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OPERATING AGREEMENT

THIS AGREEMENT. entered into by and between Barle M. Craig, Jr. Corporation

, hereinafter designated and

referred to as “Opcerator”, and the stgnatory party or parties other than Opcerator, sometimes hereinafier
referred to individually hevein as “Non-Operator™, and collectively as “Non-Operators”™,

WITNESSETH:

WHEREAS. the parties to this agreement are owncrs of oill and gas leases and or oil and gas in-
terests in the land identified in Exhibit A", and the parties heveto have reached an agrecment to explove
and develop these leases and or oil and gas interests for the production of oil and gas to the extent and

as hereinafter provided:
NOW, THEREFORE. it is agreed as tfollows:

ARTICLE I.
DEFINITIONS

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

A. The term voil and gas™ shall mean o1l gas, casinghead gas, gas condensate, and all other liguid
cr gascous hydrocarbons and other marketable substances produced therewith, unless an intent to
it the inclusiveness of this term is speceifically stated.

B. The terms -oil and gas lease™, “lease” and “leasehold”™ shall mean the oil and gus leases cov-
cring tracts of land lying within the Contract Area which are owned by the parties to this agrecrent.

C. The term “oil and gas interests” shall mean unleased fee and mineral interests in tracts of
iand lyving within the Contract Area which are owned by parties to this agreement.

D. The term ~Contract Arvea’ shall mean all of the lands, oil and gas leaschold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreerment.
Such lands. oil and gos leasehold interests and oil and gas interests are deseribed in Exhibi's “A". and

E. The term “drilling unit” shuil mean the area fixed for the drilling of one well by order ov rule
of any state or federal body having authority. If a driliing unit is not fixed by any such rule or order,
a drilling unit shall be the drilling unit as established by the pattern of drilling in the Contract Area
or as fixed by express agreement of the Drilling Parties.

F. The term “drillsite” shall mean the oil and gas lease or interest on which a proposed well is (o
be located.

G. The terms “Drilling Party™ and “Consenting Party” shall mean a party who agrees o join in
and pay its share of the cost of any operation conducted under the provisions of this agreement.

H. The terms “Non-Drilling Party” and “Non-Consenting Party” shall mean ‘a party who clects

not 1o participate in a proposed operation.

Unless the context otherwise clearly indicates, words usced in the singular include the plural, the
plural includes the singular, and the neuter gender includes the masculine and the feminine.

ARTICLE L
EXHNIBITS

)

The following exhibits, as indicated below and attached hereto. are incorporated in and made a
part hereof:
K7 A. Exhibit “A", shall include the following information:

(1) Identification of lands subject to agreement,

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

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

O e R T e RV S S W YMPe-C ey
(5) Addresses of parties for notice purposes.
; B. Exhibit "B, Fesm—ei—besse, 011 and Gas Leases subject to this agreement.
&' C. Exhibit “C"_ Accounting Procedure.
! Do Exhibit D", Insurance.
! E. Exhibit “E". Gas Balancing Agreement.
O s — e Y LA e o e e (s 1o ot SO EIE LRI TS i LN BN R R Y e LT Tv e
£¥°G. Exhibit "G", Provisions Concerning Taxation. ; )

If any provision of any exhibit, except Exhibit “E"7, is inconsistent with any provision contained

in the body of this agreement, the provisions in the body of this agrecement shall prevail. o

HBH .
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ARTICLE 1ML
INTERESTS OF PARTIES
AL 01l and Gas Interests:

Lo syt s e eased oil coadowas detorost i thos Conntenet s A e it it i bl el b s

Teed interest

treated for the purponse of this agreement and during the term hereof as if it
B ch ointerest. the owner shall re-

under the form of oil and gas lease attached as Exhibit

B . be subject to all of the provisions of this agreement relating to lessces,
[fawn H siteanns the Iogeee Jnterest,

. Interest of Parties in Costs and Preduction:

Exhibit ~A7 lists all of the parties and their respective percentage or fractional interests under this
agrecment.  Unless changed by other provisions, all costs and liabilities incurred in operations uncer
this agreement shall be borne and paid, and all equipment and material acquired in operations on the
Contract Arca shail be owned by the parties as their interests ave shown in-Exhibit A", All preduce-
tion of oil and gas {rom the Contract Area, subjeet to the payvment of lessor’s royalties which will be
borne by the Joint Account, shall also be owned by the parties in the same manner during the term
herveof: provided, however, this shall not be deemed an assignment or cross-assignment of interests cov-

cred hereby.

ARTICLE IV.
TITLES

A, Title Examination:

site of any proposed well prior to commencement of

Title examination shall be made on the drii
drilling operations or. if the Drilling Partices so request, title examination shall be made on the leases
and or oil and gas interests included, or planned to be included, in the drilling unit around such ~well
The opinion will include the ownership of the working interest. minerals. royalty, overriding rovalty
and production pavments under the applicable leases. At the time a well is proposed, each party con-

tributing leases and or otl and zas interests to the drillsite, or to be included in such drilling unit, shall
furnish to Opcerator all abstracts (including Federal Lease Status Reports), title opinions, title papers
and curative material in its possession free of charge. All such information not in the possession cf ov
made avaiiable to Operator by the parties, but necessary for the examination of title. shall be obtained
by Operator. Operator shull cause title to be examined by attorneys on its staff ov by outside attorrieys.
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:

1 Optien No. 11 Costs incurred by Operator in procuring abstracts and title examination (including

preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall e a

o S

part of the administrative overhead us provided in Exhibit ~C." and shall not be a direet charge. whether

performed by Operator’s staftf attorneys or by oulside attorneys.

i Option No. 20 Costs incurred by Operator in procuring abstracts and fees paid outside attorneys
for title examination (inciuding preliminary. supplemental, shut-in gas royalty opinions and division

order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of cach

Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit ©4
Opcerator shall make no charge for services rendered by its staff attorneys or other personnel in the
pevformance of the above functions.

Each party shuall be responsible for securing curative matter and pooling amendments or agreements
required in connection with leases or oil and gas interests contributed by such party. The Operator shall be
responsible for the preparation and recording of Peoling Desigrations or Declarations as well as the
concluct of hearings bhefore Governmental Agencies for the securing of spacing or pooling orders. This

shall not prevent any party from appearing on its own behalf at any such hearing.
No well shall he drilled on the Contract Ares until after (1) the title to the drillsite or drilling uni:
hus been examined as above provided, and (2) the title has been approved by the examining attorney or

title has been accepted by all of the parties who are to participate in the drilling of the well

B. Loss of Title:

R AT S IUTTTRPT ks W A VISR S YA VTE P BN L VRNV A BETRT VS DUI RTUCHE TEW POVUUR RUPEVTIA FEVTVCH D= SRR FUT DUVIOTVET ST E FTVIPIC TN DO PICT SRS PUE !
fuilure of title, which loss rvesults in a reduction of interest from that shosw Attt TAT, thix agree-

ment, nevertheless, shall continue in force as |

Tas lease or interest is aftected by the title fatluve shatll bear alone

() The party whooe gederrt

HNPEIECEIVIEE EEUURS U AP IS TS RS2 PEVE S0 S X W IINVITEY ETRN TN S LTS U AL THVEY L1008 DUCTIFEVTIILE SVSUUEC 8 SPIV IR LETETL S VST U TR IS FETETTY FAU TS IR T2 b
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part to the other parties hereto for drilling, development, operating ov other similar costs by reason {
such title fatlure: and
(L) There shall be no retroactive adjustment of expenses incurred or revenues received [y

1

n tne

operation of the interest which has been lost, but the intevests of the parties shall be revised on/in acre-
age basis, as of the time it is determined finally that title fatlure has occurred, so that the Anterest of
the party whose lease or interest is affected by the title failure will thereafter he reduced inAhe Contract
Area by the amount of the interest lost: and

(¢) If the proportionate interest of the other parties hereto in any producing well |
7o has failed shall

{eretofove drilled
on the Contlract Arca is increased by reason of the title fatlure, the party whose ti
receive the proceeds attributable to the increase in such interests (less costs and Aurdens attributable
oction with such well:

thereto) until it has been reimbursed for unrecovercd costs paid by it in con

and

(d) Should any person not a party to this agreement, who is determined/tn be the owner of any in-
terest in the title which has fatled, pay in any manner any patt of the ¢fst of operation, development,
or equipment. such amount shall be paid to the party or parties who bopl the costs which are so refund-
ed: and

(e) Any liability to account to a third party for pricr product
Ysame proportions in which they shared

n of oil and gas which arises by
reason of title failure shall be borne by the party or partiesin th
m such prier preduction: and

(f) No charge shall be made to the joint acceount for legh
‘eto, it being the intention of the parties

I expenses, fees or salaries, in conneclion
with the defense of the interest claimed by any party hef
expenses in connection therewith.

hereto that each shall defeond title to 1ty interest ana bear a
2. Loss by Non-Pavment or Erroneous Pavment /A1 Amount Due: If, through mistake or oversight,
v or royvalty pavment, is not paid or is erroncously

‘minates, there shall be no monetary liability against

any rental. shut-in well payment, minumum royva
paid. and as a result a lease or interest therein t
the party who failed to make such pavment. Upless the party who failed to make the required payment
secures a hew lease covering the same intepdst within ninety (90) days from the discovery of the fail-
ure to make proper pavment, which acqusition will not be subject to Article VIILB., the interests of

basiz, effective as of the date of termination of the leasz in-

the parties shall be revised on an acreag
volved, and the party who failed to wfake proper pavment will no longer be credited with an interest in
the Contract Area on account of owyership of the lease or interest which has terminated. In the event
the party who fatled to make the/reguired payment shall not have been fully reimbursed. at the time of
the loss, from the procecds of the sale of oil and gus attributable to the lost interest, calculated on an
acreage basis, for the developfnent and operating costs theretofore paid on account of such interest, it
shail be reimbursed for uptecovered actual costs theretofore paid by it (but not for its share of the
cost of any dry hele prevously drilled or wells previously abandoned) from so much of the following
ecessary to effecy reimbursement:

il and gas, less operating expenses, therctofore accrued to the credit of the lost

as is n
(a) Proceeds of
interest, on an acrgdge basis, up to the amount of unrecovered costs;

(v) Proceedy
{ that portion of oil and gas thereafter produced and marketed (excluding production

acreage basiS/
from any wedls thereatter drilled) which, in the absence of such lease termination, would be attributable

less operating expenses, thereafter accrued attributable to the lost interest on an

to the lost/interest on an acreage basis, up 1o the amount of unrecovered costs, the proceeds of said

portion ¢ the oil and gas to be contributed by the other parties in proportion to their respective in-

terestsy? and
¢) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or
‘omes, the owner of the interest lost, for the privilege of participating in the Contract Area or be-

e et Loz b ko R ETICVETC T RS
s ¥ b 2 23kt

TSRS TERR U S PU-N-PIUNIP-F-U S J- W TS 3 SUNIE € T W 1L R UE1 FoVCHIL 0\ P = a2

wi-shall be joint losses and shall be borne by all parties

(e S R LV S AL :\«J,TC._}»\—! fad

in proportion to their interests. There shall be no readjustment of interests in the remaining portion of

the Contract Arca.

