STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT

OlL CONSERVATION DIVISION Moo Fose ///
== PRYG IREE=
VA
BRUCE KING POST OFFICE BOX 2088
GOVERNOR STATE LAND OFFICE BUILDING
SANTA FE. NEW MEXICO 87504
ANITA LOCKWQOOD (5051 827-5800

CABINET SECRETARY

February 3, 1993

HINKLE, COX, EATON,
COFFIELD & HENSLEY

Attorneys at Law
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Dear Sir;

Enclosed herewith are two copies of the above-referenced Division order recently entered in the
subject case.
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Sally E. .Keichtle
Administrative Secretary

cC: BLM - Carlsbad
William Carr



LEWIS C. COX

PAUL W. EATON
CONRAD E. COFFIELD
HAROLD L. HENSLEY, JR.
STUART D. SHANOR
ERIC D. LANPHRERE

C. D. MARTIN

PAUL J. KELLY, JR.
ROBERT P. TINNIN. JR
MARSHALL G. MARTIN
OWEN M. LOPEZ
DOUGLAS L. LUNSFORD
JOHN J. KELLY
NICHOLAS J. NOEDING
T. CALDER EZZELL, JR
WILLIAM 8. BURFORD*
RICHARD £ OLSON
RICHARD R. WILFONG*
THOMAS J. MCBRIDE
STEVEN D. ARNOLD
JAMES J. WECHSLER
NANCY S. CUSACK
JEFFREY L FORMACIAR}
JEFFREY D. HEWETT
JAMES BRUCE

JERRY F. SHACKELFORD®
JEFFREY W. HELLBERG®
ALBERT L PITTS
THOMAS M. HNASKO
JOHN C. CHAMBERS®
GARY D. COMPTON®
MICHAEL A GROSS

HINKLE, CoX, EATON, COFFIELD & HENSLEY

KAREN M RICHARDSON*
FRED W. SCHWENDIMANN
JAMES M. HUDSON

JEFFREY S. BAIRD*
MACDONNELL GORDON
REBECCA NICHOLS JOHNSON
WILLIAM P. JOHNSON
STANLEY K. KOTOVSKY, JR.

H. R, THOMAS

KARA L KELLOGG

BETTY H. LITTLE*

RUTH S. MUSGRAVE
ELLEN S. CASEY

S. BARRY PAISNER
MARGARE " CARTER WUDEWIG
STEPHEN M. CRAMPTON
MARTIN MEYERS
GREGORY S. WHEELER
ANDREW J. CLOUTIER
JAMES A GILLESPIE
GARY W. LARSON
STEPHANIE LANDRY
JOHN R. KULSETH, JR.
MARGAREY R, MCNETT
BRIAN T. CARTWRIGHT™
LISA K. SMITH®

JAMES KENT SCHUSTER®
ROBERT H. BETHEA®
BRADLEY W. HOWARD

ATTORNEYS AT LAW

218 MONTEZUMA

POST OFFICE BOX 2068

SANTA FE, NEW MEXICO B87504-2088

{505) 982-4554

FAX (BOS5) 982-8623

CLARENCE E. HINKLE (90I-9as)
W. E. BONDURANT. JR. {I9134973)
ROY C. SNODGRASS, JR. (1I914-1987)

OF COUNSEL
O. M. CALHOUN®
MACK EASLEY
JOE W. WOOD
RICHARD S. MORRIS

WASHINGTON. O.C.
SPECIAL COUNSEL
ALAN J. STATMAN

700 UNITED BANK PLAZA
POST OFFICE BOX 10
ROSWELL, NEW MEXICO 88202
{(SOE) 622-6510
FAX {505) 623-9332

2800 CLAYDESTA CENTER
6 DESTA DRIVE
POST OFFICE BOX 3580
MIDLAND, TEXAS 798702
{915) 683-469!

FAX (9i5) 683-6518

1700 TEAM BANK BUILDING
POSY OFFICE BOX 9238
AMARILLO, TEXAS 79105

(806) 372-5569
FAX (8086) 372-976|

500 MARQUETTE N.W., SUITE 800

THOMAS D. HAINES, JR. CHARLES A. SUTTON®
GREGORY J. NIBERT NORMAN D, EWART Janua ry 20 ’ 1993 POST OFFICE BOX 2043
DAVID T. MARKETTE® DARREN T. GROCE®
AL
MARK C. DOW MOLLY MCINTOSH BUQUERQUE, NEW MEXICO B7I03
(508%) 768-1500
*NOT LICENSED IN NEW MEXICO FAX [SOS) 768-1529

-

VIA HAND DELIVERY

William F. Carr, Esq.
110 North Guadalupe
Santa Fe, New Mexico 87501

Robert G. Stovall, Esq.
0il Conservation Division
310 01d santa Fe Trail
Santa Fe, New Mexico 87503

Re: Case No. 10,658, Application of Mewbourne 0il
Company for Compulsory Pooling, Eddy County,
New Mexico

Gentlemen:

Supplementing our discussion of this morning, enclosed is an
Operating Agreement dated April 1, 1984 among Amoco, Hondo, and
certain Yates entities, covering the S% Section 11 and E% Section
15 - 18 South - 27 East. The acreage under the 1984 Operating
Agreement is also covered by the 1958 Operating Contract, except
for the SE% of Section 11. (The S% of Section 11 is dedicated to
a Morrow well located on the SW%, which is Contract acreage.) We
believe this shows the intent of the original parties to the 1958
Operating Contract (Amoco and Hondo) to require supplemental
agreements where land outside the Operating Contract lands are
included in a well unit. (In Case No. 10,658, Mewbourne has
purchased the entire leasehold in the E4SW% and SW4SE% of Section
35, which is outside the Contract area.) Please note that Article
XV of the 1984 Operating Agreement provides that upon termination,
the 1958 Operating Contract shall take effect "to the extent
provided therein."

JGB5\93186.c



William F. Carr, Esqg.
Robert G. Stovall, Esqg.
January 20, 1993

Page Two

As a result, based upon the statutory language of § 70-2-
17(C), and the past practice of the parties, we believe that there
is no agreement with respect to drilling a Morrow well in the W% of
Section 35, and Mewbourne should be allowed to proceed with its
pooling application.

Very truly yours,

HINKLE, COX, EATON, COFFIELD
& HENSLEY

ames Bruce

JB: frs

HINKLE, COX, EATON, COFFIELD & HENSLEY
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Section 15: E/2
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OPERATING AGREEMENT T

THIS AGREEMENT, entered into by and berween____AMOCO_Production Companv

hereinafier designated and
rderred 10 as **Operator ', znd the sgnatory party or pariies other than Operator, somenmes hereinafter referred 10 individually herein
zs *‘Non-Operator’’, 2nd collectvely as ‘‘Non-Operators™'.

WITNESSETH:

WHEREAS, the partiss to this agreement are owners of oil and pas leases and/or ol and pas interests in the land idendfied in
Exhihit ““A"’, and the parties hereto have reached an agreement 10 explore and develop these leases andior oil 2nd gas interests for the
producdon of oil and gas to the extent and 2s hereinafier provided,

NOW, THEREFORE, it is agreed as {ollows:

ARTICLE L
DEFINITIONS

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

A. The terma “‘oil and gas™' shall mean oil, gas, casinghead gas, gas condensate, 2nd all other liquid or gaseous hydrocarbons
and other marketble subsiances produced therewith, unless an intent to limit the inciusiveness of this term is specifically stated.

B. The terms ‘‘oil and gas leese’, *‘lease’’ and ‘‘leasehold’ shzll mezn the ol and gas leases covering rracs of land
lying within the Contract Area which are owned by the parties to this agreement.

C. The. term ‘‘oll and gas interests™ shall mezn unleased fee 2nd mineral interests in tracts of land lying within the
Contract Arez which are owned by paroes to this agreement. :

D. . The term *‘Conwract Area’' shall mean all of the lands, of] and gas leasahold interests and oil and gas interests intended to be
developed znd operated for oil and gas purposes under this agreement. Such lands, oil 2nd gas leasehold interests and oil and gas interests
are desaribed 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 sute or
federal body having authoriry, If a drilling unit is not fixed by 2ny such rule or order, a drilling unit shall be the drilling unit 2s establish-
ed by the panern of drilling in the Contract Area or 2s fixed by express agreement of the Drilling Parpes.

F. The term *‘drillsite’ shall mean the ofl and gas lezse or interest on which 2 proposed well is 1o be Jocated.

G. The terms ‘‘Drilling Party™ s2d “*Consenting Party '’ shall mean 2 party who agrees to join in and pay its share cf the cost of
20y operation conducted under the provisions of this agreement. ]

H. The terms *‘Non-Drilling Party’ and ‘‘Non-Consenting Party'’ shall mezn 2 party who elecis not to participate
in 2 proposed operation.

Unles the context otherwise clearly indictes, words used in the singular indude the plural, the plural incudes the
singular, and the neuter gender indudes the masculine and the feminine.

ARTICLE II.
EXHIBITS

The following exhibits, 2s indicted below and artached hereto, are incorporaied in and made 2 pant hereof:
%) A Exhibit *'A’",shal] inciude the following information:
(1) ldendficeticn of lands subject to this agreement,
(2) Restrictions, & zny, 2s to depths, formadons, or substances,
(3) Percentzpes or iracdonal interests of partes 1o this agreement,
(4) Ol 2nd gas lezses andior oil and pas interesss subject t6 this 2gresment,
(5) Addresses of parves for nodce purposss.

T B. Exhibit "'B'", Form of Lease.
T €. Exhibit *‘C'", Accoundng Procedure.
¥ D. Exhibit *'D", lnsurance.
0 E. Exhibit 'E°’, Gas Balandng Agreement
% F. Exhibit “'F’". Non-Discrimination and Certfication of Non-Segregated Facilities.
T G. Exhibit **G"", Tax Parmership. "
If 2nv provision of any exhibit. except Exhibis “E™ and "'G™. is inconsistent with any provision conuined m.:ne body

of this 2preement, the provisions in the body of this zgreement shall prevail.
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ARTICLE III.
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any party owns an oil and gas interest in the Contract Area. that interest shall be treated for all purposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit *‘B’’. and the owner thereof
shall be deemed to own both the rovaity interest reserved in such lease and the interest of the lessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions. all costs and liabilities incurred in operations under this agreement shall be borne and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned. by the parties as their interests are set
forth in Exhibit ‘*A’". In the same manner. the parties shall aiso own all production of oil and gas from the Contract Area subject to the
payment of royaities to the extent of one-eighth which shall be borne as hereinafter set forth.

