursed ss therein provided, any well which hts been completed as a producer shall not be plugged and
.87 ubnndpned without the consent of all parties. If all parties congent to such abandonment, the well shall

58 be pluggad end absndoned in aceordance with appliceble regulations and at the cost, risk and Lper\se

58  of all the partles heretn, If, within thirty (30) days after receipt of notice of the proposed abanddment

80 of such well, all parties do not agrea to the abundonment of any. well, those wishing to continu, fifs op-

61  eration shall tender to each of the other parties lts propertionate share of the value of the well’s # vabla

62" material and aquipment, determined {n accordmncs with the provisions of Exhibit “C", less the eg%\ ated

63 rost of salvaging and the estimated cost of plugging and abandoning. Any perty’s failure fo timely

04 respond within sald thirty (30) days shall be deemed to congent {o sbaridonment, Each shesdoning party shall assign 10 the on-

gg  cbandoning patties, without warrenty, express ar implied, 82 to titls or as fo quantity, quality, or fitness for use of the equipmznt aod

86 msterial, all of iz intarest Enthowcll end relatod equipment, together with its interest in the lesnehold estite. If the interest of the

67 ahmdnpiqumyig or Includes o ofl and gas interest, such party shall exezuts aad doliver to the non-abandening party or porties an;

>¢ oil and 'guy lease, limited 4o the fmerval of terval of the fonnation or formationsithen dpen t Production for & term of one yéargnd.

88 sofong theresficr s ofl and or gas 14 Producsd IF6in thie Interva) or ntervals of the Yormaton 0P Tarmstont covered thereby, such

T e LI

-.7-
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. )nnseto be on the form sttached as Exhibit “B”. The assignments of leases 4o limited shall encompass the “drilling unit” upon wh
" the well is Jocated. The payments by, and the assignments or leases to, the assignees shall be inw ratio based upon the mlanomhxp of

their respective percentagas of participation in the Contrart Area to the sggregeto of the perorutages of patticipation in the Contract

: Am of all assipnees. There shall be no readjustment of interest in the remaining portion of the Contrast Area

o

Thereatter, abandoning pamcs shall have no iurther respongibility, liability, or interest in the op-
erauon of or praduction from the well in the interval or intervals then open other than the royalties
retalned in any lease made under the terms of this Artiele, Upon request, Operator shall continue to
operste the assigned well for the account of the non-sbandoning parties at the rates and charges con-
templated by this agreement, plus any additfonal cost and charges. which may arise as the result of
the separate ownership of the assigned well.

ARTICLE VIIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Lisbility of Partles:

The ltability of the pariies shall be several, not joint ot collective. Each party shall be re,sponsible‘
only for its obligations, and shall be able only for its proportionate share of the costa of developing
and operating the Contract Ares. Accordingly, the liens granted among the parties in Article VILB, are
given io secure only the debis of ench severally, Tt is not the intentlon of the parties to create, nor shall
this agreement be construed az creating, a mlning or other parinership or association, or to render the
parties liable as partners,

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a
securily interest in iis share of oil and/or gas when extracted and its interest in all equipment, to secure
payment of its share of expense, logether with Interest thereon st the rate provided in the Accounting
Procedure attached hereto as Exhibit “C”". To the extent that Operstor has a security interest under the
Uniform Commercial Code of the Stale, Qperatar ghall be entitled to exercise the rights and remedies
of 8 gecured party under the Code. The bringing of a sult and the obtalning of judgment by Operator
for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the Men
rights or security interest as gecurity for the payment thereof. In addition, upon default by any Non-
Operator in the payment of its share of expense, Operator shall have the right, without prejudice to
other rights or remedies, to collect from the purchager the proceeds from the sale of such Non-Operator’s
share of oil and/or zas unti} the amount owed by such Non-Operator, including ressonsble anorncy fees in the event of swt to collect
any delinquency, plus interest bas been paid. Bech purchaser ehall be entitled to rely upon Operator's written statement concerniug
the emount of any default, Operator grents a like Hen and security interest to the NonsOperators to secure payment of Operator's
propertionste shars of cxpense.

If any party falls or is unable to pay its share of expanse within sixty (80) days after rendition of
a statement therefor by Operstor, the non-defaulling parties, including Operatar, ghall, upon reqhest by
Operator, pay the unpald amount {n the proportion that the interest of each puch party bewrs to the in~
terest of sll such parties. Each party so paying itz share of the unpaid amount ghall, to obtain reimburse-
ment thereof, be subrogated to the security rights described in the foregoing paragraph,

C. Payments and Accounting:

"Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses
incurred in the development and operation of the Contract Area putsuani to this agreement and shall
charge each of the parties hereto with thelr respective proportionate shares upon the expense basis pro~
vided in the Accounting Procedure attached hereto ss Exhibit “C". Operator szhall keep an accurate
record of the joint gecount hereundor, showing expenses incurred and charges and credits made and
receibed ‘ﬁ;’

Operator, st ita election, shall have the right from time to time to demand and recejve irbm the
other partles payment In advance of thelr respective sharea of the estimated amount of the exp nge to

by mbmxssion to each such party of an ltemized statement of such estimated expense, togem tl with
an lnvaice for its share thereof, Each such statement and involce for the payment in advance] f esti-
mated expense shall be submitted on or béfore the 20tk day of the next preceding month.: Edeh ; barty
shall pay to Operator ite proportionate share of guch estimate within fifteen {15) day A er,. \m s
timate and involea is received. I any party fails to pay its share of said estimate withinl i&iwﬂil
amount du¢ shall bear interest ag provided in Exhibit “C" until pald., Proper adJuMen
tnade ‘menthly between advances and actual expense to the end that each party sh
proportiunata share of actual expenses {ncurred, and no more.

e u el ey aniharized i i wL o

Aurma et Retaciore: N Fetogresy Colont |
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D Limitation of Expenditures:

1. Drill or Deepen: Without the consest of all perties, no well shall be ‘drilled or deepened, ex-
. ‘capt ‘any well drilled or. deepened pursuant to the provisions of Article VI.B.2. of this Agreement, it baing
. understood that thé conzent to-the drilling or deepening shall include:

lm Option Na. 2:" A1l hecessary expenditures for the drming or deepening and testing of the well. When
‘such well has reached its authorized depth, and-all tests have been completed, Operator shall give im- -

“mediate notick to the Non-Operators who have the right to participate n the completion costs, The parties
recoiving such notice shall have forty-eight (48). hours (exclusive of Saturday, Sunday and legal holi-

. dayx) in which to elect td parudpa‘{e in the smtlng of casing and the completion attempt. Such election,
when made, ghall include consent to a1l necesdary expenditures for the completing and equipping of such
well, including, necessary tankage and/or surface: facilities, Failure of any party reeefving such notice

‘. to raply within the period above fixed shall constifute an election by that party not to participate in

- the cost of'the completich attenipt. If one or more, but less than all of the partjes, elect to set pipe and
‘ to attempt a complétion, the provisions of Article VI.B.2, hereof (the phrase “reworking, deepening or
-plugging back’ es contalned in Artlele VIB.2. shell be deemed to include “completing'’) shall apply to
the ogerations theraafter condueted by less than sll parties.

2. Rework or Plug Back: Without the conient of all parties, no well shall be reworked or plugged
back except a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-
ment, it being understood that the consent to the reworking or plugging back of a well shall include
congerit to all necessary.expenditures in conducting such operations and completing and equipping of

" ¢aid well, including necessary tankage and/or surface facilities,

3. Other Operations: Operutor shall pot undertake any single project ressonably estimated to require

an expenditure in excess ot EORTY THOUSAND- Dallars (§_40,000.00 )

- except in connection with a well, the drilling, raworking, deepening, completing, recompleting, or plug-
ging back of which has been previously authorized by or pursuant to thls agreement; provided, how-
ever, thut, in case of explosion, fire, fleod or other sudden emergency, whether of the same or different
nahure, Oparator may take such steps and ineur such expenses as in its opinjon are required to deal with
tHe emergency to safeguard life and property but Operator, as promptly a2 possible, shall report the emer-
gency to the othéx‘ parties. It Operator prnparcs “Authority for Expenditures” for its own use,
Operator, upon request, ghall furnish copies-of ite “Authority for Expenditures® for any single project.
costing In excess ‘of . TWENTY~FIVE THOUSAND Dollars ($_.25.000.00 ).

E.}: Royslties, Ovmlding Roynltles and Other Payments;

Each party shall pay or deliver, or cause to be pald or delivered, all royalties to the extent of

1/8 of 8/Bths . due an its zhare of production and shall hold the other parties free

from any labllity therefor. I? the lnterest of any party In any oll and gas lease covered by this agree-

ment {s subject to any royalty, overriding royalty, prod{mtmn payment, or other charge over and above

" the aforesald royalty, such party shall ‘assume and- elone bear all such oblgatlons and shall account
. for! or "cauge to be accounted fox,-such Interest to the owners thereof,

Nopmy.hll cver be respontible, 08 Axy prios basle higher mmpnamemdhymhpw.mwomwo Jeasat 6r royalty ownor, and if sty nuzh othar
w.muwyﬂwow’:r?m\daunmmM\vum ssttléments on & Miher prios basls, tus party contttbuting suth Josse shall bear the royalty burden insctar 13 such
highar price Is concernsd.

Xt i recagnized by the parties hareto that in additon ta esah purty’s share of working fnterest production az ahown {n Exhibit “A”, such party shall have tha right,
subgjent to existing cantracts, to markst the royalty gas Attribuhible to each leass whish it contrinies b tha Contraat Avea and to rescive paymens dus €7 puch royalty gas
produced fowm ar aliocatsd th such losse o7 leanss. ¢ Je agreed (at, Tejardless of whothat ¢ach party malken & SonIot for Hy slate of gas, including the royalty s
vber the loaser which it coniriboted o the Camtrack Ates, augh paRy spmes % Py OF Casd (0 be paid b the royaity owners under fia Joase Of leses the prococds
Mbmbkbwwohumltyhmtudmhnldlﬂmupmlmwh)umhuformNlurvmdow-

F.. letnls Shut-in Well Payments and Minlmum Royalties: -

chtslx, ahut-m well payments and minfmum royalties which may be required under the terms of
‘arm laase ghall be paid by the party or purtlen who subjected such lense to this agreement at its or their
expense, In the-svént two or more parties own and have contributed interests in the same leasa‘io this
agreement, such parﬂes mey designaté one of auch- patties to make seid payments for and on behglf of all
such, parties, - Any party ey request, and ghall be entitled to receive, proper evidence of all sutlh pay-
ments. In the event of zanure t0 make propar payment of any rental, ghut-in well payment or n%imum
‘toyalty through ‘mistake oy oversight where sueh’ ‘bayment is required to continue the lease ‘foree,

. any loss: which' resufts trom such fonepayment shall be borne th accordance with the provlsxonx ticle

,IV.B.Z

ting in or return fo production of a. producing gas well, at least flve (5) days (excludmg
day snd holidays), or at the earllest opportunity permitted by circumstances, prior to :

but asmumes no Habifity for ‘faflure to do so. In the event of failure by Operator i”’.s:',;:ﬁ’si"t'&x Nan'z
-Operator, the lost o£ any lease condributed herelo by Non-Operator for failure to make$immely: payments- |

«fa
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ot any shut-in

_ditlon date, each Non-Operator shall furnish Op:

well payment shall be borne jolntly by the parties hereto under the p':—ovisions of Article
IVB3.

I,G. Taxes:

1.

|, Beginning with the firat calel
valorem taxation all property su
taxes, and It shall pay all such {axes aggesse

nday year after the effective date hereof, Opersator shall render for ad
bject to this agreement which by law should be rendered for such
d thereon hefore they become delinguent. Prior to the ren~
erator information as to burdens (to include, but not be
limited to, royalties, averriding mynlt{es and production payments) on leases and pil and gas interests c0}\»
tributed by such Non-Opetator. It the assessed valuation of any leasehold estale is reduced by reason of 1}5
belng subject to cutstanding excess royalties, overriding royalties or production payments, tha reduction in
ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold
estate, and Operator shall adjust the charge to such owner oI oWRers B0 as Lo reflect the benefit of such
reduction, Operator shall bill other parties for their proportionate share of all tax payments in the man-

ner provided in Exhibit “er,

t Jinproper, Operator may, at its diseretion, profest within
the ime and meuner preseribed by law, and progecute the protest to a final determination, uniess all
parties agree to abandon the protest prior to final determination. During the pendency of administrative
or judicial proceedings, Operator may elect to pey, under protest, all such taxes and any interest and
penalty. When any such protes@qd psgessment shall have been finslly determined, Operator ghall pay
the tax for the joint sccount, together with any interest and penalty accrued, and the total cost shall then
be aszesged ngainst the parties, and bhe peid by them, as provided {n Exhibit “en, '

If Opexator conslders any tax assessmen

Each party shall pay or cause to be pafd all production, severance, gathering and other taxes im-~
posed upon or with respect to the production or handling of such party's share of oll and/or gas pro-
duced under the texms of this agreement . :

H. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the Workmen's
Compensation Lew, of the State where the operations are belng conducted; provided, however, that Op-
erafor may be 8 self-insurer for Lability under said compensation laws in which event the only charge
that shall be made to the joint account shall be en amount equivalent te the premium which would have
béen patd had such insurance been obtained. Operator shall also carry or provide insurance for the
benefit of the jolnt account of the parties as outlined in Exhibit “D", attached to and made a part heregf.
Opératar shall require all contractors engaged in wark on or for the Contraci Arex to comply with the
Worlonen's Compensation Law of the Stata whaere the operations are being conducted and lo maintain
suceh other insurance as Operator may regulre,

In the event Automoblle Public Liability Insurance s specified In sald Exhibit “D”. or subsequently
vecelves the approvel of the parties, no direct cherge shall be made by Operator for premiums paid for
such insurance for Operator's fully owned automotive equipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Areg, shall
not be surrendered in whole or In part unless all parties consent thereto. Howevar, uo consent shall be
neceIsary to Telease o jaase which has expired or ofienvise terminated.

