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OPERATING AGREEMHNT 

3 THIS AGREEMENT, entered into by and between A l p h a T w e n t y - O n e P r o d u c t i o n Coapany 

4 _ _ _ • heremulter desiur.atcd and 

5 referred to as "Operator", and tlie signatory partv or parties other than Operator, sometimes hereinafter 

6 referred lo individually herein as "Non-Operator", and collectively as "Non-Operators". 

7 

8 WITNESSETH: 

9 
10 WHEREAS, the parties to this agreement are owners of oil and gas leases and or oi l and -as i n ­
i l tcrests in the land identified in Exhibit " A " , and the parties hereto have reached an a ur cement to explore 
12 and develop these leases and or oil and gas interests for the production of oi l ana uas to the extent end 
13 as hereinafter provided: 
14 
15 NOW. THEREFORE, it is agreed as follows: 
16 
17 ARTICLE I . 
13 DEFINITIONS 
19 
20 As used in this agreement, the following words and terms shall have the meanings here ascribed 
21 to them: 
22 A. The term "o i l and gas" shall mean oii. gas. casinghead gas. gas condensate, and al l other l icuid 
23 or gaseous hydrocarbons and other marketable substances produced therewith, unless an intern to 
24 l imit the inclusiveness of this term is specifically stated. 
25 B. The terms "o i l and gas lease", "lease" and "leasehold" shall mean the oil and gas leases cov-
26 ering tracts of land lying within the Contract Area which are owned by the parties to this agreement. 
27 C. The term "o i l and gas interests" shall mean unleased fee and mineral interests in tracts of 
23 land lying wi th in the Contract Area which are owned by parties to this agreement. 
29 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil 
30 and gas interests intended to be developed and operated for oil and gas purposes under this agreement. 
31 Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit " A " . 
32 E. The term "dr i l l ing unit" shall mean the area f ixed for the dr i l l ing of one well by order or rule 
33 of any state or federal body having authority. I f a dr i l l ing unit is not f ixed by any such rule or order. 
34 a dr i l l ing unit shall be the dri l l ing unit as established by the pattern of dr i l l ing in the Contract Area 
35 or as fixed by express agreement of the Dri l l ing Parties. 
36 F. The term "dril lsi te" shall mean the oil and gas lease or interest on wnich a proposed weil is to 
37 be located. 
38 G. The terms "Dr i l l ing Party" and "Consenting Party*' shall mean a party who agrees to join in 
39 and pay its share of the cost of any operation conducted under the provisions of this agreement. 
40 H. The terms "Non-Dril l ing Party" and "Non-Consenting Party" shall mean a party who eiecrs 
41 not to participate in a proposed operation. 
42 
43 Unless the context otherwise cleariy indicates, words used in the singular include the plural, the 
44 plural includes the singular, and the neuter gender includes the masculine and the feminine. 
45 
46 A R T I C L E II . 
47 EXHIBITS 
43 

49 The following exhibits, as indicated below and attached hereto, are incorporated in and made a 
50 part hereof: 
51 (]C A. Exhibit " A " , shall include the following information: 
52 (1) Identification of lands subject to agreement, 
53 (2) Restrictions, i f any, as to depths or formations, 
54 (3) Percentages or fractional interests of parties to this agreement, 
55 (4) Oi l and gas leases and/or oi l and gas interests subject to this agreement. 
56 (5) Addresses of parties for notice purposes. 
57 • B. Exhibit " B " , Form of Lease. 
53 [je1 C. Exhibit "C", Accounting Procedure. 
59 ^ D. Exhibit "D" , Insurance. 
60 g E. Exhibit "E", Gas Balancing Agreement. 
61 ~ F. Exhibit "F", Non-Discrimination and Certification of Non-Segregated Facilities. 
62 
6"i If any provision of any exhibit, except Exhibit "E", is inconsistent wi th any provision contained 
64 in the body of this agreement, the provisions in the body of this agreement shall prevail. 
65 
66 
67 
63 
69 
70 
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Oil ;iml (l;is Interests: 

It' any party owns an unleased oil and gas interest in the Contract Area, that interest shall be 
treated for the purpose of this agreement and during the term hereof as if it were a leased interest 
under the form of oi l and gas lease attached as Exhibit " B " . As to such interest, the owner shall re­
ceive royalty on production as pr'scribed in the form of oil and gas lease attached hereto as Exhibit 
"L?" Such party shall, however, be subject to all of the provisions of this agreement relating to le.-.sees. 
to the extent that it owns the lessee interest. 

B. Inlerest of Parties in Costs and Production: 

Exhibit '"A" lists all of the parties and their respective percentage or fractional interests undo:1 this 
agreement. Unless changed by other provisions, al l costs and liabilities incurred in operations under 
this agreement shall be borne and paid, and all equipment and material acquired in operations on the 
Contract Area shall be owned by the parties as their interests are shown in Exhibit ••A". A l l produc­
tion of oil and gas f rom the Contract Area, subject to the payment of lessor's royalties which w i l l be 
borne by the Joint Account, shall also be owned by the parties in the same manner during the term 
hereof: provided, however, this shall not be deemed an assignment or cross-assignment of interests cov­
ered hereby. 

ARTICLE IV. 
TITLES 

—Tit le EXP l l l Q t l O H l 

Title t.'^my.iiiatioi? .•hail be made • OP. tho •drilI:ito proposed ••veil prior to oommoricjrnont 
drlKing operations or. if the Dri l l ing Parties so request, t i t le examination shall be made on the lease's 
and o i \ o i l and gas interests included, or planned to be included, in the dr i l l ing unit around such/weii. 
Tlie opirnbo w i l l include the ownership of the working interest, minerals, royalty, over r id ins / roys i ty 
and productibn^payments under the applicable leases. A t the time a wel l is proposed, each/party con­
tributing leases and or oil and gas interests to the drillsite. or to be included in such driHuig unit, shall 
furnish to Operatorsall abstracts (including Federal Lease Status Reports), t i t le op t ions , title paper? 
and curative material >u its possession free of charge. A l l such information not i^Kthe possession o: or 
made available to Operabar by the parties, but necessary for the examination ad title, shail be obtained 
by Operator. Operator shali\ause tit le to be examined by attorneys on its afaff or by outside attorneys. 
Copies of al l t i t le opinions shai^he furnished to each party hereto. Th^rcost incurred by Operator in 
this ti t le program shall be borne asvfollows: 

3 Option Xo. 1: Cosis incurred by Operator ; n procuring abstracts and title examination ( i 
preliminary, supplemental, shut-in gas royi^ty opinions a/ra division order title opinions) shall be a 
part of the administrative overhead as provided Exhibit: "C,'' and shall not be a direct charge, whether 
performed by Operator's staff attorneys or by our^ide^attorneys. 

7" Option No. 2: Costs incurred by Operatoryfn procuring abstracts and fees paid outside attorneys 
for title examination (including preliminary^ supplementar\shut-in gas royalty opinions and division 
order til le opinions) shall be borne by Jttte Dri l l ing Parties inHhe proportion that the interest of each 
Dri l l ing Party bears to the total intejx*st of a l l Dr i l l ing Parties as such interests appear in Exhibit " A " . 
Operator shall make no charge for services rendered by its staff attorneys or other personnel in the 
performance of the above functions. N. 

Each party shall be/responsible for securing curative matter and pooling amendments or agreements 
required in connectior/'with leases or oil and gas interests contributed by such party !>he Operator shall be 
responsible for the preparation and recording of Pooling Designations or Declarations as wel l as the 
conduct of heyKungs before Governmental Agencies for the securing of spacing or poolihfi orders. This 
shall not pr/event any party f rom appearing on its own behalf at any such hearing. N . 

Ko well shall be drilled on the Contract Area un t i l after (1) the title to the drillsite or drillintsAinit 
lioxbeen examined as above provided, and (2) the title has been approved by the examining attorneyNjr 

"ii ' . i i . iu.i 1JL'-.I accepted by all of the p j i t ius I U I U aic tu paiticipatu iu t i n di illing, of t h i •..cil. 

f T i ' . — S h u u M nny uil und intertiJt or 1» UJO, or—inton 
tailure ot mlo.~viuT'iT"*iw~-»*teail;s in a reduction of interest f rom that <i 
ment. nevertheless, shall continue iu force. ? " " ^ i ' " Q U and gas leases and interests, and 

(a) The partv_',' ' u ' ' '»•-•'".: .1.XT -us lease or interest i.s ntTiv-r.>7TTTv~-TtTTl ••• : i . . — ?-i —111 bear alor.e 
i l l - n t l l . i . . t i t l ' ! , . , ! *,•» • • • • • •M l -n r f r i \ ' t \ l V - . . . i - n n r n r f l . , , f j f h ' . - f P l 



A.A.P.L. FORM MO - MODFL FORM OPERATING AGREEMENT - 1977 

l <v? 

3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
13 
19 
20 
21 

23 
24 
25 
26 
27 
23 
29 
30 
31 
32 
33 
34 
35 
36 
•> ~ _» I 

38 
39 
40 
41 

43 
44 
45 
46 
47 
43 
49 
50 
51 
52 
53 
54 
35 
56 
57 
53 
59 
•JO 
01 
62 
63 
64 
65 
66 
67 

par><o the other parties hereto for dr i l l ing, development, operating or other similar costs hy reasoK'of 

such tit lcvfailure: and 

(b) Thevtv^hall be no retroactive adjustment of expenses incurred or revenues rec^M'ri f rom the 

operation of theihu.-re.st which has been lost, but the interests of the parties shall bj^rfwiscri on an acre­

age basis, as of the urhH.it is determined finally that t i t le failure has occurreu><o that the interest of 

the parly whose lease or mt*cest is affected by the title failure w i l l t h c r e a j ^ b e reduced in the Contract 

Area by the amount of the interest lost: and 
(c) I f the proportionate in tercs tN^the other parties heretoin-^ny producing wel l theretofore dri l led 

on the Contract Area is increased by reasbr^ot' the title fail'UKT the party whose title has failed shail 
receive the proceeds attributable to the incrcasevi^uch^m'tcrests (less costs and burdens attributable 
thereto) until it has been reimbursed for unreco\>tcd costs paid by i t in connection wi th sucn wei l : 
and 

(d) Should any person not a party to„..this agreement, wfibv^ determined to be the owner o: anv in­

terest in the title which has failed^pay in any manner any part^sj^the cost of operation. deveion:r.e:-.t. 

or equipment, such amount shaUVbe paid to the party or parties who fc&ve the costs which are >o re:'ur.ti­

ed: and ^ s ' ' ' 

(e) Any liabili ty jxK'accour.t to a th i rd party for prior production of oi i arfsl. gas which arises by 
reason of title failure shail be borne by the party or parties in the same proportions liNwhich they shared 
in such pr:o:>produe:ion: and 