ARTICLE V.
OPERATOR

A DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

Earle M. Craig, Jr. Corporation <hall be the

Operator of the Contract Arca, and shall conduct and direct and have full control of all operations on
the Contract Arca as permitted and required by, and withine the limits of, this agreement. It shall con-
duct all such operations in a good and workmanlike manner, but it shall have no }iubilii;}' as Operator
to the other parties for losses sustained or labilities incurred. except such as may result from (ross

negligence or willful misconduct.
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1 B. Resignation or Removal of Operator and Sclection of Successor:

2

3 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice
4 thereof to Non-Cperators. If Operator terminales its legal existence, no longer owns an interest in the
5 Contract Area. or is no longer capable of scrving as Operator, it shall cease to be Qperator without any
6 action by Non-Opcrator. except the selection of a successor. Operator may be removed if it fails or
7 refuses to carry out its duties hereunder. or becomes insolvent, bhankrupt or is placed in receivership,

8 by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
9  ship as shown on Exhibit A7, and not on the number of parties remaining after excluding the voting
10 interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock AN
11 on the first day of the calendur month following the expiration of ninety (90) days after the giving of
12 notice of resignation by Opeorator or uction by the Non-Operators to remove Operator, unless a successor
13 Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after ceffect-
14 ive date of resignation or removal. shall be bound by the terms hereotf us a Non-Operator. A chanze of
12 a corporate name or structure of Operator ov transfer of Operator’s interest to any single subsid:avy.
16 parent or successor corporation shall not be the basis for removal of Operator.

18 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
19 erator shall te selectod by the Parties. The successor Operator shall be selected tfrom the parties owning
20 an interest in the Contract Arca at the time such successor Operator is selected. If the Operator that
21 15 removed fails to vote or votes only to succced itself, the successor Operator shall be selected bty the

22 affirmative vote of two (2) or more partics owning a majority interest based on ownership as shown
2 on Exhibit A" and ot on the number of parties remaining after excluding the voting interest of the

24 Operator that was removed.

25

26 C. Employees:

27

28 The number of employvees used by Opcrator in conductiz{g operations hereunder, their seie

29  and the hours of labor and the compensation tor services performed. shall be determined by Opervator,
30 and all such employees shall be the employees of Operator.

31

32 D. Drilling Contracts:

33

34 All wells drilied on the Contract Avea shall be drilled on a competitive contract basis at the usual

35 rates prevailing in the area. If 1t so desives. Operator may employ its own tools and equipment in the
36 drilling of wells. but its charges therefor shall not exceed the prevailing rates in the area and the rate
37 of such charges shall be agreed upon by the parties in writing before drilling operations are com-
38 menced, and such work shall be performed by Operator under the same terms and conditions as are
39 customary and usual in the area in contracts of independent contractors who are doing work of a sim-
40 ilar natuve.

41

42 ARTICLE VI

43 DRILLING AND DEVELOPMENT

T

45 A, Initial Well;

16
47 On or before the_ 1St day of  September ., 1984 Operator shall commence the drill-

48 ing of a well for oil and gas at the {oliowing location:
49
50
51
52
53 and shall thereafter continue the drilling of the well with due diligence to adegquately test the
54 Lower Morrow Formation expected to be encountered at a depth of approximately

55 14,500'.

56

i

i

58 unless granite or other praciically impenetroble substance or condition in the hole. which rerders

Sl

' FEL and ' FNL of Section 2, T21S, R33E, NMPM, Lea County, New Mexico

59 further drilling impractical. is encountered at a lesser depth, or unless all parties agree to complete or
64 abandon the well at w lesser depth.

Gl

62 Opcrator shall make reasonable tests ol all formations encountered during drilling which give in-
63 dication of containing oil and gas in quantities sutficient to test, unless this agreement shall be Hmited
64 in its application to a speceific formation or formations, in which event Operator shall be required to
65 test only the formation or formations to which this agreemoent may apply.

66

67 If, in Operator’s judement, the well witl nol produce oil or gas in paying quantities, and it wishes
8 to plug and abandon the well as a dry hole, it shadl first sccure the consent of all parties and shall
69 plug and abandon samoe as provided in Article VILLE.1. hercar. ’

70

4o
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B. Subsequent Operations:

1. Propozed Operations: Should any party hereto desire to dpill L woell on the Contract Area
: : recomplete

other than the well provided for in Avticle VILAL or to rework/ deepen or plue back a dry hole dritied
at the joint expense of all parties or a well jointly owna{r‘ h\'*lﬁlelt?é partics and not then producing
in paving quantities, the party desiving to drill, le\\ox}\/d( epen or plug back such a well shall vive the
other parties written notice of the prnposced operation, specilying the work to be performed. the Ioca-
tien. proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) dayvs after receipt of the notice within which to notify the
parties wishing to do the work whether they elect to participate in the cost of the proposed nperation.
If a drilling rig is on location. notice of proposal to xowox éﬂ‘t ’]C m(é‘“? dee

by telephone and the response period shall be limited to N-*-%i—-%—(-;-k—t-—i—-o—"—) hours, «

per may be given

T

Sendia—aelowalelidasa, Fallure of g party receiving such notice to reply within the period above fixed

shail constitute an election by that party not to participate in the cost of the proposed operation. Anwv

notice or response civen by telephone shall be promptly confirmed in writing,

by Less thun Al Partles: It any party receiving such notice as provided in

VIB.1. or VLE.L c¢lects not to participate in the proposed operation. then: in order to be entitl:d to

icle, the party or parvtics giving the notice and such other parties as shall clect

the benefits of this ar

to participate in the operation shall, within sixty (60) davs after the ex m.t!rm of _the n (f pericd of
) T . ) P nty- four

thirty (30) dayvs (or as promptly as possible after the expivation of the m";' J "oux reriod

N

where the driliing rie is on location. as the case may be) actually commence work on the praoposed
“ator shall perform all work for the aceount of the

opox'ation and complete it with due diligence. Oper
Consenting Parties: provided, however, if no drilling rig or other equipment is on Jocation. and if Op-
crator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform
the work required by such proposed operation for the account of the Consentmg Parties. or (b) cesia-
nate one {1) of the Consenting Parties as Operator to perform such work., Consenting Parties. when
concducting operations on tho Contract Avea pursuant to this Article VL.B.2. shall comply with all ¢

1S
and conditions of this agreement.
If less than all parties approve any proposed operation, the proposing party, immediately after the

expiration ol the applicable notice period, shall advise the Consenting Parties of (a) the total interest

of the parties approving such operation, and (b) its recommendation as to whether the Comm‘vtl ¢ Par-
. . . . went y our, |
ties should proceed with the operation as proposed. Each Consenting Party. \\1Lhm ;\‘ B o)
ROUYS  formaitidbvbriplpitmatib ottt it e i bbbt imm S i o ldans ) atter receipt of such notice. shzn] adx'isc the

proposing party of its (‘o\nc to (a) llmit participation to such party's interest as shown on Exhibit "A™,
{(b) carry its proportionate part of Non-Consenting Parties’ interest. The proposing party. at its
election, may withdraw such proposal if there is insufficient participation, and shall promptly notify

all parvties ol such deciston.

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

the proportions they have clected to bear same under the terms of the preceding paragraph. Consenting

Parties s
encumbrances of every kind created by or arizsing from the operations of the Consenting Parties. If such

keep the leaschold estates involved in such operations free and clear of all liens und

an operation results in a dry hole. the Consenting Parties shall ﬁluﬂ Adwd abandon the well at their sole
cost. risk and expensze. If any well drilled. rework r‘c/u%gggxluﬁi or plugged back under the provisions
of this Article results in a producer of oil and or gas in paying quantitics, the Conseming Parties shall
complete and equip the well to produce at their sole cost and risk, and the well shall then be turned
over to Cperator and shall be operated by it at the expense and for ém 1(1L071'1aot the Consenting Parties.

Upon commencement of operations for the drilling, rew o&l\vng/deeoemnﬂ 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 relinguished to Consenting Parties, and the Consenting Parties shall own and
be entitled to receive. in proportion to their respective interests, all of such Non-Consenting Party's
interest in the well and share of procduction therefrom until the proceeds of the sale of such share,
calculated at the well. or market value thercof if such share is not sold (after deducting production
taxes, royvalty, overriding royalty and other interests existing on the effective date hereof, payvable out of
or measured by the production from such well acceruing with respect to such interest until it reveris)

shall equal the total of the following:

(a) 100% of cuch such Non-Consenting Party’s share of the cost of any newly acguired surface
equipment beyond the wellhead connections (including, but not limited to. stock tanks. separators
treaters, pumping equipment and piping). plus 100% of cach such Non-Consenting Party's share of the
cost of operation of the well commencing with first production and continuing until cach such Non-
Consenting Party's relinquished interest shall revert to it under other provisions of this Article. it being
agreed that cach Non-Consenting Party’s share of such costs and cquipment will be that interest which
would have been chargeable to each Non-Consenting Party had 1t participated in the well from the be-
ginning of the operation: and

. : . . recorpletlng )
(b) 500 % of that portion of the costs and expenses ol drilling reworkings decpening, or plugging

back. testing and completing, after deducting any cash contributions received under Article VIILC.. and

-5-
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5005 of that portion of the cost of newly acquired equipment in the well (Lo and including the well-

1

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

4

3 Gas production attributable to any Non - Conzsenting Party’s relinquished interest upon such Party's
6 election. shall be sold to its purchaser. if available, under the terms of its existing gas sales con-
T tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from

§ such sale divect to the Consenting Parties until the amounts provided for in this Article are recov-
cred from the Non - Consenting Party’s relinquished interest. If such Non - Consenting Party has not

10 contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
11 tion as provided above. the Consenting Parties shall own and be entitled to receive and sell such Non-
12 Consenting Party’s shave of gas as hereinabove provided during the recoupment period.

13

14 During the period of time Consenting Parties ave entitled to receive Non-Consenting Party’s share
15  of production., or the procecds therefrom. Consenting Parties shall be responsibie for the pavirent of
16 all production. severance. cathering and other taxes. and all royvally. overviding rovaltyv and other
17 burdens applicable to Non-Consenting Party’s share of production.

18 :

19 In the case of anyv veworking, plugaeing back or deeper drilling operation. the Consenting Pavtics shall
20 be permitted to use. ree of cost, all caxing, tubing and other equipment in the well, bul the ownership of
21 all such ecquipment shall remain unchanged: and upon abandonment of a well after such reworking,
22 plugeing back or deeper drilling, the Consenting Farties shall account for all such equipment to the
23 owners thereof. with each party receiving its propertionate part in kind or in value, less cost of
24 salvage.

23

26 Within sixty (60) doys after the completion of any operation under this Article. the partyv con-
27 dueting the operations fovr the Consenting Parties shall furnish cach Non-Consenting Party with an in-
28  ventovy of tl‘o C(J:‘lii}l ont in and iongoc:ul to the well, and an itemized statement of the cost of dritling,
0n ) : 19, recomp

29 detpomx‘n/pu. sging BAck, testing, complt {1":{, and oqumm e the well for production; or, at its optlion,
30 the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed
31 staterment of monthly billings. Each month therecafter, during the time the Consenting Parties are being
32 reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
33 ish the Non-Consenting Parties with an itemized statement of all costs and liabilitiezs incurved in the
31 operation of the well together with a statement of the quantily of oil and gas produced from it and the
35 amount of proceeds realized from the sale of the well's working interest pmduu;on during the preceding

36 month. In determining the quantity of oil and gas produced during anv month, Consenting Parties
37 shall uwse industry accepted methods such as, but not limited to, metering or periodic well tests. Any
38 amount realized from the sale or other disposition of equipment newly acquired in connection with any
39 such operation which would have been owned by a Non-Consenting Party had it participated therein
40 shall be credited against the total unreturned costs of the work done and of the equipment purchased.
il in detcrmining when the interest of such Noun-Consenting Party shall revert to it as above provided;
42 and if there is a credit balance, it shall-be paid 1o such Non-Consenting party.

+ If and when the Consenting Partics recover from a Non-Consenting Party's relinquished interest

;
+t
43 the amounts provided for above. the relinguished interests of such Non-Consenting Party shall auto-

48 matically revert to it, and. from and after such reversion, such Non-Consenting Party shall own the same
47 interest in such well. the material and equipment in or pertaining thereto, and the production there-
48 from as such Non-Censenting Party would have been entitled to had it participated in the drilling,
49 reworking. deepening or plugging back of said weil. Thereafler, such Non-Consenting Party shall be
30 charged with and shall pay its proportionate part of the further costs of the operation of said well in

i

51 accordance with the terms of this agreemient and the Accounting Procedure. attached hereto.

