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OPERATI\’G A GREE\IE\‘T

THIS AGREEMENT, entered into by and between Harper 0il Company =

, hereinafter designated and

her than Operator, sometimes hereinafter
, and collectively as “Non-Operators”,

referred to as “Operator”, and the signatory party or parties ot
referred to individually herein as “Non-Operator”

WITNESSETH: . | . -

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas in-
terests in the land identified in Exhibit “A”, and the parties hereto have reached an agreement to explore

and develop these leases and/or oil and gas interests for the production of oil and gas to the extent.and
2s hereinafter provided:

NOW, THEREFORE, it is agreed as follows: -

ARTICLE 1.
DEFINITIONS

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

A. The term *oil and gas” shall mean oil, gas, casinghead gas, gas condensate, and all other liquid
or gaseous hydrocarbons and other mazarketable substances produced therewith,
limit the inclusiveness of this term is spacifically stated.

B. The terms “oil and gas lease” , “lease” and “leaschold’ shall mean the oil 'vnd gas leases cov-
ering tracts of land lying within the Contract Area which are owned by

v the parties to this agreement.
C. The term “oil and gas interests” shall mean unleased fee and mineral interests in tracts of

land lying within the Contract Area which are owned by parties to this agreemeant.
D. The term “Contract Area” shall racan 21l of the lands, oil and gas leasehold interests and oil
and gas m\ereats intended to be developed and operated for oil and fas purposes under this agreement.

unless an infent to

and gas interests ‘ave described in Exhibit “A”.
E. The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule
of any state or federal body having authority. If a drilling unit is not fixed by any s such rule or order,
a drilling unit shall be the Arilling unit as established by the pattem of crlllmf‘ in the Contract Area

or as fixed by express agreement of the Drilling Parties. ‘

F. The term ‘‘drillsite” shall mean the oil and gas lease or interest on which a proposed well is to
be located. -

G. The terms “D;lllmcx Party” and “Consenting Party” shali mean a party who agrees to join in

and pay its share of the cost of any operation conducted under the provisions of this agreement.
H. The terms “Non-Drilling Party” and “Non-Consenting Party”

shall mean a party. who elects
rot to participate in a propnsed operation. - :

Unless the context otherwise clearly indicates, words used in the singular include the plural, the
plural includes the singular, and the neuter gender includes the masculine and the feminine.
ARTICLE 1L
.EXHIBITS

The following oxhibits, as indicated below
part hereol:
[ A. Exhibit “A”, shall include the following information:

(1) Identification of lands subject to agreement,

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

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

L) T I B dS T ICASTS aild, O

and attachzd heveto, are incorporated in znd mads 2

Ul aTed 5ds hl\-LLLDLo .bU‘U;'...\.ArEU f’f.":) da[tCIlILJl{.'
(3) Addresses of parties for rotice purposes.
. Exhibit “B”, Form of Lease.

Exhibit “C”, Accounting Procedure. :
. Exhibit “D”, Insurance.
Exhibit “E”, Gaos Balancing Agreement. : o
Exhibit “F”, Non-Discrimination and Certification of Non-Segrezated Facilities. -7
C.Beneficial Tnterest Schedule.

7
U OW

g

i< ally provision of any oexnibit L, exlépl Ealubdd B U S P SRR L A S St wny ;,;r_‘\)t,'dl‘_: Cranhoiadd

in the body of this agreement, the provisions in the body of this agreement shall pxe\.nI
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ARTICLE IIL
INTERESTS OF PARTIES

A. 01l and Gas Interests:

If any party owns an unleased oil and gas interest in the Contract Area, that interest shall be
treated for the purpose of this agreement and during the term hereof as if it were a leased interest

under the form of oil and gas lease attached as Exhibit “B”. As to such interest, the owner shall re-

ceive royalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit
“B". Such party shall, however, be subject to all of the provisions of this agreement relating to lessees,
to the extent that it owns the lessee interest,

B. Interest of Parties in Costs and Production:

Exhibit “A” lists all of the parties and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions

. ali costs and liabilities incurred in operations under
this agreement

shall be borne and paid, and all equipment and material acquired in opsrations on the
Contract Area shall be owned by the parties as their interests are shown in Exhibit “A”,

. All produc-
tion of oil and gas from the Contract Area, subject to the payment of lessor’s royalties which will be

borne by the Joint Account, shall also be owned by the parties in the same manner during the term
hercof; provided, however,

this shall not be deemed an assignment or cross-assignment of interests cov-
ered hereby.

ARTICLE 1V.
‘. TITLES

A. Title Examination:

Title examination shall be made on.the drilisite of any proposed well prior to commencement of

drilling operations or, if the Drilling Parties so request, title examination shall be made on the leases
and‘or oil and gas interests included, or planned to be included, in the drilling unit around such well.
The opinion will include the ownership of the working interest,

minerals, royalty, overriding royalty
and production payments under the applicable leases.

At the time a well is proposed, each party con-
tributing leases and/of 0il and gas interests to the drillsite, or to be included in such drilling unit, shall
furnish to Operator all abstracts (including Federal Lease Status Reports), title opinions, title papers

and curative material in its possession free of charge. All such information not in the possession of or

made available to Operator by the parties, but necessary for the examination of title, shall be obtained
by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.

Copies of all title opinions shall be furmshed to each part) hereto. The cost incurred by Operator m
this title, program shall be borne as follows -

-

[0 Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (inecluding
preliminary, supplemental, shut-in -gas rovalty opinions and division order title opinions) shall be a
part of the administrative overhead as pronded in Exhibit “C,” and shall not be a direct charge, whe;her
performed by Operator’s staff attorneys or by outside attorneys.

[ Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid "outside attorneys

. for title examination (including preliminary, supplemental shut-in gas royalty opinions and division

order titie opinions) shall be bovne by {he D:

Parties in the proportion that the interest of each’

ing Pariles as such interests appear in Exhibit “A™.

Op=rator shall make no charge for services rendered by its staff attorneys or other personnel in the
performance of the above functions.

Dritiing Party bears to the total interest of all Dt

Each party shall be responsible for securing curative matter and pooling amendments or agreements
required in connection with leases or oil and gas interests contributed by such party. The Operator shall be
responsible for the preparation and recording of Pooling Designations or Declarations as well as the
conduct of hearings before Governmental Agencies for the securing of spacing or pooling orders.” This
shall not prevent any party from appearing on its own behalf at any such hearing. :

-
PR

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or anIm" unit

has been examined as above provided, and (2) the title has been approved by the examining attorney or
title has been accepted by all of the parties who are to participate in the drilling of the well.

B. Loss of Title:

1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be Iost t}noudh
failure of title, which loss resulfs in a reduction of interest from that shown on Exhibit “A"\thla agree-
ment, nevertheless, shall continue in force as to all remaining oil and gas leases and—mte"ests-andh—v

(a) The party whose oil and gas lease or interest is affected by the title failure-shall. bear- -alone~.;
the entire loss and it shall not be entitled to recover from Operator or the other partxesanydevelopmenb——

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

patt to the other parties hereto for drilling, development, operating or other similar costs by reason of
such title failure; and

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the
operation of the interest which has been lost, but the interests of the parties shall be revised on an acre-
age basis, as of the time it is determined finally that title failure has occurred, so that the interest of
the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Arca by the amount of the interest lost; and

(c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled
on the Contract Area is increased by reason of the title failure, the party whose title has failed shall
veceive the proceeds attributable to the increase in such interests (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in’ connection with such well;
and k ' ' . ) .

(d) Should any person not a party to this agreement, who is determined to be the owner of any in-
terest in the title which has failed, pay in any manner any part of the cost of operation, development,
or equipment, such amount shall be paid to the party or parties who bore the costs which are so refund-
ed; and

(e) Any liability to account to a third party for prior production of 0il and gas which arises by
reason of title failure shall be borne by the pdrtx or parties in the same proportions in wmch they sParOd
in sueh prior production; and

(f) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection
with the defense of the interesi claimed by any party hereto

, it being the intention of the partiies
hereto that each shall defend title to its interest

and bear all expenses in connection therewith.

2. Loss by Non-Payment or Erroneous Pavment of Amount Due: If, through mistake or oversight,
any rental, shut-in well payment, minimum royalty or royalty payment, is not paid or is erroneously
paid, and as a result a lease or interest therein terminates, there shall be no monetary Iiabiiity against
the party who failed to make such payment. Unless the party who failed to make the required payment
secures a new lease covering the same interest within ninety (90) days from the discovery of the fail-
ure to make proper payment, which acquisition will not be subject to Article VIIL.B., the interests of
the parties shall be revised on an acreage basis, effective as of the date of termination of the lease in-
volved, and the party who failed to make proper payment will no longer be credited Wwith an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event
the party who failed o make the required payment shall not have been fully reimbursed, at the time of
the loss, from the pro'éeeds of the sale of oil and gas attributable to the lost interest, calculated on an
acreage basis, for the development and operating costs theretofore paid on account of such interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the
cost of any dry hole previously drilled or wells previously abandoned) from so much of the following
as is necessary to effect reimbursement: .
(a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of th= lost
mtekest on an acreage basis,-up to the amount of unrecovered_costs;

(b) Proceeds, less operating expenses, thersafter accrued attributable to the Io:t interest on an

acreage basis, of that portion of oil and gas thereafter produced and marketed (excluding production
from any wells thereafter drilled) which, In the absence of such lease termination, would be attributable
to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said-
portion of the oil and gas to be coniributed by the other parties in proportlon to their respective in-
terests; and

(c) Any monies, up to the amount of unrecovered costs, that may be paid by any party uho 13, or
bec O*‘i“S the owner of the interest Inst, for the punlrz;to of participating in the Contract Area or be-
coming a party to this agreement

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.l. and IV.B.2.

above, shall not be considered failure of title but shall be joint losses and shall be borne by all parties
in proportion to their interests.

There shall be no readjustment of interests in the remaining portion of
the Contract Area.