( f ) ̂ )x6 charge shall be made to the joint account for legai expenses, fees or salaries, m es^r.ec.ior. 
with'-flie defense of the interest claimed by any party hereto, i t being the intention of the *p2rr<:es 

:nzi czar. Jhaii defend title-so its intcre-t ana boar nil o.'ipcr.eos in connaosisi-. *ha.-ou ;:h, ^ 

•.mount D i through v - . L U . . .••ur. L'a* H.vj»u _ , I 1 I I ' J P . C U U U . ' U ' I i i ' . ' j ' . i 1 . 

any^rental. shut-in well payment, minimum royalty or royalty payment, is not paid or :s erroneously 
paid. an"cKas a result a iease or interest therein terminates, there shall be no monetary l iabi l i tv /^gair .s : 
the party wi'icv.failed to make such payment. Unless the party who failed to make the requipca payment 
secures a new lease covering the same interest w i th in ninety (90) days f r o m the discovery of the f a i l ­
ure to make proper^payment. which acquisition w i l l not be subject to Art icle VTJJ.'B.. the interests o: 
the parties shail be revised, on an acreage basis, effective as of the date of terpnnation of the lease i n ­
volved, and the party who ^foiled to make proper payment w i l l no longer be'credited w i t h an interest :n 
the Contract Area on account of ovenership of the iease or interest which has terminated. In the even: 
the cartv who failed to make the rebuired Davment shall not have^fieen f u i l v reimbursed, a: the time of 
the loss, from the proceeds of the sale of oil^and gas attributable to the lost interest, calculated on ar. 
acrease basis, for the deveioDment and operating costs theretofore oaid on account of such interest, i t 
shaii be reimbursed for unrecovered actual cost"s\thefetofore paid by it (but not for its share or the 
cos: of any dry hole previously drilled or wells ni^vib\<sly abandoned) i rom so much of the toi iowmg 
as is necessary to effect reimbursement: 

(a) Proceeds of oil and gas. less ojjet'ating expenses, theretofore accrued to tne creci : o: the 
interest, on an acreage basis, up to the' amount oi unrecovered cost 

(b) Proceeds. less operating-expenses, thereafter accrued attributable to the lost interest on an 
acreage basis, of tha: portion'bf oil and gas thereafter produced and maVketeti (excluding production 
from any wells thereafter dri l led) which, in the absence of such lease termination., wouid be attributable 
to the lost interest jorf an acreage basis, up to the amount of unrecovered costs, ^the^ proceeds of said 
portion of the o i f ' and gas to be contributed by the other parties in proportion to thei-r respective i n ­
terests: a r » o > ^ >v 

(cJ^Cny monies, up to the amount of unrecovered costs, that may. be paid by any party who is. or 
bec^rnes, the owner of the interest lost, for the privilege of participating in the Contract Area oiN^e-
^wr.inu n party to thia ugreementL : —— _ _ 

A l l l o s s e s 
3. Other Losses: A l l loacco incurred, other than thoae—set—forth—M*—Article- I V . B . l . unci IV. 

above, ahull not be considered failure of title but- shall be joint losses and shall be borne by a i l parties 
in proportion to their interests. There shall be no readjustment of interests in the remaining portion of 
the Contract Area. 

ARTICLE V. 
OPERATOR 

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR: 

A l p h a Twen ty -One P r o d u c t i o n Company shall be the 

Operator of the Contract Area, and shall conduct and direct and have f u l l control of a l l operations on 
tin? Contract Area as permitted and required by, and wi th in the limits of, this agreement. I t shall con­
duct all such operations in a good and workmanlike manner, but it shall have no l iabi l i ty as Operator 
to the other parties tor losses sustained or liabilities incurred, except such as may result f rom ^ross 
r.culmence or w i l l f u l misconduct. 
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1 B. Resignation or Removal of Operator and Selection of Successor: 
2 

3 1. Resignation or Removal of Operator: Operator may resign at any time by giving wri t ten notice 
4 thereof to Non-Operators. I f Operator terminates its legal existence, no longer owns an interest in the 
5 Contract Area, or is no longer capable of serving as Operator, i t shall cease to be Operator without any 
6 action by Non-Operator, except the selection of a successor. Operator may be removed i f i t fails or 
7 refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, 
8 by the aff irmative vote of two (2) or more Non-Operators owning a majori ty interest based on owner-
9 ship as shown on Exhibit "A" , and not on the number of parties remaining after excluding the voting 

10 interest of Operator. Such resignation or removal shall not become effective unt i l 7:00 o'clock A . M . 
11 on the first day of the calendar month following the expiration of ninety (90) days after the giving of 
12 notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor 
13 Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after effect-
14 ive date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of 
15 a corporate name or structure of Operator or transfer of Operator's interest to any single subsidiary, 
16 parent or successor corporation shall not be the basis for removal of Operator. 
17 
18 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
19 erator shall be selected by the Parties. The successor Operator shall be selected f rom the parties owning 
20 an interest in the Contract Area at the time such successor Operator is selected. I f the Operator that 
21 is removed fails to vote or votes only to succeed itself, the successor Operator shall be selected by the 
22 affirmative vote of two (2) or more parties owning a majori ty interest based on ownership as shown 
23 on Exhibit " A " , and not on the number of parties remaining after excluding the voting interest of the 
24 Operator that was removed. 
25 
26 C. Employees: 
27 

28 The number of employees used by Operator in conducting operations hereunder, their selection. 
29 and the hours of labor and the compensation for services performed, shall be determined by Operator. 
30 and all such employees shall be the employees of Operator. 
31 
32 D. Dr i l l ing Contracts: 
33 

34 A l l wells drilled on the Contract Area shall be dril led on a competitive contract basis at the usual 
35 rates prevailing in the area. I f i t so desires, Operator may employ its own tools and equipment in the 
36 dri l l ing of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate 
37 of such charges shall be agreed upon by the parties i n wr i t ing before dr i l l ing operations are com-
38 menced, and such work shall be performed by Operator under the same terms and conditions as are 
39 customary and usual in the area in contracts of independent contractors who are doing work of a s im-
40 ilar nature. 
41 
42 ARTICLE V I . 
43 DRILLING AND DEVELOPMENT 
44 
45 A. Ini t ia l Well : 
46 

47 On or before the 30 day of A____L , 19__, Operator shall commence the d r i l l -
48 ing of a well for oil and gas at the following location: 6 6 0 ' FSL & 6 6 0 1 FEL S e c t i o n 32 
4 9 T18S, R37E, Lea C o u n t y , New M e x i c o 

50 
51 
52 

53 and shall thereafter continue the dr i l l ing of the we l l w i t h due diligence to 5 0 0 0 ' o r t o a d e p t h 
54 s u f f i c i e n t t o t e s t t h e San A n d r e s F o r m a t i o n w h i c h e v e r i s s h a l l o w e r , 
55 
56 
57 
58 unless granite or other practically impenetrable substance or condition in the hole, which renders 
59 further dr i l l ing impractical, is encountered at a lesser depth, or unless al l parties agree to complete or 
60 abandon the wel l at a lesser depth. 
61 
62 Operator shall make reasonable tests of al l formations encountered during dr i l l ing which give i n -
63 dication of containing oil and gas in quantities sufficient to test, unless this agreement shall be limited 
64 in its application to a specific formation or formations, in which event Operator shall be required to 
65 test only the formation or formations to which this agreement may apply. 
66 
67 I f , in Operator's judgment, the well w i l l not produce oi l or gas in paying quantities, and it wishes 
68 to plug and abandon the well as a dry hole, i t shall first secure the consent of all parties and shall 
69 plug and abandon same as provided in Article V I . E . l . hereof. 
70 

- 4 -
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l B. Sulisc<ntcnt Operations: 
o 

3 1. Proposed Operations: Should any party hereto desire to d r i l l any well on the Contract Area 
4 other than She well provided for in Article VI.A. , or to rework, deepen or plug back :i dry hole dril led 
5 at the joint expense oi all parties or a well jo in t ly owned by al l the parties and nol then producing 
6 in paying quantities, the party desiring to d r i l l , rework, deepen or plug back such a wel l shall give the 
7 other parties writ ten notice of the proposed operation, specifying the work to be performed, the loca-
8 tion. proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
9 inq such a notice shall 'nave thir ty (30) days after receipt of the notice wi th in which to not i fy the 

10 parties wishing to do the work whether they elect to participate in the cost of the proposed operation. 
11 If a dril l ing ric. is on location, notice of proposal to rework, plug back or d r i l l deeper may be given 
12 by telephone and the response period shall be l imited to forty-eight (4?.) hours, exclusive of Saturday. 
13 Sunday or legal holidays. Failure of a party receiving such notice to reply wi th in the period above f ixed 
14 shall constitute an election by that party not to participate in the cost of the proposed operation. Any 
15 notice or response given by telephone shall be promptly confirmed in wr i t ing . 
IB 
17 2. Operations by Less than A l l Parties: I f any party receiving such notice as provided in Article 
IS VT.3.1. or VI .E . i . elects not to participate in the proposed operation, then, in order ro be entitled to 
19 the benefits of this article, the party or parties giving the notice and such other parties as shail eiect 
20 to participate in the operation shall, wi th in sixty (60) days after the expiration of the notice period of 
21 thir ty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period 
22 where the dr i l l ing rig is on location, as the case may be) actually commence work on the proposed 
23 operation and complete it wi th due diligence. Operator shall perform a l l work for the account of the 
24 Consenting Parties: provided, however, i f no dr i l l ing r ig or other equipment is on location, and if Op-
25 orator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform 
26 the work required by stich proposed operation for the account of the Consenting Parties, or (b) desig-
27 nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties, when 
23 conducting operations on the Contract Area pursuant to this Art ic le VI.B.2.. shall comply w i t h all terms 
29 and conditions of this agreement. 
30 
31 I f less than al l parties approve any proposed operation, the proposing party, immediately after the 
32 expiration of the applicable notice period, shall advise the Consenting Parties of (a) the total interest 
33 of the parties approving such operation, and (b) its recommendation as to whether the Consenting ?ar-
34 ties should proceed with the operation as proposed. Each Consenting Party, wi th in forty-eight (.48) 
35 hours (exclusive of Saturday, Sunday or legal holidays) after receipt of such notice, shall advise the 
36 proposing party of its desire to (a) l imi t participation to such party's interest as shown on Zxhibit " A " . 
37 or (b) carry its proportionate part of Non-Consenting Parties' interest. The proposing party, at its 
38 election, may withdraw such proposal i f there is insufficient participation, and shall promptly not i fy 
39 all parties of such decision. 
40 
41 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties :n 
42 the proportions they have elected to bear same under the terms of the preceding paragraph. Consenting 
43 Parties shall keep the leasehold estates involved i n such operations free and clear o i ail liens and 
44 encumbrances of every kind created by or arising f r o m the operations of the Consenting Parties. I f such 
45 an operation results in a dry hole, the Consenting Parties shall plug and abandon the wel l at their sole 
46 cost, risk and expense. I f any well drilled, reworked, deepened or plugged back under the provisions 
47 of this Article resutts in a producer of oil and or gas in paying quantities, the Consenting Parties shall 
43 complete and equip the well to produce at their sole cost and risk, and the well shall then be turned 
49 over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties. 
50 Upon commencement of operations for the dri l l ing, reworking, deepening or plugging back of any such 
51 well by Consenting Parties in accordance wi th the provisions of this Article, each Non-Consenting Party 
52 shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and 
53 be entitled to receive, in proportion to their respective interests, a l l of such Non-Consenting Party's 
54 interest in the wel l and share of production therefrom unt i l the proceeds of the sale of such share. 
55 calculated at the well, or market value thereof i f such share is not sold (after deducting production 
56 taxes, royalty, overriding royalty and other interests existing on the effective date hereof, payable out of 
57 or measured by the production f rom such well accruing wi th respect to such interest unt i l i t reverts) 
58 shall equal the total of the following: 
5 0 200% 
60 (a) 4-64-r> of each such Non-Consenting Party's share of the cost of any newly acquired surface 
61 equipment beyond the wellhead connections (including, but not l imited to, stock tanks, separators. 
62 treatcrs. pumping equipment and piping), plus 100°'a of each such Non-Consenting Party's share of the 
63 cost of operation of the weil commencing with first production and continuing unti l each such Non-
64 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being 
65 agreed that each Non-Consenting Party's share of such costs and equipment w i l l be that interest which 
66 would have been chargeable to each Non-Consenting Party had it participated in the wel l f r o m the be-
67 ginning of the operation; and 
63 
( i 9 tb ) 300c., o t - t h u t [ ; o , . t j o n o t - t h e c o s t ; J a n d e x p c n s e s o t - dr i l l ing reworking, deepening, or plugging 

