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OPERATING AGREEMENT
THIS AGREEMENT. entered into by and between Alpha Twenty-Cne Production Company
. hereinatter designated and
referved to as “Opcerator”. and the signatory partv or parties other than Opecrator, sometimes heremafier
referred o individually herein as “Non-Operator™. and collectively as “Non-Opcerators™,

WITNESSETIH:

WIEREAS. the parties to this agreement are owncers of oil and gas leases and or oil and zas in-
terests in the land identified in Exhibit *A™. and the parties hereto have reached an azsrecement to expiore
and develop these leases and or oil and gas interests for the production of otl ana zas to the extent and
as hereinafter providea:

NOW. THEREFORE. it is agreed as tollows:

ARTICLE L
DEFINITIONS

As used in this agreemen.t\ the following words and terms shall have the meanings b
to them: .

A. The term -oil and gas™ shall mean oil. gas. casinghead gas. gas condensate. and all other liguid
or gaseous hydrocarbons and other marketable substances produced therewith. unless an intent 10
limit the inclusiveness of this term is specifically stated.

B. The terms "oil and gas lease”. “lease™ and “leasehold” shall mean the oil and gas leases cov-
ering tracts of land lving within the Contract Area which are owned by the part:es (o this agreement.

C. The term -oil and gas interests” shall mean unleased fee and minerai interests in tracts of
land lying within the Contract Area which are owned by parties to this agreement.

D. The term —Contract Area’” shall mean all of the lands. oil and gas leaseihold interests and oil
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Such l'ands. oil and gas leasehold interests and oil and gas interests are described in Exhibiz A",

E. The term -drilling unit” shall mean the area fixed for the drilling of one well by ordar or ruie
of any state or federal bedy having authority. If a drilling unit is not fixed by anv such rule or orcer.
a drilling unit shall be the drilling unit as established by the pattern of drilling in the Contrac:t 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 wnich a proposed weil is :0
be located.

G. The terms ~Drilling Party” and “Consenting Party” shall mean a party who agr
and pay its share of the cost of any operation conducted under the provisions of :his .

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

1

Unless the context otherwise cleariy indicates. words used in the singular inciude the vlurai. the
plural includes the singular, and the neuter gender includes the masculine and the feminine.

ARTICLE IIL
EXHIBITS

The following exhibits, as indicated below and attached hereto. are incorporated in and made a

part hereof: .
(X A. Exhibit “A"”, shall include the following information:

(1) Identification of lands subject to agreement,

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

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

(4) Oil and gas leases and/or oil and gas interests subject to this agreement,

(5) Addresses of parties for notice purposes.

= B. Exhibit “B", Form of Lease.

% C. Exhibit “C”, Accounting Procedure.

x D. Exhibit “D", Insurance.

X E. Exhibit “E”, Gas Balancing Agreement.

— F. Exhibit “F", Non-Discrimination and Certification of Non-Segregated Facilities.

If any provision of any exhibit, except Exhibit ~E"”, is inconsistent with any provision contained
in the body of this agreement, the provisions in the body of this agreement shall prevail
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ARTICLID IIL
. INTERUESTS OF PARTILS

A Ol and Gas Interests:

It any party owns an unleased oil and gas interest in the Contract Arca. that interest zhall be
treated for the purpose of this agreement and during the term hereof as if it were a leased interest
under the form of oil and gas lease attached as Exhibit “B”. As to such intcrest. the owner shall re-
ceive rovalty on production as pr-seribed in the form of oil and zas lease attached hereto as Exhibit
“P  Such party shall. however. be subject to all of the provisions of this agreement relating to lessees.
to the extent that it owns the lessce interest.

B. Intevest of Parties in Costs and Production:

Exinbit A lists all of the parties and their respective percentage or tractional interests under his
asreement. Unless chanced by other provisions. all costs and liabilities incurred in operations under
this azreement shall be borne and paid. and all equipment and material acquired in operations on :the
Contract Arca shall be owned by the parties as their interests are shown in Exhibit “A”. All produc-
tion of oil and gas from the Contract Area, subject to the payment of lessor’s royalties which will ze
borne by the Joint Account. shall also be owned by the parties in the same marnrner during the term
hereof: provided. however. this shall not be deemed an assignment or cross-assignment of interes:s cov-
ered nereby. :

ARTICLE IV.
TITLES

driting operations or. if the Drilling Parties so request. title examination shall be made on the
and oNoil and gas interests included. or planned to be included. in the drilling unit around suc':‘/.(:eli.
The opint will include the ownership of the working interest. minerals. royalty. overriding/rovaliv
and b:‘oducti&paym&ms under the applicable leases. At the time a well is propcsed. eachvarty con-
tributing lcases :sn\d or oil and gas interests to the drillsite, or to be included in such driing uniz. shall
furnish to Opcratol&ll abstracts (including Federal Lease Status Reports). title opj~ t

and curative material Y its possession free of charge. All such infoermation not ip'the possession o7 or
made available to Operadsy by the parties. but necessary for the examination title. shall be obtained
by Opecrator. Operator shalidcause title to be examined by attorneys on its gfaff or by outside atiornevs.
Copies of all title opinions shal\be furnished to each party hereto. Thz“ cost incurred by Operator in
this title program shall be borne as\{ollows:

— QOption No. 1: Cosis incurred by Opdgator in procuring abstracts and title examination (irnciuding
preliminary. supplemental. shut-in gas royalty opinions d division order title opinions) shali te a
part of the administrative overhead as provided I Exnibir™‘C.” and shall not be a direct charge. whne:her

performed by Operator’'s staff attorneys or by out ‘de/attomeys.

abstracts and fees paid outside atiornevs
shut-in gas royalty opinions and division

et H - SR S S-S . i p—y - | kA S 4 S -
e T e N T O O O T T I T LTS v ), ar T O T et e i o thre—meei e
< e
*B——torr—ot—Fitle—
~ - ~
T e led . el . il 1 . : s : .
IR m e e S L s T e A T A AR e T T e -

futlure of title. whiow I's 1n a reduction of interest from that b ot AT, this agree-~

ment. nevertheless. shall continue in torce. T - Snine ol and gas leases and interests. and

(0) The party orboces-riT00 was lease or interest is atfected stre shall bear alone

-2
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par™Xn the other parties hereto for drilling dmclopmcnt operating or other similar costs by —ca~o(ox

such tit atlure: and
(b) Tiiede_shall be no retroactive adjustment of expenses incurred or revenues regs ‘vd Irom th
operation of the interest which has been lost, but the interests ot the parties shall bo
it is determuined finallv that title failure has occurred.~%o that the interest of
ost is affected by the title failure will thereaft ¢ reduced in the Contract
lost: and
the other parties hereto ip-dny producing well theretofore driil
of the title faibe? the party whose title huas failea shaxl
such _interests (less costs and burdens attribuiatle

wised on an acre-
age basis. as of the um
the pariy whose lease or in
Areca by the amount of the inter

(c) If the proportionate interest
on tke Contract Area is increased by reas
receive the proceeds attributable to the increast '\
thereto) uni! it has been reimbursed for unrecoved costs paid by it in connection with sucn weil:

ana
(d) Shouid any person not 4 party 9. +H1s agrecement. wil idetermmud to be the owrnrer of any in-

terest in the title which has failed. ,my in any manner any parhﬂ%e\;ost of operaton, develomment.
or vguipment, such amount shall-Ge paid to the party or parties who Bowg the costs which are so reliunz-
ed: uand

v

[8)