ARTICLE V.
OPERATOR

A. DESIGNATION AND RESPONSIBILITIES OF OPLRATOR:

Harper 0il Campany

Oporator of tha Controct Area, and shall eondunt

3

_ shall. be the
and direct ard have full control of all operatizas on
tiie Coniract Area as permitied and required by, and within the limits of,

this agreement. lu shall coa-
duct all such operations in a good and workmanlike manner, but it shall have no liabi lL?_w, as O:J*’I.'a\.Ol'
to the other parties for losses sustained or liabilities

incurred, except such as may result- fr'o_r}}, gross
negligence or willful misconduct. RS
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B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator:

Operator may resign at any time by giving written notice
thereof to Non-Operators. If Operator terminates its legal existence, no longer owns an interest in the
Contract Area, or is no longer capable of serving as Operator, it shall eease to be Operator without any
action by Non-Operator, except the selection of a successor. Operator 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 affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit “A”, and not on the number of partics remaining after excluding the voting
interest of Operator. Such resignation or removal shall not become effective until 7:00 o’clock A.M.
on the first day of the calendar month following the expiration of ninety (90) days after the giving of
notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor
Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after effect-
ive date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of
a corporate name or structure of Operator or transfer of Operator’s interest to any single subsidiary,
pavent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-~
erator shall be selected by the Parties. The successor Operator shall be selected from the parties owning
an interest in the Contract Avea at the time such successor Operator is selected. If the Operator that
is removed fails to vole or voles only to succeed itself, the successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown

on Exhibit “A”, and not on the number of parties remaining after excluding the voting interest of the
Operator that was removed. ’

C. Employees:

The number of employees used by Operator in conducting operations hereunder, their selection,

and the hours of labor and the compensation for services performed, shall be determined by Operator
and all such employees shall be the employees of Opsrator,

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual
rates prevailing in the area. If it so desires, Operator raay employ its own tools and equipment in the
drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate
of such charges shall be agreed upon by the parties in writing before drilling operations are com-
menced, and such work shall be performed by Operator under the same terms and conditions as are
customary and usual in the area in contracts of independent contractors who are doing wor qo%x sim-

4

ARTICLE VI
DRILLING AND DEVELOPMENT

P

A. Initial Well:

On or before the__ 15th day of . May
irig of a well for oil and gas at the following location:

. 19_7__9, Operator shall commence the drill-

s /4 NE/L of Section 17-123-3%1F, Lea Countv, New Mexico

and shall thereafter continue the drilling of the well with due diligence to

' a
a depth of 10,500 feet or to test the Pennsylvania Formation, whichever is

the lesser depth,

unless granite or other practically impenetrable substance or condition in the hole, which renders
further drilling impractical, is encountered at a lesser depth, or unless all p'lrtxe; agree to complete or
abandon the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling which give in-
dication of containing oif and gas in guantitics sufficient to test

, unless this agreement Sh'vll be 41?‘*?‘%1
in its application to a specxf-,c formation or formations, in which event Qperator shall b

1equ,.x;ed to
test only the formation or formations to which this agreement may apply.

2\9‘

pluf’ and abandoq same as provxded in Artxcle VI.E.1. hereof.

-4
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3. Sulesequent Operations:

i Proposed Ope Should auy

desire to drill any well on the Contracl Area

~v than the v'el‘ provided for i Avticle VLA or to rework, deepen or plug back a dry hole drilted
at the joint expense ol all pavties ov a \\'OH jointly owned by all the parties and not then producing

i paving gquantities, the party desiving to drill, rework, (‘.e(;pen or plug back such a well shall give the
orteor pavties written notice of the proposed operation, specifying the work to be performed. the loca-
oo, proposed depth., objeetive formation and the ex

)

insosuch a notice shall have ¢

timated cost of the operation. The pavties receiv-
tv (30) Qays after receipt of the notice within which to notify the

i3

persics wishing to do the work

whether w.o} cleet to povticipate in the cost of the proposed operntion.
1s Hing rig is on lozation. notice of proposal to rowork, plug back or drill deeper may be given
Lo sotephone and the respeonse period sna]l he Hmited to forty-eight (48) hours, exclusive of Saturday,
St or legal holidays, Fallure of a party receiving suich notice to reply within the period above Jixed
=i constitute an eleciien by that party not te p;z:‘i;ctp:ul in the cost of the propnsed operation. Any

ot or response given by telephone shall be promptly confivmed in writing,

2 Operations by

It any purty receiving such notice as provided in Avticle
not te pavtcipnte in the proposed operation, then. in order to be entitled to

wele, the party or p

it of this o

Ziving the natice and such other partics as shall elect

te in the onoradd
(:’.O) days (rr;'
b Le the dreifling 1

davs after the ex

ciration of the natice period of
explration of the forty-eight (48) hour p

tod
N
ovm all work for the account of the
: other eguipinent is on loeation, and if Op-
Parties shall either: () reqguest Operalor to perfovm
o0 the accownit of the Conzenting Parties, or (b) dosi

commcnce work on the proro:
:on and commpl

«mting Parties: provided
crator s a Non-Ce
S0 required bLyosuch prond

N {1) of th Operator to perferm such work, Consenting Parties, whe
¢ ng opera‘inas Avea purswnt to this Article VILR.2. shall comply with all ¢

ardocomditinns of this

any propozcd obdgration, the pronosing party, immediately after the

sLorstion oprlivaiie rotice period, s.':'::::k advize the Consenting Parties of (2) the fofal intere
tne parties : sugh operation., and (b) its recommendation as to whether the Consenting P"'
operation as proposed. FEach Consenting Party, within fortyv-eight -(42)
Sunday ov legal holiduys) after receipt of such notice, shall advize the
Hrait participation tosuch party’s interest as shown on Exhibit “A”7,
of Nen-Consenting Parties” interest. The proposing party,
may withrhraw sush proposal if theve iz insufficient porticipation. and shall promptly  netify
viies of such decizion.

noos (~\clustv of

£

party o

0~
o
e

ov i) carry s propes

al s

1

entire cost and risk of conduciing such cperations shall be borne hy the Consenting Parties in
the proportions they have elected to bear same under the terms of the preceding paragraph. Consanting
shall keep the lezsehold ostates involved in such operations free and clear of all liens and

.o ombrances of every kind created by or avising from the operations of the Consenting Parties. I{ such
“ ation reswits in o dry hole the Consenting Partiex shall plug and abandon the well at their sole

risk and expense, I any well drilled, reworked, deepencd or plugzged back under the provisions
hin Article results in a producer of oil and or gas in paying quantities, the Consenting Parties shall
cotete and equip the well to produce at thelr sole cost and risk, and the well shall then be turned

L
oo to Operator anel 2

wted Ly it at the expense and for the account of the Consenting Parties.
N IS

commenceim

the drilling, reworking, deepening or plugging hack of any such
covdnnes with the provisions of this Avticle, each Non-Consenting Party
e deemed to have relinguished to Cousenting Parties, and the Conszenting Parties shall own and
teooentitled to receive, in proportion to their respective interests, all of such Non-Consentinz Party's

S < el

3 Consenting Porties in

in the well and share of production therefrom until the proceeds of the sale of such shove.
<l at the welll or market volue thereof i such share is not sold (afwer

deducting production
crees royalty, overd voand other inter
oo ormessured by this retion from such \‘.’0‘11 occruing with respect o such interest uniyd it reverts)

ool oegnal the toia! of the following:

OV

sty existing on the offeetive date herveof, pavable out of

PR

f5) I00% of corty such Non-Consenting Pariy’s shire of the cost of any newly acquived surface
s lienent beyond tho wellhead connections (includn

o, but not hmited to, stock tonks. separators,

LU, pumping iprnent ard piping), plas 1087 of ecach surh Non-Consenting Party’s share o the
. : CEEL te e, + fuany st coaeh el N
R Sacdt Feve bl 1 dendt sl Dl od Tioes £\l

ch coxts and equivment will be that interes:

e to ewch Non-Conzeating Party had it participated in the well frem the bo-
e of the Op‘:.u(,l,_; andf."’

«'b)_3.O_Q % of thar portion of the costs and cxponses of drilling reworking, deepening, or plugzing

H LESSS TN

testing and cempieting, 'a:‘tcr deducting any cash contributions received under Article VIII.C.. and

a

N1 EGIRI E
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3009 of that portion of the cost’ of newly acquired equipment in the well (to and including the well-

head conncctions), which would have been chargeable to such Non-Consenting Party if it had partici-
pated therein.

Gas production attributable to_any Non - Consenting Party's relinquished interest upon such Party’s
clection, shall be sold to its purchaser, if available, under the terms of its existing gas sales con-

tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivahle from

such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-

ered from the Non - Consenting Paxty s relinquished interest.

It such Non - Consenting Party has not
contracted for sale of its gas at the time such gas is

available for delivery, or has not made the elec-
tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party’s share of gas as hereinabove provided during the recoupment period.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share
of production, or the proceeds thevefrocm, Consenting Parties shall be responsible for the payment of

all production, severance, gathering and other taxes, and all royalty, overriding royalty and other

burdens applicable to Non-Consenting Party’s share of production.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall

be parmitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of
all such equipment shall remain unchanged; and upon abandonment of a well after such reworking,

plugzing back or deeper drilling, the Consenting Fariies shall account for all such equipment to the
owners thereof, with each party receiving its proportionate part in kind or in value, less cost of
salvage.

Within sixty (60) days after the completion of any operation under this Article, the party con-
ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling,
deepening, plugging back, testing, completing, and equipping the well for production; or, at its option
the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed
statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
reimbursed as provided above, the Party condnucting the cperations for the Consenting Parties shall furn-
ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
operation of the well, stogether with a statement of the quantity of oil and gas produced from it and the
amount of proceeds realized from the sale of the well’s working interest production during the preceding
month. In determining the quantity of oil and gas produced during any month, Consenting Parties
shall use industry accepted methods such as, but not limited to, metering or periodic well tests. Any
amount realized from the sale or other disposition of equipment newly acquired in connection with any
such operation which would have been owned by a Non-Consenting Party had it participated therein
shall be credited against the total unreturned costs of the work done and of the equipment purchased,
in determining when the interest of such Non-Consenting Party shall revert to it as above provided;
and if there is a credit balance, it shall be paid to such Non-Consenting party.

