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OPERATING AGREEMENT

THIS AGREEMENT, entercd into this__L1th _dayor.. . June __ - 1973 . between
—___CITIES SERVICE OIL COMPANY S
hereafter designated as “Operator”, und the signatory partics other than Operator.
WITNESSETH, THAT:
WHEREAS, the partics to this agreement are owners of oil and gas leases covering and, if so indicated,
unleased mineral interests in the tracts of land described in Exhibit “A”, and all parties have reached an

agreement to cxplore and develop these leases and interests for oil and gas to the extent and as hereinafter

provided;
NOW, THEREFORE, it Is agreed as follows:
1. DEFINITIONS
As used in this apreement, the following words and terms shall have the meanings here ascribed to
them.

(1) The words "party” and “parties” shall always mean a party, or parties, lo this agreement.Under Sec-

tion 2. A., the words "party" or "parties" shall mean only those participating
in the drilling of the proposed well.

(2) The parties to this agreement shall always be referred 10 as “it" or “they”, whether the parties be cor-
porate bodies, parinerships, associations, or persons real.

(3) The term “oil and gas” shall include oil, gas, casinghead gas, gas condensate, and all other liquid_or gase~
ous hydrocarbons, unless an intent to limit the inclusiveness of this term is specifically stated.

(4) The term "oil and gas interests” shall mean unleased fee and mineral interests in tracts of land lying
within the Unit Area which are owned by parties to this agreement.

(5) The term “Unit Area” shall refer to and include all of the lands. oil and gas leasehold interests and oil
and gas interests Intended 1o be developed and operated for oil and gas purposes under this agreement.
Such lands. ofl and gas leasehold interests and oil and gas interests are described in Exhibit “A",

{(6) The term "drilling unit” shall mean the area fixed for the drilling of one well (or the srea which
is necessary to obtaln a full allowable fo¥ such well) tnder an order or rule of any
stote 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 established by the pattern of drilling in the Unit Area or as fixed by ex-
press agreement of the parties.
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All exhibits attached (o this agreement are made a part of the contract as fully as though copled in full
in the contract,

(8) The words “equipment” and “materials” as used here are synonymous and shall mean and include all
oil field supplies and personal property acquired for use in the Unit Area.

(9)Unleas otherwise agreed upon by the parties perticipating in & well, "Drillsite”
ahall mean the lease and/or oil and gas interests underlying the proposed well
insofar as they ere within the drilling unit.

2. TITLE EXAMINATION, LOSS OF LEASES AND OIL AND GAS INTERESTS
A. Title Examination: )

. Bach party hereto shall, as to {is rontribution and upon request, furnish cach other party vith certi-
‘ted or photcetatic copies of all title papers and opinions in its possession.

There shall be no cxaminstion of title to leases, or to oil and gasn interests, except that title to
che drillsite shall he exwnined on a complete abstract record by Operater's attorney, and the title to the
irilisite must be approved by the examining attorney, or accepted by all parties. A copy of the examining
sttarney's opinion shall be eent to each party {mmedistely after the opinicn is written, and, also each
party shall be given, as they are written, a copy of all subsequent supplemental attorney's reports. A good

faith effort to satisfy the examining atorney’'s requirements shall be made by the perty or parties awning
the drillsite. .

If title t0 the proposed drillsite is not approved by the examining attorney or the leass is not ac-
coptabla for a material reason, and all parties dp not sccept the title, the parties ehall select & nev
drilisite for the first explorstory vell; provided, if the parties ers unable to agree upon another arill-
site, this agreesent shall, in thet case, coms to an end and sll parties shall then forfeit their rights snd
be relieved of cbligstions hereundsr. If a nev A&rilisite is selected, titls eball De examined, and title
shall Be approved or accepted or rejected in liks manner as provided above concerning the drillsite firet
sslected. If title to the second cholce drillsite is not spproved or accepted, other drilisites shall be
‘successively selscted and title examined, until & Arilleite is chosen to which title is approved or accepted,
or until the parties fail to select another drillsite. As in the case of the drillsite firet selected, s0
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aleo with successive choices if the time comce that the parties have not approved title and are unsble to
agree upen en slternate drillsite, the contract ahall, in thet case and at that time, come to an end and.all
parties shall forfeit their rights and he relieved of obligations under this contract.

No well other than the {irst tcst ohall be drillad in the Unit Ares until after (1) the title to the
drillsite has heen examined by an atinrnay for cne of the participating parties, and {2) the title has been
approved by the examining attorney oi Lhe title hus been accepted by all of the parties who ere to particie
pate in the 4rilling of the wvell.

The examining attorney under this Section 2. A., may accept title papars and snother qualified at-
torney’B opinion a8 the opinion called for above rather than conduct a separate titls examination.
B. Fallure of Title: .
Should any oil and gas lease, or interest therein, be lost through failure of title, this agreement shall,
nevertheless, continue in force as to all remaining leases and interests, and
(1} The party whose lease or interest is affected by the title failure shall bear alone the entire loss and it
shall not be entitled to recover from Operator or the other parties any development or operating costs
which it may have theretofore paid, but there shall be no monetary liability on its part to the other par-
ties hereto by reason of such title failure; and
(2) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation
of the interest which has been lost, but the interests of the parties shall be revised on an acreage basis,
as of the time it is determined finally that title failure has occurred, so that the interest of the party
whase lease or interest is affected by the title failure will thereafter be reduced in the Unit Area by the
amount of the interest lost; and
If the proportionate interests of the other parties hereto in any producing well theretofore flrilled on
the Unit Area is increased by reason of the title failure, the party whose title has failed shall receive
the proceeds attributable to the increase in such interests (less operating costs attributable thereto)
until it has been reimbursed for unrecovered costs paid by it in connection with such well; and
(4) Should any person not a party to this agreement, who is determined to be the owner of any interest in
the title which has failed, pay in any manner any part of the coat of operation, development or equlp- :
ment, previously paid under this ureement. such amount shall be proportionately paid to the p-rty or
parties hereto who in the first instance paid the costs which are 5o refunded; and
Any liability to account to a third party for prior produmon of oi} and gas which arises by reason of ﬁtle

failure shall be borne by the party whose title failed, or if more than one then by the
parties whose title failed, in the same proportions in which they shared in such
~ prior production.

C. Loss of Leases for Causes Other Than Title Fallure:

It any lease or interest subject to this agreement be Jost througfn fallure to develop or because express
or implied covenants have not been performed, or if any lease bé permitted to expire at the end of its primary
term and not be renewed or extended, or if any lease or interest therein is lost due to the fact that the produe-
tion therefrom s shut in by reason of lack of market, the loss shall not be considered a failure of title and all
such losses shall be joint losses and shall be borne by all parties In proportion to their interests and there shall -

be no readjustment of interests in the Unit Area. (Joint loss only as to losees occuring after
the effective date hereof by reason of acts performed, or not performed, after said
date.)
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3. UNLEASED OIL AND GAS INTERESTS
It any party owns an unleased oil and gas interest in the Unit Area, that interest shall be treated for the
purpose of this agreement as if it were a leased interest under the form of ofl and gas lease attached as “Exhi-
bit "D" and for the primary term thevein stated, Az to such interests, the owner shall receive royalty on produc-
tion as prescribed in the form of oll and gas lease attached hereto as Exhibit “D". Such party shall, however,
pe subject to all of the provisions of this agreement relating to lessees, to the extent that it owns the lessee

interest. (See Section 30 A.)
(. INTERESTS OF PARTIES

Exhibit “A” lists all of the partles, and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under this con-
tract shall be borne and pald, and all equipment and material acquired in operations on the Unit Area shall be
owned, by the parties as their interests are given in Exhibit “A”. All production of oil and gas from the Unit
Aren, subject to the payment of lessor's royalties, shall slso be owned by the parties in the same manner.

e
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If any interest in an oil and ges lease covered by this sgreement is subject to
an overriding royalty, production payment, or other charge over and above the usual
one~eighth (1/8) royalty, the party contributing that interest in the leases shall
assune and slone bear all such excess obligations and shall account for them to the
owners thercof out of ite share of the werkimg intercst production of the Unit Area.

5. OPERATOR OF UNIT
e CITIES SERVICE OIL COMPANY shall be the Operator of

the Unit Area, and shall conduct and direct and hawe full control of all operations on the Unit Area as per-
mitted and required by, and within the limits of, this agreewient, It shall conduct all such operations in a good
and workmanlike manner, but it shall have no lability as Operator to the other parties for losses sustained,
or liabilities incurred, except such as may result from gross negligencé or {rom breach of the provisions of
this agreement,

¢. EMPLOYEES )
The number of employees and their selection, and the hours of labor and the compensation for services
performed, shall be determined by Operator. All employees shall be the employees of Operator.
7. TRST WELL

Subject to Section 2 hercof, and as scon as  practiceble, Operator shall comm-
cnce the drillings of a well for oll and gas in the following location:

1,830 feet from the south line and 1,980 feet from the
west line of Section 14, Township 20 South, Range 28
East, Eddy County, New Mexico,

and shall thereafter continue the drilling of the well with due diligence to g depth sufficient to test
the Devonian Formation or to a depth of 12,600 feet, whichever 1s the lesser,

unless granile or other practically impenetrable substance is encountered at a lesser depth or unless all parties
agree to complete the well at a lesser depth. )

Operator shall make reasonable tests of all formations cncountered during drilling which give indica-
tion of containing oil and gas in quantitics sufficient 16 test, unless this agreement shall be limited in its ap-
plication to a specific formation or formations,'in which event Operator shall be required to test only the
formation or farmations to which this agreementl may apply.

If in Operator's judgment the well will not produce oil or gas in paying quantitics, and it wishes to
plug and abandon the test as a dry hole, it shall first sccure the consent of all parties to the plugging, and the
well shall then be plugged and abandoned as promptly as possible.

8. COSTS AND KXPENSES
Except as herein otherwise specifically provided, Operator shall promptly pay and discharge all costs
and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the cost and expense hasis
provided in the Accounting Procedure attached hereto and marked Exhibit “C”". If any provision of Ex-
hibit “C” should be inconsistent with any provision contained in the body of this agreement, the provisions in
the body of this agreement shall prevail.

Operator, at its election, shall have the right from time to time to demand and redeive from the other
parties payment in advance of their respective shares of the estimated amount of the costs to be incurred in
operations hereunder during the next succeeding month, which right may be exercised only by submission to
each such party of an itemized statement of such estimated costs, together with an invoice for its share there-
of. Each such statement and fnvoice for the payment in advance of estimated costs shall be submitted on or
before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of
such estimate within fifteen (15) days after such estimate and invoice is recelved, If any party fails to pay its
_shlre of said estimate within said time, the amount due shall bear interest at the rate of twelve percent
(122) per annum or such maximum rate as permitted by law, whichever is the lesser,
until paid. Proper adjustment shall be made monthly between advances and actual cost, to the end
that each pflrty shall bear and pay its proportionate share of actual costs incurred, and no more.



8. OPERATOR'S LIEN
Operator i given & first wnd preferved lien on the interest of cach purty covered by this contruct, and

In cach party's interest in oil and gas produced and the proceeds from the salce  thercolf and upon
each perty's interest in material and equipment, to secure the peyment of sll sums
due from each such party to Operator.

In the event any party fails to pay any amount owing by it tv Operator as its share of such costs and
expense or such advance estimate within the Ume limited for payment thercof, Operator, without prejudice to
other existing remedies. Is authorized. at its election, to collect from the purchaser or purchasers of oil or gas,
the proceeds accruing to the working interest or interests in the Unit Area of the delinquent party up to the
amount owlng by such party, and each purchaser of oil or gas is authorized to rely upon Operator's statement
ot to the amount owing by such party,

.~ In the event of the neglect or failure of any non-operating party to promptly pay its proportionate part
of the rost and expense of development and operation when due, the other non-operating parties and Operator,
within thirty (30) days after the rendition of statements therefor by Operator, shall proportionately contribute
{0 the payment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled
to the sante lien rights ax are granted to Operator in this section. Upon the payment by such delinquent or
defaulting pnﬂ& {0 Operator of any amount or amounts on such delinquent indebtedness, or upon any recovery
on behalf of the non-operating parties under the lien conferred above, the amount or amounts so pald or re-
covered shall be distributed and paid by Operator to the other non-operating parties and Operator propor-
tionately in accordance with the contributions theretofore made by them. See Section 30., Paragraph
H. for Non-Operators' Lien.

10. TERM OF AGREEMENT

This agreement shall remain< in full ft;rce and effect for as long as any of the oil and gas leases subjected
to this agreement remain or are continued in force as to any part of the Unit Area, whether by production, ex-
tension, renewal or otherwise; provided, however, that in the event the first well drilled hereunder results in
a dry hole and no other well iz producing oil or gas in paying quantities from the Unit Area, then at the end
of ninety (90) days after abandonment of the first test well, this agreement shall terminate unless one or
more of the parties are then engaged in drilling a well or wells pursuant to Section 12 hereof, or all parties
have ugreed to drill an additional well or wells under this agreement, in which event this agreement shall con-
tinue in force until such well or wells shall have been drilled and completed, If production results there-
from this agreement shall continue in force thereafter as if said first test well had been productive in paying
quantities, but if production in paying quantities does not result therefrom this agreement shali terminate
at the end of ninety (80) days after ahandonment of such well or wells. It is agreed, however, that the term-
Ination of this agreement shall not relieve any party hereto from any lability which has accrued or attached
prior to the date of such termination.

11. LIMITATION ON EXPENDITURES

Without the consent of all parties: (a) No well shall be drilled on the Unit Area except any well ox-
pressly provided for in this sgreement and except any well drilled pursuant to the provisions of Section 12
of this agreement, it being understood that the consent to the drilling of & well shall include consent to all
necessary expenditures in the 'drminl, testing, completing, and equipping of the well, including necessary
tankage; (b) No well shall be reworked, plugged back or deepened except a well reworked, plugged back or
deepened pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to
the reworking, plugging back or deepening of s well shall include consent to all necessary expenditures in
conducting such operations and completing and equipping of said well to produce, including necessary tank-
8ge; (c) Operator shall not undertake any single project reasonably estimated to require an expenditure in
excess of Jen Thousand Dollars ( _$10,000,00 )
except in connection with a well the drilling, reworking, deepening, or plugging back of which has been pre-
vioualy authorized by or pursuant to this agreement; provided, however, that in case of explosion, fire, flood,
or other sudden emergency, whether of the same or different nature, Operator may tske such steps and incur
such expenses as in its opinion are required to deal with the emergency snd 1o safeguard life and property,
but Operator shall, as promptly as possible, report the emergency to the other parties. Operator shall, upon

request, furnish coples ‘of ita “Authority for Expenditures” for any single project costing in ex-
- cess of u;mm_._. and for any lesser amounts when prepared for Operator's own use.