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royaity is due and
payable, each party entitied to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver. or
cause to be paid or delivered. to the extent of its interest in such production. the royaity amount stipulated hereinabove and shall hold the
other parties free from any liability therefor. No party shall ever be responsible, however. on a 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 rovaity owner should demand and
receive settlement on a higher price basis, the party contributing the affected lease shall bear the additionai rovality burden attributable to
such higher price.

Nothing contained in this Article III.B. shall be deemed an assignment or cross-assignment of interests covered hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions. if the interest of any party in any lease covered hereby is subject to any rovalty,
overriding royalty, production payment or other burden on production in excess of the amount stipuiated in Article IIl.B.. such party so
burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmiess from any
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereaiter create an overriding royalty. production payment or other burden payable out of production
attributable to its working interest hereunder. or if such a burden existed prior to this agreement and is not set forth in Exhibit **A™". or
was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is nct a jointly acknowledged and
accepted obligation of all parties (any such interest being hereinafter referred to as *'subsequently created interest " irrespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred
to as ‘‘burdened party "), and:

1. If the burdened party is required under this agreement to assign or relinquish to any other party. or parties, all or a portion
of its working interest and/or the production attributable thereto. said other party. or parties. shall receive said assignment and/or
production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party,
or parties. harmiess from any and all claims and demands for payment asserted by owners of the subsequently created interest:
and,

2. If the burdened party fails to pay. when due. its share of expenses chargeable hereunder. all provisions of Article VILB. shali be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of
the burdened party. '

ARTICLE IV.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior 10 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 includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest. minerals, rovalty, overriding
rovalty and production payments under the applicable leases. At the time a well is proposed. each party contributing leases and/or oil and
gas interests to the drillsite. or to be included in such drilling unit. shall furnish to Operator all abstracts tinciuding federal lease status
reports|, title opinions. title papers and curative material in its possession tree of charge. All such information not in the possession of or
made available to Operator by the parties. but necessary for the examination of the title, shall be obtained by Operator. Operator shall
cause title to be examined by attorneys on its staff or by outside attornevs. Copies of all title opinions shall be furnished to each party
hereto. The cost incurred by Operator in this title program shall be borne as follows:

7 Opton No. 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminary. supplemental.
shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as provided in Exhibit **C*",
and shall not be a direct charge. whether performed by Operator's staif attornevs or by outside attorneys.
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ARTICLE IV
continued

&l Option No. 2: Costs incurred bv Operator in procuring abstracts and fees paid outside attornevs tor title examination
{including preliminary. suppiemental. shut-in gas rovaity opinions and division order title opinions) shall be borne by the Drilling Parties
in the proportion that the interest of each Drilling Party bears to the total interest ot all Drilling Parties as such interests appear in Ex-
hibit “*A”". Operator shall make no charge for services rendered by its statf attorneys or other personnei in the performance of the above
functions.

Each party shall be responsible for securing curauve matter and pooling amenaments or agreements required in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling
designations or declarations as weil as the conduct of hearings before governmental agencies for the securing ot spacing or pooling orders.
This shall not prevent any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling 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 par-
ticipate 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 lost through failure of title. which loss results in a
reduction of interest from that shown on Exhibit "*A’", the party contributing the affected lease or interest shall have ninety (90) days
from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure. which acquisi-
tion will not be subject to Article VIILB.. and failing to do so. this agreement. nevertheless. shall continue in force as to all remaining oil
and gas leases and interests: and.

(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
enttled to recover from Operator or the other parties any development or operating costs which it may have theretotore paid or incurred.
but there shall be no additional liability on its part to the other parties hereto by reason of such title failure:

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operauon ot the interest which has
been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finaily that title failure has oc-
curred. so that the interest of the party whose lease or interest is affected by the title failure will thereatter be reduced in the Contract
Area by the amount of the interest lost:

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

(d) Shouid any person not a party to this agreement, who is determined to be the owner of anv interest 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 refunded:

(e) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be
borne by the party or parties whose title failed in the same proportions in which they shared in such prior production: and.

(f) No charge shall be made to the joint account for legal expenses. fees or salaries. in connection with the detense of the interest
claimed by any party hereto. it being the intention of the parties hereto that each shall defend title to its interest and bear ali expenses in
connection therewith.

2. Loss by Non-Payment or Erroneous Pavment of Amount Due: If. through mistake or oversight. anv rental. shut-in well
payment. minimum rovaity or rovalty payment. is not paid or is erroneousiv paid. and as a result a lease or interest therein terminates.
there shail be no monetary liability against the party who failed to make such payvment. 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 failure to make proper payment.
which acquisition will not be subject to Article VIILB.. the interests of the parties shall be revised on an acreage basis. effective as of the
date of termination of the lease involved. and the party who failed to make proper pavment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
required payment shall not have been fully reimbursed. at the time of the loss. from the proceeds 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 tbut not tor its share of the cost of anv 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 the lost interest. on an acreage basis.
up to the amount of unrecovered costs:

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

(c) Any monies. up to the amount of unrecovered costs. that may be paid by any party who is. or becomes, the owner of the interest
lost, for the privilege of participating in the Contract Area or becoming a party to this agreement.

3. Other Losses: All losses incurred. other than those set forth in Articles [V.B.1. and 1V.B.2. above. 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.

il
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

Amoco Production Company shall be the

Operator of the Contract Area. and shall conduct and direct and have tuil control of ail operauons on the Contract Area as permitted and
required by. and within the limits of this agreement. It shall conduct all such operations in a good and workmaniike manner. but it shall
have no liability as Operator to the other partes for losses sustained or liabilities incurred. except such as may resuit from gross
negligence or willful misconduct.

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 hereunder in the Contract Area, or is no longer capable of serving as
Operator. Operator shall be deemed to have resigned without any acuon by Non-Operators. 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 ownership as shown on Exhibit ‘**A’’ remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective untl 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 effective date of resignation or removal. shall be bound by the terms hereof as a Non-Operator. A change of a cor-
porate name or structure of Operator or transfer of Operator 's interest to any single subsidiary, parent 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 Operator shall be selected by
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor
Operator is selected. 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’"; provided. however. if an Operator which has been removed fails to vote or votes 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"’ 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 Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilied on a competitive contract basis at the usual rates prevailing in the area. If it so
desires, Operator may employ its own tools and equipment in the drilling of wells. but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, 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 in-
dependent contractors who are doing work of a similar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the_31St dayof__ May . 1984 _ | Operator shall commence the drilling of a well for
oil and gas at the following location:

990‘ FWL an¢ 70G' FSL Section 11, Township 18 South, Range 27 East, N.M.P.M.,
Eddy County, New Mexico

and shall thereafter continue the drilling of the weil with due diligence o a depth of 11,900' or to a

depth sufficient in the opinion of Operator to adequately test the Ellenburger
formation.

unless granite or other practicaily impenetrable substance or condition in the hole. which renders further drilling impracucal. is en-
countered at a lesser depth, or unless all parties agree to compiete or abandon the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling which give indication of containing oil and
gas in quantities sufficient to test. unless this agreement shall be limited in its application to a specific formation or formations. in which
event Operator shall be required to test only the formation or formations to which this agreement mayv apply. e T
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ARTICLE VI
continued

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

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any weil on the Contract Area other than the weil provided
for in Article VL.A., or to rework. deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all
the parties and not then producing in paying quantities. the party desiring to drill, rework, deepen or piug back such a well shail give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on location, notice of a proposal to rework. plug back or drill deeper may be given by telephone and the response period shall be
limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or
response given by telephone shall be promptly confirmed in writing,

if all parties elect to participate in such a proposed operation. Operator shall, within ninety (90) days after expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however. said commencement date may be extended upon written notice of same by Operator to the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator. such additional time is reasonably necessary to obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment. or 1o complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if the
actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
if any party hereto still desires to conduct said operation. written notice proposing same must be resubmitted to the ather parties in accor-
dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.1. or VIL.D.1. (Option
No. 2) elects not to participate in the proposed operation. then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Parties: provided. however. if no drilling rig or other equipment is on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Parties. or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall compiy with all terms and con-
ditions of this agreement.

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

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved.in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties.
If such an operation resuits in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole cost, risk and expense. If any well drilled. reworked. deepened or plugged back under the provisions of this Article results in a pro-
ducer of oil and/or gas in paying quantities. the Consenting Parties shall complete and equip the well to produce at their sole cost and risk.
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ARTICLEV]
continued

and the well shall then be turned over 16 Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon cormencement of operations for the drilling, completing, reworking, deepening or plugging
back of any such well by Consenting Parties in accordance with the provisions of this Article, each Non-
Consenting Party shall be deemed to have relinquished to Consenting Parties’, and the Consenting Parties
shell own and be entitled to receive, {n proportion to their respective interests, 211 of such Non-Con-
senting Party‘'s {nterest in the well and share of production therefrom until the proceeds of the sale of
such share, calculatec at the well, or market value thereof 1f such shere is riot sold (after deducting
‘production taxes, excise taxes, royaity, overriding royalty and other interests not excepted by
Article 111.D. payable out of or measured by the production from such well accruing with respect to
such fnterest un;i] it reverts) shall equal the total of the following:

{a) 100% of each such Non<Consenung Party's share of the cost of any newiy acquired surface equipment beyond the welthead
cennecuons (ncluding, but not limited to, stock tanks, separators, reaters, pumping equipment and piping), plus 100% of each such
Non<Consennng Party ‘s share of the cost of operation of the well commencing with first production and congnuing untl each such Non-
Consenung Party's relinquished interest shall revert to it under other provisions of this Arucle, it being sgreed thst each Non-
Consenting Party's share of such costs and equipment will be that interest which wouid have been chargeabie 10 such Non-Consenting
Pasty had it parscipaied in the well from the beginning of the operauons; and

©)-300Q % of that poruon of the costs and expenses of drilling, reworking. deepening, plugging back. testng 2nd completing,
sfter deducuing any cash contributions received under Arocle VIILC,, and 300 ¢ of thar portion of the cost of newiy acquired equip-
meat in the well (1o and inciuding the wellhead connections), which would have been chargeable 1o such Non-Consenung Party if it had
perudpated theren,

An election not to participate tn the drilling, completing, or the deepening of z well shall be deeme
ar. election not to particizete dn.any reworxing or plugging back operation proposed in such 2 well, or
vortion thereof, to which the {nitfal Non-Consent election applied that is conducted 2t any time prior
e full recovery by the Consenting Parties of the Non-Cunsenting Farty's recoupment account, Any such
1eworking or plugging back operation conducted during the recoupment period shali be deemed part of the cost of operation of s2id well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that poron of the costs of
the reworking cr plugging back aperation which would have been chargeabie to such Non-Consentng Party had it participated theran. If
suzh 3 reworking or plugging back operaton is preposed during such recoupment period, the provisions of this Articie VIB. shall be ap-
pliczbie 23 berween said Consendng Parties in said well.