However, should any party desire to surrender its interest in any lease or'ln any portion thereof, and
other parties do not agree or consent thereto, the party desiring to surrender shall assign, witbout express
or implied warranty of title, sl of itz interest in guch lenss, or portion therxeof, and any ;vell, material and
equlpment which raay be located thereon and any rights in production thereafter secured, to thelparties
1ot deslring o surrender it, If the lhterest of the asalgning party includes an oil and gas interest,;‘f‘the a8a
signihg party shall execute and deliver to the party or parties not desiring to surrender an oil ?’é'nd EAS
lease covering such ofl and gas interest for a term of one year apd 80 long thereafter as oil an Vior gas
is produced from the land covered thereby, such lense to be on the form attached hereto as Exhisit “B".
Upon.such asgignment, the assigning party shall be relieved from all obligations therenfter QMng
but not theretofore acerued, with respect tp the acreage assigned and the operation of any wellf: i\lereon'
and the asslgning party shall have no further interest in the lense msgigned and its equipment ) & pm-'
duction ot}ler than the ropaltics retained in any lesse made under the terms of this Art Efe,i ;L: ‘e‘-v"p'arties
assignee shall pay to the party asslgnor the reasonable salvage value of the latter's int rhstin {1} Yrells
and eyuipment on the assigned acreage, The value of 81l material shall be determined m a'céo""ance
with, the provisions of Exhibit “Q", less the estimated cost of salvaging and the estimatedybdats {

ging .and abandoning. If the assignment is in favor of more than one party, the ﬂssh’i’é\}}i&%i}éﬁi :}hali'l
AN e AGER M el v AL,
A, -~ l
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-ﬁ_é shared by the parties assignee in the proportions that the interest of each bears to the interest of all

‘parties assignee,

Any assignment or surrender mede under this provision shall not raduce or change the asgignor’s or
sucrendering parties’ interest, ag it was immedlately before the assignment, in the balance of the Contract
‘Aren; and the acreage assigned or surrendered, and subsequent operstions thereon, shall not thereafter
be subject to the terms and provisions of this agreement. .

iy

B, Renewal or Extension of Leases:

" It any party secures » renewal of any oll and gas lease subject to this Agreement, all other partles
shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt
of such notice in which to elect to participate in the ownership of the renewal lease, insofar as such
lessa affects Jands within the Contract Area, by paying to the party who sequlred it their several ptoper
proportionate shares of the acquisition cost allotated to that part of such lease within the Contract Area,
which shall be in proportion to the interests held at that time by the parties in the Contract Area.

If some, but less than al), of the parties elect to participate in the purchase of a renewal lease, it
shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of
thelr respective percentage of participation in the Contract Area ta the aggregate of the percentages
of participation In the Coniract Area of all parties participating in the purchase of such renewal lease.
Any renewsl leagse in which Jess. thon al] parties elect to participate shall not ba subject {o this agreement.

Rsch party who participates in the purchase of a fencwal lease shall be gwen sn assignment withont warranty of its
propartionate interest therein by the acqumng party.

The provisiong of this Article shall apply to renewal leases whether they are for the entire interest
covered by the expiring leage or cover anly a portion of its area or an interest therein. Any renewal lease
taken before the expiration of its predecessor leage, or taken or contracted for within six (6) months after
the expiration of the existing lease shall be subject to -this provision; but any lease taken or contracted
for more than six (8) months after the expiration of an existing lease shall not be deemed n renewal
lease and shall not be subject te the provisions of this agreement.

. Tha provisions in thia Article shall epply also and in like manner to oxtensions of oil and gas

* lenars. The provisions of this Article VIX-B shall only &pply to lcases, or portions of lesges, located within the Contract Avea.

C. Acreage or Cash Contributions:

While this agreement {2 in force, it any party contracts for a contribution of cash toward the drilling
of a well or any other operation on the Contract Ares, such contribution shall be peid to the party who
conducted the drilling or other operation and shall be applied by it against the cost of such drilling or
other operation. If the contribution be in the form of acrzage, the party to whom the contribution is
made shall promptly tender an gsesignment of the mcreage, without warranty of title, to the Drilling
Parties in the proportions said Drilling Partles shared the cost of drilling the well. If all parties hereto
are Drilling Parties and accept auch tender, such hereage shall become 8 part of the Contract Arves and
be governed by the provislong ol this agreement, If less than all parties hereto are Drilling Parties and
accept such tender, such acreage shall not become u part of the Contract Area, Each party shall Prompt-
1y notity all other parties of all acreage or money contributiops it may obfnln in support of any well or
any other operation on the Contract Area.

'If sny party contracts for any conslderation relating to disposition of such party's shsre of substances
produced hereunder, such consideration shall not be deemed a contribution as contemplated in this
Artiele VIILC, This peragraph shall not be applicable to the contribution of acteage by farmout toward the Initlal, or any Substitute,
of Option Test Well.

D, Subsoquenﬂy Creatad lnterut:

Notwithatandmg the pravisions ol Article VIILE. and VIILG., if any party hereto ghall, sub%équent

" to execution of this agreement, cteate en overriding royalty, production payment, or net proceedﬁ inter-

est, whlch such Interests are hereinatier referred to az "subsefuently creatad interest”, such aubséquently
created interest shall he apeciﬁcally mede subject to all of the tarms and provisions of this agreephnt as
lonowa' R
(; <

1. If non-consent operations are conducted pursuant {0 any provision of this agreament,( id the
pu:ty conducting such operetians becomes entitled to seceive the production atiﬂbutable‘{b {he mterest
out of which the subssquently created Interest Js derived, such party shall recelve samg’ rpe qnd lear
of such subsequently created {nterest. The party craating sarne shall bear and pry allmCeh,subaequntLy
creatéd interests and shall Indemnify and hold the ather partleg hereto free and harmlesa: im;n , and
alt nabmty resulting therefrom, W&L ,

[ ! i
|
M [
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. pay, when due, -
" ylsions of Artiele VLE. hereof, or (3) elects to surrender z lease under

_hereof,
- hereunder in the same manner as
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2. If the owner of the interest from which the subsequently created interest is derived (1) fails to
its share of expenses chargeable hereunder, or (2) elects to abandon a well under pro-
' provisions of Article VIILA.
the gubsequently created interest ghall be chargeable with the pro rata portion of all expen'ses

s if such intarest were a working interest. For purpeses of collecting
such chargeable expenses, the party or parties who recejve assignments as & result of (2) or (3) above
_ghall have the right to enforce all provisions of Article VILB. hereol against such subsequently created

; interest,
E. Msintenance of Uniform Interest:

For the purpose of maintaining unifermity of awnership in the oll and gas lemsehold interests
covered by this agreement, and notwithstanding any other provisions to the contrary, n-o party shall
sell, encumber, transfer or make other disposition of its interest in the leases embrac«_ad within the Con-
tract Ares and In wells, equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and equipment snd production; or
2. an equal undivided interest in all leases and equipment and production in the Contract Area,

Every such sale, encumbrance, trans{er or other digposition made by any party shell be made ex-
pressly subject to this agreement, and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party Is divided smong and owned by four or more co-owners,
Qperator, at its discretion, may requive such co-owners to appoint a single trustee or agent with fult
authority to receive notices, approve expenditures, receive billings for and approve and pay such party's
share of the joint expenses, and to deal genexally with, and with power o bind, the co-owners of such
party’s inferests within the scope of the operations embraced in this agreement; however, all such
co-owners shall have tbe right to enter into and execute all contracts or agreements for the disposition
af thair respective shares of the oll and ges produced from the Contract Area and they shall have the
right to receive, separaiely, psyment of the sale proceeds hereof.

.

F. Waiver of Right to Partitios:
.. If permitted by the lawe of the state or ptates in which the property covered hereby iz located, each
party herelo owning en undivided interest In the Contract Aren waives any and all rights it may have
to partition and have get mside to it in severalty its undivided interest therein.

ba—soll—al BTG e L it r3 P i 0t —oxil ighto- :/
$o—oH—tH-or Cam o ais £ T 3

interests in the Contract Ares, it shall promptly give writlen notice to the other parties, wj
mation concetning its proposed sale, which shall include the name and address prospective pur-
chaser (who must be ready, willing and able {0 purchase), the purchas e, and a1l other terms of
the ‘pfter. The other partles ghall then have an optlonal priopukett® for a period of ten (10) days after
receipt of the notice, {0 purchase on the same terms nditions the interest which the other party
proposes to sell; and, if this optional right i trcised, the purchasing parties shall shere the pur-
chased {nterest in the proportions e Interest of each bears {o the total interest of all purchesing
parties, However, there g ne preferential right to purchase in those cases where any party wishes
t6 mortgage its , or 10 diapose of its interests by merger, reorganization, consolidation, or sale

Pal? 14

YU JOX]
aITY-peryy Y

of & antlally all of its assets to s subsldiary or parent compsany or to a subsldiary of a parent
OO ARy MDA Y= i i S O em el Ve R Ao byl 4 ematen)

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

B 'flfhlu agresment s not intended, to create, and shall not be construed 10 create, a relatjonship of part~
nerchip or an asgociation for profit batween or among the parties herste. Notwithstanding any pro-
visioris herein that the rights and Habilitles hereunder aro scveral and not joint or collective, or that this
agrebment and operations hereunder shall not constitute a parinership, if, for Federal income ti;'x,pub
poses, this agreement and the operations hereunder are regarded ss @ perinership, each pany,‘hereby
affected elects to be excluded from the application of all of the provisions of Subchapter “K”, réi{apter
1, Subtitle “A", of the Internal Revenue Code of 1986, pa permitted and authorized by Section[781 of
the Code and the regulations promulgated thereunder. Operator is authorized and directed tg- é;‘teé?tfte on
behalt'_ of each party hereby affected such evidance of this election as may be required By; tﬁq.Sem-'etary
of the Treagury °{. the United States or the Federal Internal Revenues Service, in¢luding (.s &Exﬁcglfy,l but
not by way of limitation, ‘all of the returns, statements, and the data required by Féderaf Rigula.
tions 'L'Iel. Should there be any requirement that each party hereby affected give furth v 'éﬁé&gg
this election, each such party shall execute such docurmnents sud furnish puch other eﬁ;iﬂex.xlce.ai %max be i
required by thg Federal, Internal Revenue Serdce or a8 may be necessary to evidenc thls:'felecﬁbm":"'No"«!

IR
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such party shall give any notices or take any other action inconsistent with the election made hereby.
1f any present ot future Income tax laws of the state or staten in which the Contract Area is locsted ox -
any fiture income tax laws of the United States conlain provisions aimilar to those in Subchapter “K7,
Chaptér 1, Subtitle “A”, of the Internal Revenue Code of 1986 under which an election similar to that
provided by Saction 761 of the Code is permitted, ench party hereby affected ghall make such election as
may bé permitted or required by such laws, In making the foregoing election, each such party states that
the income derived by such party from Operationa hereunder can be adequately determined without the
computation of partnership taxable income. ‘
ARTICLE X,
CLAIMS AND LAWSUITS

Operator may settle any aingle damege clalm or suit arising from operatlons hereunder if the ex-
penditure does not exceed . FIFTERN THOUSAND Dollars
($_15.000,00 ) snd if the payment is in complate neitlement of such claim or suit, If the amount
regquired for settlement exceeds the above amount, the parties heyeto shall assume and take over the
further handling of the claim or suit, unless such authority 8 delegated to Operator. All costs and ex~-
pense of handling, settling, or otherwise discharging such claim or suit shall be at the joint expense
of the parties, If a clelm is made against any paxly or if any party {s sued on account of any matter
atjsing from operations hereunder over which such individual has no coritrol because of the rights given
Operator by this agreement, the party shall immediately notify Operator, and the clajm or suit shall
be treated as any other clsim or .suit involving operations hereunder.