- -



18. OPERATIONS BY LESS THAN ALL PARTIES

If al! the parties cannot mutually agree upon the drilling of any well on the Unit Area other than the
test well provided for in Section 7, or upon the reworking, deepening ot plugging back of a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the parties and not then producing in paying
quantities on the Unit Area, any party or parties wishing to drill, rework, deepen or plug back such a well
may give the other parties written notice of the proposed operation, specifying the work to be performed,
the location, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such & notice shall have thirty (30) days (except as to reworking, plugging back or drilling deeper, where
o drilling vig lim location, the period shall be limited to forty-cight (48) hours exclusive of Saturday or Sun-
dlyforn:re :ctl'phto%i' %H.notlee within which to notify the parties wishing to do the work whethar they slect
to participote in the cost of the proposed operstion. Failure of a party recelving such a notice to so reply to
it within the period above fixed shall constitute an election by that party not to participate in the cost of the

proposed operation,

1f any Party receiving such a notice elects not to participate in the proposed operation (such party or
parties being heredfter referred to as “Non-Consenting Party"), then in order to be entitled to the benefits
of this section, the party or parties giving the notice and such other parties as shall elect to participate in the
nperation (sl such parties being hereafier referred to as the “‘Consenting Parties”) shall, within thirty (30) '
days after the expiration of the notice period of thirty (30) days (or as promptly as possible after the expir-
stion of the 48-hour period where the drilling rig is on location, as the case may be) actually commence work
on the proposed opcration and complete it with due diligence.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportions that their respective interests as shown in Exhibit “A" bear to the total intererts of all Consenting
Purtles. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all
Hens and cncumbrances of every kind created by or arising from the operations of the Consenting Parties. 1t
such an operation results In 8 dry hole, the Consenting Parties shall plug and abandon the well at their sole
cout, risk and expenze. If any well drilled, reworked, dccp'éﬁed or plugged back under the provisions ofvtl}l:
section results in a producer of oil and/or gas in paying quantities, the Consenting Parties shall complets and
equip the well to produce at their sole cost and risk, and the well shall then be turned over to Operator and
shall be operated by it at the expensze and for the account of the Consenting Parties. Upon commencement of
operstions f{or the drilling, reworking, deepening or plugging back of any such well by Consenting Partles
in accordance with the provisions of this section, sach Non-Consenting Party shall be deenied to have relin.
quished to Consenting Partles, and the Consenting Parties shall own and be entitled {0 recelve, in proportion
to thelr respective interests, all of such Non-Consenting Party's interest in the well, its leasehold operating
rights, and share of production therefrom until the proceeds or market value thereof (after deducting pro-
duction taxes, royalty, overriding royalty and other interesis payable out of or measured by ths production
trom such weli ne;ruing with respect to such interest until it reverts) shall equal the total of the following:

(A) 100% of each such Non-Consenting Purty's share of the cost of any newly acquired surface equipment
beyond the wellhead connections (including, but not limited to, stock tanks, separators, treaters,
pumping equipment and piping), plus 100% of each such Non-Consenting Party's share of the cost of
operation of the weil commencing with first production and continuing until each such Non-Consenting
Party's relinquished interest shall revert to it under other provisions of this section, it being agreed that
each Non-Consenting Party's share of such costs and equipment will be that interest which would have
been chargeable to each Non-Consenting Party had it participated in the well from the beginning of
the operation; and )

(B) w of that portion of the costs and expenses of drilling, reworking, deepening or plugging bsck,

testing and completing, after deducting any cash contributions received under Section 25, and f28e% 3002

of that portion of the cost of newly acquired equipment in the well (to and including the wellhead
connections), which would have been chargeable to such Non-Consenting Party if it had participated
therein.



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

Within sixty (80) days after the completion of any operation under this section, the party conducting
the operations for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of-
(ke cquipment in and connceted to the well, and an itemized statement of the cost of drilling, dcepening.
plugging back, testing, complcting, snd equlpping the well for production: or, at its option, the operating
party. in Heu of an itemized statement of such costa of operation, may submit a detailed statement of monthly
billings. Each month thercafter. during the time the Consenting Parties are being reimbursed as provided
above. the Consenting Parties shall furnish the Non-Consenting Parties with an itemized slatement of all
costa and Habilitles incurred in the operation of the well, together with a statement of the quantity of oil
and gas produced from it and the gmount af proceeds realized from the sale of the well's working interest
production during the preceding month, Any amount rcalized from the sale or other disposition of equip-
ment newly acquired In connectlon with any such operation which would have been owned by a Non-Con-
senting Party had it purticlpated therein shall be credited to reimbursement in the Same mauner as
production is credited, in determining when the interest of such Non-Consenting Party shall revert
to It am above provided; if there §x a credit balance it shall be pald to such Non-Consenting Party.

If and when the Consenting Pariles recover from a Non-Consenting Party's relinquished interest the
amounts provided for above, the relinquished interests of such Non-Consenting Party shall automatically
revert to it and from and after such reversion such Non-Consenting Party shall own the same interest in such
wall, the operating rights and working interest therein, the material and equipment in or pertaining thereto,

ond the production therefrom as auch Non-Consenting Party would have owned had it participated in the
' drilling, rewerking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be-
charged with and shull pay its proportionate part of the further costs of the operation of said well in accord-
ance with the terms of this agreement and the accounting procedure schedule, Exhibit “C”, attached hereto.

Notwithstanding the provisions of this Section 12, it is agreed that without the mutual consent of sll
parties, no wells shall be completed in or produced from a source of supply from which a well located else-
where on the Unit Area in producing, unless such well conforms to the then-exmlng well spacing patiern
for such source of supply.

The provisions of this section shall have no application whatsoever to the drilling of the initial test
well on the Unit Area, but shall apply to the reworking, deepening, or plugging back of the initial test well
after it has been drilled to the depth specitied in Section 7, if it is, or thereafter shall prove to be, a dry
hole or non-commereial well, and to all other wells drilled, reworked, deepened, or plugged back, or pro-
posed to be drilled, reworked, deepened, or plugged back, upon the Unit Area subaequen". to the drilling of
the initial test well.

13. RIGHT TO TAKE PRODUCTION IN KIND '
ave the right to
Each party shall /teke in kind or separately disposc of its proportionate share of all oil and gas pro-

duced from the Unit Ares, exclusive of proﬂuctlon which may be used in development and producing oper-

3?‘3232’"&’%31’2??3;33:{0'él"iia??%?3.23.‘?;%?%1’;’.’&?.‘.“‘cfii’,",‘;ff,’;’",iiif:l‘.’"iff ae gyt
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due on its share of such production, and shall hold the other parties free from any liability therefor. Any

.extra expenditure Incurred In the taking in kind or separate disposition by any party of its proportionate

share of the production shall be borne by such party.

Each party shall execute d‘s‘whhn orders and contrncu/w &9 lftoe!r‘earl n gg ac?

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



In the event any party shall fall to make the arrangements neccrsary to take agly kgrégegr s‘egg;ately
dispose of its proportionate share of the oil andugas produced from the Unit Area, Opevates shall have the
right, subject to revocation at will by the party owning it, but not the obligation, to purchase such oil and
gas or sell it to others for the time being, at not Jess than the market price prevailing in the area, which
shall in no event be less than the price which W%&i&é‘l‘f& its portion of the oll amd~gae produced
from the Unit Area. Any such purchase or ssle by W lﬁﬁftge subject always to the right of the
owner of the production to cxercise at any time its right to take in kind, or separately dh,:a dol,o ltﬁg e“:!.?ag‘t v
all oil and gas not previously delivered to a purchaser. Notwithstanding the foregoing, Opesstes shall not
make @ sale into interstate commerce of any other party’s share of gas production without first giving such
other party sixty (60) days notice of such intended sale. 01l well gas and gas well gas produ\c‘
tion shall be governed by Exhibit "E", Gas Storage and Balancing Agreement attached\
hereto. \

14. ACCESS TO UNIT AREA

Euch party shall huve occesy to the Unit Area at all reasonable times, at its sole risk, to inspect or
observe operations, and shall have access at reasonable times to information pertaining to the development
or operation thereof, including Operator’s books and records relating thereto,
furnish each of the other parties with copies of all drilling r es, daily gauge and

run tickets and reports of a rst of each month, and shall make available samples of any
See Section 30., Paragraph F, for

other provisions of this Section 14,

15. DRILLING CONTRACTS

All wells drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates
prevailing in the srea. Operator, if it so desires, may employ its own tools and equipment in the drilling
of wells, but its charges therefor shall not exceed the prevailing rates in the field, and the rate of such
charges shall be agreed upon by the partles in writing before drilling operations are commenced, and such
work shall be performed by Operator under the same terms and conditions as shall be customary and usual
in the fleld in contracts of independent contractors who are doing work of a similar nature.

18. ABANDONMENT OF WELLS

No wel), other than any well which has been drilled or reworked pursuant to Section 12 hereof for
which the Consenting Parties have not been fully reimbursed as thereln provided, which has been com-
pleted as a produce: shall be plugged and abandoned without the consent of all parties; provided, however,
if all parties do not ugree to the abandonment of any well, those wishing to continue its operation shall tender
to each of the other parties its proportionate share of the value of the well's salvable material and equip-
ment, determined in accordance with the provisions of Exhibit “C", less the estimated cost of salvaging and
the estimated cost of plugging and abandoning. Each abandoning party shall then assign to the non-
abandoning parties, without watranty, express or implied, as to title or as to quantity, quality, or fitness for use
of the equipment and materiunl, all of its interest in the well and its equipment, together with its interest in
the leasehold estate as 10, but only as to, the interval or intervals of the formation or formations then open
to production. The assignments so limited shal) encompass the “drilling unit” upon which the well is located.
The payments by, and the assignments to, the assignees shall be in a ratio based upon the relationship of
their respective percentages of participation in the Unit Area to the aggregate of the percentages of partici-
pation in the Unit Ares of all assignees. There shall be no readjustment of interest in the remaining portion
of ths Unit Area.

After the assignment, the assignors shall bave no further responsibility, liability, or interest in the
operation of or production from the well in the interval or intervals then open. Upon request of the assignees,
Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the
rates and charges contemplated by this agreement, plus any additional vost and charges which mny arise as
the result of the separate ownership of the assigned well,
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS,

Delay rentals and shut-in well payments which may be required under the terms of uny lease shall be
paid by the party who has subjected such lease to this agreement, at its own expense. Proof of each payment
shall be given to Operator at least ten (10) days prior to the rental or shut-in well payment date. Operator
shall furnish similar proof to all other parties concerning payments it makes in connection with its leases. Any
party ruay request, and shall be entitled to receive, proper evidence of all such payments. If, through mistake
or oversight, any delay rental or shut-in well payment is not paid or is erroneously paid, and as a result a lease
or interest therein terminates, there shall be no monetary liability against the party who !ailéd {0 make such
payment. Unless the party who failed to pay a rental or shut-in well payment secures a new lease covering the
same interest within ninety (90) days from the discovery of the failure to make proper payment, the interests
of the parties shall be revized on an acreage basls effective as of the date of termination of the lease involved,
and the parly who failed 10 make proper payment will no longer be credited with an interest in the Unit Area
on account of the ownership of the lcase which has terminated. In the event the party who failed to pay the
rental or the shut-in well payment shall not have been fully reimbursed, at the time of the loss, from the pro-
ceeds of the sale of oll and gas attributable to the lost interest. calculated on an acreage basis, for the develop-
ment and operating costs theretofore paid on account of such interest, it shall be reimbursed for unrecovered
aclual costs theretofore pald by it (but not for its share of the cost of any dry hole previously drilled or wells
previously abandoned) from so much of the following as is necessary to effect reimbursement:

(1) proceeds of oll and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on
an acreage basis, up to the amount of unrecovered costs;

(2) proceeds, less operating expenses thereafter incurred attributable to the lost interest on an acreage
basis, of that portion of oil and gas thereafter produced and marketed (excluding production from any
wells thercafter drilled) which would, in the absence of such lease termination, be attributable to the
lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said portion of
the oil and gas to be contributed by the other parties in proportion to their respective interests; and

{3) any moneys, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes,
the owner of the interest lost, for the privilege of i)ai'licipating in the Unit Ar'ea or becoming & party to

this contract.

Operator shall promptly notify each other party of any well shut in (and the
reason therefore) or placed on production; however, there shall be no liability for
inadvertent failure to glve said notice.

18. CHANGE OF OPERATOR C

be ready, willing and able to purchase), the purchase price, and all other te:
shall then have an optional prior right, for a period of ten (10) d
on the same terms and conditions the interest which the

e offer. The other parties
ter receipt of the notice, to purchase
party proposes to sell; and, if this optional right
is exercised, the purchasing parties shall share
each bears {o the total interest of all
chase in those cases where

urchased interest in the proportions that the interest of
asing parties, However, there shall be no preferential right fo pur-
arty wishes to mortgage its interests, or to dispose of its interests by merger,
reorganization, co; atlon, or sale of all of its assets, or a sale or transfer of its interests to a subsidiary or

any, or subsidiery of a parent company, or to any company in which any one party owns a ma-

Should a sale be made by Operator of its rights and interests, the other parties shall have the right
within sixty (60) days after the date of such sale, by majority vote in interest, to select a new Operator. If
& new Operator is not 30 selected, the transferee of the present Operator shall assume the duties of and act as
Operator. In either case, the retiring Operator shall continue to serve as Operator, and discharge its duties
in that capacity under this agreement, until its successor Operator is selected and begins to function, but the
present Operator shall not be obligated to continue the performance of its duties for more than 120 days after
the sale of ita rights and interests has been completed. '

—_—
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19. MAINTENANCE OF UNIT OWNERSHIP

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by
this contract, and notwithstanding any other provisions to the contrary, no party shall sell, encumber, transfer
of make other disposition of its interest in the leases embraced within the Unit Area and In wells, equipment
and production unless such disposition covers either:

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

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly
subject to this agreement, and shall be made without prejudice 1o the rights of the other parties.

1f at any time the interest of any party is divided among and owned by four or more co-owners, Opera~
tor may, at its discretion, require such co-owners to appoint a single trustee or agent with full authority to re-
ceive notices, approve expenditures, receive billings for and approve and pay such party’s share of the joint
expenses, and to deal generally with, and with power to bind, the co-owners of such party’s interests within
the scope of the operations embraced in this contract; however, all such co-owners shall enter into and execute
all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the
Unit Area and they shall have the right o receive, separately, payment of the sale proceeds thereof.

20. RESIGNATION OF OPERATOR

Operator may resign from its duties and obligations as Operator at any time upon writien notice of not
less than ninety (80) days given to all other parties. In this case, all parties to this contract shall select by
majority vote in interest, not in numbers, a new Operator who shall assume the responsibilities and duties, and
have the rights, prescribed for Operator by this agreement. The reliring Operator shall deliver to its successor
all records and information necessary to the discharge by the new Operator of itz duties and obligations.

21. LIABILITY OF PARTIES

The liability of the parties shall be several, not joint or collective. Each party shall be responsible
only for its obligations, and shall be liable only for its proportionate share of the costs of developing and
operating the Unit Area. Accordingly, the lien granted by each party to Operator in Section 9 is given to se-
cure only the debts of each severally. It is not the intention of the parties to create, nor shall this agreement

be construed as creating, a mining or other partnership or association, or to render them liable as partners.

22. RENEWAL OR EXTENSION OF LEASES
If any party secures a renewal of any oil and gas lease subject to this contract, each and all of the other
parties shall be notified promptly, and shall have the right to participate in the ownership of the renewal lease
by paying to the party who acquired it their several proper proportionate shares of the acquisition cost, which
shall be in proportion to the interests held at that time by the parties in the Unit Area.

It some, but less than all, of the partles elect to participate in the purchase of a renewsl lease, it ghall
be owned by the parties who elect to participate therein, in a ratio based upon the relatioﬁship of their respec-
tive percentage of participation in the unit area to the aggregate of the percentages of participation in the unit
arca of all parties participating in the purchase of such renewa)l lease. Any renewal Jease in which less than
all the parties elect 1o participate shall not be subject to this agreement,

Each party who participates in the purchase of a renewal lease shall be given an assignment of its pro-
portionate interest therein by the acquiring party.

The provisions of this section shall apply to renewal leases whether they are for the entire interest
covered by the expiring lease or cover only a portian of its area ot an interest therein. Any renewal lease
taken before the expiration of its predecessor lease, 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 a renewal lease and
shall not be subject to the provisions of this section.

The provisions in this section shall apply also and in like manner to extensions of oil and gas leases.
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2). SURRENDER OF LRASES

The leases covered by this agreement, in 30 far as they embrace acreage in the Unit Area, shall not be
surrendered In whole or in part unless all parties consent.

