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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between_ Mewbourne 011 Company

hereinafter designated and

referred to 2s “"Operater’’, and tne nighators ~asts

cues wcher than Operater, semenres nere nadie
as “"Non-Operator ', and collectively as “"Nun Oreriurs”

2.: herein

WWITNESSETH:

WHEREAS, the parties o inis agreen

LA

o marte Ny e ) S .

ARTICLE 1.
DEFINITIONS

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

A. The term "oil and gas'" shall mean cil. gas, casinghead gas, gas condensate, and all other Lquid er gascous hydrocarbons
and other marketable substances produced trerewitiy, unfuss an intent to limat

the inclusiveness ¢f ths term s specilically stated.

snall mean ne cil .

B. The terms "‘oil and gas lease”
iying within the Contract A
C. The term ‘“oil
Contract Area which are owned bv partics

Sises coveniny crads Lb land
3 wiich are

g3 .nterests

D. The term “"Contract Ares™ shull
developed and aperated for oil and &
are described in Exhibit A",

E. The term ‘‘driling unit”’ shall =
federal body having authority. [f a drilling u fixed by any suchi ruie or order, a drilling unit shal! se the drilling unit as estabiish-
ed Ly the pattern of drilling in the Contract Avrer .r 35 fixed by

Loeodrtiouxew for G eriling o one well Oy cider of o

S.
10 be tocated.

G. The terms **Drilling Party"” and *'Consenting Party™* shall mean a party who agrees to jcin in and pay its share of the cost of
any operation conducted under the provisions of this agreement.

express agreerment of the Driling P
F. The term “"drillsite”” shall mean the o6 and gas wase of interest on which a proposed wel

H. The terms *‘Non-Drilling Party™ and “*Non-Consenting Party’" shall mean a party who clects not to participate
in a proposed operation.

Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the
singular, and the neuter gender includes the mascuiine andt the leminine.

ARTICLE II.
EXHIBITS

The (oilowing exhibits, s indicated below and autached hereto, are incorporated in and made a part heicol:

@ A. Exhibit A", shall include the following information:

(1) Identification of lands subject to this agreement,

(2) Restrictions, if any, as to depths, formations, or substances,

(3) Percentages or ractional interests of partics to this agreement,

411\,ﬁlm1‘b lea J Wl i-gos bie i 2 .

{3) Addresses of parties for nolice purposes.
B. Exhibit “*B*, Form of Lease.
C. Exhibit “*C”", Accounting Procedure.
D. Exhibit D", Insurance. ’
E
F.

. Exhibit “"E"’, Gas Balancing Agreement.
Exhibit ‘'l *, Non-Discrimination and Certification of Non-Segregated Facilitics.
G. Exhibit **G"*, Tax Partnership.

If any provision of any exhibit, except Uxhibits ““E"" and ‘G, is inconsistent with any provision contained ingthe body
of this agreement, the provisions in the body of this agreement shall prevail.

O8B8K880
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ARTICLE II1,
INTERESTS OF PARTIES

k11 Hl
——afry-patty

and the owner thereo:
hall-b

B. Interests of Parties ta Costs and Productiun:

U PN

. In the same manner, the parties

(crlh in Exh:bu
payment of royalties to the extent of. 1/8ta

also own Jl] [roducuon of O Jnd gas from the Contract Area suopx: o the
which shal be >crne as hercinaiter set fort.

Regardless of which party has contribuied the lease(s) andfor uil and gas wmierest(s) herere on which royaty s Jue and
payable, each party entilled to recerve a share of preaduction of oil and gus from the Contract Area shall bear and shatl pay or celiver, or
cause 1o be paid or delivered, to the extent of its interest in such producticn, the royalty amount stipulatec herginabove and shall heid the
other parties {ree from any liabiity therefor. No party shall ever be responsible, however, on a price basis mg;.u than the price receivey
by such party, 1o any other party's \essor of royalty owner, and il a
roceive sett!

such other party’s ussor or

wner should dem md and

ement on 1 highe

asis, the {art

ted lease shall o

v burden stnluisbie
such higher price

ng contained in

S-asiianment

C. Excess Royalties, Overriding Royalties wis Other Pavaents:

Uniess changed by othe

rov.sions,

Aty inoany lease v

s sabject woamy
Articie [ILB., suct
atiens and shall indemnnily and hold the otlier ~azies hereto harmless from any
y owners of such excess burden,

overriding royalty, production rayment cr other buc

in excess of the ameunt sup
burdened shall assume and alone vear aii such excuss

and ail claims and demands {or payment asserted
D. Subscquently Created Interests:

I any party should hercalter create an overriding royalty, production payment or other burden payable out of production
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit "A™, or
was not disclosed in writing to all other parties prior to the execution of this agreement by all partics, or is not a jointly acknowledged and
accepled obligation of all partics (any such interest being hercinalter referred 10 as *'subsequensly created interest'” ierespective of the

tming ol its creation and the party out of whose working interest the subsequently created interest is derived being hereinalier referred
t0 as **burdened party’"), and:

1. If the burdencd party is required under this agreement 1o assign or relinquish to any other party, or parties, all or a portion
of its working interest andfor the production attributable thereto, said other party, or partics, shall reccive said assignment and/or
production free and clear of said subsequently created interest and the burdened party shall indemnily and save said other party,

or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest;
and,

ad

1 the burdened party fails to pay, when due, its share of expenscs chargeable hereunder, all provisions of Article VILD. shall be
enforceable against the subscquently created interest in the same manner as they ace enforceable sgainst the working interest of

the burdened party.

ARTICLE V.
TITLES
A. Title Examination:
-

Tile examination shall be made on the drillite of any proposed well prior to commencement of drilling operatigns or, i
the Drilling Parties so request, title examination shall be made on the leases andlor oil and gas interests included, or planned lohl;s includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty,
royally and production payments under the applicable leases. At the time a well is proposed, each party contributing leases amjﬁl.
gas interests 1o the drillsite, or to be included in such drilling unit, shall (urnish to Operator all abstracts (including federal lehst status
reports), title opinions, title papers and curative material in its possession [ree of charge. All such information not in the po: nn of or
made zvnlzblc to Oper:lor by the parties, bu( necessary for lhe examination of (hc title, sh:ll bc obmncd by Opcr:lor Oge‘r; r shall

hereto. The cost incurred by Operator in this tile program shall be borne as follows:

O Option No. 1: Costs incurred by Operator in procuring abstracts and title inati (ndudmg P
shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as prvvugk«gﬁ
and shall not be a direct charge, whether performed by Operatar’s stalf altorneys or by outside attorneys.
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ARTICLE IV
continued

3 Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination
(including peeliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties
in the proportion that the interest of each Drilling Pacrty bears to the total interest of all Drilling Parties as such interests appear in Ex-

hibit **A"". Operator shall make no charge lor services rendered by its staff attorneys or other personnel in the performance of the above
functions.

Each party shail Lo respeasibie for secuning curative matter and posiing amendmenis LS fequitey WA cannection

with leases or ol and gas interesis contrbuted vy such party. Gperator shall be responsibie loe the proparatien and recerding of pooling
designations of deciarations as weil as the concudi ol hearings before governmentai agencies tur 1i.e securinyg of spacing r poouny erders

This shall not prevent any party from sppearing on its awn behalf at any suen heanng

No weil shail be driifed cn tie Contracs SArea otnoalivr 1) the

1S been crainned 3§ G-

B. Loss of Title:
1. Failure of Title: Should any oil and gas intercest or lease, or interest therein, be fost through fuiure of title, which 10ss resuits in a

reduction of interest from that shown on Exhibit ““A"", the party contribuling the aficcted leasc or interest shall have ninety (90} days
from final determination of title failure 10 acquire a new lease or other instrument curing the entirety cf the tide failure, which scquisi-

tion will not be subject to Article VIILB., and {aihing v do 50, this agreement, nevertheless, shall continue in force as to all zemaining il
and gas leases and interests: and,

(a) The party whose il snd gas lease or nterest is atiected by the tide {adure shall bear sione the entire loss and it shaid not be
entitled to recover from Operator or the other partics uny deveis pment or cperating costs wich .1 may e tieretofore paid or nourred
but there shall be no addidonsd liability un s e 0

(b) There shall be no retrosclive adjustment of ex
been lost, but the interests of the parties shall be revised on an ac

WTRARLCS BLTOLO DY frased Ul seah Ll Y

ved S7 FEVENUES Foieined D

ane basts, as of the e oy detern

curred, so that the interest ol the party whose weaee e wre il shereaaer be recteed o the Jontrad:

» alivcted by the tite
Area by the amount of the interest lost;

{c) if the proportionate miterest of the ouier jaffws Hercto . any producing we. Leretlore
increased Dy reason of the ttle faiure, the party whose

soled on the Jontract Area s

‘e has taiied shall receive the proceeds atinbutalie to the increase :n such in-

terest {fess costs and burdens attributable therete) unui it has Leen reimbursed for unrecovered costs nad oy it in connection wath such
well;

(d} Should any person not a party 1o thus agreement, wha is determined 1o be the owner of ny interest in the title which has
failed, pay in any manner any part of the cost of opetation, development, or equipment, such amount shall be paid to 1he party or parties
who bore the costs which are so refunded;

{¢} Any liability to account to 3 third party for prior production of oil and gas which arises by reason of title failure shall be
borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and,

() No charge shall be mude to the joint account for legal expenses, fees or salarics, in connection with the defense of the interest
claimed by any party hercto, it being the intention of the parties hereto that each shall defend utle 1o its interest and bear all expenses in
connection therewith,

