
OCT 1 8 1982 

STATE OF NEW MEXICO 

DEPARTMENT OF ENERGY AND MINERALS 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE APPLICATION OF 
C & K PETROLEUM, INC., FOR COMPULSORY 
POOLING, LEA COUNTY, NEW MEXICO. CASE 

A P P L I C A T I O N 

COMES NOW, C & K PETROLEUM, INC by and through 

i t s a t t o r n e y s , KELLAHIN & KELLAHIN, and applies t o the New 

Mexico O i l Conservation D i v i s i o n f o r an order p o o l i n g a l l 

of the mineral i n t e r e s t s i n the Pennsylvanian formations 

underlying the S/2SW/4 of Section 27, T16S, R37E, NMPM, 

Lea County, New Mexico and i n support t h e r e o f would show: 

1. Applicant proposes t o d r i l l a w e l l i n the 

S/2SW/4 of said Section 27 t o t e s t the Casey-Strawn Pool. 

2. The Applicant has sought t o o b t a i n the 

cooperation of a l l p a r t i e s . 

3. I n order t o o b t a i n t h e i r j u s t and e q u i t a b l e 

share of the production u n d e r l y i n g the above lands, A p p l i c a n t 

needs an order p o o l i n g the mineral i n t e r e s t i n v o l v e d . 

i n the d r i l l i n g of the w e l l , t o the best of the Appli c a n t ' s 

i n f o r m a t i o n and b e l i e f are those i n d i v i d u a l l y l i s t e d as 

fo l l o w s : 

4 . The only i n t e r e s t who w i l l not consent t o j o i n 

Kenneth G. Cone 
P. 0. Box 5246 
A u s t i n , Texas 78763 

.208333% Unleased 

J. V. Ringold 
Address Unknown (1/7 68) 

.130208% Unleased 



J. D. Parks .130208% Unleased 
Address Unknown (1/768) 

H. M. Parks .130208% Unleased 
Address Unknown (1/768) 

C. W. Parks .130208% Unleased 
Address Unknown (1/768) 

Ruth Armstrong .260417% Unleased 
Address Unknown (1/384) 

Luther Emery .390625% Unleased 
Address Unknown (1/256) 

Lenore Parke f o r l i f e , w i t h .312500% Unleased 
remainder t o Mrs. Robert L. 
Christopher 
Address Unknown (1/320) 

WHEREFORE, Applicant prays t h a t t h i s A p p l i c a t i o n be 

set f o r hearing before the D i v i s i o n ' s duly appointed examiner, 

and t h a t a f t e r n o t i c e and hearing as re q u i r e d by law, the 

D i v i s i o n enter i t s order p o o l i n g a l l of the mineral i n t e r e s t s 

i n the Pennsylvanian formation u n d e r l y i n g the S/2SW/4 of 

Section 27, Township 16 South, Range 37 East, NMPM. Applicant 

f u r t h e r prays t h a t i t be named operator o f the w e l l , and t h a t 

the order make p r o v i s i o n f o r Applicant t o recover out of pro­

duction i t s costs of d r i l l i n g the subject w e l l , completing and 

equipping i t , costs of o p e r a t i o n , i n c l u d i n g costs of sup e r v i s i o n 

and a r i s k f a c t o r i n the amount of 200% f o r the d r i l l i n g of the 

w e l l , and f o r such other and f u r t h e r r e l i e f as may be proper. 

R e s p e c t f u l l y submitted, 

KELLAHIN & KELLAHIN 
Post O f f i c e Box 2265 
Santa Fe, New Mexico 87501 
(505) 982-4285 

B y _ _ 

W. Thomas K e l l a h i n 

Attorneys f o r Applicant 
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F O R M NO. 101 C & K PETROLEUM, INC. 
AUTHORIZATION FOR EXPENDITURE 

A.F.E. No. 02590 

natP- 1 0 / 2 2 / 8 2 

Distr ict: Permian B a s i n . 

Prospect: Fas t L o v i n g t o n State: New Mex ico County/Parish: Lea 

Lease: Sh ipp " 2 7 " B Wel l No.:.' #1 Field- Casey (S t rawn ) 

Locat ion: 1980' FWL & 660 ' FSL, S e c t i o n 2 7 . T16S, R37E ; 

Proposed Depth- 1 1 , 8 0 0 ' Object ive: 

Est. Spud Date- 1 2 - 1 - 8 2 Est. T.D. Hate- 1-10-83 Est. Compl . Date: 2 - 1 0 - 8 3 

Prepared hy: D - J - Del any Approved by: Product ion Geological Land. 

PURPOSE AND JUSTIFICATION FOR EXPENDITURE: D r i l l & Comple te 

PARTICIPANTS AND COST DISTRIBUTION 

COMPANY 
W.I. 
% 

Dry Hole Cost Completed Well Cost 
COMPANY 

W.I. 
% TANGIBLE INTANGIBLE TOTAL TANGIBLE INTANGIBLE TOTAL 

C & K Petroleum, Inc. l i .26220= 15,404 1 14,821 130,225 58,476 129,073 • 187,549 

Texaco, 1 nc . 2', .96875C 24,806 184,898 209,704 94,172 207,868 302,040 

Ann Mor r is .781.25C : 843 6,289 7,132 3,203 7,070 10,273 

.Yates Petroleum Corp. ( >.66666; 7,200 53,666 60,866 27,333 60,333 87 ,666 | 

Roy G. Barton, Jr. \ . 19010^ 3,445 25 /680 29,125 13,079 28,870 41 , 9 4 ° j 

Norma J . Barton ; >.19010* 3,M»5 25,680 29,125 13,079. 28,870 41,949 1 
1 

E. L. Latham, J r . ( >.39028( 6,890 51,361 58,251 26,159 57,742 83,901 j 

He r i t age Resources, Inc. .56250C > 1,687 12,578 14,265 6,406 14,141 ' ' 20 ,547 | 

Petroleum Corporation '. 2,260 16,770 19,030 8,542 18,854 27,396 

C1 i f f o r d Cone .20833: 225 1 ,677 1,902 854 1,885 2,739' 

Douglas Cone .20833: 225 1 ,677 1,902 854 1,885 2,739! 

Kenneth Cone .20833: 1 225 1 ,677 1 ,902 854 1,885 2,739! 

M. T. Char l ton •79793: 1 861 6,423 7,284 3,272 7,221 10,493' 

R. H. Fu l ton .59586( • 1,723 12,846 14,569 6,543 14,443 20,986 

C. G. G r e f e n s t e t t e , Trustee i.28369: '- 3,546 26,433 29,979 13,463 29,717 43,180 

H. L. H i l lman 5.28369; : 3,546 26,433 29,979 13,463 29,717 43,180 

John Lawrence _.59586( - 1,723 12,846 14,569 6,543 14,443 20,986 

A r t h u r L. Owen •79793' ; 861 6,423 7; 284 3,272 7,221 10,493 

J . F. Web re 1.59586 > 1,723 12,846 14,569 6,543 14,443 20,986 

L i l l i a n Dav i s 1.50200 S 1,622 12,091 13,713 6,158 13,593 19,751 

(CONT'D. ON NEXT PAGE) 

PARTICIPANT APPROVAL 

Approved for Expenditure t h i s — . day of 19 

Company By: 

Ti t le: 



PARTICIPANTS AND COST DISTRIBUTION 

COMPANY 
w f l r 
% 

Dry Hole Cost Completed Well Cost 
COMPANY 

w f l r 
% TANGIBLE INTANGIBLE! TOTAL TANGIBLE INTANGIBLE! TOTAL 

So 11v Rob ins 1 .502003 1 .622 12,091 n , 7 i ? fijqfi 1^,qqi 19,751 
Harding A. Orren .093862 101 755 856 385 849 1 ,234 

Bernard Rosenberg .093862 101 755 856 385 849 1 ,234 

Samual D. Haas .122759 132 988 1 , 120 503 1,111 1 ,614 

Joe M. Haas 1 .227589 1,325 9,832 11,207 5,033 11,110 16,143 

James L. I r i s h , I I I , T r u s t l .227589 1 ,325 9.882 11.207 5.033 11.110 16.143 

R. M. Swesnik .613795 663 " 4,941 5,604 2.517 • 5,555 8.072 

C & K 1974 Expl , L t d . 13 .134768 14,185 105,734 119,919 53,853 118,870 172,723 

Specturm " 7 " - 1981 D r l g . 5 .820797 6,286 46,857 53,143 23,865 53,679 76,544 

100.0% 108,000 805.000 913.000 410,000 905,000 1,315,00C 

PARTICIPANT APPROVAL 

Approved for Expenditure this day of 19 

Company By: 

Title: 



F O R M NO 102 

*' 

C & K PETROLEUM, IMC. 
AUTHORIZATION FOR EXPENDITURE 

(DRILLING) 

Date Prepared March 1 7 , 1 98? 

Wel l Type: Development x Proposed Spud D a t e _ 1982 

Exploration Proposed D e p t h — 1 1 ' 8 0 0 ' 

Prospect Name T:nst L o v i n g t o n AFE No. 02590 

Lease S h i p p " 2 7 " B Well N o . _ I Field Casev f S t r a w n l Property No.. 

Locat ion 19S0' FWL 5 6 6 0 ' FSL, Sec. 2 7 . T - 1 6 - S . R - 3 7 - E , Tea C o u n t y , NM 

REASON FOR RFOIIFST- D r i l l 5 Comple te 1 1 .800 ' S t rawn Te<;f : 

Dri 11 i nq Completion Total Cost 
Producer Revisions 

Total Cost 
Revised INTANGIBLES Sub 701 703 

Total Cost 
Producer Revisions 

Total Cost 
Revised 

Location Pits and Roads 091 32.000 i,nnn ^ onn 
Water Supply 093 m onn ? nnn i 7 nno 
Damages and Riqht-of-Way 095 2;ooo 

-L * — i vy - t r W — 

2.onn 
Rig Expense 4b\/00(J + 24,000 RU/RD 097 350,000 20,000 370,000 
Drilling Bits 099 44.000 44,000 
Mud & Chemicals 103 35.000 35,000 
Tool & Equipment Rental 035 30 r 000 12,000 42,000 
Fuel & Power 105 40,000 40,000 
Cement & Cementing Services 107 20,000 17,000 37,000 
Formation Evaluation 110 45.000 5,000 50,000 
Perforating 117 6 r 000 6,000 
Stimulation 119 ?^onn 25,000 
Transportation 041 35,000 q nnn 40.000 
Pipe Inspection & Testing 127 10,000 ?n,nnn 36.000 
Misc. Labor, Services & Supplies 073 1.S;000 ^ nnn 20,000 
Supervision & Professional 125 16.000 4;nnn 20.000 
Drilling Overhead 213 5, nnn i nnn 6,000 
Other & Continaencies 490 70, nnn 17,'nnn 82,000 

TOTAL INTANGIBLES wn nnn 135,ono ons nnn 

TANGIBLES Sub 702 704 

Casing 301 85,000 180,000 265,000 
Tubing 302 75.000 75,000 
Wellhead Equipment 307 10,000 io .onn 20,000 
Packers & Anchors 309 ^nnn 5,000 
Auxiliiary Casing Equip. 318 3,000 • 5.000 8,000 
Miscellaneous Equipment 320 10 .000 27.000 37,000 

TOTAL TANGI3LES 108. ono 302,00(1 410.onn 

TOTAL WELL COST 878,000 437,000 1,315^000 

PLUGGING COST Sub 708 
Clean-uo Location 091 15,000 
Casing Pulling & Plugging 225 20,000 

TOTAL-PLUGGING 35,ono 

TOTAL DRY HOLE COST 913,000 



A.A.P.L. FORM 610-1977 

MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

DATED 

October 19 , 19 82 , 

OPERATOR C&K Petroleum, Inc. / 

CONTRACT AREA S/2 SW/4 of Section 27, Twp. 16 South, 

Rge. 37 East, NMPM 

COUNTY OR PARISH OF Lea STATE OF New Mexico 

Shipp 27 " B " #1 

COPYRIGHT 1977 — ALL RIGHTS RESERVED 

A M E R I C A N A S S O C I A T I O N OF PETROLEUM L A N D M E N 

APPROVED FORM. A.A.P.L. NO. 610 - 1977 REVISED 

M A Y BE ORDERED DIRECTLY F R O M THE PUBLISHER 

KRAFTBILT PRODUCTS, BOX 800, TULSA, OK 74101 



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977 
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A.A.P.L. FORM 6 10 - MODEL FORM OPERATING AGREEMENT - 1977 

l OPERATING AGREEMENT 
2 

3 THIS AGREEMENT, entered into by and between C&K P e t r o l e u m , I n c . 
4 : , hereinafter designated and 
5 referred to as '•Operator", and the signatory party or parties other than Operator, sometimes hereinafter 

6 referred to individually herein as "Non-Operator", and collectively as ''Non-Operators", 

7 
8 WITNESSETH: 
9 

10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas i n -
11 terests in the land identified in Exhibit " A " , and the parties hereto have reached an agreement lo explore 

12 and develop these leases and or oil and gas interests for the production of oil and gas to the extent and 

13 as hereinafter provided: 
14 

15 NOW, THEREFORE, it is agreed as follows: 

16 
17 ARTICLE I . 

