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REVISED 6-3-83

OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between HARVEY E. YATES COMPANY

. hereinafter designated and
referred to as “Operator”, and the signatory party or parties other than Operator, sometimes hereinafter
referred to individually herein as “Non-Operator”, and collectively as “Non-Operators™,

WITNESSETH:

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

and develop these leases and or oil and gas interests for the production of oil and gas to the extent and
as hereindfter provided:

NOW, THEREFORE. it is agrced as follows:

ARTICLE 1
DEFINITIONS

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

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

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

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

D. The term “Contract Arca” shall mean all of the lands, oil and gas lcasehold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands. oil and gas leasehold interests and oil and gas interests are described in Exhibit “A".

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

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

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

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

Unless the context otherwise clearly indicates, words used in the singular include the plural, the
plural inc¢ludes the singular, and the neuter gender includes the masculine and the feminine.

ARTICLE IL
EXHIBITS

The following cxhibits, as indicated below and attached hereto, are incorporated in and made a
part hercof:
A. Exhibit A", shall include the following information:
(1) Identification of lands subject to agrcement,
(2) Restrictions, if any, as to depths or formations,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas lvasce and or onl and gas interests subject to this agreement,
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X Exhibit "A-1", Schedule of Leases.

X Exhibit "A-2", Calculation of Ownership and Beneficial Interest.

X Exhibit "A-3", Unit and Well Ownership -

X 13. Exhubit =B Form of Lease ‘:

x U Extubit €7 Accounting Procedure. r‘

X D Exhibit D7 Insuiance, i

X F Exhibnt CETD Gas Balincing Agreement, o P
F Exhibit ~F”. Non-Discrimination and Certification of Non-Scgregated Facilities., ,’.".
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in the body of this agreement, the provisions in the body of this agreement shall prcva)h.— L ASY
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b, ARTICLE 1IN s
2 INTERESTS OF PARTIES

3

4 A. Oil and Gas Interests:

5

6 If any party owns an unlcased oil and gas interest in the Contract Area., that interest shall be

7 treated for the purpose of this agreement and during the term hereof as if it were a leased interest

8 under the form of oil and gas lease altached as Exhibit "B, As to such interest, the owner shall re-

9 ceive royalty on production as preseribed in the form of oil and gas lease attached hereto as Exhibit

10 B”. Such party shall. however, be subject to all of the provisions of this agreement relating to lessees,

11 to the extent that it owns the lessee interest. Note: Part 3 of Exhibit B has 1/8 royalty. This
12 royalty rate will be used in beneficial interest calculation. See Exhibit "“a-1".
13 B. Interest of Parties in Costs and Production:

16  agreement. Jhanged by other provisions, all costs and liabilities incurred in operations under
17 this agreement shall be bor ayaid, and all equipment and material acquired in operations on the

18 . Contract Area shall be owned by the paTthesag their interests are shown in Exhibit “A™. All produc-
19 tion of oil and gas from the Contract Area, subject to ——payment of lessor's royalties whieh—wil—bo
20  -berne—by—thptaint-Aceaunt. shall also be owned by the parties in e manner during the term
21 hereof: provided, however. this shall not be deemed an assignment or cross-assigonm iplerests cov-

22 eredirereisny—

24 ARTICLE 1V.
25 TITLES

27 A. Title FExamination:

29 Title examination shall be made on the drillsite of any proposed well prior to commencement of
30  drilling operations or. if the Drilling Parties so request. title examination shall be made on the leases
31 and or oil and gas interests included. or planned to be included. in the drilling unit around such well.,
32 The opinion will include the ownership of the working interest, minerals, royalty. overriding royalty
33 and production payments under the applicable leases. At the time a well is proposed, each party con-
34 tributing lcases and or oil and gas interests to the drillsite, or to be included in such drilling unit, shall
35 furnish to Opcerator all abstracts (including Federal Lease Status Reports)., title opinions, title papers
36  and curative material in its possession {ree of chavge. Al such information not in the possession of or
37 made available to Operator by the parties, but necessary for the examination of title, shall be obtained
38 by Operator. Operator shatl cause title to be examined by attorneys on its staff or by outside attorneys.
39  Copies of all title opinions shall be furnished to cach party hereto. The cost incurred by Operator in
40 this title program shall be borne as follows:

47 X QOption No. 2: Costs incurred by Operator in procuring abstracts and fees puaid outside attorneys
48  for title examination (including preliminary, supplemental, shut-in gas royally opinions and division
43 order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of cach
50  Drilling Party bears (o the tofal interest of all Drilling Parties as such interests appear in Exhibit “A™.
51 Operator shall make no charge for services rendered by its staff attorneys or other personnel in the
52  performance of the above functions,

54 Fach party shall be responsible for securing curative matter and pooling amendments or agreements
55 required in connection with leases or otl and gas interests contributed by such party. The Operator shall be
56  responsible for the preparation and recording of Pooling Designations or Declarations as wcl[_ as the
57  conduct of hearings before Governmental Agenceies for the sccuring of spacing or pooling ordets. This
58  shall not prevent any party from appearing on its own behalf at any such hearing.

59 :

60 No well shall be drilled on the Contract Avea until after (1) the title to the drillsite or drilling unit
61  has been examined as above provided, and (2) the title has been approved by the examining attérncy or
62 title has been aceepted by all of the parties who are to participate in the drilling of the well, -

G3 ::;

64 B. Less of Title: o i

65 P

66 1. Failure_ol Title; Should any oil and gas interest or lease, or interest therein, be _lost through

67  failure of title. which loss results in a reduction of interest from that shown on Exhibit “A™, this agree-
68  ment. nevertheless, shall continue in foree as to all remaining oil and gas leases and intérexts, and

69 (a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone
70 the entire loss and it shall not be entitled to recover from Operator or the other pintics any development

-2
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or operating costs which it may have therelofore paid. but there shall be no monetary liability on its,
part to the other parties hereto for drilling, development, operating or other similar costs by reason of
such title failure: and

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

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

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

t+) Any liability to account to a third party for prior production of oil and gas which arises by
reason of title failure shall be borne by the party or parties in the same proportions in which they shared
in such prior production; and

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

2. Loss by Non-Payment or Erroncous Payment of Amount Due: If, through mistake or oversight,
any ental, shut-in well payvment, minimum royalty or royalty payment, is not paid or is erroneously
paid. and as a result a lease or interest therein terminates, there shall be no monetary liability against
the party who failed to make such payment. Unless the party who failed to make the required payment
securs a new lease covering the same interest within ninety (90) days from the discovery of the fail-
ure to make proper payment. which acquisition will not be subject to Article VIILB., the interests of
the parties shall be revised on an acreage basis, effective as of the date of termination of the lease in-
volved, and the party who failed to make proper payment will no fonger be credited with an interest in
the Contract Area on account of awnership of the lease or interest which has terminated. In the event
the party who failed to make the required payment shall not have been fully reimbursed. at the time of
the loss, from the proceeds of the sale of oil and gas attributable to the lost interest, calculated on an
acrcage basis, for the development and operating costs therctofore paid on account of such interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the
cost of any dry hole previously drilled or wells previously abandoned) from so much of the following
as is necessary to cffect reimbursement:

(a) Proceeds of oil and gas, less operating expenses, therctofore accrued to the credit of the lost
interest, on an acreage basis. up to the amount of unrecovered costs:

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

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

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2.
above, shall not be considered failure of title but shall be joint losses and shall be borne by all parties
in proportion to their interests. There shall be no readjustment of interests in the remaining portion of
the Contract Area.

ARTICLE V. s

OPERATOR s

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR: Foa
HARVEY E. YATES COMPANY o o o ehall ‘be the

()pvmtm of the Contract Arca, and shdll conduct and (lnu.t and h.\vo I‘ull umhol of all opcrqtlons on
the Contract Arca as permitted and required by, and within the limits of, this agreement. It sha'll con- -
duct all such operations in a good and workmanlike manner, but it shall have no Il.lhlllty a\ Opcerator
to the other parties for losses sustained or liabilities incurred, except such as may result l'x;om gross

negligence or willful misconduct.
ﬂg’*
u"‘-*
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B. Resignation or Removal of Operator and Sclection of Successor:

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

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

C. Employees:

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

D. Drilling Contracts:

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

customary and usual in the area in contracts of independent contractors who are doing work of a sim-
ilar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the __30th_day of____June. . . .1983. Opecerator shall commence the drill-
ing of a well for oil and gas at the following location:
SE/4 SE/4

Section 8 , Township 16 South, Range 37 East
Lea County, New Mexico

and shall thereafter continue the drilling of the well with due diligence to a depth adequate to
test the ATOKA Formation or to a depth of 11,900 feet, whichever is shallower

.
unless granite or other practically impenetrable substance or condition in the hole, which renders
further drilling impractical, is encountered at a lesser depth, or unless all parties agree to complete or
abandon the well at a lesser depth, Operators only liability for failure to commence
sald test well shall be the ipso facto termination of this agreement. .

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

If, in Operator's judgment, the wel will not produce oil or gas in paying quantmcs and it, wnshos

to plug and abandon the well as a dry hole, it shall first secure the consent of all p.ntiex and “shall
plug and abandon same as provided in Article VLE.1 hereol.

4.
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B. Subscquent Operations:

1. Proposed Operations: Should any party herclo desire to drill any well on the Contract Area
other than the well provided for in Article VLA, or to rework, deepen or plug back a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the partics and not then producing
in payving quantities, the party desiving to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation. specifying the work to be performed. the loca-
tion, proposed depth, objective formation and the estimated cost of the eperation. The parties receiv-
ing such a notice shall have thirty (30) days after receipt of the nolice within which to notifly the
partics wishing to do the work whether they clect to participate in the cost of the proposed operation.
I o drilling rig is on location, notice of proposal to rework. plug back or drill decper may be given
by telephone and the response period shall be limited to forty-cight (48) hours, exclusive of Saturday,
Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above fixed
shall constitute an clection by that party not to participate in the cost of the proposed operation. Any
notice or response given by telephone shall be promptly confirmed in writing,

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article

VLE.l. or VLE.1. clects not to participate in the proposed operation, then, in order to be entitled to
the benefits of this article. the party or parties giving the notlice and such other parties as shall elect
to participate in the operation shall, within sixty (60) days after the expiriation of the notice period of
thirty (36) days (or as promptly as possible after the expiration of the forty-eight (48) hour period
where the drilling rig is on location, as the case may be) actually commence work on the proposed
operation and complete it with due diligence. Operator shall perform all work for the account of the
Consenting Parties: provided. however, if no drilling rig or other cquipment is on location, and if Op-
erator is a Non-Consenting Party. the Consenting Parties shall cither: (a) request Operator to perform
the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-
nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties., when
conducting  operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms
and conditions of this agreement.