52

53 Notwithstanding the provisions of this Article VIL.B.2. it is agreed that without the mutual censent
54 of all pavties, no wells shall be completed in or produced from a source of supply from which a well
53 located elsewhere on the Contract Area is producing, umk ss such well conforms {o the then-existing
56 well spaeing pattern for such source of supply.

57

58 The provisions of this Article shall have no application whatscever to the drilling of the iritial
39 well desceribed in %11:(11]‘ ]:\I AL e.\'cept (a) when Optuon 2, Article VILD.1.. has been selected, o (b)
60  to the reworkingd deep Pm and plugzging back of such initial well, if such well is or thoreaitm' shail

61 prove to be a dry hole or non-commcx‘cml well, after having been drilled to the depth specified in Article

62 VIA.

63

64 C. Right to Take Production in Kind:

65 .

66 Each party shall have the right to take in kind or sepavately dispose of its proportionate shure of

67  all vil and gas produced from the Contract Avea. exclusive of production which may be used in de-
68 velopment and producing operations and in preparing and treating oil for marketing purposes and
69 production unavotdably lost.  Any extra expenditure incurred in the taking in Kind or separate dispo-

-1
fe)

sition by uny party of its propuriionate share of the production shall be borne by such party. Any

-6 -



AA

R S

i

o =1 oL

N 2 U I B R SO SR SO SR OB SO ORI E S TO T S NS SO U o
— O D ~1 O Uk U L9 e D D 05 ~1 Oy U1 ke 03 LD s O B o <1 Gh o e e s o = o

(SIS LR R RS LS S U S S - N SN S O SO 5N
R =TS R O R S R — R Vo e RS N © PR T B SO JUR 6.

o
el

LL FORM o100 - MODEL FORM OPERATING AGREEMENT - 1977

party takine its share of production in xind shall be required to pay for only its proportionate share

of such part of Operator’s surface facilities which it uses,

Each party shall execcute such division orders and contracts as may be necessary for the sale of its

interest in production from the Contraet Arvea, and. exeept as provided in Articie VILD. shall be entitled
to receive payment direet from the purchaser thereor for it share of all production,

In the event any party shall faal to make the arrangements necessary Lo take in kind or separately

dispose of its propovtionate share of the oil and gas produced from the Contract Arca, Operator shall huve

the right, subject to the revocation at will by the puarty owning it but not the obligation, to purchase such

oil and gas or =e¢ll it to ol m\ v otima and, fram time o time. for the ac 'nu)t of the non-iokzing
5 rea §6nab 1Y ant alnable under the "By e tsntEan ‘

party at the best pricy/ededelealdle i fhe area tor such produetion. Any sucn purchuze or sale by Op-

crator shall be subject always to the right of the owner of the production to exercise at any thme its

right ‘o taxe in kind. or separately dispose of, its shave of all oil and gas not previousiy delivered to a

purchazer. Any purchase or sale by Operator of any other parvty’s shave of oil and gas shall be oni for
such reasonabie periods of time as are consistent with the minimum necds of the industry under the
particular circamstances, but in no event for a perlod in excess of one {1) wvear. Notwithstandino the
foregoing, Ovperator shall not make a sale, including one into interstate comimerce, of any other pariy’s
share of gas 1)1‘(701“'110:1 without first giving such other party thirty (30) dayvs notice of such intended

sale.

In the event one or more parvities’ separate disposition of its share of the gas causes split-strearmr. de-

liveries to separate pipelines and or deliveries which on a day-to-day basis for any rcason are not
exactly equal to a pariy’s respective proportionate share of total gas sales to be allocated to it the
balancing or accouniing between the respective accounts of the parties shall be in accordance with
any Gas Balancirg Agreement between the parties herveto, whether such Agreement is attached as

Exhibit "E”. or i3 a separate Agreement.
ID. Aceess to Contract Area and Information:

Each party shall have aceess to the Contract Area at all reasonable times. at its sole risk to inrpect
ot obrerve operations, and shall have access at reasonable times to information pertaining to the de-
velopmoent or operation thercol, including Operator’s books and records relating thereto. Opcerator. upon
request, shall turnish cach of the other parties with copics of all forms or reports filed with govern-

!
mental agencies, daily dreilling reports, well Jogs. tank tables, daily gauge and run tickets and reports
of stock on hand at the rirst of cach month, and shall make available samples of any cores or cut‘ings

athering and furnishing information to

1

Non-Opcerator, other than that specified above, shall be chargec

taken from any well drilled on the Contruct Arca. The cost of
\

to the Non-Operator that requests the

informatiion.
E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VI.B.2., any well

which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
shall not be plugged and abandoned without the consent of all parties. Should Qom'ator '11‘\1 ck 4m
wenty-fou 24

. effort, be unable to contact any party, or should any party tfail to reply within festse—aightd "‘f no

(kb i ihim. Db S i b M bribiediilanalehadidanse alter receipt of notice of the pmuowl to plug and

abandon such well, such party shall be deemed to have consented to the proposed abandonment. All
such wells shall be plugged and abandoned in accovdance with applicable regulations and at the cost,
risk and expense of the parties who participated in the cost of drilling of such well. Any party who ob-
jects to the plugging and abandoning such well shall have the right to take over the well and conduct
further operations in search of oil and ov gas subject to the provisions of Article VI.B.

N

2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-

worked pursuant to Article VILB.2. hereof for which the Consenting Parties have not been fully reim-
bursed therein provided, any well which has been completed as a producer shall not be plugged and

abandoned without the consent of all parties. If all parties consent to such abandonmeoent. the well shall

5a
be plucced and abandoned in accordance with applicable regulations and at the cost, risk and expense
of ull the partics herveto. If, within thirty (30) davs after receipt of notice of the proposed abandonment
ot =uch well. all parties do not agrce to the abandonment of any well. those wishing to continue its op-
cration shall tender to cach of the other partics 1ts proportionate share of the value of the well's salvable
material and equipment, determined in accordance with the provisions of Exhibit ~C”. less the estimated
cost of salvazing and the estimated cost of plugging and abandoning.  Euach abandoning party shall
assign to the non-ubandoning parties, without warranty, express or implied, as to title or as to quantity,
quality. or fitness for use of the cquipment and material, il of its interest in the well and related equip-
ment. togzether with its interest in the leaschold estate as to. but only as too the interval or intervals of the
formation or formations then open to production. If the interest of the abandoning party is ov includes
an oil and eas interest, such party shall exceute and deliver o the non-abandoning party or partics an
oil and gas leuse, limited to the interval or intervals of the formation or formations then open to produc-
tion, for a term of one yeur and so leng thercafter as oil and or gas is produced trom the interval or inter-
7
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vals of the formation or formations covered thereby . sk
shall encompass the “drilling unit™ upon which the well ix

B2 The assignments or leases =0 limited
located. The pavmoents by, and the assisnments or leases to, the assignees shall be ina ratio hased upon
the relationship of thetr respective percentages of puatticipation in the Contract Avca to the aggrezate of
the percentages of participation in the Contract Aveua of all assignces. There shall be no readjustment

of interest in the remaining portion of the Contract Area.

Thereafter, abuandoning parties shall have no further responsibility, liability, or interest in the op-
cration of or production from the well in the imurva] or intervals then open other than the royvaltics
retained in any lease made under the terms of thiz Article. Upon request. Operator shall eontinue to

operate the assigned well for the account of the nun-ub;m(,’.oning parties at the rates and charges con-
+

remplated by this agreement, plus any additional cost and charges which may arvise as the result of

1

the separate ownership of the assigned well

ARTICLE VI
NPENDITURES AND LIABILITY OF PARTIES

A, Liability of Parties:

The Hability 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 proporvtionate share of the costs of cicvmvm:xg
and operating t}:u Contract Avea. Accordingly, the lHens granted among the parties in Article VILB. ave
given to secure only the debts of each severallv. It is not the intention of the puarties to create. nor shall
this agreement be construed as creating, a mining or other partnership or association, or to render th

parties liable as partners.
B. Licns and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its otl 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
payvment of its share of expense, together with interest thereon at the rate provided in the Accounting
Procedure attached hereto as Exhibit ~C7. To the extent that Operator has a security interest under the
Uriform Commerceial Code of the State, Operator shall be entitled to exercise the rights and remedies
of a sectwred party under the Code. The bringing of a suit and the obtaining of judgment by Opcerator
for the secured indebtedness shall not be decmed an election of remedies or otherwise affect the lien
security for the pavment thereot. In addition. upon default by any Non-

rr

rights or security interest a
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 tfrom the sale of such Non-Operator’

share of oil and or gus until the amount owed by such Non-Operator, plus interest has been paid. E,ach
purchaser shall be entitled to rely upon Operator’s writion statement conicerning the amount of any de-
fault. Operator grants a like Hen and sceurity interest to the Non-Operators to secure payment of Op-

erator’s propovtionate share of expense.

If any party fails or i1s unable to pay its share of expense within sixty (60) days after rendition of

a statement thercfor by Operator. the non-detaulting pavtics, including Operator, shall, upon request by
Operator, pay the unpaid amount in the proportion that the interest of each such party bears to the in-

terest of all such parties. Each party so paving its share of the unpaid amount shall, to obtain reimburse-

ment thereof. Le subrozated to the sccurity rights deseribed in the foregoing paragraph.

C. Payments and Aceounting:

Except as hevein otherwise specifically provided, Operator shall promptly pay and discharge expense
incurred in the development and operation of the Contract Arvea pursuant to this agreement and shall
charge each of the purtics hereto with their respective proportionate shares upon the expense basis pro-
vided in the Accounting Procedure attached bercio as Exhibit ©C". Operator shall keep an accurate
vecord of the joint account hereunder, showing expenses incurred and charges and credits made ard

received.

Operator, at its election. shall have the right from time to time to demand and reccive from the
other parties pavment in advance of their respective shares of the estimated amount of the expense to
ke incurred in operations hereunder during the next succeeding month, which right may be execreised oniy
by submission to each such purty of an itemized statement of such estimated expense, together with
an invoice for its share thereof. Each such statement and involce for the pavment in advance of esti-
mated expense shall be submitted on or vefore the 20th day of the next preceding month. Each party
shall pay to Operator its proportionate share of such estimate within fifteen (15) dayvs after such es-
timate and inveice is received. I any puarty fails to pay tts share of said estimate within said time, the
amount duc shail beur interest as provided in Exhibit ~C7 until paid. Proper adjustment shall be
made monthly between advances and actual expense to the end that cach party shall bear and pay its

proporiionate share of actual expenses incurred. and no more,

_8.-
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D. Limitation of Expendituves:

Without the consent of atl parties, no well <hail be deitled or deepened cx-

toany weil driled or decpened pursuant to the provisions of Arcticle VILEB 20 of this Agreement. it bomng

the counsent o the drifline or deepeniing shall include:

oA necessay expendiiures Tor the driliing or deepening, testing, completing and

o well incinding necessary tankage and or surface factlitios.

Al necessary expenditures for the drilling or deepening and testing of the wetl, When

cowched xoauthorized depth, and all tests have been completed, Overator shull give m-

ticipate in tlw comyietion costs. The partics

SR - ENRELS AR IR SR ETRIN WE V2 NS VRV AR U EVE & P

Such nnt

ainel to o elect To partieipate o the setung of L‘:N:"Q and the complotion attermnpt. Such clection,

b Cexponditures for the completing and cquipping of such

when muade, she consent Lo

well, meluding or surface factiies, Fallure of any party 1‘0(?1‘-ivm: surh notice

ed =hatl constitute an olection by that party not to pavticipaie In

Lo repiv within d oabove fi

tiin all of the parties, elect to set pipe and

U
a comviciion, the provisions of Artcie VEEB.2Z, heveor (the phrase —reworking, deepening ov

be deemad to include completing’™) shall apply o

2 } Cthe consent of all partics, no well shall be reworked or pluagzed
back except a well reworked o plizged buack pursuant o the provisions of Article VIB.20 of this curae-
ment, 1t Lelng undorstood thag the piuocing back of a well shall hnelude
CONnseit A neressalryooNpenatlinies noeon ”Ltc'izxq stich operations and completing and eguipping of

.

