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I OPERATING AGREEMENT 
2 
3 THIS AGREEMENT, entered into by and between Mewbourne O i l Company 
i \ _ , hereinafter designated and 

'j referred to as ' 'Operator", and the statutory party cr piuies other than Operator, suriTC.iiv.es hereinafter referred to individually herein 

ij as "Non-Op-erator", and collectively as "Nori-OrH:rjtor5", 

S WITNESSETH: 

9 
10 WHEREAS, tlie panics to this agreement 2 re owners f ~ i ; and gas 'leases ar.d.V.r and gas Interests in the land identified in 

15 
16 A R T I C L E I . 

17 DEFINITIONS 

18 

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

20 A. The term " o i l and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 

21 and other marketable substances produced therewith, unless an intent to limit the inclusivcncss of this term is specifically s;atcd. 

22 B. The terms "o i l and gas lease", " le^e" M:.\ "Scawhcld" shall mean the cil ami pas leases covering tract; cf land 

23 ''V\ng wiihin the Contract Ar t a which o ti'.e y irv.es to this agreeir.e;;;. 

2-'\ C. Tile term "oi i and gas interests" shji! :r,LV!i U:I\CA'".cd fee and mincr-h ;::;eresLs ::; tracts d !ai;ci lying v, thin ihe 

25 Contract Area which are owned hy parties to this agreement. 

2'j D. T i e term "Contract Area" shall mean JI! of the ;ar,cs. ou jnd gas leasehold interests and oil and gas interests intended to be 

27 developed and operated for oil and gas purposes g;~.Jer thi'; j.:reeir;cnt. Such lands, oil arx ĝ s leasehold interests and oil and gas interests 

23 are described in Exhibit " A " . 

2v E The term "drilling unit" shall muv.r. i:.e area iixed lor the dri.iing ci une wel; by order or rule of any state or 

30 (ederai body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be thc drilling unit as cstablish-

31 ed by thc pattern of drilling in the Contract Area <_r as lixed jy express agreement of the Drilling Parties. 

32 T. The term "Jrillsitc" shall mcjn the oil and gas lease or interest on which a proposed well is to be located. 

33 G. The terms "Dri l l ing Party" and "Consenting Tarty" shall mean a party who agrees to join in and pay its share of the cost of 

34 any operation conducted under the provisions of this agreement. 

35 H . The terms "Non-Drilling Party" and "Non Consenting Party" shall mean 3 party who elects not to [...rticipaie 

36 in a proposed operation. 

37 

38 Unless the context otherwise clearly indicates, words used in the singular include tlic plural, the plural includes the 

39 singular, and the neuter gender includes the masculine and thc feminine. 

-10 

41 A R T I C L E I I . 

12 EXI I IDITS 

43 

44 The following exhibits, as indicated below and attached hereto, arc incorporated in and made a pan hereof: 

45 0 A. Exhibit " A " , shall include the following information: 

46 (1) Identification of lands subject to this agreement, 

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

48 (3) Percentages or fractional interests of parties to this agreement, 

49 -(4) 0*1 and ga< lww-anJtof oil and gas- interna wb}eeMe this- agreement, 

50 (5) Addresses of parties lor notice purposes. 

51 O Q. Exhibit " B " , Form of Lease. 

52 OQ C. Exhibit " C " , Accounting Procedure. 

53 BQ D. Exhibit " D " , Insurance. ' 

54 S3 E. Exhibit " E " , Gas Balancing Agreement. 

55 -IS F. Exhibit "1 Non-Discrimination and Certification of Non-Segregated Facilities. 

56 • G. Exhibit " G " , Tax Partnership. 

57 If any provision of any exhibit, except Exhibits " E " and " G " , is inconsistent with any provision contained i " J M body 

58 of this agreement, the provisions in the body of this agreement shall prevail. v j 

59 

60 

6L 

62 

63 

64 

65 

66 

67 

68 

69 

7 0 lnuiilffftiaioiliMttfrt M mi l i * i I f * • ! 

| *mti«. *imnkn vl t <lwk»— t jndw j 
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1 ARTICLE I I I . 
2 INTERESTS OF PARTIES 

3 

4 A i Od and C M I n U r w t t i 

6 - If my party owns w^ii-jnd-ga<-imw«fct-tr> u.4 C ^ a t ^ i ^ U ^ 4 ^ 1 . 4 0 tef en slu.l be treated fcj 

7 and during the term hereof as if it were covered by the !r-r:n cf " i l iiml j \ i 1 IM1 ,IH I I ' I I - 1 r i i -m" ai t-Thih't " D " , and the owner therco: 

S u.iU la uuinwJ tJ UIUI luth (lie royalty ^ . m r,Gun,,si in w i * Use- and ihu interest u f the k m * there-undo,' 

9 

10 B. Interests of Parties in Costs and Production: 

M forth in Exhibit " A " . In the same manner, tne parties shall also own all production of oil and gas from the Contract Area subject to die 

15 payment of royalties to the extent nf 1 / 8 t h which shall be borne as hereinafter set forth. 

16 

17 Regardless ol which party has contributed lite leasc(s) and/or oil and gas inlerest(s) hereto on which royalty is due and 

18 payable, each party entitled to receive a share of production of oil and gas from thc Contract Area shall bear and shall pay or deliver, or 

19 cause to be paid or delivered, to thc extent of its interest in such production, tlic royalty amount stipulated hereinabove and shall hold the 

20 other parties free from any liability dicreior. No party shall ever be responsible, however, on a price basis higher than the price received 

21 by such party, to any other party's lessor or royalty owner, and if any such odicr party's lessor or royalty owner should dcm;ind and 

22 receive settlement on a higher price basis, the party ccmnh'.tini.' the affected lease shall bejr (he additional royalty burden jtiributable 

23 such higher price. 

24 
25 Nothing contained in this Article Ml.li. shad he deen'.^j .in .;;<n;nme:i: cr crcss-assunmeiu of interests covered herein 

27 C. Excess Royalties, Overriding Royalties and Other Payments: 

2fl 

29 Unless changed by other provisions, ii the interest of any party in any lease covered hereby is subject to any royalty, 

30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article III.D., such party so 

31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold thc otiicr parties hereto harmless from any 

32 and all claims and demands for payment asserted by owners of such excess burden. 

33 

34 D. Subsequently Created fntcrests: 

35 

36 If any party should hereafter create an overriding royalty, production payment or other burden payable out of production 

37 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 

38 was not disclosed in writing lo all other parlies prior io lhe execution of this agreement by all parlies, or is not a jointly acknowledged and 

39 accepted obligation of all parties (any such interest being hereinafter referred lo as "subsequently created interest" irrespective of the 

40 liming of its creation and the parly out of whose- working interest the subsequently created interest is derived being hereinafter referred 

41 to as "burdened party"), and: 

42 

43 1- H the burdened party is required under this agreement lo assign or relinquish io any olhcr party, or parties, all or a portion 

44 of ils working interest and/or thc production attributable thereto, said other party, or parties, shall.rcceive said assignment and/or 

45 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party, 

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

47 a n d , 

48 
49 2. If thc burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII.D. shall be 
50 enforceable against thc subsequently created interest in thc same manner as they arc enlorceable against lhe working interest of 

51 thc burdened party. 

52 
53 ' A R T I C L E I V . 

54 TITLES 

55 

56 A . Ti t le Examination: 

58 Title examination shall be made on the drillsite of any projwscd well prior to commencement of drilling operations or, if 

59 the Drilling Parties so request, title examination shall be made on lhe leases and/or oil and gas interests included, or planned t o ^ includ-

60 ed, in the drilling unit around such well. Thc opinion will include the ownership of the working interest, minerals, royally, Overriding 

61 royally and production payments under thc applicable leases. At the time a well is proposed, each party contributing leases an<|rar&il *nd 

M gas interests to thc drillsite, or to be included in such drilling unit, shall (urnish to Operator all abstracts (including federal it>se status 

63 reports), title opinions, title papers and curative material in its possession free of charge. All such information not in thc posstiuiqn of or 

64 made available to Operator by thc panics, but necessary for the examination of thc title, shall be obtained by Or«rator„OpM'tpr shall 

65 cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnish^! io 'e ia t party 

66 hereto. Thc cost incurred by Operator in this title program shall he borne as follows: 

67 

68 • Option No. I : Costs incurred by Operator in procuring abstracts and tide examination (including prel imirtar^j j j j^ 

69 shut-in gas royally opinions and division order title opinions) shall be a part of the administrative overhead as provifj) J*1***'** 

70 and shall not be a direct charge, whether performed by Opcralor's staff attorneys or by outside attorneys. <-<rr 
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ARTICLE IV 
continued 

1 G3 Option No. 2: Costs incurred by Operator in procuring abstracts and lees paid outside attorneys (or title examination 

2 (including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parlies 

3 in the proportion that the interest of each Drilling Party bears lo thc total interest of all Drilling Parties as such interests appear in Ex-

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

5 functions. 

6 

7 Each party shall be responsible !x>r securing i.ur,ji!'.c nutler and pooling amendments or agreements required in connection 

3 with leases or oil and gas interests contributed by such party. Operator shall be responsible tor the preparation and recording of pooling 

9 designations or declarations as well as the conduct oi hearings before governmental agencies :ur the securing of spacing or pooling orders. 

13 This shall not prevent any party from appearing on its own behalf i t any such hearing. 

1! 

\Z No -well ilvah be drilled on the Contract Area ..n'.ii .mer \ \ ) the *.ii.e io the drillsite -or dtillii\i; M^U ii^s been tuammcd as dixwe 

\'J 13. Loss ol Ti t le : 

17 

IS I . Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a 

19 reduction of interest from that shown on Exhibit " A " , the party contributing thc affected lease or interest shall have ninety (90) days 

20 (rom (trial determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-

21 tion will not be subject to Article VIII .B. , and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil 

22 and gas leases and interests: and, 

23 U) The party whose oil and gas lease or interest is aileeted by the litSe failure shall bear alone the entire loss and it shall not be 

24 entitled to recover from Operator cr the other parties any development or operating costs which it may have theretofore paid or incurred. 

2* but there shall be.no additional liability on its pari ;t> the ether parties hereto by reason oi 511J1 title raiiure: 

26 (b) There shall be no retroactive adjustment ol expenses incurred or revenues reeeiseo Irorn the operandi ci the interest which has 

27 been lost, but thc interests of the parties shall lie revised on .in jcrcagc basis, as of the time is is determined finally that title failure has oc-

23 curred, so that thc interest of '.he party wiiuse ie.isr or liiief.-,; aliened by tfie title failure will thereafter be reduced in the Contract 

29 Area by the amount of the interest lost; 

30 (c) II die proportionate interest of the oilier parties hereto m any producing well t.'uretolorc drilled on the Contract Area is 

3t increased by reason of die title failure, the parly whose title has lailed shall receive the proceeds attributable to the increase in such in-

32 terest (less costs and burdens attributable thereto) mini it has been reimbursed for unrecovered costs paid by it in connection with such 

33 well; 

3*1 fd) Should any person not a party to this agreement, who is determined tu be thc owner oi any interest in the title which has 

35 faded, pay in any manner any part of thc cost of operation, development, or equipment, such amount shall be paid to thc party or parties 

36 who bore the costs which arc so refunded; 

37 (c) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be 

38 borne by the party or parties whose title failed in thc same proportions in which they shared in such prior production; and, 

39 (0 No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with thc defense of the interest 

40 claimed by any party hereto, it being the intention of the parties hereto lhat each shall defend title to its interest and bear all expenses in 

41 connection therewith. 