ARTICLE XL
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out ita obligations
under this agraement, other than the obligation to make money payments, that party ghall give to a1l
other parties prompt written notice of the force mejeure with reasonably full particulars concerning it;
theretupon, the obligations of the paxty giving the notice, 5o far as they are affected by the force majeure,
shall be suspended during, but no longer than, the continuance of the force mujeure. The affected party
shal] uge all reasonable diligence to remove the force mujeure situation as quickly as practicable.

The requirernent that any force majeure shall be remedied with all reasonable digpatch shall not
require the settlement of sirikes, lockouts, or other labor difficulty by the party invelved, contrary to its
wishee; how all such difficulties shall be handied shall be entirely within the diseretion of the party
congcerned, ’

The term *force raajeure”, as here employed, shall mean an act of God, strike, lockout, or other
Andustrial disturbance, act of the public enemy, war, blocknde, publie riot, ightning, Iire, storm, flood,
explosion, governmental mction, governmental delay, restraint or inaction, unavailability of equipment,
and any other cauge, whether of the kind specifically enumerated’ above or otherwise, which is not
reasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

].

All notices autharized or required between the parties, and required by any of the provisions of
this agreement, unless otherwise specifically provided, shall be given in writing by United States mall
or Western Union telegram, postage or charzes prepald, or by farsimile, and pddressed to the party io
whotn the notice i3 given at the addresses listed on Exhiblt “A”. Mhe orxiginating notice given under any
provision hereof shall be desmed glven only when received by tha party 1o whom such notice s directed,.
and the time for such party to give any notice in response thereto shall run from the date the originat-
ing notite is received. The second ot any tesponsive notice shall be deemed given when dapocited in
the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid,
or when sent by, ﬁqsimllc, Each party shall have the right to change )ts addrees at any time, and from
time to time, by giving written notlce hereof to all other parties,

" ARTICLE XL,
TERM OF AGREEMENT,

terests subjected hereto for the perisd of !:ima selected below; provided, bowever, no party
ever be copatrued ms baving any right, title or intarest in or to any lease, or of] and gas;
tributed by any other party beyond the term of this sgreemant. ' i
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® Q@’ onaNo, 2: In the event the well deseribed in Articls VLA, or any. subsequent well drilled
under any provisioh of this agreement, results in production of ofl and/or gas in paying quantities, this
agreement shall continue in force so long as any such well or wells produce, or are capable of produc-
tion, and for an additional period of. 180 _ days from cessation of all production; provided, however,
if, prior to the expiration of much additional period, one-or more of the parties herate sre engaged in
drilling or reworking a well or wells hereunder, thiz agreement shall continue in force until auch op-
erations have been completed and if production results therefrom, this agreement shall continue in
force a3 provided herein, Tn the event thé well deseribed In Article VIA,, or any subsequent well
drilled hereunder, resulis in a dry hole, and no other well is producing, or' capable of producing oil
and/or gas from the Contract Ares, this agreement shall terminate unlesh drilling or raworking opera-
tionk are commenced within 120 __ dsys from the date of sbandonment of sald well

Tt is agreed, however, that the termination of this agreement shall not relisve any party hereto from
any Hability which has accrued or attached prior to the date of such termination.

ARTICLE XIv.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall ba subject to the conservatlon laws of the state in which the committed
nereage is located, to the valid rules, regulations, and orders of any duly conitituted regulatory body of
said state; and to all other appHcable federgl, state, and local laws, ordinances, rules, - regulations, and
“orders, ’

B, Goverming Law:

. The essential validity of this agreement and all matters pertaining thereto, including, but not lim- .
ited to, matters of perfortnance, non-performance, bresch, remedies, procedures, rights, duties and in-

- terpretation or comstruction, shall ba govarned and determined by the law of the state in which the

Contract Area is Jocated, If the Contract Area is In two or mora states, the law of the state whers most
of the land in the Contract Area is located shall govern,

ARTICLE XV.
OTHER PROVISIONS
A Notincluded
B. Notinchtled.
C. Not included,
D N sy other provislons berein, 4 during the term of this agr & well is required to be drilled, déepened,

in and 10 ofl end/or g2 nd other minerals which may be owned by » third party of whieh, failing in such oparati Tavert

d':hdpnﬂy, or, (4 pomplywil‘han'oxdz:iseuedbynregulntorybodybavmgjm’ dieti h:ltil:fr i ﬁﬂtﬂinzn’hm%):ichcﬁgi: '
rights would termioate, the following shall apply. Should less than all of the partits hereto cloct to participate and pay their.
mapmmmpmoftheocmmbemamedhmhpmm,dmnpmdesduﬁnxmparﬁﬂpmshAthvethAﬂghtmdomat

lmmdﬂxﬂwﬂﬁﬁnthcb&!mcaorﬁxedﬁuhgunﬂuponwhichmawaﬂwdﬁued.ezcepﬁnz,howwar ells theretafora
snd capeble of producing in paving quantities, Such assigniient shall be delivered to the puﬂcip;d:g parties {a the

commpleted
. prnpor.ﬁnn thar they bors the expense attributable to the non-participeting parties’ interast. Far the purpons of dafining a fequired

operation uader this provision, much operation will be deemod required if proposed within six ths i
would teyminate (mcluding a Pugh Clause or Continuous Development Clanse) or sty mmdv(:)mm;?ot Frior 80 fap date mich righr ’

B. Ne profiction, whether il or gae, may be sold from the fease anresge, of lands i
) ‘ pooled therewith, to subsidiar]
mmm,m m mwxﬁ%e Mthgnpgg ;arwg'm m ﬁﬂwproducﬁun ot ot osse mymm%:tﬁ’ pooI:-?{
3 f N pure 3 agreed if it
selling i themselves, it subsidiarics, a#filiates, or associates, the other pardes wyfhe nmﬁ’&mﬁwl? l:\l/:c the opmmd:t:pn“z
#aid purchase, &t the satve or better price. In tha event eny party hare , Toakes o arm’s length trads with u third party purchager, |

- the remaining perties will have the option to 2lso sell 6t the same or higher price. /

-14-
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G. In addition to the liens and security interest ns provldcd herein, each Non-Operator to this Agreement, to secure payment of

- ts.share of expenses jncurred under thls Operating Agreement, grants Operator a lied on all of lts right, title and interest now

owned or hereafter acquired in the contract arez including, but not limjted 1o, the oif and ges lerses, mineral estates and other
rojneral kuterests subject to this Operating Agreement apd any properties now or hereafter pooled or unitized with any of the
properties affected by such mineral interests; and all unsevered and unextracted oil, gas and other hydrocarbons that may be
produced, obtained or secured from the lands covered and affected by such mineral interests. Operator, may, at its election, at
aoy time from time to time, reduce (or eliminate, as the case may be) any debt owing to it by any defaulting party by applying
such defaulting party’s money, proceeds or property in the custody or control of Operator to the balance owed on such debt and
giving such defaulting party appropriate credit therefore, Any such amount so applied shall first be applied to any past due
interest, if any, then to any costs, Including attorney’s fees, tucurred by Operator in the collection of the proceeds or praperty, and

- then 10 the underiying debt, It is sgreed and understood that Operator's contractual right of offset shiall extend to and include all

preceeds of production attributable to the defaulting party from any wells In which the defaulting party owas g interest. In
additlon to all rights and remedies sfforded Operator under this agreement, in the ¢vent any debt owing by the defaulting party to

;" Operator shall exceed amy money, proceeds of sale of production, or property of such defaujting party as provided In the
,~ coptractus] right of offset as provided above, the Operator may elect to proceed and foreclose the lien of Operator against the

fnterest of any defaulting party in the contract area.’

'_"!&m-
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ARTICLE XV1.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to benefit of the parties herete and to their
_respective heirs, devisees, legal representatives, snecessors and essigns.

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

IN WITNESS WHEREOF, this agreement shall be effective 24 of 2 . f-05
OPERATOR
YATES PETROLEUM CORFORATION

By:

Title: %u‘a}/%ﬂ‘ jﬂ-ﬁf

STATE OF New Mexico )
. 55

COUNTY OF ___Eddy )

The foregoing instrument was acknowledged before me, this /& dayof éugg.s"' , 2005, by -
by | R hevsan, as o fatt, for YATES PETROLEUM CORPORATION, aNew

Mexico corporation, oft bebalf of said corporation.

Witness my hand and official seal. z 2 ‘

My cotnmission expires: Notary Public
(-3 g OFFICIALQ:EAL
- B0 B\ Barbare Nelson ,
: :'o*rnv PUBLICSTATE OF NEW MEXICO
g0
My commission expires: {808
NON-OPERATOR
YATES DRILLING COMPANY
By:
Title:
STATE OF )
- 88
COUNTY OF )
A
The foregoing instrument was acknowledged before me, this day of , 2005, by
; a8 for YATES DRILLING
COMPANY, a cotnpany, on behalf of said company.
Witr_xc':ss wy hand and official seal.
- Notary Public
My édmmission expires:
Hedgerow “BFH" St Com #1

Operating Agreement
. Revised 6-24-05
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ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT DATED July 1, 2005.
- EXHIBIT “A"

1 ‘Lanas Subject to Agreament:

Eddy County, New Maxico

n Degith Restrictions Subjact to this Agreement:

This agrecwsnt covers al) depths’ from the base of the Delawsre formation to 100° below the total depth
drilled in the Ynitial Well defined in Asficle VLA herein, less end except the Swawn interval defined as
- the steatigraphic cquivalent of depths from 10,205' to 10,662’ as found on the elactric log dated
Dacember 27, 1974 in the Burton Flat Deep Unit #13 well located in the SW4SE4 of Section 28,

- Towuship 20 South, Renge 28 East, Bddy County, New Mexico,
. )
2 'AGE ST OF THE TIES JECT TQ THIS EME)
- Davon Loulsiana Cbrporation 45024498
Ensrgen Resources Corparation - - 2.7246810
Richmond Resources, Inc. - 180830
Redfern Enterpiises, Inc, 176661
Claremont Corporation - 018758
Edward R. Hudson, Jr. — ) 500198
William A. Hudson, 1 ~ 500169
Mary Hudson Ard 500188 -
Great Western Drilling Ltd. 241881
Davoil, Inc. , 133268 ‘ '
‘ Yates Petroleum Comoration 35.000000
Yatea Diiiling Company 5.000000
ABO Petroleum Corporation 5.000000
Myco indusiries, inc.
TOTAL 100.00

V. Oll and Gas Leasas Subject To Thls Agreement:

1), Leass: VEB-0539
e : Leasor: - State of New Mexico
Lessee: - Yates Patroleum Corporation
Data: 4100
Desceription: Townghip 20 South, Range 28 Eaat
© Section 28: SW4
Eddy County, NM
T 2) Lease: L-5128
. Lessor: Stats of New Maxico
o  Lessoe: Citiea Service
' Dats: HBP.

Wpﬁon: Townghip 20 South, Range 26 East
Section 28: SE1/4 ) z.
_ Eddy County, NM
Vv Addrusses of Parties Subject to this Agresment

Yatos Petroleum Corparation Devon Loulalana Cotporation

Yatas Driling Company . 20 North Broadway
ABO Petroleum Carparation Oklahoma City, OK 73102-8260
Myco Induatriasg, inc. - Altn: Mr. Ken Gray
- 105 South Fourth Strest : '
Artoala, NM 88210 ~ Davoll, Inc.
505.748-1471 : P. . Box 122269 .

Fort Worth, TX 78121-2268 ARE

I e 4 Ty S o oo i et i+ S ine e s Aetmmpm w3 iee + ARt e meAban e s e e e e e
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" Groat Westam Driliing, LTD,

P. O. Box 1659
Midland, TX 79701

William A. Hudson, Il
816 Texas Street
Fort Worth, TX 76102-4612

Claremont Corporation
P, 0. Box 548
Claremore, OK 74017

Richmond Resourcss, Inc.
P. O, Box 1107
Richmond, TX 77406

RONALLD E GRAPPE

“Mary Hudsen ded

222 West Fourth 8reet, #4-5
FortWorth, TX 76102

Edward R, Hudson, Jr.
616 Texas Street .
Fort Worth, TX 78102-4612

Redfem Enterprises, Inc.
P. 0. Box 2127
Midland, TX 79702

Energen Resources Cotporation
805 21" Straet Narth
Birmingham, AL, 35203-2707
Attn: Barbara Roberts
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Anached 1o nnd made a part of

| EXHIBIT “C*

oy

{ ACCOUNTING PROCEDURE
JOINT OPERATIONS

I GENERAL FROVISIONS

Dofinttions |
“Joint Froperty” shall mean the real and pomsonal property sutjact fo thn apreement 10 which this Accounting Proccdute
is sttached.
“Jolet Opcrationt” shell mwen BN operstiont neccamary or propar for ths  devel t,  operatl protection  and
maintenance ofthe Joint Property.
“Joint Account" shall mean the sccount showing the charges peid and orcdits received in the conduct of the Jomt
Optratipng and which are to be sharsd by the Parties,
“Orperator” shall mean the party designated to eonduct the JToing Opprations,
"Non-Opsrators® shafl mean the Parties o thiz sgreement othar than the Operator.
"Parties” shall mesn Opetator and Non-Cpersiors.