Gas production attributable to any Non-Consenting Party's relinquished interest upon such Party's elec-
tion shall be sold to its purchaser, {f available, under the terms of {ts existing gas sales contract. Suc
~on-Consenting Party shall direct its purchaser to remit the procesds receivable from such sale direct to
tne Corsenting Parties until the amounts provided for in this Article are recovered from the Non-Consentir
Party's relinquished interest. If such Non-Consenting Party has not contracted for s2le of its gas at the
time such cas is available for delivery, or has not made the election as provided above, the Consenting
Parties shall own and be entitled to receive and sell such Non-Consenting Party's share of gas as herein-
abeove provided during the recoupment period.

During the period of tme Consenting Parties zre entitied to receive Non-Consentng Party's share of production. or the
proceeds therefrom. Consenung Parmies shall be responsibie for the payment of all producton, severance. excise, gathering and other
tzxes, znid all royairy. overriding rovalty and other burdens appiicable 10 Non-Consennng Parry’s share of production not excepied by Ar-
veie Z1.D.

In the case of 2ny reworking, compieting, plugging back or deeper drilling operation, the Consenting
Parties shall be permittes tc use, free of cost, 211 casing, tuding and other eauipment in the weil, but
the ownership ¢f 211 such equipment shail remzin unchanged; anc upon abandonment cf a well &fter such
reworking, completing, plugcing back or deeper orilling, the Consenting Parties shall account for all
such equipment to the owners thereof, with each party receiving, its proportionate part in kind or in
velue, Jess cost of salvage.

Within sixty (60) days zfter the compietion of any operzuion under this Arucie, the party conducung the operations for the
Comsenung Panues shali furmsh each Non-Consenting Party with zn inventory of the equipment in and connected 12 the well, and an
nemized starement of the cost of crilling. deepening. piugging back. tesung. compieung, and equipping the well for production: or, at its
onuon. the operating parTy. in lieu of an itemized sutement of such costs of cperation. may submit a detaiied statement of monthiy bill-
ingy. Each month thereaiter, during the ume the Consenung Parties are being reimbursed 23 provided above, the party conducung the
sterations {ar the Consenung Parties shall furnish the NonConsenung Parties with an itemized stziemen: of ali costs 2nd liabilities in-
curred 1o the operation of the well, together with a statement of the guantity of oil anc gas producec irom it and the 2mount of proceeds
reziized {rcm the saie of the well’s working interest procduction curing the preceding month. In determining the quanuty of oil and pas
rroduces curing wny month, Consenung Farties shall use industry accepied methods such as. but not limited to. metering of periodic
v=il 1es15. Any amount rezinzed from the saie or other disposition of equipment newiv acquired in connecuion with any such operation
wrich wouid have been owned by 2 NonCensenting Party had it paruicipated therein shall be crecied zgains: the 102} unrensrned costs
o the wnrs done and of the eguipment purchaseg in deermining when the interes: of such NonConsenung Party shal reves 1o it as
~-~uided. 2nd i there 1s 2 credy balance. it shall be paid 1o such NonLonsenting Party.
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ARTICLE V1
continued

If and when the Consenting Parties recover trom a Non-Consenung Party's relinquished interest the amounts provided for above.
the relinquished interests of such Non-Consenting Party shall automaticaily revert to it. and. from and after such reversion. such Non-
Consenting Party shall own the same interest in such well. the materiai and equipment in or pertaining thereto. and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling. reworking. deepening or plugging
back of said weil. Thereatter. such Non-Consenting Party shall be charged with and shall pay tts proportionate part ot the further costs of
the operation of said weil in accordance with the terms ot this agreement and the Accounung 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 then-existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VL.A.
except (2) as to Article VILD.1. (Option No. 2), if selected. or (b) as to the reworking, deepening and plugging back of such initial weil
after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or. if initially completed for pro-
ducdon, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed. and the resuits thereof furnished to the parties. stand-by costs incurred pending response to a party’s notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted. whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VI.B.2. shall be charged to and borne as part of the proposed operation. but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party's interest as shown on Exhibit ‘A" bears to the total interest as shown on Exhibit **A"" of all Consenting Par-
ties.

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a “‘deepening’ operation shall
also be applicable to any proposal to directionally control and intentionaily deviate a well from vertical so as to change the bottom hole
location (herein called ‘‘sidetracking’’), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall. upon electing to participate. tender to the well bore owners its proportionate share (equal
1o its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

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

(b) If the proposal is for sidetracking a well which has previously produced. reimbursement shall be on the basis of the well's
salvable materials and equipment down to the depth at which the sidetracking operation is initiated. determined in accordance with the
provisions of Exhibit **C’’, less the estimated cost of salvaging and the esumated cost of plugging and abandoning.

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

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area.
exclusive of production which may be used in development and producing operations and in preparing and treating oil and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any
party of its proportionate share of the production shall be borne by such party. Any party taking its share of production in kind shail be
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ARTICLE V]
continued

required to pay lor only its proportionate share of such part of Operator’s suriace {aciiities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the saie of its interest in production from
the Contract Area, and, except as provided in Article VILB.. shall be enuded to receive payment directiv from the purchaser thereo! for
its share of all producuon. .

In the event any party shall fail 10 make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil produced from the Contract Area, Operator shall have the right. subject to the revocauon at will by the party owning it. but not
the obisgauon, 10 purchase such oil or sell it to others at any time and from ume 10 ume. for the account of the non-taking party at the
best price obtainabie in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production 1o exercise at any ume its right 1o take in kind. or separately dispose of, its share of all oil not previously
delivered 1o 2 purchaser. Any purchase or saie by Operator of any other party s share of oil shall be oniy for such reasonable periods of
time as are consistent with the minimum needs of the industry under the particular circumsiances. but in no event for a period in excess
of one (1) year.

In the event one or more parties’ separate disposition of its share of the gas causes spiit-stream deliveries to separate pipelines and/or
deliveries which on a day-to-day basis for any reason are not exacily equal to 2 party’s respecuve proporuonate share of total gas sales 10
be allocated 10 it, the balancing or accounung berween the respective accounts of the parties shall be in accordance with any pas balancing
agreement berween the parties hereto, whether such an agreement is artached as Exhibit “*E™". or is 2 separate agreement.

D. Access to Contract Ares and Information:

Each party shall have access to the Contract Arez at all reasonabie times. at its sole cost and risk to inspect or observe operatons,
and shall have access at reasonable times to informaton pertaining to the development or operation thereof. including Operator's books
and records reiating thereto. Operator. upon request, shall furnish each of the other parues with copies of all forms or reports filed with
governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and rurn uckets and reports 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
pathering and furnishing informauon 1o Non-Operator. other than thar speaified above. shall be charged 10 the Non-Operator that re-
quests the wmnformaton.

E. Abandoament of Wells:

1. Abandonment of Drv Holes: Except for any well drilled or deepened pursuant to Arucle VI.B.2., any well which has been
drilled or deepened 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 al} partes. Should Operator, after diligent effort, be unabie to contact any parry. or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposai 1o plug and abandon
such well, such party shall be deemned to have consented to the proposed abandonment. All such wells shail be pluggez 2nd abandoned in
accordance with applicable regulations and at the cost. risk and expense of the parties who participated in the cost of criliing or deepening
such well. Any parry who objects 10 plugging and abandoning such well shall have the nght to take over the weli and conduct further
operations in search of oil andior gas subject to the provisions of Article V1.B.

2. Abandonmen: of Wells that have Produced: Except for anv well in which 2 Non-Consent operation has been conducied
hereunder for which the Consenting Parties have not been fully reimbursed as heremn provided, zany well which has been completed as a
producer shall not be plugged and abandoned without the consent of 2ll parties. If all parnes consent to such abandoament. the well shall
pe plugzed and abandoned in accordance with applicable regulations and at the cost. nisk and expense of all the parues hereto. Li. within
thirty (30 days after receipt of notice of the proposed zbandonment of any well, all parties do nor agree to the abandonment of such well.
those wishing 1o conunue its operation {rom the intervalis} of the formanon(s) then open to production shall tender to each of the other

Txhibit 'C. Jess the estimated cost of salvaging and the estimateg cost of piugging and abandoning. Each abandening party shall assign
the nun-zbandoning parues. without warranty. express or implied. as to ttle or as 10 quanzity. or fimess for use of the equipment and
materia:, 21l of its interest 1n the webl and reiated equipment. together with its interest in the Jeasenold estate as to. bus only as 10, the in-
tervai o intervais of the formauon or {ormauons then open to procucticn. Ui the mnterest of the abandoning panty is or inciudes an oii and
gas interest, such party shali execute and deliver to the non-abandoning party or parues an o1l and gas lease. limited 1c the intervai or in-
tervais of the formaton or formazons then open 1o production. for a term of one (1) vear and so long thereafter as ail andor gas i< pro-
duced irom the interval or imervals of the formation or formanions covered thereby . | NE assignments or leases
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S0 }imited 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
percent2ge of participation in the Contract Area to the aggregate of the percentages of participation in the

Contract Area of a1l assignees. There shall be no readjustment of interests in the remaining portion of the
Contract Area.

W 0~ O OB ORI -

Thereafter. abandoning parues shall have no further responsibility. liability. or interest in the operation of or production from
the well in the interval or intervais then open other than the royaities retained in any lease made under the terms of this Arucle. Upon re-
quest, 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 arise as the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased. the assignor or lessor shall then have the opuion 10
repurchase its prior interest in the well (using the same valuauon formuia) and parucipate in further operauons therein subject to the pro-
visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VI.E.1. or VL.E.2. above shall be applicable as between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articies; provided. however. no well shall be
permanently plugged and abandoned unless and untii all parties having the right to conduct further operations therein have been notified
of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article
VLE.