However, should any party desire to surrender its intevest in any lease cr in any portion thereof, and
other parties not agree or consent, the party desiring to surrender shail assign, without express or implied
warranty of title, all of its interest in such lease, or portion thereof, and any well, material and equipment
which may be Jocated thereon and any rights in production thereafter secured, to the parties not desiring to
surrender it, Upon such assignment, the assigning party shall be relieved from all obligations thereafter ac-
cruing. but not theretofore accrued, with respect to the acreage assigned and ;he operation of any well there-
on, and the assigning party shall have no further interest in the leare assigned and its equipment and production.
The parties assignee shall pay to the party assignor the reasonable salvage value of the latter's interest in any
wells and equipment on the assigned acreage, determined in sccordance with the provisions of Exhibit “C”,
lezs the estimated cost of salvaging and the estimated cost of plugging and abandoning. 1f the assignment is in
favor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions

that the interest of each bears to the interest of all parties assignee. The Assignment shall in no
event cover any lands out side the Unit Aree unless Assignor and Assignee mutually
agree thereto. '

Any assignment or surrender made under this provision shall not reduce or change the wigx;ors’ or sur-
rendering parties' interest, as it was immediately before the assignment, in the balance of the Unit Area; and
the acreage assigned or surrendered, and subsequent operations thereon, shall not thereatter be subject to the
terms and provisions of thia agreement.

24. ACREAGE OR CABH CONTRIBUTIONS

It any party recelves while this agreement iz in ferce a contribution of cash toward the drilling of a
well ar any other operation on the Unit Ares, such contribution shall be paid 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; It
the contribution be in the form of acreage, the party to whom the contribution is made shail promptly execute
an assignment of the acreage, without warranty of title, to all parties to this agreement ip proportion to their
interests in the Unit Area at that time, and such acreage shall become a part of the Unit Area and be governed
by all the provisions of this contract. Each party shall premptly notify all other parties of all acreage or
money contributions it may obtain in support of any well or any other operation on the Unit Area.

23. PROVIEION CONCERNING TAXATION

Each of the parties hereto elects, under the suthority of Section 761(a) of the Internal Revenue Code of
1934, to be excluded from the application of all of the provisions of Subchapter X of Chapter 1 of Subtitle A of
the Internal Revenue Code of 1854. If the income tax laws of the state or states in which the property covered
hereby is located contain, or may hereafter contain, provisions similar to those contained in the Subchapter of
the Internal Revenue Code of 1934 above referred to under which a similar election 1s permitted, each of the
parties agrees that such election shall be exercised. Each party authorizes and directs the Operator to execute
such an election or elections on its behalf and to file the election with the proper governmental office or
agency. If requested by the Operator so to do, each party agrees to execute and join in such an election.

Operator shall render for ad valorem taxation all property subject to this agreement which by law
should be returned for such taxes, and it shall pay all such taxes assessed thereon before they become delin-
quent. Operator shall bill all other parties for their proportionate share of all tax payments in the manner
provided in Exhibit "C",

It any tax asressment ia considered unreasonable by Operator, it may at its discretion protest such valua-
tlon within the time snd manner prescribed by law, and it may at its discretion prosecute, or
not prosecute, the protest to a final determinations When any such protested valuation shall
have been finally determined, Operator shajl pay the ﬁeumcnt for the joint account, together with interest and
penaity accrued, and the total cost shell then be assessed ageinst the parties, and be paid by them, as provided
in Exhibit “C".
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26. INSURANCE

At all times while operations are conducted hereunder, Operator shall comply with the Workmen's
Compensation Law of the State where the operations are being conducted. Opcrator shal} also carry or pro-
vide fnsurance for the benefit of the joint account of the parties as may be ouvtlined in Exhibit “B* attached
to and made a part hereol. Operator shall require all contractors engaged in work on or for the Unit Area
to comply with the Workmen’s Compensation Law of the State where the operations are being conducted and
to maintain such other insurance as Operator may require.

In the event Automobile Public Liability Insurance is specificd in said Exhibit “B”, or subsequently re-
ceives the approval of the parties, no direct charge shall be made by Operator for premiums paid for such in-~
surance for operator's fully owned automotive equipment.

27. CLAIMS AND LAWSUITS

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

The defense of lawsuits shall be under the genersl direction of a committee of lawyers representing the
parties, with Operator's attorney as Chairman, Suits rmay be settled during litigation only with the joint con-
sent of all parties. No charge shall be made for services performed by the s‘tntt attorneys for any of the
parties, but otherwise all expenses incurred in the defense of suits, together with the amount paid to discharge
any finsl judgment, shall be considered costs of operation and shall be charged to and paid by all parties in
proportion 1o their then interests in the Unit Area. Attorneys, other than staft attorneys for the parties, shall
be employed in lawsuits involving Unit Area operations only with the consent of all parties; if outside counsel
is employed, their fees and expenses shall be considered Unit Area expense and shall be paid by Operator and
charged to all of the parties in proportion to thelr then interests in the Unit Area. The provisions of this
paragraph shall not be applied in any instance where the loss which may result from the suit is treated as an
individual loss rather than a joint loss under prior provisions of \his agreement, and all such suits shall be
handled by and be the sole responsibility of the party or parties concerned.

Damage claims caused by and arising out of operations on the Unit Area, conducted for the joint ac-
count of all parties, shall be handled by Operator and its attorneys, the settlehmnt of claims of this kind shall
be within the discretion of Operator so Jong as the amount paid in scttlement of any one claim does not exceed

thirty-£five hundred ($3500.00) dollars and, if settled, the sums paid in settlement
shall be charged as expense to and be paid by all parties in proportion to their in-
tarests in the Unit Area,

18. FORCE MAJEURE

It any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under
this agreement, other than the obligation to make money payments, that party shall give to all other parties
prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the
obligations of the party giving the notice, 3o far as they are affected by the force majeure, shall be suspended
during, but no longer than, the continuance of the force majeure. The affected party shall use all possible
diligence to remove the force majeure as quickly as possible, ‘

The requirement that any force majeure shail be remedied with all reasonable dispatch shall not require
the séttlement of strikes, lockouts, or other labor difficulty by the party involved, contrary to its wishes; how
all such difficulties shall be handled shall be entirely within the discretion of the party concerned.

The term "force majeure” as here employed shall mean an act of God, strike, lockout, or other industrial
disturbance, act of the public enemy, war, blockade, public riat, lightning, fire, storm, flood, explosion, gov-
ernmental restraint, unavailability of equipment, and any other cause,. whether of the kind specifically enum-
erated above or otherwise, which is not ressonably within the control of the party claiming suspension.

3. NOTICES

Al notices authorized or required between the parties, and required by any of the provisions of this
agreement, shall, unless otherwise apecifically provided, be given in writing by United States mail or Western
Unlon Telegram, postage or charges prepaid, and addressed to the party to whom the notice is glven at the
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sddressen listed on Exhibit "A™. The originating notice to be given under any provision hereaf shall be deemed
given only when received by the party to whom such notice is directed and the time for such party to give any
notice in response thereto shall run from the date the originating notice is received. The second or any re-
spotsive notice thall be deemed given when deposited in the United States mail or with the Western Union
Telegraph Company, with postage or charges prepald. Ench party shall have the right to change its address
at any time, and from time 1o time, by giving written notice thereot to all other partiss.

35. OTHER CONDITIONS, IF ANY, ARE:

A. Unleased oil and gas interests iiu.llbe subject tofhetmandprwisim
of this Agreement only for the term set out in Exhibit "D".

If the assigning party or parties under any applicable SBection in this Agree-
ment shall be the ovmer o cwners of an unleased oil and gas interest, such perty
ar perties shall execute an oil and gas lease in lieu of an Assignment as therein
provided, using in so doing, the form of lease attached hereto as Exhibit "D" vhich
lease shall be for A primary term of One (1) year from the date of execution thereof
and 80 long thereafter as oil or gas or either of them is produced from said land
by the Lessee in paying quantities.

B. Title failure or loss of a lease or unleased oil and gas interest, shall
not relieve any party from paying its propartionste share of the cost of (1) drill-

» teating, completing an? equipping or plugging and abandoning the teat well, or
(2) operations then being conducted on a well in the Unit Area, provided it has .
-yrevicusly sgreed to participate in sald test well cr operstiocms.

C. Notwithstanding anything herein to the contrary, if any working interest
owner shall, subsequent to execution of this agreement, create an overriding royalty,
production piyment, met proceeds interest, carried interest, or any other interest
out if ite working interest (herein called "subsequently created interest™), such
subsequently created interest shall be specifically made subject to all of the terms
and provisions of this agreement. ; If the working interest owner from which such sub-
sequently created interest is created (a) failas to pay, when due, its share of costs-

- and expenses chargeable hereunder, and its share of production accruing hereunder is
insufficient to cover such costs and expenses, or (b) elects to go non-consent under
Section 12., or (c¢) elects to abandon a well under Section 16. hereof, elects to sur-
render a leass under Section 24. hereof, or othervise withdraws from this agreement,
the subsequently created interest shall be chargeable with a pro-rata portion of all
costs and expenses hereunder in the same manner as if such subsequently created in-
terests vere & working interest, and Operator shall have the right to enforce against
such gubsequently created interests the lien and all other rights granted in Saction
9. hereof for the purpose of collecting costs and expenges chargeable .to subsequently
created interests.

D. Joseph Dunigan (hereinafter referred to in this subparagraph D. as "Dunigan")
and Howard W. Jemnings (hereinafter referred to in this subparagraph D. as "Jennings™)
have elacted not to participats.in the drilling of the test well provided for in Sec-
.tion 7. and, in lieu of actual participation, agree to relinquish to the parties par-
ticipating in the costs of the test well (hereinafter referred to in this asubparagraph
D. as "drilling party" or "drilling parties"), in the proportion as set forth in Col-
umn 3B of Exhibit "A™ (Part I), all of their working interest in the drilling umit
for the test well, subject to the further provisions of subparagraph D, Section 30.

(1) The test well shall be commenced as provided {n Section 7. and shall be
drilled at the sole cost, risk and expense of the drilling parties to the depth as
specified in said Section 7. or to a depth at which production of oil or gas in pay-
ing quantities is encountered, whichever is the lesser depth.

(2) 1In the event the test well is completed either as a dry hole or if the
test well is lost for any reason prior to being drilled to contract depth, the drill-
ing parties are granted the right to commence a substitute well or wells for any. well
which has been either completed as a dry hole or is lost within thirty (30) days from
completion or cessation of operations in the prior well. Any substitute well drilled
hereunder shall be drilled subject to the same terms and conditions as provided for
the test well and shall be completed in a reasonable time from the date of commence-
mant,
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(3) Upon completion of the test well, or any substitute well therefor, as
a well capable of producing oil and/or gas in paying quantities, Jennings shall as-
sign to the drilling parties an wundivided one-half" (1/2) of his interest in the leases
contributed hereto in Unit Area B and Dunigen shall assign to the drilling parties an
undivided one-half (1/2) of his interest in the leases contributed hereto in Unit Area
A, The assignnents shall be made to the drilling parties in the percentagea set forth
in Column 3B of Exhibit "A™ (Part I). Dunigad and Jennings shall also in the same
 aforesaid proportions relinquish to the drilling parties all of their interest in the
drilling unit for said well and the drilling parties shall be deemed to own said in-
terests aubject to the reservation of & net overriding royalty of an undivided 3.84424%
reserved by Dunigan and an undivided 3.12500% reserved by Jennings of one-aixteenth of
ugbt-eighths (1/16 of 8/8) of the production from the test well with the right to
elect, as hereinafter provided, either to retain the overriding royalty or convert to
a working intereat, As a consequence of such assignments, the parties to this agree-
ment vill participate in Unit Areas A, B, C'and D, in the percentages set forth in
Columms 4C, 4D, 5, 6 and 7 of Exhibit "A" (Part I).

4) Operat:or shall furnish Dunigan and Jemnings notices and well information
as provided in this agreement and a monthly itemized statement of the cost of opera-
tions, quality and quantity of oil, casinghead gas, gas, condensate and/or distillate
and other minerals produced from the test well, Bach drilling party shall promptly
notify Dunigan and Jenmnings when the value of all oil, casinghead gas, gas, distillate
and/or condensate and other minerals produced and saved from the test well (together
with the proceeds of the sale of any material and equipment from the said well) less
_royalty, overriding royalty and Dunigan's and Jennings' overriding royalty, equals
one hundred percent (100X) of such drilling party's share of the total cost and ex-
pense of drilling, testing, conpleting and equipping the test well (including ome
hundred percent (100X) of the cost of operations incurred up to the time guch value
equals the total cost), SMW Dunigan and Jemnings at
the addresses reflected in Exhibit "A" and eac ‘the option, to bé axer-
cigsed within thirty (30) days from receipt of said notice, either to convert the over-
riding royalty to a working interest in the percentage as set forth in Exhibit "A" or
retain the overriding royalty.

(5) . If Dunigan and/or Jennings couvert to a working intereat, the drilling
parties shall release to the party or parties who have elected to convett to a working
interest-an undivided fifty percent (50X) of the said party or parties' interest in
the drilling umit for the test well and in the test well and thereafter the interests
of the parties in the test well and Unit Area B shall be in the percentages as set
forth in Column 4D, Exhibit "A" (Part I), and the overriding royalty ehall be termi-
nated. The effective date of the release of working interest and the termination of
overriding royalty shall be the date that the valua of production from the test well
equals the total cost of the test well as herein provided. (For the purpose of com-
puting the day in which the value of production equals said total cost, the overriding
royalty payable to Dunigan and Jennings and the working interest income, together with
all costs and expenses shall be calculated on a daily basis for the actual wonth in
which the said value equals the said total cost. Said cost and expenses, including
the overriding royalty payable to Dunigan and Jennings and/or the working interest
income, shall be apportioned on a daily basis for said month and the costs, expenses
and revenue shall be adjusted to the day so calculated). In the event either Dunigan
or Jemnings does not elect to convert to a working interest, the party or parties not
electing shall assign their remaining one-half (1/2) interest im the drilling unit to
the drilling parties and the drilling .parties shall. own the interest of the non-elect~
ing party or parties in the test well.

E. In the event the drilling parties fail to commence or complete the test well,
or any substitute well, the only liability for such failure will be the loss of right
to receive an assigament from Dunigan and/or Jemmings.

F. Additional Provisions Pertaining to Section 14, - Access to Unit Area. Op-
erator shall furnish each of the other parties at the earliest posaible date, copies
of all reports to any Governmental agency; reports of crude oil runs (or copies of
run tickets) and stocks; an accurate monthly report showing production and detail
disposition of the volumes of oil, condensate, water, associated gas, non-associated
gas, and other substances as wall as the volumes injected into the Unitized Formation;
true and legible copies of all electrical logs, gamma ray logs, mud logs, and other
well surveys; copies of all production tests, bottom hole pressure and temperature

- -13-



i
b
j

2;(
i

3
14

ey

Rev. 11/19/73 -

surveys, reservoir fluig mly-u. core mlyus. aml any other survey or measure-
ment conducted on said wells,

Operator shall furnish to any party any additional information pertaining
to operations on the Unit Ares wheun a special request therefor is made; however, the
cost of gathering and furnishing any additional information mot ordinarily furnished
by Operator to all parties shall be charged to the party who requests the information.

G. In the performance of this agreement, Operator agrees to comply fully with
the noadiscrimination provisions of Executive Order 11246, which are set forth in
the Equal Opportunity and Nondiscrimination Supplement attached hereto and hereby
made a part hereof as Exhibit "7."