¢) Anyv iiability o iccount to a third party for prior production of oil ait \s which arises
reason of title "ai,L.:"n shait be rorne by the party or parties in the same progortions uNgiich they snarzg

in such pr o/pxoc'- ana

(!))«6 harg sn..ll te made to the joint acccunt for legal expenses. fees or salaries. in Jagnectuon
\vitl" ‘he defense of the interest claimed by anyv party hereto. it being the intention of the p3wias
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an\mn!al shut-in well payment, minimum royalty or royalty payment. is not palc or is er rc'xequ‘s':;‘
paic. anNS a result a lease or interest therein terminates, there shail be no monetary .‘am"'/‘(gaans:
the zarty wii axled 1o make such payvment. Unless the party who failed toc make the requized@ pavmen:
secures a new u:a..e covering the same interest within ninety (90) days from the di scowery of the :’ail
ure 0 make proper ba\'r“em. which acquisition will not be subject to Articie VIIr B.. the interests of
the parties shail be revised on an acreage basis. effective as of the date of te}m“ tion ©f ne l2zse in-
voived. ancd the party who zaﬂea to make proper payment will no longer be’credizad witkz an ints

the Contract Area on account of & rship of the lease or interest whlc'h has terminated. Ia =

the party who railed 10 make the‘f\e,(ux red payvment shall not hav,e/een fuily reimbursed. a3 it
the loss. irom ;he procesds of the sale of c'x and gas attr ‘butab?é/to the lest interest. caiculztex on an

acreage dasts. for the deveiopment and oper'm. ng costs tberermore paid on account of such inisres:i. it
shaii be 'elmcumed for unrecovered actual cost\h.eferoLore paid by it (but noc for its

cos: of anv drx hole previously driiled or wells Sviously abandoned) from so much of the Zoilow:ng
as i3 necessaryv to effect reimbursement:

a) Proceeds of oil and gzas. less o‘pera:mcr expenses. théxetofore accrued 0 the credit of the last
microst. on an acreage basis. up to the “amount of unrecovered cos
(b) Procceds. less oper mn}ge?penses. therearter accrued attr n;h'qgle to the lost interes: on an
acreaze hasis. of that oorzion"éf oil and gas thersarter produced and ma:\e\'ed (excinding :rcc;'.:c:::"
from any wells thereaner drilled) which. in the absence of such lease terminatioR. wouid 2
to the lost 1..terest/on’ an acreage basis. up to the amount of unrecovered costs, \t\e\ proceads of said
por:on of the o and gas to be contributed by the other parties in proportion to thég respective in-
terests: and -

(c)/:(ny mories. up to the amount of unrecovered costs, that may.be paid by any party who
fyf{cs. the owner of the interest lost. for the privilege of participating in the Contract Area o}\‘;{

(9] POPEN V- aey DT PSS P . 3 ~
= H DR EEY ot RiS—agrecrme e

All losses

3. Qther Losses: 5 £ - : = Bt —p

—s4 title—but shall be joint losses and shall be borne by all parties
in proportion to their interests. There shall be no readjustment of interests in the remaining portion of
the Contract Arca.

ARTICLE V.
OPLERATOR

A, DESIGNATION A D RESPONSIBILITIES OF OPLRATOR:

Alpha Twenty-One Production Company shall be the

Ogvurator of the Contract Area. and shall conduct and direct and have tull control of all operations on
the Contract Area as permitted and required by, and within the limits of. this agreement. It shall con-
duct all such operations in a good and workmanlike manner, but it shall have no liability as Operator
to the other parties for lusses sustained or liabilittes incurred. except such as may result from aross
nechicenee or willful misconduet.
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B. Resignation or Removal of Operator and Selection of Successor:

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

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
erator shall be selected by the Parties. The successor Operator shall be selected from the parties owning
an interest in the Contract Area at the time such successor Operator is selected. If the Operator that
is removed fails to vote or votes only to succeed itself, the successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown
on Exhibit “A”, and not on the number of parties remaining after excluding the voting interest of the
Operator that was removed.

C. Employees:

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

D. Drilling Contracts:

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

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the___30 day of April , 1984, Operator shall commence the drill-

ing of a well for oil and gas at the following location: 660' FSL & 660' FEL Section 32
T185, R37E, Lea County, New Mexico 32,

and shall thereafter continue the drilling of the well with due diligence to 5000' or to a depth
sufficient to test the San Andres Formation whichever is shallower,

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

Operator shall make reasonable tests of all formations encountered during drilling which give in-
dication of containing oil and gas in quantities sufficient to test, unless this agreement shall be limited
in its application to a specific formation or formations, in which event Operator shall be required to
test only the formation or formations to which this agreement may apply.

If, in Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes

to plug and abandon the well as a dry hole, it shall first secure the consent of all parties and shall
plug and abandon same as provided in Article VI.E.1. hereof.

-4 -
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B. Subsequent Operatinns:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area
other than the well provided for in Article VILAL or to rework. deepen or pluz back a dry hole drilled
at the joint cxpense of all parties or a well jointly owned by all the parties and not then producing
in paving quantities. the party desiring to drill. rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed. the loca-
tion. proposed depth. objective formation and the cestimated cost of the operation. The parties receiv-
ine such a notice shall have thirty (30) days 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 operation.
If a drilline rig is on location, notice of proposal to rework. plug back or drill deeper may be given
by telephone und the responsce period shall be limited to forty-eight (42) hours. exclusive of Saturday,
Sunday or lezal holidavs. Failure of a party receiving such notice to reply witiin the period above fixed
shall constitute an election by that partv not to participate in the cost of the proposed operation. Any
notice or response given by telephone shall be promptly confirmed in writing,

2. Oncrations by Less than All Parties: If any party receiving such notice as provided in Articie
VI.B.1. or VLE.i1. elecis not to participate in the proposed operaiion, then. in order ro be enrtitled to
the benefits of this article, the party or parties giving the notice and such other parties as shall elec
to participate in the operation shall. within sixty (60) days after the expiration of the notice period of
thirty (30) days (or as promptly as possible after the expiration of the fortyv-eight (48) hour period
where the drilling rig is on location. as the case may be) actually commence work on the proposed
operation and complete it with due diligence. Operator shall perform all work for the account of the
Consenting Parties: provided. however, if no drilling rig or other equipment is on location. and if Op-
erator is = Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perisrm
the work required by such proposed operation for the account of the Consenting Parties. or (b) desigz-
nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties. when
conducting operations on the Contract Area pursuant to this Article VI.B.2.. shall comply with all terms
and conditions of this agreement. :

-

If less than all parties approve any proposed operation. the proposing party. immsdiataiv after =i
expiration of the appiicable notice period. shall advise the Consenting Parties of (a) the t0-al interes:
of the parties approving such operation. and (b) its recommendaticn as to whether the Consenting Par-
ties should proceed with the operation as proposed. Each Consenting Party. within fortv-eigh: (48)
hours (exciusive of Saiurdav. Sunday or legal holidays) after receipt of such notice. shall advise the
proposing party of its desire to (a) limit participation to such party’'s interest as shown on Ixhibit A,
or (b) carry its propor:ionate part of Non-Consenting Parties’ interest. The propositng party. at its
election. may withdraw such proposal if there is insufficient participation. and shall prompriy notidy
all parties of such decision. .

the pnroportions they have elected to bear same under the terms of the preceding para e
Parties shall keep the leasehold estates invoived in such operations free and clear of
encumbrances of every kind created by or arising from the opcrations of the Consenting Parties. If such
an operation results in a dry hole. the Consenting Parties shall plug and abandon the well at their sole
cost. risk and expense. If any well drilled, reworked. deepened or plugged back under the provisions
of this Article resuits in a producer of oil and or gas in paying quantities, the Consenting Parties shall
complete and equip the well to produce at their sole cost and risk. and the well shall then be turned
over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties.
Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such
well by Consenting Parties in accordance with the provisions of this Article. each Non-Consenting Party
shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties 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 production therefrom until the proceeds of the sale of such share.
calculated at the well. or market value thereof if such share is not sold (after deducting production
taxes, royalty, overriding royalty and other interests existing on the effective date hercof. pavable out of
or measured by the production from such well accruing with respect to such interest until it reverts)
shall equal the total of the following:
200%

(a) +868-> of each such Non-Consenting Party’s share of the cost of any newly acquired surface
cquipment beyond the wellhead connections (including, but not limited to, stock tanks, separators.
treaters. pumping equipment and piping), plus 1009 of each 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 equipment will be that interest which
would have been chargeable to cach Non-Consenting Party had it participated in the well from the be-
sinning of the operation; and

(b)_w‘) of that portion of the costs and expenses of drilling reworking, deepening, or ciu:mng
back. testing and completing, alter deducting any cash contributions received under Atrticle VIII.C., and

-5-
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300" of that portion ot the cost of newly acquired equipment in the well (to and includinz the well-

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

Gas production attributable to any Non - Consenting Party’s relinquished interest upon such Party’s
clection. shall be sold to its purchaser. if available, under the terms of its exisling <as sales con-
tract. Such Non - Consenting Party shall direct its purchaser to remit the procecds reccivable from
such sale direct to the Conscnting Parties until the amounts provided for in this Article are recov-
ered from the Non - Counscnting Party’s relinquished interest. If such Non - Consenting Party has not
contracted for sale of its as at the time such g¢as is available for delivery, or has not made the elec-
tion as provided above. the Consenting Partics shall own and be entitled to receive and seil such Non-
Corzenting Party’s share of gas as hereinabove provided during the recoupment period.

s shar

(¢

During the period of time Consenting Parties are entitled to receive Non-Consenting Pa
of production. or the proceeds therefrom, Consenting Parties shall be responsinie tor the paxment of
all vroduction. severance. gathering and other taxes. and all rovalty., overriding rovalty and otrer
burdens applicable to Non-Consenting Party’s share of production.