18 DEFINITIONS 

19 
20 As used in this agreement, the following words and terms shall have the meanings here ascribed 
21 to them: 
22' A. The term "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and ail other liquid 
23 or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to 
24 l imit the inclusiveness of this term is specifically stated. 
25 B. The terms "oi l and gas lease", "lease'' and "leasehold" shall mean the oil and gas leases cov-
26 ering tracts of land lying within the Contract Area which are owned by the parties to this agreement. 
27 C. The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of 
28 land lying within the Contract Area which are owned by parties to this agreement. 
29 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil 
30 and gas interests intended to be developed and operated for oil and gas purposes under this agreement. 
31 Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit "A" . 
32 E, The term "dri l l ing unit" shall mean the area fixed for the dri l l ing of one well by order or rule 
33 • of any state or federal body having authority. If; 'a dri l l ing unit is not fixed by any such rule or order, 
34 a dri l l ing unit shall be the dri l l ing unit as established by the pattern of dri l l ing in the Contract Area 
35 or as fixed by express agreement of the Dri l l ing Parties. 
36 F. Tlie term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to 
37 be located. 
38 G. The terms "Dri l l ing Party" and "Consenting Party" shall mean a party who agrees to join in 
39 and pay its share of the cost of any operation conducted under the provisions of this agreement. 
40 H. The terms "Non-Dril l ing Party" and "Non-Consenting Party" shall mean a party who elects 
41 not to participate in a proposed operation. 
42 

43 Unless the context otherwise clearly indicates, words used in the singular include the plural, the 
44 plural includes the singular, and the neuter gender includes the masculine and the feminine. 
45 

46 ARTICLE I I . 
47 EXHIBITS 
48 
49 The following exhibits, as indicated below and attached hereto, are incorporated in and made a 
50 part hereof: 

51 [X] A. Exhibit "A" , shall include the following information: 
52 (1) Identification of lands subject to agreement, 
53 (2) Restrictions, if any, as to depths or formations, 
54 (3) Percentages or fractional interests of parties to this agreement, 
55 f44—Oil nnd gai;—IOCIEUE and/or oil and gao intorochj—subject—te—this—agrtwmont, 
56 (5) Addresses of parties for notice purposes. 
57 [Xj B. Exhibit "B" , Form of Lease. & 
58 [Xj C. Exhibit "C", Accounting Procedure. * 
59 (X; D. Exhibit "D" , Insurance. . /?. 
60 [Xj E. Exhibit "E", Gas Balancing Agreement. 
61 CJ] F. Exhibit "F",/Non-Discrimination and Certification of Non-Segregated Facilities. 
62 ~ See A r t i c l e XV.A 

63 If any provision of any exhibit, except Exhibit "E", is inconsistent with any provision contained 

64 in the body of this agreement, the provisions in the body of this agreement shall prevail. - . • 
65 ' .; ',. ' 
66 ; . " 
67 . " ' v i , 
68 / : . •• • 

69 ; . ... 
70 •:.L:r:iL:':_. 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977 

1 ARTICLE I I I . 
2 INTERESTS OE PARTIES 

3 

4 A. Oil and (ins interests: 
5 
6 If any party owns an unleased oil and gas interest in the Contract Area, that interest shall be 
7 treated for the purpose of this agreement and during the term hereof as if it were a leased interest 
8 under the form of oil and gas lease attached as Exhibit " B " . As to such interest, the owner shall re-
9 ceive royalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit 

10 "B" . Such party shall, however, be subject to all of the provisions of this agreement relating to lessees, 

11 to the extent tiiat it owns the lessee interest. 
. 12 

13 B. Intciest of Parties in Costs and Production: 
14 
15 Exhibit " A " lists all of the parties and their respective percentage or fractional interests under this 
16 agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under 
17 this agreement sliall be borne and paid, and all equipment and material acquired in operations on the 
18 Contract Area shall be owned by the parties as their interests are shown in Exhibit " A " . A l l produe-
19 tion of oil and gas from the Contract Area, subject to the payment, of lessor's royalties which w i l l be 
20 borne by the Joint Account, shail also be owned by the parties in the same manner during the term 
21 hereof; provided, however, this shall not be deemed an assignment or cross-assignment of interests cov-
22 ercd hereby. 
23 
24 ARTICLE IV. 

25 TITLES 

26 
27 A. Title Examination: 
28 
29 Title examination shall be made on the drillsite of any proposed well prior to commencement of 
30 drill ing operations or, if the Dri l l ing Parties so request, title examination shall be made on the leases 
31 and or oil and gas interests included, or planned to be included, in the dri i i ing unit around such well . 
32 The opinion w i l l include the ownership of the working interest, minerals, royalty, overriding royalty 
33 and production payments under the applicable leases. At the time a well is proposed, each party con-
34 tributing leases and or oil and gas interests to the drillsite, or to be included in such dr i l l ing unit, shall 
35 furnish to Operator all abstracts (including Federal Lease Status Reports), title opinions, title papers 
36 and curative material in its possession free of charge. A l l such information not in the possession of or 
37 made available to Operalor by the parties, but necessary for the examination of title, shall be obtained 
38 by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys. 
39 Copies of all title opinions shall be furnished to each party hereto. The cost incurred by Operator in 
40 this title program shall be borne as follows: 
41 

42 Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including 
4!5 preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be a 
44 part of the administrative overhead as provided in Exhibit ' : C," and shall not be a direct charge, whether 

45 performed by Operator's staff attorneys or by outside attorneys. 
46 

47 [xi Option No. 2: Costs incurred by Operalor in procuring abstracts and fees paid outside attorneys 
48 for title examination (including preliminary, supplemental, shut-in gas royalty opinions and division 
49 order title opinions) shall be borne by the Dri l l ing Parties in the proportion that the interest of each 
50 Drill ing Party bears to the total interest of all Dri l l ing Parties as such interests appear in Exhibit "A"'. 
51 Operator shall make no charge for services rendered by its staff attorneys or other personnel in the 
52 performance of the above functions. 
53 

54 Each party shall be responsible for securing curative matter and pooling amendments or agreements 
55 required in connection with leases or oil and gas interests contributed by such party. The Operator shall be 
56 responsible for the preparation and recording of Pooling Designations or Declarations as well as the 
57 conduct of hearings before Governmental Agencies for the securing of spacing or pooling orders. This 
58 shall not prevent any party from appearing on its own behalf at any such hearing. 
59 
60 No well shall be drilled on the Contract Area unt i l after (1) the title to the drillsite or dri l l ing 'unit 
6! has been examined as above provided, and (2) the title has been approved by the examining attorney or 
62 title has been accepted by all of the parties who are to participate in the dril l ing of the well. ' .- • 

M ... : 

64 B. Loss of Title: . 
65 

66 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through 
67 failure of title, which loss results in a reduction of interest Irom that shown on Exhibit "A" , this agree-
68 ment, nevertheless, shall continue in force as to all remaining oil and gas leases and interests, and 
69 (a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone 
70 the entire loss and it shall not be entitled to recover from Operator or the other parties any development. 

- 2 -



A.A.P.L. ! oRM ,',!0 - MODi:.L FORM OPERATING AGREEMENT - i977 

1 «>;• .mcraiini: ttists which it .nay have theretofore p.iid. but thore shaJ! i.>e no m o t i e - y haPuj'y on its 

2 nart io me othei' parties hereto for dri l l ing, development, operating or other siniihu cysts by reason of 

;> such title failure: and 
4 < b) Th; re shall be no retroactive adjustment of expenses incurred or revenues received from the 
a operation of the interest which, has been lost, but the interests of the parlies shall be revised on an acre-
(j age basis, as of the time it is determined finally that title failure has occurred, so that the interest of 
7 the party whose lease or interest is affected by the title failure wi l l thereafter be reduced in the Contract 
f! Area by the amount of the interest lost; and 
9 (e) If ihe proportionate interest of the other parties hereto in any producing weii theretofore drilled 

10 on th;: Contract Area is increased by reason of the title failure, the party whose title has failed shall 
1} receive the proceeds attributable to the increase in such interests (less costs and burdens attributable 
12 thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such wel l ; 
13 and 
14 (d) Should any person .not a party to this agreement, who is determined to be the owner of any irt-
15 tercst in the title which has failed, pay in any mariner any part of the cost of operation, development, 
16 or equipment, such amount shall be paid to the party or parties who bore the costs which are so refund -
17 ed; and 
18 (e) Any liability to account to a third party for prior production of oil and gas which arises by 

19 reason of title failure shail be borne by the party or parties in the same proportions in which they shared 
20 in such prior production; and 
21 ( f ) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection 
22 with tlie defense of the interest claimed by any party hereto, i t being the intention, of the parties 
23 hereto that each shall defend title to its interest and bear all expenses in connection therewith. 
24 
25 2. _Loss by Non-Payment or Erroneous Payment of Amount. Due: I f . through mistake or oversight, 
26 any rental, shut-in well payment, minimum royalty or royalty payment, is not paid or is erroneously 
27 paid, and as a result a lease or interest therein terminates, there shall be no monetary l iabil i ty against 
28 the party who failed to make such payment. Unless the party who failed to make the required payment 

29 secures a new lease covering the same interest, wi th in ninety (90) days f rom the discovery of the f a i l -
30 ure to make proper payment, which acquisition w i l l not be subject to Article VI I I .3 . , the interests of 
31 the parties shall be revised on an acreage basis, effective as of the date of termination of the lease i n -
32 voived, and the party who failed to make proper payment w i l l no longer be credited with an interest in 
33 the Contract Area on account of ownership of the lease or interest which has terminated. In the event 
34 the party who failed to make the required payment shall not have been fu l ly reimbursed, at the time of 
35 the loss, from the proceeds of the sale of oil and gas attributable to the lost interest, calculated on an 
36 acreage basis, for the development and operating costs theretofore paid on account of such interest, i t 
37 shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the 
38 cost of any dry hole previously drilled or wells previously abandoned) f rom so much of the following 
39 as is necessary to effect reimbursement: 

40 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost 

41 interest, on an acreage basis, up to the amount of unrecovered costs; 

42 (b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an 
43 acreage basis, of that portion of oil and gas thereafter produced and marketed (excluding production 
44 from any wells thereafter drilled) which, in the absence of such lease termination, would be attributable 
45 to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said 
46 portion of the oil and gas to be contributed by the other parties in proportion to their respective i n -
47 terests; and 

48 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or 
49 becomes, the owner of the interest lost, for the privilege of participating in the Contract Area dr be-
50 coming a party to this agreement. 
51 
52 3. Other Losses: A l l losses incurred, other than those set forth in Articles I V . B . l . and IV.B.2. 
53 above, shall not be considered failure of title but shall be joint losses and shall be borne by all parties 
54 in proportion to their interests. There shall be no readjustment of interests in the remaining portion of 
55 the Contract Area. 
56 
57 ARTICLE V. ^ 
58 OPERATOR ^ 
59 :^ 
60 A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR: 
61 ...\ 
62 C&K Petroleum, Inc. s h a I l b c t h e 

63 Operator of the Contract Area, and shall conduct and direct and have fu l l control of all operations on 
64 the Contract Area as permitted and required by, and within the limits of, this agreement. .11 shall con-
65 duct all such operations in a good and. workmanlike manner, but it shall have no liability as Operator 
66 to tlie other parties for losses sustained or liabilities incurred, except sueh as may result from gross 
67 negligence or w i l l f u l misconduct. . . 
68 - ' -
69 
70 - :-
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\ i l . Resignation or Removal ol' Operator and Selection oi' Successor: 

•) 
:j j Resianaiion or Removal of Operator: Operator may resign at any time by giving written notice 
4 ihereof to N.in-Operators. I f Operator terminates its legal existence, no longer owns an interest in the 
5 Contract Area, or is no longer capable of serving as Operalor, it shall cease to be Operator without any 
6 action by Non-Operator, except the selection of a successor. Operator may be removed if it fails or 
7 refuses to carrv out. its duties hereunder, or becomes insolvent, bankrupt or is placed ie. receivership, 
g by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner -
!) snip as shown on Exhibit "A" , and not on the number of parties remaining after excluding the voting 

10 interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M. 
11 on the first day of the calendar month following the expiration of ninety (90) days after the giving of. 
12 notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor 
13 Operator has been selected and assumes ihe duties of Operator at an earlier date. Operator, after effect-
14 ive date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. 'A change of 
15 a corporate name or structure of Operator or transfer of Operator's interest to any single subsidiary, 
16 parent or successor corporation shall not be the basis for removal of Operator. 
17 
i 8 2. Selection of Successor Operator: Upon ihe resignation or removal of Operator, a successor Op-
19 orator shall be selected by the Parties. The successor Operator shall be selected from the parties owning 
20 or. interest in the Contract Area at the time such successor Operator is selected. I f the Operator that 
21 is removed fails to vote or votes only to succeed itself, the successor Operator shall be selected by the 
22 affirmative vole of two (2) or more parties owning a majority interest based on ownership as shown 
23 on Exhibit "A" , and not on the number of parties remaining after excluding the voting interest of the 
24 Operator that was removed. 
25 
26 C. Employees: 
27 
28 The number of employees used by Operator in conducting operations hereunder, their selection, 
29 and the hours of labor and the compensation for services performed, shall be determined by Operator, 
30 and all such employees shall be the employees of Operator. 
31 
32 D. Dri l l ing Contracts: 
33 
34 Al l wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual 
35 rates prevailing in the area. I i it so desires, Operator may employ its own tools and equipment in the 
36 dril l ing of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate 
37 of such charges shall be agreed upon by the parties in wr i t ing before dri l l ing operations are com-
38 menced, and such work shall be performed by Operator under the same terms and conditions as are 
39 customary and usual in the area in contracts of independent contractors who are doing work of a sim-
40 ilar nature. 
41 
42 ARTICLE V I . 
43 DRILLING AND DEVELOPMENT 
44 
45 A. Init ial Well: 
46 
47 On or before the 1 5 t h day of December t 19 -82, Operator shall commence the d r i l l -
48 ing of a well for oil and gas at the following location: 
49 
50 1980' FWL & 660' FSL of Section 27, Twp. 16 South, Rge. 37 East 
51 

52 

53 and shall thereafter continue the dri l l ing of the wel l wi th due diligence to 
54 

g 5 11,800'; or a depth to s u f f i c i e n t l y test the Strawn, 
whichever is the lesser. 

56 
57 'if 
58 unless granite or other practically impenetrable substance or condition in the hole, which renders 
59 further dril l ing impractical, is encountered at a lesser depth, or unless all parties agree to complete or 
60 abandon the well at a"lesser depth. . 
61 
62 Operator shall make reasonable tests of all formations encountered during dr i l l ing which give i n -63 dication of containing oil and gas in quantities sufficient to test, unless this agreement shall be limited 64 in its application to a specific formation or formations, in whieh event Operator shall be required to 65 test only the formation 01' formations to whieh this agreement may apply. 66 -67 If, in Operator's judgment, the well w i l l not produce oil or gas in paying quantities, and it wishes 68 to plug and abandon the well as a dry hole, it shall first secure the consent of all parties and shall 69 plug and abandon same as provided in Article V I . E . l . hereof. -70 . : •....:.:::':.: :v:i;::;.;.::::k-'. 
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1 !?. Subsequent Operations: 
2 
3 1. Proposed Operations: Should any party hereto desire to dr i l l any well on the Contract Area 
-t other than the well provided for in Article VI.A., or to rework, deepen or plug back a dry hole drilled 
5 at the joint expense of all parties or a well joint ly owned by all the parties and not then producing 
6 in paying quantities, the party desiring to dr i l l , rework, deepen or plug back such a well shall give the 
7 other parties written notice of the proposed operation, specifying the work to be performed, the loca-
8 tion, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
9 ing such a notice shall have thirty (30) days after receipt of the notice within which to notify the 

10 parties wishing to do the work whether they elect to participate in the cost of the proposed operation. 
11 ff a dril l ing rig is on location, notice of proposal to rework, plug back or dr i l l deeper may be given 
12 by telephone and the response period shall be limited to forty-eight (48) hours, exclusive of Saturday, 
13 Sunclav or legal holidays. Failure of a party receiving such notice to reply within the period above fixed 
14 shall constitute an election by that party not. to participate in the cost of the proposed operation. Any 

15 notice or response given by telephone shail be promptly confirmed in wri t ing. 

16 
17 2. Operations by Less than A l l Parties: I f any party receiving such notice as provided in Article 
18 V I . B . l . oi- VI .E . l . elects not to participate in the proposed operation, then, in order to be entitled to 
19 the benefits of this article, tlie party or parties giving the notice and such other parties as shall elect 
20 to participate in tlie operation shall, within sixty (60) days after the expiration of the notice period of 
21 thirty (3,0) days (or as promptly as possible after the expiration of the forty-eight (43) hour period 
22 where the drill ing rig is on location, as the case may be) actually commence work on the proposed 
23 operation raid complete it with due diligence. Operator shall perform all work for the account of the 
24 Consenting Parties; provided, however, if no dr i l l ing rig or other equipment is on location, and if Op-
25 orator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform 
26 the work required by such, proposed operation for the account of the Consenting Parties, or (b) desig-
27 nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties, when 
28 conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms 

29 and conditions of this agreement. 