‘Fimt  Level Supervitom” shall wean (hose omployeet whose  primary functl n Joint Operaty it the direst
supervision of othcr. employees and/or contract labor diregtly employed on  the Iomt Pmpmy in 8 field operating
eapacity. '

“Technical * Bmployees™ shall mean thosc employros having spesial und  speclfic  enginecring, gzn)og‘u\ or o\her
professional skills, and whote -primery fumction in Joim Opmuom s the hondling of mcmﬁc opernting conditiont and -
probicms for the benefic oT the Joint Proparty, , .

"Personal Expensez” shall mean travel sud othsr ble reimbursabi 6[“, or's employ
*Matarip]” ghall mean p | property, equip uor supplies ucqui orhs)d for use on the Joint Property.
"Controllable Material” sholl mean Material which & the time & o clusifisd in thc Material Clasiification Mmunl Bt

moﬂrvcemtyr:wmmaﬂadbymeCmmm(en lewn A tanta Socfetis
Statsment and Bidings N

Operator  shall " bill Non-Operators on or bofore the last day of each mooth - for their proportionate share of the Joint
Account for the prededing month. Such  bills will bs accompanied by statements  which idem{ly the authority for
cxponditure, Jeass of faeility, end all cherges end credits sumeacized by appropriste vlanifi af and
expense except that dtems of Controllable Material snd unususl chnr;el and credits shall be xepnmmly identified and
fully described in dcmL . .

Advancss snd Payments by Non-Operators

A, Unlcsa otherwise provided for in the agreement, the Operator may mquinmthn( No: -Opinum to advease their
share ol estimated cssh outlsy for the succeeding wonils operstion within i ) 1 Oayr afier ceceipt of the
billing oc by ‘the fimt dey of the eenth for which the’ sdvance is required, whichever is lator. Operator shall adjust

eazh monthly billing o refiact sdvances reeaived from the Non-Operators.

B Each Non-Opcrstor shall pry its proportion of aif biffy within M’?P?&;’?’ﬁm recpipt. If payment i3 not made
' within such time, the unpaid balance shall bear inmenmwmfﬂy af the primo rata in effect st Citf EEB. k. New York, New York

on the fist day of - the month in which  delinquency - occura pha 1% o the

msximum contrsct rete parmitted by the npphuble mury laws in the state in which !he Joint Propatz‘u locsted,

"amounta, .
Adjestments : ’ .l

Payment of any such bills shall not prejudics the cdght of any Nop-Operstor 10 protest or question the comectness thercof
provided, bowever, sll bills and statements readersd o Non-Op by Opmtor durng wny calendsr— yer shall
conclusively bs presumed 1o be true and comey sher twenty-four (24) momhs following fhe end of any ewdir”ealundar
year, unless within the gaid twenty-fowr (24) month perlod 2 Non-Operstor tekes writton exception thorcto “&nd ~makes
elim on Operator for sdjuttmont.  No sdjustment favorsble to Operstor shell be made unlags # iz made within the wame
presoribed period. The provisions of this psragmph shall not prevent edjustments muidng from & physleal invesntory of
Controliable Mxzterfal as provided for fn Ssetion V,

;@:OPYRIGHT © 1985 by the Council of Petroleum Accountants Societies.
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H s, Audlts
3 ‘A. A Non-Opertor, upon nofice in writing to Oporator and all other Non-Opersters, shall have the tight to audit
4 Operstors  accoupts and records relating tor the Joint Account for any ocslendsr yoar within the twonty-four
5 h @24) month period following the end of such calendsr yeor; provided, however, the making of an sudit shall not
& i ixtend the time for the twking of written exception to and the ndjustments of aceeunts a» providad ifor in
7 - Paragriph 4 of this Section I Where thers are two or morp Non-Operators, the Non-Operators  shail  make
[ te svery teasomable effort to conduct s joint sudit in e maemmer which will result in  minimum of ‘mconvenience
8 to the Opertor. Opermtor shall besr w0 porion of the Non-Operators’ sudit cost Incurred wmder  this
10 paragraph unloss agraed to by the Operator. The audits shall not be conducicd more than on¢o each year
11 - without prior approval of Operator, except \ipon the rosigmation ot rcmoval of the Operstor, and shall be wads
12 Bt the exp of those Non-Op approving such audit.
13 . .
14 B.  The Operator shall reply in writing to sn sudit report within 180 dayy sfter receipt of such report.
15 )
6 & " ‘Approval By Non-Operators
17 ' ‘
18 Where on spproval or other sy of the Pnniu or Non-Operatora is expmuly nqun:d under other :eoﬁm of thig .
19 . Accounting Procedure and if the agreament W which thix A Pr it sttached no
20 contrary provisions in regard thersto, Operator shall notify all Nﬂnropcmﬂﬂ of the Operstors propnanl. and the
21 " sgroement or approval of a majarity in interest of the NonrOpmtars shall be controlling on alt Nen-Operators.
22
23
24 I1. DIRECT CHARGES
25 '
26 Opcrator shall chatge the Jolnt Account with the following ltems:
27 ’
28 1. Ecaloglcal and Euvlmnmnm
2%
30 "Costs incurred for e bonefit of the Joint Property as @ result of go t or ‘regulatory requi to satisfy
31 ¥ } it to the Joint Operations. Such costs may includs :urveys of an ..acological or
1 srchaeological nsture and polivtion contral prosedures us required by applitabie laws and regulat
33 '
4 2. Rantsls and Roysities
35 . .
26 Leaso rentals and royshties paid by Operutor for the Joint Operations.
37 o
.38 A " Labor
39 :
40 A (1) Sslaries and wages of Opmmx‘e field employecs dmcﬂy employed on the Joimt Property In the conduct of
4y JamtOpmﬁom
4 .
43 (2) Salaries of First level Supsrvisors In the ficld,
44 '
as . () Salarics and wages of .Tochnical Eraployces diroctly employed on the Joim Propmy if such ohurges are
46 " excluded from the overhead raice.
47
48 (4) Solarles and wages of Techmical Employses sither porutily 6r per ly ignod -to  and  directly
4 cmploysd (n the opemation or the Joint Property if such chnrgu #70 cxcledsad from the ovethead ratea,
50
5 B. Operators copt of holiday, vecation, sickness and  disabllity benefie and  othet w;mmary sllowsnces  paid  to
5 cmployess whose palaries and wages ar chargesble to the Foint Account under Pamagraph 3A of this Section IL
53 Such ootts under this Pamgmph 3B may be charged on a "whan and as pald busis® of by "percemisgc asretameot"
54 o on the amount of salares . and wager: chlrgublc to the Joint Account under Parmgruph 3A of this Scm‘lon oI
153 percentago aasessment j5 used, the rato shall b¢ bused on the Oporstor's cost experience.
56 o
57 C.  Brpendiures  or conwibutionsg made [ imposed by, g 1 thority which  are
58 applicsbic to Operator's costa chergeable to the Joint Actount under Paragraphe JA and 3B af this Ssction IT. -
59 .
50 28 Pmom! Expepscs  of these cmployees whose salatcs and w:gnx are chargesble to the Joint Account under .
6l Paragrapha 3A and 3B of this Section 11,
62
6 4 Eployee Bonefits B
64 ) . [
65 Operator's  current  costs  or estsblished plans for omployeer - group Jife insurance, bolpiulmnom pmS)O‘n. retjremet,
66 stock purchase, thrift, bonus, and other boncfit plans of a like natwre, applicable to Operatord labor cost charguble to the
87 Joht Account under Parsgraphs 3A and 3B of this Section I nhnﬂ be Operatsrs actual cost met to exceed lhu percent
68 molt recently recommended by the Council of Petrolsum A S
69
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] 5, Material
2 _ .
3 Material hased or fumished by Opersior for usa on tha Joint Property as provided under Section [V,  Only auch
4 Mumsriat shall be purchesed for or f to the Jolnt ‘Property M way ba required for lamediate use and s
s ' iy pastical nd i with efficient and economical opirafions. The accemulston of swplus stocks shall be
[ : svoided.
7 a
2 & Transportstion
9
10 Ttaruportation of smpleysas snd Material oceersary for the Jaint Opmuuni but subject ta the fallowing fimitations:
1 - :
12 A, 1f Maerial i3 moved to the Joim Propeny rm-'n the Operstors warshowse or other propertics, no charge shall be
13 made 0 the Joint Account for 2 diswnce greattr than the distinee from the nearest roliable supply ‘store- whare like
14 matsria! i nermally svaileblo or milway receiving point ncarest the Jofat Propétty unless agreed to by the Parties.
15 '
16 "B, I swplus Materia is moved o Operstor's warehowsa of other worage point, no charge shall be madé ita the Joint
v * Acpount for s distancs grester than thd distance to the nearcst relisble supply stors whers like materisl i normally
18 availsble, or rajlwsy receiving point nearest the Jomt Property unless agreed to-by the Pasties. No .chargs shall be
19 made fo the Joint Account for moving Msterial 1o other propefties bclangmg to Operator, unless agreed to by the
20 Partics,
21 - ;
2 C. I the asppiication of subp pht A and B sbove, tht opion o eqmalize of charge actial trucking comt ©
23 available when the actua) e}mﬁ is 3400 o less excluding sccessprial charges, The 3400 will bo adjustsd ro the
24 amotit most recantly recommended by the Counofl of Petrol A tontz Sotieti
25 o
26 T. Services
21 o : .
73 The cost of contract services, equipment and utllitles provided by outside sources, excopt scrvices oxcluded by Parapraph
9 10 of Section' I and Parmgraph i, ii, and ifi, of Section NI  The cost of professional consultant services and contract
30 services of techalen! personnel directly engaged on the Joint Pt'uperry if such charges ara excluded froms the overhead
33 s, The cost of professional comswlant services or comwact aorvices of ‘tochniesl persopmel not directly mcd on the
32 Joint Proporty shali not be chatged to the Joint Account unless proviously agreed 1o by the Parties.
3
34 8. Equipment and Factilties Furnished By Operator
.35 . .
36 A.  Operater shal} charge the Joint Atcount for use of Operstor owned equipment end fatiliica st tates commensurate
37 with costs of ownemhip snd operstion. Such rates shall include costs of waintensnce, repairz, other operating
k] p i ixx_nx, depreciation, and intersst on  grow i leas latsd  depreciation not to
39 excesd  Twalve percant { 12 %) per anpum. Such ratas ghall hot exeecd Bvorage commercial
40 rates cutrently pravalling in the immediata area of the Joint Property.
4 ) : . .
a2 B. In len of charges in Pamgraph 8A above, Opemtor may slect to use aversge commcrcial mates prevsiling in the
43 immedista ares of the Joint Property less 20%.  For automotfve equipment, Operutor miy slect 0 vze rates
44 published by the Prsroleum Motor Trantport Assaclstion. :
45 . B
46 9, bnmagn and Lossos to Jolnt Propecty
47 i :
<8 All coss or expenses necessary for the reptiv of Teplacement of Joint Property made nccossary beemuse of damages or
49 losses incumred by fire, flood, sterm, theR, asccidont, or other cause, except those tesulting fom  Opemiotr's gros
56 negligance ot willfel miscondver. Operator shall Armish Nan-Operator written notica of damages or loases incurred os
T & $00n 2% practicable sfier & report thares{has bern received by Optastor. '
52 ,
53 10. Lagal E.xpannc
54 ] o
55 Expense of handling, investignting and cedling fitigatien or olaimg, dischaging of leng, payment of judgments and
56 smoutts peid for settlement of clajms incwmed I or resuMing ﬁ‘om-evcnﬂom under the sgrooment o hucxs:w o
57 protect o recover the Joimt Property, except that no churge for servicss of Operators legal stafl or fees o1 sxpansc of
58 ouride attorneys shall bs made untets previously ogrosd to by the Partles. All other lpgal expense is considered to be
59 covered by the overhead provisions of Section I unleas otherwiye agreed to by the Parties,” axcept as provided in Section
60 'L Paragraph 3.
61
62 I3 Taxox .
63 . L
64 All taxes of every kind snd nature sesessed of levied upon or in commection with ‘tha Joint Proparty, the ope:-%x(on thereof,
65 or_the podustion thoreftatn, snd which taxes have been paid by the Operstar for the benefic of the Partica. If the ad
66 walorem  thies are based In whols or in pant upon sepamtc  valustions of each partys working  intsrest . then
67 notwithstanding anything 10 the coniriry bewein, charger to the Jodmt Account shall be made wnd pald by thc Pardes
68 hereto In acéordanes with the tax velue genzrated by sach partyr working interest.
3] '
1 [
e3a
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Insurance *

Nat premiums paid for insurance required to be camicd for the Joint Operutions for the protection of the Parties. 1o the
event Joint Operatlons sre conducted in = state In which Operator way act as self-impurer for Workers - Compensotion
and/or Bmployers Listillty undec the rospective sates faws, Opcrator sy, st i afection, include the risk under its eelfe
' inuurl'nce program and {n that event, Operstor shall include s charge at Oparator's cost not to excesd manua! rates.