In the case of anv reworking, plugging back or deeper drilling operation. the Consenting Parties shail
be permitled o use. free of cost. all casing, tubing and other equipment in the well. but the ownrershin o
ail such equirmen: shall remain unchanged: and uson abandonment of a well after such rework:ingz,
piuzging back or deeper drilling, the Consenting Farties shali account for all sucnh equipmen: to :h
owners thereof, with each party receiving its proportionate part in kind or in value. less cost o
salvage.

"y

(14

re,

Within sixty (80) dayvs after the completion of any operation under this Article. the pariv con-
ducting the operations ior the Consenting Parties shall furnish each Non-Consenting Party with an in-
ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling.
deervening, plugging back. testing, completing, and equipping the well for production: or. at its option.
the operating party, in lieu of an itemized statement of such costs of operation. mayv submit a detailed
statement of monthly billings. Each month thereafter. during the time the Consenting Parties are being
reimbursed as provided above. the Party conducting the operations for the Consenting Parties shall turn-
ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
operation of the well. together with a statement of the quantity of oil and gas produced Irom i: and the
amount of proceeds reaiized from the sale of the well's working interest production during the nrecedi
:month. In determining the quantity of oil and zas produced during any month. Consenting P
snhall use industry accepted methods such as. but not limited to, metering or periodic well 12315, Anv
amcunt realized from the sale or other disposition &f equipment newly acquired in connection with any

shall be credited against the total unreturned costs of the work done and of the equipment purchased,
in determining wher the interest of such Non-Consenting Party shail revert to it as above uprovided:
and if there is a credit balance. it shall be paid to such Non-Consenting party.

If and when the Consenting Parties recover from a Non-Consenting Pariy’s relinquished intereast
the amounts provided for above, the relinquished interests of such Non-Consenting Part}_' shall auto-
matically revert to it. and. from and after such reversion. such Non-Consenting Party shall own the same
interest in such well. the material and equipment in or pertaining thereto, and the production there-
from as such Non-Consenting Party would have been entitled to had it participated in the drilling,
reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in
accordance with the terms of this agreement and the Accounting Procedure, attached hereto.

Notwithstanding the provisions of this Article VIL.B.2., it is agreed that without the mutual consent
of all parties, no wells shall be completed in or produced from a source of supply from which a well
located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing
well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the initial
well described in Article VILA. except (a) when Option 2, Article VIL.D.1.,, has been selected. or (b)
to the reworking, deepening and plugging back of such initial well, if such well is or thercafter shall
prove to be a dry hole or non-commercial well, after having been drilled to the depth specified in Article
VLA, )

C. Right to Take Production in Kind:

Each party shall have the right *o take in kind or separately dispose of its proportionate share of
all oil and zas produced from the Contract Area. exclusive of production which may be used in de-
velopment and producins. operations and in preparing and treating oil for marketing purposes and
production uravoidabiy lost. Any cxtra expenditure incurred in the taking in kind or separate dispo-
sition by any party of its proportionate share of the production shall be borne by such party. Any
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party taking its share of production in kind shall be rquired to pay for only its proportionate share
of such part of Operator's surface facilities which it uses.

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

In the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Contract Area, Operator shall have
the right, subject to the revocation at will by the party owning it, but not the obligation, to purchase such
oil and gas or sell it to others at any time and from time to time, for the account of the non-taking
party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
erator shall be subject always to the right of the owner of the production to exercise at any time its
right to take in kind. or separately dispose of, its share of all oil and gas not previously delivered to a
purchaser. Any purchase or sale by Opcrator of any other party’s share of oil and gas shall be only for
such reasonable periods of time as are consistent with the minimum needs of the industry under the
particular circumstances. but in no event for a period in excess of one (1) year. Notwithstanding the
foregoing., Operator shall not make a sale, including one into interstate commerce, of any other party's .
share of gas production without first giving such other party thirty (30) days notice of such intended
sale.

In the event one or more parties’ separate disposition of its share of the gas causes split-stream de-
liveries to separate pipelines and/or deliveries which on a day-to-day basis for any reason are not
exactly equal to a party’s respective proportionate share of total gas sales to be allocated to it. the
balancing or accounting between the respective accounts of the parties shall be in accordance with
any Gas Balancing Agreement between the parties hereto, whether such Agreement is attached as
Exhibit “E”, or is a separate Agreement.

D. Access to Contract Area and Information:

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

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 Operator, after diligent
effort, be unable to contact any party, or should any party fail to reply within forty-eight (48) hours
{exclusive of Saturday, Sunday or legal holidays) after receipt of notice of the proposal to plug and
abandon such well, such party shall be deemed to have consented to the proposed abandonment. All
such wells shall be plugged and abandoned in accordance 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/or gas subject to the provisions of Article VLB.

2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
worked pursuant to Article VL.B.2. hereof for which the Consenting Parties have not been fully reim-
bursed as therein provided, any well which has been completed as a producer shall not be plugged and
abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense
of all the parties hereto. If, within thirty (30) days after receipt of notice of the proposed abandonment
of such well, all parties do not agree to the abandonment of any well, those wishing to continue its op-
eration shall tender to each of the other parties its proportionate share of the value of the well’s salvable
material and equipment, determined in accordance with the provisions of Exhibit “C", less the estimated
cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall
assign to the non-abandoning parties, without warranty, express or implied, as to title or as to quantity,
quality, or fitness for use of the equipment and material, all of its interest in the well and related equip-
ment, together with its interest in the leasehold estate as to, but only as to, the interval or intervals of the
formation or formations then open to production. If the interest of the abandoning party is or includes
an oil and gas interest, such party shall execute and deliver to the non-abandoning party or parties an
oil and gas lease, limited to the interval or intervals of the formation or formations then open to produc-
tion, for a term of one year and so long thereafter as oil and/or gas is produced from the interval or inter-
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vals of the formation or formations covered thereby. such lease to be on the form attached as Exhibit
“B". The assignments or leases sp limited shall encompass the ‘‘drilling unit” upon which the well is
locat:d. The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon
the relationship of their respective percentages of participation in the Contract Area to the aggregate of
the percentages of participation in the Contract Area of all assignees. There shall be no readjustment
of interest in the remaining portion of the Contract Area.

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

ARTICLE VIIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several. not joint or collective. Each party shall be responsible
only for its obligations, and shall be liable only for its proportionate share of the costs of developing
and operating the Contract Area. Accordingly, the liens granted among the parties in Article VILB. are
given to secure only the debts of each severally. It is not the intention of the parties to create. nor shall
this agreement be construed as creating, a mining or- other partnership or association, or to render the
parties liable as partners.

B. Liens and Payment Defaults:

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

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

C. Payments and Accounting:

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

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

-8-
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D.  Limitation of Expenditures: -

1. Dl or Deenen: Without the consent of all parties, no well shall be drilled o Jdecpenced. ex-
copt any well dittled or deepened pursuant to the provisions of Article VL2 of thiz Azreement, 3t beng

understood that the consent to the drilling or deepening shall include:
Option No. 1: All necessary expenditures for the drilling or deepening, testinz, completing and
equipping of the well. including necessary tankace and or surtface facilities.

such well has reached its authorized depth. and all tests have been completed. Operator shall wive im-
mecdiate notice to the Non-Overators who have the rignt to participate in the compietion costs. The parties
recetviiy sich natice shall have fortyv-cight (48) hours {exclusive of Saturday. Sunday and lecal ioli-
favs) in which to cicct to participate in the setting of casing and the completion attempt. Such election,

X Obtion No. 2: All necessary expenditures for the dritling or deepening and testing of the well. When

ien made. shall include consent to all necessary expenditures tfor the compicting and equipping of such
-veill inciuding necessary tankage and or surrface facilities. Failure of any party receiving such nolice
o vopnly within the verod above rixed shail constitutle an election by that party not to participat
the cost of the compietion attempt. If one or morve. but less than all of the parties. elect o set pire and

[

(0 attempt a compiction. the provisions of Article VILB.2. hereof (the phrase “reworking. deepening or
pluzging back”™ as contained in Article VI.B.2. shall be decemed to include “compictinz™) shall zppiv 1o

the operaiions thereaiter conducted by less than all parties.

2. Rework or Plug Back: Without the consent of ail parties, no well shail ke reworked or 2
back except a well reworked or plugged back pursuant to the provisions of Article \'I.B._. of this agroe-
ment. it being understood that the consent to the reworking or plugging back of a well sna'.l iaciude
consent to all necessary expenditures in conducting such operations and compieting and equippinz of
said well. including necessary tankage and or surface facilities.