If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest
the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
matically revert to it, and, from and after such reversion, such Non-Consenting Party shall own the same
interest in such well, the material and equipment in or pertaining thereto, and the production there-
from as such Non-Consenting Party would have been entitled to had it participated in the drilling,
1re'.‘,'or‘::'m?r deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
charzed with and shall pay its proportionate pari of the further costs of the operation of said well in

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

Notwithstanding the provisions of this Article VI.B.2, it is agreed that without the mutual consent

of all parties, no wells shall be completed in or produced from a source of supply from which a well
located elsewhere on the Contract Area is producing, unless such well conforms to the thenfemmmg
well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the';“i‘nitial
well described in Article VLA, except (a) when Option 2, Article VIID.1,, has been selected, 'or (b)

to the reworking, deepening and plugzing back of such initial well, if such well is or thexea‘ftér :shall

prove to be a dry hole or non-commercial well, after having been drilled to the depth specified 1n A1 ticle
VI.A.

C. Right to Take Production in Kind:

Each party shall have the right to take in kind or separately dispose of its propor! tmnateshake of
all oil and gas produced from the Contract Area, exclusive of production which may be} Lse&"“' de-
velopment and producing operations and in preparing and treating oil for malketxnwp&rpdSWmd—
production unavoidably lost.. Any extra expenditure incurred in the taking in kind or- separate: mspo—~§
sition by any party of its proportionate share of the production shall be borne by ‘such partyrlAny-—=
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party taking its share of production in kind shall be required &pay for only its proportionate share
of such part of Operator’s surface facilities which it uses. \

\
¥

}

Each party shall execute such division orders and contracts as may be necessary for the sale of its
interest in production from the Contract Area, and, except as provided in Article VIL.B,, shall be entitled
to receive payment direct from the purchaser thereof for its share of all production.

In the event any party shall fail to make the arrangements necessary to. take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Contract Area, Operator shall have
the right, subject to the revocation at will by the party owning it, but not the obligation, to purchase such
oil and gas or sell it to others at any time and from time to time, for the account of the non-taking

party at the best price obtainable in the area for such production. Any such purchase or sale by Op-

erator shall be subject always to the right of the owner of the production to exercise at any time its
right to take in kind, or separately dispose of, its share of all oil and gas not previously delivered to a

purchaser. Any purchase or sale by Operator of any other pariy’s share of oil and gas shall be only for

such reasonable periods of time as are consistent with the minimum needs of the industry under the

particular eircumstances, but in no event for a period in excess of one (1) year. Notwithstanding the
foregoing, Operator shall not make 2 sale, including one into interstate commerce, of any other party's

share of gas production without first giving such othev party thirty (30) days notice of such intended
sale.

In the event one or more parties’ separate disposition of its share of the gas causes split-stream de-
liveries to separate pipelines and/or deliveries which on a day-to-day basis for .any reason are not
exactly equal to a party’s respective proportionate share of total gas sales to be allocated to it, the

balancing or accounting between the respective accounts of the parties shall be in accordance with

any Gas Balancing Agreement between the parties hercto, whether such Agreement is attached as
Exhibit “E”, or is a separate Agreement.

D. Access to Contract Area and Information:

Each party shall have access o the Contract Area at all reasonable times, at its sole risk to inspect
or observe operations, and shall have access at reasonable times to information pertaining to the de-
velopment or operation thereof, including Operator’s books and records relating thereto. Operator, upon
request, shall furnish _each of the other parties with copies of all forms or reports filed with govern
mental agencies, datly drilling reports, well logs, tank tables, daily gauge and run tickets and repoxts
of stock on hand at the first of each month, and shall make available samples of any cores or cuttings
taken from any well drilled on the Contract Area. The cost of gathering and furnishing information to
Non-Operator, other than that specified above,

shall be charged to the Non-Operator that requests the
information,

E. Abgmdonment of Wells:

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

such wells shall be pluaged and abandened in accordance with applicable regulations and at the cost,
rick aund expense of the parties who participsted in the cost of drilling of such well. Any pariy who ob-
jects to the plugging and abandoning such well shall have the rignt to take over the well and conduct
further operations in search of oil and or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
worked pursuant to Article VI.B.2. hereof for which the Consenting Parties have not been fully reim-

bursed as therein provided, any well which has been completed as a producer shall not be plugged and
abandoned without the consent of all parties. If all parties

consent to such abandonment, the w sell shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense

of all the parties hereto. If, within thirty (30) days after receipt of notice of the proposed abandonment
of such wel], all parties do not agree to the abandonment of any well, those wishing to continue its_op-
eration shall tender to each of the other parties its proportionate share of the value of the well's salvable
material and equipment, determined in accordance \/lth the provisions of Exhibit “C”, less the estirﬁated

- Fooe ; 1
coszoof fartvaging and the estimated ¢ost of plug

cging wnd abandoning.  Bach abandoyning party  shall
a3sign to the non-abandoning parties, \wtnout warranty, express or implied, as to title oL, as toquan*xty
quality, or fitness for use of the equipment and material, all of its interest in the well anc. related eauio-
ment, together with its interest in the leasehold estate as to, but only as to, the interval or mtarv:d: of the
formation or formations then open to production. If the interest of the abandoning party 13 ox', mclud%
an oil and gas interest, such party shall execute and deliver to the non-abandoning party- ::-oartxes..a:L

oil and gas lease, limited to the interval or intervals of the formation or formations then open to pr foduc- ..

tion, for a term of one year and so long thereafter as oil and/or gas is produced from the.l_‘terva};onm*ep_

-7-
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vals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit

“B”. The assignments or leases so limited shall encompass the “drilling unit” upon which the well is

located. The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon
the relationship of their respective percentages of participation in the Contract Area to the aggrepate of
the percentages of participation in the Contract Area of all assignees.

There shall be no readjustment
of interest in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the op-
eration of or production from the well in the interval or intervals then open other than the royalties
retained in any lease made under the terms of this Article. Upon request, Operator shall continue to
operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may aris

e as the result of
the separate ownership of the assignad well

ARTICLE VIIL
EXPEXNDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible
only for its obligations, and shall be liable only

for itz proportionate share of the costs of developing
and operating the Contract Area. Accordingly, the liens granted among the parties in Article VII.B. are
given to secure only the debts of each severally. It is not the intention of the parties to create, nor shall
this agreement be consirued as creating. a mining or other partnership or association, or to render the
parties liable as partners.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a
security interest in its share of oil and or gas when extracted and its interest in all equipment, to secure
payment of its share of expense, together with interest thereon at the rate provided in the Accounting
Procedure attached hereto as Exhibit “C”. To the extent that Operator has a security interest under the
Uniform Commercial Code of the State, Operator shall be entitled to exercise the rights and remedies
of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator
for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as securily for the payment thereof. In addition, upon default by any Non-
Operator in the payment of its share of expense, Operator shall have the right, without prejudice to
other rights or remedies, to collect from the purchaser the 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 to rely upon Operator’s written statement concerning the amount of any de-

fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-
ern>'no’s nraportionate shuarve of expense.

1f any party fails or is unable to pay its share of expense within sixty (60) days after rendition of
a statement therefor by Operator, the non-defaulting parties, including Operator, shall, upon request by
Operator, pay the unpaid amount in the proportion that the interest of each such party bears to the in-
terest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain reimburse-
ment thereof, be subrogated to the security rights described in the foregoing paragraph.

C. Poyments end Aecvunting:

Except as herein otherwise specifically provided, Opsrator shall promptly pay and discharge expenses

incurred in the development and ope(atmon of the Contract Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the expense basis pro-

vided in the Accounting Procedure attached hereto as Exhibit “C”. Operator shall keep an accurate

record of the joint zccount hereunder, showing expenses incurred and charges and credifts made and
received. v
Operator, at its election, shall have the right from time to time te demand and receive from the
other parties payment in advance of their respective shares of the estimated amount of the expér{se to
ke incurred in operations hereunder during the next succeeding month, which right may he exercised only
by submission to each such party of an itemized statement of such estimated expense, to<'ether thh
an inyoaize for its shura thereof. Eacn such steizment and inveice {or the poyment {n o vance of est
mated expense shall be subrmtu_d on or before the 20th day of the next preceding mOﬁtn Eacn party
shall pay to Operator its proportionate sharc of such estimate within fifteen {15) da_y:, after such es-
timate and invoice is received. If any party fails to pay its share of said estimate Wlt.hln saxd tu'ne the
amount due shall bear interest as-provided in Exhibit “C” until paid. Proper adju:,t:rent shan be
made monthly between advances and actual expense to the end that each party shall bear;md..-pay“ﬂa_,
proportionate share of actual expenses incurred, and no mare.

-8-
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D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shaﬂ be drilled or deepened, ex-
cept any well drilled or deepened pursuant to the provisions of Article VI.B.2. of this Agreement, it being
understood that the consent to the driliing or deepeuning shall include:

Option No. 1: All necessary expenditures for the drilling or deepening. testing, completing and
cauipping of the well, including necessary tankage and or surface facilities.

"X Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When
such well has reached its authorized depth, and ail tests have been completed, Operator shall give im-
mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties
receiving such notice shall have forty-eight (48) hours (tckrcivempheSotrrdammmbaresimmesmuiogaduiniiss.
wmm in which to elect to participate in the setting of casing and the completion attempt. Such election,
when made, shall include consent to all necessary exvenditures for the completing and equipping of such
well, including necessary tankage and, or surface faciiities. Failure of

any party receiving such notice
{0 reply within the perviod above fixed shall constitute an election by

that partv w«at to participate in
the cost of the completion attempt. If one or move. bu! less than all of the parties. elect to set pipe and

to attempt a completion, the provisions of Article VI.B.2. herecof (the phrase ‘reworking, deepening or
plugeing back™ as contained in Article VI.B.2. shall b deemed to include “completing™) shall apply to

the operations thereafier conducted by less than all parties.

2. Rework or Plug Back: Without the consent of all pavties, no well shall be reworked or plugged
back except a well reworked or plugged back pursuant to the provisions of Article VL.B.2. of this agree-
ment, it being understood that the consent to the reworking or plugging bhack of a well shall include
consent to all necessary expenditures in conducting such operations and completing and equipping of
sald well, including necessary tankage and or surface facilities.