2. Loss by Non-Payment or Erroncous Payment of Amount Due: !, through mistuke or oversight, any rental, shutin well
payment, minimum royally or royalty payment, is not paid or is crroncousty paid, and as a result a lease or interest therein terminates,
there shall be no monetary liability against the party who failed to make such payment. Unless the party who fuiled to make the required
payment secures 3 new lease covering the same interest within ninety (90) days {rom the discovery of the failure to make proper payment,
which acquisition will not be subject to Article VIILIL, the interests of the partics shall be revised on an acreage basis, ellective as of the
date of 1eemination of ihe lease involved, and ihe party who failed 10 make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
required payment shall not have been fully reimbursed, at the time of the loss, (rom the proceeds of the sale of oif and gas ateributable to
the lost interest, calculated on an acreage hasis, for the development and operating costs theretolore paid on account of such intcrest, it
shall be reimbursed for unrecovered actual custs theretofore paid by it (but not for its share of the cost of any dry hole previousiy drilled
or wells previously abandoned) from so much of the following as is necessary 1o effect reimbursement:

{a) Proceeds of oil and gas, less aperating expenses, theretofore accrued to the credit of the lost nterest, on an acreage basis,
up to the amount of unrecovered costs;

(b} Proceeds, less operating cxpenscs, therealter acerued attributable to the Iost interest on an acreage basis, of that partion of
oil and gas thereafter produced and marketed (excluding preduction from any wells thercalter drilled) which, in the absence of such lease
termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the oil and gas to be contributed by the other partics in pruportion to their respective interests; and, a

{<) Any monics, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of lhc interest
lost, lor the privitege of participating in the Contract Arca or becoming a party to this agreement. f!fl"
1
3, Other Losses: All losses incurred, other than those set forth in Articles V.31, and IV.D.2. above, shall be jour! “'lossts

and shall be borne by all partics in proportion to their intesests. There shall be no readjustment of interests in the remaining p’orlon of

the Conteact Area.

Ve of Tt wheiidriog s 16 prunsbored
+1cCRl ke snthamized i writeng by e
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ARTICLE V.
OPERATOR

A. Designation &ad Responsibilities of Operator:

Mewbouyne Cil Cem

te the
Operator of tie Contract Area, and shali condact ana cirect any have full control of ail cperations o the Contract Area as permitted and
required by, and within t of this agre manbke manner, but it sha.
have no uavility as Operator 12 e other parnics .or losses sustanec or habilives incureed, excopt soon a5 mav resust irom gross
negligence or wilful misconduct.

stail cenduct all such operatons .a 2 good and

B. Resignatinn or Removel of Onerater and “lection of Successen:

Ly

"y :

B . g i
aed without any action by Non-Operators, cxcept the seiecuion of a successor, Operator
may be removed 1f it fails or refuses to carry out its Junes hereunder, or becomes insolvent, bankrust or 1s piaced in receivership, by the
affirmative vote of two (2) or more Non-Operators ewning a majority interest based on ownershup as shown on Exhibit "*A"" remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7.00 o'clock AM. on the
first day of the calendar month foilowing the cxpiration of ninety (90) duys after the giving of notice of resignation by Operator or acdcn
by the Non-Operators ta remove Operator, unless a saccessor Operator has been selected and assumus th
date, Operator, after effective date of resignation or removal, shail be bound by the terms hereof as a
porate name or structure of Operator or transfer of Urerator’s iterest 1o any single subsidiary, pare
be the basis for removal cf Operatar

. [ SR

INUGNFSFEN

Operator, Operator shall be deemed 1o have res

e duties of Operator at an earlier

Operator. A change of a cor-

essor corporatien shail not

2. Selection cf Successer Coerater: Upen Lo resignaten or removal of Operatur, 3 succ
the parties. The successor Operater shall be selee = Cu
Operator ts selecied. The successor Operutor st Lo selectad ifirmative vote of two i 2ier et
based on ownership as shown on Exhibit *'A
succeed isell, the successor Operator sialf by
on ownership 1s shown on Exh.tit A" rewa

5.5 Dperaer shals b seiected by

25 owning an interest 0 S0INT LmE SUCh SuCCesser

ArLes OWNING 2 MAJONTY interest

1ded, ho

sved lails to vote or votes only te

owWnINg 2 majority .aterest based

A6 that was removed,
C. Employces:

The number of employees used by Operator in conducting cperations hereunder, their selection, and the hours of labor and the
compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator.

D. Drilling Contracts:

All wells drilted on the Contract Area shalt be drilled on a competitive contract basis at the usual rates prevailing in the area. Il it so
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before dnliing operations are commenced, and

such work shall be performed by Operatar under the same terms and conditions as are customary and usual in the area in contracts of in-
dependent contractors who are doing work of 3 simitar nature.

ARTICLE VI
DRILLING AND DEVELOPMENT

A, Initial Well:

On or before the_1st ~ duyof_ January
oil and gas at the following location:

, 1998 |, Operator shail commence the drilling of a well for

1,980' FSL and 1,850"' FWL of Section 15-215-26E, Eddy County, New Mexico

and shall thereaftec continue the drilling of the well with due ditigeace o 2 depth sufficlent to :
adequately test the Morrow formation, anticipated total depth being
'g‘;, is en-

11,200°'.
unless granite or other practically impenetrabie substance or condition in the hole, which renders further drilling imprasg

countered at a lesser depth, or unless all partics agree to complete or abandon the well at 2 lesser depth. o risa s
4 =
. Y .4 JEACY
Operator shall make reasonable tests of all formations encountered during drilling which give indication pfl cohtaining *¢il and
gas in quantities sufficient to test, unless this agreement shalt be limited in its application to a specific formation or ﬁ /3t which
N
event Operator shall be required to test only the formation or formations o which this agreement may apply. w !

Shiy vty ol 1 peobebnrd
T e ]
At m Arstnn i g theuss Lombrs
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ARTICLE V1
continued

It, in Operator’s judgment, the well will not produce ail or gas in paying quantities, and it wishes to plug and abandon the
well as a dry hole, the provisions of Article VLE.1. shall thereafter apply.

B. Subsequent Operations:

t. Proposed Operations: Shcuid any parte be il anv well on the Contract
for in Article VLA, or to rework, deepen of puug back 2 d
the parties and not then producing in paying quantitics, e pa
ather parties written natice of the proposed operation, specily
uen and the estmated cost ot e oneraticn

wed prov

r:ileq at the joint exzense of ali par

cwned by 4
y desiring to drill, rework, deepen er ;g
12 the work to be perfarm

ck such a we,

shad give the

sed Jepth

<IN

the period above llxcd snall constitute an clu:nu) by that party not ¢

response given by telephone shall be prompily confirmed in writing.

Any nauce or

1f all parties clect to participate in such a pro
period of thirty (30) days {or as promptly as pes
tion, as the case may be), aciua.y commence 1 e prons

=d operation, Operator shail, within minety (90; Jday
le afte:

a of the notice

the expiration of the fortyeight ‘;'1):'\‘ ur period wl

ng ng s on loca

se diligence at !

complete it w nse of 2 par-

ties hereto; provided, however, said con

{or a period of up 10 thirt
permits from governmentat «

AMNICR Qf Coranve muates

actual yperation nas not bren CCGMMenced « g any exte

W any pacty hereto sull desires 0 candudct ~ad foposing san

dance with the provisions herec! 15 1 no prior rro

2. Operations by Less than All Parties: It any party receiving such notice as provided in Ar V181 or VILD.I. (Cpten
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other partics as shall clect to participate in the operation shail, within ninety (90) days sfter the expiration of
the notice period of thirty (30) days (or as prompily as possible after the expiration of the forty-cight (48) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall peeform all
work for the account of the Consenting Partics; provided, however, if no drilling rig or other equipment is on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shali either: (2) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Partivs, or (b) designate one (1) of the Consenting Partics as Operatar 1o perform such work. Con-

senting Partics, when conducting operations on the Contract Arca pursuant to this Article V0132, shail comply with ail terms and con-
ditions of this agreement,

1f less than all parties approve any proposed operation, the proposing party, immediately alter the expiration of the applicable
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty<ight (48) hours
(exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (2) limit par-
ticipation 10 such party’s interest as shown on Exhibit **A' or (b) carry its proportionate part of Non-Consenting Parties’ interests, and
failure to advise the proposing party shall be deemed an clection under (a). In the event a drilling rig is on location, the time permiued for
such a response shall not exceed a total of lortycight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,
at its clection, may withdraw such .pmpuul i there is insufficient participation snd shall promptly notify all parties of such decision,

The entire cost and risk of conducting such operations shall be borne by the Consenting Partics in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates mvolvu Jn such
operations Iree and clear of all liens and encumbrances of every kind created by or arising from the operations of the C in} Parties,
I such an operation results in a dry hole, the Consenting Partics shall plug and abandon the well and restore the surface Iacau’pl Vat their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article rnulu i a pro-
ducer ol oil andfor gas in paying quantitics, the Consenting Parties shall complete and equip the well to produce at their sole cox ﬁlfd risk,

Tt memtiimed otk @ probbatd
L wwhan authortit€ im warkcy by the
o Pebslewe Londess
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ARTICLEVI
continued

and the well shall then be turned over to Operator and shall be operated by it al the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling, reworking, decpening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Partics shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party's interest in .. well and share of preduction therefrom until the proceeds of the sale of such saare, calculated at the well, or
B producticn laxes, excise taxes, tovalty,

terests not excepted by Arucle 1D, payable cot ol o r measuzed by the neodduction frem such well accru.ag with respect 13 such interest

market value (hereol i such share s not soud tate

Lding royany any ether in-

unal it rev

aobthe £

Consenuing Pariy s

st shiu feeent o otaer provisions of i
Consenting Party's share of such costs and equipment will be that interest which would have been chargeable ta such \en{,unscmmg

Party had it pacticipated n the well {rom the begiaaiag of the eperations; and

L300 % cf that portion of the costs Jnd expenses of dr
after deducting any cash contributions recetved unii
ment in the weil {to 2nd including the weilhead oo

8. reworking, deepening, plugging buck, testing and compieting,
AH.C. and —300 % of that portion

whizh would have been L

Artcl

te Lost of newiy acquired equip-
> it had

NIGH

seave o suln S Consent

participated ¢

AR eiection not 10 participate a the deithoy ¢

working or phigging back operaton proposed in su.i

o1 porien thereol, 10 whicn the imtal Non-Cansent vlect.cn apphed that is
conducted at any time prior 10 fuil recovery oy ti

g Parties of the Non-Consenting Party’s recoupment account. Any such
ng the receupment period shall be deemed part of the cost of operation of said well
he Consenting Parues one hundred pereent (100% of that portion of the custs ot
the reworking or plugging back operation which woull have Leen chargeable to such Non-Consenting Party had it participated therein. if
such a reworking or plugging back operation is proposed during such recoupment peniod, the provisions of this Article VI.D. shall be ap-
plicable as between said Consenting Partics in said well.

reworking or plugging back operation conducted di
and there shall be added to the sums to be recoupeu

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share of production, or the
proceeds therelrom, Consenting Partics shali be responsible for the payment of all production, severance, excise, gathering and other

taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party 's share of production nat excepted by Ar-
ticle [11.D.