3. Ot he' Querations: Operator shall not undertake any single project reasonably estimated to require

enciture i excess ot Fifteen Thousand Dollars (815,000,000 —-=- )
i connection with a weil. the driiling, reworking, deepening, completing, recomplietinz. or piug-
zinz back of which has teen previously authorized by or pursuant to this agreement: provided. ow-
ever. that. in case of explosion. fire. flood or other sudden emergency. whether of the same ov diifsren:
ature. Operator may *ake such steps and incur such expenses as in its opinion are reguired o dez! -vith
the emergency to safeguard life and property but Operator. as promptly as possible, shail report the enar-
gency 10 the other parties. If Operator prepares “Authority for Expenditures”™ for its own use.
Orsrator, upon request. shall furnish copies of its “Authority for Expenditures” for any single sroeet

costing in excess of Fifteen Thousand —= Dollars {315,000.00 ——- .

E. Rovyalties, Overriding Royalties and Other Pavments:

r deliver. or cause to he paid or delivered. all rovalties -teeifbe—~mtes—g
due on its share of production and shall hold the orther narties ‘ree
from any lability thereror. If the interest of any party in any oil and zas lease covered by this agrae-
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ment is subject to any royalty. overriding royalty. production payment, or other charce over and abtove
the aforesaid royalty. such party shall assume and alone bear all such obligations and shail account
for or cause to be acccunted for, such interest to the owners thereot.

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

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms or
any lease shall be paid by the party or parties who subjected such lease to this agreement at its or their
cxpense. In the event two or more parties own and have contributed intcrests in the same lease to this
agreement. such parties may designate onc of such parties to make said payments for and on behalf of all
such parties. Any party may request, and shall be entitled to reccive, proper evidence of all such payv-
ments. In the event of failure to make proper payment of any rental, shut-in well payment ot mininium
rovalty throush mistake or oversight where such payment is required to continue the lease in force,
any loss which results from such non-payment shall be borne in accordance with the provisions of Article
IV.B.2.

Operutor snull notily Non-Operator of the anticiputed completion of a shut-in gas well. or the shut-
ting in or return to production of a producing gas well. at least five (5) days (excludine Saturday, Sun-
dav uand bolidavs). or at the carlivst opportunity permitted by circumstances, prior to takine such action.

but ussumes no hatility for failure to do so. In the event of failure by Operator 1o =0 notifv Non-

et

Operator, the loss of uny lease contributed hereto by Non-Operator for failure to make timely payments
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1 of anv snut-in well pavment shall be borne oty by 1he partics neeto under the piovi-ms o Attie
2 V.3

3

4 .. Taxes:

3

6 Beuinning with the first calendar vear after the etffective date hereof. Operator -hail render for ad
T valorem taxation all property subject to this agreement which by law should be rendered for :uch
8 taxes. and 1t shall pav all such taxes assessed thereon belore they become delinquent. Priav to the ren-
9 ditton date. ecach .\'on-Ojccratox- shall ;'ul'm\'h Operator information as to burdens (to inciude. but not e
10 lim'ted to. rovaltics. overriding royvalties and production payments) on leases and oil and xas interests con-
1 tributed by such Non-Querator. If the assessed vatuatton of any leasehald estate s reduced vy reason of %3
12 ety subject 1o ouistanding exeess rovalties, overrtding rovallies or production parments, the redaction

13 ad valorem taxes resultine theretrom shall mure to the benetit of the owner or owners or sucn leasens

14 estaie, and Querator shall adjust the charge te such owner ar owners =0 as to reflect *he beneist of o
13 veanetion, Quperator shali bill other parues for their proportionate share of «ll tax gavmenis in the =

16 uwer orovided n Extubiz ~C".

it

18 If Ogerator considers any tax assessment improper. Operator mav. at its discretion. protes: within
18 e time and manner preseribed by faw. and prosecute the protest to a final determinatien. unless 23U
20 pariies agree 1o abandon the protest prior to final determination. During the pendency of
21 e orudicial wroceedings. Operator may elect to pay. under protest, all such raxes and an
22 penziiy. When any such protested assessment shall have been finally determined. Ogerator snail
22 e tax for tne joint account. together with anv interest and penalty accrued. and the Iotzl cos: snail

21 be zssessed against the varties, and be paid by them. as provided in Exhibit ~C™.

25

25 Eacty pariy shall pat or cause to be paid all production. severance. gatherinz and other axes :m-
27  posed upon or with respect to the production or handling of such party’s share of oil and or zas cro-
23 duced under the terms of this agreement.

. ,

2 H. Insurance:

21

LY b

32 At all times while operations are conducted hereunder. Operator shall complv with the ‘.’.'0"';::13'.:'5
33  Compensation Law of the State where the operations are being conducted: prowidod o mans oo S
B e R A TAEilarace o s st : e

33 ated o A X e e e AR aa At

36 bRt boer—ebtaized- Querator shall also carry or provide

37 bonefit of the joint account of the parties as outlined in Exhibit =D attached to and

38 Qgperator shal! require all contractors engaged in work on or for the Contract Area

39 Workmen's Compensation Law of the State where the operations are being conducied

40 suen other nsurance as Operator may require.

42 in the ovent Automobile Pubiic Liakility Insurance is spectified in said Exnicit D7

3 recelves the approval of the parties, no direct charge shall be made by Qperator for nra
41 such insurance for Operator's fully owned automotive equipment.

+6 ARTICLE VIIL

47 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

48

43 . Surrender of Leases:

30 .

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

33 ’

34 However. should any party desire to surrender its interest in any lease ar in any portion thereof. and
33 other parties do not agree or consent thereto, the party desiring to surrender shall assign. without express
56  or implied warranty of title, all of its interest in such lease, or portion thercof, and any well, material and
57  equipment which may be located thereon and any rights in production thereafter secured. to the pav:ies
38 not desiring to surrender it. If the interest of the assigning party includes an oil and zas interest, the as-
39 simming party shall execute and deliver to the party or parties not desiring to surrender an oil and zas
60

leaxe covering such oil and gas interest for a term of one year and so long thereafter as oil anéd or gas
51 i3 produced {rom the land covered thereby, such lease to be on the form attached hercto as Exhibit 3",
62 Upon such ussiznment. the assigning party shall be relicved from all obligations thereafter aceruing,
[ 18] but not therctofore accrued, with respect to the acrvage assigned and the operation of anyv well thereon,
6+  and the assigning party shall have no further interest in the lease assigned and its equipment and pro-

63  duction other than the royvaltics retained in any lease made under the terms of this Article. The patiies
€6 assignee shall pay to the puarty assignor the reasonuble salvase value of the latter's interest in any wells
' and vauipment on the asstuned aereage” The value of all material shall be determ:ned in accordznce
vl with o the provisions of Exiubit “C™. less the ostimated cost of

] L wnd avandoning, [7oh

salvaging and the estimuted ¢ost of pluz-

¢ asslunment i3 in fuvor of more than one party. the assiened interest soail
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be shared by the parties assignee in the proportions that the interest of each bears to the interest of all
parties assignee. )

Any assignment or surrender made under this provision shall not reduce or change the assignor's or
surrendering parties’ interest, as it was immediately before the assignment, in the balance of the Contract
Area; and the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter
be subject to the terms and provisions of this agreement.

B. Rcnewal or Extension of Leases:

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

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it
shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of
their respective percentage of participation in the Contract Area to the aggregate of the percentages
of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

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

The provisions of this Article shall apply to renewal leases whether they are for the entire interest
covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease
taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after
the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted
for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
lease and shall not be subject to the provisions of this agreement.

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

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash toward the drilling
of a well or any other operation on the Contract Area, such contribution shall be paid to the party who
conducted the drilling or other operation and shall be applied by it against the cost of such drilling or
other operation. If the contribution be in the form of acreage, the party to whom the contribution is
made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling
Parties in the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto
are Drilling Parties and accept such tender, such acreage shall become a part of the Contract Area and
be governed by the provisions of this agreement. If less than all parties hereto are Drilling Parties and
accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt-
ly notify all other parties of all acreage or money 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
produced hereunder, such consideration shall not be deemed a contribution as contemplated in this
Article VIII.C.

D. Subsequently Created Interest:

Notwithstanding the provisions of Article VIILE. and VIIL.G., if any party hereto shall, subsequent
to execution of this agreement, create an overriding royalty, production payment, or net proceeds inter-
est, which such interests are hereinafter referred to as ‘“‘subsequently created interest’, such subsequently
created interest shall be specifically made subject to all of the terms and provisions of this agreement, as
follows:

1. If non-consent operations are conducted pursuant to any provision of this agreement, and the
party conducting such operations becomes entitled to receive the production attributable to the interest
out of which the subsequently created interest is derived, such party shall receive same free and clear
of such subsequently created interest. The party creating same shall bear and pay all such subsequently
created interests and shall indemnify and hold the other parties hereto free and harmless from any and
all liability resulting therefrom.