3. Other Operations: Operator shall not undertake any single project reasonably estimated to require
an expenditure in excess of_Fifteen Thousand and NO/100-——————- Dollars ($_15,000.00 )
except in connection with a well, the drilling. reworking. deepening. completing, recompleting, or plug-

ging back of which has been previously authorized by or pursuant to this agrcement; provided, how-
ever, that, in case of explosion, fire. flood or other sudden emergency, whether of the same ar different
nature, Operator mag' take such steps and incar such expenses as in its opinion ave required to deal with
the emergency to safeguard life and property but Operator, as promptly as possible, shall report the erner-
geney to the other parties. If Operator prepares “Authority for Expenditures” for its own use.
Operator, upon request, shall furnish copies of its “Authority for Expenditures™ for any single project
costing in excess of Ten Thousand and NO/100-——=-———————- Dollars ($ 10’000'0% ).

E. Royalties, Overriding Royalties and Other Payments:

Each party shall pay or deliver, or cause to be paid or delivered, all royalties to the extent of
1/8 of 8/8 due on its share of production and shall hold the other parties free

from any liability therefor. If the interest of any party in any oil and gas lease covered by this agree-
ment is subject to any royalty, overriding royalty, production payment, or other charge over and above
the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account
for or cause to be accounted for, such interest to the owners thereof.

No party shall ever be responsible, on any price basis higher than the price received by such party,
to any other party’s lessor or royalty owner; and if any such other party’s lessor or royalty owner should
deniand and receive settlements on a higher price basis, the party contributing such lease shall bear the
royalty burden insofar as such higher price is concerned.

F. Rentals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum rovalties which may be required under the terms of
any lease shall be paid by the party or parties who subjected such lease to this agreement at its or their
expense. In the event twa or more parties own and have contributed interests in the same lease to this
agreement, such parties may designate one of such parties to make said payments for and on behalf of al
such parties. Any party may request, and shall be entitled to receive, proper evidence of all such pay-

ments. In the event of failure to make proper payment of any rental, shut-in well payment or minimum
“ownlty throusk mist:

ce or oversicht where such pavment is required to continue the lease in force.
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Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well‘-o;uthe shut-
ting in or return to production of a producing gas well, at least five {5) days (excluding Saturday, Sun-
day and holidays), or at the earliest opportunity permitted by circumstances, prior o taking such actibn.
but assumes no liability -for failure to do so. In the event of failure by Operator to so notify Non-
Operator, the loss of any lease contributed hereto by Non-Opevator for failure to make timely payments...

-9 -
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of any shut-in well payment shall be barne jointly by the parties heveto under the ptovxswns of Article
1V.B.3.

G. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad
valorem taxation all property subject to this agreement which by law should be rendered for such
axes, and it shall pay all such taxes assessed thereon hefore they become delinquent. Prior to the ren-

dition date, each Non-Operator shall furnish Operator’information as to burdens (to include, but not be

limited to, royvalties, overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leasehold estate is reduced by reason of its
being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in
ad valorem taxes resulting therefrom shall inure to the benefit of the owner ov owners of such leasehold
estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such
reduction. Operator shall bill other parties for their proportionate share of all tax payments in the man-
ner provided in Exhibit “C”. -

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within
the time and manner prescribed by law, and prosccute the protest to a final determination, unless all
parties agree to abandon the protest prior to final determination. During the pendency of administrative
or judicial proceedings, Operator may elect to pay,

under protest, all such taxes and any interest and
penalty. When any such protested assessment shall

have been finally determined, Operator shall pay
the tax for the joint account, together with any interest and penalty accrued, and the total cost shall then
be assessed against the parties, and be paid by them, as provided in Exhibit “C”.

Eoach party shall péy or cause to be paid all production, severance, gathering and other faxes im-
posed upon or with respect to the production or handling of such party's share of oil and/or gas pro-
duced under the terms of this agreement,.

H. Imnsurance:

At all times while operations are conducted hereunder, Operator shall comply with the Workmen's
Comnpensation Law of the State where the operations are being conducted; provided, however, that Op-
erator may be a self-insurer for liability under said compensation laws in which event the only charge

_that shall be made to the joint account shall be an amount equivalent to the premium which would have

been paid had such insurance been obtained. Operator shall also carry or provide insurance for the
benefit of the joint account of the parties as outlined in Exhibit “D”, attached to and made a part hereof.
Operator shall require all contraciors engaged in work on or for the Contract Area to comply with the
Workmen’s Compensation Law of the State where the operations are being conducted and to maintain
such other insurance as Operator may require.

In the event Autemaobile Public Lisbility Insurance is specified in said Exhibit “D”, or subsequently

receives the approval of the parties, no divect chc.rge shall be made by Operator for pxemiums paid for
such insurance for Operator’s fully owned automotive equipment.

ARTICLE VIil.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties do not agree or consent thereto, the party desiring to surrender shall assign, without express
or implied warranty of title, all of its interest in such lease, or portion théreof, and any well, material and
equipment which may be located thereon and any rights in production thereafter secured, to the -p‘arties
not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest, the as-
signing party shall execute and deliver to the party or parties not desiring to surrender an oil and gas
lease covering such oil and gas interest for a term of one year and so long thereafter as oil and/or gas
is produced from the land covered thereby, such lease to be on the form attached hereto as Exhibit “B”.

Upon such assignment, the assigning party shall be relieved from all obligations thereafter accruing,
Lut ony

;0 theretofore accrued, with respeet 1o the ncrenye assigned and the operation of any well thérenn,
and the assigning pacty shall have no further interest in the lease assizaed and its thlpmt_l“n. aru pro-
duction other than the royalties retained in any lease made under the terms of this Artlcle The parues
assignee shall pay to the party assignor the reasonabie salvage value of the latter’s m..erest in any wells
and equipment on the assigned acreage. The value of all material shall be determmed m accordance
with the provisions of Exhibit “C”, less the estimated cost of salvaging and the estxm:&tedL msb-okpx'w_-
ging and abandoning. If the assignment is in favor of more than one party, the as;t;dned interest shall .

—_—
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‘of a well or any other opegation on the Contract Area, such contribution shall be paid &

be shared by the parties assignee in the proportions that the interest of each bears to the interest of all
parties assignee,

Any assignment or surrender made under this provision shall not reduce or change the assignor’s or
surrendering parties’ interest, as it was immediatgly before the assignment, in the balance of the Contract

“ Area; and the acreage assigned or surrendered, and subsequent operations thereon, shall not theéreafter

be subject to the terms and provisions of this agreement.

B. Renewal or Extension of Leases:

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

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it
shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of
their respective percentage of participation in the Coniract Area to the aggregate of the percentages

of participation in the Contract Area of all parties participating in the purchase of such renewal lease.

Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

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

The provisions of this Article shall apply to renewal leases whether they are for the entire interest
covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease
taken before the expiration of its predecessor lease, or taken or contracted for within six {6) months after
the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted

for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
lease and shall not be subject to the provisions of this agreement.

The provisions in_.this Article shall apply also and in like manner to extensions of oil and gas

Sra oy . . o _ L . " N
P mrs-a‘, A= R e T P T e

arty who
™ 0f such drilling or
o \\ho, the co'xtub“uo*x 13

conducted the drilling or other operation and shall be applied by it against the
other op=zration,

If the contribution !

n othe form of acreage. the

T other parties of all acreage or money contributions it may obtain in support of any well or
o V=W L s A . -
e N —— e —————————

If any party contracts for any consideration relating to m:po;xt'on of such party’s share of substances
produced hereunder, such con;.deratxon shall not be deemed a contribution as contemplated in this

Anrticle VIIL.C.

D. Subseqguently Created Interest:

Notwithstanding the provisions of Article VIILE. and VIILG,, if any party hereto shall, subéewquent
to execution of this agreement, create an overriding royalty, production payment, or net proceeds inter-
est, which such interests are hereinafter referred to as “subsequently created interest”, such subsequently

created interest shall be specifically made subject to all of the terms and provisions of this agreem’éﬁt, as
follows: ’

Lo If non-conseab cperations are conducied puosuant fo any provision of this agreement
party conducting such operations becomes entuled to receive the production attnbutaole to f.hcr mt@rest
out of which the subsequently created interest is derived, such party shall receive same {ree 'md cIea"

of such subseque'ltl) creatocl 1nterest The part_y creating same shall bear and pay all such subaequently

all liability resultmg thetefrom.

-11-
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2. If the owner of the interest from which the subsequently created interest is derived (1) fails to

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

shall have the right to enforce all provisions of Article VILB. hereof against such subsequently created
interest.

E. Maintenance of Uniform Interest:

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

1. the entire interest of the party in all leases and equipment and production; or

2, an equal undivided interest in all leases and eguipment and production in the Contract Area.