ARTICLE VIL
EXPENDITURES 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 its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the Liens granted
among the parues in Article VIL.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 construed as creating. a mining or other partnership or association, or to render the parties liable as partners.

B. Liens and Payment Defauits:

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 Exhibit ‘*C*". To the extent that Operatcr has a security interest under the Uniform Commercial Code of the
state, Operator shall be entiled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
taining 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 security for the payment thereof. In addition. upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedies. to collect from 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 entitied to rely upon Operator’s written statement concerning the amount of any default. Operator grants a like lien
and security interest to the Non-Operators to secure pavment of Operator’s proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) davs afier rendition of 2 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 interest of all such parties. Each partv so paving its share of the unpaid amount shall. to obtain
reimbursement thereof. be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

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

Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month. which right may be exercised only by submission to each such party of an itemized statement of such estimated expense. together
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submirted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within
fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time. the amount
due shall bear interest as provided in Exhibit **C"* until paid. Proper adjustment shall be made monthly berween advances and actual ex-
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred. and no more.

D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties. no weil shall be drilled or deepened. except anv well drilled or deepened
pursuant 1o the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall include:
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ARTICLE V!
continued

© Opuon No. 1: All necessary expenditures for the drilling or detpening. testing, completing and equipping of the well, includir.

riecessary unkage andlor surface {acilities.

& Opdon No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached -
authorized depth, and all tests have been complered, and the resuits thereof furnished 10 the pariies. OPernor shall give immediate nou
0 the Non-Operators who have the right to participate in the compietion costs. The parues receiving such nouce shall have forry-eig
(8) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect 10 pariicipate in the sering of casing and the completion :
tempt. Such election, when made, shzll inciude consent 1o all necessary expenditures for the completng and equipping of such well,
cluding necessary tankage andior surface fzc.hus. Failure of any party receiving such notice to reply within the period above fixed sh:
consurute 2n election by that pasty not 1o pzmmpaxe in the cost of the completion artempt. If one or more, but less than all of the paru:
elect to set pipe and 0 anempt 2 completion, the provisions of Article VI.B.2. hereof (the phrase '‘reworking, deepening or pluggi-
back™ as conuined in Article V1.B.2. shail be deemed to include **compieting’ ") shall apply 16 the operatons thereafier conducted by Je
than all partjes.

2. Rework or Plug Back: Without the consent of 2ll parties, no well shall be reworked or plugged back except 2 well reworked ¢
plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Coasent to the reworking or plugging back of a well sh:

include all necessary expenditures in conducting such operations and completing 2nd equipping of said well, including necessary wnkas
andlor surface faclities.

3, Other Operayons: Without the consent of 2li parties, Operator shzll not undertzke 2ny single project rezsonably estimate
10 require 2n expenditure in excess of Twenty-Five Thppsand Dollars (25,000 00
except in connection with 2 well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has bee
previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudde
emergency, whether of the same or different nature, Operator may take such steps 2nd incur such expenses as in its opinion are require

. 10 dea) with the emergency to safeguard life and property but Operator, 25 promptly 2s possible, shall report the emergency 1o the othe

parues. if Operator prepares an zuthority for expenditure (AFE) for its own use, Operator shall furnish zny Non-Operator so requestin
an information copy thereof for any single project costing in excess of ___Twentv-Five Thousand:
Dollars (s 25,000 00 ) but less than the amount first set forth 2bove in this paragraph.

E. Rentals, Shut-in Well Parments and Minimum Royalties:

Remzals, shut-in well payments and minimum royalties which may be required under the terms of any lezse shall be paid by th.
party or parties who subjecied such lease 10 this agreement at its or their expense. In the event two or more parties own and have con
tributed interests in the same Jease to this agreement, such parties may designate one of such parties to make said payments for and or.
behalf of all such parties. Any party may request, and shall be entited to receive, proper evidence of all such payments. In the event o
{2ilure 10 make proper payment efany renual, shut-in well psyment or minimurm royalty through mistake or oversight where such pay-
ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-
visions of Artcle IV.B.2.

Operaior shall nozify Non-Operztor of the anticipsted compietion of a shut-in gas well, or the shunting in or rerurn to production
of a producing gas well. at least five (5) days (excluding Saturday. Sundzy and legal holidzys. or at the eariiest opportunity permined by
circumstances, prior to taking such action, but 2ssumes no lisbility for fzilure to do so. In the event of {ailure by Operator 1o so notify
Non-Operator, the Joss of zay lease conributed hereto by Non-Operator for failure to make umely pzyments of any shut-in well payment
shall be borne jointly by the parues hereto under the provisions of Article IV.B.3,

F. Taxes:

Beginning with the first calendar vear after the efiecove date hereof. Operator shall render for ad valorem taxaton all property
subject 10 this agreement which by law should be rendered for such tzxes. angd it shzll pay zll such tzxes 2ssessed thereon before they
become detinquent. Prior 1o the renditien cate. each Non-Operator shall furnish Operator informaton 2s 1o burdens (:0 incluge. but not
pe limited to, royalties. overriding royzities 2nd producuon paymens) on leases 2nd oil and gas interests contributed by such Non-
Operater. If the 2ssessed valuzuon ¢f 2ny lezschold estate is reduced by rezson of its being subject 10 outstanding excess royaities, over-
riding roraities or production pzyments, the reduciion in ad valorem tz2xes resuiting therefrom shall inure 10 the benefit of the owner or
owners of such leasehold estate, 2nd Op=rator shall adjust the charpe 1o such owner or owners so 25 10 refiect the benefit of such reduc-
ton. If the ad vaiorem t2xes are based in whoie or in pamt upon separate vzluations of each parrv’s working interest. then norwithstanding
2zvthing 10 the conwrany herein. charpes to the joint account shall be made 2nd pzid by the parties hereto in accordance with the xfx
vzlue penerzied by each party’s working interest. Operator shall l‘nil) the other parties for their propertionate shares of all 1ax payments in
the mznner provided in Exhibit **C™". :

U Operzior considers zny tax assessment improper. Operzior may. at its discretion. protest within the time und manner
crecribed by lew. and prosecute the protesi 10 2 final determination. uniess ali pariies zeree 10 #bandon the protes: pror 10 finui Seter
=:nzuon. During the pendenay of dministrative or judicial procecdings. Operaior mzv elect 1o pay. under protest, zll su;?: 1axes .znd zay
inieres: and penaliv. When any such protesie assessment shzll have been finaily determined. Operaior shall pay the 12x lo.r the joint ac-
count. 1opecher with any interest and penzity sccrued, 2nd the 1oai ~ost shall then be zssessec apains: the parties. anc be paid b\ them, 25
rrovided in Exhibit ©"C". _

..—-, R

Esch party shall pay or cause 1e be paid a1l producemon, severance. excise. tathering and other taxes imposed upon or. “’Lh resrect 10
the praducuon or handbng of such party’s share of cil andror gas preduced under the terms of this agreement.

\]
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ARTICLE VII
contnued

G. Insurance:

At all times while operations are conducted hereunder. Operator shall compiy with the workmen’s compensation law of
the state where the operations are being conducted: provided. however. that Operator may be a self-insurer tor liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit **C"". Operator shall
Jiso carry or provide insurance for the benefit of the joint account ot the parues as outiined 1n Exhibit "D™". urrached to and made a part
hereof. Operator shall require all contractors engaged in work on or tor the Contract Area to compiy with the workmen's compensation
law of the state where the operations are being conducted and to maimntain such other insurance as Operator may require.

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

ARTICLE VIII.
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 anv portion thereof. and the 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 thereof, and any well. material and equipment which may be located thereon and any rights in production
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) year and so long thereatter 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 or lease. the assigning party shall be relieved from all
obligations thereafter accruing, but not theretofore accrued. with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shail pay to the
party assignor or lessor the reasonable salvage value of the latter s interest in any wells and equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit **C"", less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party. the interest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's. lessor’s or surrendering
party’s interest as it was immediately before the assignment. lease or surrender in the balance of the Contract Area: and the acreage
assigned. leased or surrendered. and subsequent operations thereon. shall not thereafter 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 promptiv. 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 pro-
portionate 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 parttes in the Contract Area.

If some. but less than ail. 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 Contract Area
to the aggregate of the percentages of participation in the Contract Area of ail 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. Anv 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 con-
tracted 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 shail also be applicable to extensions or oil and gas leases.
C. Acreage or Cash Contributions:

While this agreement is in torce. if anv party contracts for a contribution of cash towards the drilling ot a well or any other
operation on the Contract Area. such contribution shall be paid to the party who conducted the drilling or other operation and shall be

appiied bv it against the cost of such drilling or other operation. If the contribution be in the form of acreage. the party to whom the con-
tribution is made shall promptiv tender an assignment of the acreage. without warranty of title. to the Drilling Parties in the proportions

11-
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ARTICLE VIII
continued

said Drilling Parties shared the cost ot drilling the weil. Such acreage shall become a separate Contract Area and. to the extent possibie. be
governed by provisions identical to this agreement. Each party shall promptiv notify all other parties of any acreage or cash contributions
it may obtain in support of any well or anv other operation on the Contract Area. The above provisions shall also be applicable to op-
rionai rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

If any party contracts for any consideration reiating to disposition of such party’s share ot substances produced hereunder. such
considerauon shail not be deemed a contribution as contemplated in this Articie VIII.C.

D. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement. no
party shall sell. encumber. transfer or make other disposition of its interest in the leases embraced within the Contract 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 equipment and production in the Contract Area.

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

If. at any time the interest of any party is divided among and owned by four or more co-owners, Operator. at its discretion. may
require such co-owners to appoint a single trustee or agent with full authority to receive notices. approve expenditures, receive billings for
and approve and pay such party’s share of the joint expenses. and to deal generally with. and with power to bind. the co-owners of such
party’s interest 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 thereof.

E. Waiver of Rights to Partition:

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 ail rights it may have to partition and have set aside to it in severalty its undivided
interest therein.