If less than all parties approve any proposed operation, the proposinyg party, immediately
after the expiration of the applicable notice period, shall advise the Consenting Parties of

(a) the total interest of the parties approving such operation, and (b) its recommendation

as to whether the Consenting Parties should proceed with the operation as proposed. Each
Cconsenting Party, within forty-eight (48) hours {(exclusive of Saturday, Sunday or legal

holidays) after receipt of such notice, shall advise the proposing party whether or not it

will remain a Consenting Party and carry its proportionate part of the Non-Consenting Parties'
interest. The proposing party, at its election, may withdraw such proposal if there is in-
sufficient participation, and shall promptly notify all parties of such decision. Any Con-
senting Party failing to notify the proposing party within the 48 hours specified shall be
deemed to have agreed to carry its proportionate part of the Non-Consenting Parties' interest.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in
the proportions they have elected to bear same under the terms of the preceding paragraph. Consenting
Parties shall keep the deaschold estates involved in such operations free and clear of all liens and
encumbrances of every kind created by or arising from the operations of the Consenting Parties. If such
an operation results in o dry hole, the Consenting Partics shall plug and abandon the well at their sole
cost. risk and cexpense. 1T any well dritled, reworked. deepened or plugged back under the provisions
of this Article results in o producer of oil and or gas in paying quantitics, the Consenting Parties shall
complete and equip the well to produce at their sole cost and risk, and the well shall then be turned
over o Operator and shall be operated by it at the expense and for the account of the Consenting Parties.
Upon commencement of operations for the drilling, reworking, decepening or plugging back of any such
well by Consenting Parties in accordance with the provisions of this Article, cach Non-Consenting Party
shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and
be entitled to receive, in proportion to their respeetive interests, all of such Non-Consenting Party's
interest in the well and share of production therefrom untit the proceeds of the sale of such share,
culrulaivd ﬁ\.( vwl m market value thereof if such share is not sold (after deducting production
lu\mYlmn ty, ()\.('I l iC |nL, l()\')if\ and other interests existing on the effective date heveof, pdyablc out of
or measured by the production from such well aceruing with respeet to such interest until it® rcvclls)
shall equal the total of the following:

.

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

(|))"00 o, of that portion of the costs and expenses of drilling reworking, deepening, or plugging’
back. testing and completing, after deducting any cash contributions reccived undvr Article VIILI.C., and

-5-
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400 % of that portion of the cost of newly acquired equipment in the well (to and including the wells

head connections), which would have been chargeable 1o such Non-Consenting Party if it had partici-
pated therein.

Gas production attributable to any Non - Consenting Party's relinquished interest upon such Party’s
clection, shall be sold to its purchaser. il available, under the terms of its existing gas sales con-
tract. Such Non - Consenting Party shall direet its purchaser to remit the proceeds reccivable from
such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
cred from the Non - Consenting Party’s relinquished interest. If such Non - Consenting Party has not
contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party’s share of gas as hercinabove provided during the recoupment period.

During the period of time Consenting Patties are entitled to receive Non-Consenting Party’s share
of production. or the proceeds therefr md Coygsenting Parties shall be responsible for the payment of

all production, severance, glllh(‘l‘il‘lﬂ/i‘:’l)(P (ﬁﬁ(]-'r tgggs. iz?ﬁq'(l t&lal](’royalty. overriding royalty and other
burdens applicable to Non-Consenting Partyv’s share of production.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
be permitted to use. free of cost, all casing, tubing and other equipment in the well, but the ownership of
all such equipment shall remain unchanged: and upon abandonment of a well after such reworking,
plugging back or deeper drilling, the Consenting Parties shall account for all such equipment to the
owners therecof. with cach party receiving its proportionate part in kind or in value, less cost of
salvage.

Within sixty (60) days after the completion of any operation under this Article, the party con-
ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
ventory of the cquipment in and connected to the well, and an itemized statement of the cost of drilling,
deepening, plugging back, testing, completing, and cquipping the well for production: or, at its option,
the operating party, in licit of an itemized statement of such costs of operation, may submit a detailed
statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
operation of the well, together with a statement of the quantity of oil and gas produced from it and the
amount of proceeds realized from the sale of the well's working interest production during the preceding
month, In determining the quuantity of oil and gas produced during any month, Consenting Parties
shall usc industry accepted methods such as, but not limited to, metering or periodic well tests. Any
amount realized from the sale or other disposition of equipment newly acquired in connection with any
such operation which would have been owned by a Non-Consenting Party had it participated therein
shall be credited against the total unreturned costs of the work done and of the equipment purchased,
in determining when the interest of such Non-Consenting Party shall revert 1o it as above provided;

and if there is a credit balance, it shall be paid to such Non-Consenting party.

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

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

-

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

C. Right te Take Production in Kind:

Each party shall have the right to take in kind or separately dispose of its proportionate share of
all oil and gas produced from the Contract Area, exclusive of production which may be u‘ch‘(xp de-
velopment and producing operations and in preparing and treating oil for marketing” purpnses and
production unavoidably lost. Any extra expeunditure incurved in the taking in kind or scparate dispo-
sition by any puarty of its proportionate share of the production shall be borne by such party. Any-
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party taking its share of production in kind shall be required to pay for only its proportionate share
of such part of Operator’s surface facilities which it uses.

Fach party shall exccute such division orders and contracts as may be necessary for the sale of its
interest in production from the Contract Area, and, except as provided in Article VIILB., shall be entitled
to receive payment divect from the purchaser thereof for its sharve of all production.

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

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

D. Access 1o Contract Area and Information:

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

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VILB.2., any well
which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent
effort. be unable to contact any party, or shouid any party fail to reply within forty-cight (48) hours
{exclusive of Saturday. Sunday or legal holidayvs) after receipt of notice of the proposal to plug and
abandon such well, such party shall be deemed to have consented to the proposed abandonment.  All
stich wells shall be plugeged and abandoned in accordance with applicable regulations and at the cost,
risk and expense of the parties who participated in the cost of drilling of such well. Any parlty who ob-
jects o the plugging and abandoning such well shall have the right to take over the well and conduct
further operations in scarch of oil and or gas subject to the provisions of Article VLB,

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

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

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

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

B. Licens and Payment Defaults:

Each Non-Opcerator grants to Operator a lien upon its oil and gas rights in the Contract Arca, and a
security inferest in its share of oil and or gas when extracted and its interest in all equipment., to secure
payment of its share of expense, together with interest thereon at the rate provided in the Accounting
Procedure attached hereto as Exhibit “C. To the extent that Operator has a sccurity interest under the
Uniform Commercial Cade of the State, Operator shall be entitled to exercise the rights and remedies
of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator
for the secured indebtedness shall not be deemed an clection of remedies or otherwise affect the lien
rights or security interest as sccurity for the payment thercof. In addition. upon default by any Non-
Operator in the payment of its share of expense, Operator shall have the right, without prejudice to
other rights or remedices, to colleet from the purchaser the proceeds from the sale of such Non-Operator's
share of oil and or gas until the amount owed by such Non-Operator, to inciude interest on the

deficiency and, if suit is brought to collect any deficiency, reasonable attorney's fees,
has been paid. Each purchaser shall be entitled to rely upon OQeratgr's written state-
ment concerning the amount of any default. Operator grants a lxke‘llen and security in~
terest to the Non-Operators to secure payment of Operators proportionate share of expense.

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

C. Payments and Accounting:

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

Operator, at its election, shall have the right from time to time to demand and receive flfom the
other parties payment in advance of their respective shares of the estimated amount of the expense to
ke incurred in operations heveunder during the next succeeding month, which right may be excercised only
by submission to cach such party of an itemized statement of such estimated expense, together with
an invoice for its share thereof. Each such statement and invoice for the payment in advance’of esti-
mated expense shall be submitted on or before the 20th day of the next preceding month, Each' party *
shall pay to Operator its proportionafe share of such estimate within thirty (30) days after such es-
timate and invoice is received. If any party fails to pay its share of said estimate within s.ui(!‘timc. the
amount duce shall bear interest as provided in Exhibit “C™ until paid. Proper ndjust‘mcnl <hall be
made monthly between advances and actual expense to the end that each party shall bear -and “pay. its
proportionate share of actual expenses incurred, and no more.
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D. Limitation of Expenditures: s
1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, ex-

cept any well drilled or decpened pursuant to the provisions of Article VI.B.2. of this Agreement, it being
understood that the consent to the drilling or deepening shall include:

emption-blo~l_All s Yk PARA LA LGl i b bl 0O PRt it s mpietimm—grd

X} Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When
such well has reached its authorized depth. aund all tests have becen completed. Operator shall give im-
mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties
receiving such notice shall have forty-eight (48) hours (exclusive of Saturday. Sunday and legal holi-
days) in which to elect to participate in the setting of casing and the completlion attempt. Such election,
when made, shall include consent to all necessary expenditures for the completing and equipping of such
well, including necessary tankage and,or surface facilities. Failure of any party receiving such notice
to reply within the period above fixed shall constitute an election by that party not to participate in
the cost of the completion attempt. If one ur more, but less than all of the parties, clect to set pipe and
to attempt a completion, the provisions of Article VI.B.2, hereof (the phrase “reworking, deepening or

plugging back™ as contained in Article VI.B.2. shall be deemed to include ‘‘completing”) shall apply to
the operations thereafter conducted by less than all parties.

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

3. Other Operations: Operator shall not undertake any single project reasonably estimated to require
an expenditure in excess of _____Twenty-five Thousand Dollars ($25,000.00 )
except in connection with a well, the drilling. reworking, deepening, completing., recompleting, or plug-
ging back of which has been previously authorized by or pursuant to this agreement; provided, how-
ever, that, in case of explosion, fire. flood or other sudden emergency, whether of the same or different
nature, Operator may take such steps and incur such expenses as in its opinion are required to deal with
the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emer-
gency to the other parties. If Operator prepares “Authority for Expenditures” for its own use,
Operator, upon request. shall furnish copies of its “Authority for Expenditures” for any single project
costing in cxcess of _ Fifteen Thousand Dollars ($ _15,000.00 ).