Abund. nd R "

Coms incutrcd Jor sbandonment of the Joint Pmpmy including costs required by governmental  or alingi regulatory
wuthority, v

Comnmunicationz
Cost of scquiring, lessing, (nstalling, operating, ropeing snd intatning Joati eymiems, inoluding eadio snd
microwave facilities directly scrving the Joint Propety. In the event icatjon  fholthics/s serving the Joint

Froperty are Operator ownsd, eharges to the Joint Aceount shall ba made ma provided in Parsgraph 8 of this Section 1T,

Other Expindlitares

Aty other expenditurs pot covered or dealt with In the foregoing provirions of this Seetion-II, or in Section IX and which
is of direot benefit to the Jomt Property and is incured hy the Operstor in the necessary end proper conduct nf the Joint
Opcrations.

NI OVERHEAD

Overhesd - Drilling snd Producing Operations

. As len for adminiswative, supervision, office ssrvices and warchousing costs, Operater shall charge
dn"lllngnnd producing operations on either: o ’

(X ) Fixed Rats Basis, Parsgraph 1A, or
( - ) Perceotage Ratis, Parsgraph IR

Uniless otherwize ogreed to by the Partios, such charge shall be in liew of costa gnd expenses of al) offices and-
salerles or wages plus spplicable burdens and cxpenset of il personnel, except those directly ehargesble under
Paragraph 3A, Section I The cost and oxpenac of services from outside sources in connection with matters of
texation, tsffic, accounting or mafters bofore or invaolving ngnmuI agencica shall be considored as included in
the overhend mies provided for in the above selected Pamgraph of this Section I unless aunh cost and expenss are
agreed to by the Partiea ax » direct charge to the Joint Account.

ti. The salarics, wages and Percons! Expenses of Technical Employses sndlor the cost of professionsl coomltam
ssrvices and asrvices of technicl p 1 directly employed on the Joint Property:

( ) shall ba covered by tho overhand rates, or
{ X ) sha!l not be covered by the overhead rates,

. The solariet, wages and Personal E of "Technicel Employ and/or costt of mofossional consultant services

=0d contract services of tochnical personnel either temporarlly or pamsanently assigned o and directly employsd in

the operatian of the Joint Property:

{ X ) shall b covered by the overheud rutes, or
N .shall not be coversd by the overhead rates.

LAl Overhesd - Fized Rate Basis .
(1} Oporstor shall charge the Jolnt Account st the following rates per well per month:

Drilling Well Rate 5, 6,000.00
(Prorated for Jess thn_l a full month)

Producing WellRate §__60Qu00 .
(2) AppHcation of Qverhesd - Fixed Rate Basiy shall be ag follows:
(s) Drilling Well Rare

(1) Charges for drfling wells thall begin on the date the well iz spudded and terminate on the date
the drilling Tig, completion vig, or ofher units used in completion of the wefl is rc\:ucd, whichever




@6/B86/2087 15:39

7135279455 ROMALD E GRAPPE

COPAS 1984 -ONSHORE
Raecammendod by {he Cauncll
of Patrgleum Accountsnis
Socletes

N I S

&)

s later, except- that m charge shall be made during suspsnsion of drilling or completion operations
for fifteen (15) 6r more conszoutivs ealendar duyy, :

(2) Charges for wells undergoing any type of workover or (acompletion for 2 period of five (%)
cotsecutiva work days or more shall bs made ot the driling well rate, Such chavges shall be
applisd For the perfod from dats workover operarions, with rig or other units osed ,in workover,
ootmmence through date of ©g or other unit relesws, sxcept that o charge ahall be wade duving
suspengion of operntions for fiftesn (15) or moro consecutive clendar days.

() Froducing Well Ratez

(1)¢ An active well sithet prodused or Injectsd into for sny portion ol the month shell be comidorod as
8 ongswel charge for the entite month,

(2) EBach active pistion in 2 Mticompleted wall in which production {3 not commingled down

hols shall be ¢omsidered a3 8 onewsl! charge providing ench P is s sep
well by the governing tegulatory suthority.

(3) An innctive gas well shut In bocause Of overproduction or failure of purchaser to teke the
productien shatl be considered as & oneewell charge providing the gas well 4s directly connected to
a permarnent pales otiet. ’

4ol Yourod :

(4) A oneavell charge shell .bs made for the momth in which p \§ and 7

are completed on any ‘v‘\;cll. This one-well charge shalt bo made, whether or nhot the welt hag

-produced sxoept when dililing well tate spplies, . o
(5) Afl other inactivé wells (inoluding but not lmited to mactive wells covered by wnit silowable,. lease
allgwable, transferred allowabls, eic.) shall not quslify for sn overhead charge, - 4

g ! justed s of tha fyst day of Aprl each owing the effective data of the
The well rafes »1h.\\ ?n sdjus ) Uﬂy'};htuécin\mwbuzvrudwp Wﬂ%i&hzﬁyégk’l\\vg}g' © s L
agreement to which this Accounting 'Procedupe s attached / . - The—ady + : ey pited~do vmlggbaﬁg
e e A - QAT - the-p e Fowaaky &

o g

a 1. V. sl Prad: H Wlarl £a ih St lenrd: b ik lend 0
i 00 eal P Yoar—procyaing—ng
b e £ ol H—Grude—Petral snd—Gor-Products Werk v bhislyed
»h y—tho—if Lasaic % ¥ 2
tha Uit edo Siatee—D. L of 1oto £ obor Sdakioli sh lenp—Clanndd )
vy P OO —ATON 3 QUi e
Ik obad bl S tatistioa—Lnnad {iaablo—The—adlnstad ot ALl ot " byttt phAs—0P

B, Overhead - Percentuge Basis

m

@

Oporator shalf charge the Joint Account at the following rates:

(a) ‘Devolopment !

Porcent ( 32) of the ¢est of dovelopment of the Joint Praperty exclusive of costs
provided under Patagraph 10 of Section Il snd a)) salvage ercdits, )

) Opemting

Percent { ‘/.)' of the cost of operting the Joint Property exchusive of sozts providsd
under Paragraphs 2 and 10 of Section I, ol) sajvage cradits; the wvelue™ of jnjtoted substances purchaszd
for gerondary recovery end wll taxes and agscasnmients which are levied, assessed and paid upon the
mineral interest in and to the Joint Propesty. © :

‘Application of Overhend = Porcentags Basis ahull be as follows: At
- U

For the purpors of delermining chsrger on & pitewtage besiz under Patagraph 1B of this .Secﬁun 1,

dovelopment shall include all costs in  compaction with drilling, redrilling, deegening. or any - remedial
operations on any of alt wells involving the use of dn‘liing rig and crew captble of drilling to the produaing
inferval on the Joint Propansy; slsa, preliminary expondifires necessery in  preparation for drilllng  ond

di [ d o daning when the well s not completed s s producer, and origial cost of
construction or installation o fixed ssgets, the éxpantion of fixed asscs and any other project clesely
discernible g o fixed s4et, except Major Comstruction as defined In Peragraph 2 of this Sscion I All other
cost shall be conyiderod ay operating. o

Ovathead - Major Canstruction

kR .
To compensate Opertor for overhead costs incurred In the comstrustion and instalietion of fixed mssets, the expansion of
fixed 2ssets, and mny other project cleady discemiblo as o fixed auset required for the devel and operation of the

Joint Propery, Operator shall either negotist & rate prior o the beginmiog of construction, o shall charge the Joint

"

2t

-5 .. VT
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Ascount for overhand based on the follawing rates {or eny Major Construction project in excess of § L

A 3 % of first $100,000 or total cost if tess, plus
B, 3 % ofcosry In exceas of$100,000 but leas than 31,000,000, pluz
c 2' — % of coxts in excens o' 51,000,000, v
Total cost shall mean the gross cost of any one p}njact. For the purpore of this paragruph, the componsnt puu of a single

project shall not be treated ssparately wnd the cost-of driliing snd workover wolls end antlficial 1ift equipment stall be
exthuded.

3. Catastrophe Overhead

. To compensute Opermtor for overhend coste ineurred in the event of cxpendinurmg fesulting from & wingle cocurrence due
to oil spill, blowout, explosion, fite, otonm, hurricane, or other camastrophze as agresd to by the Parties, ' which nre
necessary to rustore the Joint Propenmy to the cquivalent condition that cxigted prior 1o tha event :cauring the
sxpenditures, Operstor ohall clther negotiste o mate prior to charging the Joint Account or shall oharge the :Jomt Ascaunt
for overhoad based on the foliowing raees:

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

B. % of tatal onsts in cxceas 0f$100,000 but lczs than $1,000,000; plus

C 2 4 oftotal conts in excess of $1,000,000, '

Expenditures  aubject 10 ihe .overhtads sbove wlll not be roduced by Insurance  recoveries, and ho- other overhead
provisions of this Secuon XU ghatl apply: :

4 Amendment of Rates

The owverhead mies provided for In xh)u Seotion S may be smended from time to tims only by muﬁuﬂ ngrecment
between the Parties hersto if, in practice, the nmnrvfa\mdeoboinmlrcxmtor:xccnive, SR

v, PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operstor  is mpmible for Joint Account Materlal and shall make proper snd timely cherges and credin for all Material
movements  affecting  the Joint Propcrty. Opemator shall provide all  Material for use on the Jolmt Properyy; howover, at
Operators  eption, sush Materlal may be supplied by the Non-Operator. Operstor shall make timely disposition of idla and/or
surplus  Materisl, such  dispossl being made either through sale to Operstor or Non-Operator, division in kind, or ssle to
outgiders. Operator may purchase, but shall be under no obligation ro purchase, intcrost of ‘Non-Operators in entplus  condition
A or B Matedal, The disposal of surplus Controllable Material not purchased by the Oporator shal) be sgreed to by the Partics.

1. Purchases

Matarial purchesed shall be charged st the price paid by Operator afier daduction of all discounti received. In euss of
Msterial found to bo defectiva or reumed 1o vendor for mny other reasons, credit shall bo passed to the Joint Aoccount
when adjustrnant has baen reccived by the Oparator,

2 Transfers and Dispositions

Matorial fumished to the Joint Propety snd Materia] wansfered from the Joim Property or dispossd of by the Opemator,
unferg otherwize agreed to by the Partles, shall be pricsed on the foliowing busis exclusive of cash discounts:

A, New Matetla) (Condition A)
{1} Tubular Goods Other then Line Pipe

) (® Tubulsr goods, sized 2 3/8 inches OD and larger, except lino pipe, shall be peocd ot Basters mill
published cardlond base prices ¢ffictive mx of dats of movement plus tronsportation cost using the 80,000
pound carlond weight besis to the rsllway frecaiving polnt oesrest the Jnjnt Propsty for  which
published rall ratag for tubuler goods exist If the 80,000 pound mil yate is not offered, the 70,000 pound
or 90,000 pound reif rate may ba used, Freight charges for tbing wilt be esiculated from Lomin, Ohio
and cazing from Youngstown, Ohio.

() For gmder which erc speoial 1o oene mIN only, prices shall by vompuled =t ths mill base of that mil phus

tanspoftation cost from that mill 10 the ailway rectiving point vearert tho Jeimt Preperty & provided
sBove in Pumgriph 2A()(s). Por tsnsporistion copt Gum points other than Eastern mills, tha 30,000

'6' . [
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pownd Ol Fietd Huvlem Avso;(ékion interstate truck. rate ghall be used,

(c) Special gnd finish tubuler goeds shall bo priced at the lowest pubiished aut-ofetock price, f.0.b, Houston,
Texss, plus Wanspottetion cost, using Off Firld Haulers Association interstate 30,000 pound truck raic,
" ta tha ratiway recaiving point veamst the Jaint Property. .