F. Preferential Right to Purchase:

Should any party desire to sell all or any part of its interests under this agreement. or its rights and interests in the Contract
Area. it shall promptiv give written notice to the other parues. with full information concerning its proposed sale. which shall include the
name and address of the prospective purchaser (who must be ready. willing and able to purchase). the purchase price. and all other terms
of the offer. The other parties shall then have an optional prior right. for 2 period of ten {10) days after receipt of the notice. to purchase
on the same terms and conditions the interest which the other party proposes to sell; and. if this optional right is exercised. the purchas-
ing parties shall share the purchased interest in the proportions that the interest of each bears to the total interest ot all purchasing par-
ties. However. there shall be no preferential right to purchase in those cases where any party wishes to mortgage its interests. or to
dispose ot its interests by merger. reorganization. consolidation. or sale of all or substanually all of its assets to a subsidiary or parent com-
pany or 1o a subsidiary of a parent companv. or to anv company in which anv one party owns a majoritv of the stock.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create. and shall not be construed to create. a relationship of partnership or an association
for protit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective. or that this agreement and operations hereunder shall not constitute a partnership. if. for federal income tax
purposes. this agreement and the operations hereunder are regarded as a partnership. each party hereby affected elects to be excluded
from the application of all of the provisions of Subchapter *"K ™", Chapter 1. Subtitle **A"", of the Internal Revenue Code of 1954. as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretarv of the Treasury of the
United States or the Federal Internal Revenue Service. including specificallv. but not bv wayv of limitation. all of the returns. statements,
and the data required by Federal Regulations 1.7G1. Should there be anv requirement that each party hereby affected give further
cvidence of this election. each such party shall execute such documents and furnish such other evidence as mav be required by the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give anv notices or take any other
action wnconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract
Area is located or any future income tax laws of the United States contain provistons similar to those in Subchapter "'K*". Chapter 1.
Subtitle ** A", of the Internal Revenue Code of 1954, under which an election stmilar to that provided by Section 761 of the Code is per-
mitted. each party hereby atfected shall make such election as mav be permitted or required by such laws. In making the foregoing elec-
tion. each such party states that the income derived by such party from operations hereunder can be adequateiv determined without the
computauon of partnership taxable income.
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settie anv single uninsured third party damage claim or suit arising 1rom operations hereunder if the expenditure
Joes not exceed Ten Thousand —Dollars
:10,000.00 1nd it the payment ts in compiete settiement of such ciaim or sutt. If the amount required for settiement ex-
ceeds the above amount. the parties hereto shail assume and take over the further handling ot the claim or suit. unless such authority is
delegated to Operator. All costs and expenses of handling. settling. or otherwise discharging such claim or suit shall be at the joint ex-
pense ot the parties participating in the operation trom which the claim or suit arises. If a claim is made against any party or if any party is
sued on account of any marter arising tfrom operations hereunder over which such individual has no control because of the rights given
Operator by this agreement. such party shall immediately notify all other parties. and the claim or suit shall be treated as anv other claim
or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable. whollv or in part. by force majeure to carry out its obligations under this agreement. other than
the obligation to make moneyv pavments. that party shall give to all other parties prompt written notice of the force majeure with
reasonabiy full particulars concerning it: thereupon. the obligations of the party giving the notice. so far as they are affected by the force
maseure. shall be suspended during, but no longer than. the continuance of the torce majeure. The affected party shall use all reasonable
diligence to remove the force majeure situation as quickly as practcable.

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

The term '‘force majeure’ . as here emploved. shall mean an act of God. strike. lockout. or other industrial disturbance. act of
the public enemy. war. blockade. public riot. lightning. fire. storm. tlood. explosion. governmental action. governmental delay. restraint
or inaction. unavailability ot equipment. and anv other cause. whether of the kind specifically enumerated above or otherwise. which is
not reasonably within the control of the party claiming suspension.

ARTICLE XII.
NOTICES

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

ARTICLE XIII.
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the oil and gas leases andior oil and gas interests subject hereto for the
period of time selected below: provided. however. no party hereto shall ever be construed as having any right. titie or interest in or to any
lease or oil and gas interest contributed by any other partv bevond the term ot this agreement.

— Option No. 1: So long as any of the oil and gas leases subject to this agreement reman or are continued in force as to any part
of the Contract Area. whether by production. extension. renewal or otherwise.

¥ Option No. 2: In the event the well described in Article VILA.. or anv subsequent well drilled under anv provision of this
agreement, resuits in production of oil andior gas in paving quantities. this agreement shall continue in force so long as any such well or
wells produce. or are capable of production. and for an additional period of —90  davs from cessation of ail production: provided.
however. if. prior to the expiration of such additional period. one or more of the parties hereto are engaged in drilling. reworking. deepen-
ing. plugging back. testing or attempting to compiete a well or wells hereunder. this agreement shall continue in force until such opera-
tions have been completed and if production results therefrom. this agreement shall continue in force as provided herein. In the event the
well described in Articte VI.A . or any subsequent well drilled hereunder. results in a dry hole. and no other well is producing. or capable
of producing oil and/or gas from the Contract Area. this agreement shall terminate unless drilling. deepening. plugging back or rework-
ing operations are commenced within __ 90 _ Jays from the date of abandonment of said well.

It is agreed. however, that the termination of this agreement shall not relieve anv party hereto trom any liability which has
accrued or attached prior to the date of such termination.

-13-
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ARTICLE XVI.
MISCELLANEOUS -

This agreement shall be binding upon and shall inure to the beneiit of the parues heretc anc to their respective heirs, devisees,
1T TUITESETiAUVES. SUCCESSOTS and assigns.

Ihi ;msTument may De executed tn any number of counterparts, each of which shali be considered an cniginai for all purposes.
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IN WITN\ESS WHEREOF. this agreement shall be efiective as of _tNE_ 15T aavof __ ADTI] 1984
OPERATOR

Amocec Production Company

%//4‘—)
M T. HALE

AATTORNEY.-IN-FACT

NON-OPERATORS

Hondo 0il1 & Gas Company

By:

Yates Pe;fo1eum Corporation.

Ty

/ m}—m-ﬁzw{-

Yates Drilling Company

T/Zék%rhnﬁy-c4v-eﬁt94
ABQ PetroﬂZu Corporation

By: ”/////@

,/Z,/”’!Qa??x,,, s
Mayt1n Yates,

Y

%cmw/? - TAL
Myco *nﬂ Tries,

- Z;‘quyi,,v?-;a‘-sﬁtoL
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

%. Laws. Regulations and Orders:

Tl edfEeement STall e SUCIeCT T OTTE LLASerVALICD Lt b I STale i CATGCD CRIPACT AT DS WCalvd. o the taid rules.

c2uiations. .nd orders O iy GUIV CONSUTULEd Feduldtony Moay of said SLEer 2nd o 2 cther appucable teaeral. siate, and iocal luws, ur-
Jinances. ruies. reguiations. and orders.

B. Governing Law:

This agreement and ali matters pertaimng hereto. including. but not iimited to. matters ot pertormance. nen-periormance. breach.
remedies, procedures. rights. dutes and interpretation or construction. shali be vovernea ind determined by the law or the state in which
the Contract Area is locared. [f the Contract Area 1510 two or more states. the law of e state of _NEW Mexico
<hall govern.

C. Regulatory Agencies:

Nothing herein contamed shall grant. or be construed to grant. Operator the right or authority tc wave or release anv rights.
rrivileges. or obligations which Non-Operators mav have under tederai or state laws or under ruies. regulations or erders promuigated
under such laws in reterence to oil. gas and mineral operations. inciuding the locauen. operauon. or proauction ot weils. on tracts oftset-
ang or adjacent to the Contract Area.

With respect to operations nereunder. Non-Operators agree to release Operator trom anv and ail losses. dumages. injuries. claims
2nd causes of action arising out of. incident to or resuiting directiv or indirectiv trom Ogperator s interpretation or appitcation of rules.
rulings. reguiations or orders ot the Department ot Energy or predecessor or successor agencies to the extent such interpretation of ap-
rlication was made in good faith. Each Non-Operator turther agrees to reimburse Operator tor any amounts appiicable to such Non-
Operator s share ot production that Operator may be required to retund. rebate or pay as 4 result ot such an incorrect interpretation or
application. together with interest and penalues thereon owing by Operator as a resuit ot such incorrectInterpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the **Crude Oil Windfali Profit Tax Act
of 1980°". is same may be amended from time to time " Act” "\ uand any valid regulations or ruies which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish anv and all certitications or other information
which is required to be furnished by said Act in a timely manner and in sutficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

1. Notwithstanding anything to the contrary contained herein, the Drilling
Parties recognize that prior to the execution of this Operating Agreement,
Operator caused title to the Drilling Unit to be examined by outside
attorneys and agree that all costs incurred by Operator in this title
program shall be borne pursuant to Article IV.A.

. 2. By execution of this Operating Agreement, Amoco Production Company and Hondo

0il1 & Gas Company agree to remove all rights from a subsurface depth of 6415'
down_to the base of the E]]enburger formation in the SW/4 Section 11, E/2

Section 15, T-18-5, R-27-E, N.M.P.M., from the folTowing contracts™"

1. Operating Agreement dated April 23, 1958 between
Pan American Petroleum Corporation (now Amoco
Production Company) and Malco Refineries, Inc.
(now Hondo 0i1 & Gas Company) insofar as it covers
the SW/4 Section 11, E/2 Section 15, T-18-S, R-27-E,
N.M.P.M.

2. Operating Agreement dated July 1, 1971 between Amoco
Production Company and ____DﬂﬁL_Q_LL_&_(zaS S_Company insofar -

as it leﬁrs_Ihe~§£[§\§EEElES 11, T-18-S, R-27-E, N.M.P.M.

Upon termination of this Operating Agreement, the above described rights in
the SW/4 Section 11, E/2 Section 15, T-18-S, R-27-E, N.M.P.M. shall again
be fully subject to the above described Operating Agreements dated Aprii 23,
1958 and July 1, 1971, to the extent provided therein.

A

-14-



o= ARTICLE XV.

Continued

3. It is recognized by the-parties hereto that in addition to each
party's share of working interest production, such party shall
have the right, subject to existing contracts, to market the

. royalty gas attributable to each lease which it contributes to
the Unit Area and to receive payments due for such royalty gas
purchased from or allocated to such lease or leases. It is .
agreed that, regardiess of whether each party markets or contracts
for its share of gas, including the royalty gas under the leases
which it contributes to the Unit, such party agrees to pay or
cause to be paid to the Royalty Owners under its lease or leases
the proceeds attributable to their respective royalty interest

“and to hold all other parties hereto harmless for its failure to
© do so.