30 
31 If less than all parties approve any proposed operation, the proposing party, immediately after the 
32 expiration of the applicable notice period, shall advise the Consenting Parties of (a) the total interest 
33 of the parties approving such operation, and (b) .its recommendation as to whether the Consenting Par-
34 ties should proceed with the operation as proposed. Each Consenting Party, wi thin forty-eight (48) 
35 hours (exclusive of Saturday, Sunday or legal holidays) after receipt of such notice, shall advise the 
36 proposing party of its desire to (a) l imit participation to such party's interest as shown on Exhibit " A " , 
37 or (b) carry its proportionate part of Non-Consenting Parties' interest. The proposing party, at its 
38 election, may withdraw such proposal if there is insufficient participation, and shall promptly notify 
39 all parties of such-decision. 
40 
41 The entire cost and risk of conducting such operations shall be borne b y the Consenting Parties in 
42 the proportions they have elected to bear same under the terms of the preceding paragraph. Consenting 

43 Parties shall keep the leasehold estates involved in such operations free and clear of all liens and 
44 encumbrances of every kind created by or arising f rom the operations of the Consenting Parties. If such 
45 an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole 
46 cost, risk and expense. I f any well drilled, reworked, deepened or plugged back under the provisions 
47 of this Article results in a producer of oil and/or gas in paying quantities, the Consenting Parties shall 
48 complete and equip the well to produce at their sole cost and risk, and tlie well shall then be turned 
49 over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties. 
50 Upon commencement of operations for the dri l l ing, reworking, deepening or plugging back of any such 
51 well by Consenting Parties in accordance with the provisions of this Article, each Non-Consenting Party 
52 shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and 
53 be entitled to receive, in proportion to their respective interests, all of such Non-Consenting Party's 
54 interest in the well and share of production therefrom until the proceeds of the sale of such share, 
55 calculated at the well, or market value thereof if such share is not sold (after deducting production 
56 taxes, royalty, overriding royalty and other interests existing on the effective date hereof, payable out of 
57 or measured by the production from such well accruing with respect to such interest until it reverts) 
58 shail equal the total of the following: 
59 ' "';;; 

60 (a) 100 96 of each sueh Non-Consenting Party's share of the cost of any newly acquired surface 
61 equipment beyond the wellhead connections (including, but not limited to, stock tanks, separators. 
62 treaters. pumping equipment and piping), plus 100% of each sueh Non-Consenting Party's share o f t h e 

63 cost of operation of the well commencing with first production and continuing until each such Non-
64 Consenliiig Party's relinquished interest shall revert to it under other provisions of this Article, it being 

65 agreed that each Non-Consenting Parly's share of such costs and equipment wi l l be that interest which 
66 would have been chargeable to each Non-Consenting Party had it participated in the well f rom the be-
67 ginning of the operation; and 
68 - •••'•'• ' • 
69 (b) 300 % 0 f t | i a i portion of the eosts and expenses of dialling reworking, deepening, or plugging 
70 back, testing and completing, after deducting any cash contributions received under Article V I I I . C , and 



2 head connections), which would have been chargeable to such Non-Consenting Part}' tf if had partici-
3 paicd therein. 
4 
5 Ha;.;—production—attributable—to——Non Confronting Partv-'*: rHlinquivhed interest upon >.iich PniV^ 
6 election, shall be sold to its purchaser, if available, under the terms of its existbTjj^JSarr-slfles con-
7 tract. Such Non - Consenting Party shall direct its purchaser fo vem\±^iber~pTmwds receivable from 
8 such sale direct to the Consenting Parties until lheanjjai*tt te^J«rvided for in. this Article are recov-
9 ei'Cc! from the Nor. - Consenting Party "sjaaliwjtnsTIea interest. I f such Non - Consenting Party has not 

10 contracted for sale of i t s g a ^ » t - - H t e : u m e such gas is available for delivery, or has not made the elee-
11 tion as prc^idw^-trttSveT the Consenting Parties shall own and be entitled to receive and sell such Non-
12 C;;<TrrnTTTiT.'!—Party'?:—rharo nf' gar—m—horoinabove—^v;ri,,,-| ^ j , . ' • • • " ' • i i ] " ) ] " ' i i pf,,-;nH 
13 

14 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share 
15 of production, or the proceeds therefrom, Consenting Parlies shall be responsible for the payment of 
16 all production, severance, gathering and other taxes, and all royalty, overriding royalty and other 
17 burdens applicable to Non-Consenting Party's share of production. 
18 
19 Tn the case of any reworking, plugging back or deeper dri l l ing operation, the Consenting Parties shall 
20 be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of 
21 all such equipment shall remain unchanged; and upon abandonment of a well after such reworking. 
22 plugging back or deeper dri l l ing, the Consenting Parties shall account for all such equipment to the 
23 owners thereof, with each party receiving its proportionate part in kind or in value, less cost of 
24 salvage. 
i t ; 

26 Within sixty (60) days after the completion of any operation under this Article, the party con-
27 ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party wi th an i n -

28 ventory of the equipment in and connected to the well , and an itemized statement of the cost of dri l l ing, 
29 deepening, plugging back, testing, completing, and equipping the well for production; or. at its option, 
30 the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed 
31 statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being 
32 reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall f u r n -
33 ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the 
34 operation, of the well, together with a statement of the quantity of oil and gas produced from it and the 
35 amount of proceeds realized f rom the sale of the well's working interest production during the preceding 
36 month. In determining the quantity of oil and gas produced during any month, Consenting Parties 
37 shall use industry accepted methods such as, but not limited to, metering or periodic wel l tests. Any 
38 amount realized from the sale or other disposition of equipment newly acquired in connection with any 
39 such operation which would have been owned by a Non-Consenting Party had it participated therein 
40 shall be credited against the total unreturned costs of the work done and of the equipment purchased, 
41 in determining when the interest of such Non-Consenting Party shall revert to it as above provided; 
42 and if there is a credit balance, it shall be paid to such Non-Consenting party. 
43 

44 I f and when the Consenting Parties recover f rom a Non-Consenting Party's relinquished interest 

45 the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
46 matically revert to it, and, from and after such reversion, such Non-Consenting Party shall own the same 
47 interest in sueh well, the material and equipment in or pertaining thereto, and the production there-
48 from as such Non-Consenting Party would have been entitled to had it participated in the dr i l l ing, 
49 reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be 
50 charged with and shall pay its proportionate part of the further costs of the operation of said well in 
51 accordance with the terms of this agreement and the Accounting Procedure, attached hereto. 
52 

53 Notwithstanding the provisions of this Article VI.B.2., i t is agreed that without the mutual consent 
54 of all parties, no wells shall be completed in or produced from a source of supply f rom which a well 
55 located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing 
56 well spacing pattern for such source of supply. 
57 ff 
58 The provisions of this Article shall have no application whatsoever to the dr i l l ing of the;- ini t ia l 
59 well described in Article VI .A. except (a) when Option 2, Article V I I . D . l . , has been selected,!"or (b) 
60 to the reworking, deepening and plugging back of such initial well, if sueh well is or thereafter-'i shall 
61 prove to be a dry hole or non-commercial well, after having been drilled to Ihe depth specified iniArt icle 
62 VI.A. - V i 
63 ;•;.-;' 
64 C. Kiglit to Take Production in Kind : 
65 .•"-"."' ; :• i • 
06 Each party shall have the right to take in kind or separately dispose of its proportionate share of 
67 all oil and gas produced from the Contract Area, exclusive of production which may be used i n . de-
68 velopment and producing operations and in preparing and treating oil for marketing • purposes* and . 
69 production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate dispo- • 
70 sition by any party of its proportionate share of the production shall be borne by such - party. Any 
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1 partv taking its sharp of production in kind shall be required to pay for only its proportionate share 

2 of such part of Operator's surface facilities which it uses. 

:i 

4 Each parly shall execute such division orders and contracts as may be necessary for the sale of its 
5 interest in production from the Contract Area, and, except as provided in Article VII .B . . shall be entitled 

' 6 to receive payment direct from the purchaser thereof for its share of all production. 
7 
3 In the event any party shall fail to make the arrangements necessary to take in kind or separately 
9 dispose of its proportionate share of the oii and gas produced from the Contract Area, Operator shall have 

10 the right, subject to the revocation at wi l l by the party owning it, but not the obligation, to purchase such 
11 oil and gas or sell it to others at any time and from time to time, for the account of the non-taking 
12 party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
13 erator shall be subject always to the right of the owner of the production to exercise at any time its 
14 right to take in kind, or separately dispose of, its share of all oil and gas not previously delivered to a 
15 purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for 
16 such reasonable periods of time as are consistent wi th the minimum needs of the industry under the 
17 particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the 
18 foregoing. Operator shail not make a sale, including one into interstate commerce, of any other party's 
19 share of gas production without, first giving such other party thir ty (30) days notice of such intended 
20 sale. 
21 
22 In the event one or more parties' separate disposition of its share of the gas causes split-stream de-
23 liveries to separate pipelines and ''or deliveries which on a day-to-day basis for any reason are not 
24 exactly equal to a party's respective proportionate share of total gas sales to be allocated to it, the 
25 balancing or accounting between the respective accounts of the parties shall be in accordance with 
26 any Gas Balancing Agreement between the parties hereto, whether such Agreement is attached as 
27 Exhibit '"E", or is a separate Agreement. 
28 
29 D. Access to Contract Area and Information: 
30 
31 Each party shall have access to the Contract Area at al! reasonable times, at its sole risk to inspect 
32 or observe operations, and shall have access at reasonable times to information pertaining to the de-
33. velopment or operation 'thereof, including Operator's books and records relating thereto. Operator, upon 
34 request, shall furnish each of the other parties w i th copies of all forms or reports f i led wi th govern-
35 mental agencies, daily dri l l ing reports, well logs, tank tables, daily gauge and run tickets and reports 
36 of stock on hand at the first of each month, and shall make available samples of any cores or cuttings 
37 taken from any well drilled on the Contract Area. The cost of gathering and furnishing information to 
38 Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the 
39 information. 
40 

41 E. Abandonment of Wells: 
42 

43 1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VI.B.2., any well 
44 which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole 
45 shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent 
46 effort, be unable to contact any party, or should any party fai l to reply within forty-eight (48) hours 
47 (exclusive of Saturday, Sunday or legal holidays) after receipt of notice of the proposal to plug and 
48 abandon such well, such party shall be deemed to have consented to the proposed abandonment. A l l 

49 such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost, 
50 risk and expense of the parties who participated in the cost of dri l l ing of such well. Any party who ob-
51 jects to the plugging and abandoning such well shall have the right to take over the well .and conduct 
52 further operations in search of oil and or gas subject to the provisions of Article VLB. 
53 
54 2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
55 worked pursuant to Article VI.B.2. hereof for which the Consenting Parties have not been fu l ly reim-
50 bursed as therein provided, any well which has been completed as a producer shall not be plugged and 
57 abandoned without the consent of al! parties. I f all parties consent to such abandonment, the well shall 
58 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense 
59 of all the parties hereto. If , within th i r ty (30) days after receipt of notice of the proposed abandonment 
60 of such well, all parties do not agree to the abandonment of any well, those wishing to continue its op-
61 oration shall tender to each of the other parties its proportionate share of the value of the well's salvable 
62 material and equipment, determined in accordance wi th the provisions of Exhibit "C", less the estimated 

63 cosl of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall 

64 assign to the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, 

65 quality, or fitness for use of tlie equipment and material, till of its interest in the well and related equip-

66 merit, together with its interest in the leasehold estate as to, but only as to, the interval or intervals of the 
67 formation or formations then open to production. If the interest of the abandoning party is or includes 
68 an oil and gas interest, such party sliall execute and deliver to the non-abandoning party or' parties an 
69 oil and gas lease, limited to the interval or intervals of the formation or formations then open to produc-
70 tion, for a term of one year and so long thereafter as oil and ./or gas is produced from the interval or inter--' : 
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1 vals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit 
2 "B" . The assignments or leases so limited shall encompass the "dri l l ing unit" upon which Ihe well is 
3 located. The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon 
4 the relationship of then' respective percentages of participation in the Contract Area to the aggregate of 
5 the percentages of participation in the Contract Area of all assignees. There shall be no readjustment 
ti of interest in the remaining portion of the Contract Area. 

? 
8 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the op-

9 oration of or production from the well in the interval or intervals then open other than the royalties 

10 retained in any lease made under the terms of this Article. Upon request, Operator shall continue to 

11 operate the assigned well for the account of the non-abandoning parties at the rates and charges con-

12 templated by this agreement, plus any additional cost and charges which may arise as the result .of 

1-'! the separate ownership of the assigned well. 

14 
15 ARTICLE V I I . 
16 EXPENDITURES AND L I A B I L I T Y OF PARTIES 

17 
18 A. Liability of Parties: 

19 
20 The liability of the parties shall be several, not joint or collective. Each party shall be responsible 
21 only for its obligations, and shall be liable only for its proportionate share of the costs of developing 
22 and operating the Contract Area. Accordingly, the liens granted among the parties in Article VI I .B . are 
23 given to secure only the debts of each severally. I t is not the intention of the parties to create, nor shall 
24 this agreement be construed as creating, a mining or other partnership or association, or to render the 

25 parties liable as partners. 
26 

27 B. Liens and Payment Defaults: 
28 
29 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a 
30 security interest in its share of oil and/or gas when extracted and its interest in all.equipment, to secure 
31 payment of its share of expense, together wi th interest thereon at the rate provided in the Accounting 
32 Procedure attached hereto as Exhibit : 'C". To the extent that Operator has a security interest under the 
33 Uniform Commercial Code of the State, Operator shall be entitled to exercise the rights and remedies 
34 of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator 
35 for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 
36 rights or security interest as security for the payment thereof. In addition, upon default by any Non-
37 Operator in the payment of its share of expense, Operator shall have the right, without prejudice to 

38 other rights or remedies, to collect f rom the purchaser the proceeds f rom the sale of sueh Non-Operator's 
39 share of oil and.'or gas until the amount owed by such Non-Operator, plus interest has been paid. Each 

40 purchaser shall be entitled to rely upon Operator's wri t ten statement concerning the amount of any de-
41 fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-
42 orator's proportionate share of expense. 
43 

44 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of 
45 a statement therefor by Operator, the non-defaulting parties, including Operator, shall, upon request by 

46 Operator, pay the unpaid amount in the proportion that the interest of each such party bears to the i n -
47 terest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain reimburse-
48 ment thereof, be subrogated to the security rights described in the foregoing paragraph. 
49 

50 C. Payments and Accounting: 
51 

52 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses 
53 incurred in the development and operation of the Contract Area pursuant to this agreement and shall 
54 charge each of the parties hereto with their respective proportionate shares upon the expense basis pro-
55 vided in the Accounting Procedure attached hereto as Exhibit "C". Operator shall keep an accurate 
56 record of the joint account hereunder, showing expenses incurred and charges and credits made and 
57 received. "j% 
58 :$? 