back, testing and completing, alter deducting any cash contributions received under Article V I I I . C . and 
- 5 -
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1 300'; of that portion of tho cost of newly acquired equipment in the well (to and including the we l l -
2 head connections), which would have been chargeable to such Non-Consenting Party if it had part ici-

3 patcd therein. 
4 
5 Gas production attributable to any Non - Consenting Party's relinquished interest upon such Party's 
6 election, shall be sold to its purchaser, i f available, under the terms of its exi.-ting gas sales con-
7 tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable f r o m 
8 such sale direct to the Consenting Parties unti l the amounts provided for in this Art ic le are rccov-
9 ered from the Non - Consenting Party's relinquished interest. I f such Non - Consenting Party has not 

10 contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
11 tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
12 Consenting Party's share of gas as hereinabove provided during the recoupment period. 
13 
14 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share 
15 of production, or the proceeds therefrom. Consenting Parties shall be responsible ior the payment of 
16 all production, severance, gathering and other taxes, and al l royalty, overriding royalty and other 
17 burdens applicable to Non-Consenting Party's share of production. 
18 
19 In the case of any reworking, plugging back or deeper dr i l l ing operation, the Consenting Parties shail 
20 be permitted to use. free of cost, ail casing, tubing and other equipment in the well , but the ownership of 
21 ail such equipment shall remain unchanged: and upon abandonment of a well after such reworking. 
22 plugging back or deeper dri l l ing, the Consenting Farties shali account for all such equipment to the 
23 owners thereof, with each party receiving its proportionate part in kind or in value, less cost of 

24 salvage. 
25 
26 Within sixty (60) days after the completion of any operation under this Article, the party con-
27 ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party w i t h an i n -
28 ventory of the equipment in and connected to the well , and an itemized statement of the cost of dr i l l ing. 
29 deepening, plugging back, testing, completing, and equipping the wel l for production: or. at its option. 
30 the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed 
31 statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being 
32 reimbursed as provided above, the Party conducting the operations for the Consenting Parties shail f u r n -
33 ish the Non-Consenting Parties wi th an itemized statement of a l l costs and liabilities incurred in the 
34 operation of the well, together w i th a statement of the quantity of oil and gas produced f rom i t and the 
35 amount of proceeds realized f rom the sale of the well's working interest production during the preceding 
36 month. In determining the quantity of oil and gas produced during any month. Consenting Parties 
37 shall use industry accepted methods such as. but not l imited to, metering or periodic wel l tests. Any 
38 amount realized from the sale or other disposition of equipment newly acquired in connection wi th any 
39 such operation which would have been owned by a Non-Consenting Party had it participated therein 
40 shall be credited against the total unreturned costs of the work done and of the equipment purchased. 
41 in determining when the interest of such Non-Consenting Party shail revert to it as above provided: 
42 and if there is a credit balance, it shall be paid to such Non-Consenting party. 
43 
44 I f and when the Consenting Parties recover f rom a Non-Consenting Party's relinquished interest 
45 the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
46 matically revert to it. and. f rom and after such reversion, such Non-Consenting Party shall own the same 
47 interest in such well, the material and equipment in or pertaining thereto, and the production there-
48 from as such Non-Con sen ting Party would have been entitled to had it participated in the dr i l l ing , 
49 reworking, deepening or plugging back of said well . Thereafter, such Non-Consenting Party shall be 
50 charged with and shall pay its proportionate part of the further costs of the operation of said well in 
51 accordance wi th the terms of this agreement and the Accounting Procedure, attached hereto. 
52 

53 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent 
54 of all parties, no wells shall be completed in or produced f rom a source of supply f r o m which a wel l 
55 located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing 
56 well spacing pattern for such source of supply. 
57 
58 The provisions of this Article shall have no application whatsoever to the dr i l l ing of the in i t ia l 
59 well described in Article VI .A. except (a) when Option 2, Art icle V I I . D . l . , has been selected, or (b) 
60 to the reworking, deepening and plugging back of such init ial well , i f such well is or thereafter shall 
61 prove to be a dry hole or non-commercial well , after having been dri l led to the depth specified in Art icle 
62 VI.A. 
63 

64 C. Right to Take Production in Kind : 
65 

66 Each party shall have the right to take in kind or separately dispose of its proportionate share of 
67 all oil and gas produced from the Contract Area, exclusive of production which may be used in de-
68 vclopmer.t and producing- operations and in preparing and treating oil for marketing purposes and 
69 production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate dispo-
70 sitio.n by any party of its proportionate share of the production shall be borne by such party. Any 
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1 party taking its share of production in kind shall be required to pay for only its proportionate share 

2 of such part of Operator's surface facilities which i t uses. 
3 
4 Each party shall execute such division orders and contracts as may be necessary for the sale of its 
5 interest in production from the Contract Area, and, except as provided in Article VII .B. . shall be entitled 
6 to receive payment direct f rom the purchaser thereof for its share of al l production. 
7 
8 In the event any party shall fa i l to make the arrangements necessary to take in k ind or separately 
9 dispose of its proportionate share of the oi l and gas produced f rom the Contract Area, Operator shall have 

10 the right, subject to the revocation at w i l l by the party owning it , but not the obligation, to purchase such 
11 oil and gas or sell i t to others at any time and f rom time to time, for the account of the non-taking 

12 party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
13 erator shall be subject always to the right of the owner of the production to exercise at any time its 
14 right to take in kind, or separately dispose of, its share of al l oil and gas not previously delivered to a 
15 purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for 
16 such reasonable periods of time as are consistent w i t h the minimum needs of the industry under the 
17 particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the 
18 foregoing. Operator shall not make a sale, including one into interstate commerce, of any other party's • 
19 share of gas production without first giving such other party th i r ty (30) days notice of such intended 
20 sale. 
21 
22 I n the event one or more parties' separate disposition of its share of the gas causes split-stream de-
23 liveries to separate pipelines and'or deliveries which on a day-to-day basis for any reason are not 
24 exactly equal to a party's respective proportionate share of total gas sales to be allocated to it . the 
25 balancing or accounting between the respective accounts of the parties shall be in accordance w i t h 
26 any Gas Balancing Agreement between the parties hereto, whether such Agreement is attached as 

27 Exhibit "E", or is a separate Agreement. 
28 
29 D. Access to Contract Area and Information: 
30 
31 Each party shall have access to the Contract Area at all reasonable times, at its sole risk to inspect 
32 or observe operations, and shall have access at reasonable times to information pertaining to the de-
33 velopment or operation thereof, including Operator's books and records relating thereto. Operator, upon 
34 request, shall furnish each of the other parties w i t h copies of all forms or reports f i led wi th govern-
35 mental agencies, daily dri l l ing reports, well logs, tank tables, daily gauge and run tickets and reports 
36 of stock on hand at the first of each month, and shall make available samples of any cores or cuttings 
37 taken f rom any well drilled on the Contract Area. The cost of gathering and furnishing information to 
38 Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the 
39 information. 
40 
41 E. Abandonment of Wells: 
42 
43 1. Abandonment of Dry Holes: Except for any wel l dril led pursuant to Article VI.B.2.. any wel l 
44 which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole 
45 shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent 
46 effort, be unable to contact any party, or should any party fa i l to reply wi th in forty-eight (48) hours 
47 (exclusive of Saturday, Sunday or legal holidays) after receipt of notice of the proposal to plug and 
48 abandon such well, such party shall be deemed to have consented to the proposed abandonment. A l l 
49 such wells shall be plugged and abandoned in accordance wi th applicable regulations and at the cost, 
50 risk and expense of the parties who participated in the cost of dr i l l ing of such well . Any party who ob-
51 jects to the plugging and abandoning such well shall have the right to take over the well and conduct 
52 further operations in search of oil and/or gas subject to the provisions of Article V L B . 
53 
54 2. Abandonment of Wells that have Produced: Except for any well which has been dril led or re-
55 worked pursuant to Article VI.B.2. hereof for which the Consenting Parties have not been f u l l y re im-
56 bursed as therein provided, any well which has been completed as a producer shall not be plugged and 
57 abandoned without the consent of al l parties. I f a l l parties consent to such abandonment, the well shall 
58 be plugged and abandoned in accordance wi th applicable regulations and at the cost, risk and expense 
59 of all the parties hereto. I f , wi thin th i r ty (30) days after receipt of notice of the proposed abandonment 
60 of such well, all parties do not agree to the abandonment of any well, those wishing to continue its op-
61 eration shall tender to each of the other parties its proportionate share of the value of the well's salvable 
62 material and equipment, determined in accordance w i t h the provisions of Exhibit "C", less the estimated 
63 cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall 
64 assign to the non-abandoning parties, without warranty, express or implied, as to t i t le or as to quantity, 
65 quality, or fitness for use of the equipment and material, al l of its interest in the well and related equip-
66 ment, together wi th its interest in the leasehold estate as to, but only as to, the interval or intervals of the 
67 formation or formations then open to production. I f the interest of the abandoning party is or includes 
68 an oil and gas interest, such party shall execute and deliver to the non-abandoning party or parties an 
69 oil and gas lease, limited to the interval or intervals of the formation or formations then open to produc-
70 tion, for a term of one year and so long thereafter as oil and/or gas is produced f r o m the interval or inter-
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1 vais of the formation or formations covered thereby, such lease to be on the form attached as Exhibit 
2 " B " . The assignments or leases so limited shall encompass the "dr i l l ing uni t" upon which the well is 
3 located. The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon 
4 the relationship of their respective percentages of participation in the Contract Area to the aggregate of 
5 the percentages of participation in the Contract Area of all assignees. There shall be no readjustment 