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

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

F. Waiver of Right to Partition:

Last

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

N e e P Pty ——
interests in the Contract Area, it shall promptly give written notice to the other parties, wj
mation concerning its proposed sale which shall include the name and address

the offer. The other paxtles shall then have an opt10na1
receipt of the notice, to purchase on the same terms g
proposes to sell; and, if this optional right_i
chased interest in the proportions
partics. However, there s

.ondxtions the interest w mch the other party
Tercised, the purchasing parties shall share the pur-
e interest of each bears to the total interest of all purchasing
¢ no preferential right to purchase in those cases where any party wishes
'Sts, or to dispose of its interests by merger, reorganization, consolidation, or sale
stantially all of its assets to a subsidiary or parent company or to a subsidiary of a parent

. PV PVICCE TN wlos ol oo o o oot Lo 2 14 £l 4 1
£y CRi ﬁ'l tl-' v LL' ﬁ cd
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ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of part-
nership or an association for profit between or among the parties hereto. Notwithstanding any pro-
visions herein that the rights and liabilities hereunder are several and not joint or collective. ov that this
agreement and operations hereunder shall not constitute a partnership, if, for Federal income tax pur
poses, this agreement and the operations hereunder arve regarded as a partnership, each party hereby
atwcted clects to be excluded from the application of all of the provisions of Subchapter “K”, Chapter

SAT of the Toteran! Rovends Codee af 1054 as proermiitred aod withooized b Soction Ten of
the Coue and the regulations promulgated thereunder. Operator 1s authorized and directed to execuie on
behalf of each party hereby affected such evidence of this election as may be required by the Secretary
of the Treasury of the United States or the Federal Internal Revenue Service, including specifically, but
not by way of limitation, all of 'the returns, statements, and the data required by Federal Regula-
tions 1.761. Should there be any requirement that each party hereby affected give furthex"'evidence-;of
this election, each such party. shall execute such documents and furnish such other evidence as may be

required by the Federal Internal Revenue Service or as may be necessary to evidence this election.. No

-12 -



23
24
25
26
27
28
29
30
31
32
33

35

36
37

40

.

such party hell give any notices ov take any other action

imconsistent with the election made hereby.
If any poesent or future income tax laws of the state ov states in which the Contract Arvea is Incated or
States contaiz provisions similar to those in Subchapter K

anyv futiie income tax laws of the United
Chanter 1. Subtitle “A”, ol the Internal Revenue Code of 1954,
L

>

Lmder which an election similar to that
pruvided by Section 761 of the Code i3 permitted, each party hereby affected shall make such election az
may bo pormitted or requived by such laws. In making the foregoing election,
the income derived by such party from Opcerations hereunder

computa‘ion of partnership taxable income.

each such party states that
can be adequately determined without the

ARTICLE X,
CLADMS AND LAWSUITS

O*) ‘rator may settle any sm”‘p damage claim or suit avising from cperations hereunder if the ex-
panditure does not exceed ___'_111_\.’6_ Thousand and N0/100~——————————e e~ Dglars
(3»__2,}1‘_00-00 ) and if the payment is in complete sattlement of such clair or suit. If the amo
required for settlement exceeds the above amount, the parties hercto shall assumz and take over ‘hc
35 such authority is delegated to Operator. All costs an

1 arging b claim or suit shzll be at the joint ex

s party or if any party is sued on account of any matter

further handling of the clabm ov suit, unle

Kal Qd
4]
I
1

stch izu:‘.i'.'ic‘:ual nas control because of the rights given

no
I imm tely notify Operator, and the claim or suit shall

-t P ‘ ¥
aoations hereunder.

ARTICLE XU
FORCE MAJEURE

If any party is renderad unable, wholly or in part, by force majeure to carry out its oblizations
undar this agreement, other than the obligation to make money payments, that party shall give to all
cthor parlies prompt written notice of the force majeure with reasonably full particulars concerning it;
theretinon, the obligations of the parvty ffii-izw the notice, so far as they are affected by the force majeure,
shall be suspended during, but no longer than, the continuance of the force majeure. The affected party

to remove the farce majeure situation as quickly as practicable.

v

shall tse all reasonabls di

The reguirement that any force majeure shall be ren

wdied with 2ll reasonable dispatch shall not
require the settlement of strikes lo;.—.outs, or other labor difficully by the pariy involved, contrary io ils

shall be enticely within the discretion of the porty

vishes; how all such difficulties shall be handled

concariad,

The term *force majeur as here employed, shall mean an act of God, strike, lockout,

e'?,
industrizi disturbance, act of the public enemy, war, blo
explasion, governmental actio

or othar
ckade, public riot, lightning, fire, storm, flood,
n, governmeauntal c‘ehw restrai

and ooy othier cause, wheiher

nt or.inaction, unawvailability of equipment,
2 enumel
f the party clairaing suspension

L.
f the kind

ted sbhove or olhevwisae, which is nol
reasonably within the control

RTICLE XIL
NOTICE :

All notices authorized or r=qu d bem een the and required by any m the provisions of

. ; verbally o

unless otherwise speciflicelly provided. shall be giverd in WrTning b\' United States mail
T Cchnries poen vy ieleiypel o drezzad to the pariv to
an ot 25300 hsted on B The g natice glven under an

dezmed given only when rveceive

party to whom such not l\.L is directed

/ nd hout
» response thereto shall run from the date/the originat-
ing notice is received. The second or any responsive notice shall be deemed given when deposited in’

oy

nd e time for such party to give any notice in

the Urnited States mall or with the Western ?f}xro"ggvké%b -aph Company, with postage or charges prepaid,
r W en ve . | .

or whan sont by tcletypc./ jach purty ,Fa? ndve the rignt to change its address at any time, and from

time to time, by giving written notice herecf to all oth ti -

RTICLYE XIIL
TERM OF AGREEMENT

No. 1: So long us any of the oil and gas leases subject to this agreement remain’ “or <'>*c con-
tinued in fO"Ct. 2s to any part of the Contract Avea, whether by production, extension, renewal or O'._l"r—

wise, and,er so long as oil and/or gas production continues from any lease or oil and 23 interest.

~-13 -~
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(3 Option No. 2: In the event the well desceribed in Article VLA, or any sub:counnf well drilled
under any provision of this agreement, results in production of oil and/ox gas in payinzg quantities, this
agreement shall continve in force so long as any such well or wells produce, or are capable of produc-
tion, and for an additional period of __90 days from cessation of all production; provided, howaver,
if, prior to the expiration of such additional period. one or more of the parties hereto are engased in
drilling or reworking a well or wells hereunder, this agreement shall continue in force until such op-
erations have been completed and if production results thevcfrom, this agreement shall continue in
force as provided herein. In the event the well described in Article VI.A,, or any subsequent well
drilied hereunder, results in a dry hole, and no other well is producing, or capable of producing oil
and/or gas from the Contract Arvea, this agresment shall terminate unless drilling or rew orking opera-
tions are commenced within__90 days from the date of abandonment of said well.

It is agreed, however, that the termination of this agreement shall not relieve a any party hereto fkom

any liability which has accrued or attached prior to the date of such termination.

ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject 1o the

conservation laws of the state in which the committed
acreage is located, to the valid rules,

regulations, and orders of any duly constituted reguiatory body of
said state: and to all other applicable federal, state, and local laws, ordinances,

rules, regulations, znd
orders,

B. Governing Law:

The essential validity of this '*gree nt and all matters pertaining thereto, including, but not lim-

mance, breach, remedies, procedures, rights, duties and in-
erned and determined by the law of the state in which the
Contract Area is located. 1f the Contract Avea isin two or more states, the law
of the land in the Contract Area is located shall govern.

ited to, matters of performance, non-per
terpretation or construction, shall bs gov

of the state where most

ih

ARTICLE XV.
OTHER PROVISIONS

A. It is agreed between the parties hereto, that at such time as a Gas Well is
completed under the terms of this agreement, and in the event a party to this
agreement desires to sell its proportionate part of the gas into an Interstate -
Pipeline, then it is expressly agreed and understood that the "Cas Balancing
Agreement' as set outr in Exhibitc "E" of thi
approved by the parties to this agreement.

B. As to the NE/4 and the N/2 SE/4 of Section 17-125-34E, it is hereby understood
and agreed this tract shall be subject to the Farmout Agreement, dated October 20,
1978, as amended, between Union 0il Company of California and Harper 0il Company

and the terms of the Farmout Agreement shall as to the parties to that Farmout Agree-
ment prevail over the terms of this Operating Agreement.

is agreement shall be in effect as if

C. As to the W/2 and the $/2 SE/4 of Section 17-12S-34E, it is hereby understood and
agreed this tract shall be subject to the Farmout Agreement between Enserch Exploration,
Inc., et al, and Harper 0il Company and the terms of the Farmout Agreement shall as to
the parties to that Farmout Agreement prevail over the terms of this Operating Agreement.

D. As to the SE/4 of Section 8-125-34E, it is hereby understood and agreed this tract
shall be subject to the Farmout Agreement between Cotton Petroleum Corporation and
Harper 0il Company and the terms of the Farmout Agreement shall as to the parties to
that Farmout Agreement prevail over the terms of this Operating Agreement. .-

E. Harper 0il Company, Fluor 0il and Gas Corporation and Texas City Refining; Inc.
shall participate in the above mentioned Farmout Agreement's as set out on the
Beneficial Interest Schedule attached hereto as Exhibit "G".

14 -
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ARTICLE XVIL
MISCELLANEOUS

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

This agreement may be executed in any number of counterparts, no one of which
needs to be executed by all parties or may be ratified or consented to be separate
instrument in writing specifically referring hereto, and shall be binding upon all
those parties who have executed such a counterpart, ratification or consent hereto
with the same force and effect as if all such parties had signed the same document
and regardless of whether or not it is executed by all other parties owning or claim-—
ing an interest in the lands within the above described unit area.

IN WITNESS WHEREOF, this agreement shall be effective as of 16th day of April, 1979.

OPERATOR
ATTYEST: HARPER OIL CO?PANY
- Assfstant Secretary Vice Pre31dent
VN()N-JDI’EI{ATFOI{S
ATTEST: FLUOR OIL AND GAS CORPORATION
T ~ Secretary a - President
ATTEST: TEXAS CITY REFINING, INC.
o Secretary President
WITNESS:
Perry Bass
ATTEST: COTTON PETROLEUM COMPANY
Secretary President
ATTEST: UNION OIL COMPANY OF CALIFORNIA
Secretary President
ATTEST: ENSERCH EXPLORATION, INC.
Secretary President
ATTEST: GETTY OIL COMPANY
) Secrerary 7 President
ATTEST: BASS ENTERPRISES PRODUCTION CO.
.Secretary : President



April 16, 1979,

EXHIBIT A"

Attachad to and made a part of that certain Operating Agreement dated
betwveen Harper 0il Company, as Operator and Fluor 0il &

Gas Corp., et. al., as Non-Operators.

I.

IT.

ITI.

Iv.

V.

SE/4 of Section 8

SW/4 of Section 9

NW/4 and Section 16

All of. Section 17 .

All in Township 12 South, Range 34 East, N.M.P.M., Lea County, New
Mexico, containing 1,120 acres more or less.

RESTRICTIONS AND LIMITATIONS OF CONTRACT AREA:

The lands covered by this agreement from the surface of the earth down
to the stratigraphic equivalent of the deepest depth drilled in the test well.