H. Non-Operators' Lien. Each non-Operator shall have a lien on the working in-
terest of Operator in the Unit Area and on the oil and gas produced therefrom and on
the proceeds thereof to secure the payment of any amount that may st any time become
dus and payable by Operator to such non-Operator under the terms of this agreement,
together with interest thereon as herein provided,

I. The provisions of Section 19. shall not apply in connection with the sale of
a carved-out production payment as to all or part of an interest owned by a party for
a term not in excess of five (5) years for the purpose of increasing a party's cash
flow or for the purpose of increasing a party's working capital,

J. Notwithstanding the provisions of Sections 7, 11 and 12 or any other provi-
sion contained herein to the contrary, consent to the drilling of any well shall not
be deemed to be consent to the setting of casing and a completion attempt, After any
well drilled pursuant to this agreement has reached the depth previously agreed upon
by the parties, all testing and logging bas been completed and before conducting any
further operations, Operator shail give immediate notice to all of the other parties
hereto, The parties receiving such notice shall have forty-eight (48) hours (exclu-
sive of Saturdays, Sundays or legal holidays) in which to elect whether or not they
desire to set casing and participate in s completion attempt. Failure of the party
recelving such notice to reply within the said forty-eight (48) hour period shall
constitute an election by that party not to participate in the cost of the completion,
attempt. If all parties elect to plug and sbandon the well, Operator shall plug and
abandon the same at the expense of all parteis. 1If one or more, but less than all of
the parties elect to set casing and attempt a completion, all such operations shall
be conducted a‘ubjact to all of the terms and provisions of Sectiom 12.

This agreement may be signed in counterpart, and shall be 'b:lnding upon the par-
ties and upon their heirs, successors, representatives and assigns, upon execution
of all parties, and shall be effective as of the date first hereinabove written;
provided, however, this agreement shall not become binding or effective unless it
is executed by all parties and returned to Operator within ninety (90) days after
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waid date ynleas such time is extonded by agreement of all partiws,

ATTEST?
. Secretary

ATTEST:
Secretary

ATTEST:
Secretary

“15~

»

CITIES SERVICE OIL COMP,

OPERATOR

MOBIL OIL CORPORATION

By

Attornay-in~Fact

THE SUPERIOR OIL COMPANY

By

President
UNION OIL COMPANY OF CALIFORNIA

By

Attorney-in-Fact

FLAG-REDFERN OIL COMPANY

By

President

JOSEPH DUNIGAN, an individual
GREAT WESTERN DRILLING COMPANY

By

President




ATTEST:

Secretary

GULF OIL CORPORATION

By

Attorney-in~Fact
MONSANTO COMPANY

By

Attorney-in-Fact

EDMARD R, HUDSON, JR., an individual

RANDALL B. JOHNSTON, and

SHIRLEY A. JOHNSTON, husband & wife

HOWARD W.JENNINGS, an individual

NON-OPERATORS

STATE OF OKLAHOMA )

) 88
COUNTY OF TULSA )

.

On this =ZE£ day of Z‘&éméga . » 1973, before me

peraonally appeared Mark F, Pagton

, to me known to be the person who exe-

cuted the foregoing instrument as Attorney-in-Fact in behalf of CITIES SERVICE OIL

COMPANY, a Delawsre corporation, and acknowledged that he executed the same as the

free act and deed of said Cities Service 0il Company.

My Commission Expires:

-]l6~

Shérry K,/Bnow Notary Public



ATTEST:

Secretary

GULF OIL CORPORATION

By

T

Attorney-in-Fact

MONSANTO COMPANY

By

Attorney-in-Fact

EDWARD R, HUDSON, JR., an individual

RANDALL B, JOHNSION, and

SHIRLEY A, JOUNSTON, husband & wife

// —
HOWARD W,JENNINGS, ;an individual

N/

NON-OPERATORS

STATE OF OKLAHOMA )
) 88
COUNTY OF TULSA )

3

On this " day of

, 1973, before me

personally appeared

» to me known to be the person who exe-

cuted the foregoing instrument as Attorney-in-Fact in behalf of CITIES SERVICE OIL

COMPANY, @ Delaware corporation, and acknowledged that he executed the same as the

free act and deed of sajid Cities Service 0il Company.

My Commission BExpires:

-16-

Notary Public



STATE OF )

) 8§
COUNTY OF )

On thise day of » 19 -, before me
parsonally appeared , to me known to be the
person who executad the foregoing instrument as Attomey—in-Facr. in behalf of

a

corporation, and acknowledged tha: he executed the same as the free act and deed
of said .

Notary Public
My Cocmission Expires:
STATE OF ' )

. ) s8

COUNTY OF )

On this the - day-of - . - ... o . - v 19 - -
personally appeared , to me personally
known, who being by me duly sworn did say that he is the President of

, and that the seal affixed . .
to the foregoins instrument 1is ﬂxe corporate seal of said carporation, and that
sadd instrument was signed and sealed in behalf of aaid conmtation by authorit.y»
of its Board of Directors, and said
|cknov1edgea said instrument to be tha Ttee act and deed of said corporation.

IN WITNESS WHEREOF, I htve hereunto set ‘my hand and affixed my official
seal the day and year in this certificate above written.

Notary Public

My Coumimsion Expires:

STATE OF jg:ﬁ,.— N
— ) ss
COWNTY OF /:wml' )
On this A/‘d / 7f %:Mm » 19 ﬁ before
ne personally appeared . ‘=74 Co b tnnpr e 'y £O. me known to be.
the perason described in and who executed the forzegoing instyument, and’ acknowledged .
that he executed the same as his free act and deed. =~ = _~

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
seal the day and year in this certificate above written,

}I/Lmu—umﬁz U/ bt
v

ary Public

My Commission Expires:

Jrn [ 17 2V
I 4

-37-



waid date unloss such time ig extended by agreement of all pnttiua.
CITIES SERVICE OIL COMPANY

By

Attorney-in~Fact

OPERATOR -

MOBIL. OIL CORPORATION

By L :
~ Attorney~in~Fact
ATTEST; - | THE SUPERIOR OIL COMPANY
, By. _ g
Secretary ) President

UNION OIL COMPANY OF CALIFORNIA

By
Attorney-in-Fact
ATTEST: - ©° TFLAG-REDFERN OIL COMPANY
By
Secretary . President

ATTEST: GREAT WESTERN DRILLING COMPANY

By )
Secretary - _ . B : _ Pregfdent

-15-



STATR OF )

) 88
COUNTY OF )

On thie day of , 19 , before me
psrsonelly appedred , to me known to be the
person who executaed the foregoing instrument as Attorney-in-Fact in behalf of

y 8

corporation, and acknowledged that he executed the same as the free act and deed
of said .

Notary Public
My Comminsion Expirest
STATE OF )

) 58

COUNTY OF )

On this the " day of y 19 s
personally appeared , to we personally

knovn, who being by me duly sworn did say thac he 1s the President of
, and that the seal affixed
to the foregoing instrument is the corporate seal of said corporation, and that
said fustrument was signed and sealed in behalf of sald corporation by authority
of its Board of Directors, and said
acknowledges said instrument to be the free act and deed of said corporatiom.

IN WITNESS WHEREQOF, I have hereunto pet my hand and affixed my official
seal the day and ysar in this certificate above written,

Notary Public

My Commimssion Expires:

STATE OF __ TEXAS )
) s8
COUNTY OF _ EI, PASO )
On this 26th day of July ' » 1973 , before

u peraonally appeared JOSEPH 1., DUNIGAN , to me known to be
4$3thc person described in and who executed the foregoing instrument, and acknowledged
: ;»thlq\hc.executed the same as his free act and deed.

hre Z'IB WITNESS WHEREOF, 1 have hereunto set my hand and affixed my official
l‘ll :he ‘day and year in this certificate above written.

A\( - .
(\/ub\ (’lrJ {’v—t[(g &t

Notary Public

¥y Commission Expires:
dune 1, 1975

-17-



sald date unloss such time is extended by agreement of all partiea.
CITIES SERVICE OIL COMPANY

By

Attorney~-in-Fact

OPERATOR

MOBIL OIL CORPQRATION .

By
Attorney_-in—!‘act
ATTEST: : ' THE SUPERIOR OIL COMPANY
By -
Secretary . President

UNION OIL COMPANY OF CALIFORNIA

24
Attorney-in-Fact
ATTRST: - ~ " FLAG-REDPERN OIL COMPANY
By
Secretary . ‘President

JOSEPH DUNIGAN, an individual

-~

ALk
7 ¢ Assidtant Secretary

4

GREAT WESTERN DRILLING COMPANY

i ZEE Pregident

-ls‘



STATR OF )
) s8
COUNTY OF )

On thias day of , 19 , before me
parsonsally appeared s to me xnown to be the
person who executed the foregoing instrument s Attorney-in-Fact in behalf of

. : . a
corporation, and acknowledged that he executed the same ;s the free act and deed
of said .

Notary Public
My Commission Expires:
STATE OF TEXAS ) I
) 8§
CoUNTY OF MIDLARD )

On this the 6th day of August » 1973,
personally appearad John Hampton , to me personally
kaown, who being by me duly sworn did say that he is the _vice President of

Creat Western Drilling Company , and that the seal affixed

to the foregoing instrument is the corporate seal of said corporation, and that
said instrument was aigned and sealed in behalf of said corporation by authority
of its Board of Directors, and said John Hamptan

acknowledges said inetrument to be the free act and deed of said corporation.

IN WITNESS WHEREOF, I have hareunto set my hand and affixed my official
seal the day and year in this certificate above written,.

C G
Gry (.. (M7
%

BRI Notary Public

D o

N e

..,';"', . ‘!_ ."'v (’
¥y Commuission Expires:
-2 { GARY E. OWEN

. MR COMMISSION EXPIR

ey

STATE OF )
) 88
COUNTY OF )
On this day of ' s, 19 , before
me personally appeared , to me known to be

the person described in and who exacuted the foregoing instrument, and acknowledged
that he executed the same as his free act and deed.

IN WITNESS WHEREOF, 1 have hereunto get wmy hand and affixed my official
sosl the day and year in this certificate above written,

Notary Public

My Conmission Expires:

-17=



Ams'rx ’ GULF 011 CORPORATION u o
';. T . —
f’s 7 M S cge - i\ \ A 1 F I t

R . e tary - ttomey— n-Fact %

i "l\"'{;" . /4§b

":r R ’y o Lo ‘\ .

Tl - MONSANTO COMPANY .
By

Attorney-in-Fact

EDWARD T, HUDSON, JR., an individual

RANDALL B. JORNSTON, and

SHIRLEY A, JOHNSTON, husband & wife

HOWARD W.JENNINGS, an individual

NON-OPERATORS
STATR OF OKLAHOMA )
) 88
COUNTY OF TULSA )
On this " day of B 1973, before me
personally appeared , to me kaown to be the person who exe~

cuted the foregoing instrument as Attorney-in-Fact in behalf of CITIES SERVICE OIL
COMPANY, a Delawgre corporation, and acknowledged that he executed the same as the

free act and deed of said Cities Service 011 Company.,

Notary Public

My Commission Expires:

~16=



- ' ks "‘
[
STATE OF M ) v
: ) ss
COUNTY OF W )

\

[y

On this {o day of O-——r* , 19 , before me

paracnally appeared , to me known to be the
,perlon who executad the Eoregoing instrument as Attomey-in—?act in behalf of

il oo a
. corporation, and acknovledged thaﬁe executed the same as the free act and deed
ot uid W, R, ooy .
e ‘ ) Eatary Public
" My Commission Expires: nfz":"" Mo

‘ T X ¥
. 33
STATE OF ) I
) 88
COUNTY OF )
On this the day of ) s 19 s
personally appeared ' ,» to me personally
known, who being by me duly sworn did say that he is the President of

, and that the seal affixed .
to the foregoing instrument 1s the corporate seal of said corporation, and that
said {nstrument was signed and sealed in behalf of said corporation by authority
of its Board of Directors, and said
acknowledges said instrumant to be the free act and deed of said corporation,

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
seal the day and year in this certificate above written,

Notasry Public

iv Commission Expirest

STATE OF * )
) s8
COUNTY OF )
On this day of ' » 19 , before
me personally appeared , to me known to be

the person described in and who executed the foregoing instrument, and acknowledged
that he executed the same as his free act and deed.

) IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
seal the day and year in this certificate above written,

Notary Public

My Commiseion Expires:

“)7~-



ATTEST!: . GULY OIL CORPORATION

By .
Secretary i  Attorney-in-Fact

& e

Attorney-in-Fact

EDWARD R. HUDSON, JR,, an individual

RANDALL B, JOHNSTON, and

SHIRLEY A, JOHNSTON, husband & wife

HOWARD W.JENNTEGS. an 1odividual
NON-OPERATORS
STATE OF OKLAHOMA )
) 88
COUNTY OF TULSA )
On this . day of , 1973, before me
personally appeared , to me known to be the person who exe-

cuted the foregoing instrument as Attorney-in-Fact in behalf of CITIES SERVICE OIL
COMPANY, a Delaware corporation, and acknowledged that he executed the same as the

free act and deed of maid Cities Service 0il Company,

Notary Public

My Commission Expires:

-{G~



’ H A
¢ Ay
"'lnu.cnl"

¢ [

STATE OF TEXAS )
) ss
COUNTY OF HARRIS )

On this .7/ .. A day of July , 19 73 , before me
porsonally appeared TRUDY SO 7 , to me known to be the
person who executed the foregoing instrument as Attorney-in-Fact in behalf of

MONSANTO COMPANY y @ __Delaware
corporation, and acknowledged that he executed the same as the free act and deed
of said MONSANTO COMPANY

2/‘4([ J ’Z/fb.) 001[‘//

'“'ng -7 j¥otary Public

: My: Cpnuuloion.zxpireo:

Jnne 1, 1975

0
0}
K

STATR OF Yy

) 88

COUNTY OF )y o
On this the day of » 19 >
personally appeared » to me personally
known, who being by me duly sworn did say that he is the President of

s and that the seal affixed
to the foregoing instrument is the corporate seal of said corporation, and that

said instrument was signed and sealed in behalf of said corporation by authority
of its Board of Directors, and said .
acknowledges said instrument to be the free act and deed of said corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
seal the day and year in this certificate above written.

Notary Public

My Coumission Expires:

STATE OF : )
) s8
COURTY OF __ )
On this day of s, 19 s before
ma personally appesred , to me known to be

the person described in and who executed the foregoing instrument, and acknowledged
that he executed the same as his free act and deed.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
seal the day gnd year in this certificate above written,

Notary Public

My Coumission Expires:

-17-



)

ATTEST:

Secretary

STATE OF OKLAHOMA )
) s8
CUUNTY OF TULSA )

Y
.

On this " day of

personally appeared

. GULY OIL CORPORATION

»’

By

" Attorney-in-Fact
MONSANTO COMPANY ¢
By

Attorney-in-Fact

FDWARD T, HUDSON, JR., an indlvidual

R A

B. Joxmiron, and

& wife

usban&

HOWARD W.JENNINGS, an individual

NON-OPERATORS

,» 1973, before me

, to me known to be the person who exe-

cuted the foregoing instrument as Attorney-in-Fact in behalf of CITIES SERVICE OIL

" COMPANY, a Delaware corporation, and acknowledged that he executed the same as the

free act and deed of said Cities Service 0il Company.

My Commission Expires: '

-l6-

Notary Public



4

(g == 2 =
JOINT ACKNOWLEDGMENT

THE STATE OF TEXAS,
COUNTY OF MIDLAND }
BEFORE ME, the undersigned, a Notary Public in and for said County and State, on this day personally appeared
RANDALL ,B. JOHNSTON and SHIRLEY A, JOHNSTON ", his wife, both
known to me to be the persons whose names are subscribed to the foregoing instrument, ana acknowledged to mu' that
they each executed the same for the purposes and consideration therein expressed, and the said SHIRLEY A.
JOHNSTON , wife of the said RANDALL B. JOHNSTON
having been examined by me privily and apart from her husband, and having the same fully explained to her, she, the

said S SH.I\RL‘EY A. JOHNSTON acknowledged such instrument to be her act and deed, and she
mml::d tht:t sth: M.yvl!lgngly signed the same for the purposes and consideration therein expressed, and thet she did not
wigh tc_retract i S ' )

A ,'qxvm{‘unnsn ngjy_:iimn AND SEAL OF OFFICE, thisthe  8th dayof October A.D.19 73
ERITIEY W TR %‘%%__Zztfi@/_"-_

3

TR Notary Publicinandfor  Midland County, Texas.
S , La M. SAUNDERS _ _
m Commission Expires June 1, ZZ2.7%

STATE OF Yy
) 88
COUNTY OF )
On this the day of , 19 ,
personally appeared : , to me personally
known, who being by me duly sworn did say that he is the President of

, and that the seal affixed
to the foregoing instrument is the corporate seal of said corporation, and that
said instrument was signed and sealed in behalf of said corporation by authority
of ite Board of Directors, and said '
acknowledges said instrument to be the free act and deed of said corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
seal the day and year in this certificate above written. )

Notary Public

iv Commninsion Expires:

STATE OF 3
) s8
COUNTY OF )
On this day of ' » 19 » before
ms parsonally appeared , to me known to be

the parson described in and who executed the foregoing instrument, and acknowledged
that he executed the same as his free act and deed.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
seal the day and year in this certificate above written.