(@) Macaroni wbing (size o than 2 /3 inch OD) shall be priced at the lowsst published outofetack prices
f.oh. the dupplicr piwy wampormton soms, wing the Oil Field Hanlem Asveiation in\m{m muck  rate
per weight of tubing transfarred, 10 the railwey receiving polnt nearest the Joint Property.

Line Pips . . -

A

(8) Line pipe movementz (except siza 24 inch OD and larger with walls % inch and over) 30,000 pounds ot

more shall be priced under provisions of tubular goods pricing In Paragraph A (D(a) as provided abowe,
Frelght charges sha)l be calculated from Lorain, Ohio.

i i arger wi Y i i 0,0
(®) Line Pipo movements (except sizo 24 ‘hmh OD) and | J’mwyl h‘ pwsll:n t{“ ﬁg‘:h c;r‘og ,3:;;), ggﬁl )gg’i:%p Aog
pounds shall be priced at Eastern mill published carload’ basp prices el ve B8 © to O pment,/
plus—~af—peraont, plus transportation corts based on frelght mees pg set forth under provisions of tubuler
goods peiofng in Parsgeaph A(()(a} as provided sbove. Fraight cherges aball be caloulsiid” From Lorain,
Ohio. T .

{€) Llins pips 24 inch OD and over and % inch wall and larger sholl bo priced fob. the’ point of
wanufacture 3t outrent new  publithed  prices  plus " rangporaaion  cost to the milway receiving point
nearest the Joint Proporty, ' :

[¢] Line pipe, including. fabficated line pips, drive pips and  conduit not lisied on published price lists dhall
be priced ot quoted prices plus Geight to the milway recciving point. nenrest the Joint Property ar at
prices egreed to by the Parties. .

Other Material shall be -priced at the cument now price, in efféct at date of movement, as listed by a reliable

supply store nesrest the Jolnt Proparty, o pofst of manufacture, plus trensportation costs, i€ spplesbls, to the
railway recetving point nearest the Joint Praperty.

Unused new Matorial, excopt tubular . goods, moved fmm' the Joint Property shall b¢ priced at the current
wew prics, in effcct on date of movement, s Hewd by a reliable supply mort ncaresy the Joint Property, or
poiot of focturs, plus bmnsportation copty, if spplicabls, to the railwdy recelving polnt ncarest the Joint

Property, Uriused naw titbulara will be pricad a4 provided above iy Parsgraph 2.A.(1) and (2).

Good Used Material (Camditian B)
M.n:cn‘a)lln‘ sound gnd serviceadle coqdician and sm‘mialc for re;xxe withott mcnnd(t:’oniné:
(1) Materia! maved tg the Joint Property

At soventy-five .pefemt (75%) of current naw price, a8 determined by Paragraph A,
(2)  Materiat used on 0d moved frov the Joint Property

(8) At sevonty-five pereent (7534) of cument new prce, as dobermincd by Parapmph A, if Matoria} wes
originally charged to the Joint Aocount as new Material or

() Ac sixeyfive percent (63%) of cumcat new price, 88 detormined by Pwagraph A, if Material was
origimalty chargad to-the Jalnt Account as used Moterial o

p)

! e,

(3) Matetial not used on and moved from the Joint Property
At seventy-five pervent (75%) of cumrent new price as determined by Paragmph A.
The cost of reconditioning, if sny, shall be absorbed by the transfetring property,

Other Usod Materiat

REN

(1) ConditionC

Matarfal which iz nmot in eound and servicesbls condifion and not suiteble for ita origing} | funetion until
aftcr reconditioning  shall be priced &t fifty persent (50%) of cumznt hew priec 1s memintd by
Paragraph A, The cost of reconditioning shall be churged to the roctiving property, pWVidO:d. Condition
€ value plus cost of reconditioning doss not axceed Condition B value,
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{2) ConditionD

u Matertal, sxcleding junk, n¢ lovger sultstle for lw original purposs, but “usable for some other pwpose

shall be priced on & basis commennzste with its uge, Operator may dispose of Condition D Material
under procadures narmally used by Opsmtor without grier approval af Nen-Operstors.

¢
" (s) Casing, wbing, of drill pipe used aa'line pips shall bo priced w Grade A sznd B seemless line pipe
of comparable size and welght. Usod casing, tubing or drill pipe utlized ae fine pipc shall be

priced at used fine pipe pricer. e

() Crsing. tubing ot drill pips ‘used ms higher prescure asrvice linea than standwrd lne pipe, e
power ofl linos, ghall be priced under normal pﬁc(ng_ procedures for cuaing, tubing, or deill pipe.
Upset tubular goods shall be priced on a non upset basis,

(3) ConditionE

Junk shall be pread @t prevailing priccs. Operator may dispose of Coundition E  Muaterist  under
procedureg normally utitized by Operstat without prior approval afNon-Operstor.

D, Obsolete Materiat

Msterial which I8 serviceable and usable for ity orighm! function but condition snd/or value of such Material
s not equivelent to thet which would justify & price a3 provided above mpy be specially priced 88 agresd to by

the Partics. Such prica should yesult In the Joat Accownt being charged with ¢he valio of the rervice

rondered by such Materlal,

B.  Pricing Conditions

(1) Loeding or unfoading costs mey be charged to the Joint Aesount at the raw of twenty-five eenty (255)
per hundred - waight on 8!l tybular goo&.moMmy. in Heu of sctual loading or vnlosding costs
sustained at the stocking point. Yhe sbove rate shall be ddjusted ss of the: fimt day of Aprl each year
following January 1, 1985 by the ssme percentage increasc or decresso used to adjust overhéad wates in
Section I Peragraph J.A.{3). Bach ytar, the mte caleuloted ghall be rounded to the ncarcgt cent snd
shall be the rate in offect until the first day of Apr] maxt year. Such rate shsli be published cach year
by-the Council of Petroleum Accountants Societies,

() Material involving erestion costs shelt be charged nt spplicable ‘percentags of the cument kmockad-down
price of now Material.

Premiom Prices

. Whenavar Mmeris! i not reedily obtainable at published or Heted prices becauss of national emorgencics, strkes or other
unusual campes over which the Operator her ng ¢ontral, the Operstor may charge the Joint Account for the required
Material 8t the Operators sctusl cost incurred in providing such Materlal, in making it suitable for use, and in moving it
to the Joint Property; provided natice in writing iy fumnished to Non-Operstors of the proposed charge prior to billing
Non.Operators for such Material,  Each Non-Operatar shafl have the tlght, by so clecting and notifying Operator  within
ten days affor receiving notice from Operstar, to furnish in kind all or part of bix shere of such Material suiable for vze
and acceptable to Operator. ’ - '

Warranty of Material Furalshed By Operator

Operator docs not warrsnt the Matetial fumished  In case of deRotive Moterial, credit ghall not be passed to the Joint
Accowns until adjuatment hag been recotved by Operator from the manufacturess or their agents.,

V. INVENTORIES

‘_m Operator shall maintain detailed records of Controlinble Matersl,

L

Periodic Inventorier, Notlce and Repreyentation

At ressonable intervals, invemtories shall bt takem by Opsrator af the Joint Account Controllable Material. Written  notice
of Intention to tske Hivontory shall bt given by Operstor st Jeast thirty (30) days befors any inventory is lullt?egin 50 that
Nen-Operators may be represented whon any invenwry it taken. Failure of - Non-Op t be rey ented w89
inventory shall bind Non-Operatort to ac<ept the Inventary teken by Oparator. ‘

Rezonciliation and Adjustment of Inventaries

Adjustments fo the Joint Account resulting from the reconcilistion of a physical inventory shall be made within six
months following the wking of the inventory. Tnventory sdfustments shall be rmade by Operator to the Joing, Account for

i

.8.
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overages and shomages, but, Operator shall be held gocermtable only for shortages due to lack of reasonable diligence.

e

3. Specisl Inventaries
Special Inventorles may be¢ taken whenover thore is any sale, chadge of interesy, or change of Operstor in the Joint
Property. ft shall ba the dury of the pearty selling to »sorify all other Parties as quickly as poMible aler tho tanafer of

intcrest tokes place. In such cavas, both the scllsr and the purch ahsll be g d by such inventory, In cases
involving a change of Operator, all Partios ghall bv governed by such inventory.

LR Y L

3

Expenss of Conducting Inventoriss

- o
a

A. The exponse of conducting periodia invontoriea shall not be charged to the Joint Account unlens agresd fo by e

~

Parties.

w

14
18 B, The expense of conducting speslal inwventarien ghall be charged to the Paries tequesting such Svamotics, excapt

16 inventories required due to change of Operator shsll b charged to the Joint Account,

s
@
S
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eXHIBIT ~p™

A’ITACI-IED TO AND MADE A PART OF THAT CERTA]N
OPERATING AGREEMENT DATED JULY 1, 2005.

ARDITIONAL INSURANCE PROVISIONS

Opevator, during the term of this agreement, shall carry Insurance for the banafit and at the

;expense of the parties hereto, as follows:

®w

®)

©

®

®

)

Woarkman's Compensation insurancs as contsmplated by the state in
which operations wil be conducted, and Employer's Liabillty Insurance
with limits of not less than $1,000,000.00 per employee.
v
A Public Lisblilty Insurance:
Bodity Injury and Property Damage - $1,000,000.00 single limit each

occuIrenca., "

Autornoblle Public Liability insurance:
Bodlly injury . $500,060.00 each person,
$1,000,000.00 each occurrence.

Property Damage - $500,000.00 each aceident.
' (or)
Bodlly Injury and Property Damage - $1,000,000.00 comblned single limit.

Control of Well and Exra Expense - $10,000,000.00 - Limit of Ligbllity

Non-Operators shall be named as additional insured’s on the lability policies but
only with respect to the performance of all work hereunder. .

All insurance shall be maintained in force during the term of this Agreement and .
must provide that it may not be cancelled, altered or amended without 30 days
prmr written notice to all parties. Upon request, Operator agrees 10 have ijts
insurance carrier furnjsh certificates to Non-Operators of insurance evidencing
the insurance coverage’s.

Operator and Non-Operators mutually agree to waive subrogation in faver of
each other on all insurance carried by each party and/or to obtain waivers from
the insurance carrier as required by the insurance contract, If a waiver is not
obtained, the party failing to do so shall indemnify the other party for any clajm
by an insurance carrier arising out of subrogation.

. Exgept as authorized by this Exhiblt "D¥, Operater shall not make any chargs to the jolnt

" account for Insurance premiums. Losses not covered by Operator's lnsurance (or by

Insurance required: by thls agresmant ta be carriad for the benefit and at, the expenas of .

the parties hereto) ahall be charged to the joint account

Revised 1/02/08
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ATTACHEL- -0 AND MADE A PART OF THAT CERTAIN
OPERATING AGREEMENT DATED JULY 1, 2005.

. ‘ EXHIBIT "B
GAS BALANCING AGREEMENT

y . The partles 1o the Operating Agreement to which this agreentent is attached own the
wurhngmmstmth:gnxnghu underlying the lands covered by such agreement (the “Conmact Area™)
in accordance with the percentages of puﬁdpanon as set forth in Exhibit “AY ta the Opcranng Agrasment
(the "participation pcmntage")

In accordance with the terms of the Qperating Agreemcnt, cach party thereto hag the

Tight to ke ity share of gas produced fram the Contract Arca end market the same. In the ovent any.of

the parties hersto collectively owning participation percentnges of less than 50% are not at’ any time

- taking or marketing thelr sharc of gas or have contracted to sell thelr share of gas produced from the

Coatract Area ts a puschaser which does not at any time while this agresment is in effect take the foll

share of gas atrlbutnbls to the interest of such parties, this agreement shall automatically hecome effective
upon the terms hercinatier szt forth,

1 During the peried or periods whan any parties hercto collectively owning
participation percentages of less than 50% have no market for their share of gas produced from any
proration unit within the Conrract Area, or their purchaser does not take its full share of gas praduced
from such proration unit, ether parties collectively owning participation percentages of more than 50%
shall be entitled 1o produce cach month 100% of the Jesser of 2) allowabls gas produstion assigned to such
proration unit by applicable state regulatory authority of b) the delivery capacity of gas from such
proration unit; provided, however, no party who does not have gas in place shall be entitled to take ar
deliver to 3 purchaser gag production i excess of 200% of the lesser of ¢) its sheire of the volwpes of gas
capable of being deliversd-on a daily basis or d) its share of allowable gas production. AH parties hereto
shall share in and awn the Uquid hydrocatbens recovered from such gas by lease equipment in accordance
with their respective ingsrests and subject to the Opersting Agrasmient to which this agreement is attached,
but the party orpazﬁumkingmch gas shall own all of the gag delivered to its or thelr purchaser,

2, Ona ammlauvc basis, each party not taking or marketing its full share of the
gas pmdueed shall be credited with gas in place equal to its fyll share of the gas produced under this
agreement, Jess Its share of gas used in lease operations, vented or lost, and less that portion such party
took o7 delivered to its purchaser, The Operator will maintain a current account of gas balance between

. the parties and will furnish all parties hereto monthly stetaments showing the total guantity of gas
produced, the amount used {n laace operations, ventad or lom, the total quantity of Hquid hydrocarbans
recovered therefrom, and the monthly and cunwlative gver and under account of each party.