42 

43 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight,-any rental, shut-in well 

44 payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates, 

45 there shall be no monetary liability against the party who failed to make such payment. Unless thc party who failed to make lhe required 

46 payment secures a new lease covering thc same interest within ninety (90) days from thc discovery of thc failure to make pro|ier payment, 

47 which acquisition will not be subject to Article VIII . I I . . the intcrcsis of the parties shall be revised on an acreage basis, effective as of the 

48 date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in 

49 the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make thc 

50 required payment shall not have been fully reimbursed, at thc time of the loss, from thc proceeds of the sale of oil and gas attributable to 

51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it 

52 shall be reimbursed for unrecovered actual costs theretofore paid by it (hut not for its share of the cost of any dry hole previously drilled 

53 or wells previously abandoned) Irom so much ul the following as is necessary to elfect reimbursement: 

54 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit ul the lost interest, on an acreage basis, 

55 up to the amount of unrecovered costs; 

56 (b) Proceeds, less operating expenses, thereafter accrued attributable io thc lost interest on an acreage basis, of that portion of 

57 oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in thc absence of such lease 

58 termination, would be attributable to the lost interest on an acreage basis, up to thc amount of unrecovered costs, thc proceeds of said 

59 portion of the oil and gas to lie contributed by the other parties in proportion to their respective interests; and, ^y, 

60 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is. or becomes, thc owner of disinterest 

61 lost, for the privilege ol participating in the Contract Area or becoming a party to this agreement. ^ 

62 if!: • 
63 3. Other Losses: Al l losses incurred, other than those set forth in Articles IV .B . l . and 1V.D.2. above, shall be jotrlriosscs 

64 and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining"nptlion of 

65 the Contract Area. Hz\ 

68 W ' l f ] ' 
70 

[ I fu * l 'itn 4<ii<iln*t mik n i»«Min<| 
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1 A R T I C L E V . 

2 OPERATOR 

3 
4 A . Designation and Responsibilities of Operator: 

5 

i . M e w b o u r n e Q L l C o n p - m v shall be the 

7 Operator ol the Contract Area, and shaLI conui:ct and direct ar.d have full control ol al] operations on the Contract Area as permitted and 

5 required by, and within thc limits of this agreement. shah conduct all such operations in a good and workmanlike manner, but it shall 

9 have no liability as Operator to the other parties :or losses sustained or liabilities incurred, except such as may result from gross 

10 negligence or willful misconduct. 

11 

12 13. Resignation or Removal of Operator and Select: : \ r i o; Successor: 

j i_;'e.r.:^: lenr.ir.atcs its i;ga; e.x:sie:;.c. .,o . . . i \ b j r jr. .-.ereur.^e: , . i ^cr.:. J^; /\rea. cr 4 no longer capaj.e ot serving as 

:6 Operator, Operator shall be deemed to have resigned without any action by Mon-Operators, except the selection of a successor. Operator 

17 may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the 

18 affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit " A " remaining 

19 after excluding thc voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A . M . on the 

20 first day of the calendar month following thc expiration of ninety [90) days after thc giving of notice of resignation by Operator or action 

21 by the Non-Operators to remove Operator, unless a successor Operator lias been selected and assumes the duties of Operator at an earlier 

22 date. Operator, after effective date of resignation or removal, shall Lie bound by the terms hereof as a Non-Operator. A change of a cor-

23 porate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall not 

2- 1 be the basis for removal cl Operator. 

26 2. Selection of Successor Operator: U)w.u t:\e re^igr^tion or removal oi Operator, J. successor Operator shall be selected by 

27 the parties. The successor Operator shall be selected Irom '.lie parties owning an interest in the Contract Area at tlic time such successor 

23 Operator is selected. The successor Operator sh.dl be selected by m ; affirmative vote of two (2) or more parties owning a majority interest 

29 based on ownership as shown on Exhibit " A " ; provided, however, if an Operator which has been removed fails to vote or votes only to 

30 succeed itself, the successor Operator shall he ?elected by the aihnnative vote ui two (2; or more parties owning a majority interest based 

31 on ownership as shown on Exhibit " A " iein.v.nu\i; after excluding the voting interest oi ihe Operator that -was removed. 

32 

33 C. Employees: 

3- 1 

35 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours o£ labor and die 

36 compensation £or services performed shall be determined by Operator, and all such employees shall be lhe employees oi Operator. 

37 

38 D. Dr i l l i ng Contracts: 

39 

40 All wells drilled on die Contract Area shall be drilled on a competitive contract basis at thc usual rates prevailing in the area. If it so 

41 desires, Operator may employ its own tools and equipment in the drilling o( wells, but its charges therefor shall not exceed thc prevailing 

42 rates in the area and thc rate ol such charges shall be agreed upon by thc parties in writing belorc drilling operations are commenced, and 

43 such work shall be performed by Operator under the same terms and conditions as arc customary and usual in the area in contracts of in-

44 dependent contractors who arc duing work of a similar nature. 

45 

46 
47 
48 
49 A R T I C L E V I . 

50 DRILLING A N D D E V E L O P M E N T 

51 

52 A . Init ial Wel l : 

53 

54 On or before the I s r ihy of .Tnnti.-t r y 1° 98 , Operator shall commence thc drilling of a well for 

55 oil and gas at the following location: 

56 

57 

58 

59 

60 and shall thereafter continue the drilling of the well with due diligence to a d e p t h S u f f i c i e n t t o 

61 adequately test the Morrow formation, anticipated t o t a l depth being 
62 11,200'. 
63 
64 
65 unless granite or other practically impenetrable substance or condition in thc hole, which renders further drilling impracjj 

66 countered at a lesser depth, or unless all parties agree to complete or abandon the well al a lesser depth. 

67 

68 Operator shall make reasonable tests of all formations encountered during drilling which give indication I 

69 gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or ficrrj 

70 event Operator shall be required to test only thc formation or formations lo which this agreement may apply. 
l l l M . 1 . . . I . H L I . , U . . w « l a , i > M H . . I 

. . . I . . . t o M M M i l * , I n H . 

1,980' FSL and 1,850' FWL of Section 15-21S-26E, Eddy County, New Mexico 

.it 
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AimCLE VI 
continued 

1 If, in Operator's judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the 

2 well as a dry hole, the provisions of Article VI.EU. shall thereafter apply. 

3 
4 

5 

0 B. Subsequent Operations: 

S 1. Proposed Operations: Should any party hereto de.ire to drill any weil on the Contract Area other than tlic well provided 

^ for in Article VI.A., or to rework, deepen or plug back a dry hole drilled at the joint expense ol all parties or a well jointly owned by all 

»0 the parties and not then producing in paying quantities, Lhe party desiring to drill, rework, deepen or plug back such a well shall give the 
1 • other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-

tion and the estimated cost of the operation. The parties rereivi.-i,; sue:; a nonce shall ha'-v thirtv -1-0) davs alter receipt cf the notice 

16 the period above fixed shall constitute an election by ili.it tarty not to participate ir. the cost of the proposed operation. Any notice or 

17 response given by telephone shall be promptly confirmed ;n writing. 

18 

19 
20 

21 If all parties elect to participate in such a pioposed operation, Operator shall, within ninety (90) days after expiration of the notice 

22 period of thirty (30) days (or as promptly as possible after the expiration cf thc forty-eight (48) hour period when a drilling rig is on loca-

23 tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-

24 vies hereto; provided, however, said commencement d..te u' .y <.«: exuuded upem wnv.cn luiuee ot same by Operator to the other parties, 

2"' (or a period of up to thirty (30) additional days ;:, ir. '.he w'.r .>; ..".;!•;•, A Cper.iur, y.n.:: additional time; is reasonably necessary to obtain 

permits from governmental authemies, surface n,;::ts liridu Juig rigais^i wjy i oc appropriate drilling equipment, or to complete title ex-

2^ amlnation or curative matter required :or title jpprovni cr acceptance. \o:'.v,:hsi.indi:ig the force majeure provisions oi Article X I , if the 

tb actual operation lias not been commenced ,vith;.'i she tiire provided ^including any extension thereof as specifically permitted herein) and 

29 if any party hereto still desires to conduct s.uJ oper.:::.-.u, writ: en. notice pro^isine, same must be resubmitted to die other parties in accor-

30 dance with the provisions hereof as il no ;-ncr pri.ip.isai I : . d been nude. 

31 

32 

33 

34 2. Operations by Less dian All Panics: II any party receiving such notice as provided in Article VI .D. I , or V1I.D.1. (Option 

35 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 

36 givin« the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of 

37 the notice period of thirty (30) days (or as promptly as possible after the expiration of thc forty-eight (48) hour period when a drilling rig is 

38 on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all 

39 work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 

40 a Non-Consent ing Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-

41 tion for thc account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-

42 scnting Panics, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and con-

43 ditions of this agreement. 

44 

45 
46 

47 If less than all parties approve any proposed operation, thc proposing parly, immediately after the expiration of the applicable 

48 notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as 

49 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 

50 (exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise lhe proposing party of its desire to (a) limit par-

51 ticipatton lo such party's interest as shown on Exhibit " A " or (b) carry its proportionate part of Non-Conscnung Parties' interests, and 

52 failure to advise the proposing party shall be deemed an election under (a). In thc event a drilling rig is on location, die lime permitted for 

53 such a response shall not exceed a total of forty-eight (4H) hours (inclusive ol Saturday, Sunday and legal holidays). The proposing parly, 

54 at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision. 
5} 

56 

57 

58 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have 

59 elected to bear same under the terms of thc preceding paragraph. Consenting Parties shall keep the leasehold estates involvedin such 

60 operations free and clear of ail liens and encumbrances of every kind created by or arising from the operadons of the Consenting Parties. 

61 If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location-1 at their 

62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article result?:""! a pro-

63 duccr of oil and/or gas in paying quantities, die Consenting Parlies shall complete and equip the well to produce at their sole costa'rid risk, 

64 !•'{-' 
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1 and the weU shall then be turned over to Operator and shall be operated by it at the expense and lor the account ol the Consenting Par-

2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such weU by Consenting Parties 

3 in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties, 

4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting 

5 Party's interest in ii.„ well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 

6 market value thereot il such share is not sold, falter deduct n.' production taxes, excise taxes, royalty, overriding royalty and other in-

7 (crests not excepted by Article III.D. payable om ol i.r nieasi.rcd hy ihe production from such well accruing with respect to such interest 

~ until it reverts; shall cqtu. (lie lou! the Uliv.v::.., 

Consenting Party's re:;nquisneo merest sluii revert lo ,t under oincr provisions oi '.lus Article, it ueing agreed t;:at eaai Non-

16 Consenung Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 

17 Party had it participated in thc well from the beginning of the operations; and 

20 
(h) TOD ?'n of that portion ol the costs and expenses ol drilling, reworking, deepening, plugging back, testing and completing, 

after deducting any cash contributions received uiu Arikli VI1I.C, and 300 % ol ibu portion of the cost of newly acquired equip

ment in the well (to and inchidinj', :he wellhead :nru;ectio:;', . v,hl-;ii would have been chargeable to such Non-Consenting Partv if it had 

partiopv.ed therein, 

-3 An election not to participate in tne dnliim; <.: ihe deepening ol J well stull Lc deemed an election not lo participate in any re-

29 working or plugging bac* operation proposed in su^i j well, or portion thereof, to which the initial Non-Consent election applied that is 

30 conducted at any time prior to full recovery by the Conseming Parties of thc Non-Consenting Party's recoupment account. Any such 

31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of sa:d well 

32 jnd there shall be added to thc sums to be recouped by ihe Consenting Parlies one bundled percent (100%) of that portion ol the costs of 

33 the reworking or plugging back operaiion which wuuld have been chargeable io such Non-Consenting Party had it participated therein. If 

34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VI.D. shall be ap-

35 plicable as between said Consenting Parties in said well. 