‘

A.AD.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

-
O WL =) Ul ode Lty -

—
—

s e
b Sy O e Lt

—
0 m -

ts 1o
—

99

[N 5 R O (T I 3% I - FUR I S |
D~ W ot

[
3

(3]}
o

D Or vy O O
Ul e W

[=c N~ TN [ ]
—_ 0 9 -

G2

6o
69
<0

2. If the owner of the interest trom which the subscquently created interest iz derived (1) {ails o
pay. when due. 1ts share of expenses charscable hereunder. or (2) elects to abandon a well under gro-
vistons of Article VLE. hereof. or {3) elects tn surrender a lease under provisions of Article VIIDAL
hereot, the subsequently created interest shall be charzeable with the pro rata poruon of all exwpensas
hereunder in the same manner as if such interest were a working interest. Focr purposes of collectuing
such charzgeable expenses. the party or parties who recetve assignments as a result of (2) or (3) wvove
shall have the right to entoree all provisions of Article VILB. hercof against such subsequently created
interest,

E. Maintenance ol Uniform Interest:

For the purpese of maintaining uniformity of ownership in the oil and gas leasehold interes:
covered by this azreement. and notwithstanding any other provisions to the contrary., no party =izl
sell, encumber. transfer or make other disposition of its interest in the leases embraced within the Con-
tract Areca and in welis. cquipment and production unless such disposition covers cither:

1. the entive interes: of the party in all leases and equipment and production: or
2. an equal undivided interest in all leases and equipment and production in the Contract Ara2a.
Every such sale. encumbrance. transter or other disposition made by any party shall te made

ax-
pressly subject to this agreement. and shall be made without prejudice to the right of the otaer pariias.

If. at any time the interest of any party is divided among and owned by four or more co-ownars.
Operator. at its discretion. may require such co-owners to appoint a single trustee or agen: with full
authority to receive notices, approve expenditures. receive billings for and approve and pay such zariv's
share of the joint expenses. and to deal generally with. and with power to bind. the co-owners of such
party's interests within the scope of the operations embraced in this agreement: however. all such
co-owners shall have the right to enter into and execute all contracts or agreemen:s for the disg
of their respective shares of the o0il and gas produced from the Contract Area and they shail have the
rizht to receive. separateiv. payment of the sale proceeds hereor.

F. Waiver of Right to Partition:

If permitted by the laws of the state or states in which the property covered hereby is lacated. 2ach
party hercto owning an undivided interest in the Contract Area waives any and all rizhts it mav have
to partition and have set aside to it in severalty its undivided interest therein.

G. Preferential Right to Purchase:
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thie Contract Area. it shall promptly give written notice to the other parsies. with

receipt of the notice. to purchase on the same™tex
proposes to sell: and. if this optional right i

oriditions the interest which the other pawvy
e purchasing parties shall share the pur-

10 mortgage its i a maljdation. or sale
subStantially all of its assets to a subsidiary or parent company or to a subsidiary

parties. However. there sh seg_where any party wishes

zarent

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of part-
nership or an association for profit between or among the parties hereto. Notwithstanding anv pro-
visions herein that the rights and liabilitics hereunder are several and not joint or collective, or that this
agreement and operations hereunder shall not constitute a partnership, if. for Federal income tax pur-
poses. this agreement and the operations hereunder are regarded as a partnership. each party hereby
affected elects to be excluded from the application of all of the provisions of Subchapter K. Chapter
1. Subtitle A", of the Internal Revenue Code of 19534, as permitted and authorized by Section 781 of
the Code and the regulations promulaated thereunder. Operator is authorized and directed to execitte on
behalf of cach party hereby affected such evidence of this election as may be required by the Sceretary
ot the Treasury of the United States or the Federal Internal Revenue Service, including specificallyv. but
not by way of limitation. all of the returns, statements. and the data required by Federal Regula-
tions 1.761. Should there be any requirement that ecach party hereby affected give further evideace of
this election, each such party shall execute such documents and furrish such other evidence 33 mayv be
required by the Federal Internal Revenue Service or as may be necessary to evidence this eleci:zn. No

-12 -



-

ANP.L FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

—
O WO TS WU AWl —

—
o

—
e O

—_—
[—> RSl

18
19

21

G W I
-1 o W

<o

(S S IS 1 R 3T JN 3 TR 3 ]
D e o~ O

(3,]
[=2]

O

such party shall give any notices or take any other action nconsistent with the election made herevy.
[f any present or futurc income tax laws of the state or states in which tiie Contract Area is located or
any future income tax laws of the United States contain provisions similac to those in Subchapter K™,
Chapter 1, Subtitle “A™. of the Internal Revenuc Code of 1934, under which an eclection similar to that
provided by Scction 761 of the Code is permitted. each party hereby affected shall make such election as
may be permitted or required by such laws. In making the foregoing election, cach such party states that
the income derived by such party from Operations hereunder can be adequately determined without the
computation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Opcrator may settle any sincgle damaee claim or suit arising from operations hercunder if the ex-
penditure does not exceed ___Lwenty-Five Thousand —==w————————o E— R o ) fe St

(S 25,000.00 --- ) and if the pavment is in complete settlement of such claim or suit. If the amoun:
rajuired for settlement exceeds the above amount. the parties hereto shall assume and take aver the
turther handling of the claim or suit. unless such authority is delezated to Operator. All costs and ex-
oense of handling. settling, or otherwise discharging such claim or suit shall be at the joint exgense

of the partics. If a claim is made against any pariy or if any party is sued on account of any mater
arising from operations hereunder over which such individuai has no conirol because of the righis 2:ven
Operator by this agreemcn-r. the party shall immediately notify Operator. and the claim or suit shall
be treated as any other claim or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable. wholly or in part, by force majeure to carry out its obligations
under this agreement. other than the obligation to make money pavments. that partv shall give to zli
other parties prompt written notice of the force majeure with reasonably full particulars concerning :u:
thereupon. the obligations of the party giving the notice, so far as they are affected by the force majeure.
shall be suspended durinz. but no longer than. the continuance of the force majeure. The aifected paTiy
shall usc all reasonable diligence to remove the force majeure situation as quickiy as practicabile.

The requirement that any force majeure shall be remedied with all reasonable dispaich shiall not
require the settlement of strikes. lockouts. or other labor difficuity by the party involved. contrary 0 its
wisnes: how all such difficulties shall be handled shall be entirely within the discretion of the parsv
concernred.

The term “‘force majeure”. as here employed, shall mean an act- of God. strike. lockoul. or cther
industrial disturbance., act of the public enemy. war. blockade. public riot. lightning. fire. storm. flocd.
explosion. governmental action. governmental delawv. restraint or inactioh. unavatiabi
and any other cause. whether of the kind specifically enumerated above or otherwi
reasonably within the control of the party claiming suspension.

of eauipmiant,
which 5 ot

ARTICLE XIL
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 S:tates mail
or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the pariv 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 thereto shall run from the date the originat-
ing notice is received. The second or any responsive notice shall be deemed given when deposited in
the United States mail or with the Western Union Telegraph Company, with postage or charges prepaicd.
or when sent by teletype. Each party shall have the right to change its address at any time. and from
time to time, by giving written notice hereof to all other parties.

ARTICLE XIIIL
TERM OF AGREEMENT-

This agreement shall remain in full force and cffect as to the oil and gas leases and or oil and zas in-
terests subjected hereto for the period of time selected below: provided. however, no party hereto shall
cver be construed as having any right, title or interest in or to any lease, or oil and gas interest con-
tributed by any other party beyond the term of this agreement.

X Option No. 1: So long as any ot the oil and gas leases subject to this agreement remain or are con-

tnued i force as to any part ot the Contract Arca. whether by production. extension. renewal or other-
wise. and or s0 long as oil and’ovr gas production continues Irom any lease or oil and 2as interest.

-13 -



RVAW

Ve Yl 1o e

—
— T 0 .Y L

12

- r

P FORM 610 - MODFL TORM OPTRATING AGRUEMENT - 1977

= Ont:an Noo 2 In the event the well desertbed ans Articde VYD o anv suabeeauent el donlod

undder any provision of this acreement. results i production of s and ov Sas an pasors anantities tnas
asrecttient shail continue in foree <o long as any <uch well or wells produce. or are canabic or produg-
tion, and for an additonal pecind of davs from cessation of all production: sravided, howaver,
i, prior to the expiration of such additional period. one or more of the patties here'n are encazed in
deilline or reworking a well o wells hercunder, this agreement shall continue an tnice until such op-
erations have been completed and if production results therefrom, this agreement shall continue in
force as provided herein. In the event the well deseribed in Article VIL.A., or any subscquent well
drilled hercunder. vesults in a dry hole, and no other well is producing, or capabie of producinz o1l
and or zas from the Contract Arca, this agreement shall terminate unless drilling or reworking npera-
tions are commenced within days from the date of abandonment of said well.