Notary Public

My Commission Expires:

-17-



w -

. GULF OIL COMPANY

By

Attomey-1in-Fact

MONSANTO COMPANY @

By -

Attorney~in~Fact

EIM. k. H » JR., indIviduaM

NON-OPERATORS ‘.Ann F. Hudson,_ his wife

STATE OF OKLAHOMA )
) ss
COUNTY OF TULSA )

On this day of o, 1973, before me

personally appeared o 5 to ma known to be the person who exe-

cuted the foregoing instrument as Attorney-in-Fact in behalf of CITIES SERVICE OIL
COMPANY, a Delaware corporai:ion, and acknbwledgedlthat he executed the same as the

free act and deed of said Cities Service 0il Company.

Notary _Xfublic
My Commission Expires:

]G




STATE OF )

) S8
COUNTY OF )
On this day of ; » 19 s before me
personally appeared , to me known to be the

person who executed the foregoing instrument as Attorney-in-l'act in behalf of

corporation, and mmowledged that he executed ﬁxe sanme aa the free act and deed
of said ]

Notary Public
My Commission Expires:

STATE OF )
) ss
COUNTY OF )
Oan this the day of "‘ » 19 s
personally appeared , to me personally

known, who being by me duly swotn did say that he 1s the President of
, and that the seal affixed
to the foregoing instrument is the corporate seal of said corporation, and that
said instrument was signed and sealed in behalf of said corporation by authority
of its Board of Directors, and said
acknowledges said instrument to be the free act and deed of said corporation.

IN WITNESS WHEREOF, I have hereuanto set my hand and affixed my official
seal the day and year in this certificate above written.

“Notary Public

My Commission Expires:

STATE OF Texas )
) s8
COUNTY OF Tarrant )
On this . 29 ) day of June , 19 73 , before

me personally appeared _ Edward R. Hudson,Jr. &Ann F. Hidspmo me known to be
the person described in and who executed the foregoing instrument, and acknowledged
that he executed the same as his free act and deed.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
seal the day and year in this certificate sbove writtem.

Nc;t;ry Public
My Commission Expires':
6/1/75

-16~



sald date unless such time 1s extended by agreement of all parties.

)

CITIES SERVICE OIL COMPANY

By

Attorney—iﬁ—?act

OPERATOR

MOBIL OIL CORPORATION

By
Attorney-in-Fact
ATTEST: THE SUPERIOR OIL COMPANY
By .
Secretary . President

UNION OTL COMPANY OF CALIFORNIA

By

Attorney-in-Fact

FLAG-REDFERN OIL COMPANY

Secretary

JOSEPH DUNIGAN, an individual
ATTEST: GREAT WESTERN DRILLING COMPANY

By
Secretary . President

———————
-

~14-



STATE OF )

) ss
COUNTY OF )
On this day of : > 19 , before me

personally appeared , to me known to be the
person who executed the foregotng instrument as Accorney-in-ract in behalf of

a
corporation, and aéknowledged chat he executed the same as the free act and deed
of said .

Notary Public

My Commission Expires:

STATE OF @ f 2o’ )

) s§

COUNTY OF ﬂ‘dé“ z )

On this the
personally appeared
ein

» 19 73

. , to me personally
8 the : President of
, and that the seal affixed
ptite seal of sald corporation, and that

T goifg ins e/zotp
said 1nstrument was signed and sealed in behalf of saig corpgrati y authority
of its Board of Directors, and said g
acknowledgea said instrument to be the Zree act Znd deed Of aaid"Efporation.
- PUEy IN WITNESS WHEREOF, I have heremnto set my hand and affixed my official
‘agai ‘the’ day ‘and year in this certificate above written.

~—. . .\ t‘-,‘-

- oBa einny vt'z'xv"«w < .
o Midlsud Couily, Texas .
,”, r_\v-;,-_-wit.on u.p.us cuse 1, 3% . tary Public

Hy Cqmmishion Expires:

STATE OF . )
) 88
COUNTY OF )
On this . day of " : , 19 » before

me personally appeared , to me known to be
the person described in and who executed the foregoing inatrument, and acknowledged
that he executed the same as his free act and deed.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
seal the day and year in thig certificate above written.

Notary Public

My Commission Expires}

-16=



said date unless sych time ls extended by agreement of all partiea.

CITIES SERVICE OIL COMPANY

By

.Attorney~in~Fact

OPERATOR

ATTEST:

Secratary
ATTEST:

Secretary
ATTEST:

Sacretary

-15-

MOBIL OIL CORPORATION

By

Attorney-in~Fact
THE SUPERIOR OIL COMPANY

By

President

- UNION OIL COMPANY OF CALIFORNIA

By ngﬁ At/ e
Attorney-in-Fact

FLAG-REDFERN OIL COMPANY

by

President

P

JOSEPH DUNIGAN, an individual

GREAT WESTERN DRILLING COMPANY

By

President



STATE OF 2 e )

.. ) S8
COUNTY OF ). ] /):,ad )

On this  32c¢ /A day of f\( i, . 1973, before me
peraonally appeared JOHN HANSEN o) , to me known to be the
rson who exacutad the fotego}ng instrument as Attorney- 1n—Fact/kn behalf of

EL"L i "l" T,y a Ll N

corporntion, and acknqw nged haf he eage uted the game as the frgh act and deed
of sadd. Ly v /"

‘1. NN ) \ ; /'\1 T4y

A A ’
Z &7)11,« /J.j4ﬂ"’ sLA . Sroa

Notary Public

STATE OF ) I
) 8s
COUNTY OF )
On this the day of ) , 19 ’
personally appeared , to me personally

known, who being by me duly sworn did say that he is the President of
, and that the seal affixed
to the foregoing instrument is the corporate seal of saild corporation, and that
said instrument was signed and sealed in behalf of gsaid corporation by authority
of its Board of Directors, and said

acknowledges said instrument to be the free uct and deed of said corporation.

IN WITNESS WHEREOFP, I have hereunto set my hand and affixed my official
seal the day and year in this certificate above written,

“Notary Public
My Commission Expires:

STATE OF v )
) ss
COUNTY OF )
On this day of _ ’ , 19 , before
mwe personally appeared , to me known to be

the person described in and who executed the foregoing instrument, and acknowledged
that he executed the same as his free act and deed.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my offictal
seal the day and year in this certificate above written,

) Notary Public.
My Commission Expires:

-17~



waid date unless such time is exteaded by agreement of all parties.

By
Attorney-in~Fact
QOPERATOR
™ APFROYED |
MOBIL OIL CORPORATION . INT.
NT. .
X (;AS . .'ﬁ
. ENGR. /v 7
B \ - LEGAL 1} 2y
: D
ttorndy~-in- E R
1

ATTEST:

Secretary
ATTRST:

Secretary
ATTEST:

Secretary

-~]15-

CITIES SERVICE- OIL COMPANY

THE SUPERIOR OIL COMPANY

By

President

UNION OIL COMPANY OF CALIFORNIA

By

A::omey-in-ract

FLAG-REDFERN OIL COMPANY

By

President

JOSEPH DUNIGAN, an individual

GREAT WESTERN DRILLING COMPANY

By

President



d &

y g » 1973, before me
Al , to ma known to be the

strdment as Attorney-in-Fact in behsa)f of
, 7 L0 BN 2249 A LA y 8
corpornt cm, and cknowleded that e executed he same as the freefact and dead
ot said wﬁ - .
Notary Public

Ww%mz

m:r'x or ‘ )

) S8
COUNTY OF )
On this the day of y 19 ’
personally appeared , to me personally
knowa, who being by me duly sworn did say that he is the President of

, and that the seal affixed
to the foregoing instrument is the corporate seal of said corporation, and that
said instrument was signed and sealed in behslf of sald corporation by authority
of its Board of Directors, and said
acknowledges said instrumant to be the free act and deed of said corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
sea) the day and year in this certificate above written, .

Notary Public

My Commission Expires:

- '/
STATE OF K )
) s§ e
COUNTY OF ) //
On this day of ’ , 19 , before
ma personally appeared , to me known to be

the parson described in and who executed the foregoing instrument, and acknowledged
that he executed the same as his free act and deed.

IN WITNESS WHEREOF, I have hereunto set wy hand and affixed my official
ssal the day and year in this certificate above written.

Notary Public

My Commission Expires:

-]~



said date unless such time iy extended by agreement of all partiss,

CITIES SERVICE OIL COMPANY

By

{Attorney~in-Fact

OPERATOR

MOBIL OIL CORPORATION

By

Attorney-in-Fact
THE SUPERIOR OIL COMPANY

By -
CE  President

UNION OIL COMPANY OF CALIFORNIA

3y
Attorney-in-Fact
ATTEST: FLAG-REDFERN OIL COMPANY
By
Secretary President

o m—

JOSEPH DUNIGAN, an individual

ATTEST: GREAT WESTERN DRILLING. COMPANY

By
Secretary President

15—



STATE OF )

) s§
COUNTY OF )
On this day of » 19 , before me
patsonally appeared , to m8 known to be the

person who executed the foregoing instrument as Attorney-in-Fact in behalf of

a
corporation, and acknowledged that he executed the same c.u the free act and deed
of esaid .

Notary Public

My Commission Expires:

STATR OF oy o/ )
) S8
COUNTY OF mé»M )

On this the g day ofW , 1973
personally appeared J L Tormon ,.to me personally
known, who being by me duly sworn did say that he is the Y. “<President of

THE Sussiicr Cin COMPANY ,» and that the seal affixed

to the foregoing instrument 1s the corporate seal of said corporation, and that
said instrument was signed and sealed in behalf of saild corporation by authority
of ite Board of Directors, and said Biorman

scknowledges said instrument to be the free act and deed of said corporation,

seal the day and year in this certificate above written.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official

¥y Commisaion Expires: OORINNESIEEU: R
Watary Pubfic tn and for Harris County, Teas
mmmmumz.m '
STATE OF . )
) S§.
COUNTY OF )
On this day of : » 19 , before
ma personally appeared , to me known to be

the person described in and who executed the foregoing instrument, and acknowledged
that he executed the same as his free act and deed.

IN WITNESS WHEREOF, I have hereunto get my hand and affixed my official
seal the day and year in this certificate above written.

Notary Public

My Commiseion Expires:

=l7=



said date unlesas such time is extonded by agreement of all parties.

ATTEST

Secretary
ATTEST :

Secretary
ATTEST:

Secretary

—————

CITIES SERVICE OIL COMPANY

By

Attorney-in-Fact

OPERATOR

-15=-

MOBIL OIL CORPORATLON

By

Attorney~in-Fact
THE SUPERILOR OIL COMPANY

By

President

UNION OIL COMPANY OF CALIFORNIA

By

Attorney-in-Fact

FLAG-REDFERN OIL COMPANY

By

President

JOSEPH DUNIGAN, an individual

GREAT WESTERN DRILLING COMPANY

By

Preafdent



ATTEST: GULF OIL CORPORATION

By
Sacretary ' Attorney-in-Fact

MONSANTO COMPANY

By

Attorney-in-Fact

EIWARD R. HUDSON, JR., an individual

RANDALL B, JOHNSTON, and

SHIRLEY A. JOHNSION, husband & wife

HOWARD W,JENNINGS, an individual

NON-OPERATORS

STATE OF OKLAHOMA )
) 88
COUNTY OF TULSA )

On this day of » 1973, before me

personally appeared , to me known to be the person who exe~

cuted the foregoing instrument as Attornmey~-in-Fact in behalf of CITIES SERVICE OIL
COMPANY, a Delaware corporation, and acknowledged that he executed the same as the

free act and deed of said Cities Service 0il Company.

Notary Public

My Commission Expires:

-16-



STATE OF

) 8§
COUNTY OF )
On thia day of » 19 , before me
parsonally appeared , to me known to be the

person who exscuted the foregoing instrument as Attorney-in-Fact {n behalf of

a
corporation, and acknowladged that he executed the same :u the free act and deed
of said .

Notary Public

My Commission Expires!

STATE OF )
) 88
COUNTY OF )
On this the day of , 19 ,
personally appeared , to me personally
known, who being by me duly sworn did say that he is the President of

, and that the saal affixed
to the foregoing instrument is the corporate seal of said corporation, and that
said instrument was signed and sealed in behalf of said corporation by authority
of its Board of Directors, and said
acknowladges said instrument to be the free act aad deed of sald corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
geal the day and year in this certificate above written. )

Notary Public

My Commission Expires:

STATE OF )
) ss
COUNTY OF )
On this day of , 19 , before
me personally appeared , to me known to be

the parson described in and who executed the foregoing instrument, and acknowledged
that he executed the same as his free act and deed.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
saal the day and ysar in this certificate above written,

Notary Public

My Commission Expires:

-17-
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EXHIBIT "A" (Part I) - Attached to and made a part of Operating Agreement dated

(1)

June 11, 1973,

between CITIES SERVICE OIL COMPANY, as Operator, and

MOBIL OIL CORPORATION, et al, as Non-Operators.

LANDS SUBJRCT

- Unit Area A -

Unit Area B -

TO CONTRACT (Unit Area): -

R/2 of Section 15 and all of Sections 22 and 23,
Towuship 20 South, Range 28 East, Eddy County,
New Mexico, limited 'to rights below the depth of
1,200 feet and to the base of the Devonian Forma-
tion.

8/2 of Section 14, Township 20 South, Range 28 East,

. RBddy County, New Mexico, limited to rights below the

Unit Area C -

Unit Area D -

depth of 1,200 feet and to the base of the Devonian
Formation.

R/2 of Section 14, Township 20 South, Range 28 East,
Eddy County, New Mexico, limited to rights below the
depth of 1,200 fest and to the base of the Davonian
Formation.