144 | Revised June 1, 18
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ARTICLE XVI.
MISCELLANEOUS

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

This insument may be executed in any number of counterparts, each ot which shall be considered an originai for ail purposes.

IN WITNESS WHEREOF. this agreement shall be effective as of _tN€ 1St day of APl 1984

OPERATOR ABPROVED
Amoco Production Company Qg

iﬂﬁngEZQ?éé::zz—J a’éf;‘;;:‘CD
WILLIAM T. HALE

ATTORNEY-IN-FACT

NON-OPERATORS

Hondo 0i1 & Gas Company

! meTsi g
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: B,y-_%ﬁ-»u 2 @MM ¢
N G e e

AN . K PV
L U U UL SO 4

Yates Petroleum Corporation

By:

Yates Drilling Company

By:

ABO Petroleum Corporation

By:

Martin Yates, III

By:

Myco Industries, Inc.

By:

1096139



BEFORE ME, the undersigned authority, on this day personally appeared
CLARENCE E. CARDWELL, Vice President of HONDO OIL & GAS COMPANY, a corporation,
'mown to me to be the person whose nzme is subscribed to the foregoing instrument,
and acxknowledged to me that he executed the sazme as the act and deed of said
EONDO CIL & GAS COXPANY, for the purposes and considerations and in the capacity
therein expressed.

PRV A
GIVEN UNDER MY HAND AND SEAL OF OFFICE this £= day of
Niv .. , 19 g4

{

o Mtp S il tl <ATERIN MANDEVULE
Notary Public in and for
Midland County, Texas

My Commission Expires

L2355
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EXHIBIT "A"

Attached to and made part of the Joint Operating Agreement dated Apri1 1,
1984.

Contract Area

The Contract Area shall comprise all oil and gas rights from a subsurface
depth of 6,415 feet down to the base of the Ellenburger Formation in and
to the following described lands:

T-18-S, R-27-E, N.M.P.M. Eddy County, New Mexico
Section 11: S/2

Section 15: E/2

Description of the Leases Committed:

1. Lease Serial Number: NM-29272
Lease Date: July 1, 1949
Lessor: United States
Present Lessee: Hondoe 031 & Gas Company
Description: SE/4 NE/4, SW/4 Sec. 11, E/2 Sec. 15,
T-18-S, R-27-E, Eddy County, New Mexico
covering 520 acres.
2. Lease Serial Number: NM-41643
Lease Date: May 1, 1981
Lessor: United States
Present Lessee: Yates Drilling Company
ABO Petroleum Corporation
Martin Yates, III
Yates Petroleum Corporation
Description: E/2 SE/4 Sec. 11, T-18-S, R-27-E,
Eddy County, New Mexico covering
80 acres.
3. Lease Serial Number: NM-51832
Lease Date: April 1, 1982
Lessor: United States
Present Lessee: Yates Petroieum Corporation
Yates Drilling Company
Myco Industries, Inc.
ABO Petroleum Corporation
Description: SW/4 SE/4 Sec. 11, T-18-S, R-27-E,
Eddy County, New Mexico covering
40 acres.
4, Lease Serial Number: NM-36496

Lease Date: June 1, 1979

Lessor: United States

Present Lessee: Yates Petroleum Corporation
Description: NW/4 SE/4 Sec. 11, T-18-S, R-27-E,

Eddy County, New Mexico covering
40 acres.

Insofar and only insofar as the Leases Committed lie within the boundaries
of the Contract Area.

Interest of the Parties:

Amoco Production Company 37.50%
Hondo 0i1 & Gas Company 37.50%
Yates Petroleum Corporation 10.00%
Yates Drilling Company 5.00%
ABQ Petroleum Corporation 5.00%
Martin Yates, III 3.75% v
Myco Industries, Inc. 1.25% Q38
106-00% 1().,%365

DMcC/vk

£22 711



Addresses of the Parties:

Amoco Production Company

P. 0. Box 3092
Houston, TX 77253

Hondo 0i1 & Gas Company
P. 0. Box 1610
Midland, TX 79702

Yates Petroleum Corporation
Yates Drilling Company

ABO Petroleum Corporation
Martin Yates, III

Myco Industries, Inc.

407 South Fourth Street
Artesia, NM 88210

DMcC/vk
623/42



(Attached to and made a part of Operating Agreement)

UNLEASED OIL AND GAS INTZRESTS

If it develops that any interest owned and contributed by a party
bereto is an unleased interest in the oii and gas rights, then such unleased
iaterest shall be treated for all purposes of this agreement as if it were a
tern (for the term of this Operating Agreement) oil and gas lease covering such
unleased interest on a form providing for the usual and customary ome-eighth
royalty and containing the usual and customary "lesser interest clause'. This
agreement' shall in no way affect the right of the owmer of any such unleased
interest to receive an amounz or share of production equivalent te the royalty
which would be payable if such unleased interest were subject to an oil and gas
lease as provided in the preceding sentence. Where any provision of this agree-
ment shall operate to require an assignment from any party ceantributing an
unleased mineral interest, such provision shall be construed (insofar as such
unleased mineral interest is concerned) as requiring instead the execution and
delivery by such party of an oil and gas lease, for a primary term of one year
from the date of its delivery and so long thereafter or as oil or gas is produced,
which lease shall reserve unto the lLessor 2 one-eighth royalty and contain the
usual "lesser interest clause"

109659
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Accountanss Societies
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L
EXHIBIT *Cc -
Attached to and made a part of __J0int Qperating Agreement dated

April 1. 1984 between Amoco Production Company. as ODerator
and Hondo 0il1 & Gas Company., et al.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

L GENERAL PROVISIONS
Definitions

*“Joint Property’ shzll mean the real and personal property subject to the agreement to which this Accounti
Procedure is attached.

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

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

“Operator”’ shall mean the party designated to conduct the Joint Operauons
“Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the dire
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operz
ing capacity.

“Technical Employees” shall mean those employees having special and specific engineering, geological or oth
professional skills, and whose primary function in Joint Operations is the handling of specific operating conc
dons and probiems for the benefit of the Joint Property.

“Personal Expenses’’ shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“‘Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manu:
ac most recently recommended by the Council of Petroleum Accountanis Societies of North America.

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of t:
Jeint Account for the preceding month. Such bills will be accompanied by statements which identify the autho:
ity for expenditure, lease or facility, and all charges and credits. summarized by appropriate classifications of iz
vestment and expense except that items of Controllable Material and unusual charges and credits shall be ser
arateiy identified and fully described in detail.

Advances and Payments by Non-Operators

TUnless otherwise provided for in the agreement, the Operaior may require the Non-Operators to advance the:
share of estimated cash outlay for the succeeding month's operation. Operator shall adjust each monthly billir
to refiect advances received from the Non-Operators.

Each Non-Operator snali pay its proportion of all bills within fifteen (15) days after receipt. If payment is nc
made within such tire, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%) pe
ar_num or the maximum contract rate permitted by the applicable usury laws in the state in which the Joir

Yroperty is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection wit.
t‘ne coilection of unpaid amounts.

Adjiustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct
ness thereof; provided. however, all bills and statements rendered to Non-Operators by Operator during an-
calendar year shall conclusiveiy be presumed to be true and correct after twenty-four (24) months followins
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator take:s
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shai.
be made urless it is made within the same prescribed period. The provisions of this paragraph shall not preven:
zcjustments 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-Operztors, shall have the right to audit Ope-
rziar's accournts and recerds relating to the Joint Account for any caiendar year within the twen:y-four (24) montr
period follow:ng the end of such czlendar year: provided. however, the making of an audit shall not extend the
time for the taking of written exception 1o and the adjustments of acccunis as provided for in Paragragh 4 of this
Secucn I. Where there are two or more Non-Operators, the Non-Operatiors shall make every reasonable effort ¢
concducr joint of simultaneous audits in a manner which will resuit in a minimum of inconvenience to the Opera-
sor. Operator shall bear no portion of the Non-Operators’ zudit cost tncurred under Lhis paragrapi uniess agreed
L0 2y the Ogperator.

A pproval by Non-Operators .
There an approval or other agreement of the Parties or Non-Operators is expressiy reguired under other sec-
1is Accounting Procecure and if the agreement 10 which tnis Accountung Procedure is aitached contains

o rontTary provisions in regarcd thereto. Operator shall notify ail Non-Operators of the Operztor's proposzl, ancé
sireement Or atsroval of a majority in interest of tnhe Non-Operaiors snail te controiiing on ail Non-Opera-

10965



11. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

re

~%

(Y

Fenfals xnd Royalties
Lcase rentsls and royvalties paid by Operator for the Joint Operations.
Labor .

A. (1) Salaries and wages of Operator's field employees directly employed on the Joinl Property in the con:
of Joinl Operstions.

Salaries of First Level Supervisors in the field. below District Manager

—~~ o~
[SUR N 1
~—r

Sziaries and wages of Technical Employees directly employed on the Joint Property if such charges
excluded from the Overhead rates.

B. Operator’s ccst of holiday, vacation, sickness and disability bencfits and other customary allowances paic
employees whose salaries and wages aTe chargeable to the Joint Account under Paragraph 2A of this Sec
11. Such costs under this Paragraph 28 may be charged on a “when and as paid basis™ or by “percentage
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of
Section I1. 1f percentage assessment is used, the rate shall be based on the Operator’s cost experience.

C. Expenditurcs ar contributions rmade pursuant to assessments impesed by governmental authority which
sprplicable to Operator's costs chargeable (o the Joint Account under Paragraphs 2A and 2B of this £
tion Il

D. Personz! Expenses of those employees whese salaries and wages are chargeable 1o the Joint Account ur
Paragraph 2A of this Section IL

Employee Benefits

Cpersior's current costs of established plans for employees’ group life insurance, hospitalization, pension,
tirement, stock purchase, thrift, bonus, and other benefit plans of a like' nzture, applicable to Operator’s la
cest chargeable 1o the Joint Account under Paragraphs 2ZA and ;B of this Section II shall b Qper’Tlor's act
cpst not to em—eds T8 Lopgcent most recently recommended by the Council of Petroleum
Kccountanis Societies. .
Maternal : ' ) .
Msterizl purchased or furnished by Operator for use on the Joint Property as provided under Section IV. O.
such Malerizl shall be purchased for or transferred to the Joint Property as may be required for immediate -
ind is rezsonabiy practical and consistent with efficient and economicsl operations. The accumulation of s
plus stocks shzll be avoided.