59 Operator, at its election, shall have the right f rom time to time to demand and receive from the 
60 other parties payment I n advance of their respective shares of the estimated amount of the expense to 
61 be incurred in operations hereunder during the next succeeding month, which right may be exercise'd only 
62 by submission to each such pai ty of an itemized statement of such estimated expense, together wi th 
63 an invoice for its share thereof. Each-such statement and invoice for the payment in advance of esti-
64 mated expense shall be submitted on or before the 20th clay of the next preceding month.. Each party 
65 shall pay to Operator its proportionate share of such estimate within fifteen (15) days after such es-
66 tirnate and invoice is received. I f any party fails to pay its share of said estimate within said time, the 
67 amount due shall bear interest as provided in Exhibit "C" unti l paid. Proper adjustment shall, be 
68 made monthly between advances and actual expense to the end that each party shall bear-and-payits 
69 proportionate share of actual expenses incurred, and no more. ;-• •« ^--r. • 
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I D. Limitation of Expenditures: 
2 

3 1.' Drill nr Deepen: Without the consent of all parties, no well shall be drilled or deepened, ex-

4 cept any well drilled or deepened pursuant to the provisions of Article VI.B.2. of this Agreement, i t being 

5 understood that the consent to the dr i l l ing or deepening shall include: 

(5 
7 H Option No. 1: A l l necessary expenditures for the dri l l ing or deepening, testing, completing and 

3 equipping of the well, including necessary tankage anchor surface facilities. 

9 
10 ;X: Option No. 2: All necessary expenditures for the dri l l ing or deepening and testing of the well. When 
11 such well has reached its authorized depth, and all tests have been completed. Operator shall give i m -
12 mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties 
13 receiving such notice shall have forty-eight (43) hours (exclusive of Saturday, Sunday and legal hol i -
14 days) in which to elect to participate 111 the setting of casing and the completion attempt. Such election, 
15 when made, shall include consent to all necessary expenditures for the completing and equipping of such 
16 well, including necessary tankage and/or surface facilities. Failure of any party 'receiving such notice 
17 to reply within the period above fixed shall constitute an election by that party not to participate in 
18 the cost of tiie completion attempt. If one or more, but less than all of the parties, elect to set pipe and 
19 to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or 
20 plugging back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to 
21 the operations thereafter conducted by less than all parties. 
22 
23 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged 
24 back except a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-
25 ment, it being understood that the consent to the reworking or plugging back of a well shall include 
26 consent to all necessary expenditures in conducting such operations and completing and equipping of 
27 said well, including necessary tankage and/or surface facilities. 
28 
29 3. Other Operations: Operator shall not undertake any single project reasonably estimated to require 
30 an expenditure in excess of F i f t e e n Thousand and no/100 Dollars ($ 1 5 ,000 .00 ) 

31 except in connection with a well, the dri l l ing, reworking, deepening, completing, recompleting, or plug-
32 ging back of which has been previously authorized by or pursuant to this agreement; provided, how-

33 . ever, that, in case of explosion, fire, flood or other jsudden emergency, whether of the same or different 
34 nature. Operator may take such steps and incur such expenses as in its opinion are required to deal w i th 
35 the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emer-
36 gency to the other parties. I f Operator prepares "Authority for Expenditures" for its own use, 
37 Operator, upon request, shall furnish copies of its "Authority for Expenditures" for any single project 

38 costing in excess nf F i f t e e n Thousand and no/100 Dollars ($ 1 5 , 0 0 0 - 0 0 • V 

39 

40 E. Royalties. Overriding Royalties and Other Payments: 
41 

42 Each party shall pav or deliver, or cause to be paid or delivered, all royalties to the extent of 
43 t h r e e - s i x t e e n t h s ( 3 / 1 b t h s ) d u e Q n j t g s h a r e o f p r o d u c t i o n a n d S n a l l h o l d t h e o t h e r p a r t i e s f r e e 

44 from any liability therefor. I f the interest of any party in any oil and gas lease covered by this agree-

45 ment is subject to any royalty, overriding royalty, production payment, or other charge over and above 
46 the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account 
47 for or cause to be accounted for, such interest to the owners thereof. 
48 
49 No party shall ever be responsible, on any price basis higher than the price received by such party, 
50 to any other party's lessor or royalty owner; and if any such other party's lessor or royalty owner should 
51 demand and receive settlements on a higher price basis, the party contributing such lease shall bear the 
52 royally burden insofar as such higher price is concerned. 
53 
54 F. Rentals, Shut-in Well Payments and Minimum Royalties: 
55 
56 Rentals, shut-in well payments and minimum royalties which may be required under the terms of 
57 any lease shall be paid by the party or parties who subjected such lease to this agreement at its'or their 
58 expense. In the event two or more parties own and have contributed interests in the same lease; to this 
59 agreement, such parties may designate one of such parties to make said payments for and on behalf of all 
60 such parties. Any pai ty may request, and shall be entitled to receive, proper evidence of all such- pay-

61 ments. In the event of failure to make proper payment of any rental, shut-in well payment or minimum 
62 royalty through mistake or oversight where such payment is required lo continue the lease in force, 
63 any loss which results from such non-payment shall be borne in accordance with the provisions of Article 
64 IV.B.2. ;,:•:/•--•!•'[' 
65 . , •• ••..; /', 
66 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shut-
67 ting in or return to production of a producing gas well , at least five (5) days (excluding Saturday; Sun­
OS ''ay and holidays), or at the earliest opportunity permitted by circumstances, prior to taking such action, -
69 but assumes no liabili ty for failure to do so. In the event of failure by Operator to so notify. Non-
70 Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments-
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1 of any shut-in well payment shall be :x :;ie jointly by the parties hereto under Ihe provisions of Article 

2 IV.B.3. 

4 G. Taxes: 
5 
6 Beginning with the first calendar r after the effective date hereof. Operator shall render for ad 
7 valorem taxation all property subjeo. :.; this agreement which by law should be rendered for such 
8 taxes, and it shall pay all such taxes is.;--:ssed thereon before they become delinquent. Prior to the ren-
9 dition dale. each. Non-Operator shaii :' ur.-.ish Operator information as to burdens (to include, but not be 

10 limited to. royalties, overriding royalti^r i:.d production payments) on leases and oil and gas interests con-
11 tributcd by such Non-Operator. I f the iss^ssed valuation of any leasehold estate is reduced by reason of its 
12 being subject to outstanding excess roy£-.:es, overriding royalties or production payments, the reduction in 
13 ad valorem taxes resulting therefrom sr. a:! inure to the benefit of the owner or owners of such leasehold 
14 estate, and Operator shall adjust the •rr.2..-fe to such owner or owners so as to reflect the benefit of such 
15 reduction. Operator shall bil l other p.- r.:~< for their proportionate share of all tax payments in the man-
16 ner provided in Exhibit "C". 
17 
13 If Operator considers any tax assossnent improper. Operator may, at its discretion, protest within 
19 the time and manner prescribed by i.s.w. and prosecute the protest to a final determination, unless all 
20 parties agree to abandon the protest pr.or to final determination. During the pendency of administrative 
21 or judicial proceedings. Operator mi" / -:i-?ct lo pay, under protest, all such taxes and any interest and 
22 penalty. When any such protested ai-i-ss-ment shall have been f inal ly determined. Operator shall pay 
23 the tax for the joint, account, together ~ i t r . any interest and penalty accrued, and the total cost shall then 
24 be assessed against the parties, and be pari by them, as provided in Exhibit "C". 
25 
26 Each party shall pay or cause to ":>e ;.aid all production, severance, gathering and other taxes i m -

27 posed upon or with respect to the production or handling of such party's share of oil and/or gas pro-
28 duced under the terms of this agreement. 

29 
30 H. Insurance: 
31 
32 At all times while operations are cc.-ducted hereunder, Operator shall comply with the Workmen's 
33 Compensation Law of the State where the operations are being conducted: provided, however, that Op-
34 erator may be a self-insurer for l iabi l i ty under said compensation laws in which event the only charge 
35 that shall be made to the joint account ; h ; ! l be an amount equivalent to the premium which would have 
36 been paid had such insurance been obtained. Operator shall also carry or provide insurance for the 
37 benefit of the joint account of the parties as outlined in Exhibit " D " , attached to and made a part hereof. 
38 Operator shall require all contractors e~Si.ged in work on or for the Contract Area to comply wi th the 
39 Workmen's Compensation Law of the Srai t where the operations are being conducted and to maintain 
40 such other insurance as Operator may require. 
41 

42 In the event Automobile Public Liabil i ty Insurance is specified in said Exhibit ' 'D", or subsequently 
43 receives the approval of the parties, r.o direct charge shall be made by Operator for premiums paid for 
44 such insurance for Operator's fu l ly owr.ee automotive equipment. 
45 

46 ARTICLE V I I I . 
47 ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST 
48 
49 A. Surrender of Leases: 
50 

51 The leases covered by this agn•>.•-".:: \ insofar as they embrace acreage in the Contract Area, shall 
52 not be surrendered in whole or in par", ur.less all parties consent thereto. 
53 
54 . However, should any party desire surrender its interest in any lease or in any portion thereof, and 
55 otlier parties do not agree or consent ti-.e:-.-to, the party desiring to surrender shall assign, without express 
56 or implied warranty of title, all of its "erest in such lease, or portion thereof, and any well, material and 
57 equipment which may be located thereon ;nd any rights in production thereafter secured, to the parties 
58 not desiring lo surrender if. I f the interest of the assigning party includes an oil and gas interest, the as-
59 signing parly shall execute and deliver to the party or parties not desiring to surrender an oil and gas 
60 lease covering such oil and gas interest for a term of one year and so long thereafter as oil and/or gas 

61 is produced from the land covered therrby. such lease to be on the form attached hereto as Exhibit " B " . 
62 Upon such assignment, the assigning v.ar.y shall be relieved f rom all obligations thereafter accruing. 

63 but not theretofore accrued, with resp-r-c: to the acreage assigned and the operation of any well thereon, 
64 and the assigning party sliall have no runner interest in the lease assigned and its equipment and pro-

65 cluclion other than the royalties retain-rd :rt any lease made under t he terms of this Article. The parties 

66 assignee sliall pay to the party assign:.- '.'r.o reasonable salvage value of the kilter's interest in any wells 
67 and equipment on the assigned acreage. The value of all material shall be determined in accordance 
68 with the provisions of Exhibit "C". les.; estimated cost of salvaging and the estimated cost of plug-
69 ging and abandoning. If the assignment is in favor of more than one party, the assigned interest shall 
70 - . . . : „ . . . : . . . : : . : : . _ : : ' 
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1 be shared by the parties assignee in the proportions that the interest of each bears to th'-- interest of al l 

2 pa rt ies assi gnee. 

4 Any assignment or surrender made under this provision shall not reduce or change the assignor's or 
5 surrendering parties' interest, as it was immediately before the assignment, in the balance of the Contract 
6 Area: and the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter 
7 be subject lo the terms and provisions of this agreement. 
8 

9 15. Renewal or Extension of Leases: 

10 
11 If anv party secures a renewal of any oil and gas lease subject to this Agreement, all other parties 
12 shall be notified, promptly, and shall have the right for a period of thirty (80) days following receipt 
18 of such notice in whieh to elect to participate in the ownership of the renewal lease, insofar as such 
14 lease affects lands within the Contract Area, by paying to the party who acquired it their several proper 
15 proportionate shares of the acquisition cost allocated to that part of such 'lease within the Contract Area, 
10 which shall be in proportion to the interests held at that time by the parties in the Contract Area. 
17 
18 If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it 
19 shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of 
20 their respective percentage of participation in the Contract Area to the aggregate of the percentages 
21 of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 
22 Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement. 
23 
24 Each party who participates in the purchase of a renewal lease shall be given an assignment of its 
25 proportionate interest therein by the acquiring party. 
26 
27 The piovisions of this Article shall apply to renewal leases whether they are for the entire interest 
28 covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease 

29 taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after 
30 the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted 
31 for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal 
32 lease and shall not be subject to the provisions of this agreement. 
33 ' / 

34 The provisions in this Article shall apply also and in like manner to extensions of oil and gas 
35 leases. 
36 

37 C. Acroatfu or Cash Contributions: 
38 
39 While this agreement is in force, if any party contracts for a contribution of cash toward the dri l l ing 
40 of a well or any other operation on the Contract Area, such contribution shall be paid to the party who 
41 conducted the dri l l ing or other operation and shall be applied by it against the cost of such dri l l ing or 
42 other operation. I f the contribution be in the form of acreage., the party to whom tho contribution—i& 

43 mado shall promptly tender an assignment of tho acreage,—without—warranty—&f—title,——the—Drilling 
44 Parties in tho proportions said Dr i l l ing Portico shared the cost of dri l l ing tho woll.—If all parties hereto 

45 are Drill ing Parties and accept cueh tender, auch acreage shall become u part of the Contract Area and 
46 be governed by the provisions of this agreement.—If less than all parties hereto are Dr i l l ing Partioc and 

47 aceej»t-s*ich tender, such acreage shall not become a part of tho Contract Area. Each party shall prompt-
48 ly notify all other parties of all acreage or- money contributions it may obtain in support of any well or 
49 any other operation on the Contract Area. 
50 

51 If any party contracts for any consideration relating to disposition of sueh party's share of substances 
52 produced hereunder, such consideration shall not be deemed a contribution as contemplated in this 
53 Article VIII.C. 
54 

55 D. Subsequently Created Interest: 
56 ' 

57 Notwithstanding the provisions of Article VII I .E . and VIII .G. , if any party hereto shall, subsequent 
58 to execution of this agreement, create an overriding royalty, production payment, or net proceeds" inter-
59 est. whieh such interests are hereinafter referred to as "subsequently created interest", such subsequently 
60 created interest shall be specifically made subject to all of the terms and provisions of this agreement, as 
61 follows: e:.l 
62 K ' j 

63 1. If non-consent operations are conducted pursuant to any provision of this agreement.' and the 
64 pai ty conducting such opeiations becomes entitled to receive the production attributable to the interest 

65 out of whieh tlie subsequently created interest is derived, such party shall receive same free -and clear 

66 of such subsequently created intciest. The party creating same shall bear and pay all such subsequently 

67 created interests and shall indemnify and hold the other parties hereto free and harmless. from any and 
68 all liability resulting therefrom. 
69 
70 ' • ' '- --' 
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1 2. li ' the owner of the interest from which the subsequently created interest is derived (1) fails to 

2 pay. when OLIO, its share of expenses chargeable hereunder, or (2) elects to abandon a well under pro-
3 visions of Article VI.El. hereof, or (3) elects to surrender a lease under provisions of Article VIIT.A. 
4 hereof, the subsequently created interest shall be chargeable with the pro rata portion of all expenses 
5 hereunder in the same manner as if such interest were a working interest. For purposes of collecting 
6 such chargeable expenses, the party or parties who receive assignments as a result of (2) or (3) above 

7 shall have the right to enforce all provisions of Article VII .B. hereof against such subsequently created 

3 interest. 