6 of interest in the remaining portion of the Contract Area. 
7 
8 Thereafter, abandoning parties shall have no further responsibility, l iabil i ty, or interest in the op-

9 eration of or production f rom the well in the interval or intervals then open other than the royalties 
10 retained in any lease made under the terms of this Article. Upon request. Operator shall continue to 
11 operate the assigned well for.the account of the non-abandoning parties at the rates and charges con-
12 templated by this agreement, plus any additional cost and charges which may arise as the result of 
13 the separate ownership of the assigned well. 
14 
15 ARTICLE V I I . 
16 EXPENDITURES AND L I A B I L I T Y OF PARTIES 
17 
18 A. Liabil i ty of Parties: 
19 
20 The liabili ty of the parties shall be several, not joint or collective. Each party shall be responsible 
21 only for its obligations, and shall be liable only fo r its proportionate share of the costs of developing 
22 and operating the Contract Area. Accordingly, the liens granted among the parties i n Art ic le VI I .B . are 
23 given to secure only the debts of each severally. I t is not the intention of the parties to create, nor shall 
24 this agreement be construed as creating, a mining or other partnership or association, or to render the 
25 paities liable as partners. 
26 

27 B. Liens and Payment Defaults: 
28 
29 Each Non-Operator grants to Operator a lien upon its o i l and gas rights in the Contract Area, and a 
30 security interest in its share of oi l and.br gas when extracted and its interest i n al l equipment, to secure 
31 payment of its share of expense, together wi th interest thereon at the rate provided in the Accounting 
32 Procedure attached hereto as Exhibit "C". To the extent that Operator has a security interest under the 
33 Uniform Commercial Code of the State, Operator shall be entitled to exercise the rights and remedies 
34 of a secured party under the Code. The bringing of a suit and the obtaining qf judgment by Operator 
35 for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 
36 rights or security interest as security for the payment thereof. In addition, upon default by any Non-
37 Operator in the payment of its share of expense, Operator shall have the right, without prejudice to 
38 other rights or remedies, to collect f rom the purchaser the proceeds f rom the sale of such Non-Operator's 
39 share of oil and'or gas unti l the amount owed by such Non-Operator, plus interest has been paid. Each 
40 purchaser shall be entitled to rely upon Operator's wri t ten statement concerning the amount of any de-
41 fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-
42 erator's proportionate share of expense. 
43 
44 I f any party fails or is unable to pay its share of expense wi th in sixty (60) days after rendition of 
45 a statement therefor by Operator, the non-defaulting parties, including Operator, shall, upon request by 
46 Operator, pay the unpaid amount in the proportion that the interest of each such party bears to the i n -
47 terest of al l such parties. Each party so paying its share of the unpaid amount shall, to obtain reimburse-
48 ment thereof, be subrogated to the security rights described in the foregoing paragraph. 
49 
50 C. Payments and Accounting: 
51 
52 Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses 
53 incurred in the development and operation of the Contract Area pursuant to this agreement and shall 
54 charge each of the parties hereto wi th their respective proportionate shares upon the expense basis pro-
55 vided in the Accounting Procedure attached hereto as Exhibit "C". Operator shall keep an accurate 
56 record of the joint account hereunder, showing expenses incurred and charges and credits made and 
57 received. 
58 
59 Operator, at its election, shall have the right f r o m time to time to demand and receive f rom the 
60 other parties payment in advance of their respective shares of the estimated amount of the expense to 
61 be incurred in operations hereunder during the next succeeding month, which right may be exercised only 
62 by submission to each such party of an itemized statement of such estimated expense, together w i t h 
63 an invoice for its share thereof. Each such statement and invoice for the payment in advance of esti-
64 mated expense shall be submitted on or before the 20th day of the next preceding month. Each party 
65 shall pay to Operator its proportionate share of such estimate wi th in f if teen (15) days after such es-
66 timate and invoice is received. I f any party fails to pay its share of said estimate wi th in said time, the 
67 amount due shall bear interest as provided in Exhibit "C" unt i l paid. Proper adjustment shall be 
68 made monthly between advances and actual expense to the end that each party shall bear and pay its 
69 proportionate share of actual expenses incurred, and no more. 
70 
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1 D Limitation of F.N. pen tl it u res: 
•t 

;{ 1. Dri l l or Diepep.: Without the consent of all parties, no well shall he drilled or deepened, ex-

4 ccpt any well drilled or tleepep.ou pursuant to the provisions of Article VI.C.2. of this A-iroo-nent. eem.g 

5 understood that the consent to the drilling, or deepening shall include: 

G 
7 ~~ Option .Vo. 1: A l l necessary expenditures for the dr i l l ing or deepening, testing, completing and 

8 equipping ot the well, including necessary tankage and or surface facilities. 

9 
10 ~x Option N'o. 2: Al l necessary expenditures for the dr i l l ing or deepening and testing of the wel l . When 
11 such well has reached its authorized depth, and all tests have been completed. Operator shall give i rn-
12 mediate notice to the Non-Operators who have tho right to participate m the completion costs. The parties 
13 receiving such notice shall have forty-eight (4S) hours (exclusive of Saturday, Sunday and legal i . o i i -
14 days) in which to eiect to participate in the setting of casing and the completion attempt. Such election, 
lo when made, shall include consent to all necessary expenditures for the completing and equipping of such 
1>3 •veil, inducing necessary tankage and or surface facilities. Failure of any party receiving such notice 
1" to reply within the period above fixed shail constitute an election by that party not to participate :n 
lo the cost ot the completion attempt. I f one or more, but less than al l of the parties, elect to set pice and 
19 ;o attempt a completion, the provisions of Article VI.B.2. hereof (the phrase •"reworking, deepening or 
20 plugging back" as contained in Article VI.B.2. shall be deemed to include ""completing") shall apply to 
21 the operations thereafter conducted by less than al l parties. 
n o 

23 2. Rework or Plug Back: Without the consent of ai l parties, no wel l shail be reworked or plugged 
24 bacK except a well reworked or plugged back pursuant to the provisions of Article VI.3.2. of this agree-
25 ment. it being understood that the consent to the reworking or plugging back of a we i l shail include 
25 consent to all necessary expenditures in conducting such operations and completing and equipping of 
27 said well, including necessary tankage and or surface facilities. 

23 
29 3. Other Operations: Operator shall not undertake any single project reasonably estimated to require 
30 an expenditure m excess of F i f t e e n Thousand Dollars (SIS , 0 0 0 . Of) ) 
31 except in connection with a weil . the dri l l ing, reworking, deepening, completing, recompleting. or piug-

gir.g back of which has been previously authorized by or pursuant to this agreement: provided, i tow-
o3 ever. that, in case of explosion, f ire, flood or other sudden emergency, whether of the same or different 
34 nature. Operator may take such steps and incur such expenses as in its opinion are required to deal •.vith 
35 the emergency to safeguard life and property but Operator, as promptly as possible, shail report the emar-
36 ger.cy to the other parties. I f Operator prepares "Authori ty for Expenditures" for i t^ own use. 
37 Operator, upon request, shall furnish copies of its "Authori ty for Expenditures'' for any single protect 
33 costing in excess of F i f t e e n Thousand — nniinrs ( a 15 . 0 0 0 . 0 0 > 
39 
40 E. Royalties. Overriding Royalties and Other Payments: 
41 - -
42 Each party shail pay or delivez\ or cause to be paid or delivered, al l royalties - • • ~ i * w — — 
43 due on its share of production and shall hold the other parties tree 
44 from any liability therefor. I f the interest of any party in any oi l and gas lease covered by this agree-
45 ment is subject to any royalty, overriding royalty, production payment, or other charge over and above 
46 the aforesaid royalty, such party shall assume and alone bear al l such obligations and shail account 
47 for or cause to be accounted for. such interest to the owners thereof. 
43 

49 No party shall ever be responsible, on any price basis higher than the price received by such party. 
50 to any other party's lessor or royalty owner; and i f any such other party's lessor or royalty owner should 
51 demand and receive settlements on a higher price basis, the party contributing such lease shall bear the 
52 royalty burden insofar as such higher price is concerned. 
53 
54 F. Rentals, Shut-in Well Payments and Minimum Royalties: 
55 

56 Rentals, shut-in well payments and minimum royalties which may be required under the terms of 
57 any lease shall be paid by the party or parties who subjected such lease to this agreement at its or their 
5H expense. In the event two or more parties own and have contributed interests in the same lease to this 
59 agreement, such parties may designate one of such parties to make said payments for and on behalf of all 
60 such parties. Any party may request, and shall be entitled to receive, proper evidence of all such pay-
61 ments. In the event of failure to make proper payment of any rental, shut-in well payment or minimum 
62 royalty through mistake or oversight where such payment is required to continue the lease in force. 
03 any loss which results from such non-payment shall be borne in accordance wi th the provisions of Article 
64 IV.B.2. 
65 

66 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well , or the siuit-
67 ting in or return to production of a producing gas well , at least five (5) days (excluding Saturday, Sun-
i*3 day and holidays), or ar the earliest opportunity permitted by circumstances, prior to taking such action. 
>i0 but assumes no liability for failure to do so. In the event of failure by Operator to so r.otifv Non-
70 Operator, the loss ot any lease contributed hereto by Non-Operator for failure to make timely payments 
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1 o; any shut-m •.vc!'. payment shail he borne mtr.tlv by 'be. partus tie: r tu UIUSIT tne p:ovi-i<ir.< -•: .V.t.g.e 

2 IV.3.3. 
3 
4 C. T.ives: 
5 
6 Beginning with the t'irst calendar year after the effective date hereof. Operator -hail vender for r.d 
7 valorem taxation all property subject to this agreement which by law should be rendered for such 
3 taxes, and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the rcn-
9 dition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not be 