§/2 of Section 15, Township 20 South, Range 28, East,
Rddy County, New Mexico, limited to rights below the
depth of 1,200 feet and to the base of the Devonian

Formation,

@ ADDRESSES OF PARTIES TO WHICH NOTICES SHOULD BE SENT:

Citfes Service Oil Company
P. 0. Box 300
Tulsa, Oklahoma 74102

Mx, Joseph Dunigan
Bassett Tower

301 Texas Avenus
El Paso, Texas 79901

Flag-Redfern 011 Company
Attn: Mr. Earl A. Rogers
P. O, Box 23

Midland, Texas 79701

Great Western Drilling Company
Attn: Mr, John B, Huckabay, Jr.
P. O, Box 1659

Midland, Texas 79701

Gulf 011 Corporation .
Attn: Mr, Robert E, Griffith
P. O, Box 1150

Midland, Texas 79701

Mr. Edward R, Hudson, Jr.
1000 First National Building
Fort Worth, Texas 76102

Mr. Howard W. Jeonings .
117 Port Worth National Building
Fort Worth, Texas 76102

Part 1
-l

Mr. ‘Randall B, Johnston
P. 0. Box 1824
Midland, Texas 79701

. Mobil 01l Corporation

Attn: Mr. John D. Boward
P, 0, Box 633
Midland, Texas 79701

cc: Mobil 011 Corporation
Attn: Mr, Jim Posey
P, 0. Box 820
Roswell, New Mexico 88201

Monsanto Company

Atta: Mr. Bill Basgil
101 North Marienfeld
¥idland, Texas 79701

The Superior 01l Company
Attn: Mr, Raymond Parker
P. 0. Box 1900

Midland, Texas 79701

Union 011 Company of California
Attn: Mr, W, M. Stanley

300 Security Bank Building
Roswell, New Mexico 88201
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'(3) CONTRIBUTIONS AND INTERESTS OF PARTIES UNDER AGBEEMENT:

Columm 3B

Drilling Parties'
Farmout Participation

Column 1 Column 2A Column 2B Column 2C Column 2D Columm 3A
’ Net Acres Net Acres
Net Acres Committed Committed Conmitted
to all Unit Areas to Unit to Unit
. Parties Net Acres Acres Percentage Area B Only Area C Only Acres
Cities Service 0il Company 913.3334 913.3334 un.nauuwu -0- Q- 913.3334
The Superilor 01l Company aoo.oooo 400,0000 15.87302% =0~ ~0- 400, 0000
Union 01l Company of nuwumonﬂﬁu 160.0000 160.0000 6.349212 -0~ -0~ 160.0000
Flag-Redfern 011 Company 100.0000 Moo.oooo 3.96825%2 ~0- ~0- 100.0000
Great Western Drilling Company 80.0000 80.0000 3.17461% ~0- -0 80.0000
.acwﬂ.OWH Corporation 60,0000 60.0000 . 2,38095% ~Q- ~0- 60.0000
Monsanto Company S 60.0000 60.0000 2.38095% -0~ -0~ 60.0000
Edward R. Hudson, Jr, . 46,6666 46,6666 1.85185% -0- ~0= 46.6666
Randall B. Johnston and Shirley A, 40,0000 40.0000 1.58730% -0- -o- 40.0000
uorbmnon. husband and wife
Mobil 011 Corporation 560.0000 560,0000 22.22222% =0~ 0= -0-
Joseph Dunigan 100.0000 100.0000 3.96825% -0- -0- -0~
Howard W. Jennings#® - 40,0000 . =0~ 0= 10.0000%» 10.00004* (e
2560.0000 2520.,0000 100.00000% 10,0000 10.0000 1860.0000
# 20 net acre interest in SW/4 of Section 15 is
not committed to this agreemant,
#%10 net acre interest in the E/2 NER/4 and 10 net
acre interest in the E/2 SB/4 of Section 14 is
the only portion of Howard W, Jemnings' interest
committed to the Unit,
. . Part 1

2=

Percentage
49.10395%

21.50538%
8.60215Z
5.376342
4,30108%
3.22580%
3.22580%
2.50896%
2.150542

-0-
-0-
~0-

100.00000%
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Column 4A* Colum 4B** Columm 4C Column 4D Columm 5 Columm 6 Column 7
Participation in Test Well Cost and Unit Area B
Parties Prior to Payout After Payout Unit Area A Unit Area C Unit Area D
Cities Service 01l Company 35.11078 + 3.42217 = 38.53295 36.82186 37.21767 36.05462 34,89157
The Superior 0il Company 15,37698 + 1.49876 = 16.87574 16.12636 16.29971 15.79034 15,28098
Union 01l Company of California 6.15080 + 239950 = 6.75030 6.45055 6.51990 6.31615 6.11241
Flag-Redfern 011 Company 3.84424 + 37470 = 4.21894 4,03159 4.07492 3.94758 3.82024
Great Western Drilling Company 3.07540 + .29975 = 3.37515 3.22527 3.25995 3.15808 3.05620
Gulf 011 Corporation 2.30655 + 222481 = 2,53136 2.41896 2.44495 2.36855 2,29214
Monsanto Company 2.30655 + 22481 = 2.53136- 2,41896 2.44495 2.36855 2.29214
Edward R, Hudson, Jr. 1.79398 + 17486 = 1.96884 1.88141 1.90163 1.84220 1.78278
Randall B. Johnston and Shirley A. 1.537720 + .14988 = 1.68758 1.61264 1.62997 1.57903 1.52810
Johnston, husband and wife
Mobil 011 Corporation 21.52778 + -0- = 21.52778 21.52778 22.22222 21.52778 20.83332
Joseph Dunigan -0~ -0- -0~ 1.92212 1.98413 1.92212 1.86012
Howard W. Jennings -0- =0- —0- 1.56250 -0- 3.12500 6.25000%%*
93.03076 6.96924 100.00000 100,00000 100.00000 100.00000 100.00000

* Proportionate share of Unit Area B after deducting Jennings' 3.125%

and Dunigan's 3.84424X.

** Proportionate share of Farmout interests.
*%*% This interest is not committed, but does represent 6,25 of interest

in Unit Area D.

Part 1
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EXHIBIT "A" (Part II)

Schedule of Lands and Leases

Eddy County, New Mexico

Attached to and made a part of Operating Agreement dated June 11, 1973, between CITIES
SERVICE OIL COMPANY, as ovmnwnvn.» and MOBIL OIL CORPORATION, et al, as Non-Operators.

Lease Basic
Tract Number. Serial #, Royalty ]
No, Description of Acres Exp. Date _and % Lessee of Record Int. Overriding Royalty Owner and %* Working Interest Owner and I
1. T-20-S, B-28-E 320.00 LC-050797 12.51 Barber 011 Company 100Z George D. Riggs .9500000 Cities Service 0il 72,9166%
Section l4: E/2 E/2; H.B.P. to , Company
Section 15: SW/4 32.0% Neil H. Wills +3562500
Edward R. Hudson, Jr. 14,5834%
Barber 011, Inec. 1.0035000
. . . Howard W. Jennings 12, 5000%
Richard A, Hall .2676000
James E. Hall .2676000
Charles L. Hall .2676000

*Overriding royalty burden for Tract 1 to be borme

as set forth on Page 4.

Part Iy

Albuquerque National
Bank, Trustee for
Kathryn Rae Brandenburg,

a minor .2007000
Rubie C. Bell .5908625
Albuquerque Natfonal

Bank, Trustee of S. W,

Crosby III Trust #1 .5908625
Elyse S. Patterson .0593750
Sue S. Graham .3938750
Sally S, Toles .0593750
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Lease Basic
Tract Number Serial #, Royalty
No. Description of Acxres Exp. Date and X Lessee of Record Int, Overriding Royalty Owner and % Working Interest Owner and 2
2. T-20-5, R-28-E 400.00 NM-6856 12.5% Cities Service 0il 100Z None Cities Service 0il 1002
Section l4: W/2 E/2, 8/1/73 to Company Company
s/2 WW/4, SW/4 25.0%
3. T-20-8, R-28-E 120.00 NM~-8941 12,52 Cities Service 04i1l 100Z None Cities Service 011 1002
Section 23: SE/4 NW/4, 3/1/79 Company Company
E/2 SW/4 .
4. T-20-S, R-28-E 40.00 NM-15003 12.5% Cities Service 01l 1002 Robert Kumkel 4.0000%Z Cities Service 0il 100%
Section 23: SE/4 SE/4 3/1/82 Company 757 Northcliffe Drive Company
Salt Lake City, Utsh
5. T-20-8, R-28-E 40.00 NM~17099 12.5Z Mobil 0il Corporation 100% Ray Dunn and 5.0000% Mobil 0il Corporation 100%
Section 23: SW/4 SE/4 Ext. John Halagan
: 8/29/74 5787 Rast Iowa
Fresno, California
6. T-20-S, R-28-E 400.00 NM-17101 12,57 The Superior 0il 1002 Pauline Swinehart 4,0000% The Superior 01l 100%
Section 22: E/2 NW/4, Ext, Company 658 Tam O'Shanter Company
W/2 NE/4, SE/4 NE/&, 8/29/74 Las Vegas, Nevada-
NW/4 SE/4, SE/4 SE/4,
SE/4 SW/4; Section
23: SW/4 SW/4, NW/4 SE/4
7. T-20-S, R-28-E 80.00 NM-17102 12.5%7 Great Weatern 100Z Joe B. Schutz 3.0000% Great Western Drilling 1002
Section 22: W/2 SW/4 9/1/77 Driliing Company 116 Valley Drive Company
' Santa Fe, New Mexico
8. T-20-S, R-28-E 120.00 NM=-17220 12,5% Cities Service 01l 100X None Citiee Service 0il 1002
Section 22: W/2 NW/4; 1/1/83 Company Company
Section 23: SW/4 NW/4
9. T-20-8, R-28-E 200.00 NM-067684 12.5% Flag-Redfern Oil 1002 Flag-Redfern and 1002
Section 22: NE/4 NE/4; H.B.P. and Joseph Dunigan Joseph Dunigan

Section 23: Ef2 NE/4,
SW/4 NE/4, RE/4 SE/&

Part II
2=

Rights Below 1000°'
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Lease Basic
Tract Number Serial #, BRoyalty

No. Description of Acres Exp. Date and X Lessee of Record Int, Overriding Royalty Oumer and X Working Interest Owner and X

10. T-20-8, R-28-E 120.00 - N¥M-0528964 Mobil Oil Corporation 100X F. V, Cauhape $750 PP Mobil 01l Corporation 1002
Section 22: NB/4 sW/4, 3/31/174 Hope, New Mexico out of
SW/4 SE/4; Section 23: 52
Nw/4 SW/h

11. T-20-8, R-28-E 160,00 NM-0541580 12,52 Union 01l Company of 100% None Union 041 Company of 1002
Section 14: NE/4 WW/4; 5/1/74 California California
Section 15: W/2 NR/S, =
NE/4 NW/4 — /

12. T-20-8, R-28-E 360.00 NM-0554216 12.5% Mobil Oil Corporation 100X Eagle Royalty & $750 PP Mobil 01l Corporatio 1002
Section 14; NW/4 NW/4; 6/30/74 Minerals, Box 371 out of y
Section 153 E/2 NE/4 ) Casper, Wyoming - 5z~ P
SE/4, !» /4 -

13. ° T-20-8, R-28-E 40.00 NM~0555440 12,5% Mobil 01l Corporation 100X Lucille Hayes 52 Mobil 011 Corporation 1002
Section 15: SB/4 W/4 11/30/74 . 108 East 13th Street

Indianapolis, Indiana

14. T-20-S8, R-28-E 120.00 NM-18293 Gulf 011 Coyporation 50X None Gulf 01l Corporation .50z |
Section 23: N/2 WW/4, Monsanto Company 50% Monsanto Company © 50%
NW/4 WE/4

15. .ntnalw. R-26-R 40.00 NM-18219 12.5% Shirley A, Johngton 100Z None 1002

Section 221 NE/4 SR/4

Part 1I
~3-

Shirley A, Johnston
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. /Aoswamuﬁzn ROYALTY BURDENS - TRACT 1 | M\

/

Overriding Royalty Owmner Percentage Overriding Royalty Burden Borae By
Barber 011, Inc. 1.0035000 ,
Richard A. Hall 2676000
James E, Hall .2676000
Charles L. Hall .2676000
Albuquerque National Bank, Trustee
for Kathryn Rse Brandenburg, -a minor .2007000
Rubie C, Bell .5018000
Albuquerque National Bank, Trustee
of S. W. Crosby III Trust #1 .5018000
Sue S. Graham - 3345000
(3.3431000)  Cities Service 0il Company 100.00000%
Elyse S. Patterson .7902300
Sally S. Toles .7902300
(1.5804600) Edward R. Hudson, Jr. 100.000002
George D, Riggs .9500000
Neil H. Wills .3562500
Rubie C. Bell .0890625
Albuquerque National Bank, Trustee
of S§. W. Crosby III Trust #1} .0890625
Elyse S. Patterson .0593750
Sue S. Graham .0593750
Sally S. Toles .0593750
(1.6625000) Cities Service 01l Company 72.916672 -
Edward R. Hudson, Jr. 27.083337 -
2 395
L Part II
. i art
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EXHIBIT "A" PART I

®  Teact Number O/A DATED JUNE I, 1973

Eddy County, New Mexico
Scole: ("2 2000’
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EXHIBIT "B

Attached to and made a part of Operating Agreement dated June 11,
1973, between CITIES SERVICE OIL COMPANY, as Operator, and
MOBIL OIL CORPORATION, et al, as Non-Operators.

INSURANCE

Operator shall also purchase or provide for the benefit of the

parties hereto:

Type of Coverage Liability Limits of Not Less Than
(a) Employers' Liability and - $100,000 each accident

extension of Worlmen's
Compensation and Employers'
Liability to cover marine
operations where applicable,

(b) Comprehensive General - Bodily Injury $100,000 each person
Liability (excluding under- 300,000 each accident
ground property damage but - Property Desmage 100,000 each accident

including operation of water-
craft where applicable).

(c) Comprehensive Automobile - Bodily Injury $100,000 each person
Liability ‘ 300,000 each accident
- Property Damage 100,000 each accident
It 1s further understood and agreed that the Operator is not a
warrantor of the fiunancial responsibility of the insurer with uhom'such insur-
ance is carried, and that except for willful negligence, Operator shall not be
liable to Non-operator for any loss suffered on account of the insufficiency
of the insurance carried, or of insurer with whom carried, Operator shall not
be liable to Non-operator for any loss accruing by reason of Operator's inabil-
ity to procure or maintain the 1nsur;nce nbov¢>mentioned. 0pérator agrees that
if at any time during the life of this agreement it is unable to obtain or
maintain such insurance, it shall immediately notify Non-operator in writing

of such fact,
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COPAS — 1962
scommended by the

R
Councit ot _Peteoleum
Accountants Societies of

EXHIBIT g™ North Americo.

Attached 1o and made a part of .Operating Agteement...d.argd...._hm..J..l...
1973, between CITIES SERVICE OIL COMPAXNY, ae Operatox,. ...
and MOBIL OIL CORPORATION, et al, aa Non-Operatorfe..........

ACCOUNTING PROCEDURE

(JOINT OPERATIONS)

I. GENERAL PROVISIONS

Deflnitions i .

“Joint Property” shall mean the real und personal property subject to the agreement to which this “Accounting Pro-
cedurc® s attached. ) .

~Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

“Operator” shall mean the party designuted to conduct the Joint Operations.

“Non-Operators™ shall mean the nonoperating parties, whether one or more. .
«Joint Account” shall mean the account showing the charges and credits accruing because of the Joint Operations
and which are to be shared by the Parties.

“Partics” shall mean Operator and Non-Operators. .

“Material” shall mean personal property, equipment or supplies acquiredl or held for usv on the Jomt‘Pmperty.
wControlluble Material” shall mean material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America,

. Conflict with Agreement .

In the event of a contlict between the provisions of this Accounting Procedure and the provisions of the agree-
ment to which this Accounting Procedure is attached, the provisions of the agreement shall control.

Statements and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of costs and

expenses, for the preceding month.  Such bills will be accompanied by statements reflecting the total charges

und credits as set forth under Subparagraph C ‘below: .

A. Statement in detail of all charges and credits to the Joint Account. .

B. Statement of all charges and credits to the Joint Account, summarized by appropriate classifications indicative
of the nature thereol. .

C. Statement of all charges and credits to the Joint Account summarized by appropriate classifications indicative
of the nuture thereof, except that items of Controllable Material and unusual charges and credits shall be detailed.

Payment and Advances hy Non-Operators .

Each Non-Operator shall pay its proportion of all such bills within fifteen (15) days after receipt thereof. If pay-
ment is not made within such time, the unpaid balance shall bear interest at the rate of twelve percent (127)
per annum or such maximum rate as permitted by law, whichever is the lesser, until paid.