Transportation )
Trunsporiztion of vmployees and Material necessary far the Joint Operations but subject to the following limi:
tions:

A 1f Mztorial is moved to the Joint Property from the Operator's wzrehouse or olher properties, no charge sh.
e made to the Joint Account for a distance greater than the distance from the nearest reliable supply ste:
recognized barge terminal, or railway receiving point where like material is normally available, unless 3gre
{o by the Pariies.

£. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall'be made 10 1.
Joint Account for a distance greater than the distance to the nearest relizble supply store, recognized bir
terrminul, or yuilway receiving point unlcess agreed to by the Parties. No charge shall be made 1o the Joint A
count foi moving Material to other properties belonging ta Operator, uniess sgreed to by the Partes.

C. In the zcplication of Sutparagraphs A and B above, there shall be no equalization of zctual gross trucking cc
of §8aior Jess excluding accessorial charges.
$400 :
Services
The cest of contract services, equipment and utilities provided by outside sources, except services .exc}udgd b
Pzrupraph @ of Section 11 and Paragraph 1. ii of Section Il11. The cost of pro_!essior.al consuliant services and cor
(ract services of tevhnical personnel direct!y enpaged on the Joint Property if such charges are excluded frem th
Owerhead rutes. The cust-of professional consullant services or contract services of technical personnel not di
rectly engaged on fhe Joint Properiy shall not be charged to the Joint Account unless previously sgreed 1o b

the Parties.
Equipment and Frrilities Furnished by Operaior

A. Ormerzior shall charge the Joint Acco.unl !or‘use of Operator ownAecE equipment and .faciliﬁes at r;}gs com
mensurate with costs of ownership and operaticn. Such. raies Sha”. include costs of rmaintenance, repairs, othe
omersting Cxpunse, insurance, taxes. depreciation, and mte-rcsl on investment nol tovehxcegd e)ght_ per cent (B
p;r s=num. Such ratex shall nol exceed average commercial rates currently prevailing in the immediate are
cf the Joint Property. .
In siew of charpes in Paragraph 74 above, Operuator may e)ectlto use zverage commercial rates prevailing i
the immecinte 2rez of the Joint Pr?_;.:erly less .209;,. For autlomotive eguipment, Operatecr may elect 1o use rate
supliched by the Fetroleumn Motor Transport Association.

e

Dimages and Losses to Yoint FProperty

nevescary becsuse of dam

. . ree: . Te! comeriy m
oty OF EXLANSCS METELLAVY for the repon or replacement cf Jeint Preperty made .
g ose resulling from Operater

it , X

’ tacuce inTurred by fire, flood. storm. thelft, sccident, or other cause, exc
‘:':;—n—\('g o; willfui misconduct. Operator shail furnish Non-Oper "
bk oo o pracuicable sfler a repernt thereo! has been received -y Operator,
a8 £TO0 & ‘ .

<
o

[

memes I

Zroes N
c

Tegal Expente

-t

vewinen of Randling, investigaling and scn)?ng blgstion or ¢laims, discharging of liens, payment of judgmen
: Cimis {or zetticment ol clzims incturred in or resullng {rem cperations under the agreement o
-oicil cr recover the Joint Property, cxcept tha!l no charge {cr services of Operator's leral sis
of oulside aticrneys thzll be made vniess previously agreed to by the Parties. All other ler
‘e-ed o Lo covered by the cverhead provicions of Scctica I unless ctherwise agreed to by €
o-evided in Section I, Parsgraph 3,
Ay

—_2
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10. Taxes

All taxes of every kind and nature assessed or levied upon or in connecticn with the Joint Propért'}', the ¢

ticn thereof, or the production itheretrom, and which taxes hav
Parties,

e been paid by the Operzator for the benefit

11. Iosurance

If'et premiums paid {or i.nsuraqce required to be carried {or the Joint Operstions for the protection of the
des. In the event' Joint Operations are conducted in a state in wkich Operstor may act as self-insurer for
men’s Compensation and/or Employers Liability under the respective state's laws, Operator may, at its ai:

inctude the risk under its self-insurance program and in that event, Operator shall include a charge at Ope:
cost not to exceed rmanual rates.

12, Other Expenditures

Any o_tt_xe%r 'ex_penditure not covered or.dealt with in the foregoing provisions of this Section II, or in Seectic
and which is incurred by tbe Operator in the necessary znd proper conduct of the Joint Operations,

III. OVERHEAD

1. Overhead - Drilling and Producing Operations

L As compensation for administrative, supervision, office services and warehousing costs, Operator shall ¢
drilling and producing operations on either:

i

A

(x) Fixed Rate Basis, Paragraph 1A, or

{ ) Percentage Basis, Paragraph 1RB. :

Unless .otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all ¢
and szlaries or wages plus applicable burdens and expenses of 2ll personnel, except those directly charg
under Pzczgraph 2A, Section IL The cost and expense of services from outside sources in connection
mmatters of taxation, traffie, accounting or matters before or involving governmental agencies shall be consi:
as included in the Overbead rates provided for in the above selected Paragraph of this Section III unless
cost znd expense are agreed to by the Parties as a direct charge to the Joint Account,

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

Overhead - Fixed Pate Basis
(1) Operator shall charge the Joint Account at the following rates per weil per month:

Drilling Well Rate §__4923 . -
" Producing Well Rate $.£90

{(2) Applicatdon of Overhead - Fixed Pate Basis shall be as follows: .

(3)

(a) Drilling Well Rate

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

[2] Charges for offshore drilling wells shall begin or the date when drilling or completion equipz
arrives on locztion and terminate on the dzte the drilling or ccmpletion equipment moves off L
tion or rig is released, whichever occurs first, except that no charge shzll be made curing sust
sien oj_d:il".‘:.g operztions for tifteen (15) or more consecutive cays

[5] Charges for wells undergoing any typs of workover or recompletion for a period of five (5) ¢
secutive days or =micre shall be made at the érilling well rate. Such charges shall be applied
the period frem cale workover operations, with rig, commence through cate of rig reiease, exc
that no charge snall be made during suspension of operzticns for fifteen (15) or more consecu:
cays.

(b) Producing Well Rates

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

[2] Each active completion in a multi-completed well in which production is not coramingled do
nole shzll be considered 2s 2 one-well chargze providing eack compietion is considered a separ
well by the governing regulatory euthority.

(3] 4n inactive gas well shut in because of overprocucton or failure of purchaser to take the prod:
tipn ¢hzll be considered as a one-well charge providing the gas well is directly connected to a pe
manent szles outlet.

{4] A one-well charge =ay be made fcr the month in which plugging and zbandonment operatic
zre compielet on any well.

(5] AL other inacive wells (including but no: Lmited 10 inactive weils covered by unit zllowab
lease allowable, transferred zllowable, ete.) shall ne: gqualify for an overneac charge.

The well rates snall be agjusted as of the first dzy of April each year following the effective date of ¢
zgreement to which this Accounting sProcecure is aitached The acjusiment shall be computed: by .mu.lt
raie curTenily in use by the percentage increzse or decrease in the average “’?‘uﬁly eariings
Cruce Petroiewm zné Gas Procuction Workers for the last cziendar year compatec to ’.ne:a.le'nc.:f ve
rreceding zs shown by the index of averzge weekly earmings of Cruce ?ezroxe'.::':l. %:': Gai':i.e:.c.s -.c‘:-cx.;
wen Workers zg puzlicnes oy the United Siztes Tepzriment cf Laber, Eureau ¢! Labor qba.zs.zcs.&o-. 3
esuvaient Ca:aé:a:. :ndex 2s published by S:ztisnmer Canzsz, as applicatie. The acjusied raies shall
e

plving the

e saSdvens

the rzies cursrently in use, plus oo minus tne compules agjusiTuent. .
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2.

3.

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 costc
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 Section II, all salvage credits, the value of injected substances purchasec
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; 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 assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as dei.ned in
Paragraph 2 of this Section III. All other costs shaill be considered as Operating.

Overhead - Major Construction

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 shalil 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 Major Construction project in excess
of

A. _5__;_% of total costs if such costs are more than $__25_000 but less than $__100,000 . plus
B. 3. % of total costs in excess of $___100,000 __ but less than $1,000,000; plus
C. 2 __% of total costs in excess of $1,000,000.

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

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

1.

2.

Purchases

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

Transfers and Dispositions

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

A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.0.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.

(2) Line Pipe

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

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

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

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property .
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV,
(2) Material moved from the Joint Property

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally charged to the Juin: Account as new Material, or
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i
. U
(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 (75%) of current new price, 0

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

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

(2) Condition D

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 approvai
of Non-Operators. .

D. Obsolete Material

Material which .is serviceable and usable for its original function but condition and/or value of such Materiai
is not equivalent to that which would justify 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

. . Twenty-~Five
(1) Loading and unloading costs may be charged to the Joint Account at the rate of % cents (% per

hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

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

Premium Prices

" Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes

or other unusual causes over which the Operater has no control, the Operator may charge the Joint Account for the
required Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use,
and in moving it to the Joint Property; provided notice in 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 Material Furnished by Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1.

Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is {0 begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.

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 Property. It shall
be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Periodie Inventories

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

INSURANCE :

Operator shall carry for the benefit and protection of the
parties hereto, Workmen's Compensation and Employers Liability insurance
with limits ¢f $500,000 for each occurrence in accordance with state,
provincial, and federal laws including Longshoremen's and Harbor Workers'
Compensation Act and as extended to Quter Continental Shelf QOperations
and other maritime laws, as applicable. If under the laws of the juris-
diction in which operations are conducted Operator is authorized to be
a self-insurer as to workmen's compensation or employers' Tiabi]ity.
Operator may elect to be a self-insurer under such laws and in such
event Operator shall charge to the joint account, in lieu of any premi-
ums for such insurance, a premium equivalent limited to amounts deter-

mined by applying manual insurance rates to the payroil.