36 

37 

38 

39 During thc period o( time Consenting Parlies arc entitled to receive Non-Consenting Party's share of production, or the 

40 proceeds therefrom, Conseming Panics shall be responsible for the payment of all production, severance, excise, gathering and other 

41 taxes, and all royalty, overriding royally and other burdens applicable to Nou-Consciuing Parly's share of production not exccplcd by Ar-

42 tide III.D. 

43 

44 

45 

46 In thc case of any reworking, plugging back oi deeper drilling operation, tlic Consenting Parties shall be permitted to use, Iree 

47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 

48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such cquip-

49 ment to thc owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 

50 

51 

52 

53 Within sixty (60) days after the completion of any operation under this Article, the party conducting thc operations (or the 

54 Consenting P anies shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to thc well, and an 

55 itemized statement of thc cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its 

56 option, thc operating party, in lieu of an itcnu/ed statement of such costs of operation, may submit a detailed statement of monthly bill-

57 ings. Each month thereafter, during the time the Consenting Parties arc being reimbursed as provided above, the party conducting the 

58 operations for the Consenting Parties shall furnish thc Non-Consenting Parlies with an iiemiied statement of all costs and liabilities in-

59 currcd in ihe operation of ihe well, together with j statement of the qtuntily of oil and gas produced from it and the amount uf,procccds 

60 realized from the sale of the well's working interest production during the preceding month. In determining the quantity of oil' and gas 

61 produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering orjpcriodic 

62 well tests. Any amount realitcd from thc sale or other disposition of equipment newly acquired in connection with any such' operation 

63 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unrcturncd costs 

64 of the work done and of the equipment purchased in determining when the interest of such Non-Consent ing Party shall revcfUto it as 

65 above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party. I f*t 
66 
67 
68 (TlH 
69 
70 
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1 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for above, 

2 the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-

3 Consenting Party shall own the same interest in such well, thc material and equipment in or pertaining thereto, and the production 

4 therefrom as such Non-Consenting Party would have been entitled to had it participated in die drilling, reworking, deepening or plugging 

5 back of said well. Thereafter, such Non-Conscming Party shall be charged with and shall pay its proportionate part of the further costs of 

6 the operation of said well in accordance with the semis cl this agreement and the Accounting Procedure attached hereto. 

$ 

13 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without thc mutual consent of ail parties, no wells shall 

11 be completed in or produced from a source of supply from wine:', a well located elsewhere cn thc Contract Area is producing, unless such. 

12 well conforms to the :hen-ex;stini; well spacim: ; at tern :or v.;e!i source o! supply. 

. j T;:e provisions ot tins Article shal; .uve no appiicju.ui whatsoever to the driding ci ttie initial well describee in Article VI.A. 

17 except (i) as to Article VI I .0 .1 . (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well 

IS after it has been drilled to thc depth specified in Article V I . A. il it shall thereatter prove io be a dry hole or. if initially completed lor pro-

19 duction, ceases to produce in paying quantities. 

20 

21 

23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 

24 completed, and thc results thereof furnished ;o lhe parties, stand-by costs Incurred pending response to a parly's notice proposing a 

2^ reworking, deepening, plugging b^ck or completing operation ir. such a well shall be charged and borne as part ot the drilling cr deepen-

2'; ing operation just completed. Stand-by ccsts subsequent to all parties responding, or expiration of the response time permuted, whichever 

27 first occurs, and prior to agreement as ;o thc participating interests of a'd Consenting Parties pursuant to the terms of the second grarr.-

21" maticai paragraph cf Article VI.B.2, shaii be charged to and borne as part of the proposed operation, but il the proposal is subsequentiy 

2? withdrawn because of insufficient participation, such stand-Ly costs shall be allocated between thc Consenting Parties in the proportion 

;o uach Consenting Partv's interest as shown on Exhibit " A " hears io the total interest as shown on Exhibit " A " ot all Consenting Par-

31 ties. 

32 

33 

34 

35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 

36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change lhe bottom hole 

37 location (herein called "sidetracking"), unless done lo straighten the hole or to drill around junk in the hole or because of other 

38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 

39 affected well bore at the time of the notice shall, upon electing to participate, tender to thc well bore owners its proportionate share (equal 

40 to its interest in thc sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows: 

41 

42 

43 

44 Ja) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of thc actual costs incurred in 

45 lhe initial drilling of the well down to thc depth al which thc sidetracking operation is initiated. 

46 

47 

48 

49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on thc basis of the well's 

50 salvable materials and equipment down to thc depth at which the sidetracking operation is initiated, determined in accordance with the 

51 provisions of Exhibit " C " , less the estimated cost of salvaging and thc estimated cost of plugging and abandoning. 

52 

53 

54 

55 In the event that notice for a sidetracking operation is given while the drilling rig to be uliUted is on location, the response period 

56 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and 

57 receive up to eight (8) additional days alter expiration oi the forty-eight (48) hours wiihin which to respond by paying for all stand-by time 

58 incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-

59 by costs shall be allocated between thc parties taking additional lime to respond on a day-to-day basis in the proportion each ejecting par-

60 ty's interest as shown on Exhibit " A " bears to thc total interest as shown on Exhibit " A " of all lhe electing parties. In all other in-

61 stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. jjjjjj 

" tin, 
63 
64 
65 C. TAKING PRODUCTION IN KIND: 
6 6 /have the right to X^S^k^i 
67 Each party shall take in kind or separately dispose oi its proportionate share ol all oil and gas produced froolythe Contract Area, 

68 exclusive of production which may be used in development and producing operations and in preparing and tfcfitiog^'oil ana gas [or 

69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in thc taking in kind or sepa?ate:dis{£Kjtirj.n by any 

70 party ol its proportionate share ol the production shall be borne by such party. Any party taking its share of produetjoixjji jg^shall be 
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1 required lo pay for only its proportionate share o[ such part of Operator's surface facilities whicli it uses. 

2 

3 Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from 

4 the Contract Area, and, except as provided in Article VII.3., shall be entitled to receive payment dirccdy Irom die purchaser thereof [or 

j its share ct al. production. 

~ In the event any party shall fail lo cuke the niniii^mcr.ts necessary to take in ki::d or separately dispose of its proportionate share o: 

8 thc oi/prSKicc^forn thc Contract Area Operator shall have thc right, subject to the revocation at will by the party owning it, but not 
/ a n d i n s 

9 the obligation, to purchase such oil'or sell i r to others .it any lime and from time to time, for thc account of thc non-taking party at thc 

10 best price obtainable in the area lor such production. Any such purchase or sale bv Operator shah be subject always to the nght oi thc 

cwj.er oi (hf production to exercise at any '!ine ••'< r.-,;\\ 'j,.c •:: *.::•.:. o.- H'-^ratr.'. :.:.posc ol. its share of ad on- TVI "r-jVio':: ' 

16 In thc event one or more parties" separate disposition of its share of thc gas causes split-stream deliveries to separate pipelines and/or 

17 deliveries which on a day-to-day basis fur any reason arc not exactly equal to a parly's respective proportionate share of total gas sales to 

18 he allocated to it, the balancing or accounting between thc respective accounts ol the parties shall be in accordance with any gas balancing 

19 agreement between thc parties hereto, whether such an agreement is attached as Exhibit " E " , or is a separate agreement. 

20 

21 D. Access to Contract Area and Information: 

22 

23 Each party snail have accc.-j to the Contract Ari a at J J reasonable times, a: ;:s so.e cost and nsk to inspect or observe operations, 

2-1 and shall have access at reasonable times to information pertaining to ihe development or operation thereof, including Operator's books 

Zl and records rcialing thereto. Operator, ui-un request, shall ^irnish each ot the other parties with copies of all forms or reports iiled wilh 

20 governmental agencies, daiiy drilling rcjxirli , '.veil loe,\ tan.< tabies, dady gauge and tun tickets and reports of slock on Hand at the first of 

27 each month, and shall make available samples oi my cores or uiuings taken Irom any well drilled on the Contract Area. Thc cost of 

23 gathering and furnishing information ;o Non Opnator. o:.!:-.:- 'h.!;-. itut spcedicd above, sha.i be charged to the Non-Operator lhai rc-

29 quests thc information. 

30 

31 E. Abandonment of Wells: 

32 

33 1. Abandonment oi Dry Holes: Except lor any well drilled or deepened pursuant to Article V1.D.2., any well which has been 

34 drilled or deepened under lhe terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned 

35 without the consent ol all parties. Should Operator, after diligent ' 'on, be unable to contact any parly, or should any party lail to reply 

36 wiihin forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) aficr receipt of notice of lhe proposal to plug and abandon 

37 such well, such part; diall be deemed to have consented to the proposed abandonment. Al l such wells shall be plugged and abandoned in 

38 accordance with applicable regulations and at the cost, risk and expense o( lhe parlies who participated in thc cost ol dnlling or deepening 

39 such well. Any party who objects to plugging and abandoning such well shall have the right to lake over thc well and conduct further 

40 operations in search of oil and/or gjs subject to the provisions of Article VI.D. 

41 

42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted 

43 hereunder lor which die Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a 

44 producer shall not be plugged and abandoned without the consent of all parties. I I all panics consent to such abandonment, the well shall 

45 be plugged and abandoned in accordance with applicable regulations and at thc cost, risk and expense of all thc parties hereto. If, within 

40 thirty (30) days after receipt of notice of the proposed abandonment of any well, all panics do not agree to thc abandonment of such well, 

47 ihosc wishing to continue its operation from the inlerval(s) of the formalion(s) then open to production shall tender to each of the other 

48 parlies its proportionate share of lhe value ol thc well's salvable material and equipment, determined in accordance with thc provisions of 

49 Exhibit " C " , leu thc estimated cost of salvaging and t|ic estimated cost of plugging and abandoning. Each abandoning parly shall assign 

50 the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and 

51 material, all of its interest in lhe well and related equipment, together wilh Us interest in thc leasehold estate as to, but only as to, the in-

52 tcrval or intervals of thc formation or formations then open lo production. If the interest of the *iwmlening p**ly i i o* includes ait wit »wd 

53 ga. imprest, such party thai! w/,».iito anil rli.Tmer In tlic nnn-ilnndontnu p.irty at parties an oil ana gas la»», l iming lo tha internal or in-

54 tergal, of tha formation or termiitians thru npt.n lo prajustian, tor a tatm ol on, (1) year and to long, tharaaftar is oil mil/or gir it prrv 

55 , 1 r . „ . l t r r . ^ i t . . , ! n i , r . . . l . . . . 1 . .,1 l l i o t f i r m i l i r . . . nr ( n r m . l i ^ . . i h . r ^ l . y m.-h I r - i . i . In I i . r ,n i l l , f o r m . H . r h n . 1 T I r - . t i i h i l 

56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
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2 The assignments or leases so limited shall encompass the "drilling uni t" upon which thc well is located. The payments by, and the 

2 assignments or leases to, die assignees shall be in a ratio based upon lhe relationship ol their respective percentage ol participation in the 

3 Contract Area to the aggregate of the percentages of participation in thc Contract Area of all assignees. There shall be no readjustment of 

4 interests in the remaining portion of the Contract Area. 

6 Thereafter, abandoning parties shall have nu : :r::icr icij-ousAility, liability, or interest in the operation of or production from 

the well in die interval or intervals then open other than the royalties retained :n any lease made under the terms ol this Article. Li pan re-

8 quest, Operator shall continue to operate the assigned well tor '.he account of trie non-abaiuicning parties at the rates and charges con-

9 templaied Dy this agreement, plus any additional cost and charges woieh may arise us the result of the separate ownership of the assigned 

10 well. Upon proposed abandonment cl the producing interval's') assigned or leased, the assignor or lessor shall then have the option to 

1 repurchase its prior interest in thc well hismg the same valuation formula) anJ participate in lurther operations therein subject to t : i ; pro-

perm anently plugged and abandoned unless and until all pa 

of thc proposed abandonment and afforded the opportunity 

VI . l i . 

s having the right to cond 

elect to lake over the well 

:ct further operations therein have been notified 

.n accordance with the provisions ol this Article 

ARTICLE V I I . 