E. Royalties, Qverriding Royalties and Other Payments:

the aforesaid royaltly, such party shall assume and alone bear all such obliga

fei—ar—gauie—to—bhe-necsuried—for—aneh—inteveri~to—tire—awnere-thereot:

Refer to Article XV-Paragraphs B. C. D & E, Pages l4a & 1l4b.
No party shall ever be responsible, on any price basns higher than the price received by such party,

to any other party's lessor or royalty owner: and if any such other party's lessor ot royalty owner should

demand and reccive settlements on a higher price basis, the party contributing such lease shall bear the

royalty burden insofar as such higher price is concerned.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of
any lease shall be paid by the party or partics who subjected such lease to this agreement at itsﬁﬂbr their
cxpense. In the event two or more parties own and have contributed interests in the same lea;é to this
agreement, such parties may designate one of such parties to make said payments for and on beh ;lf of all
such parties. Any party may request, and shall be entitled to receive, proper evidence of all sy 'h pay-
ments. In the event of failure to make proper payment of any rental, shut-in well payment or m.i‘nimum
royalty through mistake or oversight where such payment is required to continue the lease‘L force,

any loss which results from such non-payment shall be borne in accordance with the provisions '.Article
1V.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas wcé og';hc shut-
ting in or return to production of a producing gas well, at least five (5) days (c'ccludmg Sntu'l‘d Sun-
day and holidays). or at the carliest opportunity permitted by circumstances, prior to.
but assumes no liability for failure to do so. In the cvent of failure by Operator to so nonty Non-
Operator, the loss of any lease contributed huereto by Non-Operator for failure to make timely- payments.
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of any shut-in well pavment shall be borne jointly by the parties hercto under the provisions of Article
1V.B.3.

;. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad
valorem taxation all property subject to this agreement which by law should be rendered for such
taxces. and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
dition date. cach Non-Opecrator shall furnish Operator information as to burdens (to include, but not be
limited to, royalties, overriding royalties and production payments) on lcases and oil and gas interests con-
tributed by such Non-Opcrator, If the assessed valuation of any leaschold estate is reduced by reason of its
being subject to outstanding excess royaltics, overriding royalties or production payments, the reduction in
ad valorem taxes resulting therefrom shall inure 1o the benefit of the owner or owners of such leasehold
estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such
reduction, Operator shall bill other parties for their proportionate share of all tax payments in the man-
ner provided in Exhibit »C™.

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within
the time and manner prescribed by law, and prosecute the protest to a final determination. unless all
parties agree to abandon the protest prior to final determination. During the pendency of administrative
or judicial proceedings, Operator may cleet to pay, under protest, all such taxes and any interest and
penalty. When any such protested assessment shall have been finally determined, Operator shall pay
the tax for the joint account, together with any interest and penalty accrued. and the total cost shall then
be assessed against the parties, and be paid by them, as provided in Exhibit “C".

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

H. Insurance:

At all times while operations are conducted hercunder, Operator shall comply with the Workmen's
Compensation Law of the State where the operations are being conducted: provided, however, that Op-
erator may be a scelf-insurer for liability under said compensation laws in which event the only charge
that shall be made to the joint account shall be an amount equivalent to the premium which would have
been paid had such insurance been obtained. Operator shall also carry or provide insurance for the
benefit of the joint account of the parties as outlined in Exhibit “D”, attached to and made a part hercof.
Opcrator shall require all contractors engaged in work on or for the Contract Area to comply with the
Workmen's Compensation Law of the State where the operations are being conducted and to maintain
such other insurance as Operator may require.

In the event Automobile Public Liability Insurance is specified in said Exhibit D", or subsequently
receives the approval of the parties, no dirveet charge shall be made by Operator for premiums paid for
such insurance for Operator’s fully owned automotive equipment,

ARTICLE VIIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leasces:

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties do not agree or consent thereto, the party desiring to surrvender shall assign, without express
or imphed warranty of ttle, all of its interest in sueh lease, or portion thereor, and any well, material and
cquipment which may be Jocated thereon and any rvights in production thereaftey secured, to the partics
not desiving to survender it I the interest of the assigning party includes an otl and gas interest, the as-
signing party shall execute and deliver to the party or parties not desiring to survender an oil and gas
lease covering such oil and gas interest for a term of one year and so tong thereafter as oil and,or gas
is produced from the land covered thereby, such lease to be on the Torm attached heveto as Exhibit “B™.
Upon such assignment, the assigning pavty shall be relieved from all obligations thereafter aceruing,
but not theretofore acerued, with respeet to the acreage assigned and the operation of any well thereon,
and the assigning party shall have no further interest in the lease assigned and its equipment and pro- -’
duction other than the royalties retained in any icase made under the terms of this Article. The parties
assipnee shall pay to the puarty assignor the reasonable salvage value of the latter's interest inany wells
and equipment on the assigned acreage. The value of all material shall be determined in uccprd:mce
with the provisions of Exhibit “C"”, less the estimated cost of salvaging and the estimated “cost ‘of b\ug-
ging and abandoning. I the assignment is in favor of more than one party, the assigned interest shall
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4. be shared by the parties assignee in the proportions that the interest of cach bears to the interest of all
2 parties assignec,

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

8

9 B Renewal or Extension of Leases:

10

11 IT any party secures a renewal of any oil and gas lease subject to this Agreement, all other parties

12 shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt
13 of such notice 1n which to eleet to participate in the ownership of the rencewal lease, insofar as such
14 lJease affeets lands within the Contract Arca, by paying to the party who acquired it their several proper
15 proportionate shares of the acquisition cost allocated to that part of such lease within 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 If some. but less than all. of the parties cleet 1o participate in the purchase of a renewal lease, it
19 shall be owned by the parties who clect to participate therein, in a ratio based upon the relationship of
20 their respective pereemtage of participation in the Contract Arca to the aggregate of the percentages
21 of participation in the Contract Arca of all parties participating in the purchase of such renewal lease.
22 Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.
23

24 Each party who participates in the purchase of a renewal lease shall be given an assignment, with-
25 out warranty of title, of its proportionate interest therein by acquiring party.

2 The provisions of this Article shall apply 1o renewal leases whether they are for the entire interest
28 covered by the expiring lease or cover only a portion of its arca or an interest therein. Any renewal lease
29 taken before the expiration of its predecessor lease, or taken or contracted for within 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 1o extensions of oil and gas
35 leases.

36

37 €. Acreage or Cash Contributions:

38

39 While this agreement is in force, if any party contracts for a contribution of cash toward the drilling

40 of & well or any other operation on the Contract Arcea, such contribution shall be paid to the party who
41 conducted the drilling or other operation and shall be applied by it against the cost of such drilling or
42 other operation, If 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 Drilling
44 Partics in the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto
45  are Drilling Partics and acceept such tender, such acreage shall become a part ol the Contract Area and
46 be governed by the provisions of this agreement. It less than all parties hereto are Drilling Parties and
47  accept such tender, such acreage shall not become a part of the Contract Arca. Each party shall prompt-
48 ly notify all other parties of all acreage or money contributions it may obtain in support of any well or
49  any other operation on the Contract Area.

50

3l If anv party contraets for any consideration relating to disposition of such party’s share of substances
52  produced horeunder, such consideration shall not be deemed a contribution as contemplated in this

54  Article VIHILC.

54

55 D. Subsequently Created Interest:

56 :

57 Notwithstanding the provisions of Article VIILE. and VIILG., if any party hereto shall, suﬁsequonl

8 to execution of th-s agreement, ereate an overvishing vovalty, production paymoent, or net proceeds inter-
59  est, which such interests are hereinafter referred to as Usubsequently ercated interest”, such subsequently
60 created interest shall be specifically made subjeet to all of the terms and provisions of this agreement, as
61 follows: '

62 {
- . .. . L1
64 1. H non-consent operations are conducted prrsuant to any provision of this agreement, ‘a‘,"d the

64 party condueting auch operations becomes entitled {o veeeive the praduction attributable to the interest
63 out of wihneh the “tbsequently ercated interest o derived, such party shall reccive same free and clear
G6 of such subsegreerdty created interest. The pacty creating same shall bear and pay all such subsequently
67 created interests and shall indemnify and hold the other parties hereto {ree and harmless from A:‘L.ny_untl
68 all Bability resultuig therefrom. BERA AN

69

70
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2. I the owner of (he interest from which the subsequently ereated interest is derived (1) fails to +

pay. when due, its share of expenses chargeable hvreunder, or (2) cleets to abandon a well under pro-
visions of Article VLE hereol, or (3) cleets to sarrender a lease under provisions of Article VIILA.
hereof, the subsequently created interest shall be chargeable with the pro rata portion of all expenses
hereunder in the same manier as if such interest were o working interest,  For purposes of collecting
such chargeable expenses. the party or parties who receive assignments as a result of (2) or (3) above
shall have the right to enforce all provisions of Artiele VILB. hereof against such subsequently ercated
interest.

E. Maintenance of Uniform Interest:

For the purpose of maintaining vniformity of ownership in the oil and gas leaschold interests
covered by this agreement, and notwithstandine any other provisions to the contrary, no puarty shail
scil. encumber, transfer or make other disposition of its interest in the leases embraced within the Con-
tract Area and in wells, equipment and production unless such disposition covers cither:

1. the entire interest of the party in al) leases and equipment and production: or

1o

an equal undivided interest in all leases and equipment and production in the Contract Area.

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

I, at any time the interest of any party is divided among and owned by four or more co-owners,
Operator. at its diseretion, may require such co-owners to appoint a single trustee or agent with full
authority to receive notices, approve expenditures, receive billings for and approve and pay such party’s
share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
party’s interests within the scope of the operations embraced in this agreement: however. all such
co-owners shall have the right ta enter into and execute all cantracts or agreements far the disposition
of their respective sharves of the oil and gas produced from the Contract Arca and they shall have the
right to reeceive, separately, pavmoent of the sale proceeds hereof.

" F. Waiver of Right to Partition:

If permitted by the laws of the state or states in which the property covered hereby is loented, cach
party hercto owning an undivided interest in the Contract Area waives any and all rights it may have
o patrtition and have set aside to it in severalty its undivided intervest thevein.