INTEREST OF PARTIES IN INITIAL TEST WELL:

REFORE PAYOQUT _ AFTER PAYCUT
ACRES W.1L. ACRES .1,

Harper 0il Company ' 328.838885  29.365079% 261.333330 23.333332
Fluor 0il and Gas Corporation 328.838885 29.365079% 261.333330 23.333333
Texas City Refining, Inc. 328.888895  29.365080% 197.333326 17.619047
Perry Bass . - - ; 13.333342 ~ 1.190477
Cotton Petroleum Company - - 64.000014  5.714287
Union 0il Company of California - - 96.000005 & 8.57142¢
Enserch Exploration, Inc. - - 53.333314 4.76190°
Getty 0il Company 133.333334  11.904762% 133.333334  11.90476%
Bass Entexprises Production Co. - ) - 40.000005. 3.57142¢

1,120.000000 100.000000% 1,120.000000 .100.00000(

INTEREST OF PARTIES IN ANY SUBSEQUENT WELL:

ACRES W. 1.

Harper 0il Company 261.333330 23.333333%
Fluor 0il and Gas Corporation 261.333330 23.333333%
Texas City Refiring, Inc. 197.333326 . 17.619047%
Perry Bass 13.333342 1.1904777%
Cotton Petroleum Company 64.000014 5.7142877
Union 0il Company of California 96.000005 B.5714297%
tnserch Explovation, Inc. 53.333314 4.7619023%
Getty 0il Company 133.333334 - 11.904762%
Bass Enterprises Production Co. £0.000005 3.571429%

1,120.000000 100.000000%

ADDRESSES OF PARTIES TO THIS AGREEMENT:

Harper 0il Company
904 Hightower Building
klahoma City, Oklahoma 73102

Fluor 0i1 and Gas Corporation
615 Midland Tower
Midland, Texas 79701

Texas City Refining,-Incl
P. 0. Box 1271
Texas City, Texas 77590



Exhibit "A"
Page Two

V.

ADDRESSES OF PARTIES TO THIS AGREEMENT: (continued)

Mr. Perry Bass

Bass Enterprises Production Co.

3100 Ft. Worth National Bank Building
Ft. Worth, Texas 76102

Getty 0il Company
P. 0. Box 1231
Midland, Texas 79701

Cotton Petroleum Company
420 Wall Tower West
Midland, Texas 79701

Union 0il Company of California
300 North Carizo Street
Midland, Texas 79701

Enserch Exploration, Inc.
100 C & K Building

P. 0. Box 4815
Midland, Texas 79701

Bass Enterprises Production Co.
3100 Ft. Worth National Bank Building
Ft. Worth, Texas 76102

Mg

THERE IS NO EXHIBIT “B"
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EXHIBIT e

Attached to and 1 é'zde a part of that certain Operating Agreement
dated APril

tors covering lands in Lea County, New Mexico. :

ACCOUNTING PROCEDURE
JOINT OPERATIONS

‘1. GENERAL PROVISIONS
Definitions '

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

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

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

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

’

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

“Parties” shall mean Operator and Non-Operators.

>

“First Level Supervisors” shall mean thosé employees whose primary function in Joint Operations is the direct
supervision of other employees and/or coniract labor directly employed on the Joint Property in a field operat-
ing capacity.

“Technical Employees” shall rmean those emp}oyees having spescial and specific engineering, geological or other
professicnal skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the Joint Property. o

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

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

““Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual

as most recently recommended by the Council of Petroleum Accountants Soccieties of North America.

Statement and Billings

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

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estunated cash ouliay for thu suctealding monii’s opuration. Operator shall adjust each moathly billing
to reflect advances received from the Non-Operators.

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

Adjustments

ST et g

Pt ae

s Y eny Non-Operator (o protest or guestion the correct-
riess theveef; prov tendereds to ‘Non-Operators by Ogerator during any
calendar year shall conclusively and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said {wenty-four (24) month period a Non-Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

]

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-

tor. Operator shall bhear nu povtinn of the Non-Op=rators’ audit cost incurred under this paracrach unless agreed
to by the Opevator.

Apbroval by Non-Operators

‘Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-

tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and

the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
tors.
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II. DIRECT CHARGES
Operutor shall charge the Joint Account with the following items:
1. Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.
Labor

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

™

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

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

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

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are

applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion 11

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

3. Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not 1o exceed twenty per cent (20%

1. Material

Miaterial purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is reasonably practical and consistent with efficient and economical operations.

The accumulation of sur-
plus stecks shall be avoided.

5. Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-
tions:

- A, If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,

recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties.

B. If surplus Material is moved to Operétor‘s warehouse or other storage point, no charge shall be made to the

Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge .

terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties.

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

6. Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Parasraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are exciuded from the
Ovevhead rates. The cost of professional consuliant services or contract services of technical personnel not di-

rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by
the Parties,

Equipment and Facilities Furnished by Operator

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

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

8. Damages und Losses to Joint Property

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

lf "dl P\pnnse

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred in or xesultmg from opelattons under the agreement or
hecessary to protect or recover the Joint Property, abubineri P
or fees or expense of outside attorneys shall be made unles i
expense 1S considered loshe

srvreey -

arties. All other legal

y - UL, >




10.

31,

Taxes
All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-

tion tirevcof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Puarties,

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a stzate in which Operator may act as self-insurer for Work-
men’s Compensation and ‘or Employers Liability under the respective state’s laws, Operator may, at its election,

include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s
cost not to exceed manual rates.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions cf this Section II, or in Sectxon 111,
and which is incurred by the Operator in the necessary and proper conduct of the Joint OpDIaonns

II1. OVERHEAD

Gverhead - Drilling and Producing Gperations
4. .As compensation for administrative, supervision, office
-drilling and producing operations on either:
( X ) Fixed Rate Basis, Paragraph 1A, or
( } Percentage Basis, Paragraph 1B.

services and warehousing costs, Operator shall charge

Unless otherwise agreed ito by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicabie burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and e'\'pe:p of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in thz above selected Paragraph of this Section Il unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

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

~A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate$ 2,343.00
Producing Well Rate $ 271.00

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

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

Chorges fnr offxtore drilling wells shall rogin on the date when drilling or completion equipment

arrives on lochtlon and terminate on the cate the driiling or completion equipment moves off laca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for fifteen (13) or more consecutive days

fadn]
]
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[3] Charges for wells undergoing any type of workover or recompletion for a period c¢f five (5) con-
secutive days or maore shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, except

that no charge shall be rade during suspension of operations for fifteen (15) or more consecutive
days.

(L) resoacing

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

{2] Each active completion in a multi-completed well in which production is not commingled down

hole shall be considered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority.

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-

tion shall be considered as a one-well charge providing the gas well is directly connected to a per-
‘manent sales outlet,

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

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

L1.) "_-'_"..",' et rlenes '\"’»Lv‘_' :, o _,._, Lfl as 01 i
agreement

o flrst Jaw of April each yeur following i oifective date of ihe
to which tha Accounting :’rocelure is attached. The adjusfment snall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleurm and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:
(a) Development

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

(b) Operating

__ _ _Percent { %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Secticn II, all salvage credits, the value of injected substances purchased

for secondary recovery and all taxes aud assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as follows:
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 111, de-
velopment shall include-all costs in connection with drilling, redrilling, deepening or any remedia}l opera- -
tions on any or all wells involving the use of drilling crew and equlpment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed a assets, the expansion of fixed

assets and any other project clearly discernible as a fixed asset, except Major Cons*ructlon as dei ned in
Paragraph 2 of this Section IIi. All other costs shall be considered as Operating.

2. Overhead - Major Construction ~ TO BE NEGOTIATED IF THE NEED ARISES

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the following rates for any blajor Construction project in excess
of § :

A, ___ % of total costs if such costs are more than $ ut less than §. - plus
B. 9% of total costs in excess of $ but less than $1,000,000; plus :
C. ¢ of total costs in excess of $1 000,000.

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

3. Amendment of Rates

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

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

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

1. Purchases

Material purchased shall be c¢harged at the n“l iid by Oporator after deduction of all discounts received. In cas
of Material fcund to be defective or returned 0 x'-’.:;s.v for any other reason, credit shall ke
Account when adjustment has been receiv ed by the Operator.

passed to the Joi nt

2. Transfers and Dispositions

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

. New Material (Condition A)

mowv smeant 01 a

d to the lo»ea;

(1) Tuhuio goods, except line pipe, shall b2 priced at the current new price in effect on date of
aximum C'luoa‘ or bume Isad weight basis, regardiess of quantity transs uatize
published price f.0.b. railway receiving point or recoznized barge termin:
where such Material is normally available.
(2) Lirne Pipe

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of

movement, as listed by a Iehable supply store nearest the Jomt Property where such Material is nor-
mally available.

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

(3) Other Material shall be priced at the current new price, in effect at date of r.novemem, as listed by a reliable
supply store or f.0.b. railway receiving point nearest the Joint Property where such RMaterial is normally
available.

B. Good Used Material (Condmon B)
Interial in sound znd serviczable conditiun and sultzule for reuse withoul recoaditinoning:
(1) Material moved to the Joint Property
(a) At seventy-five percent (759 ) of current new price, as determined by Paragraph 2A of this Section IV,
(2) Material moved from the Joint Property '

(2) At seventy-five percent (75%) of current new price, as determinad by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material, or

—_d
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(b) at sixty-five percent (65¢) of current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (759 ) of current new price.
"The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until

after reconditioning shall be priced at fifty percent (30 ) of current new price as determined by Para-

graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-

vided Condition C value plus cost of reconditioning doss not exceed Condition B value.
{2) Condition D

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

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justiiy a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material.

E. Pricing Conditions

(1) Loading and unloading costs may bz charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are eqgualized under provisions of Pavagraph 5 of Section II.

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

Premium PYrices

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

Warranty of Dlaterial Furnished by Operator

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

V. INVENTORIES
Operator shall maintain detailed records of Controllable Material.

Periodic Inventories, Notice and Representation

At rensonable intervals, Invertories shall be taken by OGwerator of the Joint Account Controllable Malerial.
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is to bagin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Qperator.

Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for 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 or change of interest in the Joint Propefty. It shall
be the duly 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.