UXPI-NDlTCIt l -S A N D L I A B I L I T Y OF PARTIES 

23 A . Liability of Parties: 

shall be liable only for its proportional 

shall ih.s a'retment be construed „"> 

'pin,;! and operating tl: 

,'ts ol e-ch severally. 1 

.1 i-e responsive 'jiuy ior us obligation, and 

Centred Area. Accordingly, the liens granted 

It is no; lite intention of the parties to create, nor 

anon, or io render the parties liab.e as partners. 

Liens and Payment Default 

54 

35 

36 
37 
38 
39 
40 
41 

42 

43 

44 

45 

46 
47 
48 

49 
50 

51 

52 

53 

54 

55 

56 
57 

58 

59 
60 
61 

62 
63 
64 
65 
66 
67 
68 

69 
70 

Each Non-Operator grants lo Operator a lien i 

ol oil and/or gas when extracted and us interest in ah 

at the rate provided in Exhibit " C " . To thc exien: 

state, Operator shall be entitled to exercise the right 

its :\\ ..nd gas rights in the Contract Area, and a security interest in its share 

•^•.linnient, :o secure payment ol its share ol expense, together with interest thereon 

lhat Operator has a security interest under the Uniform Commercial Code of the 

.md remedies of a secured party under die Code. The bringing of a suit and the ob

taining of judgment by Operator for thc secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 

rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share 

of expense. Operator shall have the right, without prejudice to other rights or remedies, to collect from thc purchaser thc proceeds from 

the sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non Operator, plus interest, has been paid. Each 

purchaser shall be entitled lo rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 

• nd security interest to the Non O|>eralors lo secure payment of Operator's proportionate share of expense. 

If any party (ails or is unable to pay ils share ol expense within sixty (60) days after rendition ol a slatenient therefor by 

Operator, thc non defaulting parties, including Operator, shall, iqxm request hy Operator, pay the unpaid amount in lhe proportion that 

the interest of each such party bears lo the interest ol al! such parties. Each party so paying its share of thc unpaid amount shall, to obtain 

reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 

C. Payments and Accounting: 

Except as herein otherwise specifically provided, Operator shall promplly pay and discharge expenses incurred in lhe development 

and operation ot the Contract Area pursuant to this agreement and shall charge each o( the patties hereto with their respective propor

tionate shares upon thc cx|«nsc basis provided in Exhibit " C " . Operator shall keep an accurate record of thc joint account hereunder, 

showing expenses incurred aud charges and credits made and received. 

Operator, at its election, shall have thc right from time to time to demand and receive from ihe other parties paymcnl in advance 

of their respective shares of lhe estimated amount of the expense to be incurred in operations hereunder during the next succeeding 

month, which right may be exercised only hy submission to each such party of an itemized statement of such estimated expense, together 

with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 

on or before the 20lh day ol the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within 

fifteen (15) days after such estimate and invoice is received. If any parly fails to pay its share of said estimate within said time, t^e'amount 

due shall bear interest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances andWtual ex

pense to the end that each party shall bear and pay its proportionate share of aciual expenses incurred, and no more. } 

D. Limitation of Expenditures: 

1. Drill or Deepen: Without thc consent of all parties, no well shall be drilled or deepened, except any well tjrlllcd.'p.rldijcpencd 

pursuant lo lhe provisions of. Article VI.B.2. of this agreement, Consent to the drilling or deepening shall include! 
f 
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1 D Option No. 1: Ai l necessary expenditures lot the drilling or deepening, testing, completing and equipping of the well, including 

2 necessary tankage and/or surface facilities. 

3 

4 Q Option No. 2: Al l necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its 

5 authoriied depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice 

6 to the Non-Operators who have the fight io participate in the completion costs. The panics receiving such notice shall have lorty-eight 

7 (48) hours (exclusive of Saturday, Sunday and legai holidays) in which to elect to participate in the setting of casing and the completion at-

8 tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-

9 eluding necessary tankage and/or surface facilities, kiilurc of any party receiving such notice to reply within the period above fixed shall 

10 constitute an election by that party not lo participate ;n the cost of the completion attempt. If one or more, but less than all of the parties, 

11 elect to set pipe and to attempt a completion, the provisions of Article V I . 13.2. hereof (the phrase "reworking, deepening or plugging 

12 back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less 

!3 than all parties. 

; j 2. KeworK or Plug Back: Wittusu! ;r.e _ .: :':-s •.. „.i 1" re'-vorkeo cr plumed back except a v.e.l re'-vcrkcM or 

16 plugged bacK pursuant to the provisions ol Ai i, t.e . l . i i ... :ius agreement. Consent to the reworking or plugging back ot a weil shall 

17 include all necessary expenditures in conducting such upcraiions and completing and equipping of said well, including necessary tankage 

18 and/or surface facilities. 

19 

20 3. Other Ope"tions: Without the consent of all parties. Operator shall not undertake any single project reasonably estimated 

21 to require an expenditure in excess nf F i f t y T h o u s a n d a n d N O / 1 0 0 Dollars I t 5 0 , 0 0 0 . 0 0 ) 

22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 

23 previously authoriied by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 

2-1 emergency, whether of thc same or different natuie, Operator may take such steps and incur such expenses as in its opinion arc required 

25 to deal with the emergency to safeguard life .ind ] roperty but Operator, as promptly -s possible, shall report the emergency to the other 

2G parties. If Operator prepares an authority \.n expenditure (AH:) t;>r its o.vn use, O.x-rator shall furnish any Non-Operator so requesting 

27 an information copy thereof for any single project costing ;n excess oi T i n r t V t h o u s a n d a n d n o / 1 0 0 -

28 Dollars l \ 30 • 0 0 0 • 00 ) bin less nun the amount nr.: s-i forth abov: i:i mis paragraph 

29 
30 E. Rentals, Shut-in Well Payments and Minimum Royalties: 

31 

32 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the 

33 party or panics who subjected such lease to ihis agreement at its or their expense. In lhe event two or more parties own and have con-

34 iributed interests in the same lease to this agreement, such parlies may designate one of such parties to make said payments [or and on 

35 behalf ol all such panics. Any party may request, .md shall he entitled to receive, proper evidence of all such payments. In the event ol 

36 failure to make proper payment of any rental, shut in well payment or minimum royalty ihrough mistake or oversight where such pay-

37 ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with thc pro-

38 visions ol Article lV.Ti.2. 

39 

40 Operator shall notify Non-Operator of the anticipated completion of a shut in gas well, or lhe shulting in or return to production 

41 of a producing gas well, al least five (5) days (excluding Satin day, Sunday and legal holidays), or at the earliest opportunity permitted by 

42 circumstances, prior to taking such action, hui assumes no liability for failure to do so. In the event of failure by 0|K:rator to so notify 

43 Non-Operator, the loss of any lease contributed hereto hy Non-Operator (or failure lo make timely payments of any shut-in well payment 

44 shall be borne jointly by the panics hereto under the provisions of Article IV.IJ.3. 

45 

46 F. Taxes: 

47 

48 Beginning with the first calendar year after the effective date hereof. Operator shall render for ad valorem laxaiion all property 

49 subject to ihis agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed ihereon before they 

50 become delinquent. Prior to the rendition dale, each Non-Operalor shall furnish Operator information as to burdens (to include, but not 

•51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-

52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-

53 riding royalties or production payments, lhe reduction in nd valorem taxes resulting [herefrom shall inure to thc benefit of the owner or 

54 owners of such leasehold estate, and Operator shall ;idjust the charge to such owner or owners so as 10 reflect the benefit ol such reduc-

55 tion. If ihe ail valorem taxes arc based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 

56 anything to the contrary herein, charges 10 the jitint account shall be made and paid by the parties hereto in accordance with the tax 

57 value generated by each pany's working interest. Operator shall hill ihe oilier panics for their proportionate shares of all tax payments in 

58 the manner provided in Exhibit " C " . 

59 

60 If Operator considers any lax assessment improper, Operator may, at its discretion, protest within thc lime anqNjmanner 

61 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final deter* 

mination. During the pendency of administrative or judicial proceedings, Operator may elect 10 pay, under protest, all such laxqsia'nd any 62 
63 interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay thc tax for theijoiht 

64 count, together with any inicrcst and penalty accrued, jnd the total cost shall then he assessed against thc parties, and be paid byltfi 

65 provided tn Exhibit " C 

66 

67 Each party shsll pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upori ^r jwi th 

68 the production or handling of such party's share of oil and/or gas produced under the icrms of ihis agreement. 

69 

70 
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iUVnCUE V l l 
continued 

G. Insurance: 

At all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law ol 
the stale 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 lo the joint account shall be as provided in Exhibit "C". Operator shall 
also carry or provide insurance (or thc benefit ol the joint account o[ thc parties as outlined in Exhibit " D " , attached to and made a part 
hereof. Operaior shall require all contractors engaged in work on or lor the Contract Area lo comply with the workmen's compensation 
law of the stale where the operations arc being conducted and lo maintain such ol her insurance as Operator may require. 

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

ARTICLE VIII . 

ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 

A. Surrender of Leases: 

Thc leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole 
or in part unless all parlies consent thereto. 

However, should any party desire lo surrender its interest in any lease or in any portion thereof, and the other parties do not 
agree or consent therelo, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in 
such lease, or portion thcreol, and any well, nulerial and equipment which may be located thereon and any rights in production 
thereallcr secured, [o the parties net consenting lu such surrender. II the interest of the assigning party is or includes an oil and gas in
terest, the assigning party shall execute and ilc-Iivcr to the pjrty or parties not consenting to such surrender an oil and gas lease covering 
such oil and gas inlcrest (or a term ol one (1) year anil so long thereafter as oil and/or gas is produced from lhe land covered thereby, such 
lease to be on the (orm attached hereto as Exliibil "D". U]wn such assignment or lease, the assigning party shall be relieved from all 
obligations thcrealtcr accruing, but not theretofore accrued, with respect to the inlcrest assigned or leased and the operation of any well 
attributable thereto, and the assigning parly shall have mi lurtlicr interest in thc assigned or leased premises arid its equipment and pro
duction other than the royalties retained in any least- made under Ihe terms of this Ariicle. The parly assignee or lessee shall pay to Ihe 
party assignor or lessor lhe reasonable salvage value ol the lallcr's interest in any wells and equipment attributable to the assigned or leas
ed acreage. Thc value of all malerial shall be determined in accordance wilh 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 lavor of more lhan one party, the inlcrest 
shall be shared by such panics in the proportions that thc interest ol each liears lo thc total interest ol all such panies. 

Any assignment, lease or surrender made under litis provision shall not reduce or change the assignor's, lessor's or surrendering 
party's interest as it was immediately before the assignment, lease or surrender in thc balance ol the Conlract Area; and Ihe acreage 
assigned, leased or surrendered, and subscqucnl operations Ihcreon, shall not thereafter be subject to the terms and provisions of this 
agreement. 

D. Renewal or Extension of.Leases: 

1 
If any party secures a renewal of any oil and gas lease subject to ihis agreement, all other parlies shall be notified promptly, and 

shall have the tight (or a period of thirty (30) days following receipt of such notice in which to elect to participate in thc ownership ot the 
renewal lease, insofar as such lease affects lands wilhin the Contract Area, by paying to lhe parly who acquired it their several proper pro
portionate shares o[ the acquisition cosl allocated to lhat part of such lease wilhin lhe Conlract Area, which shall be in proportion lo the 
interests held at that lime by lhe parties in Ihe Conlract Area. 