. Adjusiments :

Payment of any such bills shall not prejudice the right of any Non-Operators to protest or question the correctness
thereof; provided however, all bills and statements rendered to Non-Operators by Operator during any calendir
vear shall conclusively be presumed to be true and correct after twenty-four (24) months following the end of any
such catendar year. unless within the said twenty-four (24) month period a Non-Operator takes written excep-
tion thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall be made
unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent adjust-
ments resulting from a physical inventory of the Joint Property as provided for in Section VII.

. Audits

A Non-Opcrator. upon notice in writing to Operator and all other Non-Operators, shall have the right to audit
Operator’s accounts and records relating to the accounting hercunder for any calendar year within the twenty-four
(24) month period following the end of such calendar year; provided however, the making of an audit shall not ex-
tend the time for the taking of written exception to and the adjustment of accounts as provided for in Paragraph
8 of this Scction 1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable
cffort to conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to
the Operator.

) II. DIRECT CHARGES
Subject to iimitations hereinafter prescribed, Operator shall charge the Joint Account with the following items:

. Rentals and Royalties

Delay or other rentals and royalties when such rentals and royalties are paid by Operator for the Joint Account
of the Parties,

. Labor

A. Salaries and wages of Operator's employees directly engaged on the Joint Property in the conduct of the Joint
Operations. and salaries or wages of technical employees who are temporarily assigned to and directly
employed on the Joint Property. '

B. Operatot’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to the
cmployces whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section IT
and Paragraph 1 of Section III; except that in the case of those employees only a pro rata portion of whose
salaries and wages are chargeable 1o the Joint Account under Paragraph 1 of Section III, not more than the same
pro rata portion of the benefits and allowances herein provided for shall be charged to the Joint Account. Cost
under this Paragraph 2B may be charged on a “when and as pald basis” or by “percentage assessment” on the
amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this Section 11 and Para-
&raph | of Section I1). If percentage assessment is used, the rate shall be based on the Operator's cost experience.

C. E:fpcnduures or coniributions made pursuant to assessments imposed by governmental authority which are ap-
plicable to Operator’s labor cost of salaries and wages chargeable to the Joint Account under Paragraphs 2A
and 2B of this Section IT and Paragraph 1 of Section III.

D. Reasonable personal expenses of those employees whose salaries and wages are chargeable to the Joint Account

under Paragraph ZA of this Section II and for which expenses the emplayees are reimbursed under Operator’s
usual practice.

_—1—



1. Fmployee Benefits _ :

Operator's urrent cost of extablished plank for employees’ group Hfe insurance, hospitalization. pension. retire-

ment, stock purchase, thrift, bonus. and other benefit plans of a like nature, applicable to Operator’s labor ¢ost; pro-

vided however, the total of such charges shall not exceed fifteen percent (15%) of Operator's tabor costs chargeable

to the Joint Account under Paragraphs 2A and 2B of this Section 11 and Parograph 1 of Section 111

4. Material ' . :

Materisnd purchaged or furnished by Operator for use on the Joint Property. So far as it is reasonably practi-

el and vonsistenl with efficient and cconomical operation. only such Matdrial shall be purchased for or transferred

1 the Joint Mropoerty ax may be required for immediate use: and the iccumulation of surplus stocks shall be avoided

5. Tramsportation . .

Pranspurtation of employvees and Matorial necessary for the Joint Operatinns but subject tp the following limitations:

A. If Material is moved to the Joint Property from the Operalur's warehouse or other 'propgrlics, no charge shall
be made 1o the Joint Account for a distanee greater than the distance from the nvarest rdliable supply store or
railway recciving point where like material is available, except by agreement with Non-Operators.

. I surplus Material iz meved o Operator’s warchouse or other storage poini, no charge shajl be made to the
Joinnt Account for a distance grealer than the distance to the nearest reliable supply store or railway receiving
point, except by agreement with Non-Operators. No charge shall be made to Joint Account for maving Material
1o other properties belonging 1o Operator, except by agreement with Non-Operators,

¢ the application of sobparagraphs A and I3 above, theee shall be no equalization of actual gross trneking costs

] of $100 or lpews.
‘8. Scrvices

A. The vost of contract servites-and utilities procured from outside sources other than services covered by Para-
graph B of this Section 1T ot Paragraph 2 of Seetion T,

Lo Use abd service of equipment and Gwilities foenished by Operator as provided in Paragraph 5 of Section IV,

7. Damages and Losses (o Joint Property .

Al cvst> o expenses novessary for the repair or repincoment of Joint Property made necessary hecnuse of damages

or lorses ineurred by fire, flood, storm, theft, accident, or uny other cause, execept to the extent that the damage or

loxs edurte have been avoided theough the exercise of reasonable diligencee on the part of Operalor. Operator shall
furnivh Non-Opetiators written notice of dinhages or losses inctirred as soon as practicable after a report thereof
hat boen veevived by Operator, ‘ : '

8. Legal Expense ’ B

AV dostx and expenses of hivwdlin, investinating and settling htigation or claims arising by reason of the Joit

Operations or neceasary 1o protect e reeover the Jomt Property, including, but not limited to. attorneys’ fees.

ourt eosts. cost of avestization or procuring cvidence and amoutits paid in settlement or satisfaction of any

such Jithgation or claims: provided. (a) no charge shall be made for the services of Operator's legal staff or other reg-
ularly emploved personnel (ruch services being considered to be Administrative Overhead under Section 11T), ex-
crept by agreement with Non-Opervators, and (b)Y no charge shall be made for the fees and expenses of outside at-
torneys witleds the employment of such attorneys is agreed 1o by Operator and Non-Operators,
#. Toaxen -
All taxes of every kKind and natuin assessed or levied upon or in connection with the Joint Property, the operation
Lthervof. ar the production theretrom and which taxes have bheen paid by the Operator for the benefit of the Parties.
1. Insurance Premfums -
Premiums paid for insucance required 1o be carried on the Joint Property for the prolection of the Partjies.
1). Other Expenditares ' : :

Any other expenditure not covered or dealt with in the Joregning provisions of this Section I, or in Scction 1l

und which is incurced by the Qperatar for the necessary and proper conduct of the Joint Operations.

M. INDIRECT CUHARGES o
Operator may charge the. Juint Account far indirect cogts cither by use of an filocation of district expense item= 1+ a
fixed rate for administrative overhead. and plus the warchonsding charpes. all as provided for in Paragraphs 1, 2, and 3 of
this Section T OR by combining al) throe of said items under the fixed rate provided for in Paragraph 4 of this Section
L as indicated next below:

OPERATOR SHALL CHARGE THE JOINT ACCOUNT UNDER THE TERMS OF:
{0 Paragrophs 1, 2 and 3. (Allocation of district expense plus fixed vate for administrative overhead plus
warehouging.) - - - - - : : Tt Er e K
.. {8 Peragraph 4. (Combined fixed rate) g o
I. Distriet Ex T A e e o

Operator shall'tharge the Joint Account with a pro rata portion of the salaries. wages and expenses of Operator’s
production supcrintendent and other employces serving the Juint Property. and other properties of the QOperator in
the same operating area. whose time is not allocated divectly to the properties, and a pro rata portion of the cost of

maintaining and operatihg a production office known as Operator's

office loculed at or near (or a comparable office if location changed), and neces-
sary rub-officex (if any), maintained for the convenience of the above-described office, and all necessary camps.
including housing facilities for cmployees if required. used in connection with the operations of the Joint Property
and other properties in the same operating areo. The cxpense of, lexs any revenue from. such facilities may, at the
aption of Operatar, include depreciation of investment or a fair monthly rental in liew of depreciation. Such

vhng!;:‘ shall be apportioned tu all properties served on some cquitable basis consistent with Operator’s accounting
pra . :

2. Administrative Overhead -
C_)pcrnlor shall charge administrative averhead to the Jeint Account at the following rates, which charge shall be in
licu of the cost and expense of all oftices of the Operator not covered by Paragraph 1 of this Section I, including
salavies, wages and expenges of personnel assigned to such offices. Such charges shall bé in addition to the salaries,

wages and expenses of employees of Operator authorized to be charged as direct charges as provided in Paragraphs
2 and 8 of Seetion II.

WELL BASIS (RATE PER WELL PER MONTH)

- L. . . . ‘PRODUCH L RAY
D.(||‘i£“7° W‘lul«ﬂ . X . {Usé Burrant '“hj D-sﬁ)
—Use Totat Doptt) AN W,
Wali Depth Lash Well " First Pive Next Pive Over ;::

o an e S R .

The cost and cxpense o( services from cutside sources in connection with matters of taxation, traffie, accounting, or
matters before or involving governmental agencies stiall be considered as included in the averhead rates provided for in

this Paragraph 2 of- Section I1I, unle  such cost and expense are sgreed upon ' veen Operator and Non-Operators
a3 a direct charge 10 the Joint Accoun
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Operator’s Fully Owned Warchouse Operating and Maintenance Expc.'nl.
{Descrihbe iully the agreed procedure to be followed by the Operator.)
NONE

Combincd Fixed Bates ]

Operator shall charge the Joint Account lor the services covered by Paragraph 1, 2 and 3 of this Section 111, the

fullowing lixed per well rates:
. WELL BASIS (RATE PER WELL PER MONTH)

; . Production
Drilling Wells All Wells-All Depths

$1,460 ‘ $205

Sid Tixed vute (shall) telrgdboek) inciude siiaries and expenses of production foremen.

5.

Application of Administrative Overhead or Combined Fixed Ratey

The following Jimitatiuns, instructions and charges shall apply in the applicution of the per well rates as provided

under either Pavagraph 2 or iwagraph 4 of this Section II1:

A. Charges for drilling wells shall begin on the date cach well is spudded and terminate on the date the drilling or
completion rig is released, whichever i later, except that no charge shall he made during the suspension of
drilling operations for fifteen (15) or more consecutive days. ’

B. The status of wells sha!l be ns follows:

(1) Producing gas wells, injection wells for recovery operations, water supply wells utilized for water flooding
operations and salt water dispnsal wells shall he considered the same as producing wells.

i2) Wells permanently shut down but on which plupging operations are deferred shall be dropped irum the
well schedule at the time the shutdown is effected. When such o well is plugged a charge shall be made
at the producing well rates, .

{4) Wells being plugged back, drilled deeper, conveiled (o u source or input well, or which are undergoing any
typr of workover that requires the use of a drilling or warkover rig shall be considered the same as drilling
wells, .

(4) Tompararily shut-down wulls, which are not produced or worked upon for a peried of a full calendar month,
shall pot be included in the werl schedule, provided however, wells shut in by governmental regulatory
body shall b included 1 the well schedule only 3n the event the allowable production is Lansferred o some
other well or wells on the Juint Property. In the event of & unit allowable, all wells capable of produsing
will be counted in determining the charge. : f .

(3) Gas wells shall be included in the well schedule if directly connected to a permanent sales outlet even
though temporarily shut in due to overproduction or failure of purchaser to take the allowed production.

1) Wells completed in multiple harvizans, in which the production is not commingled down hole. <hall be con-
ridered as a producing well for cach separately producing horizon. .

. The well rates shall apply to the total number of wells.-being drilled or operated under the agrec-

ment to which this Accounting Procedure ‘is attached, irrespective of individual leases.

1 The well vales shall be adjusted on the first day of Aprit of each vear following the effective date of the agrce-
ment 1o which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the
ra- currently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum
-a:1 Gins Production Workers for the last calendar year compared to the preceding calendar year as shown by
“'Ihe Index of Average Weckly Earnings of Crude Petroleum and Gas Production Workers” as published by the
Un.ted States Department of Labor, Bureau of Labor Statistics. The adjusted rates shall be the vates curr ntly
in use, plus or minus the computed adjustment.

For the construction of compressor plants. water stations, sccondary recovery systems, salt water disposal facili-

lies, and other such projects, as distinguished from the more usual drilling and producing operations, Operator

n addition to the Administrative Overhead or Combined Fixed Ratex provided for in Paragraph 2 and 4 of this

Section 111, shall charge the Joint Account with an additional overhead charge as follows:

A. Total coust less than $23,000, no charge.

B. Total cost mare than $25.000 but less then $100,000, .3. % of total cost.

C. Total cost of $100.000 or more,. 3._7% of the first $100.000 plus ..2. . of all over $100,000 of tota) cost.

Total cost shall mean the tota) gross cost of any one project. For the purpose of this Paragraph the component parts

of a single project shall not be treated separately and the cost of drilling wells shall be excluded.

The spevific rates provided for in this Section III may be amended from time to time by mutual agreement between

the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

IV. BASIS OF CHARGES TO JOINT ACCOUNT

Subjtet to the further provisipns of this Section IV, Operator will procure ail Material and services for the Joint P'rop-
crly. At the Operator’s option, Non-Operaior may supply Material or services for the Joint Property.

Purchases

Mauterial purchased and service procured shall be charged at the price paid by Operator after deduction of all dis-
counts actually received, )

Material furnished from Operator's Warechouse or Other Properties

A. New Materjal (Condition “A")

(i) Tubular goods. two inch {2") and over, shall be priced on Eustern Mil base (i. e. Youngstown, Ohlo: Lorain,
Ohio; and Indiana Harbor, Indiana) on a minimum carload basis effective at date of movement and f. o. b,
railway receiving point nearest the Joint Property. regardless of quantity. In equalized hauling charges,
Operator i3 permitted to include ten cents (10c) per hundred-weight on all tubular goods furnished from
his stocks in lieu of loading and untoading costs sustained.

(2) Other Material shall be priced at the current replacement cost of the same kind of Material, effective at date
of movement and ?. o, b. the supply store or railway receiving point nearest the Joint Property where
Material of the same kind is available.

(3) The Joint Account shall not be credited with cash discounts applicable to prices provided for in this Para-
graph 2 of Section IV,

B, Used Material (Condition “B" and “C")

{1) Materla) in sound and serviceable condition and suitable for reuse without reconditioning, shall be classified
as Condition “B" and priced at seventy-five per cent (75% ) of the current price of new Material.

(2) Material which cannot be classitied as Condition “B” but which.

(8) After reconditioning will be further serviceable for original function as good secondhand Material
(Condition “B"), or

(b) Ia serviceable for original function but substantially not suitable for reconditioning, shall be classifi-
¢d as Condition “C" and priced at fifty per ceat (50%%) of current new price.

(3) Obsolete Matarial or Material which cannot be classitied as Condition “B" or Condition “C" shall be priced
at a value commensurate with its use. Material no longer suitable for its original purpose but usable for

—3—



some other purpose, shall be priced on u basis comparable with that of items normally used for such other
purpose, - . .
{4) Material involving erection costs shall be charged at applicable percentage of the current knocked-down
price of new. Material,
1. Premium Prices '
Whencver Materia) is not readjly obtainable at prices specified in Paragraphs )} and 2 of this Section IV because ¢’
nistional emergencics, strikes or nther unusual causes over which the Operator has no control, the Operator moy
hurge the Joint Account for the required Material at the Operator's actual cost incurred in procuring such Material.
i making it ruitable for use, and in nwving it to the Joint Property, provided, thal notice in writing i-
furnished to Non-Operatais of the proposed charge prior to billing Non-Operators for such Materiul. Each Non-
Operator shall have the right. by so electing and notifying Operator within 10 days after receiving notice from
Opeesitor, t9 urnish in kind all or part of his share of such Mulerial suitable for use and acceplable to Operator.
1. Warranty of Material Furnished by Operator
Operator does not warrant the Material furnished. In case of defective Material, credit shall not he passed to the
Jnint Account untll adjustment has been received by Operator from the manufacturers or their agents.
5. Fquipment and Facilities Furnished by Operator
A. Operator shall charge the Juint Account for usc of cquipment and fucilities at rates commensurate with cost of
ownership and operation.” Such rotes shall include cost of maintenance, repairs. other operating expense, in-
surance, tuxes, deprecintion and interest on invesiment not to exceed six per cent (6 ) per annum, provided
.., such ritey shall not exceed those currently prevailing in the immediate arca within which the Joint Property is
" facated, Ratex fur autamntive equipment shall generally be in line with the schedule of rates udapted by the
" Peiroleum Motor Transpurt Assuciation, or some other recognized organization, as recommeded uniforim charges
against Juint Troperty operations. Rates for Inboratory services shall not exceed those curvently prevailing if
, performed by outside service laboratories. Rates for trucks, tractors and well service units may include wages
v “uhd vxpenses of aperator,
TR Whenever cequested, Operator shall inform Non-Operators in advance of the rates it proposes to ~harge.
C. Rates shall be revised and udjusted from time to time when found to be elther excessive or inufficient.