Should any Ay desire to sell all or any part of its interests under this agreement ts 1nghts and
nterests m the Contradt<4 it it shall promptiy give writien notice to the othgeparties. with all infor-
mation concerning its prnpusr?“Wh shall include the name an dress of the prospective pur-
‘haser (who must be ready. willing and ™ N:-\h: purchase). the ehase price. and all other terms of
he offer. The other parties chall then have ad aptjogabtior right, for o period of ten (10) days afte
weeipt of the notice, to prrchaxe on the sime e ane litions the interest which the other party
swoposes 1o sell, and, i this optional i is evercised, the pufthaging parties shall share the pur4
hased interest in the proportio wd the intercst of cach bears to the Tt interest of all purchasing
sarties. However, there skl be no preferential vicht to purchase in those cuses whivre any party wishey
o mortgape s T ests, or to dispose of its inferests by merger, reorganization, consolidimiag, or sal

o all op stantinlly all of its assets to o subsichiary or parent company or to a subsidiary of o ™

Wil o any colitpany inanhichoany ane pacts oascns aonatorite ot the slock

ARTICLE IX.
INTERNAL REVENUE (CODE ELECTION

This agreement is not intended 1o create, and shall not be construed to create, a relationship of part-
nership o an associadion tor profit between or among the parties hereto. Notwithstanding any pro-
vistans herein that the cghts and labilities herennder are several and not joint or collective. or that this
apreement amd operations hercunder shall ot constitute o partnership, if, for Federal income tax pur-
poses, this agreement and the operations hereunder ave regmded as o partnership, each party hereby
affected clects 1o he exeluded from the application of oll of the provisions of Subchapter K", Chapter
1. Subtitle A, of the Internal Bevenue Code o! 1934 as permitted and autharized by Scetion 781 of
the Code and the recalations promulzated thereweaer Operator s authorized ind direeted to exeente on
behalt of eache paerty herehy affoeted saeh evidesce of this election asx may be required by the Secretary
of the Treasury of the Gaited States or the Fedeoviad Internal Revenue Serviee, including specifically . buat
not by oway of Dbmiftation, ol of the veturns, taterrents and the dada vequired by Fedeval Regqulu-
tions 1761, Should there Le oy resprirement o et party hereby affected give further evidlendce of
thic electien, eoch sueh ponty shall execute sl sdociment. and furnish sach ather evidenee s may be

pequired by the Fedeat internal Revenue Servaee or as may be neecssary to evidenee this eleetion. No

12
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WJ such party shall give any notices or take any other action inconsistent with the clection made hereby. |
2 I any present or fulure income 1ax laws of the state or states in which the Contract Area is located or
3 any future income tax laws of the Uniled States contain provisions similar to those in Subchapter K",
4  Chapter 1, Subtitle "A™, of the Internal Revenue Code of 1954, under which an election similar to that
5 provided by Scction 761 of the Code is permitted. cach party hereby affeclted shall make such election as
6 may he permitted or required by such laws, In making the foregoing election, cach such party states that
7 the income derived by such party from Operations hereunder can be adequately determined without the
8 computation of parinership taxable income.

9

10 ARTICLE X.

11 CLAIMS AND LAWSUITS

12

13 Operator may settle any single damage elaim or suit arising from operations hercunder if the ex-
14 penditure does not exceed Five Thousand Dollars
15 (s~5_,000-00______) and if the payment is in complete settlement of such claim or suit. If the amount

16 required for sctilement exceeds the above amount, the parties hereto shall assume and take over the
further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-
18 pense of handling, settling, or otherwise discharging such claim or suit shall be at the joint expense
of the parties. If 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
Operator by thix agrcement. the party shall immediately notify Operator. and the claim or suit shall
22  be treated as any other claim or suit involving operations hercunder.

23

24 ARTICLE XL

25 FORCE MAJEURE

- 26

27 If any party is rendered unable, wholly or in part, by force majeure to carry oul its obligations
28 under this agreement, other than the obligation to make money payments, that party shall give to all
29  other parties prompt written notice of the foree majeure with reasonably full particulars concerning it;
30 thercupon. 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 foree majeure. The affected party
32 shall use all veasonable diligence to remove the force majeure situation as quickly as practicable.

33

34 The requirement that any force majeure shall be remedicd with all reasonable dispatch shall not
35 require the settlement of strikes, lockouts, or other labor difficully by the party involved, contrary to its

38  wishes: how all such difficulties shall be handled shall be entirely within the discretion of the party
37  concerned.

38
39 The term “foree majeure™. as here emploved, shall mean an act of God. strike, lockout. or other
40 industrial disturbance. act of the public enemy. war. blockade. public riot, lightning, fire, storm, flood.

41 explosion, governmental action, governmental delav. restraint or inaction, unavailability of equipment,
42 and any othpr cause. whether of the kind specifically enumerated above or otherwise, which is not
43 ‘reasonably within the control of the puarty cluiming suspension.

44

45 ARTICLE XIL

46 NOTICES

7

48 All 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 writing 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 s given at the addresses listed on Exhibit “A™. The originating notice given under any
52  provision hereot sholl be deemed given only when received by the party to whom such notice is directed,
: and the time for such party to give any notice in response thereto shall run from the date the orviginat-
54  ing notice is reecived. The seeond or any responsive notice shall be deemed given when deposited in
55  the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid,
56 or whoen scnt by teletype. Each party shall have the right to change its address at any time, and from
57  time to time, by giving written notice hercofl to all other parties,

58

59 ARTICLE XL

60 TERM OF AGREEMENT

61

62 This agreement shall remain in full force and effeet as to the oil and gas leases and or oil and gas in-

63 terests subjected hereto for the period of time selected below: provided, however, no party hereto shall
64  ever be construed as having any right, title or interest in or to any lease, or oil and gas interest con-
65 tributed by any other party beyond the term of this agreement, A

66
67
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;X Option No. 2: In the event the well deseribed in Article VLA, or any subscquent well drilled
under any provision of this agreement, results in production of oil and or gas in paying quantitics, this

agreement shall continue in foree so long as any such well or wells produce, or are capable of produc-
tion. and for an additional period of_l§£L___dnys from cessation of all production: provided. however,
if. prior to the cexpiration of such additional period. one or more of the parties hereto are engaged in
drilling or reworking a well or wells hercunder, this agreement shall continue in force until such op-
erations have been completed and if production results therefrom. this agreement shall continue in
force as provided herein. In the event the well described in Article VLA., or any subsequent  well
dritled herveunder, results in o dry hole, and no other well is producing, or capable of producing oil
and or gasx from the Contract Avea, this agreement shall terminate unless drilling or reworking opera-

tions are commenced \\'iihin___]-s,,0 days from the date of abandonment of said well.

It is apreed. however, that the termination of this agreement shall not relieve any party hereto from
any lability which has accerued or attached prior to the date of such termination.

ARTICLE XI1V.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subjeet to the conservation laws of the stale in which the committed
acreage is located. to the valid rules, regulations, and orders of any duly constituted regulatory body of
said state: and to all other applicable federal, state, ind local laws., ordinances, rules, regulations. and
orders, However, Non-Operators agree to reclease Operator from any and all losses, dam-
ages, injuries, claims and causes of action arising out of incident to or resulting directly
or indirectly from Operator's interpretation or application of rules, rulings, regulations
or orders of the Department of Energy, Federal Energy Regulatory Commission or predecessor
agencies to the extent Operator's interpretation or application of such rules, rulings,
regulations or orders were made in good faith. Non-Operators further agree to reimburse
Operator for their proportionate share of any amounts Operator may be required to refund,
rebate or pay as a result of an incorrect interpretation or application of the above noted
rules, rulings, regulations or orders, together with the Non-Operators' proportionate part
of interest and penalties owing by Operator as a result of such incorrect interpretation or
application of such rules, rulings, regulations or orders.

B. GOVERNING LAW:

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

ARTICLE XV
OTHER PROVISIONS
A. SUBSTITUTE WELL:

1. If, in the drilling of the Initial Well, Operator loses the hole or encounters mechan-
ical difficulties rendering it impracticable, in the opinion of Operator, to drill the well
to the Objective Depth, then and in any of such events on or before sixty (60) days after
completion of the Initial Well, Operator shall have the option to commence the actual
drilling of another well (Substitute Well) at a lawful location of Operator's selection on
the Contract Area, and prosecute the drilling of said well with due diligence and in a good
and workmanlike manner to the Objective Depth. For all purposes of this agreement, the
drilling of the Substitute Well shall be considered as the drilling of the Initial Well.

2. Any provision herein concerning the Initial well shall also apply to the Substitute Well,
and any provision herein excepting the Initial Well shall also except the Substitute Well.

B. ADDITIONAL DEFINITIONS

(1) "Participating Interest” of a party means the proportion {(expressed as a percent-
age) that the surface acreage of its committed working interest bears to the total surface
acreage of all the committed working interest of all the parties to this agreement., Each
party's participating interest is stated in column 4 (Ownership in Unit) of Exhibit “A-2".

The participating interest of each party reflecting interest changes at payout, if an is
shown in Exhibit "A-3". 7 payout. Y

(2) “"Committed Working Interest" is shown for each party by tract:
age, in the last column of Exhibit "A-1"; and (b) as net acres,
Owner) of Exhibit "“A-2",

(a) As a percent-
in column 3 (Net Acres Each

(3) “geneficial Interest” of a party means the proportion (expressed as a percentage)
that the adjusted surface acreage of its committed working interest bears to the adjusted
surface acreage of the total committed working interest of all parties. The beneficial
interest of each party is listed in the last column of Exhibit "A-2".

- 14 -



EAST LOVINGION WORKING INTEREST AREA
Operating Agreement
Dated: December 1, 1982

C. QOOSTS AND OWNERSHIP OF PRODUCTION AND PROPERTY

Except as hereinafter stated in this agreement, the apportiorment of costs and
production and the ownership of property shall be as follows:

(1) All costs incurred by operator in the conduct of operations under this
agreement shall be borne by the parties in proportion to their respective partic-~
ipating interests.

(2) All production shall be owned by the parties in proportion to their
respective beneficial interests.

(3) All materials, equipment and other property, whether real or personal,
acquired by Operator and the cost of which is chargeable as costs hereunder, shall
be owned by the parties in proportion to their respective participating interests.

D. PAYMENT OF LEASE BURDENS

Operator shall pay or cause to be paid for the account of the party liable
therefore all royalty, overriding royalty, production payments and other lease
burdens specifically listed in colums 4 (Basic Royalty and Percentage) and 6
(Overriding Royalty and Percentage) of Exhibit "A-1" in respect to production
from the Contract Area, but excluding any lease burdens not listed in Exhibit
"A-1"., All such payments shall be charged to and borne by the parties in propor-
tion to their respective beneficial interests. 2Any lease burdens not listed in

Exhibit "A-1" shall be charged to and borne solely by the party whose working
interest is burdened thereby.