U some, but less, than aU, of thc patties elect to participate in the purchase of a renewal lease, iv shall be owned by the parties 
. who elect to participate therein, in a ratio based upon the relationship of their respective percentage o( participation in the Contract Area 
to the aggregate of lhe percentages o( participation in lhe Contract Area of all panics participating in thc purchase of such renewal lease. 
Any renewal lease in which less than ail parties elect tu participate shall not be subject to this agreement. 

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

The provisions of this Article shall apply to renewal leases whether Ihey arc for the entire interest covered by lhe expiring lease 
or cover only a portion of its area or an inlcrest ihercin. Any renewal lease taken before the expiration of its predecessor lease, or taken or 
contracted for within six (6) months alter lhe expiration o( the enisling lease shall be subject to this provision; but any lease takrp-or con
tracted for more than six (6) months alter thc expiration ol an existing lease shall not be deemed a renewal lease and shall not bejubject to 
the provisions of this agreement. fjjl 

JL 
The provisions in this Article shall also be applicable to extensions ol oil anil gas leases. Kft̂ . 

-Gi—A-cfCQgu-Of Gosh Gonlrtbutionm 
67 WhiU this agrwmtnt i» .tn force, it any-party contmHs for a contribution-of -cosh towards the < 
68 operation on the Contract Area, such contribution shall be paid to the party «vh.n r f ' n i l " r " ' 1 1 1 1 , 1 'll II1"1); " r *Hh*r nffif,Jjftn^ifltl)sr]..r1 be 
69 ipplied by it against the cost ofjurh drilling nr ulhi i ll|n iitinn 11 thr rnntrihiiiiiin be in the form of acreage, the r»r($\o*wK(i^ con-
70 tnbuliuil iFintdc sh<>H-pfomptly tcmki1 arj-gaatĝ mwH of the acreage, without warranty of title,, to the Drf l i :"" »--.:3:&SE^V 1X,4( 
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ARTICLE VIII 
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aid Drilling Pafliec sharwi the c al drilling thc well, Such a 

2 governed by provisions identical to this agreement. Each party shall promptly notify i l l nihrr piiini i Mf ant a r r r i r r or cash contributions 

3 it may obtain in support of any well nr nny ,nh i I 'H'llirn f n tlic ' ' " n l n r l Area. The above provisions shall also be applicable to op-

of a w«II drilled insido th i Conlta 

If uny party c 

shall not be de< 

any euosijccai 

ed a ronton 

ttflating 10 d 

as ionlc-nspl. 

cpotition af such party's shara of ttibttancci produced hat 

nd in this Article VIII.C, 

9 

10 

11 

12 

13 

D . Maintenance ol Uniform Interest: 

For thc purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no 

party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced wilhin the Conlract Area and in wells, 

equipment and production unless such disposition covers cither: 
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1. the entire interest of the party in all leases and equipment and production, or 

2. an equal undivided inlcrest in all leases and equipment and production in thc Contract Area. 

Every such sale, encumbrance, transfer or other disposition made by any parly shall be made expressly subject lo this agreement 

and shall be made without prejudice lo the right of lhe olhcr parties. 

I I , at any time the inlcrest of any parly is divided among and owned by four or more coowners, Operator, at ils discretion, may 

require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings lor 

and approve and pay such party's share ol the joint expenses, and to deal generally with, and wilh power to bind, the co-owners of such 

party's interest wilhin thc scope of thc operations embraced in Ihis agreement; however, all such co-owners shall have the righl to enlcr 

into and execute all contracts or agrccmcnls (or the disposition of their respective shares ol the oil and gas produced from the Contract 

Area and [hey shall have thc right lo receive, separately, payment o( thc sale proceeds thereof. 

E. Waiver of Rights to Partit ion: 

K permitted by the laws of the slate or slates in which the property covered hereby is located, each parly hereto owning an 

undivided interest in [he Contract Area waives any and all rights it may have to pan il ion and have set aside to it in severalty its undivided 

interest therein 

l iul i l igt .1 

Should any parly d « I n i l all I i rights and intarei i tha Com 

Area, it shall promptly give written notice to the other parties, with full information concerning its proposed sale^whjcawhaiTirVcTude the 

name and address o( the prospective purchaser (who must be ready, wilting and able to purchasc^^tJic^nTjTascprice, and all other terms 

of ihe offer. Thc other parties shall then have an optional prior right, for a r*riod_cJUen-*T0Tdays after receipt ol the notice, to purchase 

on the same terms and conditions lhe inlcrest which lhe otlicrjiai^A>-fTrTip7jscsto sell; and, if this optional right is exercised, the purchas

ing parties shall share the purchased iniercstjn_jlii^Trrr^ori1oris that lhe inlcrest of each bears to the total interest of all purchasing par

lies. However, there shall bejuJ-fMvfcrcruial righl to purchase in those cases where any parly wishes to mortgage its interests, or lo 

dispose oi irsjuaweats-cTyincrgcr, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-

pOTTy~-5flo a subsidiary of a parunl ompany, or ui any company in "'hich any one pnny owns a majority uf ihu Hindu 

A R T I C L E I X . 

I N T E R N A L REVENUE CODE ELECTION 

This agreement is not intended to create, and shall not he construed to create, a relationship ol partnership or an associalion 

(or profit between or among thc parties hereto. Notwithstanding any provision herein that lhe rights and liabilities hereunder are several 

and not joint or collective, or lhat this agreement and operations hereunder shall nol constitute a partnership, if, for federal income tax 

purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 

from the application of all of the provisions ol Subchapter " K " , Chapter 1, Subtitle " A " , ol the Internal Revenue Code of 1954, as per

mitted and authoriicd by Section 761 of the Code and lhe regulations promulgated Ihcreunder. Operator is authorized and directed to ex

ecute on behalf of each party hereby affected such evidence of this election as may be required by Ihe Secretary of lhe Treasury of thc 

United Slates or the Federal Internal Revenue Service, including specifically, but not by way ol limitation, all ol thc returns, statements, 

and the data required by Federal Regulations 1.761, Should there be any requirement lhat each parly hereby affcclcd give further 

evidence of this election, each such party shall execute such documents and furnish such other evidence as may be rcquirejjj'by thc 

Federal Internal Revenue Service or as may be necessary to evidence ihis election. No such party shall give any notices or take any other 

action inconsistent with the election made hereby. It any present or future income tax laws of the state of states in which Ihc^Qontract 

Area is located or any (ulure income tax laws of lhe United States contain provisions similar to those in Subchapter " K " , Gnarilcr 1, 

Subtitle " A " , of lhe Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Ccwe is per-

milled, each party hereby affected shall make such election as may be permiltcd or required by such laws. In making thc foreeejirlg elec

tion, each such party slates that ihe income derived by such parly from opcralions hereunder can be adequately determined vjjfhout lhe 

computation of partnership taxable income. ^- . -^is^;-! 1 
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1 ARTICLE X. 

2 CLAIMS A N D LAWSUITS 

3 

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

5 does not ™r~A T h i r t y T h o u s a n d a n d N O / i O O TV-Jk™ 

6 (t 30 , 0 0 0 . 0 0 ) a n t J j( the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-

7 ceeds the above amount, die parties hereto shall assume and take over thc further handling of the claim or suit, unless such authority is 

8 delegated to Operator. Al l costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-

9 pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is 

10 sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 

11 Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim 

12 or suit involving operations hereunder. 

13 

14 ARTICLE XI. 

15 FORCE MAJEURE 

16 
17 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than 

18 the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with 

19 reasonably full particulars concerning it; thereupon, the obligations of thc party giving thc notice, so far as they are affected by the force 

20 majeure, shall be suspended during, but no longer than, thc continuance of the force majeure. The affected party shall use all reasonable 

21 diligence to remove the force majeure situation as quickly as practicable. 

22 

23 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes, 

24 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely 

25 within the discretion of the party concerned. 

26 

27 The term "force majeure", as here employed, shall mean an act cf God, strike, lockout, or other industrial disturbance, act of 

28 the public enemy, war, blockade, public riot, lighming, lire, storm, flood, explosion, governmental action, governmental delay, restraint 

29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 

30 not reasonably within the control of the party claiming suspension. 

31 

32 ARTICLE XII . 

33 NOTICES 
34 

35 Al l notices authorised or required between thc parties and required by any of the provisions of this agreement, unless otherwise 

36 specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex " r telecopier and addressed to 

37 thc parties to whom the notice is given at thc addresses listed on Exhibit " A " . The originating notice given under any provision hereof 

3g shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in 

39 response thereto shall run from the date the originating notice is received. Thc second or any responsive notice shall be deemed given 

40 when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party 

41 shall have the right to change its address at any lime, and Irom lime to lime, by giving written notice thereof to all other panics. 

42 

43 ARTICLE XIII . 

44 TERM OE AGREEMENT 

46 This agreement shall remain in full force and effect as to thc oil anil gas leases and/or oil and gas interests subject hereto for the 

47 period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any 

48 lease or oil and gas interest contributed by any other party beyond the term ol this agreement. 

49 

50 • D Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any part 

51 of the Conlract Area, whether by production, extension, renewal or otherwise. 

52 

53 09 Option No. 2: In thc event thc well described in Article VI.A., or any subsequent well drilled under any provision of this 

54 agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or 

55 wells produce, or are capable of production, and for an additional period of 90 djys from cessation of all production; provided, 

56 however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-

57 i n 6 . plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-

58 lions havcl>ccn completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the 

59 well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, ^'capable 

60 of producing oil and/or gas from thc Contract Area, this agreement shall terminate unless drilling, deepening, plugging back dft?ework-

Ing operations are commenced wilhin 9 0 Jays f r o n i the date of abandonment of said well. 

62 .-[iM 
63 1' 'S agreed, however, lhat thc termination of this agreement shall not relieve any parly hereto froni any liability &rikh has 

64 accrued or attached prior to thc dale of such icrmination. 

65 

66 

67 

68 

69 

70 _ 
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1 A R T I C L E X I V . 

2 COMPLIANCE W I T H LAWS A N D REGULATIONS 

3 

4 A . Laws, Regulations and Orders: 

5 

6 This agreement shall be subject to die conservation laws of the state in which the Contract Area is located, to the valid rules, 

7 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-

8 dinances, rules, regulations, and orders. 

9 
10 B . Governing Law: 

n 
12 This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non performance, breach, 

13 remedies, procedures, rights, duties and interpretation or construction, shaU be governed and determined by thc law of the state, in which 

14 die Conlract Area is located, if the Contract Area is in two Dr more states, the law of the inu-of New M e x i c o 

15 shall govern. 

16 

17 C. Regulatory Agencies; 

18 

19 Nothing herein contained shall grant, or be construed to grant, Operator thc right or authority to waive or release any rights, 

20 . privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated 

21 under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts olfsct-

22 ting or adjacent to ihe Contract Area. 

23 

24 With respect to operations hereunder, Nan Operators a r̂ee to release Operator Irom any and all losses, damages, injuries, claims 

25 and causes of action arising out of, incident to or resulting directly or indirectly from 0|>erator's interpretation or application of rules, 

26 rulings, regulations or orders of lhe Department of Energy or predecessor or successor agencies lo the extent such interpretation or ap-

27 plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-

23 Operator's share of production thai Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 

29 application, together with inlcrest and penalties thereon owing hy Operator as a result of such incorrect interpretation or application. 