10 linv'ed to. royalties, overriding royalties and production payments) on leases and oil and gas interests con-
l ; tributed bv such. Non-Operator I f the assessed valuation of any leasehold estate is reduced by reason or its 
12 being subiec: to outstanding excess royalties, overriding royalties or production payments, the r-_ duet urn :n 
13 ad valorem taxes resulting thereirom shall mure to the benefit of the owner or owners or sue:; '.earmold 
14 estate, and Operator shali adjust the charge to such owner or owners so as to reflect "he bene;:: n : -uch 
lo icc.uc^.on. Operator shali bi l l other parties for their proportionate share of all tax pavments in the ~ a : i -
16 ner provided :n Exhibit "C"'. 

i 7 
liJ If Operator considers any tax assessment improper. Operator may. at its discretion, protest •.vithin 
15 '.lie time and manner prescribed by law. and prosecute the protest to a f inal determination, unless all 
29 parties agree to abandon the protest prior to final determination. During the pendency of administrative 
21 •••r judicial proceedings. Operator may elect to pay, under protest, al l such taxes and any interest ar.d 
22 ponaity. When any such protested assessment shall have been f inal ly determined. Operator snail pay 
23 the tax for the joint account, together wi th anv interest and penalty accrued, and the total cost snail then 

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

-5 
25 Each party shall pav or cause to be paid all production, severance, gathering and other taxes i m -
27 posed upon or wi th respect to the production or handling of such party's share of oil and or gas pro-
23 duced under the terms of this agreement. 
29 
20 H. Insurance: 

32 At all times while operations are conducted hereunder. Operator shali comply w i t h the Workmen.'* 
33 Comuensatior. Law of the State where the operations are being conducted: groviTi . r — i n - , - ; - , " ; - — — 

tor'nciijuity unaor :a:a compe-nix.tier, .aw: in wnio.n." .'. 
ia •.•>.;.: i . iiuac tu tnu 'Oir.t account .'nan i:c ar. :.mount oqi:iv;-.:oiu 
36 bc.n "cud '•.;.•.:i uen ir.iurinco boon obtained. Operator shall also carry or provide insurance for the 
37 benefit of the joint account of the parties as outlined in Exhibit "D" . attached to and made a par: hereof. 
33 Operator shall require ail contractors engaged in work on or for the Contract Area to comply wi th the 
39 Workmen's Compensation Law of the State where the operations are being conducted and to maintain 
40 sitci other insurance as Operator may require. 
41 
42 In the event Automobile Public Liabil i ty Insurance is specified in said Exhibit "D" or sucseauoitilv 
43 receives the approval of the parties, no direct charge shall be made by Operator tor premiums naid ror 
44 such insurance for Operator's fu l ly owned automotive equipment. 
45 
46 ARTICLE V I I I . 

47 ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST 
48 
49 A. Surrender of Leases: 
50 

51 Tlie leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall 
52 not be surrendered in whole or in part unless al l parties consent thereto. 
53 
54 However, should any party desire to surrender its interest in any lease or in any portion thereof, and 
55 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 thereof, and any well , material and 
57 equipment which may be located thereon and any rights in production thereafter secured, to the paities 
53 not desiring to surrender it. I f the interest of the assigning party includes an oil and gas interest, the as-
59 signing party shall execute and deliver to the party or parties not desiring to surrender an oi l and gas 
60 lease covering such oil and gas interest for a term of one year and so long thereafter as oil and or gas 
61 is produced from the land covered thereby, such lease to be on the form attached hereto as Exhibit "•3". 
62 Upon such assignment, the assigning party shall be relieved f rom all obligations thereafter accruing. 
63 but not theretofore accrued, wi th respect to the acreage assigned and the operation of any wel l thereon, 
64 and the assigning party shall have no further interest in the lease assigned and its equipment and pro-
65 duchon other than the royalties retained in any lease made under the terms of this Article. The parties 
66 assignee shall pay to the party assignor the reasonable salvage value of the lattcr's interest in any wells 
67 and equipment on the assigned acreage. The value of all material shall be determined ir. accordance 

•• it:; the provisions oi Exhibit "C". less the .stimated cost of salvaging and the estimated cost of olug-
"<>an<;nni::g. [• the assignment is ir. fuvor of mote than one partv, tho a*si —cd -•e- ' .^ ^ -a l l 

ro 

r . 
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1 be shared by the parties assignee in the proportions that the interest of each bears to the interest of a l l 

2 parties assignee. 

3 

4 Any assignment or surrender made under this provision shall not reduce or change the assignor's or 
5 surrendering parties' interest, as i t was immediately before the assignment, in the balance of the Contract 
6 Area; and the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter 
7 be subject to the terms and provisions of this agreement. 
8 
9 B. Renewal or Extension of Leases: 

10 
11 I f any party secures a renewal of any oi l and gas lease subject to this Agreement, a l l other parties 
12 shall be notified promptly, and shall have the right for a period of th i r ty (30) days fol lowing receipt 
13 of such notice in which to elect to participate in the ownership of the renewal lease, insofar as such 
14 lease affects lands within the Contract Area, by paying to the party who acquired i t their several proper 
15 proportionate shares of the acquisition cost allocated to that part of such lease wi th in the Contract Area, 

16 which shall be in proportion to the interests held at that time by the parties in the Contract Area. 

17 
18 I f some, but less than all , of the parties elect to participate in the purchase of a renewal lease, i t 
19 shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of 
20 their respective percentage of participation in the Contract Area to the aggregate of the percentages 
21 of participation in the Contract Area of a l l parties participating in the purchase of such renewal lease. 

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

23 

24 Each party who participates i n the purchase of a renewal lease shall be given an assignment of its 

25 proportionate interest therein by the acquiring party. 

26 

27 The provisions of this Article shall apply to renewal leases whether they are for the entire interest 
28 covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease 
29 taken before the expiration of its predecessor lease, or taken or contracted for wi th in six (6) months after 
30 the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted 
31 for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal 
32 lease and shall not be subject to the provisions of this agreement. 
33 
34 The provisions in this Article shall apply also and in like manner to extensions of o i l and gas 
35 leases. 
36 
37 C. Acreage or Cash Contributions: 
38 
39 While this agreement is in force, i f any party contracts for a contribution of cash toward the dr i l l ing 
40 of a well or any other operation on the Contract Area, such contribution shall be paid to the party who 
41 conducted the dri l l ing or other operation and shall be applied by i t against the cost of such dr i l l ing or 
42 other operation. I f the contribution be in the form of acreage, the party to whom the contribution is 
43 made shall promptly tender an assignment of the acreage, without warranty of title, to the Dr i l l ing 
44 Parties in the proportions said Dr i l l ing Parties shared the cost of dr i l l ing the well . I f a l l parties hereto 
45 are Dri l l ing Parties and accept such tender, such acreage shall become a part of the Contract Area and 
46 be governed by the provisions of this agreement. I f less than al l parties hereto are Dr i l l i ng Parties and 
47 accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt-
48 ly not i fy al l other parties of al l acreage or money contributions i t may obtain in support of any wel l or 
49 any other operation on the Contract Area. 
50 
51 I f any party contracts for any consideration relating to disposition of such party's share of substances 
52 produced hereunder, such consideration shall not be deemed a contribution as contemplated in this 

53 Article VIII .C. 
54 
55 D. Subsequently Created Interest: 
56 
57 Notwithstanding the provisions of Article VII I .E . and VTII.G., i f any party hereto shall, subsequent 
58 to execution of this agreement, create an overriding royalty, production payment, or net proceeds inter-
59 est, which such interests are hereinafter referred to as "subsequently created interest", such subsequently 
60 created interest shall be specifically made subject to all of the terms and provisions of this agreement, as 
61 follows: 
62 
63 1. I f non-consent operations are conducted pursuant to any provision of this agreement, and the 
64 party conducting such operations becomes entitled to receive the production attributable to the interest 
65 out of which the subsequently created interest is derived, such party shall receive same free and clear 
66 of such subsequently created interest. The party creating same shall bear and pay all such subsequently 
67 created interests and shall indemnify and hold the other parties hereto free and harmless f rom any and 
68 all l iabil i ty resulting therefrom. 
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1 2. If the owner of the interest trom which the subsequently created interest is derived 11) :'.ms to 
2 pay. when due. its share of expenses chargeable hereunder, or (2) elects to abandon a wel! under pro-
3 visions of Article VI.E. hereof, or (3) elects to surrender a lease under provisions of Art icle V I I I . A . 
4 hereof, the subsequently created interest shall be chargeable with the pro rata portion of all expenses 
5 hereunder in the same maimer as if such interest were a working interest. For purposes of collecting 

6 such chargeable expenses, the party or parties who receive assignments as a result of (2) or (3) above 
7 shall have the right to enforce all provisions of Article V I I . B . hereof against such subsequently created 

8 interest. 
9 

10 E. Maintenance ol" Uniform Interest: 
11 
12 For the purpose of maintaining uniformity of ownership iu the oi! and gas leasehold interests 
13 covered by this agreement, and notwithstanding any other provisions to the contrary, no party -hall 
14 sell, encumber, transfer or make other disposition of its interest in the leases embraced wi th in tho Con-
15 tract Area and in wells, equipment and production unless such disposition covers either: 
16 
17 1. the entire interest of the party in al l leases and equipment and production: oi­
ls 
19 2. an equal undivided interest in a l l leases and equipment and production in the Contract Area. 
20 
21 Every such sale, encumbrance, transfer or other disposition made by any party shal! be made ex-
22 pressly subject to this agreement, and shall be made without prejudice to the right of the other parties. 
23 
24 I f . at any time the interest of any party is divided among and owned by four or more co-owners. 
25 Operator, at its discretion, may require such co-owners to appoint a single trustee or agent with f u l l 
26 authority to receive notices, approve expenditures, receive billings for and approve and pay such party's 
27 share of the joint expenses, and to deal generally wi th , and wi th power to bind, the co-owners of such 
28 party's interests within the scope of the operations embraced in this agreement: however, all such 
29 co-owners shall have the right to enter into and execute al l contracts or agreements for the disposition 
30 of their respective shares of the oil and gas produced f r o m the Contract Area and they shall have the 
31 right to receive, separately, payment of the sale proceeds hereof. 
32 
33 F. Waiver of Right to Partition: 
34 
35 I f permitted by the laws of the state or states in which the property covered hereby is located, each 
36 party hereto owning an undivided interest in the Contract Area waives any and all rights it may have 
37 to partition and have set aside to it in severalty its undivided interest therein. 
38 
39 G. Preferential Right to Purchase: 
40 
41 - Should any party desire -to coll all or any part of iU in to ro ju • under t hu agreenmnt. or i u i :.>:•_:: . u \ j . 
42 interesi"lr~wv_the Contract Area, it shall promptly give wri t ten notice to the other parties. w i t h ^ * i ^ m f o r -
43 mation concerning>Si5^_proposed sale, which shail include the name and address ofihe-^5rospectivo r u r -
44 chaser (who must be reacy-r-stUHng and able to purchase), the purchase^y*reTand ali other terms of 
45 the offer. The other parties shalltaTwwha\-e an optional prior^rig-hrTTor a period of ten (10) days after 
46 receipt of the notice, to purchase on the sarr le^e«n^and--<rffn^ the interest which the other carty 
47 proposes to sell: and. if this optional r igh t j£^exemse^ i>-J j j e purchasing parties shall share the cur-
48 chased interest in the proportions th^t-<he interest of each bears^-to^he total interest of al l purchasing 
49 parties. However, there shall--be~no preferential right to purchase in thosec*twesw'here any party wishes 
50 to mortgage itsiritertStsT or to dispose of its interests by merger, reorganizationr~c"c*?sa*4dation. or sale 
51 of a l loj>«rBstant ia l ly all of its assets to a subsidiary or parent company or to a subsidiaryo^-a^rarent 
52 ^oTnpuny. or to any company , in which any one party owns a majority of the stock. "~~̂ » 
53 
54 ARTICLE I X . 
55 INTERNAL REVENUE CODE ELECTION 
56 
57 This agreement is not intended to create, and shall not be construed to create, a relationship of part-
53 nership or an association for profit between or among the parties hereto. Notwithstanding any pro-
59 visions herein that the rights and liabilities hereunder are several and not joint or collective, or that this 
60 agreement and operations hereunder shall not constitute a partnership, if, for Federal income tax pur-
61 poses, this agreement and the operations hereunder are regarded as a partnership, each party hereby 
62 affected elects to be excluded from the application of al l of the provisions of Subchapter " K " . Chapter 
63 1. Subtitle " A " , of the Internal Revenue Code of 1954. as permitted and authorized by Section 761 of 
64 the Code and the regulations promulgated thereunder. Operator is authorized and directed to execute on 
65 behalf of each party hereby affected such evidence of this election as may be required by the Secretary 
66 ot the Treasury of the United States or the Federal Internal Revenue Service, including specifically, but 
67 not by way of limitation, all of the returns, statements, and the data required by Federal Regula-
C." tions 1.761. Should there be any requirement that each party hereby affected give further evidence of 
69 this election, each such party shall execute such document.-, and furnish such other evidence as may be 
70 required by the Federal Internal Revenue Service or as may be necessary to evidence this election. No 