In the case of any reworking, piugging back or decper drilling operation, the Consenting Pasties shall be permitted to use, free
of cost, all casing, tubing and other cquipment in the well, but the awnership of all such equipment shall remain unchanged; and upon
abandonment of a well alier such reworking, plugging back or deeper drilling, the Consenting Partics shall account for all such equip-
ment to the owners thereof, with cach party receiving its proportionate part in kind or in valuc, less cost of salvage.

Within sixty (60) days alter the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall furnish cach Non-Consenting Party with an inventory of the cquipment in and connected to the well, and an
itemized statement of the cost of drilling, decpening, plugging back, testing, completing, and equipping the well for production; or, at its
option, the operating party, in licu of an itemised statement of such costs of operation, may submit a detailed statement of moathly bill-
ings. Each month thercalter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the

operations for the Consenling Parties shall furnish the Non-Consenting Partics with an itemized statement of alt costs and liabilities in-
curred in the operation of the weil, together with 4 statement of the quantity of oil and gas produced from 1t and the amount of, procl:cds
realized from the sale of the well's working interest production during the preceding month. In determining the quantity of ml and gas
produced during any month, Consenting Partics shall use industry accepted methods such as, but not timited to, metering Of‘PCfIOdIC
well tests. Any amount realized from the sale or other disposition of zquipment newly acquired in connection with any suchi gpcrmon
which would have been owned by 3 Non-Consenting Party had it participated therein shall be credited against the total unretbrivod costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revcxjm itas

above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party. i r;
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ARTICLE VI
continued
Il and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, rewcrking, deepening or plugging
back of said well. Thereafter, such Non-Consenting Party shalt be charged with and shail pay its proportiena:e part of the further costs of

the operation cf said weil in sccordance with the “trms =f this agreement and the Accounting Proce.re atached herena,

Notwithstanding the provisions of Lhis Arucle V9LE.2, it s sgrecd that without the mutuai consent of i parties, no weils shail
be completed in or produced from a source of sury

wel ceniorms te

n wh ch g ewhere en thie Contrz

e VLA,

The provisions of tais ArLGe sidd Bave 10 3pplicain o whaiseeser (o the dnifing o e NN SRTOTR A
except (a) as to Article VILD.1. (Option No. 2), .f selected, or (b} as 1o the reworking, deepening and plug
after it has been drilled 1o the depth specilied in Article VLAL i it shail thereaiter prove to be a dry hele ¢

duction, ceases to produce in paying quantities

~g vack of such iniual well

i ia.tially compicted for pro-

3, Stand-By Time: When 3 well which has been drilied or dezpened has reached its authorizad ¢
completed, and the results thereof furnished 1o ¢
reworking, deene:

is, stand

y costs acurred pending resp
well saali be chJ' sed and bor

plugging back or compic

AL01

.g cpcr:ua'\ fast cempieted. Stand-by costs subse

vin .

rmL.c:l paragraph of Artic Lo

withdrawn because of insuifics

ocated lvu\\c("l the C

each Consenting P2 Ltd.iaterest us shawn on Ex

ties.

4. Sidetracking: Except as hercinafter provided, those provisions of this agreement applicable 1o 2 *'deepening’” operation shall
also be applicable to any proposal ta directionally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein called **sidetracking’*), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right 10 participate in a proposed sidetracking operation that docs not own an intcrest in the
affected well bore at the time of the notice shall, upon clecting to participate, tender to the well bore owners its proportionate share (cqual
10 its interest in the sidetracking operation) of the value of that partion of the existing well bore to be utilized as follows:

{a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the initial drilling of the well down to the depth at which the sidetracking operation is initiated.

(b) If the proposal is for sidetracking 2 well which has previously produced, reimbursement shall Le oa the basis of the well's
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the
provisions of Exhibit **C"", less the esti | cost of salvaging and the

I cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-cight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (8) additional days aficr expiration of the fortyeight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. If more than cne party elects 1o take such additional time to respond to the notice, stand-
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each uxling pat-
ty’s interest as shown on Exhibit **A"" bears to the total interest as shown on Exhibit *“A** of all the electing parties. In a? other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. i

C. TAKING PRODUCTION IN KIND:

u/have the right to
Each party shall wke in kind or separately dispose of its proportionate share of all oil and gas produced {r

ct Area,
exclusive of production which may e used in development and producing operations and in preparing and ek til gx \‘%Igu for
marketing purposes and production unavoidably lost. Any extra cxpenditure incurred in the taking in kind or sep! r:\e-dnsﬁmmo by any
party of its proportionate share of the production shall be borne by such party. Any party taking its share of prodh uoqj;\

Sacort rhon duthonued s warioy by the
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ARTICLE VI
continued

required to pay for only its proportionale share of such part of Operator’s surface facilities which it uses.

Each party shall execute such division orders and cantracts as may be necessary for the sale of its interest in production {rom
the Contract Ares, and, except as provided in Aruciz ViLB., shall be o
its share of all preduction

led to receive payment directy

the purchaser thereo! for

in the gvent any party shail Lal to make the :
the cifl;?rgcﬁxcé‘"*.rsom the Contract Area Opcr:ncr shai i, subject to the revocauon at w: t
the obligation, to purchase such m[/o?‘s‘cl i?:‘t%sz)thcrs at any lime and {rom time te time, for the acccant i 1o
best price obtainabic in the arca for such predu

¢ owr

non-aking pasty at te

ich purchase or saic by Operator shail be subyect aiways

:on

In the event one or merce partics’ separate dispusition of its share of the gas causes split-stream dehivenies te separate pipelines andior
deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective properionate share of (otat gas sales to
be allocated to it, the balancing or accounting between the respective accounts of the partics shall be in accerdance with any gas baianciag
agreement between the parties hereto, whethier suci an agrecinent os attached as Exdubit

L OF 33 SeParate agteement

D.  Access to Contract Area and Information.

Cach party shail bave sccess to the Contract

LINES, 3L IS S0 Lust and e oL

R

and shall have access at reascnatic umies Lo infor. le 150 LOVEIOPMICAL O CRCTINLN (NETey

uging Crorii
and recerds reiaung thereto. O

ator, upot reques

the athef parties with copies 4 i furms or reperts hoed witn

£OVErAMEnial agendics, datly draiing repcnis, we

cach month, and shail make avaiiatic wamples

-0 e

sathering and furnishing :n

quasts the information.

E. Abandonment of Welis:

1. Abandonment of Dry tloles: Except for wivy well drilled or deepencd pursuant o Arucle VIB.2, any well which has been
drilled or decpened under the terms of this agreement and is proposed to be completed as a dry hole shail not be plugged and abandoned
without the consent of all parties. Sould Operator, after diligent cffort, be unable to contact any party, or should any party {ail to reply
within farty-cight (48) hours (cxclusive of Saturday, Sunday and lcgal holidays) after receipt of notice of the proposal to plug and abandon
such well, such part; shall be deemed to have consented to the proposcd abandonment. All such weils shall be plugged and abandened in
accordance with applicable regulations and at the cost, risk and expense of the partics who participated in the cost of drilling or deepening
such well, Any party wha abjects to plugging and alandoning such well shall have the right 1o take over the well and conduct {ucther
operations in scarch of oil andior gas subject 10 the provisions of Article VI 8.

2. Ahandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have aot been {ully reimbursed as hierein provided, any well which has been completed as 2
producer shall not be plugged and abandoned without the consent of all partics. If ail partics cansent to such abandonment, the well shail
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the pactics hereto. H, within
thirty (30) days alter receipt of nolice of the proposed abandonment uf any weil, all partics do not agree 1o the abandonment of such well,
those wishing to continue its opcration from the interval(s) of the formation(s) then open to production shall tender to cach of the other
partics its proportionate share ol the value of the well’s salvable material and equipment, determined in accordance with the provisions of
Exhibit 'C", less the esti § cost of salvaging and the esti J cost of plugging and abandoning, Each abandoning party shall assign
the noa-abandoning partics, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipnient and
material, all of iLs interest in the well and related cquipment, together with its interest in the lcaschold estate as to, but only as to, the in-

terval or intervals of the formation or formations then open to production. H-the-int -the-sbundoning perty hereh buwd

" + L.'-.u_r hall Lo and-Jdulives toth VI J DAL i) gk Laitedtotheatecval-oein
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ARTICLE VI
continued

~~8= The assignments or leases so limited shall encompass the *“drilling unit'* upon which the well is located. The payments by, and the
assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the

Contract Area to the aggregatc of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment ol
interests in the remaining portion of the Contract Arca.