It is avrced. however. that the termination of this agreement shall not relieve any party hereto from
any liability which has acerued ov attached priov to the date of such termination.

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Reyulations and Orders:
»

This agreement shall be subject to the conservation laws of the statc in which the commizted
acreage is located. to the valid rules, regulations. and orders of any duly constituted regulatory body of
said state: and to all other applicable federal, state. and local laws, ordinances, rules. reguiations. and
orders.

B. Governing Law:

The essential validity of this agreement and all matters pertaining thereto, including. but not lim-
ited to. matters of performance, non-performance, breach, remedies, procedures, rights, duties and in-
terpretation or construction. shall be governed and determined by the law of the state in which the
Contract Area is located. If the Contract Area is in two or more states, the law of the state where mos:
of the land in the Contract Area is located shall govern.

ARTICLE XV.
OTHER PROVISIONS

(a) 1If any party hereto hereafter should create any overriding royalty,
production payment, or other burden against its working interest production
and if any other party or parties should conduct non-consent operations
pursuant to any provisions of this agreement and, as a result, become entitled
to receive the working interest production otherwise belonging to the non-
participating party, the party or parties entitled to receive the working
interest production of the non-participating party shall receive any such
production‘free and clear of burdens against such production which may have
been created subsequent to this agreement and the non-participating party
creating such subsequent burdens shall save the participating party or parties
harmless with respect to the receipt of such working interest production.

(b) Subject to the other provisions herein contained, this agreement shall
constitute a covenant running with the land and with the oil and gas estates,
and is assignable, and the covenants, obligations, terms and provisions hereof
shall run with the assignment and extend to and be binding upon the parties
hereto and their representatives, successors and assigns.
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ARTICLL XVL
MINCELLANIOUS

Thiz agrecment shadl e binding upon and 2hall ine to the benefit of the pattics hereto and to their

respective heirg,  deviseen, lepal tepresentatives,  successors ad annapns,

This instrmment may be exceuted in any number of counterparts, cach of which shall be conuidered

an original fur all purposcs.

IN WITNESS WHERLEOF, this agreement shall be cffective as of __1st. dayof April s
19_84

OPLRATOR

ALPHA TWENTY-ONE PRODUCTION COMPANY

0

// /

NON-OPERATORS

Tommy/?hlpﬁs xe¢futive Vice President

Hanesco, Inc. - Unicorn Energy

By: - ' BY:

D. L. Hannifin : Robert H. Hannifin
D. L. Hannifin Family Trust Stanley Slaten

Stranco, Ltd.
By:

Curtis L.'Neeley

Tommy Phipps

Patrick J. Hannifin

Morris E. Schertz

Bob Phipps

R. (Tom) Laws

Joe Alexander

William J. McCormick

Jack P. Cargill

Steve Strain

William B. Blakemore II

Jack D. Mussett

Elizabeth Allen Blakemore

Alpha Twenty-One Corporation

Robert Lansford

By:
William B. Blakemore II, President

John Carter
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ALTICLE NV
MISCLLLANLEOUD

Thiz apreement @hidl be bindiog upon and shall e o the benefit of the partics hiereto and to their

6 scnpeetive hewrs, devinees, bepal ceprenenlatives, suceensors and asuging

i This instruent may be excculed in any number of counterparts, cach of which ohall be conidered

8 on original for Wb purposes.

10 IN WITNESS WIHERLOP, this agreement shall be effective as of lst. dayof April
11 1984

13 OPERATOR

15 ALPHA TWENTY—ON RODUCTION COMPANY

18 By //]/1\"/

19 /7& ﬁlp}g, Executive Vice President
20

21 /

24 NON-OPERATORS

30 Clifford Cone

Thomas R. Cone

39 Kenneth G. Cone

44 Douglas L. Cone

49 . Cathie Cone Auvenshine



EXHIBIT "A"
I. Lands Subject to Contract:

NW/4 NW/4, E/2 NW/4, W/2 NE/4, NE/4 NE/4, SE/4 NE/4, N/2 SE/4, SE/4 SE/4,
Section 32, T18S, R37E, Lea County, New Mexico.

II. Percentage of Interest of the Parties to the Operating Agreement as it applies
to the tract of land including SE/4 NE/4, N/2 SE/4, SE/4 SE/4 of Section 32.

Mineral Interest

Hanesco Inc.
P. 0. Box 182
Roswell, New Mexico 88201 .04625728

Unicorn Energy
P. 0. Box 1675
Roswell, New Mexico 88201 .01156432

D. L. Hannifin
P. 0. Box 182
Roswell, New Mexico 88201 .06938593

Robert H. Hannifin
P. 0. Box 218
Midland, Texas 79702 .07709547

D. L. Hannifin Family Trust
P. 0. Box 182
Roswell, New Mexico 88201 .02312864

Stanley Slaten
P. 0. Box 135
Roswell, New Mexico 88201 .01156432

Stranco, Ltd.
P. 0. Box 2541
Roswell, New Mexico .01156432

Tommy Phipps
P. 0. Box 11090
Midland, Texas 79702 .04625728

Morris E. Schertz
P. 0. Drawer 2588
Roswell, New Mexico 88201 .01156432

Steve Strain
P. 0. Box 2106
Roswell, New Mexico 88201 .01156432

John Carter
P. 0. Box 2428
Roswell, New Mexico .01156432

Bob Phipps
P. 0. Box 3081
Midland, Texas 79702 .00770955

Robert Lansford
908 Cochiti
Hobbs, New Mexico 88240 .02312864

Joe Alexander
P. 0. Box 3081
Midland, Texas 79702 .00770955

Patrick J. Hannifin
P. 0. Box 458
Santa Fe, New Mexico 87501 .02312864



EXHIBIT

William J. McCormick
2905 San Pablo NE
Albuquerque, New Mexico 87110

R. (Tom) Laws
P. 0. Box 446
Roswell, New Mexico 88201

Jack P. Cargill
P. 0. Box 2692
Roswell, New Mexico

Curtis L. Neeley
2100 First National Bank Building
Midland, Texas 79701

Jack D. Mussett
604 Petroleum Building
Midland, Texas 79701

Elizabeth Allen Blakemore
2100 First National Bank Building
Midland, Texas 79701

William B. Blakemore II1
2100 First National Bank Building
Midland, Texas 79701

Alpha Twenty-One Corporation
2100 First National Bank Building
Midland, Texas 79701

Clifford Cone
P. 0. Box 6010
Lubbock, Texas 79413

Thomas R. Cone
P. 0. Box 778
Jay, Oklahoma 74346

Kenneth G. Cone

P. 0. Box 11310
Midland, Texas 79702
Douglas L. Cone

P. 0. Box 6217
Lubbock, Texas 79413
Cathie Auvenshine
9210 Honeycomb Drive
Austin, Texas 78737

Unlocated Mineral Owner
Lena B. Rogers

Robert Lansford - ORRL
Jack D. Mussett - ORRI

Royalty Interests

"A"

Mineral Interest

.02312864

.01156432

.01156432

.01156432

.02312864

.01156432

.04625728

.14571051

.00833334

.00833334

.00833333

.00833333

.00833333

.04270834
.02000000
.03000000

. 18795574

1.00000000



EXHIBIT "B"

There is no Exhibit "B"
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Recommended by the
Council of Petroieum

IiEIiER 601, rtuisa zai0n Accountants Societies of

North America

EXHIBIT “¢

Attached to and made a part of . Operat; ng.-Agregment_ dated April 1,

as Operator and Hanesco, Inc., Et Al as Non—Operators

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

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

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

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

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

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants 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 Material and unusual charges and credits shall be sep-
arately identified and fully described in detail.

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect advances received from 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 twelve percent (12¢¢) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
the collection of unpaid amounts.

Adjustments

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

Audits

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

Approval by Non-Operators

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

iy

.
|




II. DIRECT CHARGLES

Opercior shall charge the Jomt Account with the following items:

1.

o

Rentals and Royvaltics
Lease rentals and royvalties paid by Operator far the Junt Operations.
P 1 t
Labor
A. (1) Salaries and wages of Operator's field employees directly emploved on the Joint Property in the conduct
of Joint Operations,
(2) Salaries of First Level Supervisors in the tield.
(3) Salaries and wages of Technical Emplovees dirccdy employed on the Jowat Property if such cnarges are
excluded from the Overnead rates.