- 12 -
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1 such party shall give any notices of take any other action inconsistent wi th the election made hereby. 
2 If any present or future income tax laws of the state or states in which tbe Contract Area is located or 
3 any future income tax laws of the United States contain provisions similar to those in Subchapter K " . 
4 Chapter I . Subtitle - A " , of the Internal Revenue Code of 1954. under which an election similar to that 
5 provided by Section 761 of the Code is permitted, each party hereby affected shall make such election as 
6 may be permitted or required by such laws. In making the foregoing election, each such party states that 
7 the income derived by such party from Operations hereunder can be adequately determined without the 

8 computation of partnership taxable income. 
9 

10 ARTICLE X . 
11 CLAIMS AND LAWSUITS 
12 

13 Operator may settle any single damage claim or suit arising f rom operations hereunder i f the ex-
14 penditurc does not exceed T w e n t y - F i v e Thousand Dollars 
15 (S 2 5 , 0 0 0 - 0 0 ) a n d ;f the payment is in complete settlement of such claim or suit. I f the amount 

16 re.-.uired for settlement exceeds the above amount, the parties hereto shall assume and take over the 
17 further handling of the claim or suit, unless such authority is delegated to Operator. A l l ccsts and ex-
1S pep.se of handling, settling, or otherwise discharging such claim or suit shall be at the joint expense 
19 of the parties. I f a claim is made against any party or if any party is sued on account of any matter 
20 arising from operations hereunder over which such individual has no control because of the rights given 
21 Operator by this agreement, the party shall immediately not i fy Operator, and the claim or suit shall 
22 be treated as any other claim or suit involving operations hereunder. 

24 ARTICLE X I . 
25 FORCE MAJEURE 
26 

27 I f any party is rendered unable, wholly or in part, by force majeure to carry out its obligations 
28 under this agreement, other than the obligation to make money payments, that party shail give to al l 
29 other parties prompt writ ten notice of the force majeure w i t h reasonably f u l l particulars concerning i t : 
30 thereupon, the obligations of the party giving the notice, so far as they are affected by the force majeure. 
31 shall be suspended during, but no longer than, the continuance of the force majeure. The affected party 
32 shall use all reasonable diligence to remove the force majeure situation as quickly as practicable. 
33 
34 The requirement that any force majeure shall be remedied wi th al l reasonable dispatch shall not 
35 require the settlement of strikes, lockouts, or other labor d i f f i cu l ty by the party involved, contrary to its 
36 wishes: how all such difficulties shall be handled shall be entirely wi th in the discretion of the party 
37 concerned. 
38 

39 The term "force majeure", as here employed, shall mean an act 'of God. strike, lockout, or other 
40 industrial disturbance, act of the public enemy, war. blockade, public riot, lightning, f i re , storm, flood. 
41 explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment. 
42 and any other cause, whether of the kind specifically enumerated above or otherwise, which :s not 
43 reasonably wi th in the control of the party claiming suspension. 
44 

45 ARTICLE X I I . 
46 NOTICES 
47 

48 A l l notices authorized or required between the parties, and required by any of the provisions of 
49 this agreement, unless otherwise specifically provided, shall be given in wr i t ing by United States mail 
50 or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the party to 
51 whom the notice is given at the addresses listed on Exhibit • 'A". The originating notice given under any 
52 provision hereof shall be deemed given only when received by the party to whom such notice is directed. 
53 and the time for such party to give any notice in response thereto shall run f rom the date the origh-.at-
54 ing notice is received. The second or any responsive notice shall be deemed given when deposited in 
55 the United States mail or w i th the Western Union Telegraph Company, w i th postage or charges prepaid. 
56 or when sent by teletype. Each party shall have the right to change its address at any time, and f r o m 
57 time to time, by giving writ ten notice hereof to all other parties. 
58 
59 ARTICLE X I I I . 
60 TERM OF AGREEMENT 
01 
62 This agreement shall remain in f u l l force and effect as to the oi l and gas leases and or oil and gas i n -
63 tercsts subjected hereto for the period of time selected below: provided, however, no patty hereto shall 
64 ever be construed as having any right, title or interest in or to any lease, or oi l and gas interest con-
65 tributed by any other party beyond the term of this agreement. 
66 
67 x Option N'o. I : So long as any of the oil and gas leases subject to this agreement remain or are con-
63 tir.ued m force as to any part of the Contract Area, whether by production, extension, renewal or other-
69 wise, and or so long as oil and or gas production continues f rom any lease or o i l and gas interest. 
70 
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j - On'iori No J: In !jv: event the well iio.-cr:'-i-'i u r Article VTA . or .mv <ni'..i"!t;oir wHi • 
2 under anv provision of this agreement, result* :n production m nil and i»r gas in p.i\ mg n a . - . : : ' t n t > 
3 agreement -hail coiitim:-' in force so long as any such well or well ; produce, or are <-ap;il<k- •>! f :<"iuc-
4 tan:, and for an additional period of dav.. f rom conation ol all product 10:1: provided, however. 
a if. prior to the expiration ol such additional period, one or more of the patties he: ero ate engaged in 
it' dr i l l ing or reworking a well or wells hereunder, thi:: agreement shall continue in ;o:ce unti l such op. 
7 orations have been completed and if production results therefrom, this agreement shall continue in 
3 force as provided herein. In the event the well described in Article VI.A. , or any subsequent well 
9 drilled hereunder, results in a dry hole, and no other well is producing, or capable of producing, oil 

10 and or gas f rom the Contract Area, this agreement shall terminate unless dri l l ing or reworking opcra-
11 tions are commenced within days from the date of abandonment of said '.veil. 

12 
13 U is agreed, however, that the termination of this agreement shall not relieve any party hereto iron: 

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

15 
HI ARTICLE X I V . 
17 COMPLIANCE WITH LAWS AND REGULATIONS 

13 
19 A. Laws. Regulations and Orders: 

20 

21 This agreement shall be subject to the conservation laws of the state in which the committed 
22 acreage is located, to the valid rules, regulations, and orders of any duly constituted regulatory body of 
23 said state: and to all other applicable federal, state, and local laws, ordinances, rules, regulations, and 
24 orders. 
25 
26 B. Governing Law: 

27 
28 The essential validity of this agreement and al l matters pertaining thereto, including, but not l i m -
29 ited to. matters of performance, non-performance, breach, remedies, procedures, rights, duties and i n -
30 terpretation or construction, shall be governed and determined by the law of the state in which the 
31 Contract Area is located. I f the Contract Area is in two or more states, the law of the state where mos: 
32 of the land in the Contract Area is located shall govern. 
33 
34 ARTICLE X V . 
35 OTHER PROVISIONS 

36 

37 (a) I f any p a r t y hereto h e r e a f t e r should create any o v e r r i d i n g r o y a l t y , 

33 production payment, or other burden against i t s working i n t e r e s t p r o d u c t i o n 

39 and i f any other p a r t y or p a r t i e s should conduct non-consent operations 

40 pursuant to any pr o v i s i o n s of t h i s agreement and, as a r e s u l t , become e n t i t l e d 

41 to receive the working i n t e r e s t production otherwise belonging to the non-

42 p a r t i c i p a t i n g p a r t y , the pa r t y or p a r t i e s e n t i t l e d to re c e i v e the working 

43 i n t e r e s t production of the n o n - p a r t i c i p a t i n g p a r t y s h a l l receive any such 

4 4 production f r e e and c l e a r o f burdens against such produ c t i o n which may have 

4 3 been created subsequent t o t h i s agreement and the n o n - p a r t i c i p a t i n g p a r t y 

4 g c r e a t i n g such subsequent burdens s h a l l save the p a r t i c i p a t i n g p a r t y or p a r t i e s 

4- harmless w i t h respect to the r e c e i p t of such working i n t e r e s t p r o d u c t i o n . 

48 

4 g (b) Subject to the other p r o v i s i o n s h e r e i n contained, t h i s agreement s h a l l 

5 0 c o n s t i t u t e a covenant running w i t h the land and w i t h the o i l and gas e s t a t e s , 

5 1 and i s assignable, and the covenants, o b l i g a t i o n s , terms and p r o v i s i o n s hereof 

5 , s h a l l run w i t h the assignment and extend t o and be b i n d i n g upon the p a r t i e s 

5~ hereto and t h e i r r e p r e s e n t a t i v e s , successors and assigns. 