Expense of Conducting Periodic Inventories

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

1
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EXHIBIT »D

. ° s
SCIEDULE OF INSURANCE TO BE CARRIED BY THE JOINT ACCOUNT:

Worlkmen's Compensation and Employer's Liability Insurance as may be
required by the laws of the state in which the premises are located.

(b)

Comprehensive General Liability Insurance of $250,000. covering in-—
jury to or death of one person and $500,000. covering injury to or

death of more than one person by reason of one occurence, 2nd pro—

perty demage insurance of $109,000. covering accidental loss of or

damage to property of third persons.’

(c)

Automcbile Public Liability Insurance of $250,000. covering injury
to or death of one person and $500,000. covering “injury to or death
of more than one person by rezson of one accident, property damage
insurance of $100,000. for each accident covering damage to property
of third person, ‘and. insurance covering medical payments to persons
other than employees of $2,000. per person per accident.
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The parties to the Operating Agreement to whlch this agree-

is attached own the working interest in the gas rignts

rlying the Unit Area covered by such agreement in accor-
édance with the percentages of participation as set forth in
ibit "A" to the Operating Agreement. ’

In accordance with the terms of the Operating Agreement,
each party thereto has the right to take its share of gas pro-
duced from the Unit Area and market the same. In the event any’
party hereto is not at any time taking or ma rketing its share
of gas production and Operator is either (i) unwi lllng to pur-
chase or sell or (ii) unable to obtain the prior written consent
to purchese or sell such party's share of gas production, or in -
the event any party has contracted to sell its share of gas

produced from the Unit Zrea to a2 purcheser which does not at any

time while this ag*eemant 1s in effect take the full share of cas -
attribut

able to the 1nue*es; O0f such party, then in any such
event the terms and conditions oi this Gas Balancing agreement
shall auntomatically bzcoms efifective. -

During the period or p=sriods when the provisions of this

Gas Bzlancing Agrebnsng are in e::ec; and any party hereto has no
market for its share of gas produced from any prorztion uvnit with-
in the Unit Area, or its purchaser does not take its full share
of gas produced Zrom such .proration unit, the other parities shall
be entitled to produce each month one hundred percent (100%) o=
the allowable gas productlion assigned to such proration unit by
the State regulatory body ha v*nj ju:wsdvc*lon and shall be en-

itled to take and deliver to its or their purchaser all of such
ges production.. All parties hereto shall share in and own the
liguid hycérocarbons recovered from such gas by lease eguipment
Ain accordance with their respective interests and subject to tha
Operating Agreement to ‘which this agreenant is attached, but the
na:tv or parties taking such gas shall own all of the gas
delivered to 1ts or their purchaser.

f

On a cumulative basis, each party not taking or marketing
its full share of the gas producea sh2ll be credited with gas in
storage sgual to its £full share ol the gas produced under this
agreement, less its share of gas used in lease operatxons, vented
cr lest, and less that portion such pzariy took or delivared Lo its
purchaser. The Operator will maintain a current account o the
gas balance between the parties and will furnish all part ies
hereto monthly statements showing the total gquantity of gas pro-
auced, the amount used in lease operations, vented or lost, the
total cuantity of liquid hydrocarbons recovered therefron

m and ths
monthly and cumulative over and under account of each party.

2t =211 times waile gas is produced from the Unit Area, each
party hereto will make, or cause to be made, settlement with tke
resnec_lve royalty owners to whom each is accountable for its
share of itotal gas production eyclﬁflve 0 gas used in lease
operaticns, vented or lost. Each party hereto agrees to hold
each other party harmless from any and all claims for royalty
pgvmenbs asserted by royalty owners to whom each party is
accountable. The terxm "royalty owner” shall include owners of

royalty, overriding royalties, production payments and similar
interests. ;
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. Dbegin teking or delivering to its purchaser its full share of
the gas produced from a proration unit under which it has gas
in storage less such party's share of gas used in operations,
vented or lost. In addition to such share, each party, in-
cluding the Operator, until it hes recovered its gas in
ctcrage and belanced the gas account as to its interest, shall
be entitled to take or deliver to its purchaser a share of gas
determined by multiplying fifty percent (50%) of the interest
in the current gas production of the party or parties without
gas in storage by a fraction, the numerator of which is the
interest in the proration unit of such party with gas in storage
and the denominator of which is the total percentage interest
in such proration unit of all parties with gas in storage
currently taking or delivering to a puzchaser.

Each party producing and taking or delivering gas to its
purchaser shall pay any and zll production taxes due on such gas.

Nothing herein shall be construed to deny any party the
right, from time to time to produce and take or deliver to its
purchaser its full share of the zllowable gas production to meet
the deliverability tests required by its purchaser.

Should production of gas from a proration unit be perma-
nently discontinued before the gas accounts are balanced, cash
settlement shall be made between the underproduced and overpro-
duced parties. In making such settlement the underproduced
parties shall be paid a sum of money by the overproduced parties
equal to the value, computed as hereafter set forth, of the un-
recoupeld cumulative balance of overproduction, less applicable
taxes thereitofore paid. 1In determining the value of the unre-
couped cumulative balance of overproduction, beginning with the
most recent month in which the overproduced parties took a
volume of gas in excess of the guantity to which such parties
were entitled, herealiter called "overage", the volume of overage
occurring during such month shall be multiplied times the actuzal
prices received for such overage during such month. The same
calculation shall be made for the next preceding month in which
an overage occurred and for each preceding month (progressing
backward in time) in which an overage occurred until the total
volume of the overages for these months egquals the total volume
of the unrecouped cumulative balance of overproduction. During
+he month in which the total volume of the overages eguals the
totzl volume of the unrecouped cumulative balance of overpro-
duction, only the volume of overage necessary to reach such
point of eguality shall be used in computing a value for that
month. The total of the sums or values so obtained for saigd
months in which overage occurred shall be the value of the un-
recouped cumulative balance of overproduction for purposes of
+he cash settlement here contemplated. For interstate gas sales,
the prices actually received by the overproduced parties shall be
consider=d as the rates collected, from time to time, which are
not subject to possible refund, as provided by the Federal Energy
Regulatory Commission, or successor governmental authority having
jurisdiction, pursuant to final order o;‘se?tlement applicable to
such gas, plus any additional amount which is not ul?imately re-
guired by said Commission to be refunded, such additional
collected amount to be accounted for at such time as final deter-
mination is made with respect thereto.



nCInANG herein contained shzil cnante or effect the obli-
cdzions 0 each party to bear and pay 1its propcriionate share
cf all costs, expenses, and lizbilities as provided in the
Coerating Agreement.

This agreement shall constitute a separate agreement as

o €eeCh pProraticn Or spacing unit within the Unit Area and shall
become effective in accordance with its terms and shall remain
in Zorce and effect as long as the Operating Agreement to which
2%t is attached remzins in effeci, and shall inure to the benefit
2f and be binding upon the parties hereto, their heirs, :
successors, legal representatives and assigns. By the terms
"proration unit” or "spacing unit" is meant the area or portion
oZ the Unit Area fixed for the &rilling of one well by applicable
field rules or, in the absence thereof, wiith statewide rules and
regulations of the State regulatory body having jurisdiction.
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EXHIBLT "F' , . :

SUPPLEMENT

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

During the performance of this contract

» the Operator (weaning and referring separately to each party
hereto) agrees as follows: .

(1) The Operator will not discriminate against any employee or applicaat for enployment because of race,
color, religion, sex or national origin. The Operator will take affirmative action to enmsure that
applicants are employed, and that employees are treated during employment without regard to theilr
race, color, religion, sex or natlional origin. Such action shall include, but not be limited to the
following: Employment, upgrading, dewotion, or transfer, recruitment or recruitment advertising;
layoff or termlnation; rates of pay or other forms of cocpensation: and selection for tralning in-
cluding zpprenticeship. The Operator agrees to post in consplicuous places, available to employees

and applicants for employment notices to be provided setting forth the provisions of this non-
discrimination clause.

(2) The Operator will, in all solicitatioas or advertisemesnts for employees placed by or on behalf of

the Operator, state that all qualified applicants will receive consideration for employment with-
out regard to race, color, religion, sex or national origin.

(3) The Operator will send to each labor union or representative of workers with which Operator has a
colliective bargaining agreement or other contract or understanding, a notice to be provided, ad-
vising the said labor unlon or workers' representatives of the Operator's commitments under Sesc-
tion 202 of Executive Order 11246 of September 24, 1965, and shall post copies of the notice in
conspicuous places available to employzes and applicants for employment.

(4) The Operator will comply with all provisions of Executive Order 11246 of Septecber 24, 1965, and
of the rules, regulations, and relevant ordars of the Secretary of Labor.

(5) The Operator will furnish all information and reports required hy Executive Order 11246 of Septeam-
ber 24, 1965, and by the rules, regulations, and orders of the Secretary of Labor, or pursuant
thereto, and will permit zccess to Operator's books, records, and accounts by the administering

agency and the Secretary of Labor for purposes of investigation to ascertain compliance with such
rules, regulations,:and orders. :

(6) 1In the event of the Operator's non-compliance with the non-discrimination clauses of this contract
or with any of the said rules, regulations, or orders, this contract may be cancelled, terminated
or suspendad in whole or in part and the Operator may be declared ineligible for further Govern-—
ment contracts or federally assisted constructicn contracts in accordance with procedures author-
ized in Executive Order 11246 of September 24, 1965, and such other sanctions may be imposed and
reredies invoked as providad in Executive Order 11246 of Septevber 24, 1965, or by rule, regula-
tion, or order of the Secretary of Labor, or as otherwise provided by law.

{(7) The Operator will include the provisions of paragraphs (1) through (7) in every subcontract or pur-
chase order unless exempted by rules, regulations, or orders of the Secretary of Labor issued pur—-
suant to Section 204 of Executive Order 11246 of September 24, 1965, so that such provisions will
be binding upon each subcontractor or vendor. The Operator will tzke such action with respect to
any subcontract or purchase order as the administering agency may direct as a means of enforcing
such provisions including sanctions for non-compliance: Provided, however, that in the event the
Operator becomes involved in, or is threatened with, litigation with a subcontractor or vendor as
a result of such direction by the administering agency, the Operator may request the United States
to enter into such litigation to protect the interests of the United States.