E. PREPARATION OF EXHIBIT "A"

The interests of the parties as set forth on Exhibits "A-1", "A-2", and
"A-3" were calculated based on the best information available to the operator.
If the information used is found to have been in error or if a mathematical or
typographical error was made in preparing the exhibits, the participating int-
erests and the beneficial interests may be recalculated to reflect the correct

-l4a-



AMERADA HESS CORr  .TION FARMOUT PROVISIONS

1. This Article XV-I constitutes a farmout agreement between Amerada
Hess Corporation , hereinafter referred to as Farmout Party, and
Harvey E. Yates Company, hereinafter referred to as Drilling Party,
whereby Drilling Party shall bear Farmout Party's share of all costs
and risks ot drilling, testing and completing the Initial and Subst-
jtute Test Wells provided for in Article VI-A and Article XV-A hereof.

2. In consideration of Drilling Party's payment of Farmout Party's
shire of said costs and completion of the Initial or Substitute Test
Well as a well capable of producing oil and/or gas in paying quanti-
ties (quantities sufficient to return the cost of operating the well
and a reasonable profit), Drilling Party shall earn all of Farmout
Party's oil and gas rights, whether leasehold or contractual, under
the proration unit for said well for the depths covered by this
Operating Agreement and an undivided two-thirds (2/3) of the present

interest of the Farmout Party in the Contract Area outside of the
proration unit for said well. Farmout Party shall reserve and retain
as an overriding royalty the lesser of 1/16 of 8/8 or that amount
of 8/8 remaining after deducting from 8/8 both the current burdens
and a 74% net revenue interest on Farmout Party's oil and gas rights,
whether leasehold or contractual, under the proration unit for said
well of all the oil and gas produced, saved and marketed from the
proration unit, with said overriding royalty to be proportionately
reduced in accordance with Farmout Party's interest in the Contract
Area as set forth on Exhibit "A" of this Operating Agreement. Farm-
out Party shall execute and deliver to Drilling Party any instru-
ments necessary to effect the intent and purpose of this Agreement.

3. Farmout Party shall have the option at Payout of said well to
elect to convert its overriding royalty to its share of a 33 1/3% work-
ing interest in said well and proration wunit, with such working
interest to be proportionately reduced in accordance with Farmout
Party's interest in the Contract Area as set forth on Exhibit "A" of
this Operating Agreement.

4, "Payout" is defined to be the date on which the net proceeds
attributable to Operator's total interest in said proration unit
shall equal Operator's total share of the costs and expenses, both
tangible and intangible, of drilling, equipping (an o0il well through
the oil storage tanks and a gas well through the Christmas tree),
testing and completing said well for production, and of operating
the said well to produce such amount. "Net proceeds" are defined as
the total proceeds received from or credited or allocated to Operator's
total interest in the production, less severance, production, windfall
profits and other taxes payable on production, together with all roy-
alties, shut-in gas royalties, overriding royalties and payments out
of production presently in effect or created by this agreement.
Charges and expenses to be made by the Operator shall be made in ac-
cordance with and accounted for as set forth in Exhibit "C" hereto.

5. During payout, Drilling Party shall furnish Farmout Party with
urrent monthly statements summarizing income and expenses properly
chargeable to Payout. Within thirty (30) days after Payout has oc-
curred, Drilling Party shall give Farmout Party written notice of
Payout, and Farwmout Party shall have thirty (30) days after receipt
of such notice within which to notify Drilling Party in writing of
its election to convert, effective at 7:00 a.m. on the first day
after Payout occurs, its respective overriding royalty into working
interest as provided in Article Xv-C, 3 above. The failure of a
Farmout Party to make such election within the said 30-day period
shall be deemed an election by the Farmout Party not to convert
its overriding royalty to working interest. If the Farmout Party
elects to convert, the Drilling Party shall furnish the Farmout
Party with appropriate instruments of conveyance in recordable

form and the Farmout Party shall furnish Drilling Party with appropr-
jate instruments in recordable form to effect the release of the
overriding royalty.

14b
Operating Agreement dated December 1, 1982
between
Harvey E. Yates Company - QOperator
: and

Amerada Hess Corporation, et al - Non-operator
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ARTICLE XVL
MISCELLANEQUS

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

This instrument may be executed in any number of counterparts, cach of which shall be considered
an original for all purposcs.

IN WITNESS WHEREQF. this agreement shall be effeetive as of _l_s_t__<rl:|y of _ December .
19 82 —_—

OPERATOR

ATTEST: /7 HAR . YATES COMPANY
_,ufiii_ R By:
etretary President
NON-OPERATORS
ATTEST: AMERADA HESS
e By:
Secretary President
ATTEST: ' YATES ENERGY CORPORATION
By:
T T TTTTT T gecretary President
ATTEST: EXPLORERS PETROLEUM CORPORATION
By:
Secretary President
ATTEST: SPIRAL, INC.
By:
Secretary President
ATTEST: FRED G. YATES, INC.
By:
Secretary President
WITNESS:
ANN MORRIS *
RPN ‘:' :

-15-



ATTEST:

WITNESS:

WITNESS:

WITNESS:

- 16 -

REBEL OIL COMPANY

By:

#9215

Ellie Spear

Roy G. Barton, Jr.

Norma Barton Chanley

E. L. Latham, Jr.
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STATE OF NEW MEXICO )

) SS
COUNTY OF CHAVES ) .
The foregoing instrument was acknowledged before me this :14L_ day of *
K- YN » 1983, by GEORGE M. YATES, President of HARVEY E. YATES

COMPANY, a New Mexico Corporation, on behalf of said corporation.

'My Commission Expires:

Notary Public
STATE OF )
Y SS
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
» 1983, by s
President of AMERADA HESS, a Corporation, on behalf of

said corporation.

My Commission Expires:

Notary Public

STATE OF NEW MEXICO )
) 8§
COUNTY OF CHAVES )

The foregoing instrument was acknowledged before me this day of
» 1983, by ’

President of YATES ENERGY CORPORATION, a New Mexico Corporation, on behalf of
said corporation.

My Commission Expires:

Notary Public

STATE OF _ NEW MEXICO )

) Sss
COUNTY OF CHAVES )
The foregoing instrument was acknowledged before me this day of

,» 1983, by GEORGE M. YATES, President of EXPLORERS PETROLEUM
CORPORATION, a New Mexico Corporation, on behalf of said corporation.

My Commission Expires:

Notary Public

STATE OF NEW MEXICO )
) ss
COUNTY OF CHAVES )
The foregoing instrument was acknowledged before me this day of

,» 1983, by HARVEY E. YATES, President of SPIRAL, INC., a New
Mexico Corporation, on behalf of said corporation.

My Commission Expires:

Notary Public

-17 -
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STATE OF NEW MEXICO )

) ss.
COUNTY OF CHAVES )
The foregoing instrument was acknowledged before me this day of

., 1983 by FRED G. YATES, President of FRED G. YATES, INC.,
a New Mexico Corporation and on behalf of said corporation.

Notary Public
My Commission Expires:

STATE OF )
SSs.
COUNTY OF )
The foregoing instrument was acknowledged before me this day of

,» 1983 by ANN MORRIS.

Notary Public

My Commission Expires:

STATE OF NEW MEXICO )

Ss.
COUNTY OF LEA )
The foregoing instrument was acknowledged before me this day of
. 1983 by ELLIE SPEAR, of REBEL OIL

COMPANY, a New Mexico Corporation and on behalf of said corporation.

Notary Public

My Commission Expires:

STATE OF
ss.
COUNTY OF
The foregoing instrument was acknowledged before me this day of

¢ 1983 by ROY G. BARTON, JR.

Notary Public
My Commission Expires:

STATE OF )
sSS.
COUNTY OF )
The foregoing instrument was acknowledged before me this day of

, 1983 by NORMA BARTON CHANLEY.

My Commission Expires: Notary Public

- 18 -




STATE OF )
sSS.

COUNTY OF

The foregoing instrument was acknowledged before me this
, 1983 by E. L. LATHAM, JR.

#9215

day of

Notary Public

My Commission Expires:

- 19 -



EXHIBIT "A"

EAST LOVINGTON WORKING INTEREST UNIT
ATTACHED TO AND MADE A PART OF THE OPERATING AGREEMENT
DATED DECEMBER 1, 1982
BETWEEN HARVEY E. YATES COMPANY, AS OPERATOR
AND OTHER PARTIES SIGNATORY HERETO AS NON-OPERATORS

1. LANDS SUBJECT TO CONTRACT:

Township 16 South, Range 37 East
Section 8: SE/4
Section 17: NE/4

Lea County, New Mexico
Containing 320.0 acres, more or less

2. RESTRICTIONS AS TO FORMATIONS AND DEPTH:

Surface to all depths.

3. PERCENTAGE INTERESTS OF THE PARTIES TO THIS AGREEMENT:

East Lovington Working Interest Unit

BPO APQ

Owners Acres Interest Interest Interest
Amerada Hess 104.583334 . 34822420 F.0. .11607473
Explorers Petroleum 14.532812 .04838894 .07450576 .06580015
Spiral, Inc. 14.532812 .04838894 .07450576 .06580015
Fred G. Yates, Inc. 14.532812 .04838894 .07450576 .06580015
Yates Energy Corp. 49.352524 .16432582 .25301689 .22345320
Ann Morris 1.250001 .00416205 .00416205 .00416205
Rebel 0i1 Company .312500 .00104051 .00104051 .00104051
Harvey E. Yates Company 100.819871 .33569324 .51687591 .45648170
Roy G. Barton, Jr. .104167 .00034684 .00034684 .00034684
Norma Barton Chanley - .104167 .00034684 .00034684 .00034684
E. L. Latham, Jr. .208334 .00069368 .00069368 .00069368

Unit Total 300.333334 1.00000000 1.00000000 1.00000000




EXHIBIT "A"
East Lovington Working Interest Unit
Page 2

AO)

4. OIL AND GAS LEASES AND/OR OIL AND GAS INTERESTS SUBJECT TO THIS AGREEMENT:

a. 0il and Gas Lease dated March 7, 1979, by and between Stenson Austin
Andrus, et al, as Lessors, and Harvey E. Yates Company, as Lessee, Record-
ed Book 316, Page 297, 0il and gas Records of Lea County, New Mexico;
insofar as said lease covers the following described lands situated in
Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M.