9 
10 E. Maintenance of Uniform Interest: 

11 
12 For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests 

13 covered by this agreement, and notwithstanding any other provisions to the contrary, no party shall 

14 sell, encumber, transfer or make other disposition of its interest in the leases embraced .within the Con-

15 tract Area and in wells, equipment and production unless such disposition covers either: 

16 

17 1. the entire interest of the party in all leases and equipment and production; or 
18 
19 2. an equal undivided interest in all leases and equipment and production in the Contract Area. 
20 
21 Every such sale, encumbrance, transfer or other disposition made by any party shall be made ex-
22 press ly subject to this agreement, and shall be made without prejudice to the right of the other parties. 
23 
24 If , ut any time the interest of any party is divided among and owned by four or more co-owners, 
25 Operator, at its discretion, may require such co-owners to appoint a single trustee or agent with f u l l 
26 authority to receive notices, approve expenditures, receive billings for and approve and pay such party's 
27 share of the joint expenses, and to deal generally with , and with power to bind, the co-owners of such 
28 party's interests within the scope of the operations embraced in this agreement; however, all such 
29 co-owners shall have the right to enter into and execute all contracts or agreements for the disposition 
30 of their respective shares of the oil and gas produced f rom the Contract Area and they shall have the 
31 right to receive, separately, payment of the sale proceeds hereof. 
32 
33 E. Waiver of Right to Partition: 
34 
35 I f permitted by the laws of the state or states in which the property covered hereby is located, each 
36 party hereto owning an undivided interest in the Contract Area waives any and all rights it may have 
37 to partition and have set aside to it in severalty its undivided interest therein. 
38 
39 —Preforetttial Riglit to Puroho.sc: 

41 ShouldolTi^jDarty desire to sell all or any part of its interests under this agreemejjt^^rf^ts rights and 

42 interests in the ConT>aciArea, it shall promptly give written notice to the otja^r'pai't.ies, wi th f u l l infor-
43 mation concerning its propos>«i^sale, which shall include the name jy^d-^Jdaress of the prospective pur-
44 chaser (who must be ready, wi l l ing^rmiab le to purchase), UT^>-t5uxchase price, and all other terms of 
45 the offer. The other parties shall then haw~~8fl^pta9ja«fipi'ior right, for a period of ten (10) days after 
46 receipt of the notice, to purchase on the same^terfnsimdconditions the interest which the other party 
47 proposes to sell; and, if this optionai^w-gTrt is exercised, tdT&^a^rchasing parties shall share the pur-
48 chased interest in the proportjjjHS^thaf the interest of each bears tc7~ttwitotal interest of all purchasing 
49 parties. However, thev^sirtall be no preferential right to purchase in those case*-^vhere any party wishes 
50 to mortgage ib>-krTerests, or to dispose of its interests by merger, reorganization, corTssJjdation, or sale 
51 of alNjj^-slibstantially all of its assets to a subsidiary or parent company or to a subsidiaryeTf~-a^parent 
52 -eompany, or to any company in which any ono party owns a majority of the stock. ~-»., 
53 
54 ARTICLE I X . 
55 INTERNAL REVENUE CODE ELECTION 
56 
57 This agreement is not intended to create, and shall not be construed to create, a relationship of part-
58 nei'ship or an association for profit between or among the parties hereto. Notwithstanding any pro-
59 visions herein that the rights and liabilities hereunder are several and not joint or collective, or that this 
60 agreement and operations hereunder shall not constitute a partnership, if, for Federal income tax pur-
61 poses, this agreement and the operations hereunder are regarded as a partnership, each party hereby 
62 affected elects to be excluded from the application of all of the provisions of Subchapter "Tv", Chapter 
63 1, Subtitle "A" , of the Internal Revenue Code of 1954, as permitted and authorized by Section 761 of 
64 the Code and the regulations promulgated thereunder. Operator is authorized and directed to execute on 
65 behalf of each party hereby affected such evidence of this election as may be required by the Secretary 
66 of the Treasury of the United States or the Federal Internal Revenue Service, including specifically, but 
67 not by way of limitation, all uf the returns, statements, and the data required by Federal Regula-
63 lions 1.761. Should there be any requirement that each party hereby affected give further evidence of " 
69 this election, each such party shall execute such documents and furnish such other evidence as may be 
70 required by the Federal Internal Revenue Service or as may be necessary to evidence this election. "No 

- 12 -



A.A.P.L. FORM 610 - MOD FL FORM OPERATING AGREEMENT 197; 

1 such party shall give any notices or take any other action inconsistent with the election made hereby. 
2 If anv present or future income tax laws of the state or states in. which the Contract Area is located or 

3 ; m v future income tax laws of the United States contain provisions similar to those itt Subchapter * ! K", 
4 Chapter 1. Subtitle "A" , of tlie Internal Revenue Code of 1954. under which an election similar to that 
5 provided by Section 761 of the Code is permitted, each party hereby affected shall make such election as 
6 may 'oe permitted or required by such laws. In making the foregoing election, each such party states that 
7 the income derived by such party from Operations hereunder can be adequately determined without the 

8 compulation of partnership taxable income. 
9 

10 ARTICLE X. 

11 CLAIMS AND LAWSUITS 
12 
13 Operator may settle any single damage claim or suit arising f rom operations hereunder if the ex-
14 penchture does not exceed Twenty Thousand and no/100 Dollars 

15 (S 20 ,000 • 00 ) and if the payment is in complete settlement of such claim or suit. I f the amount 

16 required for settlement exceeds the above amount, the parties hereto shail assume and take over the 
17 further handling of the claim or suit, unless such authority is delegated to Operator. A l l costs and ex-
18 pense of handling, settling, or otherwise discharging such claim or suit shall be at the joint expense 
19 of tlie parties. If a claim is made against any party or if any party is sued on account of any matter 
20 arising from operations hereunder over which such individual has no control because of the rights given 
21 Operator by this agreement, the party shall immediately notify Operator, and the claim or suit shall 
22 be treated as any other claim or suit involving operations hereunder. 
23 
24 A R T I C L E X I . 
25 FORCE MAJEURE 
26 
27 I f any party is rendered unable, wholly or in part, by force majeure to carry out its obligations 
28 under this agreement, other than the obligation to make money payments, that party shall give to all 
29 other parties prompt writ ten notice of the force majeure with reasonably f u l l particulars concerning i t ; 
30 thereupon, the obligations of the party giving the notice, so far as they are affected by the force majeure. 
31 shall be suspended during, but no longer than, the continuance of the force majeure. The affected party 
32 shall use all reasonable diligence to remove the force majeure situation as quickly as practicable. 
33 . / 

34 The requirement that any force majeure shall be remedied wi th all reasonable dispatch shall not 
35 require the settlement of strikes, lockouts, or other labor d i f f icul ty by the party involved, contrary to its 
36 wishes; how all such difficulties shall be handled shall be entirely within the discretion of the party 
37 concerned. 
38 

39 The term "force majeure'', as here employed, shall mean an act of God, strike, lockout, or other 
40 industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood, 
41 explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment, 
42 and any other cause, whether of the kind specifically enumerated above or otherwise, which is not 
43 reasonably within the control of the party claiming suspension. 
44 

45 A R T I C L E X I I 
46 NOTICES 
47 

48 Al l notices authorized or required between the parties, and required by any of the provisions of 
49 this agreement, unless otherwise specifically provided, shall be given in wri t ing by United States mail 
50 or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the party to 
51 whom the notice is given at the addresses listed on Exhibit " A " . The originating notice given under any 
52 provision hereof shall be deemed given only when received by the party to whom such notice is directed, 
53 and the time for such party to give any notice in response thereto shall run from the date the originat-
54 ing notice is received. The second or any responsive notice shall be deemed given when deposited in 
55 the United Slates mail or with the Western Union Telegraph Company, wi th postage or charges prepaid, 
56 or when sent by teletype. Each party shall have the right to change its address at any time, and f rom 
57 time to time, by giving written notice hereof to all other parties. 
58 M 

59 A R T I C L E X I I I . M 
60 TERM OF AGREEMENT :%.sl 
61 
62 This agreement shall remain in f u l l force and effect as to the oil and gas leases and/or oil and gas i n -
63 terests subjected hereto for the period of time selected below; provided, however, no party hereto shall 
64 ever be construed as having any right, title or interest in or to any lease, or oil and gas interest con-
65 tributed by any other party beyond the term of this agreement. ••'•' '• .::'.- '•. 
66 [•/. 

67 • Option No, 1: So long as any of the oil and gas leases subject to this agreement remain or areeon-
68 tinued in force as to any part of the Contract Area, whether by production, extension, renewal or other-
69 wise, and/or so long as oil and/or gas production continues from any lease or oil and gas interest. 
70 . :v y , J - J - : . _ 
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1 rxi Option No. 2: In the event the well described in Article VI.A.. or any subsequent weli drilled 
2 under any provision of this agreement, results in production of oil and or gas in paying quantities, this 
3 agreement shall continue in force so long as any such well or wells produce, or are capable of produc-
4 tion, and for an additional period of 60_ days from cessatioti of all production; provided, however. 
5 if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in 
6 dri l l ing or reworking a well or wells hereunder, this agreement shall continue in force unti l such op-
7 orations have been completed and if production results therefrom, this agreement shall continue in 

8 force as provided herein. In the event the well described in Article VI.A., or any stibsequent well 
9 dialled hereunder, results in a dry hole, and no other well is producing, or capable of producing oil 

10 and or gas from the Contract Area, this agreement shall terminate unless drilling" or reworking opera-
11 tions are commenced within ^0 days from the date of abandonment of said well. 
12 
13 It is agreed, however, that the termination of this agreement shall not relieve any party hereto from 
14 any liability which lias, accrued or attached prior to the date of such termination. 
15 
16 ARTICLE X I V . 
17 COMPLIANCE WITH LAWS AND REGULATIONS 

18 
19 A. Laws, Regulations and Orders: 
20 

21 This agreement shall be subject to the conservation laws of the state in which the' committed 
22 acreage is located, to the valid rules, regulations, and orders of any duly constituted regulatory body of 
23 said state; and to ail other applicable federal, state, and local laws, ordinances, rules, regulations, and 
24 orders. 

26 13. Governing Law: 
27 

28 The essential validity of this agreement and al l matters pertaining thereto, including, but not l i m -
29 ited to, matters of performance, non-performance, breach, remedies, procedures, rights, duties and i n -

30 terpretation or construction, shall be governed and determined by the law of the state in which the 
31 Contract Area is located. If the Contract Area is in two or more states, the law of the state where most 
32 of the land in the Contract Area is located shall govern. 
33 

34 A R T I C L E X V . 
35 OTHER PROVISIONS 
36 
37 

38 A. N o n - D i s c r i m i n a t i o n 

39 
40 In connection with the performance of work under this agreement, the operator 
4 1 agrees to comply with a l l of the provisions of Section 202 (1) to (7), inclusive, 
42 of Executive Order 112^6 (30 F. R. 12319), as amended, which are incorporated by 
43 reference in this agreement; and a l l other relevant and applicable regulations 
44 and orders of the Secretary of Labor. 
45 
4 6 B. Notwithstanding anything to the contrary contained herein, i f the i n i t i a l test 
4„ well provided f o r . i n A r t i c l e VI hereof is not timely commenced, there shall be no 
4 g l i a b i l i t y on the part of Operator, or any other party hereto; and in such event, 
q this agreement shall ipso facto terminate, unless a l l parties hereto agree t o . 
' extend the time for the commencement of said test w e l l . 50 

51 
C. L i a b i l i t y for Failure to Comply with Regulations: 

° 3 Non-Operators agree to release Operator from any and a l l losses, damages, 
54_ i n j u r i e s , claims and causes of action arising out of, incident to, or resulting 
^5 d i r e c t l y or ind i r e c t l y from Operator's interpretation or application of rules, 
5(i rulings, regulations or orders of any local, state or federal agency, or any 
5 7 other regulatory agency having j u r i s d i c t i o n , along with any predecessors or. suc-
5 8 cessors to any agency, to the extent Operator's interpretation or application of 
5 9 such rules, rulings, regulations or orders was made in good f a i t h . Non-Operators 
6 0 further agree to reimburse Operator for t h e i r proportionate share of any amounts 
G 1 Operator may be required to refund, rebate or pay as a result of an incorrect 
G2 interpretation or application of the above noted rules, rulings, regulations or 
03 orders, together with the Non-Operators1 proportionate part of interest and pen-
64 a l t i e s owing by Operator as a result of such incorrect interpretation or app1i-
65 cation of such rules, rulings, regulations or orders. '.. 
66 :. -,;»,F-
67 
68 . . .-.. ...'*.-i..-::::*,^... 
69 
70 ' -: •• -•• 
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ARTICLE X V I . 
MISCELLANEOUS 

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their 

respective heirs, devisees, legal representatives, successors and assigns. 

This instrument may be executed in any number of counterparts, each of which shall be considered 

an original for all purposes. 

IN WITNESS WHEREOF, this agreement shall be effective as of 19 th dav of Oc tobe r , 
10 82 . 

O P E R A T O R 

C&K PETROLEUM, INC. 

A t t e s t : 

At tes t 

A t t e s t : 

A t t e s t : 

By: 
G. C. Tompson 
Reg iona l V i c e - P r e s i d e n t 

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

Texaco , I n c . 

By: 

Ann M o r r i s 

Yates P e t r o l e u m C o r p o r a t i o n 

By: 

Roy G. B a r t o n , J r . 

a J . BluvJon 

E. L. La tham, J r . 

H e r i t a g e Resou rces , I n c . 

By: 

P e t r o l e u m C o r p o r a t i o n o f Texas 

By: 
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Shipp 27 " B " =1 
A.A.P.L. FORM MO - MODP;L FORM OPERATING AGREEMENT - i977 

3 

4 
5 
6 

8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
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47 
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49 
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ARTICLE XVI. 
MISCELLANEOUS 

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of 19th dav of O c t o b e r 
19 82 . 

OPERATOR 

C&K PETROLEUM, INC. 

A t t e s t : 

At tes t : 

A t t e s t : 

A t t e s t : 

By: 
G. C. Tompson 
Regional Vice-President 

N ON-OPERATORS 

Texaco, Inc. 

By: 

Ann Morris 

Yates Petroleum Corporation 

By: 

Roy G. Barton, Jr. 

Norma J. Barton 

E. L .—Latham, J r. T/ 

Heritage Resources, Inc. 