B. Operator's cost of holidav. vacation. sickness and disability benciits and other customary allowances paid 0
emoiovrees whose salaries and wagzes are cnarzeable to the Jowt Account under Parazrapn 2A of this Seetn
II. Such costs under this Paracrash 2B ma: be charged oa a "when and as paid hasis” ar by “perc
sessment” on the amount of salares and wages charzeaole to t‘m: Joint Account under Pa-'a;:as_ :.. o1 Tnis
Section II. I7 percentage assessmient 1s used. the rate shall be based on the Operatoir’s cost experience.

C. Expenditures or contritutions made pursuant to assessments imposed DY governmentai uu:i‘.or:';.-
appiicavle to Operator’s costs charzeable o the Jomt Account under Paragraphs A and 2B of
tion il

\ .
D. Personai Exsenses of those emplovees whose saluries and wages are chargeable to the Joint Account under
I

Barzurapna 2.\ orf this Sect:on I
Lmplovee Benetits

Ocerator’s current cosis of established plans or empiovees’ group iife insurance. hosmzaiiza:ion cension. Ce-

nd other benefii plans of a like nature. qpn‘x t 'z

er Paragraphis 2A and 2B of this Section II sh

"
3
[p]
¢

tirement., stock purchase. thrift. bomxs.
cost chavTeavic to the Jom. Account u
cost not to exceed twenty per cent (20

vnm'

~
T

Material .

Material purchased ov furnished by Operator for use on the Joint Property as provided under Section ‘V Orniy
such >laterial shall ne purchased for or transierred to the Joint Property as may be required for immedizte use
and is reasonavly practical and consistent with efficient and ecornomicai operations. The accumuistion of sur-
plus stocks shall te avoided.

Transportation
Trarzportation of empiovees and Material necessary ior the Joint Orerations but subject ‘0 th2 foliowing lis
tions:

A, If Materizl is moved to the Join: Property from the Operator's warehouse or other oro“e-ne\
be made 10 the Joint Acccunt for a distance greater than the aistance from the nearest
reco-nized parze terminai. or railway recetving point where iiie material is normaily av
to by the Part

B. ':‘ surpius Marerial is moved 1o Operator's warehouse: or other storcge point. no charzge shzll te made -0 “he

nt Account for a distance grearer than the distance 0 the nearest reliable suppiyv stors. recoanizsd Zarge

Lrm ..:.A..I. or railway receiving poiu: unless azveed 10 by the Parties. No charge shall te muade to the Joint Ac-

count ror rmoving Material 1o other properties belonging 0 Operator. unless agreed 10 by n2 Pariies,

C. In the anpiication of Subparazrapiis A and B above. there shiall be no equalization of actus! gress wrusking eas:
200 or less excluding cnarues. -

r:
a
[
i
.
o
-
2
£2
—

Services

Tre cost of contract services, equipment and utilities provided by oulside sources. excevt services e\'c‘;:;:le:' ov
Paracrapna 9 of Section II and Paragrapin L. ii of Section III. The cost of professional consuitant services and con-
tract services of technical personnci directiv engaged on the Joint Proverty if such charges are exciuded irom ths
Overncad rates. The cost of professional consuliant services or contract services of technical personnel not di-
rectiy enzazed on the Joint Property shail not be charged to the Joint Account unless previously agreed 1o by
the Partics.

Equipment and Facilities Furnished by Operator

A. Overator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mernsurate with costs of ownership and operation. Such rates shall include costs of maintenance. repairs, oiler
opcrating 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 iicu of charges in Paragraph TA above, Operutor may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 207.. For automotive equipment, Operator may elect to use rates
published by the Petroleum Moator Transport Association.

Damaszes and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
a2es or losses incurred_ by t’irc‘. floogi. storm, theft, accident, or other cause, except those resulting from Operator's
asross neglisence or willful misconduct. Operator shail furnish Non-Operator writtén notice of damages or lo:ses
incurred as soon as practicable after a report thereor huas been received by Operator.,

Lezal Expense

Expense of handling, investizating and setiling litization or claims, discharging of liens. pavment of judiments
and amounts puid for settlement of claums incurred in or resulting from operations urder the agreement or
peeessary 1o protect or recover the Juint Property, except thuat no charuze for services of Opcratox's lewal saaf
ar lees or expense ot outside atlornevs zhail be mude uniess previousiv aurced to by the Pasties. ALl other 'coa
(O A0 cotapdered o be covervd by the overhead provisions of Scenion [ unless otherwise uerecd o by th
Cartier, exeept as provided in Scction [ Purazraph 3. - ) )

e ry,

~




( 10. Taxes

11,

12.

1.

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

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a 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 election,
include the risk under its self-insurance program and in that event, Operator shall inciude 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:
( x ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 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 III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not (x } be covered by the Overhead rates.

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

Drilling Well Rate $.2,500 (Flat charge per well)

Producing Well Rate $_300

(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, whichéver is later, except that no charge shall
be made during suspension of drilling operations for fifteen (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 off 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 operations 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 to a per-
manent sales outlet,

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

{5] All other inactive wells (including but not limited to inactive wells covered by unit allowable,
lease allowable, transferred allowable, etc.) shall not qualify for an overhead 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-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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B. Overitead - Percentace Basis
(1) Operator shall charge the Jout Account at the tollowing rates:
(a) Development ‘
Percent { ‘%) of the cost of Development of the Joint Property exclusive of cests
provided under Paracraph 9 of Section I and all salvage credits.

{(b) Opecrating

Percent ( “4) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits. the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied. assessed and paid upon the m:n-
eral inte.est in and to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Pavagraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, redrilling, decpening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expendituras
necessary in preparation for drilling and expenditures incurred in abandoning when the well s no: com-
pleted as a producer. and original cost of construction or nstallution of fixed assets, the expansion of rixez
assets and any other project clearly discernible as a fixed asset, except Major Coustruction as «2: ned =
Parazraph 2 of this Section III. All other costs shall be considered as Operating.

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets. the ex-
pansicn of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property. Operator shall either negotiate a rate prior to the beginning of consiruction. or si
charze the Joint Account for Overhead based on the following rates for any Major Construction project 1n ex

a . *
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Al ¢, of total costs if such costs are more than $ but less than § : plus
B. ¢z of total cosis in excess of 3 but less than $1,000,000; plus

C. ¢ of total cosis in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph. the comporent par:s
of a single project shall not be treated separately and the cost of drilling and workover wells shall be exciuded.

Amendment of Rates

oetween the Parties hereto if. in practice, the rates are found to be insufflcient or excessive.

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

Ocerator is resporsible for Joint Account Material and shall make prorer and timely charges and credits for all mza-

terial movements aifecting the Joint Property. Operator snail provide all Material for use on the Joint Proper
ever. at Cperator’s option, such Material may be supplied by the Non-Operator. Operator shall make timeiv diszos:
of idle and or surplus Material, such disposal being made either through sale to Operator or Non-Operator. div:isicn
kind, or saie to outsiders. Operator may purchase, but shall be under no obligation 10 purchase, interest of Non-Ogers-
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tors in surplus condition A or B laterial. The disposal ot surplus Controllable Material not purchased by the Qrerz-

tor

1.

[

shall be agreed to by the Parties.

Purchases

AMater:ai purchased shall te charged at the price paid by Operator after deduction of all discoun
ni Muterial found to be defective or returned to vendor for any other reason, credit shail ce
Account when adjustment has been received by the Operator.

Transters and Dispositions _

by

Material turnished to the Joint Property and Material transferred from the Joint Property or disposed of by the

Orerator. 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 lowes: :

published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Propertyv
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 available.

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV. !
(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliakle :
supply store or {.0.b. railway receiving point nearest the Joint Property where such Material is normalix
avuilable. )
B. Guud Used Material (Condition B) ;
Material in sound and serviceuble condition and suttable for reuse without reconditioning:
(1) Mazterial moved to the Joint Property
(a) At seventy-five pereent (7370 ) of current new price, as determined by Puragraph 2A of this Section [V
(2) Materizi moved from ihwe Joint Property

vo o

(u) f\‘," _\c\'cnrly—l'i\'(* pereent (TSf; ) of current new price, as determined by Paragrapt 24 of X Section IV,
if Muterial was or ginally cnarged o the Joint Account as new Muternial, or

. —_—




(b) at sixtyv-five percent (63°.) of current new price. as determuned by Paragraph 220 of th 2
IV, if \[.ltclldl was originally charged to the Jouwit Account as good used Matetial at seventy-..ve por-
cent (757, ) 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 oricinal function until
after reconditioning shall be priced at fifty percent (5077 ) of current new price as determinea by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the recerwving property, pro-
vided Condition C value plus cost of reconditioning docs not exceed Condition B value.