Thercaiter, abandening ;2

Sl provucien from
the well in the .atervai orintersas

en Open Lt s o ths Artile. Upon o

quest, Operator shail continte o cperate the asy
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well. Upon preposed abandenment of

he produc

repurchase its pricr interest :n tne well (us

4155008 hereol
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of the preposed abandenment ad alferded the vprer
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ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

B. Liens and Payment Deizuts:

Tach Non-Operatar grants 1 Operater 2 biee vy ans aland cos rigtas inothe Contract Ared, 252 3 zecursty mesess nous share

cf oil andfor gas when cxtracied and its wnterest 1 i
at the rate provided in Exhibiz "'C"'. To tne vxtent

mipment

sre payment ¢f (s share vf expense, tgetier with interest theseon

¢ Operater has g security inzerest uader the Unilerm Commescial Code of the
state, Operator shall be entitied to exercise the rights and remedies of 4 secured party under the Code. The bringing of 2 suit and the ob-
taining of judgment by Operator for the secured midchiedness shall not be deemed an eiection of remed:es or otherwise affect thie lien
rights or socurity interest as security for the payiment thereof. In addition, upon default by any Non-Operater in the payment of its share
of expense, Operator shall have the right, without prejudice ta other rights or remedies, to collect from the purchaser the proceeds from
the sale of such Non*Operator's share of oil andior gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upan Operator's writien statement concerning the amount of any default. Operator granes a like lien
and securi

interest to the Non Operators w seenre payment of Operastor's proportionate share of expense.

Il any party fails or is unable to pay its share of expense within sixty {C0) days alter rendition cf a statement therelor by
Operator, the nondeflaulting partics, inclubing Operator, shull, upon request by Operstor, pay the unpaid amount in the proportion that
the interest of each such party bears to the snterest of il such pardies. Each party so paying its share of the unpaid amount shall, to obuain
reimbursement thereof, be subrogaied to the secu: :

v rights described 1n the foreguing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge cach of the parties hereto with their respective propor-
tionate shares upon the expense basis provided in Exlibit **C*", Operator shall keep an accurate record of the joint account hereunder,
showing expenses incurred and charges and credits made and received.

Operator, at its election, shall have the right frem time 10 time to demand and reccive {rom the other parties payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder ¢uring the next succeeding
month, which right may be exercised only by submission to cach such party of an itemized statement of such estimated expense, together
with an invoice for its share thereol. Each such statement and invoice for the payment in advunce of esiimated expense shaii be submitted
on or before the 20th day of the next preceding month. Fach party shalf pay to Operator its proportionate share of such estimbte within
fifteen (15) days after such estimatc and invoice is received. I any party fails to pay its shure of said estimate within said time, Ihc amount
due shall bear interest as provided in Exhibit **C* untit paid. Proper adjustment shali be made monthly between advances and’ .«clual ox-
pense to the end that cach party shall bear and pay its preportionate share of actual expenses incurred, and no more. ") i |

D. Limitation of Expenditures:
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e driling or deepening, testing, completing and equippiag of the weil, including

O Option No. 1: Ail necessary expenditures
necessary tankage andfor surface faciiiies.

@ Option No. 2: All necessary expenditures ler the drilling or deepening and testing of the weil. When such well has reached its
authorized depth, and all tests have been completed, und the results thercof urnished to the parties, Operator shall give immediate notice

to the Non-Operators who have the right to paruciiate i the completion costs. The parties receiving such notice shall have lortyeight
(48) hours (exclusive of Saturday, Sunday and

s} wiich to elect to participate in the seting of casing and the campietion at-
tempt. Such election, when made, shail include consent 10 ail necessary expenditures for the compicting and equipping of such well, in-

cluding necessary tankage and,or surfice laciiities ilure

any party receiving such notize to repiy within the peried abeve tixed shail
conslitute an election by that party not to purticip.ie in the cost of the compietion attempt. if one of
elect to set pipe and to attempt 2 completion, (h

back'’ as contained in Article V.32 shall be deer

than aii ¢f

e parties,

sions of Article VI.B.2, hereof {the phrase *'rewerking, deepentng of piugging

nolude Ucompicting ) shall apply to the cpes

s thereatier conducied by less

2. Rework or Plyg Dutks

piugged back pursuant to tie

505 ot ATl L LS LS i apTeament, Consent 1 e rework.og 8 pugging Jeda i 4 wel sha.
inchude all necessary expenditures m conducting suct operations and completing 2na equipping of shd well, including necessery tankage
andfor surface facilities.

3. Other Ope--tions: Without the consent of ol parties, Operator shall not undertake any swgle project reasonabiy esumated
Lo require an expenditure in excess of__Fifty Theusand and NO/100=—m—"mem - Doliars (5_20,000.20
except in connection with a well, the drifling, rewerking, deepen:
previously authorized by or pursuant to this sgreement; provided, however, that, i case of explosien, lire, flucd of other sudden
emergency, whether of the same or different nat.ee, Cre

to deal with the emergency to saleguard lile and

completing, recompicting, or plugging Lack of which has been

1OF May 13ke such steps «f.d nCur SuCh EXIensUs 23 UG s UPIRIeA are required

sperty bt Urerator, as promply os pussible, shail report the emergenay te the other

erity fof

parties. M Operator prepares a0 @

‘I for s own use, Oper:
excess of__Thirty

or shail furnsi wny Non-Onerter

reguesting
. . o PR AR
an information copy thercol for any singie projec: costn saousand N0/ 100—mm e

Dotlars $_32,990.95 _ out Jeus than s

Lot arm above ot

E.  Rentals, Shul-in Weil Payments and M

Rovaities:

Rentals, shut-in weil payments and ntimm

ruyaities winch

4y be requiree under the terms of any lease shali te paid by the
party or parties who subjected such lease to this arcement atits o their expense. In the event two or xore partics own and have con-
tributed interests in the same lease 10 this agreemunt, such parties may designate one of such parties to make said payments for and on
behalf of all such parties. Any party may request, and shall be entitled 10 receve, proper evidence of all such payments. in the event ol
failure to make proper payment of any reatal, shut s well payment or minimum royalty through mistake or oversight where such pay-
ment is recuired 1o continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-
visions of Article [V.D.2.

Qperator shall notily Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production
of a producing gas well, at least five (5) days {excluding Sawurday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability lor failure to do so. In the event of fulure by Operator to so nolily
Non-Operator, the loss of any lease contribuled licreto by Non-Operator for failure to make timely payments of any shut-in weil payment
shall be borne joimiy by the parties hereto under the provisions of Anicle 1V.0.3,

F. Taxes:

Beginning with the first calendar year after the eflective date hereol, Operator shall render for ad valorem taxation all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not
be limited to, royalties, overriding royaltics and production payments) on leases and oil and gas interests contributed by such Noa-
Operator. [f the assessed valuation of any leaschold estate is reduced by reason of its being subject to outstanding excess royaltics, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting thereleom shall inure to the benefit of the owner or
owners of such leaschold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benelit of such reduc-
tion. If the ad valorem taxes are based in whele or in part upon separate valuations of each party's working interest, then notwithstanding
anything 10 the contrary herein, charges to the joint account shall be made and paid by the partics hercto in accordunce with the tax
value generated by each party's working interest. Operator shall bilf the other parties lor their proportionate shares of all tax payments in
the manner provided in Exhibic "'C*",

<&,

I Operator considers any tax assessment impeoper, Operator may, mt its discretion, protest within the tme andsmanner
prescribed by law, and prosecutc the protest to 3 linal determination, unless all partivs ageee to abandon the protest prier to fi{j-l deter-
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such sTand any
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for m’;}?ﬂ'm ac-

count, together with any interest and penalty acerucd, and the total cost shall then be assessed against Ue parties, and be paid bylthem, as
provided in Exhibit *'C"". 1

Each party shall pay or cause to be paid all production, severance, excise, gathering and cther taxes imposed upon espect o
the production or handling of such party’s share of oil andfor gas produced under the terms of this agreement. {7 S
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ARTICLE VII
continued

G. Insurance:

At all times while operations are conducted hercunder, Operator shall comply with the workmen's compensation law of
the state where the operations are being conducted; provided, however, that Operator may be a sell-insurer [or liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit *'C"". Operator shall
also carry or provide insurance for the benelit of the joint account of the parties as outlined in Exhibit *'D*", attached to and made a part
hereof. Operator shall require all contractars engaged in work on or for the Contract Area to comply with the workmen's compensation
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.

In the event automobiie public liability insurance is specified in said Exhibit "D, or subsequently receives the approval of the
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofur as they embrace acreage in the Contract Area, shall not be surrendered in whole
or in part unicss 3l parties consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not
agree or consent thereto, the party desiring 1o surcender shall assign, without express or implicd warranty of title, «ll of its interest in
such lease, or portion thereof, and any well, muterial and equipment which may be located thercon and any rights in production
thereafter secured, (o the parties not consenting (o such surrender. If the interest of the assigning ¢

is crincludes an oif and gas in
terest, the assigning party shall execute and debiver to the party or parties not consenting to such surrender an oil and gas icase covering
such oil and gas interest lor 3 term of one {1) year ard so long thercafter as oil andlor gas is produced [rom tae land covered thereby, such
lease to be on the lorm attached hereto as Exbuber "B Upon such assignment or lease, the assigning party shall be relieved from all
obligations thereaiter accruing, but not theretoiere accrued, with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigning party shail Lave no further interest in the assigned or leased premises and its vquipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessce shall pay to the
party assignor or lessor the reasonable salvage valuc of the latter's interest in any wells and equipment autributabie to the assigned or leas-
ed acreage. The value of all material shull be determined in accordance with the provisions of Exhibit “"C"*, less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest
shall be shared by such parties in the proportions that the interest of cuch bears to the total interest of all such parties.