2 Operator <huall net andertake any single preject reasonably estimated to reguive
s _Twenty-five thousand and No/100----Doliars (5_25,000.00 __ )

an THIO I ONCUSSE Of
excopt In conpection with o well the drilling, reworking, deepening, completing, recompleting, or piug-
o

sing back of which has been previousiy wuthorized by or pursuant to this agreement: prov ded how-

in case of cxplosion, Tre, flocd or otber sudden emergencey. whether of the same or dilferent

nature. Operator may fake stich steps and heur such expenses 43 in its opinion wre required to dea’ with
he emergencey to sutecucurd Hie and property but Operator, as promptly as possible, shall veport thb emer-
for its own use,

gency w the oinher parties. 16 Qoperator prepares “Auwthority for Expenditures”

Gperator. upoen reguest, shail furnish copies of its Authovity for Expenditures™ for any single project

Fifteen t“b’usaj»d and No/lOO—-——— ————————— Dollars (S 15,000.00 .

ing in exvess of S o 1a

E. Royaltics, Overriding Royaities and Other Payvments:

See EXhlblt XV (£)
B e o

due on its sharve of production and shall hold the other e

or. If the interest of any party in any oil and gas leasc ¢ "¢t by is agrec-
ment s subjoct to any royalty, overviding royalty. production paymen C
such obligutions and shall account

the aforesuid rovally ch pavty shull ond alone beg
for or cause to Le accounted for, s thereo

on any price basis higher than the price received by such party.
wner; and if any such other party’s lessor or rovalty owner should
hizher price busis, the party contributing such lea,\:c shall bear the

IRV SV LR WIS EULUTINE T LR 02 FVCSEPIYoN R PEN IV

. Rentals, Shut-in Well Payments and Minimum Boyalties:

Rcwt;ds. shut—jn well pavm rmum O_\“lt’ s which may be required under ‘}é[ ter
_— . ) , n
any_legse sha ':, paid “o }"Ll!"! 2 who subjected such leaze to this agreement/at
dEEmET an’ ehp ned" of ceoant. . ; a8 2
e [ the event two m ties own and hZ]\'L‘ contributed interests in the same le

acreement, such parties may dvsig:mtc one of such partics to make said pavments tor and on behalf of all

such purties. Any party mayv request, and shall be entitled to receive, proper evidence of all such pay-
ments. In the event of failure to muaxe proper pavment ol any rental. shut-in well payment or minimum
voyalty through mistuke or oversight where such payment is required to continue the lease in torce,
any doss which resudts from such pon-pavment shadl be borne in accordunce with the provisions of A ticle

pripe IV.B.3.

OQperator shadl notity Non-Operator of the anticipated eompletion of o shut-in gas well, or the shut-
ting 1 or return to production of a prodiicing pas well, at deast five (3) dayvs (excluding S;m,xl‘du},', Sun-

g such action,

cdav and holidays), e at the carlicst opportunity permitted by circumstances, prior to ta

but assumes no liability for fuilure to do so. In the cevent of failure by Operator to se notity Non-

Opcrator, the loss of any fcase contributed hereto by Non-Operator for fatlure to make timely payments

-9 .



- ~

ALADPL FCRM 610 - MODEL FORM OPERATING AGREEMENT - 1977

16

SR G )
-1 o

W P
O W oo

W W
[

[R5

3D
36

S
38
39
40
41
12
3
44
45

e
(=]

2

co

[ SN
oW

(&1
o —

Dy o G o Groan
O o =~ O U1 e WO

[=rENes]
—_ O

62
63
64
65

63

10

of anyv shut-in well pavment shall be borne jointly by the parties hereto under the provizions of Article
A pas J

IV.B.3.
G. Taxes:

Begsinning with the first calendar yvear after the effective date hereof, Qperator shall render for ad

1

valorem taxation all property subject to this agreement which by law should be rendered for such
taxes, and it shall pay all such taxes assessed thercon before they beeome delinguent. Prior to the ren-
dition date. each Non-Operator shall furnish Operator information as to burdens (to include, but not be
limized to. royvalties, overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. It the assessed valuation of any leasehold estate is reduced by reason of its
being subjoc* to outstanding excess royvaltics, overriding royvalties or production nayments. the reduction in
ad valorem taxes resuliting therefrom shall inure to the benefit of the owner or owners of such leasenold
estate, and Operator shall adjust the charge to such owner or owners so as Lo reflect the benefit of such
reduction. Operator snall bill other parties for their proportionate share of all tax payments in the man-

ner provided in Exhibit ~C™.

If Operator considers any tax assessment improper. Operator may, at its discretion, protest within
R b 3 2
all

the time and mannrer preseribed by law, and prosccute the protest to a final determination, unless
parties agree to abandon the protest prior te final determination. During the pendency of administrative
or judicial proceedings, Operator may elect to pay. under protest, all such taxes and any interest and
penalty. When any such protested assessment shall have been finally determined, Operator shall pay
the tax for the joint account, together with any interest and penalty acerued. and the total cost shall then

be assessed against the parties. and be paid by them, as provided in Exhibit =C.

Each party shall pay or cause to be paid all production, severance, gathering and other taxes im-

posed upon or with respeet to the production or handling of such party’s share of oil and or gas pro-

duced undev the terms of this agreement
H. Insurance:

At all times while oaperations are conducted hereunder, Operator shall comply with the Workmen'’s
VT FETIELE (rlw:f IREE

Compensation Law of the State where the operations are being conducted; sreswideds

[SVINCNCIIE SURVENIR PIVT TIC STV T T3 LU P | 3 bt U ETIIIIN SEEELIT
t e + A2 el

) AU TN IV O Gaimmrdeisaidee

3

Hagahcienttothepramiam—shiehwonkd—hate

Lhad el b bt B e b itk ks b i e n o

v

baie—paid—had—sichinstiianeabeenobtained.  Operator shall also carry or provide insurance f{or the

+

benefit of the joint account of the parties as outlined in Exhibit »D", attached to and made a part hercof.
Operator shall require all contractors engaged in work on or for the Contract Area to comply with the
Workmen's Compensation Law of the State where the operations are being corducted and 1o maintain

such other insurance as Operator may reguire.

In the event Automobile Public Liability Insurance is specified in said Exhibit "D, or subsequently
receives the approval of the parties. no diveet charge shall be madc by Operator for premiums paid for

such insurance for Operator’s fully owned automotive equipment.

ARTICLE VIIIL
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 thercto.

However, should any party desirve to surrender its interest in any lease or in any portion thereof, and

kS

other parties do not agree or consent thereto, the party desiving to surrender shall assign, without express
or impiied warranty of titie. all of its interest in such lease, or portion thereof, and any well, material and
equipmient which may be located therveon and any rights in production thercafter sccured, {o the partices

he interest of the assigning varty includes an oil and gas interest, the as-

—

not destring to survender it If
signing party shall exceute and deliver to the party or parties not desil'ing to surrender an oil and gas

lease covering such oi! und gas interest for a term of one yvear and so long thereafier as oil and. or cus
> R B - ; &
e lonseto b gn e £oinetdd e ehietinb o ra e kb=

is produced from the land covered thereby, s
Upon such assignment, the assigning party shall be relieved from all obligations thereafter accruing,
gned and the operation of any well thereon,

butl not theretofore accrued, with respect to the acreage as:
and the assigning party shall have no further interest in the lease assigned and its equipment and pro-
duction other than the royalties relained in any icase made under the terms of this Article. The parties

i1

assignee shall pay to the party assignor the reasonable salvage value of the latter’s interest in any wells
and equipment on the assigned acreace. 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 plug-

ging and abandoning. If the assignment is in favor of more than one party. the assigned interest shall

-

10 -
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Coparties assionee o the proportions that the mterest of cach bears to the interesy o all

e shared by che

DUTIOS asshmeee,

Arvoassicnment or surrender made under this provision shall not reduce or chanoee the assiznor’s or

surrendering parties’ interest, as it was immediately before the assignment. in the batance of the Contract

reas and the acreage assigned ov survenderced, and subsequent operations thereon, shall not thereutier
be subrect to the termz and provisions of this agreement.

Benewal or Extension of Leases:

oy

If any party secures a venewal of any oil and gas lease subject to this Agreement, all other prrties

shall be notified promptly, and shall have the right for a veriod of thirty (30) duvs following receip!
of such notice in which o elect 1o participate in the ownership of the rencewal lease. insofar as such

the Contract Avea, by payving to the party who vequired it

leus: alfeets lands

properiiengte shaves of

<

»acquisition cost allocated to that part of such lease within the Contruct Area,

n

ho in proportion to the interests held at th

at time by the parties in the Contract Are:

I some. but less thun alll of the parties clect to participate in the purchase of a renewal lease, it
shall be owned by the varties who elect to particinate therein, in a ratio based upon the velationship of
their respective peorcentage of participation m the Contract Area o the aggregate of the percentugoes

t

ation in the Contract Avea of all partics participating in the purchasze of such rencwa

of partict:

Any renewuad lease in which less than all parties clect to participate shall not be subject to this ugreement.

Each party who puarticipates in the purchase of a renewal lease shall be given an assignment of its

propertionate interest therein by the acquiring party.,

w3

e provisions ot this Article shall apply o rencwal leases whether they are for the entire interes
covered by the expiring lease or cover only a portion of its area or an interest therein., Anv renewal lease
taken vefore the expivation of its predecessor lease. or taken or contracted for within six (6) months after
the expivation of the existing lease shall be subject to this provision: but any lease taken or contructed

for more than six {6) months attor the expiration of an existing lease shall not be deemed a renewval

lease and shall not be subject to (he provisions of this agreement.

Article shall apply also and in like manner to extensions of oil and gas

The provisicns in

C. Acreage or Cash Contributions:

While this agreement 1s in foree, if any party contracts for a contribution of cash toward the drilling

of a well or any other operation on the Contract Arvea, such contribution shali be paid to the party who
conducted the drilling or otirer operation and shall be applied by it against the cost of such drilling ov
other operation. If the contribution be in the form of acreage, the party to whom the contribution is
assignment ol the acrcage. without warranty of title, to the Dritling

=10

made =hall 5
Parties in the proporvtion id Drilling Parties shared the cost of drilling the well. If all parties hereto

o provisions of this agreement. It less than ali parties hereto are Drilling Parties and

D‘;ilh’ng‘ Pariies and accept stich tender, such acreage shall become a part of the Contract Arvea und
be governed by tl
accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt

Iy notify all othwer parties of all acresge or meney contributions it may obtain in support of any well or

any other operation on the Contract Area.

If any party contracts for any consideration relating to disposition of such party’s share of substances

1
produced hereunder, such consideration shall not be deemed a corntribution as contempluted In this

Artele VIIIC

D. Subseguenily Created [nterest:

)

Notwithstanding the provisions of Article VIILE and VIILG. if any party hereto shall, subsco.ent

{

ie execution of this agreement, create an overriding rovalty, production pavment, or net proceeds inter-

est. which such interests are hevelnatter referved w as “subroguently created interest”. such subsequently

created interest shall be spectfically made subject to all of the terms and provisions of this agrecment. as

folloy

L. It non-consent operations are conducted pursuant to any prevision ol this asreement. and the
party conducting such operations becomes entitlod to receive the production attributabie o the mtcrest
oul of which the subseguently created interest s derived. such party shall recetve same free and clea
of such subsequently created interest. The party creating same shall bear and pay al! such subsequently
created mnterests and shadl indemnify and bold the other parties hereto tree and harmless from any and

all lublitty resulling therefrom.