Section 8: SE/4
Containing 160.0 acres, more or less.

b. 0il and Gas Lease dated December 14, 1982, by and between Jane Smythe,
et vir, as Lessor, and Harvey E. Yates Company, as Lessee, Recorded Book
357, Page 711, 0il and Gas Records of Lea County, New Mexico; covering
the following described lands situated in Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M,

Section 8: SE/4
Containing 160.0 acres, more or less,

c. 0il and Gas Lease dated December 14, 1982, by and between Lloyd Moe, as
Lessor, and Harvey E. Yates Company, as Lessee, Recorded Book 357, Page
388, 0il1 and Gas Records of Lea County, New Mexico; covering the follow-
ing described lands situated in Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M.

Section 8: SE/4
Containing 160.0 acres, more or less.

d. 0il and Gas Lease dated December 17, 1982, by and between Midwest Royalties,
Inc., as Lessor, and Harvey E. Yates Company, as Lessee, Recorded Book 357,
Page 555, 0i1 and Gas Records of Lea County, New Mexico; covering the follow-
ing described lands situated in Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M.

Section 8: SE/4
Containing 160.0 acres, more or less.

e. 0il and Gas Lease dated March 25, 1983, by and between Bill Lane, et ux,
as Lessor, and Harvey E. Yates Company, as Lessee, Recorded Book 300,
Page 268, 0il and Gas Records of Lea County, New Mexico; covering the
following described lands situated in Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M.
Section 8: SE/4
Containing 160.0 acres, more or 1ess.

f. 0il and Gas Lease dated March 25, 1983, by and between F. Virginia
Thirlaway, as Lessor, and Harvey E. Yates Company, as Lessee, Recorded
Book 361, Page 51, 0il and Gas Records of Lea County, New Mexico; cover-
ing the following described lands situated in Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M.

Section 8: SE/4
Containing 160.0 acres, more or less.



EXHIBIT "A"
East Lovington Working Interest Unit

Page 3

g.

h.

i.

0i1 and Gas Lease dated April 14, 1980, by and between Laura Kaempf, as
Lessor, and Donald Combs, as Lessee, Recorded Book 327, Page 843, 0il and

Gas Records of Lea County, New Mexico; covering the following described
lands situated in Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M.

Section 8: SE/4
Containing 160.0 acres, more or less.

0i1 and Gas Lease dated March 28, 1980, by and between Elizabeth H. Coates
Maddux and the Estate of George H. Coates, as Lessors, and Donald Combs,
as Lessee, Recorded Book 326, Page 96, 0il and Gas Records of Lea County,
New Mexico; insofar as said lease covers the following described lands
situated in Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M,

Section 8: SE/4
Containing 160.0 acres, more or less.

0i1 and Gas Lease dated April 25, 1980, by and between Twila Goodding,
Trustee, as Lessor, and Donald Combs, as Lessee, Recorded Book 327,
Page 845, 0il and Gas Records of Lea County, New Mexico; covering the
following described lands situated in Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M,

Section 8: SE/4
Containing 160.0 acres, more or less.

0il and Gas Lease dated April 25, 1980, by and between Mildred A. Wright,
as Lessor, and Donald Combs, as Lessee, Recorded Book 327, Page 841, 0il
and Gas Records of Lea County, New Mexico; covering the following described
lands situated in Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M.

Section 8: SE/4
Containing 160.0 acres, more or 1less.

0i1 and Gas Lease dated March 24, 1980, by and between Mildred Morgan
Sneefus, as Lessor, and Donald Combs, as Lessee, Recorded Book 325,
Page 751, 0i1 and Gas Records of Lea County, New Mexico; covering the
following described lands situated in Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M.

Section 8: SE/4
Containing 160.0 acres, more or less.

0il and Gas Lease dated July 10, 1980, by and between Neva Layne Hauge,
as Lessor, and Donald Combs, as Lesse, Recorded Book 329, Page 142, 0il
and Gas Records of Lea County, New Mexico; covering the following des-
cribed lands situated in Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M.

Section 8: SE/4
Containing 160.0 acres, more or less.

0i1 and Gas Lease dated April 14, 1980, by and between Esther Ruble,
et al, as Lessors, and Donald Combs, as Lessee, Recorded Book 809,
Page 809, 0il and Gas Records of Lea County, New Mexico; covering the
following described lands situated in Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M.

Section 8: St/4
Containing 160.0 acres, more or less.
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(il and Gas Lease dated August 30, 1974, by and between Ruth E. Carrow,
as Lessor, and Roy G. Barton, Jr., as Lessee, Recorded Book 289, Page
299, 0i1 and Gas Records of Lea County, New Mexico; insofar as said lease
covers the following described lands situated in Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M.

Section 8: SE/4
Containing 160.0 acres, more or less.

0i1 and Gas Lease dated March 3, 1965, by and between Eugene Coffelt,
et ux, as Lessor, and J, Norman Morris, as Lessee, Recorded Book 235,
Page 420, 0il and Gas Records of Lea County, New Mexico; insofar as
said lease covers the following described lands in Lea County, New
Mexico:

Township 16 South, Range 37 East, N.M,P.M,

Section 8: SE/4
Containing 160.0 acres, more or less.

011 and Gas Lease dated March 3, 1965, by and between E. L. Cooper, et ux,
as Lessor, and J. Norman Morris, as Lessee, Recorded Book 235, Page 422,
011 and Gas Records of Lea County, New Mexico; insofar as said lease
covers the following described 1ands in Lea County, New Mexico:

" Township 16 South, Range 37 East, N.M.P.M,

Section 8: SE/4
Containing 160.0 acres, more or less.

0i1 and Gas Lease dated November 26, 1965, by and between J. H. Ward Hinkson,
as Lessor, and J. Norman Morris, as Lessee, Recorded Book 243, Page 392,

0i1 and Gas Records of Lea County, New Mexico; insofar as said lease

covers the following described lands situated in Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M.,

Section 8: SE/4
Containing 160.0 acres, more or less.

0il and Gas Lease dated December 30, 1965, by and between Ella F. Blain,
et al, as Lessors, and J. Norman Morris, as Lessee, Recorded Book 246,
Page 99, 0il and Gas Records of Lea County, New Mexico; insofar as said
1ease covers the following described lands situated in Lea County, New
Mexico:

Township 16 South, Range 37 East, N.M.P.M,

Section 8: SE/4
Containing 160.0 acres, more or 1less.

0i1 and Ga Lease dated March 25, 1983, by and between Sharyn Cox Smith,
as Lessor, and Harvey E. Yates Company, as Lessee, Recorded Book 360,
Page 403, 0il and Gas Records of Lea County, New Mexico, covering the
following described lands situated in Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M.

Section 8: SE/4
Containing 160.0 acres, more or less.
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t. 0il and Gas Lease dated March 25, 1983, by and between Thomas G. Cox, as
Lessor, and Harvey E. Yates Company, as Lessee, Recorded in Book 360,
Page 344, 0il1 and Gas Records of Lea County, New Mexico, covering the
following described lands situated in Lea County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M.
Section 8: SE/4
Containing 160.0 acres, more or 1ess.

u. State of New Mexico 0il and Gas Lease dated March 1, 1979, bearing Serial
No. LG-6393, by and between the State of New Mexico, as Lessor, and Harvey

E. Yates Company, as Lessee; covering the following described lands in Lea
County, New Mexico:

Township 16 South, Range 37 East, N.M.P.M.

Section 17: NE/4
Containing 160.0 acres, more or 1ess.

v. Unleased Mineral Interests - See Exhibit “A-1".
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5. ADDRESSES OF PARTIES FOR NOTICE PURPOSES:

Amerada Hess Corporation (F/0)
P. 0. Box 2040

218 W. 6th

Tulsa, OK 74102

Ann Morris
2865 Macvicar
Topeka, Kansas 66611

Yates Energy Corporation

Fred G. Yates, Inc.

Security National Bank Building
Suite 919

Roswell, New Mexico 88201

Rebel 0il Company
603 Seco
Hobbs, New Mexico 88240

Roy G. Barton, Jr.
P. 0. Box 978
Hobbs, New Mexico 88240

Norma Barton Chanley
P. 0. Box 729
Hobbs, New Mexico 88240

E. L. Latham, Jr.
P. 0. Box 1392
Hobbs, New Mexico 88240

Harvey E. Yates Company
Explorers Petroleum Corporation
Spiral, Inc.

P. 0. Box 1933

Roswell, New Mexico 88201



Township 16
Section 8: SE/4

EXHIBIT "A-1"

SCHEDULE OF LEASES

EAST LOVINGTON WORKING INTEREST UNIT

South, Range 37 East, N.M.P.M.
Section 17: NE/4

Lea County, New Mexico

320 acres (300.333334 committed to W.I.U,)

Page
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LESSEE OF RECORD

OVERRIDING ROYALTY

WORKING INTEREST

NUMBER SERIAL NUMBER INTEREST AND
TRACT OF & EXPIRATION BASIC ROYALTY AND AND AND
& SUB DESCRIPTION OF LAND ACRES DATE OF LEASE : PERCENTAGE PERCENTAGE PERCENTAGE
NO.
PATENTED (FEE) LANDS:
1-1 Sec. 8: SE/4 160.0 03/06/84 Stenson A. Andrus HEYCO W. T. Wynn HEYCO .52030468
(30.0 net) 1/5 of 18.75% 100% .5% Yates Energy .25469532
Lawrence R. Andrus Corbett Petroleum Explorers -.07500000
1/5 of 18.75% .75% FGY, Inc. .07500000
Jess Medlin Spiral, Inc. .07500000
1/5 of 18.75%
Lillis M. Conley
1/5 of 18.75%
Billie J. Goff
1/5 of 18.75%
1-2 Sec. 8: SE/4 160.0 12/13/87 Jane Smythe HEYCO (Reserved) HEYCO .52030468
(.833332 net) 18.75% 100% 1.5% Yates Energy .25469532
(HEYCO, et al) Explorers .07500000
FGY, Inc. .07500000
Spiral, Inc. .07500000
1-3 Sec. 8: SE/4 160.0 12/13/87 Lloyd Moe HEYCO (Reserved) HEYCO .52030468
(.833332 net) 18.75% 100% 1.5% Yates Energy .25469532
Explorers .07500000
(HEYCO, et al) FGY, Inc. .07500000
Spiral, Inc. .07500000
-4 Sec. B: SE/4 160.0 12/16/83 Midwest Royalties, HEYCO (Reserved) HEYCO .52030468
(.791667 net) Inc. 25.0% 100% 1.5% Yates Energy .25469532
Explorers .07500000
(HEYCO, et al) FGY, Inc. .07500000
. 07500000

]
LY

Spiral, Inc.
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SCHEDULE OF LEASES

EAST LOVINGTON WORKING INTEREST UNIT

Township 16 South, Range 37 East, N.M.P.M.