Byj ± 

Petroleum Corporation of Texas 

By: 

- 1 5 -
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Cl i f f o r d 

Douglas Cone 

Kenneth G. Cone 

M. T. Charlton 

R. H. Fulton 

C. G. Grefenstette, Trustee for the 
H i l l man Trus ts 

H. L. Hillman 

John Lawrence 

Arthur L. Owen 

J. F. Web re 

Li 11i an S. Dav i s 

So 1 l y Rob i n s 

Harding A. Orren 
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Douglas Cone 

Kenneth G. Cone 

M. T. Charlton 

R. H. Fulton 

C. G. Grefenstette, Trustee for the 
H i l l man Trus ts 

H. L. Hillman 

John Lawrence 

Arthur L. Owen 

J. F. Web re 

Li 11i an S. Dav i s 

So 1 1 y Rob i n s 

Harding A. Orren 



Shipp 27 "B" fi] 

C1i f f o r d Cone 

Douglas Cone 

Kenneth G. Cone 

M. T. Charlton 

R. H. Fulton 

C. G. Grefenstette, Trustee for the 
H i l l man Trus ts 

H. L. Hillman 

John Lawrence 

Arthur L. Owen 

J. F. Web re 

Li 11i an S. Dav i s 

So 1 1 y Rob i n s 

Hard ing A. Orren 



Shipp 27 "B" ?1 

C1i f f o rd Cone 

Douglas Cone 

Kenneth G. Cone 

M. T. Charlton 

R. H. Fulton 
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C1i f f o rd Cone 

Douglas Cone 

Kenneth G. Cone 

M. T. Charlton 

R. H. Fulton 

C. G. Grefenstette, Trustee for the 
H i l l man Trusts 

H. L. Hillman 

A 

Jbhn Lawrence 

Arthur L. Owen 

J. F. Web re 

L i l l i a n S. Dav i s 

Solly Rob i ns 

Hard ing A. Orren 
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RECEIVED 

OCT 2 7 1802 

C1i f fo rd Cone 

Douglas Cone 

Kenneth G. Cone 

M. T. Charlton 

R. H. Fulton 

C. G. Grefenstette, Trustee for the 
H i l l man Trus ts 

H. L. Hillman 

John Lawrence 

•i *)/> 

A r t h u r L. Owen, i r * v ^ s r ^ ^ _ 
1 

J . F. Web re 

L i l l i a n S. Dav i s 

S o l l y Rob i n s 

H a r d i n g A. Or ren 
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OCT 2 8 1982 

C1i f f o r d Cone 

Douglas Cone 

Kenneth G. Cone 

M. T. Charlton 

R. H. Fulton 

C. G. Grefenstette, Trustee for the 
Hi 1lman Trusts 

H. L. Hillman 

John Lawrence 

Arthur L. Owen 

J. F. Web re 

L i l l i a n S. Dav i s 

So 11y Rob i n s 

Harding A. Orren 
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THE MINNESOTA GROUP 

Samuel D. Haas 

Joe M. Haas 

James L. I r i s h , I I I , Trustee for 
Ir i s h Fami1y Trusts 

R. M. Swesnik 

C&K 197^ Exploration, Ltd. 

Byj 

Spectrum 7 ~ 1981 D r i l l i n g Fund 

Byj 

Enserch Exploration, Inc. 

By: 
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Bernard Rosenberg 

Samuel D. Haas 

Joe M. Haas 

James L. I r i s h , I I I , Trustee for 
Iri s h Fami1y Trusts 

R. M. Swesn i k 

C&K 197^4 E x p l o r a t i o n , L t d . 

Byj 

Spectrum 7 ~ 1 981 Dr i 1 1 ing .-^as^ 

Enserch Exploration, Inc. 

By: 

/ 



EXHIBIT "A 

Attached to and made a part of Operating Agreement dated October 19, 
1982, between C&K Petroleum, Inc., "Operator" and the signatory 
parties hereto as "Non-operators". 

I . Contract Area: S/2 SW/4 Section 27, T-16-S, R-37-E, 
containing 80 acres, more or less 

I I . Depth Restrictions: From the surface down to 100 feet below the 
deepest depth d r i l l e d in i n i t i a l test well. 

nterests and Addresses of the Parties: 

Party 

Texaco, Inc. 
Box 3109 
Midland, Texas 79701 

Ann Morris 
2865 Mac Vicar 
Topeka, Kansas 66611 

Yates Petroleum Corporation 
207 South Fourth Street 
Artesia, New Mexico 88210 

Roy G. Barton, Jr. 
P.O. Box 978 
Hobbs, New Mexico 88240 

1/2 of 1/2 of 12.760416% 

Norma J. Barton 
P.O. Box 729 
Hobbs, New Mexico 88240 

1/2 of 1/2 of 12.760416% 

E. L. Latham, Jr. 
P.O. Box 1392 
Hobbs, New Mexico 88240 

1/2 of 12.760416% 

Heritage Resources, Inc. 
Box 777 
Davis, Oklahoma 73030 

Petroleum Corporation of Texas 
Box 911 
Breckenridge, Texas 76024 

C1i fford Cone 
P.O. Box 6010 
Lubbock, Texas 79413 

Douglas Cone 
P.O. Box 6217 
Lubbock, Texas 79413 

Kenneth G. Cone 
P.0-. Box 5246 
Austin, Texas 78763 

Worki ng 
Interest Percent 

22.968750 

After 
Payout #1 

After 
Payout #2 

781250 

6.666667 

3.190104 

3.190104 

6.380208 

1.562500 

2.083334 

,208333 

,208333 

,208333 

22.968750 22.968750 

,781250 

3.190104 

6.380208 

1.562500 

2.083334 

,208333 

,208333 

208333 

781250 

6.666667 6.666667 

3.190104 3.190104 

3.190104 

6.380208 

.562500 

2.083334 

.208333 

,208333 

,208333 

- 1 -



Work i ng 
Interest Percent 

C&K Inves to rs: 

After 
Payout #1 

After 
Payout #2 

M. T. Charlton 
5701 Woodway 
Suite 236 
Houston, Texas 77057 

.01 5625 of 51 .0677U 

R. H. Fulton 
Box 1526 
Lubbock, Texas 79400 

•03125 of 51.06771% 

C. G. Grefenstette, Trustee 
The H i l l man Trusts 
2000 Grant Building 
Pittsburgh, PA 15219 

1/2 of 1/2 of .257203 of 51.06771% 
Jul i e t L. Hillman Trust 
Audrey H. Hillman Trust 
Henry L. Hillman, Jr. Trust 
William T. Hillman Trust 
J u l i e t L. Hi 1lman Trust 
Audrey H. Hillman Trust 
Henry L. Hillman, Jr. Trust 
William T. Hillman Trust 

H. L. Hi 1lman 
2000 Grant Building 
Pittsburgh, PA 15219 

1/2 of 1/2 of .257203 of 51.06771% 

John Lawrence 
2929 LTV Tower 
Da 11 as, Texas 

.03125 of 
75201 
51.06771% 

Arthur L. Owen 
2000 Mercantile Commerce Building 
1712 Commerce Street 
Dallas, Texas 75201 

.015625 of 51.06771% 

J. F. Web re 
5701 Woodway 
Sui te 236 
Houston, Texas 

.03125 of 
77057 

51.06771% 

« L i l l i a n S. Dav i s 
* 33 South 5th Street 

Minneapolis, Minnesota 55402 
.029^12 of 51.06771% 

Solly Rob i ns 
* 33 South 5th Street 

Minneapolis, Minnesota 55^02 
.029412 of 51.06771% 

^ Harding A. Orren 
* 33 South 5th Street 

Minneapolis, Minnesota 55402 
.001838 of 51.06771% 

.797933 

1.595866 

.410462 

.410462 

.410462 

.410462 

.410461 

.410461 

.410461 

.410461 

3.283692 

1.595866 

•797933 

1.595866 

1.502003 

1.502003 

.093862 

• 597707 

;1.195414 

.307464 

.307464 

.307464 

.307464 

.307464 

.30 7464 

.307464 

.307464 

•2. 45971^ 

;1 .195^1^ 

•597708 

M.195414 

:1 . 125104 

n .125104 

597707 

1.195414 

.307464 

.307464 

.307464 

.307464 

.307464 

.307464 

.307464 

.307464 

2.45971^ 

1.195414 

597708 

1.195414 

1.125104 

1.125104 

.070310 .070310 
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Work i ng 
nterest Percent 

After 
Payout #1 

Bernard Rosenberg 
^ 33 South 5th Street 

Minneapolis, Minnesota 55^02 
.001838 of 51-06771% 

Samuel D. Haas 
A Thompson & Knight 

Suite 850 
Two Energy Square 
4849 Greenvi11e Ave. 
Dallas, Texas 75206 

2/52 of .0625 of 51.06771% 

Joe M. Haas 
•fe 435 Meadows Building 

Dallas, Texas 75206 
20/52 of .0625 of 51.06771% 

James L. I r i s h , I I I , Trustee 
for I r i s h Family Trusts 
Thompson & Knight 
Republic National Bank Building 
Dallas, Texas 75201 

20/52 of .0625 of 51.06771% 

R. M. Swesnik 
6335 West NW Highway 
Dal las, Texas 75225 

10/52 of .0625 of 51.06771% 

C&K 1974 Exploration, Ltd. 
c/o Ann Adams 
3900 Capital Bank Plaza 
Houston, Texas 77002 

.257203 of 51.06771% 

Spectrum 7 - 1981 D r i l l i n g Fund 
P.O. Box 50 
Midland, Texas 79702 

' 12.3066% of 47.298179% 

C&K Pet roleum, Inc. 
P.O. Drawer 3546 
Midland, Texas 79702 12.777835 

Plus pooling i nteres ts 1.484374 

Enserch Exploration, Inc. 
P.O. Box 4815 
Midland, Texas 79701 

30% of 42.714844% 

Pooled Interests 

.093862 

122759 

1.227589 

1.227589 

.613795 

13. 13^768 

5.820797 

14.262209 

-0-

-0-

.070310 

.091955 

* .919549 

.9195^9 

459775 

*9.838852 

>'"4.360181 

-11.055859 

-'•-12.814453 

-0-

Af ter 
Payout #2 

.070310 

.091955 

.919549 

.9195^9 

.459775 

9.838852 

4.360181 

9.571485 

12.814453 

• 1.484374 

100.000000 100.000000 100.000000 

- Payout #1 

Payout w i l l occur af t e r C&K Petroleum, Inc., et al have recovered, out of 
production, 100% of cost a t t r i b u t a b l e to 42.714844% unit interest in S/2 SW/4 
Section 27, T-16-S, R-37-E, Lea County, New Mexico, contributed by Enserch 
Exploration, Inc., as more s p e c i f i c a l l y set out in Farmout Agreement dated 
July 26, 1982, from Enserch Exploration, Inc. in favor of C&K Petroleum, Inc. 

Payout %2 

Payout w i l l occur after C&K Petroleum, Inc. has recovered, out of production, 
100% of costs plus % risk penalty a t t r i b u t a b l e to these interests, a l l as 
set out and defined in Oil Conservation Division, State of New Mexico, Order 
H dated 

4 C4fc \%*>itm>$g> -3-
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T H I S AGP.F.I'.MKNT niailu 

(F3S>£X-;>fi<{& PAID LT LEASE) 

OIL AND GAS LEASE 

Form 345 
Hall-Poorbauith Pre?s 
Roswell. New Mexico 

day of.. 13.. , between 

Lessor (whether one ur morel , whose address i s : 

and 
_ _ Lessee. W I T N E S S E T H : 

. T • . e Dollars 
1. Lessor in consideration of - — — 

t% ) l n hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants . leases and Jets « . 
ctusVvelyT-m)'>' ' i 'V s ;^ for the purpose of invest igat ing, explor ing, prospect ing d r i l l i n g and m i n i n g for and producing oil and ujis, l ay ing pipe lines, bu i ld ing 
roads, tanks, power stations, telephone lines and other structures thereon and on, over and across lands owned or claimed by Lessor adjacent and contiguous 

•thereto, to produce, save, take care of, treat, t ransport , and own said products, and housing its employees, the f o l l o w i n g described l and in , 

_,County, t o - w i t : 

2 Wi thou t reference to the commencement, prosecution or cessation at any t ime of d r i l l i n g or other development operations and/or to the discovery, de­
velopment or o-s-.-uio'i at ;my time of production of oi l or gas and wi thou t f u r t he r payments than the royalties herein provided, and no twi ths tand ing any­
t h i n g elie herein contained to ihe contrary, this lease shall be for a tor n i x j ^ g ^ — ^ o f jNfr , ^ h ^ t ^ f r i U M " n r i r n a r t ^ ^ W ^ ^ ^ A S ^ ^ ^ T r t c f * 
or g;vs is pr^ tu . - . - i f r o m said l an j l or land w i t h whu/.h said land is nooled^nereuntTeTr C O X l ~ G U r T e n H W l C H U p e X a H l I l C j 

Agreement t o w h i c h t h i s i s . a t t a ched . . >u . , . ,• * • tu rt 

... The n.yTu;:.-; t.. paid l.y Le.-see are: i a i on o i l . .. j / • • 1 6 0 1 u i r i t Produced and saved f r o m said land, the same to be delivered at the wells or to the 
credit of l.i^.stir in io ilu- pipe tin-- to which the wells may he connected ; Lessee may f r o m t ime to t ime purchase any royalty oi l in its possession, pay ing the 
market price ih.-refm- prevail ing tor the f ield where produced on the date of purchase: i b l on pas, including casinghead gas or other caseous substance, pro-

3/16 duced f rom said land, and >oM. or* used o f f the premises or f o r tlie extract ion of gasoline or other product there f rom, the market value at the well of 

3/16. of the gas -HO sold or o.-ed, provided that on gas sold at the we lis tho royal ty shal l be J / i O of the amount realized f r o m such sale: whi le there is a gas 
well mi this h ' : w ue on aeieage pooled therewith but gas is not being sold or used. Lessee may pay or tender as royal ty , on or before ninety f90> days a f t e r 
the date mi wh i r l ; -aid well is .-.hut.in and thereafter at annual intervals the sum of $1.00 per acre, and i f such payment is made or tendered, this lease shall 
not terminate ami i- i l l considered that gas is being produced f r o m this l-*ase in paying quanti t ies. Payment or tender of said shut- in gas roya l ty may 
be mad.- hy check <<r draft of Les.-ee mailed or delivered to the parties entitled thereto un or before the date said payment is due. Lessee shall have f ree 
use <>f o i l , gas, c a l and water f r o m said land, except water f r o m Lessor's wells, for al l operations hereunder, nnd the royalty on o i l and gas shall be com­
puted a f w V d r d i . e t i r i ; ; any u.-.-d. 