- 11 -
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2000 the owner of the interest Drom o which the subsequently created interest o derived (1) taids o
pav. when ducl its shmo af expenses chareeable berernders or (2) ciects to abandon w owell ander pro-
vistons of Article VEE hereot. o (3) elects 1o surrender o lease under provisions of Arvticle YITLAL
hereot, the subseguentiy created interest shall be chargeable with the pro rvata portion of all expenses

hereonder i the =anme manner as if such fnterest were a working interest. For purpnszes of colivetling
such charceable exvenses. the pariy or parties who receive assignments as o result of (2) or (3) above
shall have the right 1o cenforee all provisions of Aviicle VILB. hereof against such subsequently created

Interest,
. Maintenance of Uniform interest:

cas leasehold  interests

Mp in the oil and

For the purpose of muaintaining uniformity of owne

vered by this agrcoment. and notwithstanding any other provisions (o the contrary, no party shali

(@)

sell, encumber, traestor or maxe other disposition of its interest in the leases embraced within the Con-

tact Avea and in weils, cquipment and production unless such disposition covers either:
l. the entire interest of the party in all leases and equipment ard production: ov
2. an equal undivided interest in ail leases and cquipment and production in the Contract Avea.

Every such sale. encumbrance, transter or other disposition made by any party shall be made ex-
pressty 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 partyv is divided among and ewned by four or more co-owners,
Operator. at its discretion. may require such co-owners to appoint a single trustee or agent witn full
authority to receive notices. approve oxpenditures, receive billings for and approve and payv such party's
and to deal generally with, and with power to bind, the co-owners of such

party’s interests within the scope of the operations embraced in this agrcement: however. all suct
co-owners shall huve the right to enter into and execute all contracts or agreements for the dispesition
of their respective shoves of the oil and gas produced from the Contract Arvea and they shall have the

right to receive, separately. pavment of the sule proceeds hereof.
F. Waiver of Right to Partition:

1

by the laws of the state or states in which the property covered hereby is located, cach

If permitted
ty hereto owning wn undivided interest in the Contract Area waives any and all rights it may have

varvr

io parttlion and huave set aside to it in severally its undivided interest therein.

G.  Preferential Right to Purchase:

G ek PP ETCR VNS FECLS N U SN U GICT- § L § SIE S THIEL R R U U SETE IS IIPAT MRS SO TS FUE TFIVEY UL SHLUS SECCI § SRV IV LRI TN IR G AR TENTA PRI TOR
Lenkanansiac an e bo oy 4 a e ¢ prdrart Smar ey 2 % e T by ta Logislafud: L

interests in the Contract Area, it shall promptly give written notice to the other parties. witl

mation concerning its proposed sale, which shall include the name and address of _theProspective pur-

k]

chaser (who must be ready. willing and able to purchase). the purchase

o and all other terins of
for a period of ten (10) days after

the offer. The other pavties shall then have an optional prior ¢

to purchase on the same ferms Nicditions the interest which the other pariy

receipt of the notice
proposes to sell: and. 1f this optional right the purchasing parties shall share the pur-

chased interest in the proportions thad terest of each bears to the tolal interest of all purchasing

parties. However, ther ho preferential right to purchase in those cases where any party wishes
to mortgage its intoe . or to disposc of 18 Interests by mevger, reorganization. consolidation. or sale

antially all of its assets to a subsidiary or parent company or to a subsidiary of a parent

St

il el

L D 2 e A 530 A N b D e 3 et e 3 L e b e i 1 e ekt At b,
> 3 2 5 * - < St

ARTDICLY IXL
INTEUNAL RBEVENUE CODE ELECTION

N AT et e
} =+ 5B 22—t

et R e S e b 3 R i e e

See Exhibit "G".
ey, o - M o .
vershin or an association for profit between or among the pavties hereto. Notx'.v'ithsianding/km/pm—

A0, o that this

visions herein that the rights and labilities hereunder wre several and not joint or coile

aorcement and operations hereunder shall nol constitute a pavtnership, if, ceral incomie tax pur-

pouses. this agreement and the cperations hereunder are rewarded as winersiup, cach party hereby

clects to be excluded from the application of u}ly pTovisions of Subchapter K7, Chupter
AT of the Internal Revenue Code of 19584 _aTermitted and authovized by Scction 761 of

Code and the vesulations promulgated theroy

Operator Is authorized and directed to execute on
th

hehalt of cach pariy hereby affected sychtridence of this election as may be reguived by the Sccretary

of the Treasury of the United SLert@ or the Federal Internal Revenue Scervice, including specifically. but
not by way ol limitati Wl of the retures, statements. and the data reguired by Federal Regula-
f e Be wny requireoment it cach party hereby affected give furthor evidence of

party shall exeente sach documents and furnish such otiier evidence as moy be

Ll T U Y S et b b e e
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I¥ any present or future income tux laws of the state or states in which the Contrac Tocuatetd or
any tuture income tax laws of the United States contuin provisions simjlaw Those in Subchupter "R

Subtitle "A7, of the Internal Revenue Code of ander wnich an election stimilur to that

Chaprer ;
cach party herveby affected shall make such election ns

I
provided by Section 781 of the Code is pergi
may be permitted or require <tCh laws, In making the foregeing clection, cach such party states that
the income dopwse oV such party from Operations hereunder can be adequately determined without the

Abentaaadoronag i ool dpnceonge
3 3

ARTICLT X.
CLAIRMS AND LAWSUITS

Opcrator may settle any single damasce claim or suit arising {rom operations hercunder if the ox-

penditure doos not exceed __Twenty-thousand and No/100-=-———-=——=—————-wooommm o Dollars

(s__20,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount

required for settlement exceeds the above amount, the parties hereto shail assume and take over the
further handling of the claim ov suit, unless such authority is delegsated to Operater. All costs and ex-
pense of handling, settling, or otherwise discharging such claim or suit shall be at the joint expuonse
of the parties. If a claim is made against any party or if any party is sued on account of any matter
arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement. the party shall immediately notity Operator, and the cluim or suit shall
be treated as any other claim ov suit involving operations hercunder.

ARTICLE X1
FORCE MAJEURE

It any party 1s rendered unable. wholly or in part, by force majeure to carry out its oblizations
under this agreement, other than the obligation to make money pavments, that party shall give to all
othor parties prompt written notice of the force majeure with reasonably full particulars concerning it;
thereupon, the oblizations of the party giving the notice. so far as they ave affected by the force majeure.
shall be suspended during, but no longer than, the continuance of the force majeurc. The affected parvty

shall use all reasonable diligence to remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not
es, lockouts, ov other labor difficulty by the party invelved. contrary to its

require the settlement of strik
wishes: how all such difficuities shall be handled shall be entirely within the discretion of the party

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 viot, lightning, fire, storm, flood.
explosion. governmental action, governmental delav. restraint or inaction, unavailability of equipmant,
and any other cause. whether of the kind specifically enumerated above or otherwise, which is not

reasonably within the control of the party cluiming suspension.
A - I3

ARTICLE NI
NOTICES
All notices authorized or required between the parties, and required by any of the provisions of
this agreement. unless otherwise specifically provided, shall be given in writing by United States mail
or Western Union telegram, postage or charges prepaid, or by teletype. and addressed to the party 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 received by the party to whom such notice is directed,
and the time for such party to give any notice in response thercto shall run from the date the originat-
ing notice is rveceived. The second or uny responsive notice shall be deemed given when deposited in
the United Stutes mail or with the Western Union Telegraph Company, with postage or charges prepaid,

or when sent by teletyrpe. Each party all have the right to change its address at any time. and from

time to ume, by giving written notice hereof to all other parties.

ARTICLE XNIiIL
TERM OF AGREEMEXNT

Thix agreement shall remain in full force and cffect as to the oil and gas leases and ov oil and gas in-

terests subjected hereto for the period ol time sclected below: provided, however, no parly hereto shidl

J

ever be construcd as having any right, title or interest in or to any lease, or oil and gas interest con-

tributed by any other party beyvond the term of this agreemoent.

5 Option No. I: So long as any of the oil and gos leases subject to this agreement remain or are con-

tinued in force as to any part of the Contract Arvea. whether by production. extension, renewal or other-

wise. and.or so long ax oil and/or gas production continues from any lease or oil and gas interest.

13 -
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Option No. 20 In the cevent the well deseribed 1 Article VEAL or any subsequent well dvilied
under any provision of this acreemoent. resuits in production of oil and or zas in paving quantitios, this
agreement shall contivue in foree 5o long as any such well or wells produce, or are capable of poduc-
tton, and for an addritional period of _ davs Irom cessation of all production: provided, however,
It, prior o the expiration of such additional period, one or more of the parties hercto are engaocerd i
drilline or reworking o well or wells hereunder, this agreemoent shall continue in torce until such op-
crations have been completed and if production results therefrom, this agreement shall continue in
force as provided herein. In the event the well described in Article VEA. or any subsequent well
drilled hercunder, vesults in a dry hole, and no other well is producing, or capable of producing oil
and or gas from the Contract Arvca, this agreement shall terminate unless drilling or reworking opera-

tions are commenced within days from the date of abandonment of sald well.

It is agreed, however, that the termination of this aurcement shall net refieve any party hercto from

any liability wihteh has accerued or attached prior to the date of such termination.

ARTICLE XIV.
COMPLIANCE WITII LAWS AND REGULATIONS

AL Laws, Reculations and Orders:

This agreement shall be subject to the conservation laws of the state in which the committed
acreage Is located, to the valid rules. regulations, and orders of any duly constituted regulatory body of
sald state: and o all other applicable federal, state. and lecal laws, ordinances, rules, regulations. and

ovders.
B. Governing Law:

The essential validity of this agreemoent and all matlters pertaining thereto, including, but no® lim-
ited to. matters of performance, non-performance. breach, remedies, procedures, rvights, duties and in-
terpretation or construction. shall be governed and determined by the law of the state in which the
Contract Arca Is located. If the Contract Area s in two or more states, the law of the state where most

of the land in the Contract Arena is located shall govern.

ARTICLE XV.
OTHER PROVISIONS

Notwithstanding any of the above provisions hereof, the following provisions
shall be applicable.

(a) Consent to the drilling of a well shall not be deemed as consent to the
setting of casing and a completion attempt. After any well drilled pursuant hereto
has reached its authorized depth, Operator shall give immediate notice to all
Non-Operators. The parties receiving such notice shall have twenty-four (24) hours
within which to elect whether or not they desire to set casing and to participate
in a completion attempt. 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 completion attempt. If all of the parties elect to plug and
abandon the well, Operator shall plug and abancdon same at the expense of all of
the parties. If one or more, but less than all, of the parties elect to set pipe
and to attempt a completion, the provisions of Article VI.B.2. shall apply to the
operations hereafter conducted on said well by less than all parties. Casingpoint
on any well is defined as a point in time when, upon completion of drilling and
reasonable tests, an election is called from all parkties to run a production string
of casing or plug and abandon the well, without any party then desiring to conduct
any additional drilling, logging, coring or further testing operations.

(b) Each Non-Operator shall be obligated to pay Operator in advance for its
preportionate share of all estimated costs to casingpoint on any well drilled
pursuant hereto, including the initial well and all subsequent wells. Operator
shall furnish each Non-Operator with an AFE and an appropriate invoice for each
well drilled hereunder, and each Non-Operator shall pay its share of such costs
within ten (10) days of receipt of such invoice. Similarly, each Non-Operator
participating in a completion attempt on any well hereunder shall pre-pay to
Operator its proportionate share of estimated completion costs within ten (10)
days of receipt of an invoice therefor. If additional drilling or completion
costs in excess of the estimated costs are incurred, each Non-Operator shall pay
Operator for its proportionate share of such costs within ten (10) days of receipt
of an invoice therefor. Any amounts not timely paid in accordance herewith shall
bear interest at the rate of fifteen percent (15%) per annum from the date due.