3 At all'times while gas is produced from the Contract Area, cach party hetets
wﬂl maks settlament with all royalty owners to whom royalty és dus, Each party bereto agrees 1o bold
ench other party barmiess from any and &l claims for royalty paymiants asserted by royalty owners paid by
each party, The tenm “royalty owner” shall include owners of royalty, ovarriding royalties, production -
payments and dther similar interests.

. Bach party producing ang takdng or dehvcnng gasto its purchaser shall pay any and ail
prodaction taxes due on such gas.

) 4. - After notice t the Operator, any party at any time may begin taking or

, delivering to its purchaser its fll share of the ges produced from 4 proration unit under which it has gas

in placs less such party's share of gas used in operations, vented or lost, In addition to such share, each

party, including the Operator, until it has recovered 1ts gas in place and balanced the gas account as to its

- interest, shall b entitled to take or deliver to its purchaser a share of gas deferminad by multinlying 50%

ofthemmestmthecunmtgas prodnctionofthemorpardu withott gas lnplaaeby a fraction, the

rumerator of which is the interest in the prosation. unit of such party with gas in placs and the

denominator of which is the totsl percentage Interest in such proraifon unit of all partiss with gas in place
currently taking or delivering to a purchaser,

s, Ndthing herein stall be construed to deny any party the right, from time to
time, 0 produce and take or déliver to its purchaser its full share of the allowable ERS producdon to mest

the deliverability tests required by jts purchaser, provided that
normally not o exceed 72 hours. ) P that said test should be reasonable in leagth,



PaGE  33/35
pe/p6/2087 15139 7135279455 RONALD E GRAPPE

Mi.

6, If a proratian wnit ceqses to praduse gas and/or liquld hydrocarbons in paying quantities
before the gas sccount is bilanced, settlement will be made betwien the underproduced and overproduced
- partics, In making such satflement, the undarproduced party or pasties will be paid a sum of monzy Hy the
overproduced party or parties atiributable to the overproduction which said ovesproduced party received,
lesy applicable taxes theretofore paid, at the applicable price dafined below for the delivery ofa volume of
gas equal to that for which scttlement is made. For gas, the prics of which is not regulated by federal,
state or otber governmental agencics, the price basis shall be the price receivad for the sale of the ges. For
gas, the price of which is subject to regulation by federal, state or other govarnmental authorities, the price
basts shall be the rate collectad, from time to time, which is not subjact to possible refund, as provided by
, the Federal Energy Rigulatory Commission-or any other povemmental authority, pursuant o final order
of scitlement applicabls to the gas sold frora such well, plus any additional collected amount which is not
ultimstely required 10 be refunded by such authority, such additiona! collected smount to be accounted for
‘at such ﬁmc as final determination iy made with respect heretn,

7. Num'id\standmg the provisions of 46, it is expressly agreed thar any
underproduced party shall havs the eptional right, with respect to each prorution unit, tb receive a cash
settlement bringing such underproduced party's gas account into balance st any dme and from time to
jixae prior to the final scttlemant, by first glving each overproduced party 90 days' writien notice of
demand for cash settlement. If such option ig 0 exercised, settiement shall be made (as of 7:00 o'clock
AML on the first day of the calendar month following the date of such written demands) within 90 days
following the actuml receipl of such written demands by the overproduced partics, in'the same menner
provided for in §6. The optian provided for in this paragraph may be exarcised, from tme to time, bur
only one tirpe in each calendar year.

.8 Nothing herein shall change or affect each party's obligation to pay its
propomomtc share of all com and Habilities mcumd, as its share thereof &s szt forth in the Qperating
Agreement. . '

) 9. This agreement shall constifute a scpardte ggresment as o each proration unit
approved by the applicable regulatory sutharity for a pool witltin the Contract Aren, but such proration
unit shafl not include any producing horizon which 34 not within the vertical limits of said pool This
agreement shall remain in force and cffect o long as the Operating Agreement to which it is attached
remains in effect, and shall {nure to the banait of and be binding upon the parties hereto, their heirs,
successors, legal representatives and assigns.
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ATTACHED TO AND MADE A PART OF THAT CERTAIN
OPERATING AGREEMENT DATED JULY 1, 2005,

EXHIIT "F"

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

During tha pan‘;ormance'of this contract, the Operator agrees as follows:

‘( 1 - ‘m'e Oparator wili not diseriminate against any amployee or spplicant for smployment
bacause of rage, color, religlon, national arlgin or sex. The Operator will take
affirmative action to ensure that npplicanu are employed, and that employees are
treated during. employment, without rogard®to their race, color, religlon, natonal
origin or sex. Such action shall include, but not be limited to the following:
employment, upgrading,’ demotion, or transfer, recrultment or recruitment
advertizing; layoff or termination; rates of pay or other forms of compensation; and
salectlon for training, Including spprenticeship. Tha Oparator anreeé to post In

. conspleuous places, avallable 10 employeas and spplicants for employment notices
to be pravided for the contractcing officer setting forth the provisions of ghis
non-diserimination clause, '

{2 The Oparator will, In all solicitations or advartisements for employees placed by or
an behalf of tha Operator, stats that all qualified applicants will cacsive consldaration
for employment without regard to vaca, cotor, refigion, nedonal origin or sex.

. {3) The Oparator will send to each labar unlon or rapresentative of workers with which
it has a collactive bargalning agreamaent or othar contract or understanding, a2 notice
1o be provided by tha "agancy contracting offlcar, advising the ‘Jabor union or
warkars' tapresentative of the Operator's commitments under Section =202 of
.Executive Order 11248 of Saptambar 24, 1985, and shall post coples of the nodee
in cansplicuous places avallable to amplayees and applicants for amployment. o

(4} . The Operator will comply with all provisions of Exacutive Order 11246 of Ssptambar
24, 1965, and of the eules, regulations, and relevant ordm of the Secretary of
Labor.

5 The Operator will furnish all Information and reports raquired by Exscutlve Order
11246 of September 24, 1966, and by the rulas, regulations, and orders of the
Sacrotary of Labor, of pursuant thereto, and will permit sceess to Itz books, records,.
and sccounts by the contracting agency and the Secrataty of Laber for purposes of
investigation 1 ascertain compllance with such rules, regulations, and orders.

{8} Inthe event of the Operator's nen-compliancs with tha non.discrimination clauses of
this contract ar with any of such rules, regulations, of orders, this contract may ba
cancaled, tarminatad or suspended In whole or In part and the Operator may be
daclarad Ineligible for further Government contracts In accordsrica with procedures
atthorized In Exacutive Order 11246 of Septsmber 24, 1968, and such other
sanctions may ba Imposed and rarredias invoked as provided In Executlva ‘Order
11248 of September 24, 1585, or by rule, reoulatlon, or order of tha Secretary of
Labor, or as otherwise provldsd by law,

Exhibie "F* -
Page 1
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{7} The Qperator will .include ths provisiens of Paragraphs (1) through {7) in -every
subtontract or purchase order unless axempted by rulss, regulations, gr orders of
the Secretary of Labor Issued pursuant to Section 204 of Exscutive Order 11246 of
September 24, 1965, 36 that such provisions will ba binding upon each
subcontractor or vendor, The Operator will take such actlon With' respect to any
aubsontract or purchase order as the contracting agency may direst as & means of
anforcing such provisionz Including sanctions for non-compllance: Providad,
however, that In the svent the Operator becomes involvad in, or is threatened with,
liigatlon with 2 subcontractor or vendor s a result of such direction by the
contracting agency, tha Oparator may request the United States to enter into such
Jitigation to pratget the interasts of the United States,

: .

Operator acknowledges that it may be required to file Standard Form 100 (EEQ-})
promulgated jointdy by ‘the Diflce of Faderal Contract Compliance, the Equal Employment
Dpportunity Commission and Plans fof Prograss with Joint Reporting Committee, Federal
Depot, Jetfersonville, Indlana, within thirty (30) days of the date of contract award if such
report has not been filed for the current year and otherwise comply with or file such other
compliance reports as may be required under Executivs Ordar 11246, as amended and Rules
and Regulations adopted thereunder,

Oparator further acknawledpes that he may be requirad to develop a written
affirmative actlon campllance program as required by the Rulés and Ragulations appravad by
the Secratary of Labor under autharity of Executiva Otdar 11246 and supply Non-Operators
with 2 copy of such progeam If they so requast.

CERTIFICATION OF NON-SEGREGATED FACILITIES

Operator assuras Nan-Opsrators that it does not and wili not maintain ‘or provide for
its employsees any segrepated facililes st any of ts sstablishments, and that it doss not and
will not permit lts employees to perform thelr services av any location, under its control,
where segregated facliities are maintained. For this purpgse, it Is understood that the phrase
“segrepated facilitias” Includes facilities which ‘ars in fact segrepates on a basls of races,
color, religion, or national origin, because of habit; local sustom or otherwisa. It Is further
understood and agraed that malntaining or providing segregatad facliities for its employees
or parmitting its amployees to perform thsir services at any locatlon under its control where
segrapated facilities are maintained Is a violstion of the equal bpportunity clause raguired by
Exacutive Ordar }1246 of September 24, 1963,

Operator further junderstands and agrees that a breach of the assurance herein
contained subjects kt to the provislons of the Order at 41 CFR Chapter 80 of the Secratary

"of Labor dated May 21, 1968, and the provislons of the equal opportunity clause

enumerated In contracts between the United States of America and Non-Operators,

'

Whoaver knowlngly and willfully makes any false, fletitious or fraudulent
represantation may be'liable wo erimina! prosecution under 18U, S, C. - 1001 .

Exhibit "F*

. iPﬂgG 2 . ‘ '
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ARD ENERGY LLC
222 WEST 4'" STREET, PH-5
FORT WORTH., TEXAS 76102

(B17) 882-8377

FAX [(817) BB2-9460

January 31, 2006

Mr. Robert Bullock

Yates Petroleum Corporation
105 South Fourth Street

Artesia, New Mexico 88210-2118

RE: Hedgerow “BFH” St Com #1
Township 20 South, Range 28East
Section 28: §/2
Eddy County, New Mexico

Dear Mr. Bullock:

Regarding your lettex of December 8, 2005, transmitting to us the Joint Operating
Agreement dated effective July 1, 2005, along with Yates AFE to doll an 11,600” Chestes
test, please find enclosed the referenced AFE executed by Mary Hudson Ard, conditioned
upon your acceptance of the following terms and conditions:

1. Yates Petroleum will furnish us with an updated title opinion or a letter from
you indicating how the dullsite lease, the State of New Mexico Lease
VB0539, has been maintained beyond its primary tegms. The Drlling Title
Opxmon you furnished us previously dated December 22, 2004, indicated
that the referenced lease was due to expire on Apnil 1, 2005,

2. The referenced Joint Operatng Agreement hag been executed and is
enclosed, subject to Yates’ agreement to amend the non-consent penalty
provisions from 200/500% to 100/300%. Please not that the refetenced

_ provisions on page 5 of the Joint Operating Agreement have been changed
and initialed by Mrs. Ard. If you are in agreement with this change, please
initial the changtj. and return one copy of page 5 for our files.

If you are in agreement with the forcgoing, please have the appropriate representative of
Yates Pexoleum sign as provided below and return one executed copy of this letter to us,
along with the requested items noted above.

Agreed and Accepted
This/§7 day of February, 2006
Yates Petroleum Cotporation

President of Ard Energy LLC & A
General Pattacr of Ard Energy Group LTD BY: i

Its: Yot 7Rgs7 z/&,/zfg;g/gwﬁow ﬁ/@rd/uﬁow




“e/Ob/2807  15:27 7135279455 RONALD E GrappE PAGE 15/17
e e e e e
_ DATED Joly 1, 2008,
OPERATING AGREIMENT
ATTACHED TD AND MADE A PART OF THAT CERTAN -
o EORAIT “A”
1 Luwts Sudfert W Agrabenent
B
a

TOTAL 00,00
IV. OB end Gox Loaseo Sublout To This Agroes

ey hyvnsil) Bist of How Mexkoo

(¥

Datae

 Dgeceipon;

loms

Lessor:

Laezoy

>3 o
Deserigson: -r

shy N.’




A .

BE/85/2087 15:27

PR

e KD T Tt

Groat Weslom Delleg, LTD.