54 

55 

56 

57 

53 

59 

60 

61' 

62 

63 

64 

65 

66 

67 

63 

69 

70 

14 -



A.A.P.L. I ('UM <.Ki - MOUI.l. U'i'.M UPI.UA ! i.\'<." At-T.l.i MJ.;,T • 

1 
2 
3 
4 
r. 
o 
7 
(I 
0 
10 
11 
12 
13 
14 
15 
IG 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
3G 
37 
38 
39 
40 
41 
42 
43 
44 
45 
4G 
47 
48 
49 
50 
51 
52 
53 
54 
55 
5G 
57 
58 
59 
GO 
Gl 
G2 
G3 
Cl 
G5 
GG 
G7 
00 

on 
70 

A R T I C L E . X V I . 

M I M L I . L A N E O I . S 

Thi:: ;i|:icrim-i.l .-.ball l»- LindinC ii|mn and .-.hall iwin: t<> Hi«; benefit <>f tin- pat lies liciclo and to their 
ic::p< ctivf Ji.-u:;, devi.ee:;, leiial wpi cr.cmlative:;, :.IICCI-:;NOI :: .uni ;ir.::ii;i»r:. 

Thi:; inr.li IIIIK I I I may he executed in any number of counlei pai I : ; , each of which :.lial! lie considered 

fin oiici'K'l for ;iJI pui po.-.c.-;. 

JN WITNESS WHEREOF, Ibis agreement shall be effective as of l s t . day of ApXiJ , 

19_?iL_. 

O P E R A T O R 

ALPHA TWENTY-ONE PRODUCTION COMPANY 

u t i v e V i c e Pres ident 

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

Hanesco, Inc. 

By: 

Unicorn Energy 

BY: 

D. L. Hannifin Robert H. Hannifin 

D. L. Hannifin Family Trust Stanley Siaten 

Stranco, Ltd. 

Curtis L. Neeley 

Tommy Phipps 
Patrick J. Hannifin 

Morris E. Schertz 
Bob Phipps 

R. (Tom) Laws 
Joe Alexander 

William J. McCormick 
Jack P. C a r g i l l 

Steve Strain 
William B. Blakemore I I 

Jack D. Mussett 
Elizabeth Allen Blakemore 

Alpha Twenty-One Corporation 
Robert Lansford 

Byj 
William B. Blakemore I I , President 

John Carter 
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AI;TK I.I: xvi. 
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Thi:: ; i | ' . i cement shall be hiniliuc upon ami shall m u i r In (he benefit of Uie pat lies heielo ar.d lo thcir 

Jcspeilive heir :;, devi:.ee:;, lei;al i epi cr.eiilal i ve:;, :.luxe:.soi:. and :i:.sii:n:: 

Thi:; insli u inr i i t may be executed in any number of counlei part:;, each of whic h :.hall be considered 

(in original for all purpose:;. 

IW V/ITNUL'fJ WJIKKL'Or, thi:: agreement shall be effective ns of 1 s t . day of A p r i l , 

ir>_?it_. 

O P E R A T O R 

ALPHA TWENTY-ONE^PRODUCTION COMPANY 

ommy / h i p r j B , E x e c u t i v e V i c e P r e s i d e n t 

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

C l i f f o r d Cone 

Thomas R. Cone 

Kenneth G. Cone 

Douglas L. Cone 

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. 

I I . Percentage of Interest of the Parties to the Operating Agreement as i t applies 
to the t r a c t 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 "A" 

Mineral Interest 

William J. McCormick 
2905 San Pablo NE 
Albuquerque, New Mexico 87110 .02312864 

R. (Tom) Laws 
P. 0. Box 446 
Roswell, New Mexico 88201 .01156432 

Jack P. C a r g i l l 
P. 0. Box 2692 
Roswell, New Mexico .01156432 

Curtis L. Neeley 
2100 F i r s t National Bank Building 
Midland, Texas 79701 .01156432 

Jack D. Mussett 
604 Petroleum Building 
Midland, Texas 79701 .02312864 

Elizabeth Allen Blakemore 
2100 F i r s t National Bank Building 
Midland, Texas 79701 .01156432 

William B. Blakemore I I 
2100 F i r s t National Bank Building 
Midland, Texas 79701 .04625728 

Alpha Twenty-One Corporation 
2100 F i r s t National Bank Building 
Midland, Texas 79701 .14571051 

C l i f f o r d Cone 
P. 0. Box 6010 
Lubbock, Texas 79413 .00833334 

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 - ORRI 

Jack D. Mussett - ORRI 

Royalty Interests 

.00833334 

.00833333 

.00833333 

.00833333 

.04270834 

.02000000 

.03000000 

.18795574 

1.00000000 



EXHIBIT "B" 

There is no Exhibit "B" 
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Recommended bv fhe 
Counci l or Petroleum 

ftSSBfl 6 0 1 . T U L S A 74101 Accountants Societ ie. o f 
No r th Amer ica 

EXHIBIT 

Attached to and made a part of ..OpemtJ.!J^..Agr.e^entLjda^ed.ApriL._L, 
ij9^.j...by...and. between. 
as Operator and Hanesco, I n c . , Et A l a £ „ N o n ^ £ e r a t o j : s 

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

I . GENERAL PROVISIONS 

1. Definitions 
"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting 
Procedure is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 
maintenance of the Joint Property. 
"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint 
Operations and which are to be shared by the Parties. 
"Operator" shall mean the party designated to conduct the Joint Operations. 

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

"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean 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. 

2. 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 wil l be accompanied by statements which identify the author­
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of i n ­
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep­
arately identified and fully described in detail. 

3. Advances and Payments by Non-Operators 
Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance then-
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. 

4. Adjustments 
Payment of any such bills shali 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. 

5. 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 wil l 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. 

6. 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-Opera­
tors. 
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I I DIRECT CHARGES 

Opernor s lu l i charge the Join: Account with the following items: 

1. Rentals and Royalties 

Lease rentals ar.d royalties paid by Operator ior the Joint Operations. 

2. Labor 

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

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

(3) Salaries and wages of Technical Employees directly employed on the Joiat Property i f such charges are 
excluded f rom the Overhead rates. 

B. Operator's cost of hoiidav. vacation, sickness and disability benefits and other customary allowances paid to 
employees whose salaries and wages are chargeable to the Joint Account under Paragrapn 2A of this: Svef.cn 
I I . Such costs under this Paragraph 23 may be charged on a ""when and as paid basis" or by "percentage as­
sessment" on the amount of salaries and wages chargeable to the Joint Account under Paragrapn 2A o: tnis 
Section I I . If percentage assessment is used, the rate shall be based on the Operator's cost experience. 

C. Expenditure? or contributions made pursuant to assessments imposed by governmental author:";.- winch are 
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 23 o: "his Sec­
tion I I . 

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

3. Employee Benefits 

Operator's current costs of established plans for empiovees' group l i fe insurance, hospitalization, pension, re­
tirement, stock purchase, thr i f t , bonus, and other benefit plans of a like nature, applicable to Operator s' labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I shali be Operator's actual 
cost not to exceed twenty per cent ( 2 0 ^ ) . 

4. Material 

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

5. Transportation 

Transportation of employees and Material necessary tor the Joint Operations but subject to the fol lowing l imi ta ­
tions: 

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

3. I : surplus Material is moved to Operator's warehouse- or other storage point, no charge shail be made to the 
Joint Account for a distance greater than the distance to the nearest reliable suppiy store, recognized barge 
terminal, or railway receiving point unless agreed to by the Patties. No charge shall be made to the Joint A c ­
count tor moving Material to other properties belonging to Operator, uniess agreed to by the Parties. 

C. in the anniication of Subparagraphs A and B above, there shail be no equalization of actual gross trucking cost 
of S200 or less excluding accessorial charges. 

C. Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by 
Paragrapn 9 of Section I I and Paragraph 1. i i of Section I I I . The cost of professional consultant services and con­
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded f r o m the 
Overhead rates. Tlie cost of professional consultant services or contract services of technical personnel not d i ­
rectly engaged on the Joint Property shail not be charged to the Joint Account unless previously agreed to by 
the Parties. 

7. Equipment anil Facilities Furnished by Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com­
mensurate wi th costs of ownership and operation. Such rates shail include costs of maintenance, repairs, other 
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (3-^) 
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area 
of the Joint Property. 

B. . In lieu of charges in Paragraph 7A above. Operator may elect to use average commercial rates prevailing in 
tlic immediate area of the Joint Property less 2 0 r i . For automotive equipment, Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

8. Damages and Losses to Joint Property 

AII < osts or expenses necessary for the repair or replacement of Joint Property made necessary because of dam­
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting f rom Operator's 

i gross negligence or w i l l f u l misconduct. Operator shail furnish Xon-Operator wri t ten notice of damages or loises 
j incurred as soon as practicable after a report thereof has been received by Operator. 
I 
! 9. Legal Expense 
i 
j Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments 
; ar.d amounts paid for settlement of claims incurred in or resulting f rom operations under the agreement or 
I necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff 
j ur ices or expense ot outside aitornevs shail be made unless previously agreed to bv the Parties. A l l other legal 

c.\::«-::sc i.s cor..-.eivred to i:e coveted \ ) V tite- overhead provisions of Seetion I I I unless otherwi ;e agreed to by the 
Pa: t:c>". except as provided •"• Section I . Paragraph 3. 
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10. Taxes j 

Al l 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. 

11. 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 include a charge at Operator's 
cost not to exceed manual rates. 

12. Other Expenditures 

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

I I I . OVERHEAD 

1. 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 IA, or 
( ) Percentage Basis, Paragraph IB. 

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 I I . 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 I I I unless such 
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. 

i i . 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 ( F l a t chargp ppr U P I I ) 

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, whichever 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] A l l 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. 



D. Overhead - Percentage Basis 

(1) Operator shall charge the Joint Account at the following rates: 

(a) Development 
Percent ( of the cost of Development of the Joint Property exclusive of costs 

provided under Paragraph 9 of Section I I and al l salvage credits. 

(b) Operating 
.Percent ( % ) of the cost of Operating the Joint Property exclusive of costs provided 

under Paragraphs 1 and 9 of Section I I , 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 min­
eral interest in and to the Joint Property. 

(2) Application of Overhead - Percentage Basis shall be as follows: 
For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I . de­
velopment shall include all costs in connection with dr i l l ing , redril l ing, deepening or any remedial opera­
tions on any or all wells involving the use of dr i l l ing crew and equipment: also, preliminary expenditures 
necessary in preparation for dri l l ing and expenditures incurred in abandoning when the well is not com­
pleted as a producer, and original cost of construction or installation of f ixed assets, the expansion of rixeu 
assets and any other project clearly discernible as a f ixed asset, except Major Construction as clc. r.ed :r. 
Paragraph 2 of this Section I I I . A l l other costs shali be considered as Operating. 

2. Overhead - Major Construction 

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

of 5 : 
A. Tc of total costs i f such costs are more than S but less than S : plus 
B. TJ of total costs in excess of $ but less than $1,000,000: plus 
C. of total costs in excess of 51,000,000. 