- 14 -



(c) If any Non-Operator fails or refuses to pay its share of estimated
costs (either drilling or completion) within the time periods prescribed above
Operator may, at its option, notify such Non-Operator of its election to regar
such Non-Operator as a Non-Consenting Party hereunder as to said costs, whereu
Operator shall be responsible for said costs. If Non-Operator fails to pay such
amount within five (5) days after receipt of such notice, then Operator's
election shall be effective, Non-Operator will no longer owe said sum to Operator,
and Non-Operator shall be subject to the non-consent provisions hereof the same
as if such party had elected to be a Non-Consenting Party at the inception of the
particular operation. Provided, however, this provision shall not be applicable
with respect to any sums owed Operator which Non-Operator contests in goed faith.

o

(d) This Operating Agreement coincides with the Unit Agreement covering the
lands herein; however, should there be any conflict of terms between the two
agreements, the Unit Agreement shall prevail. Notwithstanding, however, this
Operating Agreement shall remain in full force and effect after the termination
of the Unit Agreement, in accordance with Article XIII above.

(e)v With respect to operations hereunder, Non-Operators agree to release
Operator from any and all losses, damages, injuries, claims and causes of action
arising out of, incident to or resulting directly or indirectly from Operator's
interpretation or application of rules, rulings, regulations or orders of ths
Department of Energy or predecessor or successor agencies to the extent such
interpretation or application was made in good faith. Each Non-Operator further
agrees to reimburse Operator for any amocunts applicable to such Non-Operator's
share of production that Operator may be required to refund, rebate or pay as
a result of such an incorrect interpretation or application, together with
interest and penalties thereon owing by Operator as a result of such incorrect
interpretation or application.

(f) Royalties, Overriding Royalties and Other Payments:
As used herein, the term "Existing Burdens" shall apply separately to each lzase and
means all royalties and overriding royalties and other payments carved out of the
leasehold estate with which each lease covered by this Operating Agreement is
burdened as of the effective date hereof. All Existing Burdens on each separate
lease which do not exceed 25% of 8/8 of the production attributable to such lease
shall be borne by the parties in proportion to their respective interests set
out in Exhibit "A" hereof. If the interest of any party in any lease is subject
to Existing Burdens which exceed the aforesaid 25%, then such excess (the "Excess
Burden") shall be borne solely by such party and shall be subject to the
provisions of Article VIII1.D.l. (but not Article VIII.D.2) in the same manner
as 1f such Excess Burden were a Subsequently Created interest. Each party shall
pay or deliver, or cause to be paid or delivered, its proportionate part of all
Existing Burdens and shall hold the other parties free from any liability therefor.
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ARTICLE XVL
MISCELLANEOUS

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

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

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

an original for all purposes.

—
O O =T O U e WS

IN WITNESS WHEREOF. this agrcement shall be effective as of __T5Y  day of June

1984

—
NS

r

OPERATOR

[
[934

,_.
e

ATTEST: EARLE M. CRAIG, JR. CORPORATION

1

— s
-1 S Q

18
19 Tisa R. Steele, Assistant Secretary Judith H. Devenport, Vice President

VIS V]

NON-OPERATORS
WITNESS: CRAIG, LTD., a Texas Limited Partnership

VI VI (VIR VI V)
[ 51 BN SYER M)

| =T I )
o2 -1 o

BY:
Earle M. Craig, Jr., Sole General Partner

[
[l e
|

ATTEST:

W W W
W o =

BY:

o
NS

WoWw
[«2 B3]

STATE OF TEXAS
COUNTY OF MIDLAND

w W W
o o~

This instrument was acknowledged before me on 1984 by
Judith H. Devenport, Vice President of Earle M. Craig, Jr. Corporation, a Texas

corporation, on behalf of said corporation.

RGNS
[

42

43 My Commission Expires:
44 6 March 1988 Beth A. Dufford, Notary Public in and
45 for the State of Texas

46

47 STATE OF TEXAS

48 COUNTY OF MIDLAND

49 This instrument was acknowledged before me on 1984 by
30 Earle M. Craig, Jr,, Sole General Partner of Craig, Ltd., a Texas Limited
51 partnership, on behalf of said partnership.

53 My Commissicn Expires:
54 6 March 1988 Beth A. Dufford, Notary Public in and

55 for the State of Texas

56

57 STATE OF

58 COUNTY OF

59 This instrument was acknowledged before me on by )

60 , of - ’
61 a , on behalf of said .

62

63 My Commission Expires:

64 Print Name

65 Notary Public in and for the State

66 of




EXHIBIT "A"

Attached to and made a part of the Enterprise (Deep) Unit
Operating Agreement dated 1 June 1984,
Earle M. Craig, Jr. Corporation, Operator

1. Lands Subject to Agreement
Township 20 South, Range 34 East

Section 33: S/2
Section 34: All

Township 21 South, Range 33 East
Section 1: All

Section 2 All

Section 3 Lots 1-16

o as

2. Restrictions: None
3. Interests of the Parties

a) Participation in Initial Well through Completion (3,106.7 acres)

Craig, Ltd. 45.32560%
Pogo Producing Company 20.55299
Marshall & Winston, Inc. 17.38339
MWJ Producing Company 10.30032
Unleased 6.43770

100.00000%

b) Participation after Completion of Initial Test Well from the Surface to
the Base of the Seven Rivers Formation (2,661.19 acres).

Participation in
Initial Test Well to

ORRI in W.I. After Payout*
Test Well Until of Initial Test Well

Payout * Payout * & Subsequent Wells
Craig, Ltd. 36.17256% -0- 30.31444%
Pogo Producing Company 23.99377 -0- 23.99377
Marshall & Winston, Inc. 20.29355 -0- 20.29355
MWJ Producing Company 12.02469 -0- 12.02469
Unleased 7.51543 -0- 7.51543
Texaco Inc. -0- -0- ~0-
Estate of Allen K. Trobaugh, Deceased —-0- -0~ -0~
Ruth Engwall ~0- -0~ -0-
Carl Engwall ' -0- -0~ -0~
Southwest Resources, Inc. -0- ~0- -0-
Amoco Production Company -0- . 01003 3.00617
Getty 0©il Company —-0- .00788 1.57561
Southland Royalty Company -0~ .00128 .25665
W. G. Ross -0- . 00091 .18187
Max H. Christensen -0- .00044 .09868
Gulf 0il Corporation -0- . 00369 .73914

100.00000¢

100.000G0%



¢) Participation after completion of Initial Test Well below the base of the
Seven Rivers Formation SAVE AND EXCEPT the Morrow Formation (2,849.09 acres).

Participation in ORRI in W.I. After Payout*
Initial Test Well to Test Well Until of Initial Test Well
Payout * Payout * & Subsequent Wells

Craig, Ltd. 40.38202% -0~ 33.27080%

Pogo Producing Company 22.41137 -0 22.41137

Marshall & Winston, Inc. 18.95518 -0~ 18.95518

MWJ Producing Company 11.23166 -0- 11.23166

Unleased 7.01977 -0- 7.01977

Texaco Inc. -0 -0- -0-

Estate of Allen X. Trobaugh, Deceased -0- . 00470 1.40747

Ruth Engwall -0~ .00022 . 04387

Carl Engwall -0~ .00022 . 04387

Southwest Resources, Inc. -0- . 00077 . 15356

Amoco Production Company -0~ . 00937 2.80791

Getty 0il Company -0— . 00736 1.47170

Southland Royalty Company -0~ . 00345 .69040

W. G. Ross -0- .00120 .23973

Max H. Christensen -0- . 00085 .16988

Gulf 0il Corporation -0~ .00041 .08283

100.00000%

d) Participation after completion of
Formation. (3,106.70 acres)

Payout * Payout * & Subsequent Wells
Craig, Ltd. 45.32558% -0- 36.73109%
Pogo Producing Company 20.55300 -0- 20.55300
Marshall & Winston, Inc. 17.38340 -0- 17.38340
MWJ Producing Company 10.30032 -0- 10.30032
Unleased 6.43770 -0- 6.43770
Texaco Inc. -0- 0c418 2.07294
Estate of Allen XK. Trobaugh, Deceased -0- .00430 1.29076
Ruth Engwall -0~ 00020 . 04024
Carl Engwall -0- 00020 . 04024
Southwest Resources, Inc. -0- 00070 .14082
Amoco Production Company —-0- .00859 2.57508
Getty Qil Company -0- . 00675 1.34966
Southland Royalty Company -0~ .00317 .63315
W. G. ROSsS ~0- .00110 .21985
Max H. Christensen -0~ .00078 .15579
Gulf 0il Corporation -0- . 00038 07596

Participation in
Initial Test Well to

ORRI in

Test Well Until

100.00000%

Initial Test Well as to the Morrow

W.I. After Payout*
of Initial Test Well

100.00000% 100.00000%

*"payout" shall mean the date on which the participants shall have recovered out of the

total proceeds of production from the leased premises (after deducting the lease royalty,

any and all overriding royalties and production payments existing at the effective date

of this Operating Agreement and affecting the lease premises and applicable gross production
taxes) 100% of the cost of drilling, completing, testing and equipping said well to

produce through the tanks, in the case of an o0il well, or into the pipeline to which

the well may be connected, in the case of a gas well, together with 100% of the operating

costs thereof up to such time. The Accounting Procedure made a part of this Operating

Agreement shall govern the extent to which expenses may be charged to such well as ths

basis of all such charges and credits thereto for the purpose of determining pavout.



Addresses of Parties

Craig, Ltd.

c¢/o Earle M. Craig, Jr. Corporation
Midland, Texas 79702

Attention Steven R. Foy, Landman

Pogo Producing Company

P. 0. Box 10340

Midland, Texas 79702

Attention Jerry Cooper, District Landman

Texaco Inc.

P. O. Box 3109

Midland, Texas 79702
Attention Benny Tidwell

Amoco Production Company
P. 0. Box 3092

Houston, Texas 77253
Attention Larry Fleming

Gulf 0il Exploration & Production Company
P. 0. Box 1150

Midland, Texas 79702

Attention Steven Burke

Southland Royalty Company
21 Desk Drive

Midland, Texas 79705
Attention Julie Stevens

Southwest Resources, Inc.
Security National Bank
Roswell, New Mexico 88201
Attention Tom Boyd

Marshall & Winston, Inc.
P. O. Box 874

Midland, Texas 79702
Attention Bill Marshall

MWJ Producing Company

1804 RepublicBank First National
Midland Building

Midland, Texas 79701

Attention Scott Bryant, Land Manager

Estate of Allen K. Trobaugh, Deceased

1405 RepublicBank First National
Midland Building

Midland, Texas 79701

Attention Georgia Trobaugh

Getty 0il Company

P. 0. Box 1231

Midland, Texas 79702
Attention Ron Munn, Landman

William G. Ross
P. O. Box 86
Midland, Texas 79702

Max H. Christensen
P. O. Box 3790
Midland, Texas 79702

Carl Engwall

Rath Engwall

P. 0. Box 1782

Roswell, New Mexico 88201



EXHIBIT "B" TO UNIT OPERATING AGREEMENT

Schedule of Tracht Numbers,

ENTERPRISE (DEEP) UNIT
LEA COUNTY, NEW MEXICO

LEASE NO. OVERRIDE OR
TRACT AND BASE PRODUCTION PAYMENT WORKING INTEREST
HO. DESCRIPTION ACRES EXpP. DATE ROYALTY LESSEE OF RECCRD AND wmwOGZHDQG OWNER - PERCENTAGE
1 T20S, R34E, NMPM 160 LC~029519A United States of Texaco Inc. 7 1/2% Beulah B. Lynch Texaco Inc.
Sec. 34: E/2 NwW/4, 7-1~89 America heirs. & assignees 100%
E/2 sw/4 1/8
2 T203, R34L, NMPM 160 NM-082 United States of #**Arco Oil & Gas Company None **Arco Oil & Gas Company 82.8125%
Sec. 33: SE/4 (27.5 net) HBP America 50.0000% Ruth Engwall 3.1250%
1/8 Ruth Engwall 3.1250% Carl Engwall 3.1250%
Carl Engwall 3.1250% Southwest Resources 10.9375%
Scuthwest Resources, Inc. 100.0000%
10.9375%
Harvard & LeMay Exploration
32.8125%
3 T20S, R34E, NMPM 40 NM-08822 United States of Gulf Oil Corporation None Gulf Oil Corporation
Sec. 34: NW/4 NW/4 HBP America 100%
1/8
4 T20S, R34E, MNMPM 80 NM-21766 United States of Texaco Inc. 6.25% Panos Investment Texaco Inc.
Sec. 34: W/2 SW/4 7-1-84 sﬁ%ﬁ%om Company 100%
5 T20S, R34E, NMPM 40 United States of Presently Unleased
Sec. 34: SE/4 NE/4 America