Operatoxr acknowledges that Operator may be required to file Standard Form 100 (EEO-1) promulgated
jointly by the Office of Federal Contract Compliance, the Equal Employment Opportunity Commission and
Plans for Progress with the appropriate agency within 30 days of the date of contract award if such re-
port has not been filed for the current year and otherwise comply with or file such other compliance

reports as may be required under Executive Order 11246, as amended and Rules and Regulations adopted
thereunder. .

Operator further acknowledges that Operator may be required to develop a written affirmative ac-
tion compliance program as required by the Rules and Regulations approved by the Secretary of Labor

under authority of Executive Order 11246 and supply each other party hereto with a copy of such program
if so requested.

CERTIFICATION OF NONSEGREGATED FACILITIES

By entering into this contract, the Operator certifies that Operator does not and will not maintain
or provide for Operator's employees any segregated facilities at any of Operator's establishments, and
that Operator does not and will not permit Operator's employees to perform their services at any loca-
tion, under Operator's contrxol, where segregated facilities are wmaintained. The Operator agrees that a
breach of this certification is a violation of the Equal Opportunity clause im this contract. As used
in this certification, the term "segregated facilities" means, but is not limited to, any walting rooms,
work areas, rest rooms and wash rooms, restaurants and other eating areas, time clocks, locker rooms and
other storage or dressing areas, parking lots, drinking fountains, recreation or entertainment areas,
transportation, and housing facilities provided for employees which are segregated by explicit directive
or are ia fact segregated on the basis of race, color, religion, or natlonal origin, because of habit
local custom, or otherwise. Operator further agrees that (except where Operator has obtained identical
certifications from proposed contractors and subcontractors for specific time periods) Operator will ob-
tain identical certifications from proposed contractors and subcontractors prior to the award of con~-
tracts or subcontracts exceeding $10,000 which are not exempt from the provisions of the Equal Oppor—
tunity clause; that Operator will retaln such certifications in Operator's files and that Operator will
forwazd the followlng notice to such proposed contractors and subcontractors (except vhere the proposed
contractors or subcontractors have submitted identical certifications for specific time periods):

Notice to prospective contractors and subcontractors of requirement for certifications of nonsegregated
faciliries. A Certificate of Nonsegregated Facilities must be submitted prior to the award of a con-—
tract or subcontract exceeding $10,000 which is not exempt from the provisions of the Egqual Opportunity
clause. The certification may be s5ubmitted either for each contract and subcontract or for all con-
tracts and subcontracts during a period {i.e., quarteriy, semiennually, or annually).



EXHIBIT "G"

BENEFICIAL INTEREST SCHEDULE
Initial Test Well and Before Payout

WEST RANGER LAKE UNIT

1,120 Acres

Lea County, New Mexico

(ASSUMES ALL LEASE OWNERS OTHER THAN FLUOR, GETTY AND
HARPER FARMOUT RESERVING 1/16 ORRI CONVERTIBLE TO 40% WI)

BENETICIAL
ACRIES

WORKING INTEREST

BENFFICIAI
[NTEREST
PLERCENTAGI

DESCRIPTION UNIT TRACT LEASEHOLD SERIAL # BASIC OVERRIDING OVERRIDING
TRACT All in TI12S-R34E PARTICIPATION OWNERSHIP AND GROSS NET ROYALTY ROYALTY ROYALTY ROYALTY
NO. Lea County, New Mexico PERCENTAGE PERCENTAGE EXPIRATION ACRES ACRES PERCENTAGE ACRES PERCENTAGE ACRES
1 Section 9: SW/4 14.2857147 Fluor 100.00000% LG871-1 160.00 160.00 12.50% 20.00 ~0- -0-
(Fluor) 12-1-82
2 Scction 17: W/2 and 35.714286% 1.G-3040 400.00 400.00 12.50% 50.00 4,177 16.67
S/2 SE/4 10-1-85
(Enserch, et al) Getty 33.333334%
Fluor 15.555555%
Harper 15.555555%
Texas City 35.555556%
100.000000%
3 Section 8: SE/4 14.285714% LG-3167 160.00 160.00 12.507% 20.00 9.757 15.60
(Cotton) ) 11-1-86
Fluor 26.6666677%
Harper 26.666667%
Texas City 46.6666667%
100.000000%
4 Section 17: NE/4 and 21.428572% LG-3597 240.00 240.00 12.50% 30.00 6.25% 15.00
N/2 SE/4 5-1-86
(Union 0il of Calif.) Fluor 26.666667%
Harper 26.666667%
Texas City 46.666666%
100.000000%
5 Section 16: NW/4 14.285714% Harper 100.000000%  LG-5418 160.00 160.00 12.50% 20.00 -0- -0~
. 6-1-88

(Harper)

TOTAL

140.000000

333.330000

111.110002
51.851321
51.851331

118.517336

333.330000

124400000
33.173300
33.173300
58.053400

124.400000

195.000000
52.000000
52.000000
91.000000

195.000000,

140.000000

932.730000

15.009703;

35.7370307

11.91234¢4;
5.5590937
5.5590937%
12.7065007

35.737030%

13.337193%

3.556581%
3.556581%
6.2240317

13.3371937
20.90873717%

5.5750327%
5.575032%
9.756307%

20.90063717

15.0097037%

100.000000%




WORKING INTEREST OWNERS

TRACT

NO.

UNIT TRACTS

RECAP

COST PARTICIPATION

Fluor 0il and Gas Corp.

Harper 0il Company

Texas City Refining, Inc.

Getty 0il Company

bW n = U B0 DN

W N

14.2857147%
5.555555%
3.8095247%
5.714286%

-0-

29.3650797%

-0~
5.555555%
3.809524%
5.714286%

14.285714%
29.365079%

12.6984137%

6.6666677
10.000000%
29.365080%

11.904762%
11.904762%

BENEFICIAL ACRES

BENEFICIAL INTEREST

140.000000
51.851331
33.173300
52.000000

—— ‘Ol 4 ot

277.02463

-0~
51.851331
33.173300
52.000000

140,000000

277.024631

118.517336
58.053400

91.000000

267.570736

111.110002

111.110002

15.009703%
5.559093%
3.556581%
5.575032%

-0-

29.700409%

-0-
5.559093%
3.556581%
5.575032%

15.009703%
29.700409%

12.706500%
6.2240317%
9.7563077%

28.6868387%

11.912344%

11.812344%



BENEFICTAL INTEREST SCHEDULE
After Payout and on Subsequent Wells

WEST RANGER LAKE UNIT

1,120 Acres

Lea County, New Mexico

(ASSUMES ALL FARMOUTOR'S CONVERT ORRI TO 40% WI)

DESCRIPTION UNIT TRACT LEASEHOLD SERTAL # BASIC OVERRIDING OVERRIDING
TRACT All in T-12S-R34E PARTICIPATION OWNERSHIP AND GROSS NET ROYALTY ROYALTY ROYALTY ROYALTY
NO. Lea County, New Mexico PERCENTAGE PERCENTAGE EXPIRATION ACRES ACRES PERCENTAGE ACRES PERCENTAGE ACRES
1 Section 9: SW/4 14.2857147% Fluor 100.00000% 1L.G871-1 160.00 160.00 12.50% 20.00 -0~ -0~
(Fluor) 12-1-82
2 Section 17: W/2 35.7142867% LG3040 400.00 400.00 12.50% 50.00 -0- -0~
and S/2 SE/4 10-1-85
(Enserch, et al) Getty 33.333347%
Enscrch 13.333337%
Bass Ent. 10.00000%
P.R. Bass 3.333347%
Fluor 9.33333%
Harper 9.33333%
Texas City_21.33333%
100.00000%
3 Section 8: SW/4 14.285714% . LG-3167 160.00 160.00 12.50% 20.00 3.50% 5.60
(Cotton) 11-1-86
Cotton 40.00000%
Fluor 16.00000%
Harper 16.00000%
Texas City 28.000007% &
100.00000%
4 Section 17: NE/4, 21.4285727% LG-3597 240.00 240.00 12.50% 30.00 ~0- -0-
N/2 SE/4 5-1-86
(Union) Union 40.00000%
Fluor 16.00000%
Harper 16.000007
Texas City 28.00000%
100.00000%
5 Section 16: NW/4 14.285714 Harper 100.Q00000% 1LG-5418 160.00 160.00 12.50% 20.00 -0~ -0-

(Harper)
TOTAL

F
|

BENEFICIAL
ACRES

WORKING INTEREST

140.000000

350.000000

116.666690
46 .666655
35.000000
11.666690
32.666655
32.666655
74.666655

350.000000

134.400000

53.760000
21.504000
21.504000
37.632000

134.400000

210.000000

84.000000
33.600000
33.600000
58.800000

210.000000

140.000000

974.400000

BENEFICL,
INTERES'
PERCENTA(

14.36781F

35.919541

11.973184
4.789271
3.591954
1.197321
3.352489
3.352489;

_7.662833

35.919541

13.793104;

5.517242;
2.2068977
2.2068977
3.8620687

13.793104%
21.551725%

8.620690%
3.448276%
3.448276%
6.0344837

21.551725%

14,367815%

100.700000%

r——— e T



RECAP

WORKING INTEREST OWNERS COST PARTICIPATION BENEFICIAL ACRES BENEFICIAL INTEREST

Getty 0il Company 11.904762% 116.666690 11.9731847%
Enserch Exploration 4.761903% 46.666655 4,789271%
Bass Enterprises Production 3.571429% " 35.000000 3.5919547%
Bass, Perry R, 1.1904777% 11.666690 1.1973217%
Fluor 0il and Gas Corporation 23.333333% 227.770655 23.375477%
Harper 0il Company 23.333333% 227.770655 23.375477%
Texas City Refining, Inc. 17.619047% 171.098655 17.559384%
Union 0il Company of California 8.571429% 84.000000 8.620690%
Cotton Petroleum Co. 5.714287% 53.760000 5.517242%

TOTAL 100.000000%

100.000000%

974.400000