-1. Lesse-'. at it--; option, is hereby Riven the r i g h t and power to pool or combine the acreage covered by this lease, or any por t ion thereof as to oi l 
and gas. or either of them, w i t h other land, lease or leases in the immediate v i c i n i t y thereof to the extent, hereinaf ter st ipulated, when in Lessee's judgment 
i t is necessary or advisable to do so in order proper ly to explore, or to develop and operate said leased premises in compliance w i t h the spacing rules of 
the New .Mexico Oil Conservation Cumniission, or other l a w f u l au thor i ty or when to do so would, in the judgment of Lessee, promote the conservation of oi l 
and i:as in and under and that may be produced f r o m said premises. Un i t s pooled for oi l hereunder shall not substantial ly exceed -10 acres each in area, 
nnd units pooled for gas hereunder shall not substant ial ly exceed in area (340 acres each plus a tolerance of 10% thereof, provided that should government-
i l l author i ty l i av im; jur indict ion prescribe or pe rmi t the creation of uni ts larger than those specified, units thereaf ter created may c o n f o r m substantial ly i n size 
w i t h those prescribed by govern mental regulations. Lessee under the provisions hereof may pool or combine acreage covered by this lease, or any po r t i on 
thereof as above provided as to oil iu any one or more strata and as to pas in any one or more s t ra ta . The units formed by pooling as to any s t r a tum or s t ra ta 
need not conform in size cr area w i t h tht* u n i t or units in to which the lease is pooled or combined as to any other s t r a tum or s t ra ta , and oi l uni ts need 
not conform as t»> a.-ea wi th gas units. The pool ing in one or more instances shall not exhaust the r ights of the Lessee hereunder to pool this lease or 
port ions thereof into other units. Lessee shall f i l e f o r record in the appropriate records of the county in which the leased premises are situated an ins t rument 
describing and designating the- pooled acreage as a pooled un i t . Lessee may at its election exercise its pool ing opt ion a f t e r commencing operations for or 
completing an oil or gas well on the leased premises, and the pooled u n i t may include, but i t is not required to include, land or leases upon which a wel l 
capable of producing " i l or gas in paying quanti t ies has theretofore been completed or upon which operations fo r the d r i l l i n g of a we l l for oi l or gas have 
theretofore be-on commenced. Operations for d r i l l i n g on or product ion of oi l or gas f r o m any par t of the pooled un i t which includes a l l or a por t ion o f the 
land cover e-1 hy this hast: regardless of whether such operations for d r i l l i n g were commenced or such production was secured before or a f t e r the execution 
of this instrument or the* instrument designating the pooled un i t , shal l be considered as operations f o r d r i l l i n g on or product ion of o i l or gas f r o m land covered by 
this lease whether or not the well or wells be located on the premises covered by this lease, and the ent i re acreage cons t i tu t ing such u n i t or units , as to oi l and gas, 
or either of them, as herein provided, shall be treated fo r a l l purposes, except the payment o f royalt ies on product ion f r o m the pooled un i t , as i f the same 
were included in this lease. Lor the purpose of comput ing the royalties to which owners of royalties and payments out of product ion and each of them, shall 
be entitled on production of oi! and gas. or either of them, f r o m the pooled un i t , there shall be allocated to the land covered by this lease and included in 
said un i t a pro rata portion of the oil and gas, or either of them, produced f rom „ :the pooled un i t a f t e r deducting that used fo r operations on the pooled un i t s . 
Such allocation shall be on an acreage basis—that is to say, there shall be allocated to the acreage covered by this lease and included in the pooled u n i t 
tha t pro rata port ion of the oi l and gas, or either o f them, produced f r o m the pooled u n i t which the number of surface acres covered by this lease and 
included in the pooled uni t bears to the total number of surface acres included in the pooled u n i t . Royalties hereunder shall be computed on the por t ion of 
such production, whether it be oi l nnd gas. or either of them, so allocated to the land covered by this lease and included in the u n i t jus t as though such 
production were f r o m such land. The production f r o m an oil wel l w i l l be considered production f r o m the lease or oi l pooled u n i t f r o m which i t is p roduc ing 
and not as production f rom a gas pooled uni t : and production f r o m a gas we l l w i l l be considered as production f r o m the lease or gas pooled u n i t f r o m 
which i t is producing nnd not f r o m an oil pooled u n i t . JLa~a<iJU-*m—to..il.u fn ra«o i in f ,^T u r ^ o n — i L s — n i i i ' i o a — « h*)n**Uu f i ' - q " th-? ^-•rrhf T I 1 ^ p^"-'"- fro-iv. tin^q . 

ope ra t i unTTTTTrt—K>—N-UX;—iuudjjj_cat i<»iis thereof, which have been approved by the New Mexico Oi l Conservation Commission or other l a w f u l govern men ta i 
au thor i ty . In such event, the roVa'trx—ptt^UUe_J^^Less^r hereunder shall be computed and paid on the basis of the oi l or gas allocated to such land under 
the terms of any such agreement or plan of operTmonV "\?rrrcri—b<w*tt~sjaiUl^be the same by which the royal ty due the Uni ted States or the State of N e w 
Mexico is computed and paid. This lease shall not expire d u r i n g the l i feoT""tuicn '"TrgTewy»nJ,^ a_nd shall he subject to the terms thereof and said 
agreement or plan of operation shall be f i led w i t h the New Mexico Oi l Conservation Commission, or d T T T c T — ^ m l h . Q j J K - _ . ^ " d Lessee shall record in 
the County in which the leased premises are situated, an ins t rument describing such agreement or plan of operation and rel P7rnTTiT"Ttii i. m in i ! rtiejU thereto. 
a t w l i h n ^ . - M I ' - - "W-y ii.--ri 'r-i^ri '»-it • l i l h . - r l i ^ f n r e a l t f i r . - t h e - C U m j l l t.- t i i iS i i i f — w ^ l l a - - - — — .—. , — ••- , ' , " - in • 

f i . I f at the expirat ion of the p r imary t e r m oi l or gas is not being produced on said land, or f r o m land pooled therewi th , but Lessee is then engaged 
in d r i l l i n g '»r reworking operations thereon, or shal l have completed a dry hole thereon w i t h i n 60 days pr ior to the end of the p r i m a r y terms, the lease Khali 
remain in force so long as operations on said wel l or fo r d r i l l i n g or r ework ing of any addit ional wel l are prosecuted w i t h no cessation of .more than 60 con­
secutive days, and if they result in the production of oi l or gas so long thereaf ter as oi l or gas is produced f r o m said land, or f r o m land pooled the rewi th . I f , 
n f t e r the expira t ion of the p r imary term of this lease and a f te r o i l or gas is produced f r o m said land, or f r o m land pooled the rewi th , the production thereof 
should cease f r o m any cause, this lease shall not terminate i f Lessee commences operations f o r d r i l l i n g or r ework ing w i t h i n 60 days a f te r the cessation of 
uuch product ion, but .-hall remain in force and e f fec t so long as such operations are prosecuted w i t h no cessation of more than 60 consecutive days, and 
if they result in the production of oi l or gas, so long thereaf ter as oi l or gas is produced' f r o m said land, or f r o m land pooled t he rewi th . Any pooled u n i t 
designated hy Lessee in accordance w i t h the terms hereof, may be dissolved by lessee by ins t rument f i led for record in the appropr ia te records of the county 
in which tlie le;iSed premises are situated at any t ime a f t e r the completion of a dry hole or the cessation of production on said u n i t . I n the event a wel l or 
wells producing oil or gas in paying quantities should he brought in on adjacent land and w i t h i n 660 feet of and d r a i n i n g the lease premises, or land pooled 
there.vi th. Lessee agrees to d r i l l such of fse t wel l or wells as a reasonably prudent operator would d r i l l under the same or s imi la r circumstances. Lessee may 
j ; t any t ime execute and deliver to Lessor or place of record a release or releases covering any por t ion or port ions of the above described premises and 
thereby surrender this lease as to such port ion or port ions and be relieved of a l l obligations as to the acreage surrendered. 

6. Lessee shall nave the r i gh t at any t ime d u r i n g or a f t e r the expi ra t ion of this lease to remove a l l property and f ix tu re s placed by Lessee on said land, 
inc luding the r igh t tu draw and remove a l l casing. When required by Lessor, Lessee w i l l bury a l l pipe lines below ord inary p low depth, and no well shal l be 
dr i l led w i i h i n two hundred feet of any residence or barn now on said land wi thou t Lessor's consent. 

7. Tlie r ights of cither par ty hereunder may he assigned i n whole or in par t , and the provisions hereof shall extend to their heirs, successors and assigns 
hut no change or division in ownership of the land or royalties, however accomplished, shall operate to enlarge the obligations or d imin i sh the r i f fh ta of 
Lessee: and no ehange or division in such ownership shall be b i n d i n g on Lessee u n t i l t h i r t y (30) days a f t e r Lessee shall have been fu rn i shed by registered 
U . S. mail at Lessee's pr incipal place of business w i t h a ce r t i f i ed copy of recorded ins t rument or instruments evidencing same. I n tho event of assignment 
hereof ir. whole or in part l i ab i l i ty for breach of any obl igat ion hereunder shall rest exclusively upon the owner of this lease or o f a por t ion thereof who 
commits such breach. I f six or more parties become ent i t led to roya l ty hereunder, Lessee may wi thho ld payment thereof unless and u n t i l fu rn ished w i t h a 
recordable ins l rument executed by a l l such parties designat ing an agent to receive payment for a l l . 

S. The breach by Lessee of any obligation a r i s i n g hereunder shall not work a f o r f e i t u r e or t e rmina t ion of this lease nor cause a t e rmina t ion or revision 
of the est a l* Treated hereby nor be grounds for cancellation hereof in whole or in pa r t . I n the event Lessor considers that operations are not at any t ime 
being condu< "ed in compliance w i t h this lease. Lessor shall n o t i f y Lessee in w r i t i n g of the facts relied upon as cons t i tu t ing a breach hereof, and Lessee, i f 
in defaul t . hall have sixty days a f te r receipt of such notice in which to commence the compliance w i t h the obligations imposed by v i r t u e of this ins t rument . 
A f t e r the :ii:covery of oil or gas in paying quanti t ies on said premises. Lessee shall develop the acreage retained hereunder as a reasonably prudent operator 
but in disr lu rg ing this obligation i t shall in no event be required to d r i l l more than one well per f o r t y (40) acres of the area retained hereunder and capable 
of producing =>d in paying quantities and one wel l per 640 acres plus an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder 
nnd capable i f producing gas in paying quanti t ies. 

9. Lessor hereby warrants and agrees to defend the t i t l e to said land and agrees tha t Lessee at its option may discharge any tax . mortgage or other l ien 
upon said land ••i'1'.rr \:\ whole or in part , and in event Lessee doe3 so, i t shall h_- subrogated to such lien w i t h the r i g h t Vo enforce same and applv royal t ies 
accruing herewrrb r toward sa t i s fy ing same. Wi thou t impa i rmen t of Lessee's r ight under the w a r r a n t y in event of f a i l u r e of t i t l e , i t is agreed that* i f Lessor 
own? an interest, in ihe oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid Lessor shall be reduced 
proport ionate ly . Should any one or more of the parties named ns Lessors f a i l to execute t ins lease, i t shall nevertheless be b ind ing upon the par ty or part ies 
c x cc;:! i n g l h e s a rn e. 

i n . Should Lc^s-e he prevented f r o m comply ing w i t h any express or implied covenant of this lease, f r o m conduct ing d r i l l i n g or r ework ing operations 
thereon or . m m pr.- 'uemg oil or gas therefrom by reason of scarci ty of or inab i l i ty to obtain or to use equipment or mater ia l , or by operation of force 
mn.'euro. any hederal or state law or any nrder. rule or regulat ion of governmental au thor i ty , then whi le so prevented. Lessee's obl iga t ion to enmp ly wi t h such 
covenant .-hall n„ ^.-.pended. and Lessee shall not be liable in damages [or fa i lu re to comply t h e r e w i t h ; and this lea?e shall be extended whi le and so long 
a^ I.e>,-ee is prevent.-1 _ by any such cause f r o m conduct ing d r i l l i n g or r ework ing operations on or f r m n producing oi l or gas f r o m the leased premises- and 
the tune whi.e U - M e is so prevented shall not be counted against Lessee, any th ing in this lease to the contrnry no twi ths tand ing . 

I N W I T N F P S W I I E H K O r , this ins t rument is executed on the date f i r s t above w r i t t e n . 

EXHIBIT 

A; tad-eci to ODorci; HK; Aqreement Dated October 19, 1 982, 
Lessor ™" 

by and between C&K Petroleum, Inc. , and Texaco, Inc. et a l . 
Lessor 



INDIVIDUAL ACKNOWLEDGMENT 

STATE OF NEW MEXICO, 

County of 

The foregoing instrument was acknowledged before me this 

19 by 

day of_ 

My commission expires- 19_ Notary Public 

CORPORATION ACKNOWLEDGMENT 

STATE OP NEW MEXICO 

County of 
j- ss. 

The foregoing instrument was acknowledged before me this day of 

by 

19. 

President 

of : 
on behalf of said corporation. 

corporation 

My Commission Expires: Notary Public 

INDIVIDUAL ACKNOWLEDGMENT 

STATE OF_ 

County of 

The foregoing instrument waŝ  acknowledged before me this 

19 by . 

day of_ 

My commission expires. 19_ Notary Public 
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COPAS — 1974 

Recommended by the 
Council of Petroleum 
Accountants Societies of 
Nor th America 

E X H I B I T " c " 

Attached to and made a part of O p e r a t i n g Acjreer.ent d a t e d 
0c tob e r;_ 19_>_.._1 9 . 8 2 b y an d b^etween __C_&K . . P ^ 
Op e r a t o r 

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

I. G E N E R A L PROVISIONS 

1. Definitions 

"Joint Property'' shall mean the real and personal property subject to the agreement to which this Accounting 
Procedure is attached. 

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

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

"Operator" shall mean the party designated to conduct the Joint Operations. 

"Non-Operators" shall mean the parties to this agreement other than the Operator. 

"Parties" shall mean Operator and Non-Operators. 

"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 
supervision of other employees and/or contract labor directly "employed on the Joint Property in a f ield operat­
ing capacity. 

"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose primary func t ion ' in Joint Operations is the handling of specific operating condi­
tions and problems for the benefit of the Joint Property. 

"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 

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

"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual 
as most recently recommended by the Council of Petroleum Accountants Societies of North America. 

2. Statement and Billings 

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

3. Advances and Payments by Non-Operators 

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

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

4. Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct­
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any 
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following 
the end of any such calendar year, unless wi th in the said twenty-four (24) month period a Non-Operator takes 
written exception 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 
adjustments resulting f rom a physical inventory of Controllable Material as provided for in Section V. 

5. Audits 

A. Non-Operator, upon notice in wri t ing to Operator and all other Non-Operators, shall have the right to audit Ope­
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month 
period following the end of such calendar year; provided, however, the making of an audit shall not extend the 
time for the taking of written exception -to and the adjustments of accounts as provided for in Paragraph 4 of this 
Section I . Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effor t to 
conduct joint or simultaneous audits in a manner which w i l l result in a minimum of inconvenience to the Opera­
tor. Operator shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless agreed 
to by the Operator. 

6. Approval by Non-Operators 

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec­
tions of this Accounting Procedure and i f the agreement to which this Accounting Procedure is attached contains 
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and 
the agreement or approval of a majori ty in interest of the Non-Operators shall be controlling on all Non-Opera­
tors. 



I I . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Rentals and Royalties 

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

2. Labor 

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

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

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

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

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec­
tion I I . 

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

',}. Employee Benefits 

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

4. Material 

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

5. Transportation 

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

A. I f Material is moved to the Joint Property f rom the Operator's warehouse or other properties, no charge shall 
be made to the Joint Account for a distance greater than the distance f rom the nearest reliable supply store, 
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed 
to by the Parties. 

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

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

C. Services 

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

7. Equipment and Facilities Furnished by Operator 

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

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

S. Damages and Losses to Joint Property 

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

9. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments 
and amounts paid for settlement of claims incurred in or resulting f rom operations under the agreement or 
necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff 
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. A l l other legal 
expense is considered to be covered by the overhead provisions of Section I I I unless otherwise agreed to by the 
Parties, except as provided in Section I , Paragraph 3. 



Mi 
10. Taxes j 

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

11. Insurance I 
i 

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

12. Other Expenditures 

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

I I I . OVERHEAD 

1. Overhead - Dri l l ing and Producing Operations 

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

( X ) Fixed Rate Basis, Paragraph I A , or 
( ) Percentage Basis, Paragraph IB . 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices 
and salaries or wages plus applicable burdens and expenses of al l personnel, except those directly chargeable 
under Paragraph 2A, Section I I . The cost and expense of services f rom outside sources in connection wi th 
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered 
as included in the Overhead rates provided for in the above selected Paragraph of this Section I I I unless such 
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. 

i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall 
not ( X ) be covered by the Overhead rates. 