(2} Condition D
All other Material, includine junk. shall be priced at a value commensurate with i » or at prevaning
prices. Material no ionger suitable fov its original purpose but usable for some other _u:pu:c. hall te
priced on a basis comparable with that of items normally used rfor such other puroose. QOperator mav a:
pose of Condition D Materiai under procedures normally utilized by the Operator without prior approval
of Non-Opcrators.

13
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D. Ousolete Material
Material whichh is serviceaole and usable for its original function but condition and or value of sucn
is rnot equivalent to that which wouid j 1st1z_v a price as provided above mayv be specially priced as aure
the Parties. Such price shouid resu:t in the Joint Account being charged with the value of the service :
dered by such Mater:all

w1

Pricing Ceonditions

(1) Loading and unloading costs mayv be charged to the Joint Account at the rate of fifteen cenis :13z2)
nundred weight on all tubuiar goods movements. in lieu of loading and unloading costs sustain2d. w
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 3 of Sectzon I1

{2) Material involving erection costs shall be charged at applicable percentage of the current xnocxed-dewn
price of new Material.

3. Premium Prices

Whenever Material is not readilv obtainable at published or listed prices because of national emergencies. s::'
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Accouns for
required Material at the Operator’s actual cost incurred in providing such Material. in making it s "'“bie
and in moving it to the Joint Property: provided notice in writing is furnished to Non-Opera2tors of ihe
charze prior to billing Non-Operators for such Materizl. Each Non-Operator shall have the right. by so
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notifving Operator within ten days atter receiving notice from Operator. to furnish in kind ail or part o
of such Material suitable for use and acceptable to Cperator.

4. Warranty of Material Furnished by Operator

Oprperator does not warrant the Material furnished. In case of defective Material, .,rcd shall not
Joint Account until adjustment has been received by Operator rom the manuracturers or their azents.

V. INVENTORIES
Tiie Opcrator shall maintain detailed records of Controllable Jlaterial.
1. Periodic Inventorics. Notice and Representation

At reasonable intervals. Inventories shall be taken by Operaior of the Joint Accoun: Conirolizh
Written notice of intention to take inventory shall ve given by Operator at least thirty (30) da } ce c'

tory 15 (o begin so that Non-Quperators mayv ke mme:emed when any inventory is taken. Faiiu
to be represented at an inventory shall bind Non-Operators to accept the inventory ta}\ en by O-;:e':ator.

2. Reconciliation and Adjustinent of Inventories

shall be furnished to the Non-Operators within six months following the taking of the inventoz'_v. Im-e:“o"\ a“-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shail te
held accountable only for shortages due to lack of reasonable diligence.

3. 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 Partics 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.

4. Expense of Conducting Periodic Inventories

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



EXHIBIT "D"

INSURANCE

A. OPERATOR shall not be liable for damages arising out 9f injuries
to or death of any employee of NON-OPERATOR or damages to any property of
any NON-OPERATOR or damages to any property of any NON-OPERATOR in
connection with the operations hereunder on the Unit Area except for will-
ful misconduct or gross negligence of OPERATOR.

B. OPERATOR shall, at all times while operations are conducted on
the Unit Area, carry insurance for the joint account as follows:

1. Employer's Liability and Workmen's Compensation
Insurance covering the employees of OPERATOR engaged
in operations hereunder, in compliance with the laws
of the state embracing the Unit Area.

2. General Public Liability Insurance covering all
operations conducted by OPERATOR for the joint
account hereunder, with bodily injury or death limit
of not less than $500,000.00 for injuries to or
death of any one person, not less than $500,000.00
for injuries to or death of more than one person
resulting from any one accident, and for property
damage with a limit of not less than $250,000.00
for damage to property for each accident; and

3. Automobile Public Liability and Property Damage
Insurance covering all operations conducted by
OPERATOR for the joint account hereunder, with
bodily injury or death limit of not less than
$250,000.00 for injuries to or death of any one
person, not less than $500,000.00 for injuries to
or death of more than one person resulting from any
one accident, and property damage limit of not less
than $100,000.00 for damages to property for each
accident.

C. OPERATOR shall not carry any other insurance of any kind or
character for the joint account of the parties hereto except such insur-
ance as may hereafter be mutually agreed upon between the parties to this
Operating Agreement.



EXHIBIT "E"

GAS BALANCING PROVISIONS
OF OPERATING AGREEMENT

Notwithstanding any provision to the contrary in this Operating Agreement, if any party
hereto takes and disposes of less than its percentage interest share of gas (including
casinghead gas) during any calendar month, the following provisions shall apply: '

(a) Definitions. For the purposes hereof, the term '"Cumulative Underlift'" means the
amount by which the cumulative volume of gas taken by a party is less than the cumulative
volume that party is entitled to take according to its percentage interest; the term
"Cumulative Overlift" means the amount by which the cumulative volume of gas taken by a
party exceeds the cumulative volume that party is entitled to take according to its percent-
age interest; the term "Underlifter" means a party credited with Cumulative Underlift; and
the term "Overlifter" means a party charged with Cumulative Overlift.

(b) Operator’'s Statements. On or before the end of each calendar month, Operator
shall furnish the parties hereto a Statement showing the total volume of gas taken by each
party during the preceding month, the cumulative volume taken by each party as of the end
of that month, and the Cumulative Underlift or Cumulative Overlift, if any, of each party
as of the end of that month.

(c) Current Balancing. By giving written notice to Operator and all other parties
hereto at least 15 days before the beginning of a calendar month, an Underlifter shall be
entitled to take during that month its full percentage interest share of gas plus a make-
up volume equal to its Cumulative Underlift, provided that such make-up volume shall never
exceed 257 of the total volume of gas which the other parties would otherwise be entitled to
take during the month according to their percentage interests, and provided that the right
to take make-up volumes hereunder shall be subordinate to the right of any party to take its
full percentage interest share of gas from time to time in order to satisfy the deliverability
requirements of its gas contract. If two or more Underlifters are to make up Cumulative Under-
lifts during the same month and the volume available for make-up is inadequate, the volume
available for make-up shall be shared by such Underlifters in proportion to their Cumulative
Underlifts. The volume of gas taken by Underlifters for make-up during the month shall be
deducted from the volumes the other parties hereto would otherwise be entitled to take here-
under, in proportion to the Cumulative Overlifts of such other parties. Make-up volumes
shall be applied against Cumulative Underlifts and Cumulative Overlifts on a first-in-first-
out basis.

(d) Final Balancing. If this Operating Agreement should terminate or if gas production
hereunder should permanently cease before all parties hereto have achieved balance under
Paragraph (c) above, then final balance shall be achieved through a cash settlement (without
interest) coordinated by operator between Overlifters and Underlifters. At Operator's
request, each Overlifter shall pay Operator a cash sum equal to (i) the Overlifter's volume
of Cumulative Overlift multiplied by the wellhead price per unit volume actually received by
the Overlifter for such gas, minus (ii) all payments made by the Overlifter on such gas pur-

- suant to Paragraph (e) below. If there was no such price per unit volume because the Over-
lifter toock such gas for its own purposes instead of selling it, the price used in the above
calculation shall be the prevailing wellhead price in the field at the time (or closest to the
time) such gas was taken by the Overlifter. After all Overlifters have paid Operator as here-
inabove provided , Operator shall distribute the aggregate sum received to the Underlifters in
proportion to their Cumulative Underlifts . If any price used to calculate the distributed
sum is subject to refund pursuant to orders or regulations of the Department of Energy or any
other regulatory authority having jurisdiction over gas prices, each Underlifter, prior to
receiving its share of the distribution, shall indemnify the appropriate Overlifter against
the Underlifter's proportionate part of any refund (including interest thereon) which the
Overlifter is required to make.

(e) Payments on Production. Each party shall pay all production or severance taxes,
royalties, overriding royalties, production payments and other such payments for which it is
obligated by law or by lease or by contract, and nothing in these gas balancing provisions
shall be construed as affecting such obligations. Each party hereto shall indemnify and hold
harmless the other parties hereto against all claims, losses or liabilities arising out of its
failure to fulfill such obligations.

(f) Costs and Expenses. Regardless of the volume of gas actually taken by any party
hereto, each such party shall bear costs and expenses as otherwise provided in this Operating
Agreement.

(g) Other-Minerals. Regardless of the volume of gas actually taken by any party hereto,
each such party shall share in the production of crude oil, condensate and other minerals
separated from the gas in normal lease facilities, as otherwise provided in this Operating
Agreement.