Any assignmenl, lease or surreader made under this provision shall not reduce or change the assignor's, lessor's or surrende- g
party’s interest as it was i Jiately before the assig lease or surrender in the balance of the Contract Ares; and the acreage
assigned, leased or surrendered, and subscquent operations thereon, shall not therealter be subject to the terms and provisions of this
agreement.

B. Rcnewal or Exteasion of Leases:

1l any party sccures a renewal of any oil and gas lease subject to this agreement, all other partics shall be notified promptly, and
shall have the right for a period of thirty (30) days lollowing receipt of such notice in which to clect to participate in the ownership of the
renewal lease, insofar as such lease affects lands within the Contract Arca, by paying to the party who acquired it their several proper pro-
portionale shares of the acquisition cost allocated to that part of such lease within the Contract Arca, which shall be in proportion to the
interests held at that time by the parties in the Contract Arca.

1f some, but less than all, of the partics elect 10 participate in the purchase of 3 renewal lease, it shall be owned by the parties

. who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area

to the aggregate of the percentages of participation in the Contract Arca of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than all parties clect to paniicipate shall not be subjeet to this agreement.

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

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
or cover only 2 portion of its arca or an interest therein. Any renewal lease taken belore the expiration of its predecessor lease, or taken or
contracted for within six (6} months after the expitation of the existing lease shall be subject to this provision; but any lease ukm or con-
tracted for more than six (6) months after the expiration of an cxisting lease shall not be deemed a renewal lease and shall not bC.}]ub]Kl to
the provisions of this agreement. ;}

The provisions in this Article shall also be applicable 10 extensions of oil and gas leases.

Comvr Cerh-G +

Mthileahis HIP ) Hi 4y { ot cach 1
8 \

operation on the Contract Area, such comrlbuucn shzll be p:ld to the part
appllcd by it against the cost of

[ } H {4 Hhaut uile—toth r\"
7 ptiy-tender y v




= IR I - NV R SV N

GRS B8w

A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1902

ARTICLE VIII
continued
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D. Maintenance of Uriform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leaschold interests covered by this agreement, no
party shall seli, encumber, transler or make other disposition of its interest in the leases embraced withun the Contract Area and in wells,
equipment and production unless such disposition covers cither:

L. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and production in the Contract Arca.

Every such sale, encumbrance, transfer or other dispasition made by any party shall be made expressiy subject to this agreement
and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for
and approve and pay such party’s share of the joint expenses, and to deal generatly with, and with power to bind, the co-owners ol such
party’s interest within the scope of the operations embraced in this agreement; however, all such cocwners shall have the right to enter
into and execute all contracts or agreements for the disposition of their respective shares of the ol and gas produced from the Contract
Area and they shall have the right to recuive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Parution:

If permitted by the laws of the state or states in which the property covered hereby is located, cach party hereto owning an
undivided interest in the Contract Arca waives any and all rights it may have to partition and have sct aside to it in severalty its undivided
interest therein,

Right

Should—say—party-desi Nall - past—ol e : locihi ot itetight L interesisinthe Contgact
Area, it shall promptly give written notice to the other parties, with full m(urmalnon concerning its proposcd sale, whi
name and address of the prospective purchaser (who must be ready, willing and able w0 purchase
of the offer. The other parties shall then have an optional prior right, for a period
on the same terms and conditions the interest which the other
ing partics shall share the purchased interest in
ties. However, there shall be
disposc of i3 i

nclude the
iase price, and all other terms
days alter receipt of the notice, to purchase
ses 10 sell; and, il this optional right is exercised, the purchas-
sGrtians that the interest of caclt bears to the total interest of all purchasing par-
ential right to purchase in those cases where any parly wishes to mortgage its interests, or to
Yy merger, reorganization, consolidation, or sale of all or substantially all of its assets to 3 subsidixry or parent com-
to-a-subidi L . . inwhich N yolth 4
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ARTICLE 1X.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association
for profit between or among the partics hereto. Notwithstanding any provision hercin that the rights and liabilitics hercunder are scveral
and no(bioin( or collective, or that this agreement and operations hercunder shall not constitute a partnership, i, for federal income tax
purposcs, this agreement and the operations hercunder are regarded as a partnership, cach party hereby alfected elects to be excluded
{rom the application of all of the provisions of Subchapter **K™*, Chapter 1, Subtitle **A"", of the lnternat Revenue Code of 1934, as per-
miited and authorized by Section 761 of the Codle and the regulations promulgated thereunder, Operator is authorized and directed 1o ox-
ecute on behalf of cach party hercby allected such evidence of this election as may be required hy the Secretary of the Treasury of the
United States or the Federal Internal Revenuce Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that cach party hereby affected give further
evidence of this clection, cach such party shall cxecute such documents and furnish such other evidence as may be rcqmr\-d by the
Federal Internal Revenue Scrvice or as may be necessary 10 evidence this clection. No such party shall give any notices or take 3hiy other
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which lho\Comract
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter "K**
Subtitle **A"", of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the

tion, cach such party states that the income derived by such party from operations hercunder ¢an be adequately determined

computation of partnership taxable income.

mitied, each party hereby affected shall make such clection as may be permitted or required by such laws, In making the fore, bg clec-
f gut the

ueept whva antbaneed i Wity by

Use ol thes miraudpun swaeh 08 Desinbtsd
Bt L bt o Pobsiews Landees




[ R N R RN

A.A.PL FORM 610 - MOL.__ FORM OPERATING AGREEMENT - 1402

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure

does not exceed_Thirty Thousand and NO/100 Dollars
s 30,000.00 ) and il the payment is in complete settlement of such claim or suit. If the amount required for settlernent ex-

ceeds the above amount, the parties hereto shail assume and take over the further handling of the claim or suit, unless such autharity is
delegated to Operator. All costs and expenscs of handling, settling, or otherwise discharging such claim cr suit shall be at the joint ex-
pense of the parties participating in the operation {rom which the claim or suit arises. If 2 claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other partics, and the claim or suit shall be treated as any other claim
or suit involving operations hercunder.

ARTICLE XL
FORCE MAJEURE

Il any party is rendercd unable, whelly or in part, by force majeure to carry out its obligations under this agreement, other than
the obligation 10 make money payments, that panty shall give o all other parties prompt written notice of the force majeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are alfected by the force
majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The alfected party shall use ail reasonabie
diligence to remove the lorce majeure situation as quickly as practicable.

The requirement that any lorce majeure shall be remedied with all reasenable dispatch shall not require the setdement of strikes,
lockouts, or other labor dilliculty by the party invelved, contrary to its wishes; how all such difficuities shail be handied shail be entirely

within the discretion of the party concerned

The term "“lorce majeure’’, as here employ

shall mean an act of God, sirike, lockout, or ather industrial disturbance, act of
the public enemy, war, blockade, public riot, tigh.tning, fire, storm, {iood, explosion, governmental scticn, governmental delay, restraint
or inaction, unavailability of equipment, and any uther cause, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the control of the party clarming suspension.

ARTICLE XII,
NOTICLS

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail o~ telegram, postage or charges prepaid, or by telex or telecopier and addressed to
the parties to whom the notice is given at the addresses fisted on Exhibit **A’". The originating notice given under any provision hereof
shall be deemed given only when reccived by the party to whotn such notice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by Lelex or telecopier. Fach party
shall have the right to change its address at any time, and [rom time to time, by giving written notice thereof 1o all other parties.

ARTICLE X111
TERM OF AGREEMENT

This agreement shalt remain in full force and elfect as to the oil and gas leases andior cil and gas interests subject hereto for the
peciod of time selected below; provided, however, no party hercto shall ever be construed as having any right, title or interest in oc o any
lease or oil and gas interest contributed by any other party beyond the term of this agreement.

8 Opion No. 1: So long a5 any of the oil and gas leases subject to this agreement remain or are continued in force as lo any part
of the Contract Arca, whether by production, extension, renewal or otherwise.

Option No. 2: In the cvent the well descrilied in Article VLA, or any subsequent welt drilled under any provision of this
agreement, results in production o oil andior gas in paying quantitics, this agreement shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additional period of _ 9% days from cessation of all production; provided
however, if, prior to the expiration of such additional period, one or more of the partics herelo are engaged in drilling, reworking, deepen-
ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force untit such opera-
tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein, In the event the
well described in Article VLA, or any subscquent well drilied hereunder, results in a dry hole, and no other well is producing, 3"«::[»\)!:
of producing oil and/or gas from the Contract Arca, this agreement shall terminate unless drilling, deepening, plugging back di“icwurk
ing opcrauohs are commenced within __90 days fram the date of abandonment of said well.

accrued of au:chcd prior to the date of such 1ermination.
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ARTICLE X1V.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to ail other applicable federal, state, and local laws, or-
dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and il matters pertaining hereto, including, but not limited to, matters of performance, nen-performance, breach,
remedies, procedures, rights, dutics and interpretatorn or construction, shail be governed and determiced by the law of the state in which
the Contract Area is located. If the Cuntract Area s in two or more states, the faw of the state of _New _Moxic
shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
under such laws in reference to oil, gas and mincral operations, including the location, operation, or production of wells, on tracts offset-
ting or adjacent to the Contract Area.

With respect to operations hereunder, Men Operators agree to release Operator frem any and st asses, dumages, injurics, claims
and causes of action arising out of, incident to r resulting directly or indirectly [rom Operator's interpretation or application of rules,
rulings, regulations or orders of the Department ot Esiergy or predecessor or successor agencies to the extent such interpresation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator’s share of production that Operator m

be required to refund, rebate or pay as a result of such an incorrect interpretation or
application, together with interest and penaltivs ti:ercon owing oy Operator as a result of such incorrect intérpretation or application.