**Not committed



EXHIBIT "B" TO UNIT OPERATING AGREEMENT
ENTERPRISE (DEEP) UNIT

LEA COUNTY, NEW MEXICO

Schedule of Tract Numbers, Ownership and Participation

LEASE NO. OVERRIDE OR -
TRACT AND BASE PRODUCTION PAYMENT WORKING INTEREST
NO. DESCRIPTION ACRES LXP. DATE ROYALTY LESSEE OF RECORD AND PERCENTAGE OWNER ~ PERCENTAGE
6 7205, R34E, NMPM 40 NM~ 55155 United States of Craig, Ltd. None Craig, Ltd.
Sec. 34: SW/4 NW/4 4-1-88 America 100%
, *
7 T21S, R33E, NMPYM 49 NM-57281 United States of Craig, Ltd. 50% Eddie Pauline Craig, Ltd. 50%
Sec. l: SE/4 SE/4 America Marshall & Winston, Inc. Garner 5% Marshall & Winston, Inc. 50%
1/8 50%
9 T205, R34E, NMPM 160 United States of Presently Unleased
Sec. 33: sw/4 America
9 T21S5, R33E, NMPM 240.12 L~-5393 State of Getty Oil Company None Getty 01l Company 59.87427%
Sec. 1l: Lots 1-6 HBP New Mexico Gulf Oil Corporation 13.81162%
1/8 Texaco Inc. 6.28496%
Southland Rovalty
Company 9.75373%
W. G. Ross 6.90581%
Max H. Christensen 3.36961%
100.00000%
10 T21S, R33E, NMPM 40 LG-7363 State of Getty 0il Company None Getty 0il Company. 59.87427%
Sec. 1: NE/4 SE/4 2-1-89 New Mexico Gulf 0il Corporation 13.81162%
1/8 Texaco Inc. 6.28496%
Southland Royalty
Company 9.75373%
W. G. Ross 6.90581%
Max H. Christenscn _3.36961%
100.00000%
11 T21S, R33E, NMPM 320 V-233 State of Amoco Production Company None Amoco Production Company
Sec. 2: §/2 4-1~85 New Mexico

1/6

100%



EXHIBIT "B" TO UNIT OPERATING AGREEMENT
ENTERPRISE (DEEP) UNIT
LEA COUNTY, NEW MEXICO

Schedule of Tract Numbers, Ownership and Participation

LEASE NO. - OVERRIDE OR
TRACT AND BASE PRODUCTION PAYMENT WORKING INTEREST
NO. DESCRIPTION ACRES EXP. DATE ROYALTY LESSEE OF RECORD AND PERCENTAGE OWNER - PERCENTAGE
12 T21S, R33E, NMPM 40 V-246-1 State of Craig, Ltd. None Craig, Ltd.
Sec. 2: Lot 11 6-1-85 New Mexico 100%
1/6
13 T21S, R33E, NMPM 160 V-405 State of Craig, Ltd. None Craig, Ltd.
Sec. 2: Lots 9, 10 11-1-86 New Mexico 100%
15, 16 1/6
14 T21S, R33E, NMPM 80.11 V-607 State of Craig, Ltd. None Craig, Ltd.
Sec. 2: Lots 3, © 9-1-87 New Mexico 100%
1/6
15 T21S, R33E, NMPM 200.05 V~790 State of Marshall & Winston, Inc. None Marshall & Winston, Inc.
Sec. 2: Lots 4, 5 8~1-88 New Mexico 1003
12, 13, 14 1/6 .
16 T21S, R33E, NMPM 320 vV-789 State of Marshall & Winston, Inc. None , Marshall & Winston, Inc.
Sec. 1: Lots 7, 8, 9 8-1-88 New Mexico 100%
10, 15, 16, W/2 of SE/4 1/6
17 T21S, R33E, NMPM 160.40 v-937 State of Allen K. Trobaugh None Estate of Allen K. Trobaugh,
Sec. 2: lots 1, 2 12-1-88 New Mexico Deceased
7, 8 1/6 100%
18 T21S, R33LE, NMPM 320 vV-967 State of MWJ Producing Company None MWJ Producing Company
Sec. 1l: Lots 11, 12, 2-1-89 New Mexico 100%
13, 14, sw/4 1/6
19 T21S, R33E, NMPM ©638.52 V-968 State of Pogo Producing Company None Pogo Producing Company
Sec. 3: Lots 1-16 2-1-89 New Mexico 100%
1/6

*

Sliding scale royalty



EXHIBIT "B" TO UNIT OPERATING AGREEMENT
ENTERPRISE (DEEP) UNIT
LEA COUNTY, NEW MEXICO

Schedule of Tract Numbers, Ownership and Participation

1

TOTAL ACRES 3,519.20

TOTAL FEDERAL 1,000.00 (28.416% of total)

i

TOTAL STATE 2,519.20 (71.584% of total)
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EXHIBIT .

Attached to and made a part of . OP8rating Agreement

dated 1 June 1984, Earle M. Craig, Jr. Corporation, Operator

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

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

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

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

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

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

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mecan those employees whose primary function in Joint Operations is the direct
supervision of other employees and or contract labor directly employved on the Joint Property in a field operat-
ing capacity.

“Technical Employces” shall mean those employvees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the Joint Property.

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

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

Statement and Billings

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

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to refiect advances received froem the Non-Operators.

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of fwetvreperpent—335y per
annum or the maximum coniract rate permitted by the applicable usury laws in the\state in which the Joint
Proverty is located, whichever is the lesser, plus attorney’s fees, court costs, and other\costs in connection with

the collection of unpaid amounts. fifteen (15%)

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or guestion the rorrect-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Opemtm during any
celendar year shall conclusively be presumed to be true and correct after twenty-four (24) months fcllowing
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operatcr takes
written exception thereto and makes claim en Operator for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resuiting from a physical inventory of Controllable Material as provided for in Section V.

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’s accountis and records relating to the Joint Accoz it for any calendar year within the twenty-four (24) month
pericd following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments 01 accounts as provided for in Paragraph 4 of this
Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no porticn of the Non-Operators’ audil cost incurred under this paragraph unless agreed

te by the Operator.

Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is express]y required under other sec-
ticns of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera~
tors. ;




" 7. Equipment and Facilities Furnished by Operator

Wil

II. DIRECT CHARGES

Opecrator shall charge the Joint Account with the following items:
1. Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.

2. Labor
A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct
of Joint Operations. .
(2) Salaries of First Level Supervisors in the field.
(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
excluded from the Overhead rates.
B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

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

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

3. Employee Benefits .
Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty-perwent-{2055). the limit most recently recommended by the Council

4. Material of Petroleum Accountants Societies of North America.

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

plus stocks shall be avoided.

5. Transportation

Transportation of employces and Material necessary for the Joint Operations but subject to the following limita-

tions:

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

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

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

6. Services _ .
The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consuliant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

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

of the Joint Property. .

B.. In iieu of charges in Parograph TA above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 20¢5. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

8. Damages and Losses to Joint Property
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Ogerator’s
gross negligence or willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses
incurred as soon as practicable after a report thercof has been received by Operator.

9. Legal Expense
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for scttlement of claims incurred in or resulling from opecratiens under the agreeraent or
necessary to protect or recover the Joint Property, except that no charge for services of Operator’s legal staff
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Section III unless otherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.

—_2—
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10.

11.

Taxes

All taxes of every kind and nature assessed or levied upon or in conncction with the Joint Property, the opera-
tion therecof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Partics. .

Insurance

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

Other Expenditures

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

III. OVERHEAD

Overhead - Drilling and Producing Operations .
i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
( xx¥) Fixed Rale Basis, Paragraph 14, or )
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of al: offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section IIT unless such
cost and expense are agrced to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall { ) shall

not { ) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $ 4,500.00
Producing Well Rate $ 450.00

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

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

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or completion equipment moves cff loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for fifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of cperations for fifteen (15) or more consecutive
days.

(b) Producing Well Rates

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

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

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

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

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

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plyirg the rate currently in use by the percentage increase or decrease in the average weekly earrings of
Crude Petroleum and Gas Production Workers for the last calendar ycar compared to the calendur year
preceding as shown by the index of average weckly carnings of Crude Petroleum und Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Burcau oi Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment, .

—_ 3
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B. Overhead - Percentage Basis

(-Operatorshallcharg

(a} Devclopment

of Development of the Joint Property exclusive of costs
Il and all salvage credits.

- _Percent ( %) of the
provided under Paragraph 9 of Secti

{b) Operating
Pe t( ¢5) of the cost of Operating the Joint Property exclusive of costs provided

under Parag s 1 and 9 of Section 11, all salvage credits, the value of injected substances purchased
ary recovery and all taxes and assessments which are levied, assessed and paid upon the min-

(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 ali 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 defined in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overhead - Major Construction - To be negotiated

To—compensate~-Oparator—for-overhead costs.incurred-in-the-construsticn—and~installation~of—fixed-asseter—th

pansion of fixed assets, and any other project clearly discernible as a fixed asset required f01 the develepment and
operation of the Joint Plopeuy Operator shall either negotiate a rate prior to the bedmm o onstruction, or shall
charge the Joint Account for Overhead based on.the following rates for any onstruction project in excess

of § :

A, 9% of total costs if such costs are more -tk but less than § : plus
B. 9% of total costs in exces P——s/ but less than $1,000,000; plus

C. . 9 of total i~ excess of $1,000,000.

Total;os}ﬂ* Thean the gross cost of any one project. For the purpose of this paragraph, the component parts
oixasinglo-project-shall-not-betroatod-separately—and-the-cost-of-drilling-and-workover—wells-shal-be-exehrded,

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. 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-Operater, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-

tor shall be agreed to by the Parties.

1. Purchases

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

Account when adjustment has been received by the Operator.

2. Transfers and Dispositions

Material furnished to the Joint Property and Material transferred 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.o.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.

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

movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-

mally avallable
(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.0.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 pereent (759 ) 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 Materiul was originally charged to the Joint Account as new Material, or
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(b) at sixty-five percent (653¢¢) of current new price, as determined by Paragraph 2A of this Scction
1V, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75¢¢) of current new price.

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

(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at {ifty 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 approval
of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material

is not equivalent to that which would 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 .
(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents {13¢) 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-down
price of new DMlaterial.

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
required Material at the Operator’s actual cost incurred in providing such Material, in making it suitable for use,
and in moving i{ 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 Matlerial 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
Operator shall maintain detailed records of Controllable Material.