A. Overhead - Fixed Rate Basis 

(1) Operator shall charge the Joint Account at the following rates per well per month: 

Dril l ing Well Rate $_i+J_80 / 

Producing Well Rate $ A2.3 

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

(a) Dri l l ing Well Rate 

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

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

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con­
secutive days or more shall be made at the dr i l l ing well rate. Such charges shall be applied for 
the period f rom date workover operations, wi th rig, commence through date of r ig release, except 
that no charge shall be made during suspension of operations for f if teen (15) or more consecutive 
days. 

(b) Producing Well Rates 

[1] An active well either produced or injected into for any portion of the month shall be considered 
as a one-well charge for the entire month. 

[2] Each active completion in a multi-completed well in which production is not commingled down 
hole shall be considered as a one-well charge providing each completion is considered a separate 
well by the governing regulatory authority. 

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

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

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

(3) The well rates shall be adjusted as of the first day of A p r i l each year following the effective date of the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by m u l t i ­
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of 
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year 
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc­
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the 
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be 
tlie rates currently in use, plus or minus the computed adjustment. 

— 3 — 
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B. Overhead - Percentage Basis 

(1) Operator shall charge the Joint Account at the following rates: 

(a) Development 

Percent ( %>) of the cost of Development of the Joint Property exclusive of costs 
provided under Paragraph 9 of Section I I and all salvage credits. 

(b) Operating 

Percent ( % ) of the cost of Operating the Joint Property exclusive of costs provided 
under Paragraphs 1 and 9 of Section I I , all salvage credits, the value of injected substances purchased 
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min­
eral interest in and to the Joint Property. 

(2) Application of Overhead - Percentage Basis shall be as follows: 
For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I , de­
velopment shall include all costs in connection with dril l ing, redrilling, deepening or any remedial opera­
tions on any or all wells involving the use of dri l l ing crew and equipment; also, preliminary expenditures 
necessary in preparation for dri l l ing and expenditures incurred in abandoning when the well is not com­
pleted as a producer, and original cost of construction or installation of f ixed assets, the expansion of fixed 
assets and any other project clearly discernible as a f ixed asset, except Major Construction as dei.ned in 
Paragraph 2 of this Section I I I . A l l other costs shall be considered as Operating. 

Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of f ixed assets, the ex­
pansion of fixed assets, and any other project clearly discernible as a f ixed asset required for the development and 
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or ohall 
aliunde tho Joint Account for Overhead based on tha following ratoa for any Major Construction project in oxooca 

oi $_ 
A. % of total cosls~Tt~stieb-co^tsare more than $ but less than $ ; plus 
B. % of total costs in excess of~~$ " __but less than $1,000,000; plus 
C. % of total costs in excess of $1,000,000. 

Total cost shall mean the gross cost of any one project. For the purpose of this paragrapn7~ttre-^Mm£onent parts 
of a single project shall not be treated separately• and tho cost of dr i l l ing and workover wells shail bo oxajjcTcT: 

3. Amendment of Rates 

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

IV. PRICING OF JOINT ACCOUNT M A T E R I A L PURCHASES, T R A N S F E R S AND DISPOSITIONS 

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma­
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how­
ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition 
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in 
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera­
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera­
tor shall be agreed to by the Parties. 

1. Purchases 

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case 
of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Joint 
Account when adjustment has been received by the Operator. 

2. Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred f rom the Joint Property or disposed of by the 
Operator, unless otherwise agreed to by the Parties, shall be priced on the following" bases exclusive of cash dis­
counts: 

A. New Material (Condition A ) 

(1) . Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a 
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest 
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property 
where such Material is normally available. 

(2) Line Pipe 

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of 
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor­
mally available. 

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

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

B. Good Used Material (Condition B) 

Material in sound and serviceable condition and suitable for reuse without reconditioning: 

(1) Material moved to the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV. 

(2) Material moved f rom the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV, 
if Material was originally charged to the Joint Account as new Material, or 
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(b) at s ixty-f ive percent (65«; ) of current new price, as determined by Paragraph 2A of this Section 

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

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

(1) Condition C 

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

(2) Condition D 

A l l other Material, including junk, shall be priced at a value commensurate with its use or at prevailing 
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be 
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis­
pose of Condition D Material under procedures normally utilized by the Operator without prior approval 
oi Non-Operators. 

D. Obsolete Material 

Material which is serviceable and usable for its original function but condition and/or value of such Material 
is noi equivalent to that which would jus t i fy a price as provided above may be specially priced as agreed to by 
the Parties. Such price should result in the Joint Account being charged wi th the value of the service ren­
dered by such Material. 

E. Pricing Conditions 

(1) Loading and unloading costs may be charged to the Joint Account at the rate of f if teen cents (15<0 per 
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when 
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section I I . 

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

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes 
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the 
required Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, 
and in moving it to the Joint Property; provided notice in wri t ing is furnished to Non-Operators of the proposed 
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and 
notifying Operator wi thin ten days after receiving notice f rom Operator, to furnish in kind all or part of his share 
of such Material suitable for use and acceptable to Operator. 

4. Warranty of Material Furnished by Operator 

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the 
Joint Account until adjustment has been received by Operator f rom the manufacturers or their agents. 

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material. 
Written notice of intention to take inventory shall be given by Operator at least th i r ty (30) days before any inven­
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators 
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator. 

2. Reconciliation and Adjustment of Inventories 

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

3. Special Inventories 

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

4. Expense of Conducting Periodic Inventories 

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

Attached to and made a p a r t of Operating Agreement dated 
October 19, 1982 between C & K Petroleum, I n c . , as Operator, and 
the other p a r t i e s s i g n a t o r y t h e r e t o as Non-Operators. 

At a l l times during the conduct of operations hereunder, Operator s h a l l 
maintain i n force the f o l l o w i n g insurance: 

A. Workmen's Compensation Insurance and Employers' L i a b i l i t y 
Insurance as r e q u i r e d by the laws of the State i n which 
operations are being conducted. 

B. Comprehensive General Pu b l i c L i a b i l i t y i n the f o l l o w i n g 
amounts: 

Bodily I n j u r y : $300,000 each person 
300,000 each accident 

Property Damage: $100,000 each accident 
100,000 aggregate 

C. Automobile Public L i a b i l i t y and Property Damage Insurance 
w i t h l i m i t s of not less than $300,000 f o r any one person 
i n j u r e d i n any accident and not less than $300,000 f o r any 
number of persons i n j u r e d i n one accident, and w i t h not 
less than $100,000 property damage coverage f o r one a c c i ­
dent . 

A l l premiums paid on such insurance s h a l l be charged t o the j o i n t ac­
count. Except by mutual consent of the p a r t i e s , no other insurance s h a l l 
be maintained f o r the j o i n t account, and a l l losses not covered by such i n ­
surance s h a l l be charged to the j o i n t account. 



Measurement of gas f o r over and under production s h a l l be accomp­
li s h e d by use of sales meters, and lease measurement s h a l l be i n 
accordance w i t h AGA requirements. 

3. 

A f t e r n o t i c e t o the operator, any p a r t y may at any time 
begin t a k i n g or d e l i v e r i n g t o i t s purchaser i t s f u l l share of 
the gas produced from said J o i n t Property (less any used i n J o i n t 
operations, vented or l o s t ) . To allow f o r the recovery gas i n 
storage and t o balance the gas account of the p a r t i e s i n accord­
ance w i t h t h e i r r e s p e c t i v e i n t e r e s t s , a p a r t y w i t h gas i n storage 
s h a l l be e n t i t l e d t o take or d e l i v e r t o a purchaser i t s f u l l share 
of gas produced from said J o i n t Property (less any used i n J o i n t 
operations, vented or l o s t ) plus an amount determined by m u l t i ­
p l y i n g f i f t y percent (50%) of the i n t e r e s t of the pa r t y or p a r t i e s 
w i t hout gas i n storage by a f r a c t i o n , the numerator of which i s 
the i n t e r e s t i n the J o i n t Property of such p a r t y w i t h gas i n storage 
and the denominator of which i s the t o t a l percentage i n t e r e s t i n 
the J o i n t Property of a l l p a r t i e s w i t h gas i n storage. 

4 . 

Nothing herein s h a l l be construed t o deny any p a r t y the 
r i g h t , from time t o time, t o produce and take or d e l i v e r t o i t s 
purchaser i t s ' f u l l share of the allowable gas produc t i o n t o meet 
the d e l i v e r a b i l i t y t e s t s r e q u i r e d by i t s purchaser. 

5. 

During the term of t h i s agreement, w h i l e gas i s being pro­
duced from the J o i n t Property, each p a r t y s h a l l pay or d e l i v e r , or 
cause t o be paid or d e l i v e r e d a l l r o y a l t i e s , o v e r r i d i n g r o y a l t i e s 
or other payments due on i t s share pf production regardless of 
whether or not i t i s t a k i n g and s e l l i n g such share, and s h a l l hold 
the other p a r t i e s f r e e from any l i a b i l i t y t h e r e f o r . 

6. 

Each p a r t y producing and t a k i n g or d e l i v e r i n g gas t o i t s 
purchaser s h a l l pay, or cause t o be p a i d , a l l production taxes 
due on such gas. 

7. 

When gas sales from a gas w e l l permanently cease, U n i t Oper­
ator s h a l l make a f i n a l d e termination of the volumes of the l a s t 
accrued over and underproduction, i f any, as of the date of such 
cessation of sales and the i d e n t i t y of the p a r t y or p a r t i e s who 
are over or underproduced. A cash balancing adjustment s h a l l 
be made by the overproduced p a r t y , or p a r t i e s , t o the underpro­
duced p a r t y , or p a r t i e s , f o r the overproduced volumes which have 
been taken and sold; the p r i c e t o be paid f o r such adjustment s h a l l 
be the a c t u a l p r i c e received f o r the l a s t accrued overproduction 
( i n the reverse order of acc r u a l t a k i n g most recent overproduction 
and going back u n t i l net overproduction i s accounted f o r ) by the 
overproduced p a r t y , or p a r t i e s , less appropriate deductions f o r 
taxes and/or r o y a l t i e s paid on such produ c t i o n by the overpro­
duced p a r t y . For gas sold i n i n t r a s t a t e commerce, the p r i c e basis 
s h a l l be the p r i c e received f o r sale of the gas. For gas sold i n 
i n t e r s t a t e commerce, the p r i c e basis s h a l l be the r a t e c o l l e c t e d 
from time t o time, which i s not subject t o possi b l e refund, as pro­
vided by the Federal Power Commission pursuant t o f i n a l order or 
settlement a p p l i c a b l e t o the gas sold from such w e l l , plus any 
a d d i t i o n a l c o l l e c t e d amount which i s not u l t i m a t e l y r e q u ired by 
said Commission to be refunded, such a d d i t i o n a l c o l l e c t e d amount 
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EXHIBIT "E" 

Attached t o and made a p a r t of the Operating 
Agreement dated October 19, 1982 
between C & K Petroleum, I n c . , as Operator, 
and the other p a r t i e s s i g n a t o r y hereto as 
Non-Operators. 

GAS BALANCING AGREEMENT 
FOR GAS WELL PRODUCTION 

The p a r t i e s t o the Operating Agreement t o which t h i s Gas 
Balancing Agreement i s attached own the working i n t e r e s t i n the 
gas r i g h t s u n d e rlying the J o i n t Property covered by such agree­
ment and are e n t i t l e d t o share i n the percentages as stat e d i n 
the Operating Agreement. 

I n accordance w i t h the terms of the Operating Agreement, 
each p a r t y t h e r e t o has the r i g h t t o take i t s share of gas pro­
duced from the Unit Area and market the same. I n the event any 
of the p a r t i e s hereto does not market i t s share of gas or has 
contracted t o s e l l i t s share of gas produced from the J o i n t Prop­
e r t y to a purchaser which,, .at any time w h i l e t h i s agreement i s i n 
e f f e c t f a i l s t o take the share of gas a t t r i b u t a b l e t o the i n t e r ­
est of such:party f the terms of t h i s storage agreement s h a l l 
a u t o m a t i c a l l y become e f f e c t i v e . 

1. 

During any pe r i o d or periods when the market of a p a r t y i s 
not s u f f i c i e n t t o take t h a t party's f u l l share of the gas pro­
duced from .the J o i n t Property, or i t s purchaser i s unable t o take 
i t s share of gas produced from the J o i n t Property, the other 
party or p a r t i e s s h a l l be e n t i t l e d t o produce from said J o i n t 
Property (and take or d e l i v e r t o a purchaser), each month, a l l or 
a. p a r t of t h a t p o r t i o n of the allowable gas produc t i o n assigned 
to such J o i n t Property by the r e g u l a t o r y body having j u r i s d i c t i o n . 
That p a r t y s h a l l be e n t i t l e d t o take and d e l i v e r t o i t s or t h e i r 
purchaser a l l of such gas production; provided, however, t h a t no 
party s h a l l be e n t i t l e d t o take or d e l i v e r t o a purchaser gas 
production i n excess of 300% of i t s share of the allowable gas 
production .assigned t h e r e t o by the r e g u l a t o r y body having j u r i s ­
d i c t i o n , unless t h a t p a r t y has gas i n storage. A l l p a r t i e s here­
to s h a l l share i n and own the l i q u i d hydrocarbons recovered from 
such gas by primary separation equipment i n accordance w i t h t h e i r 
respective i n t e r e s t s and subject t o the terms of the above de­
scribed Operating Agreement. 

2. 

Each p a r t y unable t o market i t s share of the gas produced, 
and t a k i n g less than i t s f u l l share of the gas produced s h a l l be 
c r e d i t e d w i t h gas i n storage equal t o i t s share of the gas pro­
duced under t h i s agreement, less such p a r t y ' s share of the gas 
taken, gas used i n J o i n t Property op e r a t i o n s , vented or l o s t . 
Each pa r t y t a k i n g gas s h a l l f u r n i s h the J o i n t Property operator 
a monthly statement of gas taken. The operator of the J o i n t 
Property w i l l maintain a running account of the gas balance be­
tween the p a r t i e s hereto and w i l l f u r n i s h each p a r t y monthly 
statements showing the t o t a l q u a n t i t y of gas produced and s o l d , 
and the t o t a l q u a n t i t y of l i q u i d hydrocarbons recovered and the 
monthly and cumulative over and under account of each p a r t y . 
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to be accounted f o r at such t ^ e as f i n a l determination i s made 
w i t h respect t h e r e t o . 

Nothing herein s h a l l char.re or a f f e c t each party's o b l i g a ­
t i o n s t o pay i t s pr o p o r t i o n a t e share of a l l costs and l i a b i l i ­
t i e s i n c u r r e d i n J o i n t operations, as i t s share thereof i s set 
f o r t h i n the above described "derating Agreement. 

This agreement s h a l l c o n s t i t u t e a separate agreement as t o 
each p r o r a t i o n u n i t w i t h i n the Unit Area and s h a l l become e f f e c ­
t i v e i n accordance w i t h i t s terms and s h a l l remain i n forc e and 
e f f e c t as long as the Operati:.- Agreement t o which i t i s attached 
remains i r . e f f e c t , and s h a l l __iure t o the b e n e f i t of and be b i n d ­
ing upon the p a r t i e s hereto, -„ieir successors, l e g a l representa­
t i v e s and assigns. 

8 
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