. V. DISPOSAL OF MATERIAL
The Oporator may purchase, but shull be under no obligation to purchase. interest of Non-Operators 1 surplu: Condi-
ton A% or “I” Material, The disposition of surplus Controllable Materiul, not purchased by Operator. shall bt subject
fo gereemient between Operator and Non-Operators, provided Opcerator shall dispose of normal accumulations of junk
und scrap Material cither by transier or sale from the Joint Property. ’
1. Materia) Purchased by the Operator or Non-Operators :
Material. purchased by cither the Operater or Non-Operators shall be credited by the Operator to the Juint Account
‘for the mronth in which the Material 15 removed by the purchaser.
2. Division ja Kind .

. Pivizion of Material in kind, if mude between Operator and Non-Operators, shall be in proportion to the respective
inlerusts in such Material. The Parties will thereupon be charged individually with the value of the Material re-
ceived or receivable. Proper credits shall be made by the Operator in the monthly statement of operations.  *

3. Sales to Outsiders . :
Sulex to outsiders of Material {rom (he Joint Property shill be credited by Operator to the Joint Account at the net
amount collerted by Operator from vendee. Any claim by vendee related to such sale shall be charged back to the
Joint Account if and when paid by Operator. .

VI. BASIS OF PRICING MATERJAL TRANSFERRED FROM JOINT ACCOUNT
Materind purchased hy either Operutor or Non-Operators or divided in kind, unless otherwise agreed to hetween
Operator and Non-Operators shall be priced on the following basis:
). New Prles Delined . ! )
New price as used in this Section VI xhul) be the price specified for New Material in Section 1IV.
2. New Malerial .
New Material (Condition “A"), being new Materisl procured for the Joint Property but never used, at one hundred
per cent (100¢7.) of current new price (plus sales tax if any).
3. Good Used Material
(iood used Material (Condition “B’), being used Material in sound and serviceable condition, suitable for reuse
without reconditioning:
A. At seventy -five per cent (154 ) of current new price if Material was charged to Joint Account as new, or
B. Atsixty-five per cent (8877 ) of current new price if Material was originally charged to the Joint Account as
secondhand ut seventy-five percent (75¢ ) of new price.
4. Other Used Material
Used Material (Condition “C"), at fifty per cent (309 ) of current new price, being used Material which:
A. Is not in sound and serviceable condition but suitable for reuse after reconditioning, or
B. 'Is eerviceable for original function but not suitable for reconditioning.
5. Bad:Order Matetial .
Material (Condition "D"), no longer suitable for its original purpose without excessive repair cost but usable for
some other purpose at a price comparable with that of items normaily used for such other purpose.
6. Junk Material '
Junk Material (Condition “E"), being obsolete and scrap Material, at prevailing prices.
7. Temperarily Used Material
»Whu_-n the use of Material i3 lemporary and its service to the Joint Property does not justify the reduction in price as
provided for in Paragraph 3 B of this Section VI, such Material shall be priced on a basis that will leave a net charge
ta the Juint Account consistent with the value of the service rendered.

Cadani D ViI. INVENTORIES .
The Operator shall mantain detailed records of Material generally considered controllable by the Industry.
1. Periadic Inventeries, Notice and Representation :
At reasonable intervals, inventnries shall be token by Operator of the Joint Account Material, which shall include
all such Materialas is ordinarily considered controllable. Written notice of intention 1o take inventory shall be
Rivon by Operator at least thirty (30) days before any inventory is to begin so that Non-Operators may be repre-
senied when any inventory is taken. Failure of Non-Operators {0 be represented at an inventory shall bind Non-
3;:;:'(0" 1o accept the inventory taken by Operator, who shall in that event furnish Non-Operators with a copy
2. Reconcilistlon and Adjustment of Inventortes
Reconciliation of inventory with charges to the Joint Account shall be made, and a list of overages and shortages
shall be jointly determined by Operator and Non-Operators. Inventory adjustments shall be made by Operator
with the Joint Aceount for overages and shortages, but Operator shall be held accountable to Non-Operator only
for shortages due ta lack of reasonable diligence.
3. Special Inventories
Special inventories mpy be taken whenever there is any sale or change of interest in the Joint Property. It shall be
- -, \ha duty of the party sslling to notify all other Partiss as quickly as possible after the transfer of interest takes
place. In such cases, both the ‘‘er and the purchasser shall be governed ' uch inventory.

——




EXHIBIT "D"

Attached to and made a part of Operating Agreement dated June 11,
1973, between CITIES SERVICE OIL COMPANY, as Operator, and
MOBIL OIL CORPORATION, et al, as Non-Operators.

(NO UNLEASED MINERAL INTEREST BEING CONTRIBUTED)
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EXHIBIT "E" ~ Attached to and made a part of Operating Agreement dated Jume 11,
1973, between CITIES SERVICE OIL COMPANY, as Operator, and MOBIL
OIL CORPORATIOM, et al, as Non-Operators.

GAS STORAGE AND BALANCING AGREEMENT

T

The parties to the Operating Agreement to which this gas storage agree-
ment is attached own the working interest in the gas rights underlying the Unit
Area covered by such agresment in accordance with the percentages of participation
as set forth in Exhibit “A" to the Operating Agreement.

In accordance with the terms of the Operating Agreement, each party there-
to has the right to take its share of gas produced from the Unit Area and market
the same. In the event any of the parties hereto is at any time not taking or mar-
keting its share of gas or has contracted to sell its share of gas produced from the
Unit Area to a purchaser which is unable at any time while this agreement is in ef-
fect to take the share of gas attributable to the interest of such party, the terms
. of this storage agreement shall automatically become effective,

During the period or periods when any party hereto is not taking or market-
ing its share of gas produced from the Unit Area, or its purchaser is umable to take
its share of gas produced from the Unit Area, the other parties shall be entitled to
produce each month one hundred percent (100%) of the allowable gas production as-
signed to such Unit by the New Mexico 0il Conservation Commission and shall be en-
titled to take and deliver to its or their purchaser all of such gas production;
however, no party shall be entitled to take or deliver to a purchaser gas produc-
tion in excess of three hundred percent (300%) of its current share of the volumes
capable of being delivered or of the allowable gas production if assigned thereto
by the New Mexico 01l Conservation Commission unless that party has gas in storage.
All parties hereto shall share in and own the liquid hydrocarbons recovered from
such gas by lease equipment in accordance with their respective interests and sub-
ject to the Operating Agreement to which this gas storage agreement is attached,
but the party or parties taking such gas shall own all of the gas delivered to its
or their purchaser. On an accumulative basis, each party not taking or marketing
its share of the gas produced shall be credited with gas in storage equal to its .
share of the gas produced under this agreement, less its share of gas used in lease
operations, vented or lost.

Each party taking gas shall furnish the Operator a monthly statement of
gas taken, The statement shall show the volume and value of gas utilized (other
than for unit operations), the volume of gas sold and the proceeds therefrom, the
production taxes due on such gas, and the basic royalty due on such gas. ("Basic
_myalty" 48 used herein ghall mean the usual one-eighth (1/8) royalty and "excess
‘royalty” as used herein shall mean any royalty in excess of the usual one-eighth
(1/8) but not including overriding royalty, production payment, or similar inter-
est.) Each party shall pay or make arrangements to have the bagsic royalty attrib-
utable to the production it receives paid to the Operator. The Operator will make
settlement with royalty owners for basic royalty and excess royalty. Each party
having an interest burdened with an excess royalty shall ref{mburse Operator for
such excess royalty upon being invoiced therefor., REach party having an interest
burdened with any overriding royalty, production payment, or similar interest shall
be responsible for the payment of such overriding royalty, production payment, or
similar interest., Each party taking gas shall pay or cause to be paid all produc-
tion taxes due on the gas taken. The Operator will maintain a curreat account of
the gas balance between the parties and will furnish all parties a monthly state-
mant showing the total quantity of gas taken and/or sold by each party and the
vonthly accumilative over and under delivered of each party. Each party taking
gas agrees to hold each other party harmless from any and all claims for basic
royalty asserted by royalty ovmers on such gas.

After notice to the Operator, any party at any time may begin taking or
delivering to ita purchaser its share of the gas produced from the Unit Area. In
addition to its share, each party, including the Operator, until it has recovered
its gas in storage and balanced the gas account as to its interest, shsll be en-
titled to take or deliver to a purchaser a volume of gas equal to fifty percent
(502) of the overproduced party or parties' share of gas produced from the Unit
Area. If two or more parties are entitled to fifty percent (50%) of the overpro-
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.

duced patty or parties' share :of‘éu p‘ioduced, they shall divide such fifty per-
cent (50%) in accordance with their percentage of participation in the Unit,

- Should production of gas be discontinued before the gas account is bal-
anced, a monetary settlement will be made between the underproduced and overproduced
parties, In making such settlement, each overproduced party shall remit to the
Operator an amount of money that such party received for its overproduction, less
royalty and taxes theretofore paid, such amount being at the price hereinafter de~
fined for its last sales and for a volume of gas equal to its overproduction. As
to gas sold in interstate commerce, the price basis shall ‘be ‘the rate collected,
vhich is not subject to possible refund, as provided by the Federal Power Comia
sion pursuant to final order or settlement applicable to the gas sold, plus any
additional collected amount which is not ultimately required by said Comaission
to be refunded, such additional collected amount to be accounted for at such time
as final determination is made with respect thereto. The Operator shall distribute
the total of such amounts among the underproduced parties in the proportion that
the underproduction.of each bears to the underproduction of all parties.

The parties hereto shall have the right to produce and take or deliver to
its purchaser the full well stream for a period mot to exceed saventy-two (72) hours
to meet the deliverability test required by its purchaser; provided, however, no more
than two (2) such tests will be conducted in any twelve (12) wonth period. Bach par-
.ty shall, at all times, use its best efforts to regulate its takes and deliveries
from said Unit so that said Unit will not be shut in for overproducing the allowable
or for cancellation of allowable because of underproducing the allowable assigned
thereto by the state regulatory body.

The provisions of this agreement shall be applied to each well and/or
formation completion as if each well or formation completion were a separate well
and covered by a separate but identical gas storage and balancing agreement and
shall be and remain in force and effect for a term concurrent with the term of the
Unit Operating Agreement between the parties,

This agreement shall become effective in accordance with its terms and
shall remain in force and effect as long as the Operating Agreement to which it is
attached remaing in effect, and shall inure to the benefit of and be binding upon
the parties hereto, their successors, legal representatives and assigna.



EXHIBIT "F" - Attached to and made a part of Operating Agreement dated
June 11, 1973, between CITIES SERVICE OIL COMPANY, as
Operator, and MOBIL OIL CORPORATION, et al, as Non-Operators.

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

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

1. The Operator will not discriminate against any euployee or applicant
for employment becauss of race, color, religion, national origin or sex. The Opera-
tor will take affirmative action to ensure that applicants are employed, and that
euployess are treated during employment, without regard to thelr race, color, re-
ligion, national origin or sex, BSuch action shall include, but not be limited to
the following: Employment, upgrading, demotion, or transfer, recruitment or re-
cruitment advertising; layoff or termination; rates of pay or other forms of com=
pensation; and selection for training, including apprenticeship. The Operator a-
grees to post in conspicuous places, available to employees and applicants for em-
ployment notices to be provided for the contracting officer setting forth the pro-
visions of this non—discriminacion clause, )

2, The Oparator will, in all solicitations or advertisements for employees
placed by or on baehalf of the Operator, atate that all qualified applicants will re-
ceive consideration for employment without regard to race, color, religion, national
origin or sex,

3. The Operator will eend to each labor union or representative of workers
with which 1t has a collsctive bargaining agreement or other contract or underatand-
ing, a notice to be provided by the agency contracting officer, advising the labor
union or workers' representative of the Operator's commitmente under Section 202 of
Exscutive Order 11246 of September 24, 1965, and shall post copies of the notice in
conspicuous places available to employees and applicants for employment.

4, 'The Opsrator will comply with all provieions of Executive Order 11246
of September 24, 1965, and of the rules, regulations, and relevent orders of the
Secretary of Labor,

5., The Operator will furnish all information and reports required by
Executive Order 11246 of September 24, 1965, and by the rules, regulations, and
orders of the Secretary of Labor, or pursuant thareto, and will permit access to
its books, racords, and accounts by the contracting agency and the Secretary of
Labor for purposes of investigation to ascertain compliance with such rules, regu-
lations, and orders.

6. 1In the event of Operator's non-compliance with the non-discrimination
clauses of this contract or with any of such rules, regulations, or orders, this
contract may be cancelled, terminated or suspended in whole or in part and the Op~
srator may be declared ineligible for further Government contracts in accordance
with procedures suthorized in Executive Order 11246 of September 24, 1965, and such
other sanctions may be imposed and remedies invoked as provided in Executive Order
11246 of September 24, 1965, or by rules, regulations, or order of the Secretary of
Labor, or as otherwise provided by law.

7. The Operator will include the provisions of paragraphs (1) through
(7) in every subcontract or purchase order unless exsmpted by rules, regulations,
or ordsrs of the Secretary of Labor issued pursuant to Section 204 of Executive
Order 11246 of September 24, 1965, so that such proviaions will be binding upon
esach subcontractor or vendor. The Operator will take such action with respect to
any subcontract or purchase order as the contracting agency may direct as a means
of anforcing such provisions including sanctions for non-compliance: Provided,
however, that in the event the Operator becomes involved in, or is threatened with,
litigation with a subcontractor or vendor as a result of such direction by the con-
tracting agency, the Operator may request the United States to enter into such 1liti-
gation to protect the interests of the United States,

Operator acknowledges that it may be required to file Standard Form 100
(EEO-1) promulgated jointly by the Office of Federal Contract Compliance, the Equal
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Employment Opportunity Commission and Plans for Progress with the appropriate
agency within thirty (30) days of the date of contract avard 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 Executive Order 11246, as amended,
and Rules and Regulations adopted thereunder.

Operator further acknowledges that it may be required to develop & writ-
ten affirmative action compliance program as required by the Rules and Regulations
.approved by the Secretary of Labor under authority of Executive Order 11246 and
supply Non-Operators with a copy of such program if they so request.

CERTIFICATION OF NON-SEGREGATED FACILITIES

Operator assures Non-Operators that it does not and will not maintain or
provide for its employees any segregated facilities at any of its establishments,
and that it does not snd will not permit its employees to perform their services
at any location, under its control, where segregated facilities are maintained.

Por this purpose, it is understood that the phrase "segregated facilities" includes
facilities which are in fact segregated on a basis of raca, color, religion, or
national origin, because of habit, local custom or otherwise, It is further under-
stood and agreed that maintaining or providing segregated facilities for its em-
ployees or permitting its employees to perform their services at any location under
its control where segregated facilities are maintained is a violation of the equal
opportunity clause required by Executive Order 11246 of September 24, 1965.

Operator further understands and agrees that a breach of the assurance
herein contained subjects it to the provisions of the Order at 41 CFR Chapter 60
_ of the Secretary of Labor dated May 21, 1968, and the provisions of the equal op-
portunity clause enumerated im contracts betweeu the United States of Ametica and
Non-Operators,

Whoever knowingly and willfully makes any false, fictitious or fraudulent
representation may be liable to criminal prosecution under 18 U.S.C g 1001,