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 befare any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustiment 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 Periodic Inventories

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

iy




To Operating Agreement dated 1 June 1984,
Barle M. Craig, Jr. Corporation, Operator

Operator, at all times while conducting operations under this Agreement, shall

carxry the follcowing insurance:

(a) Workmen's Compensation Insurance sufficient to comply with the Workmen's
Compensation Law for the State in which the properties covered hereby are
located;

(b) Emclover's Liability Insurance with limits of nct less than One Hundred

Thousand Dollars ($100,000) per person;

s
M

hensive General Liability Insurance with kodily injury limits of not
than One Hundred Thousand Dollars ($100,000) per perscn and Three
Thousand Dollars ($300,000) per accident and Proprerty Damage coverage
2its of not less than One Hundred Thousand Dollars ($100,000) per
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{(d) Untrella Liability with supplemental coverage in excess of the above in the
amount of $1,C000,000;

(e) Autcmobile Public Liability Insurance with limits of net less than $100,0C0
for accidental injury or death of ons person and $300,000 for the acciderntal
injuries or d=aths of more than one person as the result of one accident, and
not less than $100C,000 for damage to property as the result of one accident

5 to carry such insurance under its present policies, Operatcr
onable charge therefore. If separate policies are secured the
actual premiums paid shall be included as part of the Operating Costs. Operatcr

will not be reguired to carry fire, tornado, or any other type of insurance on
the property of the parties heresto.



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

The parties to the O“erating Agreement to which this agreement is attached
are the owners of cer a1n gas rights underlying the Contract Area covered
by such agreement, d 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

thereoi to a purchaser which does not at any t1re while said agreement

is in effect take the full share of gas attributable to the interest of
such contracting party, then this agreement shall automatically beconme

effective.

During the pericd or periods when any party has no market for its share
of gas produced from any proraticn 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 zbove, the other parties shall
be entitled to procuce each month one hundred percen+ of the allowable
gas production assigned to such proration or spacing unit by the State
regulatory body having jurisdiction and shall be entitled to take and
deliver tc its or their purchaser or purchasers all of such gas production.
A1l the parties shall share in and own the liquid hydrocarbons recovered
from such gas by lease equipment in accordance with their respective
interests and subject toc the Operating Agreement to which this agreement
is attached, by 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 egual to
jts full shere of the gzs produced uncer this agreement, less its share
cf gas used in lease operaticns, vented or lost, and less that portion
such party took or delivered to its purchaser. The Operatcr 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 a monthily statement showing the tctal
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 all times while gas is being produced from the Contract Area,
each party will make setllement with the raspective royalty owners to
whom said party is accountzble, just as if each party were taking or
delivering to a purchaser its shcre, and its share only, of such gas
production exclusive of gas used in lease operations, vented or Jost.
Each party agrees to indemnity and held each and every other party
harmless from any and all claims for royalty paymenis asserted by royalty
owners to whom each indemnifying party is accountable. The term "royalty
owner' shall include cwners of royalily, overriding royalties, production
payments and similar interests. : '



Page 2
Exhibit E
(GAS STORAGE AND BALANCING AGREEMENT)

After written notice to the operator, each party at any time may begin
taking or delivering to its purchaser jts full share of the gas produced
from a proraticon or spacing unit under which it has gas in storage, less
such party's share of gas used in operations, vented or lost. In add-
ition to such share, each party, including the Operator, until it has
recovered its gas in storage and balanced the gas account as to its
interest, shall be entitled to take or deliver to its purchaser a share
of gas determined by multiplying fifty percent (50%) of the interest in
the current gas production of the party or parties without gas in storage
by a fraction, the numerator of which {s the interest in the proration
or spacing unit of such party with gas in storage and the denominator of
which is the total percentage interest in such proration or spacing unit
of all parties with gas in storage currently taking or delivering to a
purchaser. -

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

Mothing herein contained shall be construed as denying any party the
right, from time to time, to produce and take or deliver to is purchaser
its full share of the allowable gas production to meet the deliver-
ability tests required by its purchaser.

In the event production of gas from a preration or spacing unit is
permanently discontinued before the gas account is balanced, settlement
will be made between the underproduced and overproduced parties. 1In
making such settlement, the underproduced party or parties will be paid
a sum of money by the overproduced party or parties attributable to the
overproducton which said overproduced party received, less applicable
taxes theretofore paid, at the applicable price defined below for the
latest delivery of a volume of gas equal to that for which settlement is
made. For gas sold in interstate commerce, the price basis shall be the
rate collected, from time to time, which is not subject to possible
refund, as provided by the fFederal Energy Regulatory Commission or any
successor agency pursuant to final order or settlement applicable to the
gas s01d from such well, plus any edditional collected amount which is
not ultimately required by said Commission to be refunded, such addit-
ional collected amount to be accounted for at such time as final deter-
mination is made with respect thereto.

Hothing hersin contained shall change or affect the obligaticns o7 each
party to bear and pay its proporticnate share of all costs, expenses,
and liabilities as provided in the Operating Agresment.

This agresment shall constitute a separate agreement as to each pro-
ration or spacing unit within the Contract Area and shall become effective
in accordance with its terms and shall remain in force and effect as
~ Tong as the Operating Agresment to which it is attached remains in

effect, and shall inure to the benefit of and be binding upon the parties
hereto, their heirs, successors, legal representatives and assigns. By
the {erms ®"proration unit® or “spacing unit® is meant the area or portion
cf the Contract Area fixed for the drilling of one well by applicable
fi2ld ruies, or in the absance thereof, with statewide rules and regu-
lations of the State regulatory body having jurisdictien.



EXHIBIT "F"

THERE IS NO EXHIBIT "F" TO THIS OPERATING AGREEMENT.



EXHIBIT "G"

To Operating Agreement dated 1 June 1984,
Earle M. Craig, Jr. Corporation, Operator

Tax Partnership Agreement

With respect to all operations under this Agreement, the
parties hereto hereby agree to the following provisions goncerning
elections, returns, and allocations under the Internal Revenue
Code of 1954 and all amendments thereto (hereinafter called "the
Ccede") and similar provisions of applicable state income tax laws:

A. The parties hereto agree that no election is to be

nade to be excluded from the appllcatlon of Subkchapter K, Chapter
1, Subtitle A of the Code. Operator is hereby authorlzed and
directed to prepare and file, with the appropriate office of the
Internal Revenue Service, partnership income tax returns (on Form
1065) on behalf of the parties hereto pertaining to their joint
operations under this Agreement. The operator shall use its best
efforts and may employ outside accounting personnel in addition to

ts cowun accounting staff to prepare such returns, all costs of which
shall be chargeable to the parties in proportion to their percentage
interests as reflected in Exhibit "A" under the Joint Operating
Agreazmant, and the Operator shall not be liable for any costs,
penalties or judgments in connection with the filing or preparation
of such returns. Operator is hereby authorized and directed to
maka the following elections in the first and subsequent partnership

returns.

l. To elect, in ‘accordance with Section 263 (c)
of the Code and applicable Regulaticns, to expense all
intangible drilling and development costs with respect
to both productive and nonproductive wells and the
preparation of wells for production of oil and/or gas,

or both.

2. To elect the cash method of accounting which
shall be maintained on a calendar year basis.

3. To make such other elections as may be appvoved
by the parties hereto. .

B. Non-Operators shall furnish Operator with such
information which it may have relating to cperations conducted under
this Agreement as shall be required by law for tax purposes. Prior
to the filing of such a partnership return, Operator shall submit
each year a copy of final partnership return figures, including a
reconciliation of all items to actual billings, to the Ncon-Operators
not later than 15 February of each year to permit review and approval
by the Non-Operators. The Non-Operators shall return these figures
with comments, if any, to Operator by 1 March of each year. Any
disputes as to items in the returns shall be resolved between the

parties prior to the £filing of such returns.



C. For United States income tax purposes, the distributive
share of each of the parties hereto in each item of income, in each
item of loss from abandonment to othcr disposition of property, and
in each item of deduction for costs and expenses and credits,
including, but not by way of limitation, the classes of items
specifically mentioned below, shall be determined as follows:

1. All items of income, deductions, and credits
arising from the sale of hydrocarbons shall be allocated
for all purposes to the party hereto obtaining the
proceeds realized therefrom.

2. The production costs shall be allocated as
deductions to each party hereto in accordance with
its respective contributions to such costs.

3. The exploration costs and intangible drilling
and development costs shall be allocated as deductions
to each party hereto in accordance with its respective
contributions to such costs. Any subsequent recapture
of intangible drilling and development costs under
Section 1254 of the Code or similar state tax provision
by a party otherwise recognizing a gain on such sale
or disposition, shall be allocated (in an amount not
to exceed such party's gain) to the party originally
charged with the deduction of such cost.

4. The depreciation on tangible equipment shall
be allocated to each party hereto in accordance with its
respective contributions to the adjusted basis of such
equipment. The term "adjusted basis" shall mean the
adjusted basis as defined in Section 1011 of the Code.
Any subsequent recapture of depreciaticn under the Code
or applicable state tax law by a party otherwise
recognizing a gain on -such sale or disposition, shall
be allocated (in an amount not to exceed such party's
gain) to the party originally charged with the deduction.

5. The deduction for depletion with respect to
each separate property (or combination of properties)
under Section 614 of the Code with respect to cil and
gas production under Section 611 of the Code shall be
computed separately by each party. Each party shall,
for purposes of such computation, be considered to
own and shall be allccated, that portion of the adjusted
basis (as defined in Section 1011 of the Code) in each
0il and gas property ({(as of the date of acquisition of
the property) in accordance with its respective contribution
to such cost basis attributable to that property. Each
party shall separately keep records of his or its share
of the adjusted basis in each 0il and gas property, adjust
such share of the adjusted basis for any cost or percentage
depletion taken on such property, and use such adjusted
basis each year in the computation of his or its gain or
loss on the disposition of such property. Upon the .
request of Operator, each party shall advise Cperator
of his or its adjusted basis with respect to each oil
and gas property, as computed in accordance with the
provisions of this paragraph.



6. Gains and losses from each sale, abandonment,
or other disposition of property (other than oil, gas,
or other hydrocarbon substances) shall be allocated to
the parties hereto in such manner as will reflect the
gains and losses that would have becen includable in
their respective incone tax returns if such property
were held by the parties hereto cutside this Agrecment,
The computations shall take into account each such

. party's sunare of the proceeds derived from each sale
or other disposition of such property during the year,
selling expenses, and such parties'® respective
contributions to the unadjusted cost basis of such
property, less any allowed or allowable depreciation,
depletion, amortization, or other deductions which
have been allocated to each such party with respect to
such property as provided in this Agreement.

7. The investment credit allowed by Section 38
of the Internal Revenue Code of 1954 shall be allocated
to the parties in, accordance with thelr respective
contributions to qualified investment in Section 38
property as defined in Section 48 of the Internal Revenue
Code of 1854 as restored by Section 50 of the Internal
Revenue Code of 1954,

8. All other classes of costs, expenses, and
credits not falling within paragraphs 2, 3, 4, 5, 6,
and 7 of this subparagraph C shall be allocated to and
accounted for by each party hereto in accordance with
its respective contributions to such costs, expenses,
and credits.:

D. All amounts paid or charged to the account of each of
the parties as reguired by thils Agrecment or any other agrcececument
contemplated herein shall be capital contributions or deductions to
the tax partnership. For all purposes, no party to this Agreenment
for its term shall have a right to, or be deemed to, own any portion
of the capital account of another party. '

E. It is the intent of the parties that these provisions
be limited 1n their applications to matter relating to Federal taxes
based on income and shall not in any way change, awend or affect the
substantive rights and obligations of the parties otherwise contained
herein. It is not the purpose or intention of the parties hereto to
create any partnership, mining partnership or other assocciation other
than as above provided, and neither this Agreement nor the
authorization hereunder shall be construed as creating any such
relationships. Furthermore, nothing in this Agreement shall be
construed as providing directly or indirectly for any joint
cooperative refining or marketing or sale of any party's interest in
0il or gas or the products therefrom.