30 

31 Non-Operators authorise Operator to prepare and submit such documents as may be required to be submitted to the purchaser 

32 of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the "Crude Oil Windfall Profit Tax Act 

33 of 1980", as same may be amended from lime io time ("Act ' ' ) , and any valid regulations or rules which may be issued by the Treasury 

34 Department from time lo lime pursuant to said Act. Each party hereto agrees to furnish any and all certifications or olhcr informaiion 

35 which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act. 

36 

37 A R T I C L E X V . 

38 OTHER PROVISIONS 

39 
40 Notwithstanding anything contained herein lo thc contrary; 

^2 A. Should it be necessary to conduct hearings before governmental agencies for all securing of spacing or pooling orders, or 
for certifying new gas, thc costs attributable lo such hearings as well as fees paid attorneys and witnesses, shall be borne by thc 
Drilling Parties in thc proportion lhat thc interest of each Drilling Party bears to thc total interest of all Drill ing Parties as such 

^ interests appear in Exhibit "A". 
45 

46 U. I f a well drilled under Ute terms of this agreement is completed in a formation requiring 320 acre spacing, the parties hereto 
47 agree that they wil l each bear their respective percentages of the usual l/8th royalty interest. I f a lease contributed by a party 
48 is burdened by more than thc usual l/8ih royalty, thc additional burden, whether it be royalty, overriding royalty or other lypc 
49 of burden, shall be borne entirely by the party lhat contribulcd the burdened lease. I f a well drilled under the terms of this 
JQ agreement is completed in a formation requiring less than 320 acre spacing, thc parties hereto agree that they w i l l each bear their 

respective percentages of all lease burdens on all leases included wilhin the spacing unit for thc well. Any lease burdens created 
^ subsequent to thc date of this agreement shall be borne entirely by the party creating thc same. 

53 C. Thc proceeds from thc sale of all hydrocarbons produced, saved and sold shall be paid to Operator by all purchasing 
54 companies purchasing such hydrocarbons and by thc execution of thc Agreement, thc Non-Opcralors covenant and agree to save 
55 all purchasing companies harmless from any and all iiabilily by reason of paying any such proceeds lo Operator. Further, Non-
56 Operators authorize and direct Operator lo deduct from ihcir proportionate share of such sales all Lease Operating Expenses and 
57 other expenses owed to Operator provided for under thc terms of Ihis Agreement when payment of such expenses owed to 

Operator becomes delinquent for more lhan sixty (60) consecutive days and remit thc balance from such sale to Non-Opcralors. 

59 *ff>* 
D. Operator shall have thc right, at its discretion, to require as a condition for participation under the terms of this Agrccrmait, 

prepayment of all costs, including dry hole cosls, completion costs, recompletion costs or cosls associated with remedial v'. 
^ based on an Authority for Expenditure for any well, including thc initial lest well as provided For in Article V I of this Agrecr| 
62 drilled on thc Contract Area. With thc exception of dry hole cosls associated wilh thc initial test well, a replacement ll 
63 any substitute well drilled in the event the initial test well is abandoned before reaching ils objective depth, failure by any jj 
64 to remit ils proportionate part of thc above referenced prepayment lo Operator in thc manner and within thc time period requl 
65 shall be deemed an election by such party not lo participate in lhe cost of the proposed operation and thereafter, thc p 
G6 operation shall be conducted under Article VI.B.2 of this Agreement. 

67 
68 
69 . 
70 

I K l t l i k l i«r*Ml|i»| i t f i t U t i u t 
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ARTICLE XVI. 

MISCELLANEOUS 

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

This instrument may be executed in any number ol counterparts, each of which shall be considered an original lor ail purposes. 

IN WITNESS WHEREOF, this agreement shall be cllrctive as ol 30 th J a y 0 [ J u l y , 19 97 

O P E R A T O R 

MEWBOURNÊ  OIL COMPANY 

~ /James Allen Brinson ' 
Attorney-in-Fact 

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

DEVON ENERGY CORPORATION 



STATE OF TEXAS 

COUNTY OF SMITH 
CORPORATION ACKNOWLEDGEMENT (New Mexico Short Form) 

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

STATE OF & 

CORPORATION ACKNOWLEDGEMENT (New Mexico Shurt Form) 
COUNTY OF § 

This instrument was acknowledged before nic on , 1997 
by as, 
of, a 
on behalf of said corporation. 

My Commission Expires:. 

Notary Public 



EXHIBIT "A" 

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

LANDS SUBJECT TO THIS AGREEMENT: 

Township 21 South. Ranee 26 East. N.M.P.M. 
Eddv County. New Mexico 

Section 15: South Half (S/2) 

PARTIES AND PERCENTAGE INTEREST-

Mewbourne Oil Company 50. 08% 
Devon Energy Corporation 49. 92% 

100.00% 

ADDRESSES OE PARTIES-

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

Devon Energy Corporation 
20 North Broadway, Suite 1500 
Oklahoma City, Oklahoma 73102-8260 

End oCExhibit "A" 



EXHIBIT "B" 

(There is no Exhibit "B" to this Agreement) 
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EXHIBIT " c " 

1 Attached to and made a part ol t h a t c e r t a i n O p e r a t i n g Agreement da ted J u l y 30 , 1997 between 

3 - . 
4 , 
5 
6 

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

io J O I N T O P E R A T I O N S 
u 
12 I . GENERAL PROVISIONS 
13 

14 1 Definitions 

!6 
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 ttie development, operation, protection and 
19 maintenance of thc Joint Property. 
20 "Joint Account" shall mean the account showing thc charges paid and credits received in the conduct of thc Joint 
21 Operations and which are to be shared by the Parties. 
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 tiiosc employees 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 Joint Operations is the handling of specific operating conditions and 
30 problems for thc benetit ot thc Joint Property. 
31 • "Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
32 "Material" shall me in personal property, equipment or supplies acquired or held for use on the Joint Properly. 
33 "Controllable Material" shall mean Material which at thc time is so classified in thc 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 Non-Operators on or before the last day of each month for their proportionate share of the Joint 
39 Account for lhe 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 thc agreement, the Operator may require thc Non-Operators to advance their 
47 share of estimated cash outlay for the succeeding month's operation within fifteen (15) days alter receipt ot the 
48 • billing or by the first day of thc month for which the advance is required, whichever is later. Operator shall adjust 
49 each monthly billing to reflect advances received from the Non-Operators. 
50 

, ,. /Jto Operator in Smith County, Texas 
51 B. Each Non-Operator shall pas' Us prdportion ot all bdls within littcen (15) days after receipt. I t payment is not made 
52' within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at 
53 Nat ionsBank o f Texas , N . A . o n U l c first ( i a y 0 f t h e month in which delinquency occurs plus 1% or the 

64 maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, 
55 whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with thc collection ot unpaid 
56 amounts. 
57 
58 4. Adjustments 
59 -

CO • Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof; 
61 provided, however, all bills and statements rendered to' Non-Operators by Operator during any calendar year shall 
62 conclusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar 
63 year, unless within thc said twenty-four (24) month period a Non-Operator takes written exception thereto and makes 
64 claim on Operator for adjustment No adjustment favorable to Operator shall be made unless it is made within the same 
$5 prescribed period. The provisions of this paragraph'shall not prevent adjustments resulting from a physical inventory of 
66 Controllable Material as provided for in Section V. 
67 
68 

69 . COPYRIGHT® 1985 by thc Council of Petroleum Accountants Societies. 
70 
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1 5. Audita 
2 
3 A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit 

4 Operator's accounts and records relating to the Joint Account for any calendar year within the twenty-four 
5 (24) month period following the end of such calendar year; provided, however, the making of an audit shall not 
6 extend the time for the taking of written exception to and the adjustments of accounts as provided for in 
7 Paragraph 4 of this Section I . Where there arc two or more Non-Operators, the Non-Operators shall make 
8 every reasonable effort to conduct a joint audit in a manner which will result in a minimum of inconvenience 
9 to the Operator. Operator shall bear no portion of the Non-Operators' audit cost incurred under this 

10 paragraph unless agreed to by thc Operator. The audits shall not be conducted more than once each year 
H without prior approval of Operator, except upon thc resignation or removal of the Operator, and shall be made 
12 at the expense of those Non-Operators approving such audit. 

13 
14 D. The Operator shall reply in writing lo an audit report within 180 days after receipt of such report 
15 
16 6. Approval By Non-Operators 
17 
18 Where an approval or other agreement of thc Parties or Non-Operators is expressly required under other sections of 
19 this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no 
20 contrary provisions in regard thereto, Operator shall notify al! Non-Operators of the Operator's proposal, and the 
21 agreement or approval of a majority in interest of the Non-Operators shal! be controlling on all Non-Opera tors. 
22 
23 
24 - I I . DIRECT CHARGES 
25 
26 Operator shall charge the Joint Account wilh the: following items: 
27 
28 1. Ecological and Environmental 
29 
30 Costs incurred for the benefit of thc Joint Properly as a result of governmental or regulatory requirements to satisfy 

31 environmental considerations applicable to lhe Joint Operations. Such costs may include surveys of an ecological or 
32 archaeological nature and pollution control procedures as required by applicable laws and regulations. 
33 
34 2. Rentals and Royalties 
35 
36 Lease rentals and royalties paid by Operator for the Joint Operations. 
37 
38 3. Labor 
39 
40 A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct of 
41 Joint Operations. 
42 
43 (2) Salaries of First Level Supervisors in the field. . 
44 
45 (3) Salaries and wages of Technical Employees directly employed on thc Joint'Property if such charges are 
46 excluded from the overhead rates. 
47 
48 (4) Salaries and wages of Technical Employees cither temporarily or permanently assigned to and directly 
49 employed in the operation of the Joint Property if such charges arc excluded from the overhead rates. 
50 
51 ' . B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
52 employees whose salaries and wages arc chargeable to thc Joint Account under Paragraph 3A of this Section I I . 
53 Such costs under thia Paragraph 3D may be charged on a "when and as paid basis" or by "percentage assessment" 
54 on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I I . I f 
55 percentage assessment is used, thc rate shall be based on thc Operator's cost experience. 
56 
57 C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 
58 applicable to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section I I . 
59 
60 D. Personal Expenses of those employees whose salaries and wages arc chargeable to the Joint Account under 
61 Paragraph 3A of this Section I I . 
62 ' 
63 4. Employee Benefits 
64 
65 Operator's, current costs of established plans for employees' group life insurance, hospitalization, pension, retirement, 

" 66 stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable lo Operator's labor cost chargeable to the 
67 Joint Account under Paragraphs 3A and SB of this Section H shall be Operator's actual cost not lo exceed the percent 
68 most recently recommended by the Council of Petroleum Accountants Societies. 
69 
70 
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1 5. Material 
2 
3 -Material purchased or furnished by Operator for use on thc Joint Property as provided under Section IV. Only such 
4 Material shall be purchased for or transferred to the Joint Property as may be required for immediate use and is 
5 reasonably practical and consistent with efficient and economical operations. Thc accumulation of surplus stocks shall be 
6 avoided. 
7 
8 G. Transportation 
9 