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts 
of a single project shall not be treated separately and the cost of dr i l l ing and workover wells shall be excluded. 

3. Amendment of Rates 

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

IV. PRICING OF JOINT ACCOUNT M A T E R I A L PURCHASES. TRANSFERS AND DISPOSITIONS 

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

1. Purchases 

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

2. Transfers and Dispositions 

Material furnished to the Joint Property and Materia! transferred f r o m the Joint Property or disposed of by the 
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis­
counts: 

A. New Material (Condition A ) 

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

(2) Line Pipe 

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

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

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

B. Good Used Material (Condition B) 

Material in sound and serviceable condition and suitable for reuse without reconditioning: 

(1) Material moved to the Joint Property 

(a) At seventy-five percent (75'; ) o i current new price, as determined by Paragraph 2 A o f this Section IV. 

(2) Material moved from the Joint Property 

(a) A: seventy-live pe'ccnt (75'; ) of current new price, as determined by Paragraph 2A of this Seetion IV. 
if Material was or gmuUy charged to the Joint Account as new Material, or 

* 
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(b) at s ixty-f ive percent (65', ) of current new price, as determined by Paragraph 2 A of th:.- Sector. 

IV. if Material was originally charged to the Joint Account as good used Material at .-ever.lv-. .ve per­
cent (75 ' , ) of current new price. 

Tlie cost of reconditioning, i f 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 tor its original function until 
after reconditioning shall be priced at f i f t y percent (50'; ) of current new price as detormtnect by Para­
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro­
vided Condition C value plus cost of reconditioning docs not exceed Condition B value. 

(2) Condition D 

A l l other Material, including junk, shall be priced at a value commensurate wi th its use or at prevail:.".; 
prices. Materia; no ionger suitable for its original purpose but usable for some other purpose, .-hail be 
priced on a basis comparable with that of items normally used for such other purpose. Operator may ci:s-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval 
of Non-Operators. 

D. Obsolete Material 

Materiai which is serviceable and usable for its original function but condition and or value of sucr. Materia.: 
is not equivalent to that which would jus t i fy a price as provided above may be specially priced as agreed tc gy 
the Parties. Such price should resuit in the Joint Account being charged wi th the value of the service ren­
dered by such Material. 

E. Pricing Conditions 

(1) Loading and unloading'costs may be charged to the Joint Account at the rate of fifteen cents ; 15c) per 
hundred weight on al l tubular goods movements, in lieu of loading and unloading costs sustained, when 
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section I I . 

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

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes 
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the 
required Material at the Operator's actual cost incurred in providing such Materiai. in making it suitable tor use. 
and in moving it to the Joint Property: provided notice in wr i t ing is furnished to Non-Operators of the prop-sed 
charge prior to billing Non-Operators for such Material. Each Non-Operator shali have the right, by so electing and 
notifying Operator wi th in ten days atter receiving notice f rom Operator, to furnish in kind ai l or part oz liis share 
of such Material suitable for use and acceptable to Operator. 

4. Warranty of Material Furnished by Operator 

Operator does not warrant the Material furnished. In case of defective Materiai, credit shall not be passed to the 
Joint Account unt i l adjustment has been received by Operator f rom the manufacturers or their agents. 

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Materiai. 

1. Periodic Inventories. Notice and Representation 

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

2. Reconciliation and Adjustment of Inventories 

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages 
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad­
justments shall be made by Operator wi th the Joint Account for overages and shortages, but Operator shali be 
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. I t shall 
be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes 
place. In such cases, both the seller and the purchaser shall be governed by such inventor} -. 

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 
Parties. 



EXHIBIT "D" 

INSURANCE 

A. OPERATOR shal l not be l i a b l e for damages ar i s i n g out of i n j u r i e s 
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 i n 
connection with the operations hereunder on the Unit Area except for w i l l ­
f u l misconduct or gross negligence of OPERATOR. 

B. OPERATOR s h a l l , at a l l times while operations are conducted on 
the Unit Area, carry insurance f o r the j o i n t account as follows: 

1. Employer's L i a b i l i t y and Workmen's Compensation 
Insurance covering the employees of OPERATOR engaged 
i n operations hereunder, i n compliance with the laws 
of the state embracing the Unit Area. 

2. General Public L i a b i l i t y Insurance covering a l l 
operations conducted by OPERATOR f o r the j o i n t 
account hereunder, w i t h bodily i n j u r y or death l i m i t 
of not less than $500,000.00 for i n j u r i e s to or 
death of any one person, not less than $500,000.00 
for i n j u r i e s to or death of more than one person 
resul t i n g from any one accident, and for property 
damage with a l i m i t of not less than $250,000.00 
for damage to property for each accident; and 

3. Automobile Public L i a b i l i t y and Property Damage 
Insurance covering a l l operations conducted by 
OPERATOR for the j o i n t account hereunder, with 
bodily i n j u r y or death l i m i t of not less than 
$250,000.00 fo r i n j u r i e s to or death of any one 
person, not less than $500,000.00 f o r i n j u r i e s to 
or death of more than one person r e s u l t i n g from any 
one accident, and property damage l i m i t of not less 
than $100,000.00 fo r damages to property f o r each 
accident. 

C. OPERATOR shal l not carry any other insurance of any kind or 
character f o r the j o i n t account of the parties hereto except such insur­
ance as may hereafter be mutually agreed upon between the parties to t h i s 
Operating Agreement. 



EXHIBIT "E" 

GAS BALANCING PROVISIONS 
OF OPERATING AGREEMENT 

Notwithstanding any provision to the contrary i n t h i s Operating Agreement, i f any party 
hereto takes and disposes of less than i t s percentage interest share of gas (including 
casinghead gas) during any calendar month, the following provisions s h a l l apply: 

(a) Def i n i t i o n s . For the purposes hereof, the term "Cumulative U n d e r l i f t " means the 
amount by which the cumulative volume of gas taken by a party i s less than the cumulative 
volume that party i s e n t i t l e d to take according to i t s percentage i n t e r e s t ; the term 
"Cumulative O v e r l i f t " means the amount by which the cumulative volume of gas taken by a 
party exceeds the cumulative volume that party i s e n t i t l e d to take according to i t s percent­
age i n t e r e s t ; the term "Underlifter" means a party credited with Cumulative U n d e r l i f t ; and 
the term " O v e r l i f t e r " means a party charged with Cumulative O v e r l i f t . 

(b) Operator's Statements. On or before the end of each calendar month, Operator 
s h a l l furnish the parties hereto a Statement showing the t o t a l 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 Underli f t or Cumulative O v e r l i f t , i f any, of each party 
as of the end of that month. 

(c) Current Balancing. By giving w r i t t e n notice to Operator and a l l other parties 
hereto at least 15 days before the beginning of a calendar month, an Underlifter s h a l l be 
e n t i t l e d to take during that month i t s f u l l percentage interest share of gas plus a make­
up volume equal to i t s Cumulative U n d e r l i f t , provided that such make-up volume sh a l l never 
exceed 25% of the t o t a l volume of gas which the other parties would otherwise be e n t i t l e d to 
take during the month according to t h e i r percentage i n t e r e s t s , and provided that the r i g h t 
to take make-up volumes hereunder s h a l l be subordinate to the r i g h t of any party to take i t s 
f u l l percentage in t e r e s t share of gas from time to time i n order to sa t i s f y the d e l i v e r a b i l i t y 
requirements of i t s gas contract. I f two or more Underlifters are to make up Cumulative Under­
l i f t s during the same month and the volume available for make-up i s inadequate, the volume 
available f o r make-up s h a l l be shared by such Underlifters i n proportion to t h e i r Cumulative 
Un d e r l i f t s . The volume of gas taken by Underlifters f o r make-up during the month s h a l l be 
deducted from the volumes the other parties hereto would otherwise be e n t i t l e d to take here­
under, i n proportion to the Cumulative O v e r l i f t s of such other pa r t i e s . Make-up volumes 
sha l l be applied against Cumulative Underlifts and Cumulative O v e r l i f t s on a f i r s t - i n - f i r s t -
out basis. 

(d) Final Balancing. I f t h i s Operating Agreement should terminate or i f gas production 
hereunder should permanently cease before a l l parties hereto have achieved balance under 
Paragraph (c) above, then f i n a l balance s h a l l be achieved through a cash settlement (without 
in t e r e s t ) coordinated by operator between Ove r l i f t e r s and Unde r l i f t e r s . At Operator's 
request, each O v e r l i f t e r s h a l l pay Operator a cash sum equal to ( i ) the O v e r l i f t e r ' s volume 
of Cumulative O v e r l i f t m u l t i p l i e d by the wellhead price per unit volume actually received by 
the O v e r l i f t e r for such gas, minus ( i i ) a l l payments made by the O v e r l i f t e r on such gas pur­
suant to Paragraph (e) below. I f there was no such price per un i t volume because the Over­
l i f t e r took such gas f o r i t s own purposes instead of s e l l i n g i t , the price used i n the above 
calculation s h a l l be the prevailing wellhead price i n the f i e l d at the time (or closest to the 
time) such gas was taken by the O v e r l i f t e r . After a l l O v e r l i f t e r s have paid Operator as here­
inabove provided , Operator shall d i s t r i b u t e the aggregate sum received to the Underlifters i n 
proportion to t h e i r Cumulative Underlifts . I f any price used to calculate the di s t r i b u t e d 
sum i s subject to refund pursuant to orders or regulations of the Department of Energy or any 
other regulatory authority having j u r i s d i c t i o n over gas prices, each U n d e r l i f t e r , p r i o r to 
receiving i t s share of the d i s t r i b u t i o n , s h a l l indemnify the appropriate O v e r l i f t e r against 
the Underlifter's proportionate part of any refund (including interest thereon) which the 
Ov e r l i f t e r i s required to make. 

(e) Payments on Production. Each party s h a l l pay a l l production or severance taxes, 
r o y a l t i e s , overriding r o y a l t i e s , production payments and other such payments fo r which i t i s 
obligated by law or by lease or by contract, and nothing i n these gas balancing provisions 
s h a l l be construed as affec t i n g such obligations. Each party hereto s h a l l indemnify and hold 
harmless the other parties hereto against a l l claims, losses or l i a b i l i t i e s a r i s i n g out of i t s 
f a i l u r e to f u l f i l l such obligations. 

( f ) Costs and Expenses. Regardless of the volume of gas actually taken by any party 
hereto, each such party s h a l l bear costs and expenses as otherwise provided i n t h i s Operating 
Agreement. 

(g) Other-Minerals. Regardless of the volume of gas actually taken by any party hereto, 
each such party s h a l l share i n the production of crude o i l , condensate and other minerals 
separated from the gas i n normal lease f a c i l i t i e s , as otherwise provided i n th i s Operating 
Agreement. 