The Operator shall not be required to carry any other insurance
for the joint account. The liability, if any, of the parties hereto in
damages for claims growing out of personal injury to or death of third
persons or injury or destruction of property of third parties resulting
from the operation and development of the premises covered hereby shall
be borne by the parties hereto in the proportions of their respective
interests in the production therefrom; and each party individually may
acquire such insurance as it deems proper to protect itself against such
claims. Operator shall require all third party contractbrs performing
work in or on the premises covered hereby to carry such insurance and in

such amounts as Operator shall deem necessary.
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EXHIBIT “E"
(Consisting of 2 Pages)

GAS STORAGZ AND BALANCING AGREEMENT

(Attached to and made a part of the Operating Agreement)

The parties to the Operating Agreement to which this agreement s attached
are the owners of certain gas rights underlying the Contract Area covered
by such agreement, and the ownership of each party is set forth in
Exhibit “A" to said Operating Agreement. .

The terms of the Operating Agreement provide each such party with the
right to take its share of gas produced from the Contract Area and
market the same. In the event any such party is not at any time taking
or marketing its share of such gas or has contracted to sell its share
thereof to a purchaser which does not at any time while said agreement
{s in effect take the full share of gas attributable to the interest of
such contracting party, then this agreement shall automatically become
effective.

. During the period or perfods when any party has noc market for its share
of gas produced from any proration or spacing unit within the Contract
Area, or its purchaser does not take its full share of gas produced from
such proration or spacing unit mentioned above, the other parties shall

be entitled to produce each month one hundred percent of the allowable
gas production assigned to such jurisdiction and shall be entitled to

" take and deliver to its or their purchaser or purchasers all of such gas
production. A1l the parties shall share in and own the liquid hydro-
carbons recovered from such gas by lease equipment in accordance with
their respective interests and subject to the Operating Agreement to
which this agreement is attached, but the party or parties taking such
gas shall own all of the gas delivered to its or their purchaser or
purchasers.

On a cumulative basis, each such party not taking or marketing its full
share of the gas produced shall be credited with gas in storage equal to
its full share of the gas produced under this agreement, less its share
of gas used in lease operations, vented or lost, and less that porticn
such party took or delivered to its purchaser. The Operator under said
Operating Agreement will establish and maintain currently a gas account
to show the gas balance which exists between all the parties and will
furnish each of these parties a2 monthly statement showing the total
quantity of gas produced, the amount used in lease operations, vented or
lost, the total quantity of liquid hydrocarbons recovered therefrom, and
the monthly and cumulative over and under account.of each party.

At any and 211 times while gas is being produced from the Contract Area,
each party will make settlement with the respective royalty owners to
whom said party is accountable, just as if each party were taking or
delivering ‘to a purchaser its share, and its share only, of such gas
production exclusive of gas used in lease operations, vented or lost.
Each party agrees to indemnify and hold each and every other party
harmless from any and all claims for royalty payments asserted by royalty
owners to wham each indemnifying party is accountable. The term "royalty.
owner”® shall include owners of royalty, cverriding royalties, production
payments and similar interests. '
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Exhibit E. ' .
(GAS STORASZ AND BALANCING AZRZZMENT)

L & do gy

rier writien notice to the operztor, each party 2% 'any'¢time ray begin
taking or delivering to its purchaser dits full share of the czs produced
frem 2 proration or spacing unit under which it has gas in siorace, less
such party's share of g2s used {n operztions, vented or lost. In adde
jtion to such share, each party, including the Operator, until it has
recovered its gas in storzge and balanced the cas account as to its
interest, shall be entitled to take or deliver to its purchaser 2 share
of g2s determinaed by multiplying fifiy percent (50%Z) of the interest in
the current c2s production of the party or parties without gas in storag:
by & fraction, the numerztor of which is the ntzrest jn the proration
or spzcing unit of such party with gas {n storzce and the denominztor of
which is the total percentage interest in such prorztion or spzéing unit
ov 211 parties with gas {n storage currently fzking or delivering to 2

purchaser.

e

Each party producing

eand tzking or delivering gas o its purchaser shall
pay 2ny and all production taxze :

on tzxes cdue on such gas.

Nothing herein contained shall be construed zs denying any party the
right, frem time to time, to produce and take or deliver to.is purchaser
ts full share of the allowable gas production to meet the deliver-
2bility tasts required by its purchaser. :

In the event production of cas from a proration or spacing unit is
permznzntly discontinued before the gas-account {s balanced, settlement
will bz made-between the underproduced and overproduced parties. In
r2king such settlement, the underprocduced party or parties will be paid
2 sum of money by the overproduced party or parties attributable %5 ths
overproducton which said overproduced party received, less applicable
t2xes theretcfore—paid,-2t the applicable price defined below for the
latest delivery of a2 volume of gas equal to that for which settlement is
made., For czs sold {n interstzte ccmmerce, the price basis shall be the
rate collected, from time to time, which {s not subject to pessible
refund, 2s providad by the Federal Energy Regulatory Commission or any
succaessor acency pursuant to final order or settlemesnt a2ppliczble to the
cas sold from such well, plus any additional collected zmount which is
not vltimately required by said Commission to be refunded, such addit-
jormel collected amount to be zccounted for at such time as final dster-
minaticn s m2de with respect thereto.

Nothinc hersim contzined shall chance or affect the cbligations cf .ez2ch
sar<y tc bear and pazy i%s propertionate share of 211 cests, expenses,

anc 1i2>531itiss as provided in the Operating Agreemant, .
This asreement shall constitute 2 separate agresment as to exch pro-
retion or spacing unit within the Contract Arzz 2nd shzll beccame evvective
{p aceor<ance with jts terms and shall remain in force and efiect as

long as the Operating Agreement to which it {s zitached remzins in K
efar+. 2and shzll dnure to the bepefit of ancd be binding upon the parties
herezz, their heirs, successors, legz) ‘representatives 2ac 2ssigns. By
“he terms “provetion unit® or "spacing unit® is meant the arez or periien
of e Coneract Are: fized for the drilling of one well by 2ppliczdie
iy m:jec, or §n the zbsence thereo?, with stitewide rules and ragu-
la<scne cf the Stase regulztcry body having jurisdiction.

The provisions of this Gas Balancing Agreement shall be applied to each well
and/or formation separately, as if each well and/or formation was covered by
a separate but identical agreement. '

“latest delivery”, shall mean the weighted average price received in the
order of accrual attributable to the volume of overproduction.
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g ZXHIBIT “F"

I

E L EMPLOYMENT QPPORTUNITY PRUL .LION

‘Quring the performance of this contract, the Operator (meaning and referring separately
to each party hereto) agrees as follows: .

(1) The Operater will not discriminate against any employee or applicant for employmer
because of race, color, religion, sex or national origin. The Operator will take
affirmative action to ensure that applicants are employed, and that employees are
treated during employment without regard-to their race, color, religion, sex or
national origin. Such action shall include, but not be limited to the following:
Employment, upgrading, demotion, or ‘transfer, recruitment or recruitment advertis-
ing; layoff or termination; rates of pay or other forms of compensation; and selec
fon for training including apprenticeship. The Operator agrees to post in conspic
uous places, available to employees and applicants for employment notices to be pr
vided-setting forth the provisions of this nondiscrimination clause.

(2). The Operator will.in all solicitations or advertisements for employees placed hy-c
on behalf of the Operator, state that all qualified appiicants will receive consic

eration for employment without regard to race, color, religion, sex or national
origin. Co

(3) The Opeérator will send to each labor union or representative of workers with which
Operator has a collective bargaining agreement or other contract or understanding,
notice to be provided, advising the said Tabor union or workers' representatives c
the Operator's commitments under Section 202 of Executive Order 11246 of September
24, 1965, and shall post copies of the notice in conspicuous places available to
employees and applicants for employment.

4) The Operator will comp]y‘with all pro&isions of Executive Order 11246 of September

24, 1965, and of the rules, regulations, and relevant orders of the Secretary of
Labor. :

{5) The Operator will furnish all information and reports required by Executive Order
11246 of September 24, 1965, and by the rules, regulations, and orders of the
Secretary of Labor, or pursuant thereto, and will permit access to Operator's

- books, records, and accounts by the administering agency and the Secretary of Labo:

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, regqulations, or orders, this con-
tract may be cancelled, terminated or suspended in whole or in part and the Operatc
may be declared ineligible for further Government contracts or federally assisted
construction contracts in accordance with procedures authorized in Executive Order
11246 of September 24, 1965, and such other sanctions may be imposed and remedies
invoked as provided in Executive Order 11246 of September 24, 1965, or by rule,
regulation, 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 sut
ccntract or purchase order unless exempted by rules, regulations, or orders of the
Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of Sept-
ember 24, 1965, so that such provisions will be binding upon each subcontractor or
vendor. The Operator will take such action with respect to any subcontract or pur-
chase order as the administering agency may direct zs 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 su
contractor or vendor as a result of such direction by the administering agency, the
Operator may request the United States to enter into such 1itigation to protect the
interests of the United States. :

(]

serator acknowledges that Operator may be required to file Standard Form 100 (EEO-1)
~romulgated jointly by the 0ffice of Federal Contract Compliance, the Equal Employment
Czsortunity Commission and Plans 7Yor Progress with the appropriate agency within 30 days
$ +he cdate of contract award if such report has not been filed for the current year and

erwise comply with or file wuch other compliance reports as may be required under
vzcutive Order 11246, as amended and Rules and Regulations adopted thereunder.

(@]
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or further acknowledges that Operator may be required to develop a written affirma
ction compliance program 2s reguired by the Rules and Regulations approved by the
ary o7 Labor under authority of Executive Orcer 11246 and supply each other party
with a copy of such program if so requested.

t %
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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 location,
under Operator's control, where segregated facilities are maintained. The
Operator agrees that a breach of this certification is a violation of the
Equal Opportunity clause in this contract. As used in this certification,

the term "segregated facilities" means, but is not limited to, any waiting
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 in fact segregated on the basis of race, color, religion,

or national origin, because of habit, local custom or otherwise. Operator
further agrees that (except where Operator has obtained identical certifi-
cations from proposed contractors and subcontractors for specific time periods)
Operator will obtain identical certifications from proposed contractors and.
subcontractors prior to the award of contracts or subcontracts exceeding
$10,000 which are not exempt from the provisions of the Equal Opportunity
clause; that Operator will retain such certifications in Operator's files and
that Operator will forward the following notice to such proposed contractors
and subcontractors (except where 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 facilities. A Certificate of Nonsegregated Facilities

must be submitted prior to the award of a contract or subcontract exceeding
$10,000 which is not exemot from the provisions of the Equal Opportunity
clause. The certification may be submitted either for each contract and
subcontract or for all contracts and subcontracts during a period (i.e.,
quarterly, semiannually, or annually).
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