10 Transportation of employees and Material necessary lor the Joint Operations but subject to the following limitations: 
11 
12 A. I f Material is moved to the Joint Property from thc Operator's warehouse or other properties, no charge shall be 
13 made to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like 
14 material is normally available or railway receiving point nearest Lhe Joint Property unless agreed to by the Parties. 
15 
16 B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint 
17 Account for a distance greater than thc distance lo tho nearest reliable supply store where like material is normally 
18 available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 
19 made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 
20 Parties. 
21 
22 C. In thc application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is 
23 available when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to thc 
24 amount most recently recommended by the Council of Petroleum Accountants Societies. 
25 
26 7. Services 
27 
28 The cost of contract services, equipment and ulilities provided by outside sources, except services excluded by Paragraph 
29 10 of Section I I and Paragraph i , i i , and i i i , of Section I I I . The cost of professional consultant services and contract 
30 services of technical personnel directly engaged on tlic Joint Property if such charges are excluded from the overhead 
31 rates. Thc cost of professional consultant services or contract services of technical personnel not directly engaged on the 
32 Joint Property shall not be charged to Lhe Joint Account unless previously agreed to by the Parties. 
33 
34 8. Equipment and Facilities Furnished By Operator 
35 
36 A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
37 with costs of ownership and operation. Such rates shall include cosls of maintenance, repairs, other operating 
38 expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to 
39 exceed —l£J3 percent ( UL %) per annum. Such rates shall not exceed average commercial 
40 rates currently prevailing in the immediate area of thc Joint Property. 
41 
42 B. In Heu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the 
43 immediate area of thc Joint Property less 20%. For automotive equipment. Operator may elect to use rates 
44 published by thc Petroleum Motor TVansport Association. 
45 
46 9. Damages and Losses to Joint Property 
47 

48 Al l costs or expenses necessary for thc repair or replacement of Joint Property made necessary because of damages or 
49 losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross 
50 negligence or willful misconduct Operalor shall furnish Non-Operator written notice of damages or losses incurred as 
51 soon as practicable after a report thereof has been received by Operator. 
52 
53 10. Legal Expense 
54 
55 Expense of handling, investigating and settling litigation or claims, discharging of liens, payment ol judgements and 
56 amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to 
57 protect or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of 
58 outside attorneys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be 
59 covered by the overhead provisions of Section UI unless otherwise agreed to by thc Parties, except as provided in Section 
60 I , Paragraph 3. 
61 
62 11. Taxes 
63 
64 All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, thc operation thereof, 
65 or the production therefrom, and which taxes have been paid by thc Operator for the benefit of the Parties. I f the ad 
66 valorem taxes are based in whole or in part upon separate valuations ot each party's working interest, then 
67 notwithstanding anything to thc contrary herein, charges to thc Joint Account shall be made and paid by the Parties 
68 hereto in accordance with the tax value generated by each party's working interest 
69 
70 
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I 12. Insurance 
2 
3 Net premiums paid for insurance required Lo be carried for the Joint Operations for the protection of the Parties. In the 
4 event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker's Compensation 
5 and/or Employers Liability under the respective state's laws, Operator may, at its election, include the risk under its self-
6 insurance program and in that event, Operator shall include a charge at Operator's cost not to exceed manual rates. 
7 

8 13. Abandonment and Reclamation 
9 

10 Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory 
I I authority. 
12 
13 14. Communications 
14 
15 Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 
16 microwave facilities directly serving thc Joint Property. In the event communication facilities/systems serving the Joint 
17 Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section I I . 
18 

19 15. Other Expenditures 
20 , 
21 Any other expenditure not covered or dealt with in thc foregoing provisions of this Section I I , or in Section I I I and which 
22 is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint 
23 Operations. 
24 

25 
26 I I I . OVERHEAD 
27 
28 1. Overhead - Dri l l ing and Producing Operations 
29 
30 t. As compensation for administrative, supervision, office services and warehousing cosLs, Operator shall charge 
31 drilling and producing operations on either: 
32 
33 ( X) Fixed Rate Basis, Paragraph IA, or 
34 ( ) Percentage Basis, Paragraph IB 
35 
36 Unless otherwise agreed to by thc Parties, such charge shall be in lieu of cosls and expenses of all offices and 
37 salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under 
38 Paragraph 3A, Section I I . The cost and expense of services from outside sources in connection with matters of 
39 taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as included in 
40 the overhead rates provided for in the above selected Paragraph of this Section I I I unless such cost and expense are 
41 agreed to by the Parties as a direct charge to the Joint Account. 
42 

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

45 • 
46 ( ) shall be covered by the overhead rates, or 
47 ( X ) shall not be covered by thc overhead rales. 
48 

49 i i i . Thc salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
50 and contract services of technical personnel cither temporarily or permanently assigned to and directly employed in 
51 the operation of the Joint Properly: 
52 
53 ( ) shall be covered by the overhead rates, or 
54 ( X ) shall not be covered by the overhead rates. 
55 
56 A. Overhead - Fixed Rate Basis 
57 
58 (1) Operator shall charge thc Joint Account at the following rales per well per month: 
59 
60 Drilling Well Rate $ 6 ,000 .00 
61 (Prorated for less than a full month) 
62 
63 Producing Well Rate $ 6 0 0 • 0 0 

64 
65 (2) Application of Overhead - Fixed Rate Basis shall be as follows: 
66 
67 (a) Drilling Well Rate 
68 
69 (1) Charges for drilling wells shall begin on thc date the well is spudded and terminate on the date 
70 the drilling rig, completion rig, or other units used in completion of the well is released, whichever 
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1 • is later, except that no charge shall be made during suspension of drilling or completion operations 
2 for fifteen (15) or more consecutive calendar days. 
3 
4 (2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) 
5 consecutive work days or more shall be made at thc drilling well rate. Such charges shall be 
6 applied for the period from date workover operations, with r ig or other units used in workover, 
7 commence through date of rig or other unit release, except that no charge shall be made during 
8 suspension of operations for fifteen (15) or more consecutive calendar days. 
9 

10 (b) Producing Well Rates 
11 
12 (1) An active well either produced or injected into for any portion of the month shall be considered as 
13 a one-well charge for the entire month. 
14 
15 (2) Each active completion in a multi-completed well in which production is not commingled down 
16 hole shall be considered as a one-well charge providing each completion is considered a separate 
17 well by thc governing regulatory authority. 
18 
19 (3) An inactive gas well shut in because of overproduction or failure of purchaser to take the 
20 production shall be considered as a one-well charge providing the gas well is directly connected to 
21 a permanent sales outlet. 
22 
23 (4) A one-well charge shall be made for thc month in which plugging and abandonment operations 
24 . are completed on any well. Tin's one-well charge shall be made whether or not the well has 
25 produced except when drilling well rate applies. 
26 
27 (5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease 
28 allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 
29 
30 (3) The well rates shall be adjusted as of the first day of April each year following the effective date of the 
31 agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying 
32 the rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude 
33 Petroleum and Gas Production Workers lor thc last calendar year compared to the calendar year preceding as 
34 shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published 
35 by the United States Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as 
36 published by Statistics Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or 
37 minus the computed adjustment. 
38 
39 -R Overhead—PoFoeatogo-BaciB' 
40 
41 —(I) Qpocatoc shall charge tha Joint'Account at tho following ratos; . •—̂  
42 
43 (a) Development 
44 

45 Percent ( %) of the cost of development of thc Joint Propepty^exelusive of costs 
46 provided under Paragraph 10 of Section I I and all salvage credits. 
47 
48 (b) Operating 
49 S"^ 

60 Percent ( %) of thc cost of ope rati ng^the Joint Property exclusive of costs provided 
51 under Paragraphs 2 and 10 of Section I I , all salvagj^cfcdits, thc value of injected substances purchased 
52 for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the 
53 mineral interest in and to the Joint IVoperiyr 
54 " 
55 (2) Application of Overhead - PerccnUge^Blsis shall be as follows: 
56 
57 For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I , 
58 development shall incjtftfe all costs in connection with drilling, rcdrilling, deepening, or any remedial 
59 operations on arn^otall wells involving the use of drilling r ig and crew capable of drilling to the producing 
60 interval onprc Joint Property; also, preliminary expenditures necessary in preparation for drilling and 
61 expendjiwfes incurred in abandoning when the well is not completed as a producer, and original cost of 
62 cmjamiction or installation of fixed assets, the expansion of fixed assets and any other project clearly 
63 ^^Siscernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section U I . AU other 
64 s —costs-shall hr ronsidarodasopora-tingj— 
65 
66 2. Overhead - Major Construction 
67 
68 *Ib compensate Operator for overhead costs incurred in thc construction and installation of fixed assets, the expansion of 
69 fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
70 Joint Property, Operator shall cither negotiate a rate prior to thc beginning of construction, or shall charge the Joint 
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I Account for overhead based on the following rates for any Major Construction project in excess of $ 2 5 , 0 0 0 . OU . 

2 
3 A. 5 % of first $100,000 or total cost if less, plus 

4 
5 B. 3 % of costs in excess of $100,000 but less than $1,000,000, plus 

6 
7 C. 2 % of costs in excess of $1,000,000. 

8 
9 Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single 

10 project shall not be treated separately and the cost of drilling and workover wells and artificial l i f t equipment shall be 
I I excluded. 
12 
13 3. Catastrophe Overhead 
14 
15 To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 
16 to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by thc Parties, which are 
17 necessary to restore thc Joint Property to Lhe equivalent condition that existed prior to the event causing the 
18 expenditures, Operator shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account 
19 for overhead based on the following rales: 
20 
21 A. 5 % of total costs through $100,000; plus 

22 
23 B. 3 % of total costs in excess of $100,000 but le ŝ than $1,000,000; plus 
24 
25 C 2 % 0 f Lotal costs in excess of $1,000,000. 
26 
27 Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead 
28 provisions of this Section l i t shall apply. 
29 
30 4. Amendment of Rates 
31 
32 The overhead rates provided for in this Section I I I may be amended from time to time only by mutual agreement 
33 between thc Parties hereto if, in practice, the rates are found to be insufficient or excessive. 
34 

35 
36 IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS A N D DISPOSITIONS 
37 
38 Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material 
39 movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at 
40 Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition ot idle and/or 
41 surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to 
42 outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition 
43 A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties. 
44 
45 1. Purchases 
46 
47 Material purchased shall be charged at the price paid by Operator afler deduction of all discounts received. In case of 
48 Material found to be defective or returned Lo vendor for any olher reasons, credit shall be passed to the Joint Account 
49 when adjustment has been received by the Operator. 
50 
51 2. Transfers and Dispositions 
62 
53 Material furnished to the Joint Property and Material transferred from thc Joint Properly or disposed of by thc Operator, 
54 unless otherwise agreed to by the Parties, shall be priced on thc following basis exclusive of cash discounts: 
55 
56 A. New Malerial (Condition A) 
57 
58 (1) Tubular Goods Other than Line Pipe 
59 
60 (a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill 
61 published carload base prices effective as of dale of movement plus transportation cost using the 80,000 
62 pound carload weight basis to the railway receiving point nearest the Joint Property for which 
63 published rail rates for tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound 
64 or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain, Ohio 
65 and casing from Youngstown, Ohio. 
66 
67 (b) For grades which are special to one mill only, prices shall be computed at thc mill base of that mill plus 
68 transportation cost from that mill to the railway receiving point nearest-the Joint Property as provided 
69 above in Paragraph 2,A.(lXa). For transportation cost from poinls other than Eastern mills, the 30,000 
70 
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I pound Oil Field Haulers Association interstate truck rate shall be used. 
2 

3 (c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston, 
4 Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, 
5 to the railway receiving point nearest the Joint Property. 
6 
7 (d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices 
8 f.o.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate 
9 per weight of tubing transferred, to the railway receiving point nearest the Joint Property. 