Non-Operators authorize Operator ta prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hercunder or 10 any other persen o entity pursuant 10 the requirements of the **Crude Oil Windfall Profit Tax Act
of 1980"", as same may be amended (rom time to time (**Act™"), and any valid regulations or rules which may be issued by the Treasury
Department [rom time to time pursuant to said Act. Each party hereto agrees to furnish any and ail certifications or other information
which is required 10 be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

with: i thing containgd hergin to the contrary;

A. Should it be necessary to conduct hearings before governmental agencics for all sccuring of spacing or pooling orders, or
for certifying new gas, the costs attributable to such hearings as well as fees paid attorncys and witnesscs, shall be borne by the
Drilling Partics in the proportion that the interest of cach Drilling Party bears Lo the total interest of all Drilling Parties as such
intcrests appear in Exhibil "A”.

B. If a well drilled under the terms of this agreement is completed in a formation requiring 320 acre spacing, the partics hereto
agree that they will cach bear their respective percentages of the usual 1/8th royalty interest. 1f a Jease contributed by a party
is burdened by morc than the usual 1/8th royalty, the additional burden, whether it be royalty, overriding royalty or other type
of burden, shall be bornc cn(lrcly by the party that contributed the burdened Icasc. If a well drillcd under the terms of this

g is pleted in a fc ion requiring less than 320 acre spacing, the partics hercto agree Wat they will cach bear their
respective percentages of all lcasc burdens on all Icases included within the spacing unit for the well. Any lcasc burdens created
subscquent to the datc of this agrcement shall be borne entircly by the party creating the same.

C. The proceeds from the snlc of all hydrocarbons produccd, saved and sold shal! be paid to Operator by all purchasing

ing such hyd bons and by the exccution of the Agreement, the Non-Opcrators covenant and agree to save
alt purchasmg companics harmicss from any and all liabilily by reason of paying any such proceeds to Operator. Further, Non-
Opcrators authorizc and dircct Operator to deduct from their proportionate share of such sales all Lease Operating Expenses and
other cxpenses owed to Operator provided for under the terms of this Ag when payment of such exp owed to
Opcmor becomes delinquent for morc than sixty (60) consecutive days and remit the balance from such sale 1o Non-Operators.

D. Operator shait have the right, at its discrclion, to require as a condition for participation under the terms of this /\ngCH’L"L
prepay of all costs, including dry holc costs, completion costs, recompletion costs or cosls associated with remedial w
based on an Authority for Expenditure for any well, including the initial test well as provided for in Articie V1 of this Agrer
drilted on the Contract Arca. With the exception of dry hole costs associaled with the initial test well, a replacement theref§
any substitute well drilicd in the cvent the initial test well is abandoned before reaching its objective depth, failure by any

to remit its proportionate part of the above referenced prepayment to Operator in the manner and within the time period reg
shall be deemed an cleclion by such party not 1o participate in the cost of the propescd operation and thercafler, the projksed
opceration shal! be conducted under Article VI.B.2 of this Agrecment.
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ARTICLE XVI.
MISCELLANEQUS

This agreement shall be binding upon and shall inure to the benefit of the parties hercto 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 ali purposes.

IN WITNESS WHEREOF, this agreement shall be effective as of __30th  dayof __Julv 19.97

OPERATOR

MEWBOURNE, OIL COMPANY

James Allen Brinson
Attorney-In-Fact

NON-OPERATORS

DEVON ENERGY CORPORATION

By:
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STATE OF TEXAS §

CORPORATION ACKNOWLEDGEMENT (New Mexico Short Form)
COUNTY OF SMITH §

This instrument was acknowledged before me on July 30, 1997, by James Allen Brinson as, Attorney-in-
Fact of Mewbourne Oii Company a Delawarc Corporation, on behalf of said corporation.

SO
Wotary Public |

My Commission Expires: 3h°/&°o(

J. LYNN BISHOP
Notary Pubiic
STATE OF TEXAS
My Comm. Exp. 3-10-2001

STATE OF §
CORPORATION ACKNOWLEDGEMENT (New Mcexico Short Form)
COUNTY OF §
This instrument was acknowledged before me on 1997
by as,
of. a

on behalf of said corporation.

Notary Public

My Ci ission Expires:




EXHIBIT "A"

Attached to and made a part of that certain Operating Agreement dated July 30, 1997, belween
Mewbourne Oil Company, as Operator, and Devon Encrgy Corporation, as Non-Operator.

ity New Mexic

Scction 15: South Half (S/2)

Mewbourne Qil Company 50.08%
Devon Energy Corporation 49.92%
100.00%

Mewbourne Oil Company
P.O. Box 7698
Tyler, Texas 75711

Devon Energy Corporation

20 North Broadway, Suite 1500
Oklahoma City, Oklahoma 73102-8260

End of Exhibit "A"



(There is no Exhibit "B" to this Agreement)
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EXHIBIT Yoo "
1 Attached to and made a part of _that certain Operating Agreement dated July 30, 1997 between
2 Mewbourne 0il Company, as Operator, and Devon Energy Corporation, as Non-Operator.
3
4
5
6
ki
8 ACCOUNTING PROCEDURE
9
10 JOINT OPERATIONS
1
12 I. GENERAL PROVISIONS
1
4 L Definitions
156
16 “Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting Procedure

17 is attached.

18 “Joint Operations” shall mean all operations necessary or proper for the development, operation, prolc'ctiun and
19 maintenance of the Joint Property.

20 “Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
21 Operations and which are to be shared by the Partices.

22 “Operator” shall mean the party designated Lo conduct the Joint Operations.

23 “Non-Operators” shall mean the Parties to this agreement other than the Operator.

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

25 “First Level Supervisors” shall mean those employces whose primary function in Joint Operations is the direct
26 supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating
27 capacity.

28 “Technical Employees” shall mean those employees having special and specific engineering, geological or other
29 professional skills, and whose primary function in Joinl Operations is the handling of specific operaling conditions and
30 problems for the benefit of the Joint Property.

31 - “Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.

32 “Material” shall men personal property, equipment or supplies acquired or held for use on the Joint Property.

33 “Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
34 most recently recommended by the Council of Petroleum Accountants Societies.

35

36 2. Statement and Billings

37 .

38 - Operator shall bill Nen-Operators on or belore the last day of cach month for their proportionate share of the Joint
39

- Account for the preceding month. Such bills will be accompanied by statements which identify the authority for

40 expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and
41 expense except that items of Controllable Material and unusual charges and credits shall be separately identified and
42 fully described in detail. .

43

44 3. Advances and Payments by Non-Operators

45

46 A.  Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
47 share of estimated cash outlay for the succeeding month's operation within fifleen (15) days after receipt of the
48 . billing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust
49 cach monthly billing to reflect advances received [rom the Non-Operators.

60

51 B. Each Non-Operator shall pa)/ﬁ.gp )%motx?gf aj.ﬂ\bi[g x}\u(r:\of‘l’frllc?vll (I.Benﬁxz;g afler receipt. If payment is not made
52° within such time, the unpaid balance shall bear interest monthly at the prime rate ineffectat
53 NationsBank of Texas, N.A. on the first day of the month in which delinquency occurs plus 1% or the
54 maximum contract rate permitled by the applicable usury laws in the state in which the Joint Property is located,
55

whichever is the lesser, plus attorncy’s fees, court costs, and other costs in connection with the collection of unpaid
56 amounts.

57

58 4. Adjustments

59 Co ..

60 - Payment of any such bills shall not prejudice the right of any Non-Operalor to protest or question the correctness thereof;
61 provided, however, all bills and stalements rendered to”Non-Operators by Operator during any calendar year shall
62 - conclusively be presumed to be truc and correct after twenty-four (24) months following the end of any such calendar
63 year, unless within the said twenty-four (24) month period a Non-Operator takes written exception therelo and makes
64 claim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same
65 prescribed period. The provisions of this paragraph’shall not prevent adjustments rcsultmg {rom a physical inventory of
66 Controllable Material as provided for in Section V.

67

68 B

69 COPYRIGHT® 1985 by the Counci] of Petroleum Accountants Societies.
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Audits

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit
Operator’s accounts and records relating to the 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 wrillen 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 effort to conduct a joint audit in a manner which will result in a minimum of inconvenience
to the Operator. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this
paragraph unless agreed to by the Operator. The audits shall not be conducled more than once each year
without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made
at the expense of those Non-Operators approving such audit.

B. The Operator shall reply in wriling to an audit report within 180 days after reccipt of such report.

6.  Approval By Non-Operaters

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of
this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains ne
contrary provisions in regard thercto, Operator shall notify all Non-Operators of the Operator’s proposal, and the
agreement or approval of a majorily in interest of the Non-Operators shall be controlling on all Non-Operators.

II. DIRECT CHARGES
Operator shall charge the Joint Account with the following items:
1.  Ecological and Envirenmental

Costs incurred for the benefit of the Joinl Property as a result of governmental or regulatory requirements to satisfy
cnvironmental considerations applicable to the Joint Operations. Such cosls may include surveys of an ecological or
archacological nature and pollution control procedures as required by applicable laws and regulations.

2. Rentals and Royaltics
Lease rentals and royalties paid by Operalor for the Joint Operations.

3. Labor

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

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

(3) Salaries and wages of Technical Employees directly employed on the Joint' Property if such charges are
excluded from the overhead rates.

(4) Salaries and wages of Technical Employces cither temporarily or permanently assigned to and directly
employed in the operation of the Joint Property if 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 salarics and wages are chargeable to the Joint Account under Paragraph 3A of this Section I1.
Sueh costs under this Paragraph 313 may be charged on a “when and as paid basis” or by “percentage assessment”
on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I1. If
percentage assessment is used, the rale shall be based on the Operator's cost experience.