P. 0. box 1650
Mediand, TX 79701

Wiliam A. Hudson, 1)
616 Toxnd Birect
Fort Worth, TX T8102-4612

Ciaremont Comordion
P. 0. Bax 549
Ciarormore, OK 74017

Richvmond Rasourvea, ino.
P.O. Box 1107
Richmond, TX 77408

7135279455 - RONALD E GRAPPE

Ard Energy Groupv. !.‘m
223 Wost Feuh Siresl, 845
Fort Worth, TX 78962

Edwerd R Hudson, Jr.
618 Taxss Strost ‘
Fort Worth, TX 781024812 )

Redfern Emamrisas, Inc.
P, O, Box 2127
Midiang, TX 79702

Enemen Resources Corporation
506 21 Busel Nom
Birmingham, AL, 38203-2707
Adtn: Barbarg Roborts
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AAFP.L. FORM 610 - MODEL FORMO.  \TING AGREEMENT - 1977

NON-OPERATOR

EDWARD R.HUDSON, JR.

By

Tids:
STATE OF . )}
COUNTY OF ____,“__)

The frogonyg instument was scknowlsdgod bofire me, thiv day of ) 2005, by
b for BDWARD R. HUDSON, JR.
Whoom my basd aod officlal scal.
‘ Notary Publie

My commission expires: -

NON-OPERATOR

WILLIAM A. BUDSON, 11

By. : .

Tatls: ' ' v
STATEB OF : )

K -]
COUNTY OF )
The foregoing inswumenst wis estmowlodgsd before me, thla ____ day of _, 2005, by
fix WILLIAM A, EUDSON, IL
Wisness my band end officlal seql. |
Notsry Public

My cotnmisiion expires: :

2eadent o5  ALRD g,«gy Lk
ITts General, Cagrdrer

- 'Nokuy Public

Wimats my band mnd offivial seal ;.. Siate of Texas

My comumission exprires;
S -\ 1-2007

¥ subject 4e Hel tenna v%%«—&;ﬂ:‘% ,,6 Ht
¢ ela Ledde o %-Rccnen)—(‘ Aait& '[3112“0(9-

Hedgerow “BFW" St Com B ’ NON-OPERATOR
Revised 8-24-05
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ARD ENERGY LLC
P2 WEST 47" STREET, PH-5
FORT WORTH, TEXAS 78102

(B17) BB2.9377

FAX (817) 882-9460

Via PAX: (505) 748-4572
June 6, 2007

Mzt. Chuck Moran

Yates Petroleum Corporation
105 South Fourth Street
Axtesia, New Mexico 88210

RE: Hedgerow BFH Com #1
Township 2 ange 2
Section 28: 5/2
Eddy County, New Mexico

Dear Mr. Moran:

My letter to you dated May 25, 2007 again cleatly stated the Ard position. We did not make
any proposals to coraplete in the Strawn because the effective Operating Agreement, which
govems all of the operations of the Hedgerow BFH Com #1, excludes the Strawn
formation. You suggested that Yates might be interested in purchasing the Ard interest, but
you did not include any texms fox our consideration. If Yates is intetested in putchasing the
Axd interest in the Hedgetow BFH Com #1 wellbote, please ptovide us with terms of such
purchase for our consideration.

Sincerely,

Ronald E. Grappe
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HOLLAND & HART.

William F, Carr
wcarr@hollandhart.com

February 2, 2006

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Ard Energy Group, Ltd.
222 West Fourth Street — PHS
Fort Worth, Texas 76102

Re: Application of Yates Petroleum Corporation for compulsory pooling, Eddy County, New
Mexico.

Gentlemen:

This letter is to advise you that Yates Petroleum Corporation has filed the enclosed application with the
New Mexico Oil Conservation Division seeking the compulsory pooling of certain spacing and proration
units in the $/2 of Section 28, Township 20 South, Range 28 East, NMPM, Eddy County, New Mexico.
Said units will be dedicated to Yates Petroleum Corporation’s proposed Hedgerow “BFH” State Com.
Well No. 1 which it proposes to drill at a standard ges well Jocation in the SW/4 SW/4 of said Section 28
to test certain formations from the base of the Delaware formation to 100 feet below the base of the

Chester formation.

This application has been set for hearing before a Division Examiner on March 2, 2006. You are not
required to attend this hearing, but as an owner of an interest that may be affected by this application, you
may appear and present testimony. Failure to appear at that time and become 2 pasty of record will
preclude you from challenging the matter at a later date.

Parties appearing in cases are required by Division Rule 1208.B to file a Pre-Hearing Statement with the
0j} Conservation Division’s Santa Fe office located at 1220 South Sajnt Francis Drive, Santa Fe, New
Mexico 87505, four days in advance of a scheduled hearing, but at least on the Thursday preceding the
hearing. This statement must include: the names of the parties and their attorneys; a concise statement of
the case; the names of all witnesses the party will call to testify at the hearing; the approximate time the
party will need to present jts case; and identification of any procedural matters that are to be resolved

prior to the hearing.

Very truly yours,

v

William F. Carr v .
FER 0 & uls

ce: Roben Bullock

HoNand &Hart

Phane (505)9R8-4421 Fax (505) 983-6043 www.hollandhsit.coms

110 North Guadalupe Suite 1 Santa Fe, NM 87501 Mailing Address PO, Box 2208 santa Fe,NM §7504-2208
Aspen Billings Boise Boulder Cheyenne Colorado Springs Denver DenverTech Center Jockson Hale  Sslt Lske Clty  Santa Fe
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STATE OF NEW MEXICO
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION
OF YATES PETROLEUM CORPORATION
FOR COMPULSORY POOLING, EDDY COUNTY,
NEW MEXICO. CASE NO,
APPLICATION |

YATES PETROLEUM CORPORATION, (“Yates”) through its undersigned attorneys,
hereby makes application to the Oil Conservation Division pursuant to the provisions of
N.M.Stat.Ann. § 70-2-17, (1978), for an order ppoling all mineral interests from the base of the
Delaware formation to 100 feet below the base of the Chester formation at approximatc‘ly‘l 1,600
feet, less and except the Strawn interval defined as the stratigraphic equivalent of depths from
10,205 feet to 10,662 feet as found on the electric log dated December 27, 1974 in the Burton
Flat Deep Unit Well No. 13 located in the SW/4 SE/4 of Section 28, Township 20 South, Range
28 East, NMPM, Eddy County, New Mexico in the following described spacing and proration
units located in the S/2 of Section 28, Township 20 South, Range 28East, NM.P.M.,, Eddy
County, New Mexico: the S/2 for all formations apd/or pools developed on 320-acre spacing
which includes but is not necessarily limited to the Undesignated Burton Flat-Morrow Gas Pool,
Undesignated Burton Flat-Atoka Gas Pool and the Burton Flat-Wolfcamp Gas Pool; the SW/4
for all formations aud/or pools developed on 160-acre spacing which includes but is not
necessarily limited to the Undesignated East Avalon-Bone Spring Gas Pool; and the SW/4 SW/4
for all formations and/or pools developed on 40-acre spacing' which includes but is not limited to
the Undesignated Avalon-Bone Spring Pool and support of its application states:

1. Yates Petroleum Corporation is a working interest owner in the S/2 of said Section 28

and has the right to drill thereon.

APPLICATION,
Page |
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2. Yates proposes to dedicate the above-referenced spacing or proration units to its
Hedgerow “BFH” State Com Well No. 1 to be drilled at a standard gas well location 660 feet
from the South line and 1219 feet from the West line (Unit M) of said Section 28, to an
approximate depth of 11,600 feet to test any and all formations from the surface to the base of
the Chester formation,

3. Yates has sought and beén unable to obtain a voluntary agreement for the
development of these lands from certain interest owners in the subject spacing units who are
identified on Exhibit A to this application. |

4. Said pooling of interests will avoid the drilling of unnecessary wells, will prevent
waste and will protect correlative rights.

5. In order to permit the Yates to obtain its just and fair share of the oil and gas
underlying the suﬁject lands, all mineral interests should be pooled, and Yates Petroleum
Corporation should be designated the operator of the well to be drilled.

WHEREFORE, Yates Petroleurn Corporation requests that this application be set for
hearing before an Examiner of the Oil Conservation Division on March 2, 2006, and, after notice
and hearing as required by law, the Division enter its order:

A pooling all mineral interests in the subject spacing and proration units,

B. designating Yates Petroleum Corporation Opc:fator of these units and the well

to bé drilled thereon,

C. authorizing Yates Petroleum Corporation to recover its costs of drilling,

equipping and completing the well,

D. approving the actual operating charges and costs of supervision while drilling

and after completion, together with a provision adjusting the rates pursuant to

APPLICATION,
Page 2
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the COPAS accounting procedures, and

E. imposing a penalty for the risk assumed by Yates Petroleum Corporation in
drilling and completing the well against any working interest owner who does

not voluntarily participate in the drilling of the well.

Respectfully submitted,
HOLLAND & HART Lip

Santa Fe, New Mexico 87504
Telephone: (505) 988-4421

ATTORNEYS FOR YATES PETROLEUM
CORPORATION

" APPLICATION,
. Paged
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EXHIBIT A

APPLICATION OF
YATES PETROLEUM CORPORATION.
FOR COMPULSORY POOLING
S/2 OF SECTION 28, TOWNSHIP 20 SOUTH, RANGE 28 EAST, NNM.P.M,
EDDY COUNTY, NEW MEXICO.

Ard Energy Group, Lid.
222 West Fourth Street - PHS
Fort Worth, Texas 76102

. APFLICATION,
" Page 4
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CASE : Application of Yates Petroleum Corporation for compulsory pooling,
EddyCounty, New Mexico. Applicant in the above-styled cause seeks an
order pooling all mineral interests from the base of the Delaware
formation to 100 feet below the base of the Chester formation at
approximately 11,600 feet, less and except the Strawn interval defined as
the stratigraphic equivalent of depths from 10,205 feet to 10,662 feet as
found on the electric log dated December 27, 1974 in the Burton Flat Deep
Unit Well No. 13 located in the SW/4 SE/4 of Section 28, Township 20
South, Range 28 East, NMPM, Eddy County, New Mexico in the
following described spacing and proration units located in the S/2 of
Section 28, Township 20 South, Range 28East, NN\M.P. M., Eddy County,
New Mexico: the 5/2 for all formations and/or poals developed on 320-
acre spacing which includes but is not necessarily limited to the
Undesignated Burton Flat-Morrow Gas Pool, Undesignated Burton Flat-
Atoka Gas Pool and the Burton Flat-Wolfcamp Gas Pool; the SW/4 for all
formations and/or pools developed on 160-acre spacing which includes
but is not necessarily limited to the Undesignated East Avalon-Bone
Spring Gas Pool; and the SW/4 SW/4 for all formations and/or pools
developed on 40-acre spacing which includes but is not limited to the
Undesignated Avalon-Bone Spring Pool. Said units are to be dedicated to
its Hedgerow “BFH” State Com Well No. 1 to be drilled at a standard gas
well location 660 feet from the South line and 1219 feet from the West
line (Unit M) of said Section 28. Also to be considered will be the cost of
drilling and completing said well and the allocation of the cost thereof as
well as actual operating costs and charges for supervision, designation of
Yates Petroleum Corporation as operator of the well and a charge for risk
involved in drilling said well. Said area is located approximately 15 miles
northeast of Carlsbad, New Mexico.
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MARTIN VATE

1912 - 1988

FRANK W. YATES

1986 - 1988
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- T S. P, vaTES
4 E E E ' CHAIRMAN OF W5 BoaRD
; b JOHN A. YATES
S, ¥ FETRDLEUM DAESIDENT
/ BTION PEYTON YATES
" R e} ExecuTIVE VICE PRESIDENT

SECRETARY

105 SouUTH FOURTH STREET : DENNIS G, KINSEY
TrReaSURER

ARTESIA, NEW MEXICO 882102118
TELEPHONE (S05) 748-1471

March 1, 2006

Attn: Mr. Ron Grappe
ARD Energy LLC

222 West 4" Street, PH-5
Fort Worth, TX 76102

RE: Hedgerow BFf St Com #1
Township 20 South, Range 28 East
Section 28: S$2
Eddy County, New Mexico

Dear Mr. Grappe‘ A

Enc!osed is your letter whereby Yates: F‘etroleum Corporation has agreed to the
“~100/300% non-consent penalties. %

—
vvvvv
J—

s

“With_respect to our.lease'Wé conducted a rathole operation over the April 1, 2005 date
and eVery 20 days thereafter made an additional 10’ of hole which kept the lease in
good standing untif the rotary tool was moved in.

- Please call me at (505) 748-4351 if you have any questions.

Thank you.
| Very truly yours,
YATES PETROLEUM CORPORATICN
bert Bullock
andman -
RB:bn

enclosure(s)

MAR 0 4 7006
S

BY:

RANDY G. PATTERSON