10 

I I (2) Line Pipe 
12 
13 (a) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or 
14 more shall be priced under provisions of tubular goods pricing in Paragraph A.(lXa) as provided above. 
15 Freight charges shall be calculated from Lorain, Ohio. 
16 
17 (b) Line pipe movements (except size 24 inch OD and larger with walls 2/4 inch and over) less than 30,000 
18 pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment, 
19 plus 20 percent, plus transportation costs based on freight rates as set forth under provisions of tubular 
20 goods pricing in Paragraph A.(l)(a) as provided above. Freight charges shall be calculated from Lorain, 
21 Ohio. 
22 
23 (c) Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.o.b. the point of 
24 manufacture at current new published prices plus transportation cost to the railway receiving point 
25 nearest thc Joint Property. 
26 

27 (d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall 
23 be priced at quoted prices plus freight to thc railway receiving point nearest the Joint Property or at 
29 prices agreed to by thc Parties. 
30 
31 (3) Other Material shall be priced at thc current new price, in effect at date of movement, as listed by a reliable 
32 supply store nearest the Joint IVopcrty. or point of manufacture, plus transportation costs, if applicable, to the 
33 railway receiving point nearest Lhe Joint Property. 
34 
35 (4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current 
36 new price, in effect on date of movement, as lisled by a reliable supply store nearest the Joint Property, or 
37 point of manufacture, plus transportation cosls, if applicable, to the railway receiving point nearest the Joint 
38 Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2). 
39 
40 B. Good Used Material (Condition B) 
41 
42 Material in sound and serviceable condition and suitable for reuse without reconditioning: 
43 
44 (1) Material moved to the Joint Property 
45 - " 
46 At seventy-five percent (75%) of current new price, as determined by Paragraph A. 
47 
48 (2) Material used on and moved from the Joint Property 
49 
50 (a) A t seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was 
51 originally charged Lo thc Joint Account as new Material or 
62 
53 (b) A t sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was 
54 originally'chargcd to thc Joint Account as used Material. 
55 
56 (3) Material not used on and moved from the Joint Property 
57 
58 At seventy-five percent (75%) of current new price as determined by Paragraph A. 
59 
60 The cost ol reconditioning, ir any, shall be absorbed by the transferring property. 
61 
62 C. Other Used Material 
63 
64 (1) Condition C 
65 
66 Material which is not in sound and serviceable condition and not suitable for its original function until 
67 after reconditioning shall be priced at f i f ty percent (50%) of current new price as determined by 
68 Paragraph A. The cost of reconditioning shall be charged to thc receiving property, provided Condition 
69 C value plus cost of reconditioning does not exceed Condition B value. 
70 
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I (2) Condition D 

2 
3 Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose 
4 shall be priced on a basis commensurate with its use. Operator may dispose ol Condition D Material 
6 under procedures normally used by Operator without prior approval ot Non-Operators. 
6 
7 (a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe 
8 of comparable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be 

9 priced at used line pipe prices. 

10 
I I (b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. 
12 power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe, 
13 Upset tubular goods shall be priced on a non upset basis. 
14 
15 (3) Condition E 
1G 
17 Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under 
18 procedures normally utilized by Operator without prior approval of Non-Operators, 
19 
20 D. Obsolete Material 
21 
22 Material which is serviceable and usable for its original function but condition and/or value of such Material 
23 is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by 
24 the Parties. Such price should result in the Joint Account being charged with thc value of the service 
25 rendered by such Material. 
26 
27 E. Pricing Conditions 
28 
29 (1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25?) 
30 per hundred weight on all tubular goods movements, in lieu ol actual loading or unloading costs 
31 sustained at the stocking point. The above rate shall be adjusted as of the first day of April each year 
32 following January 1, 1985 by the same percentage increase or decrease used to adjust overhead rates in 
33 Section IN, Paragraph l.A.(3). Each year, thc rate calculated shall be rounded to the nearest cent and 
34 shall be the rate in effect until thc first day of April next year. Such rate shall be published each year 
35 by the Council of Petroleum Accountants Societies. 
36 
37 (2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down 
38 price of new Material. 
39 
40 3. Premium Prices 
41 
42 Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
43 unusual causes over which thc Operator has no control, the Operator may charge the Joint Account for the required 
44 Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and m moving it 
45 to thc Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing 
46 Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within 
47 ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use 
48 and acceptable to Operator. 
49 
50 4. Warranty of Material Furnished By Operator 
51 

52 Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint 
63 Account until adjustment has been received by Operator from thc manufacturers or their agents. 
54 
55 
56 V. INVENTORIES 
57 
58 The Operator shall maintain detailed records of Controllable Material. 
59 
60 1. Periodic Inventories, Notice and Representation / 
61 
62 ' At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 
63 of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so lhat 
64 Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an 
65 inventory shall bind Non-Operators to accept the inventory taken by Operator. 
66 
67 2. Reconciliation and Adjustment of Inventories 
68 
69 Adjustments to the Joint Account resulting from thc reconciliation of a physical inventory shall be made wilhin six 
70 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 Inventories 

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

Expense of Conducting Inventories 

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

B. Thc expense of conducting special inventories shall be charged to the Parlies requesting such inventories, except 
inventories required due to change of Operator shall be charged to the Joint Account. 
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EXHIBIT "D" 

Attached to and made a part of that certain Operating Agreement 
dated July 30, 1997 , between MEWBOURNE OIL COMPANY, as 
Operator, and Devon Energy Corporation , as Non-Operator. 

INSURANCE 

At a l l timeB during the conduct of operations hereunder, Operator Bhall maintain 
in force the following insurance, at the expense of and for the benefit of the 
Joint Account: 

Worker's Compensation Insurance 

A. Statutory Worker's Compensation coverage to include a l l areas 
involved in operations covered under this contract. 

B. Employers l i a b i l i t y with a l i m i t of $500,000 each accident. 

2. Comprehensive General Liability Insurance (CGL) 

A. Standard Comprehensive General L i a b i l i t y including coverage for 
products/completed operations. 

B. Contractual l i a b i l i t y , insuring contracts between Mewbourne Oil 
Company and their contractors covering assumed tort l i a b i l i t y . 

C. Limits of Liability: 

General ." jgregate Limit $2,000,000 

Products and Completed Operations Aggregate Limit $1,000,000 

Personal and Advertising Injury Limit $1,000,000 

Each Occurrence Limit $1,000,000 

3. Automobile Lia b i l i t y Insurance 

A. Standard Comprehensive form including a l l owned, non-owned and 
hired automobile equipment. 

B. Limits of L i a b i l i t y : $1,000,000 
Combined Single Limit 

i . Contractors' and Subcontractors 

Operator agrees to use i t s best efforts to assure that i t s 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. 

5. Umbrella Policy 

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

Operator w i l l carry Operator's Extra Expense Insurance covering costs 
of well control, clean up, and r e d r i l l i n g , with a minimum l i m i t per 
occurrence of $3,000,000 for well depths of 0-10,000' and $10,000,000 
for well depths over 10,000'. 

7. 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 l i a b i l i t y , public property damage, o i l 
lease property, pollution or contamination, or similar coverage. The 
actual premiums paid for a l l insurance shall be charged on a pro-rata 
basis to the Joint account of the parties hereto. 

8. Other Provisions 

Any l i a b i l i t y , 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, Operator 
shall promptly give written notice thereof to the other parties and in 
such event, resulting los3, 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" 

A t t a c h e d t o and made a p a r t of t h a t c e r t a i n O p e r a t i n g Agreement 
d a t e d .Tnlv 30. 1997 , between MEWQQURNE OIL COMPANY, aa 
O p e r a t o r / and r> Pvnn y.nc.rgy C o r p o r a t i o n / 
as Non-Operator. 

GAS BALANCING AGREEMENT 
FOR GAS WELL PRODUCTION 

DURING t h e p e r i o d o r p e r i o d s when any p a r t y h e r e t o haa no market f o r , o r 
i t s purchaser i a una b l e t o t a k e or i f any p a r t y f a i l s t o t a k e i t s share o f gas, 
t h e o t h e r p a r t i e s s h a l l be e n t i t l e d t o produce each month one hundred p e r c e n t o f 
t h e a l l o w a b l e gas p r o d u c t i o n assigned t o t h e U n i t Area by t h e a p p r o p r i a t e 
governmental e n t i t y having j u r i s d i c t i o n , and each o f such p a r t i e s s h a l l have t h e 
r i g h t t o t a k e a l l or any p a r t of i t s p r o r a t a share. A l l p a r t i e s h e r e t o s h a l l 
share i n and own t h e condensate recovered a t t h e s u r f a c e i n accordance w i t h t h e i r 
r e s p e c t i v e i n t e r e s t , taut each p a r t y t a k i n g such gas s h a l l own a l l o f t h e gas 
d e l i v e r e d t o i t s purchaser. Each p a r t y unable t o market i t s share o f t h e gas 
produced s h a l l be c r e d i t e d w i t h gas i n s t o r a g e e q u a l t o i t s share o f t h e gas 
produced , l e s s i t s share of gas used i n l e a s e o p e r a t i o n s , v e n t e d o r l o s t . 
O perator s h a l l m a i n t a i n a c u r r e n t account o f the gas balance between t h e p a r t i e s 
and s h a l l f u r n i s h a l l p a r t i e s h e r e t o monthly s t a t e m e n t s showing t h e t o t a l 
q u a n t i t y o f gas produced, used i n lease o p e r a t i o n s , vented o r l o s t , and t h e t o t a l 
q u a n t i t y of -condensate recovered. 

AFTER n o t i c e t o Operator, any p a r t y may b e g i n t a k i n g o r d e l i v e r i n g i t s 
share o f t h e gas produced. I n a d d i t i o n t o i t s share, each p a r t y , u n t i l i t has 
rec o v e r e d i t s gas i n sto r a g e and balanced i t s gas account, s h a l l be e n t i t l e d t o 
t a k e o r d e l i v e r a volume o f gaa equal t o f i f t y (501) p e r c e n t o f each ov e r p r o d u c e d 
p a r t y ' s share o f gas produced. I f more t h a n one p a r t y i s e n t i t l e d t o t h e 
a d d i t i o n a l gas produced, they 3 h a l l d i v i d e such a d d i t i o n a l gaa i n accordance w i t h 
U n i t p a r t i c i p a t i o n . 

IN t h e event p r o d u c t i o n o f gas permanently ceases p r i o r t o t h e t i m e t h a t 
t h e accounts o f t h e p a r t i e s have been balanced, a complete b a l a n c i n g s h a l l be 
accomplished by a money s e t t l e m e n t . Such s e t t l e m e n t s h a l l be based on t h e p r i c e 
o r p r i c e s r e c e i v e d by each over-produced p a r t y , l e s s t a x e s , f o r i t s share o f t h e 
overproduced gas, w i t h o u t i n t e r e s t . 

AT a l l ti m e s w h i l e gas i s produced f r o m t h e U n i t Area, each p a r t y s h a l l 
make a p p r o p r i a t e s e t t l e m e n t o f a l l r o y a l t i e s , o v e r r i d i n g r o y a l t y i n t e r e s t , and 
o t h e r payments o u t of o r i n l i e u of p r o d u c t i o n f o r which i t i s r e s p o n s i b l e , as 
i f each p a r t y were t a k i n g or d e l i v e r i n g t o a purchaser i t s share, and i t s share 
o n l y , o f such gas p r o d u c t i o n . Each p a r t y h e r e t o agrees t o h o l d each o t h e r p a r t y 
harmless from any and a l l c l a i m s f o r r o y a l t y payments a s s e r t e d by r o y a l t y owners 
t o whom each p a r t y i s accountable. 

THE p r o v i s i o n s o f t h i s agreement s h a l l be s e p a r a t e l y a p p l i c a b l e t o each 
r e s e r v o i r t o t h e end t h a t p r o d u c t i o n from one r e s e r v o i r i n a gas w e l l may n o t be 
u t i l i z e d f o r t h e purpose o f b a l a n c i n g u n d e r p r o d u c t i o n f r o m o t h e r r e s e r v o i r s . 

END OF EXHIBIT "E" 
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EXHIBIT "F" 

Non-Discrimination and Certification of Non-Segregated Facilities 

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

by and between Mewbourne Oil 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. Contractor 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 equality 

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 qualified Vietnam era veterans and qualified special disabled veterans. 

3. Contractor 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. 
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