C. Expenditures or contributions made pursuant lo assessments imposed by governmental authorily which are
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section 11.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 3A of this Section 11.

4. Employce Benefits

Operator's. current costs of established plans for employees' group life insurance, hospitalization, pension, retirement,
stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable Lo Operator's labor cost chargeable to the
Joint Account under Paragraphs 3A and 3B of this Section II shall be Operator's actual cost not to exceed the percent
most recently recommended by the Council of Pctrolcum Accountants Societies.
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Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Secction 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 censistent with efficient and economical operations. The accumulation of surplus stocks shall be
avoided.

Transportation
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:

A. If Material is moved to the Joint Property from the Operator's warchouse or other properties, no charge shall be
made to the Joint Account for a distance greater than the distance from the ncarest reliable supply store where like
material is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

B. If surplus Material is moved to Operator’s warchouse or other storage point, no charge shall be made to the Joint
Account for a distance greater than the distance to the necarest reliable supply store where like material is normally
available, or railway receiving point ncarest the Joint Property unless agreed to by the Parties. No charge shall be

made to the Joint Account 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, the option to equalize or charge actual trucking cost is
available when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the
amount most recently recommended by the Council of Petroleum Accountants Socicties.

Services

The cost of contract services, equipment and utilities provided by oulside sources, except services excluded by Paragraph
10 of Section I and Paragraph i, ii, and iii, of Section IIl. The cost of professional consultant services and contract
services of technical personnel directly engaged on the Joint Property il such charges are excluded from the overhead
rates. The cost of professional consultant services or contract services of technical personnel not directly engaged on the
Joint Property shall not be charged to Uic Joint Account unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operalor

A.  Operator shall charge the Joint Account for use of Operator owned eyuipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating
expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to

exceed __Ten pereent ( 10_1x) per annum. Such rates shall not exceed average commercial
rates currently prevailing in the immediate area of the Joint Property.

B. In lieu of charges in paragraph 8A above, Operator may clect to use average commercial rates prevailing in the
immediate area of the Joint Property less 20%. For automnotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or
losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross
negligence or willful misconduct. Operator shall furnish Non-Operator writlen notice of damages or losses incurred as
soon as practicable after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and setUing litigalion or claims, discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resulting from 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 atlorneys shall be made unless previously agreed to by the Parties. Al other legal expense is considered to be

covered by the overhead provisions of Section I1I unless otherwise agreed to by the Partics, except as provided in Section
1, Paragraph 3.

Taxes

All taxes of every kind and nature assessed or levied upon‘or in connection with the Joint Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad
valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then
notwithstanding anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties
hereto in accordance with the tax value generated by each party’s working interest.
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Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. [n the
event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker’s Compensation
and/or Employers Liability under the respective state's laws, Operator may, at its election, 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.

Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory
authority.

Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint
Property are Operator owned, charges Lo the Joint Account shall be made as provided in Paragraph 8 of this Section 11.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section 11, or in Section 111 and which

i3 of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of Lhe Joint
Operations.

II1. OVERHEAD

Overhead - Drilliug and Producing Operations

i As compensation for administrative, supervision, office services and warchousing costs, Operator shall charge
drilling and producing operations on cither:

( X) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in licu of costs and expenses of all offices and
salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under
Paragraph 3A, Section II. The cost and expense of services from outside sources in connection with matters of
taxation, traffic, accountling 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 [1I unless such cost and expense are
agreed to by the Parties as a direct charge to the Joint Account.

ii.  The salaries, wages and Personal Expenses of Technical Employces and/or the cost of professional consullant
services and contract services of technical personnel directly employed on the Joint Property:

{ ) shall be covered by the overhead rates, or
{ X ) shall not be covered by the overhead rates.

ili. The salaries, wages and Personal Expenses of Technical Employces and/or costs of professional consultant services
and contract services of lechnical personnel either temporarily or permanently assigned to and directly employed in
the operation of the Joint Property:

() shall be covered by the overhead rates, or
( X ) shall not 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:

Drilling Well Rate § _6,000.00
(Prorated for less than a full month)

Producing Well Rate § _600.00
(2)  Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded and terminale en the date
the drilling rig, completion rig, or other units used in completion of the well is released, whichever
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is later, except that no charge shall be made during suspension of drilling or completion operations
for fifteen (15) or more consccutive calendar days.

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5)
consecutive work days or more shall be made at the drilling well rate. Such charges shall be
applied for the period from date workover operations, with rig or other units used in workover,
commence through date of rig or other unit release, except that no charge shall be made during
suspension of operations for fifteen (15) or more consecutive calendar days.

(b) Producing Well Rates

(1} An active well cither 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-compicted well in which production is not commingled down
haole shall be considered as a one-well charge providing cach 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

production shall be considered as a one-well charge providing the gas well is directly connected to
a permanent sales outlet.

(4) A one-well charge shall be made for the month in which piugging and abandonment operations
are completed on any well. This one-well charge shall be mace whether ¢r not the well has
produced except when drilling well rate applies.

(5)  All other inactive wells (including but not limited to inactive weils covered by unit allowable, lease
allowable, transferred allowable, cte.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying
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 carnings of Crude Petrolcum and Gas Production Workers as published
by the T"nited 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 the rates currently in use, plus or
minus the computed adjustment.

RN TR R R
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—{1)}—Opaezatorshall charge tha-Joint- Account-at thefol}

{a) Development

e Percent { %) of the cost of development of the Joint Prope
provided under Paragraph 10 of Section 1I and all salvage credils.

exclusive of costs

(b) Operating

—  Percent( %) ol the cost of operatin
under Paragraphs 2 and 10 of Section 11, all salvag
for secondary recovery and all laxes and ass
mineral interest in and to the Joint Property

e Joint Property exclusive of cosls provided
edils, the value of injected substances purchased
ents which are levied, assessed and paid upon the

(2) Application of Overhead - Percentage Bsis shall be as follows:
For the purpose of deten
development shall in
operations on an

ng charges on a percentage basis under Paragraph 1B of this Section I1I,
e all costs in connection with drilling, redrilling, dcepening, or any remedial
all wells involving the use of drilling rig and crew capable of drilling to the producing
interval on Joint Property; also, preliminary expenditures necessary in preparation for drilling and
expendjpufes incurred in abandoning when the well is not completed as a producer, and original cost of
uction or installation of fixed assets, the expansion of fixed assets and any other project clearly

iscernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section 111. All other
casts shall be id; ] 25 P ting

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed asscts, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint
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Account for overhead based on the following rates for any Major Construction project in excess of $25,000.00 .

A3 %o first $100,000 or total cost if less, plus
B.—_ 3 %of costs in excess of $100,000 but less than $1,000,000, plus
Co——2  %of costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single
project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded.

Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are
necessary to restore the Joint Property to the ecquivalent condition that cxisted prior to the event causing the
expenditures, Operator shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account
for overhead based on the following rates:

A5  %of total costs through $100,000; plus

B.——3 %ol total costs in excess of $100,000 but less than $1,000.000; plus

C.— 2 %of total costs in excess of $1,000,000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and ro other overhead
provisions of this Section III shall apply.

Amendment of Rates

The overhead rates provided for in this Scction Il may be amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

QOperator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material
movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at
Operator's option, such Material may be supplicd by the Non-Operator. Operator shall make timely disposition of idle and/or
surplus Material, such ‘disposal being made cither through sale to Operalor or Non-Operator, division in kind, or sale to
outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition
A or B Material. The disposal of surplus Centrollable Material not purchased by the Operator shall be agreed to by the Parties.

L

Purchases T

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 reasons, credit shall be passed to the Joint Account
when adjustment has been received by the Operator.

Translers and Dispositions

Material furnished to the Joint I"ropcrl.y and Material transferred from the Joint Property or dispoesed of by the Operator,
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts;

A.  New Material (Condition A)
(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill
published carload base prices cffective as of date of movement plus transportation cost vsing the 80,000
pound carload weight basis to the railway receiving point nearest the Joint Property for which
published rail rates for tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound

or 90,000 pound rail rate may be used. Freight charges for tubing will be caleulated from Lorain, Ohio
and casing from Youngstown, Ohio.

(b)  For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus
transportation cost from that mill to the railway receiving point nearest the Joint Property as provided
above in Paragraph 2.A.(1Xa). For transportation cost from points other than Easlern mills, the 30,000
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pound Qil Field Haulers Association inlerslate truck rate shall be used.

(¢} Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.0.b. Houston,
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rale,
to the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2% inch OD) shall be priced al the lowest published out-of-stock prices
{.0.b. the supplier plus lransportation costs, using the Qil Ficld Haulers Association interstate truck rate
per weight of tubing transferred, to Lhe railway receiving point nearest the Joint Property.

Line Pipe

(a) Line pipe movements (except size 24 inch OD and larger with walls ¥ inch and over) 30,000 pounds or
more shall be priced under provisions of tubular goods pricing in Paragraph A{(1Xa) as provided above.
Freight charges shall be caleulated from Lorain, Ohio.

(b) Line pipe movemenls (except size 24 inch OD and larger with walls ¥% inch and over) less than 30,000
pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment,
plus 20 percent, plus transportation costs based on freight rales as set forth under provisions of tubular

goods pricing in Paragraph A(1Xa) as provided above, Freight charges shall be caleulated from Lorain,
Ohio.

(¢) Line pipe 24 inch OD and over and 3 inch wall and larger shall te priced Lob. the point of

manufacture at current new published prices plus transportation cost to the railway receiving point
nearest the Joint Property.

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not lisied cn published price lists shall
be priced ab quoted prices plus freight o the railway receiving point nearest the Joint Property or at
prices agreed o by the Parties.

Other Material 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, or point of manufacture, plus transportation costs, if applicable, to the
railway receiving point nearest Lhe Joint Property.

Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current
new price, in effect on date of movement, as listed by a reliable supply store ncarest Lhe Joint Property, or
point of manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Jeint
Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2).
Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property

At seventy-five percent (75%) of current new price, as delermined by Paragraph A.

(2) Material used on and moved from the Joint Property

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was
originally charged to the Joint Account as new Material or

fo) At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was
originally charged to the Joint Account as used Material.

(3) Material not used on and moved from the Joint Property
At seventy-five percent (75%) of current new price as delermined by Paragraph A.

The cost of reconditioning, if any, shall be absorbed by the transferring property.

Other Used Material

(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by

Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition
C valuc plus cost of reconditioning doces not exceed Condition B value.
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(2) Condition D

Material, excluding junk, no longer suitable for ils original purpose, but usable for some other purpose
shall be priced on a basis commensurate with its use. Operator may dispose of Condition D Material
under procedures normally used by Operator without prior approval of Non-Operators.

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B scamless line pipe
of comparable size and weight. Used casing, tubing or drill pipe ulilized as line pipe shall be
priced at used line pipe prices.

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g.
power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe.
Upset tubular goods shall be priced on a non upset basis.

{3) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under
procedures normally utilized by Operator withoul prior approva! of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original (unction but condition andfor value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed (o by
the Parties. Such price should result in the Joint Account being charged with the value of the service
rendered by such Material.

E. Pricing Cenditions

(1} Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢)
pet hundred weight on all tubular goods movements, in licu of actual loading or unloading costs
sustained at the stocking point. The above rate shall be adjusted as of the first day of April each year
following January 1, 1985 by the same percentage increase or decrease used to adjust overhead rates in
Section III, Paragraph 1.A(3). Each year, the rate calculated shall be rounded to the nearest cent and
shall be the rate in effect until the first day of April next year. Such rate shall be published each year
by the Council of Petrolcum Accountants Societics.

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

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 Operalor may charge the Joint Account for the required
Material at the Operator’s actual cost incurred in providing such Malerial, in making it suitable for use, and in moving it
to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notilying Operator within
ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

Warranty of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

L

Periodie Inventorics, Notice and Representation ’

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controtlable Material. Wrillen notice
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that
Non-Operators may be represenled when any invenlory is taken. Failure of Non-Operatars to be represented at an
inventory shall bind Non-Operators lo accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for
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overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

Special Inventorics

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

Expense of Conducting Inventorics

A. The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the
Parties.

B. The expense of conducting special inventories shall be charged to the Partics requesting such inventorics, except
inventories required due to change of Operator shall be charged to the Joint Account.




EXHIBIT "D"

Attached to and made a part of that certain Operating Agreement

dated __July 30, 1997
Operator, and _Devon Energy Corporation

, between MEWBOURNE OIL COMPANY, as
, aB Non-Operator.

INSURANCE

At all times during the conduct of operations hereunder, Operator shall maintain

in force the following insurance, at the expense of and for the benefit of the
Joint Account: '

* B. Limits of Liability:

Worker's Compensation Insurance

A. Statutory Worker's Compensation coverage to include all areas

involved in operations covered under this contract.
B. Employers liability with a limit of $500,000 each accident.
Comprehensive General Liability Insurance (CGL)

A. Standard Comprehensive General Liability including coverage for

products/completed operations.

B. Contractual liability, insuring contracts between Mewbourne 0Qil

Company and their contractors covering assumed tort liability.
C. Limits of Liability:

General Aggregate Limit

$2,000,000
Products and Completed Operations Aggregate Limit 41,000,000
Personal and Advertising Injury Limit $1,000,000
Each Occurrence Limit $1,000,000

Automobile Liability Insurance

A. Standard Comprehensive form including all owned, non-owned and

hired automobile equipment.

$1,000,000
Combined Single Limit

Contractors’ and Subcontractors

Operator agrees to use its best efforts to assure that its contractors
and subcontractors also comply with the insurance requirements listed
in paragraphs 1-3 above and that certain contractors and

subcontractors engaged in higher risk activities carry appropriate
insurance coverage.

Umbrella Policy

In addition to paragraphs 1-3 above, Operator shall alsc carry an
Umbrella Liability Policy with coverage of at least $5,000,000.
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6.

' Qperator's Extra Expense Insurance

Operator will carry Operator's Extra Expense Insurance covering costs
of well control, clean up, and redrilling, with a minimum limit per
occurrence of $3,000,000 for well depths of 0-10,000' and $10,000,000
for well depths over 10,000'.

Additional Insurance

In addition to the above referenced types of insurance coverage,
Operator may, but is not required to, carry additional types of
insurance coverage including, but not limited to, various types or
additional excess umbrella liability, public property damage, oil
lease property, pollution or contamination, or similar coverage. The
actual premiums paid for all insurance shall be charged on a pro-rata
basis to the Joint account of the parties hereto.

Qther Provisions

Any liability, loss, damage claim or expense resulting from accidents
or occurrences not covered by insurance of the character referred to
above, or in excess of the insurance actually carried under the above
provisions, shall be borne by the parties hereto in the proportions
which they own in the unit area. In the event Operator is unable to
procure and maintain any of the insurance enumerated above, QOperator
shall promptly give written notice thereof to the other parties and in
such event, resulting loss, damage, claim and expense shall be borne
by the parties hereto in proportion to their respective interests in
the unit area. Such notice shall also constitute a waiver of the

requirement that Operator procure and maintain the insurance which is
the subject of notice.
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EXHIBIT "E"

Attached to and made a part of that certain Operating Agreement

dated July 30, 1997 , between MEWBOURNE OIL COMPANY, as
Operator, an

Devan Energy Corporation .
as Non-QOperator.

GAS BALANCING AGREEMENT
FOR GAS WELL PRODUCTION

DURING the periocd or perioda when any party hereto has no market for, or
its purchaser is unable to take or if any party fails to take its share of gas,
the other parties shall be entitled to produce each month one hundred percent of
the allowable gas production assigned to the Unit Area by the approprlate
governmental entity having jurisdiction, and each of such parties shall have the
right to take all or any part of its prorata share. All parties hereto shall
share in and own the condensate recovered at the surface in accordance with their
respective interest, but each party taking such gas shall own all of the gas
delivered to its purchaser. Each party unable to market its share of the gas
produced shall be credited with gas in storage equal to its share of the gas
produced, less its share of gas used in lease operations, vented or lost.
Operator shall maintain a current account of the gas balance between the parties
and shall furnish all parties hereto monthly statements showing the total
quantity of gas produced, used in lease operations, vented or lost, and the total
quantity of condensate recovered,

AFTER notice to Operator, any party may begin taking or delivering its
share of the gas produced. In addition to its share, each party, untll it has
recovered its gas in storage and balanced its gas account, shall be entitled to
take or deliver a volume of gas egual to fifty (50%) percent of each overproduced
party's share of gas produced. 1f more than one party is entitled to the

additional gas produced, they shall divide such additional gas in accordance with
Unit participation.

IN the event production of gas permanently ceases prior to the time that
the accounts of the parties have been balanced, a complete balancing sghall be
accomplished by a money settlement. Such settlement shall be based on the price
or prices received by each over-produced party, less taxes, for its share of the
overproduced gas, without interest.

AT all times while gas is produced from the Unit Area, each party shall
make appropriate settlement of all royalties, overriding royalty interest, and
other payments out of or in lieu of production for which it is responsible, as
if each party were taking or delivering to a purchaser its share, and its share
only, of such gas production. Each party hereto agrees to hold each other party
harmless from any and all claims for royalty payments asserted by royalty owners
to whom each party is accountable.

THE provisions of this agreement shall be separately applicable to each
reservoir to the end that productlon from one reservolr in a gas well may not be
utilized for the purpose of balancing underproduction from other reservoirs.

END OF EXHIBIT “E"
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EXHIBIT “F*

Non-Discrimination and Certification of Non-Segrepated Facilities

Attached to and made a part of that certain Operating Agreement dated __July 30 1997

by and between Mewbourne QOil Company, as Operator, and _Devon Energy Corporation

as Non-Operator.

Operator and any successor, substitute or replacement therefor (whether succeeding,
substituting for or replacing Operator in whole or in part, temporarily or permanently) is considered
a "Contractor” of the Federal Government and subject to the terms, provisions and representations
set forth below. By execution or ratification of, or joinder in, this agreement, or by accepting the
benefits hereof in any way, each party so situated hereby ratifies, adopts and confirms the following
as "Contractor".

1. Co_ntrag:tor is an Equal Opportunity Employer and will not discriminate against any
employee or applicant for employment because of race, color, religion, sex, national origin, handicap,
or status as a Vietnam Era Veteran.

2. Contractor shall comply with the applicable requirements of the following laws, regulations
and orders:

A. Executive Order 11246, as amended, which prohibits job discrimination on the
basis of race, color, religion, sex or national origin, and requires affirmative action to ensure cquality
of opportunity in all aspects of employment.

B. Section 503 of the Rehabilitation Act of 1973, as amended, which prohibits job
discrimination because of a disability and requires affirmative action to employ and advance in
employment qualified individuals with disabilities who, with reasonable accommodation, can perform
the essential functions of a job.

C. 38 U.S.C. 4212 of the Vietnam Era Veterans Readjustment Assistance Act of
1974, which prohibits job discrimination and requires affirmative action to employ and advance in
employment qualiﬁc-d Vietnam era veterans and qualified special disabled veterans.

3. Contra;:tor certifies that it does not and will not maintain or provide for its employees any
facilities which are segregated by race, color, religion, or national origin, or permit its employees to
perform any services at any location under its control, where segregated facilities are maintained and
Contractor will obtain a similar certification for all non-exempt subcontracts, as required by 41 C.F R,

Section 60-1.8.

1.