Section 8:

SE/4 Section 17: NE/4
Lea County, New Mexico

320 acres (300.333334 committed to W.I.U.)

Page
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OVERRIDING ROYALTY

WORKING INTEREST

NUMBER SERIAL NUMBER INTEREST AND LESSEE OF RECORD
TRACT OF & EXPIRATION BASIC ROYALTY AND AND AND
& SUB DESCRIPTION OF LAND ACRES DATE OF LEASE PERCENTAGE PERCENTAGE PERCENTAGE
NO.
PATENTED (FEE LANDS:
1-5 Sec. 8: SE/4 160.0 03/24/86 Bill Lane HEYCO (Reserved) HEYCO .52030468
(0.5 net) 18.75% 100% 1.5% Yates Energy .25469532
(HEYCO, et al) Explorers .07500000
FGY, Inc. .07500000
Spiral, Inc. .07500000
1-6 Sec. 8: SE/4 160.0 03/24/86 Virginia Thirlaway HEYCO (Reserved) HEYCO .52030468
_ (0.5 net) 18.75% 100% 1.5% Yates Energy .25469532
(HEYCO, et al) Explorers .07500000
FGY, 1Inc. .07500000
Spiral, Inc. .07500000
1.7 Sec. 8: SE/4 160.0 03/24/86 Sharyn Cox Smith HEYCO (Reserved) HEYCO .52030468
(.15625 net) 18.75% 100% 1.5% Yates Energy .25469532
(HEYCO, et al) Explorers .07500000
FGY, Inc. .07500000
Spiral, Inc. .07500000
1-8 Sec. 8: SE/4 160.0 03/24/86 Thomas G. Cox HEYCO (Reserved) HEYCO .52030468
(.15625 net) 18.75% 100% 1.5% Yates Energy .25469532
(HEYCO, et al) Explorers .07500000
FGY, Inc. .07500000
Spiral, Inc. .07500000
Amerada Hess 100%

1-9 Sec., 8: SE/4 160.0 03/27/83
(80.0 net)

i
(Y

Elizabeth Coates
Maddux 1/2 of
21.875%

Estate of George
H. Coates (3)
1/2 of 21.875%

Amerada Hess
Corp. 100%s

None

Corp.



EXHIBIT "A-1"

SCHEDULE OF LEASES

EAST LOVINGTON WORKING INTEREST UNIT
Township 16 South, Range 37 East, N.M.P.M.
Section 8: SE/4 Section 17: NE/4

Lea County, New Mexico

320 acres (300.333334 committed to W.I.U.)
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LESSEE OF RECORD

OVERRIDING ROYALTY

WORKING INTEREST

NUMBER SERIAL NUMBER INTEREST- AND
TRACT OF & EXPIRATION BASIC ROYALTY AND AND AND
& SUB DESCRIPTION OF LAND ACRES DATE OF LEASE PERCENTAGE PERCENTAGE PERCENTAGE
NO.
PATENTED (FEE) LANDS:
1-10 Sec. 8: SE/4 160.0 04/25/85 Laura Kaempf Amerada Hess (1) Amerada Hess 100%
(4.723635 net) 18.75% Corp. 100% Corp.
1-11 Sec. 8: SE/4 160.0 04/25/85 Twila Goodding, Amerada Hess (1) Amerada Hess 100%
(3.332944 net) Trustee 18.75% Corp. 100% corp.
1-12 Sec. 8: SE/4 160.0 04/25/85 Mildred Wright Amerada Hess (1) Amerada Hess 100%
(4.839255 net) 18.75% Corp. 100% Corp.
1-13 Sec. 8: SE/4 160.0 Idabelle Augustine (2) Amerada Hess 100%
(1.0 net) 18.75% Corp.
1-14  sec. 8: SE/4 160.0 F. Earl Bellinger (2) Amerada Hess 1002
(5.0 net) 18.75% Corp.
1-15 Sec. 8: SE/4 160.0 Stefine Bjorkedal . (2) Amerada Hess 100%
(0.5 net) 18.75% Corp.
1-16 Sec. 8: SE/4 160.0 Martin Madson (2) Mamnmam Hess 100%
(0.5 net) 18.75% orp.
1-17 Sec. 8: SE/4 160.0 Elyse Dorrien 2 MMMﬂwam Hess ~OON
(1.0 net) 18.75% L
Amerada Hess 100%
1-18  Sec. 8: SE/4 160.0 Charles L. Butterfield 2 Cotp a
= {1.5 net) 18.75%
1-19 Sec. 8: SE/4 160.0 03/24/85 Mildred M. Sneefus Amerada Hess None Amerada Hess 100%
(.625 net) 18.75% Corp. 100% Corp.



EXHIBIT "A-1"
SCHEDULE OF LEASES

EAST LOVINGTON WORKING INTEREST UNIT

Township 16 South, Range 37 East, N.M.P.M.

Section 8: SE/4

Section 17: NE/4
Lea County, MNew Mexico

320 acres (300.333334 committed to W.I.U.)
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LESSEE OF RECORD

OVERRIDING ROYALTY

WORKING INTEREST

NUMBER SERIAL NUMBER INTEREST AND
TRACT OF & EXPIRATION BASIC ROYALTY AND AND AND
& SUB DESCRIPTION OF LAND ACRES DATE OF LEASE PERCENTAGE PERCENTAGE PERCENTAGE
NO.
PATENTED (FEE) LANDS:
1-20 Sec. 8: SE/4 160.0 07/10/85 Neva Layne Hauge Amerada Hess None Amerada Hess 100%
(.3125 net) 18.75% Corp. 100% Corp.
1-21 Sec. 8: SE/4 160.0 04/14/85 Esther Ruble Amerada Hess None amerada Hess 100%
(1.25 net) 1/4 of 18.75% Corp. 100% Corp.
Dale Sarsgard
1/4 of 18.75%
Maruel Kirchoft
1/4 of 18.75%
Verla Ennen
1/4 of 18.75%
1-22 Sec. 8: SE/4 160.0 03/03/75 Eugene Coffelt J. Norman Morris None Ann Morris 100%
(.125 net) (HBP) 12.5% 100%
1-23 Sec. 8: SE/4 160.0 03/03/75 E. L. Cooper J. Norman Morris None Ann Morris 100%
(.25 net) (HBP) 12.5% 100%
1.94 Sec. 8: SE/4 160.0 11/12/75 J. H. Ward Hinkson J. Norman Morris None Ann Morris 100%
(.416667 net) (HBP) 12.5% 100%
1-25 Sec. B8: SE/4 160.0 12/30/75 Ella F. Blain J. Norman Morris None Ann Morris 100%
{HBP) 1/3 of 12.52 100%

(.416667 net)

[N}
N

Esther L. Blain
1/3 of 12.5%
Jane Blain Baker
1/3 of 12.5:



EXHIBIT "A-1"

SCHEDULE OF LEASES

'EAST LOVINGTON WORKING INTEREST UNIT
Township 16 South, Range 37 East, N.M.P.M.

Section 8:

SE/4 Section 17: NE/4

Lea County, New Mexico
320 acres (300.333334 committed to W.I.U.)
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LESSEE OF RECORD

OVERRIDING ROYALTY

WORKING INTEREST

NUMBER SERIAL NUMBER INTEREST AND
TRACT OF & EXPIRATION RASIC ROYALTY AND AND AND
& SUB DESCRIPTION OF LAND ACRES DATE OF LEASE PERCENTAGE PERCENTAGE PERCENTAGE
NO.
PATENTED (FEE) LANDS:
i 1.26 Sec. 8: SE/4 160.0 08/30/79 Barney Leonard R. G. Barton, Jr. None R. G. Barton, Jr. 25%
(.208333 net) (HBP) 12.5% E. L. Latham, Jr. SOs
Norma B. Chanley 25%
1-27 Sec. 8: SE/4 160.0 Rebel 0il Co. Unleased Rebel 0il Company 100%
(.3125 net) 12.5%
1-28 Sec. 8: SE/4 160.0 Ann Morris Unleased
(.041667 net) 12.5% * Ann Morris 100%
1-29 Sec. 8: SE/4 160.0 R. G. Barton, Jr. Unleased
(.052084 net) 12.52 * R. G. Barton 100%
1-30 Sec. 8: SE/4 160.0 E. L. Latham, Jr. Unleased
{.104167 net) 12.5%2 * E. L. Latham 100%
1-3] Sec. 8: SE/4 160.0 Norma B. Chanley Unleased
(.05208 4 net) 12.5%2 * Norma B. Chanley 100%
STATE OF NEW MEXICO LANDS:
21 Sec. 17: NE/4 160.0 LG-6393 State of N. M. HEYCO W. T. Wynn HEYCO .52030468
02/28/84 12.5% 100% . 5% Yates Energy . 25469532
Total Acres in Unit 300.333334 Corbett Petroleum Explorers .07500000
.75% FGY, Inc. .07500000
.07500000

Explanation of Footnotes:

(1) Subject to Non-Participating Royalty Interests (See (2)).

(2) "Non-Participating Royalty Interest.

*Using 12.5%

Spiral, Inc.

for Royalty and Beneficial Interest calculation.



EXHIBIT "A-2" Page 1

CALCULATION OF OWNERSHIP
- TAND BENEFICTAL INTEREST -
EAST LOVINGTON WORKING INTEREST UNIT
Township 16 South, Range 37 East, N.M.P.M.
Section 8: SE/4 Section 17: NE/4
Lea County, New Mexico
320 acres (300.333334 conmitted to W.I.U.)

OWNER TRACT & NET ACRES OWNERSHIP BURDEN RATE- REVENUE BENEFICIAL ACRES BENEFICIAL INTEREST
SUB NO. EACH OWNER IN UNIT ROYALTY & INTEREST EACH OWNER IN UNIT
- OVERRIDING EACH OWNER
ROYALTY
rvey E. Yates Co. 1-1 30.000000 . 20000000 .80000000 24.000000
Group (see division 1-2 .833332 . 20250000 .79750000 .664582
below) 1-3 .833332 .20250000 . 79750000 .664582
1-4 .791667 . 26500000 . 73500000 .581875
1-5 .500000 .20250000 .79750000 . 398750
1-6 .500000 .20250000 .79750000 .398750
1-7 . 156250 .20250000 .79750000 .124609
1-8 .156250 .20250000 . 79750000 .124609
2-1 160.000000 .13750000 .86250000 138.000000
Total 193.770831 .64518588 164.957757
Division of Harvey E.
Yates Co. Group 1-1
Harvey E. Yates Co. thru 100.819871 .33569324 85.828293 . 34446577
Yates Energy Corp. 1-8 49,352524 .16432582 42.013968 . 16862008
Spiral, Inc. and 14.532812 .04838894 12.371832 .04965347
Fred G. Yates, Inc. 2-1 14.532812 .04838894 12.371832 .04965347
Explorers Petroleum 14.532812 .04838894 12.371832 .04965347
Total 193.770831 .64518588 164.957757 .66204626
Amerada Hess Corporation 1-9 80.000000 .21875000 . 78125000 62.500000
1-10 4.723635 .18750000 .81250000 3.837953
1-11 3.332944 .18750000 .81250000 2.708017
1-12 4.839255 .18750000 .81250000 3.931895
1-13 1.000000 .18750000 .81250000 .812500
1-14 5.000000 .18750000 .81250000 4.062500
1-15 .500000 .18750000 . 81250000 .406250
1-16 . 500000 .18750000 . 81250000 .406250
1-17 1.000000 .18750000 .81250000 .812500
) s 1-18 1.500000 .18750000 .81250000 1.218750
1-19 .625000 .18750000 .81250000 .507813
. 1-20 . 312500 .18750000 .81250000 .253906
1-21 1.250000 .18750000 .81250000 1.015625

104.583334 . 34822420 82.473959 . 33100339



EXHLIBLI “"A-¢"

CALCULATION OF OWNERSHIP
AND BENEFICIAL INTEREST

EAST LOVINGTON WORKING INTEREST UNIT PAGE 2
Township 16 South, Range 37 East, N.M.P.M.
Section 8: SE/4 Section 17: NE/4
Lea County, New Mexico
320 acres (300.333334 committed to W.I.U.)

OWNER TRACT & NET ACRES OWNERSHIP BURDEN RATE- REVENUE BENEFICIAL ACRES BENEFICIAL INTEREST
SUB NO. EACH OWNER IN UNIT ROYALTY & INTEREST EACH OWNER * IN UNIT
- OVERRIDING - EACH OWNER «
ROYALTY
Ann Morris 1-22 .125000 .12500000 .87500000 .109375
1-23 . 250000 .12500000 .87500000 .218750
1-24 .416667 .12500000 .87500000 .364584
1-25 .416667 .12500000 .87500000 . 364584
1-28 .041667 .12500000 .87500000 .036458
1.250001 .00416205 1.093751 .00438969
R. G. Barton, Jr. 1-26 .052083 .12500000 . 87500000 .045573
1-29 .052084 .12500000 .87500000 .045573
~.104167 .00034684 .091146 .00036581
Norma B. Chanley 1-26 .052083 .12500000 .87500000 .045573
1-31 .052084 .12500000 .87500000
.104167 .00034684 .owHupm .00036581
F L. Latham, Jr. 1-26 .104167 .12500000 .87500000 .091146
1-30 .104167 . 12500000 .87500000 .091146
.208334 .00069368 . 182292 .00073162
Rebel 0il1 Company 1-27 .312500 .00104051 .12500000 .87500000 .273438 .00109742
Total 300.333334 1.00000000 249, 163489 1.00000000

~*Beneficial acres and beneficial interests of each owner shown on this Exhibit "A-2" are calculated on the basis of original acreage contributions and
existing burdens thereon. They do not take into consideration the change brought about by the Amerada Hess farmout and the overrriding royalty created
as a result of the farmout. The overriding royalty will be borne by the parties receiving the farmout in exact proportion to the amount received and
ﬁme wmxmmaﬂnﬂmn after their net revenue interest has been calculated using the beneficial interests shown in this Exhibit "A-2" adjusted for the Amerada
ut.

.



EXHIBLLT “"A=3"
UNIT AND WELL OWNERSHIP
EAST LOVINGTON WORKING INTEREST UNIT e .
Township 16 South, Range 37 East, N.M.P.M.
Section 8: SE/4 Section 17: NE/4
Lea County, New Mexico
320 acres (300.333334 committed to W.1.U.)

WELL OWNERSHIP

INTEREST IN
WELL OWNERSHIP FIRST WELL
UNIT i WELL OWNERSHIP INTEREST IN COSTS AFTER
OWNERSHIP UNIT INTEREST IN FIRST WELL A H, FARMOUT
FROM SCHEDULE OWNERSHIP FIRST WELL COSTS AFTER PAYOUT AND
A-2 BEFORE AFTER A.H. COSTS BEFORE A.H. FARMOUT FORCE POOL
WORKING INTEREST OWNER A.H. FARMOUT FARMOUT PAYOUT* PAYOUT PAYOUT
Harvey E. Yates Company * .33569324 .45648170 .51729737 .46432660 .40037249
Yates Energy Corporation * .16432582 .22345320 .25322319 .22729337 . 19598707
Spiral, Inc. * .04838894 .06580015 .07456651 .06693097 .05771222
Fred G. Yates, Inc. * .04838894 .06580015 .07456651 .06693097 .05771222
Explorers Petroleum Corp. * .04838894 .06580015 .07456651 .06693097 .05771222
Amerada Hess Corproation * .34822420 .11607473 -0~ .10180721 .10180721
Ann Morris .00416205 .00416205 .00365046 .00365046 .00365046
R. G. Barton, Jr. .00034684 .00034684 ,00030421 .00030421 .00030421
Norma B. Chanley .00034684 .00034684 .00030421 .00030421 .00030421
E. L. Latham, Jr. .00069368 .00069368 .00060842 .00060842 .00060842
Rebel 011 Company .00104051 .00104051 .00091261 .00091261 .0009126
Sub Total 1, 00000000 1.00000000 1.00000000 1.00000000 -, B87708334
Force Pooled Interests =0~ -0~ -0~ -0- .12291666
Total 1.00000000 1.00000000 1.00000000 1.00000000 1.00000000

*These companies interests in the East Lovington Working Interest Unit m:m,HuunuwH
Well have been adjusted for Amerada Hess' Corporation farmout and the force pooling
of 9.833333 acres under the 80 acre proration unit assigned to the first well.




Produces’s 88— I(Producer’s Revised 1965) (New .- _xico) Form 342 EXHIBIT "B"

OIL & GAS LEASE

Printed ai. .or sale by Hall-Poorbaugh Press, Roswell, N, M.

THIS AGREEMENT mad. this day of

19, between

of

(Post Offiee Addresa)

herein called lessor (whether nne or more) and . leanee:
1. Lessor, in consideraticn of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledged, and of the royalties herein pravided and

of the agreements of the Jesr herein eontained, herehy grants, leases and lets exclusively unto lexsee for the purpose of investigating, exploring, prospecting,
drilling, and operating for and producing oil and was. injecting gas, watera, other fluids, and air into subsurface satrata. laying pipe lines, storing oil. building
tanks, roadways, telephone lices, and other structurce and things thereon to produce, save, take care of, treat, process, store and tranaport said minerals. the

following deacribed land in County, New Mexico, to-wit:

EXHIBIT "B"
ATTACHED TO AND MADE A PART OF
JOINT OPERATING AGREEMENT -
EAST LOVINGTON WORKING INTEREST UNIT -
DATED DECEMBER 1, 1982

For the purpose of ealeulating the rental payments hereinafter provided for, said land is estimated to comprise acres, whether it actually
comprises more or lesa.

2. Subject to the other provisions hercin contained, thiz lease shall remain in force for a term of years from this date (called “primary term®), and
as long thereafter an oil or gpx, is produced from said land or land with which said land s pooled.

3. The royaltier to be pai? hy lesner are: ta) on oil, and on other liquid hydrocarbons saved at the well. 1/8 of that produced and saved from said land,
rame to e delivered at the wells or to the eredil of lexsor in the pipe line to which the wells may be connected: thi on gas, including casinghead gas and all gan.
s substances, privduced frgn:. said Iand and sold or used off the premiser or in the manufacture of gasoline or other produet therefrom. the market value at
the mouth of the well of i/é of the gas so sold or used, provided that on gas sold st the wells the royalty shall be of the amount realized from
such sale: (¢} and at any (im» when this lease ix not validated by other provisions hereof and there is a gas and/or condensaté well on said land, or land pooled
therewith, but mas and/or condensate in not being ro sold or used and such well is shut in, ecither before or after production therefrum, then on or before 90 days
after said well is shut in, prd thereafter at annual intervals, lessee may pay or tender an advance annual shut-in royalty equal to the amount of delay rentals
provided for in this );.r the acreage then held under this lease by the party making such payment or tender, and so Jong as said shut-in royaity is paid or
tendered thin lease shall not terminate and it will be considered under all clauses hereof that xas is being produced from the leased premises in paying quantities.
Each such payment shall by paid or tendered to the parly or partics who at the time of such payment would be entitled to recvive the royalties which would be
paid under this lease if the well were in fact producing. or be paid or tendered to the credit of such party or parties in the depository bank and in the manner
hereinafter provided for the payment of rentals.

4. 1f operations for drilling are not commenced on said land or on land pooled therewith on or before one (1) year from this date, this lease shall terminate

as to buth partiex, unless an ar before one (1) yesr from this date lessce shall pay or tender to the lessor a rental of $ which
shall cover the privilege of deferring commencement of such operations for & period of twelve (12) months, In like manner and upon like paymenta or tenders,
unnually, the commencement of sail operations may be further deferred for auccessive periods of twelve (12) months each during the primary term. Payment

or tender may be made to the Jesser or to the credit of the lessor in the Bank

at . which bank. or any suceessor thereof, shall
continue to he the agent for the leasor and lessor’s heirs and assigns. If such bank tor any suceessor bank) shall fail, liquidate, or be asuceeeded by another bank,

or for any reason shall fail or refuse to accept rental, lexsee shall not be held in default until thirty (30) days after lexsor shall deliver to lessce & recordable
inatrument making provision fur another acceptable method of payment or tender, and any depository charge ia a liahility of the kwaor, The payment or tender
of rental may e made by chevk or draft of lessce, mailed or delivered to said bank or lessor, or any lessor if more than one, on or hefore the rental paying
date. Any timely payment «r (ender of rental or shut-in royalty which i made in a bona fide attempt to make proper payment, but which is erroneous in
whale or in part ss to partic+. amounts, or depositories shall nevertheless be sufficient to prevent termination of this lease in the same manner as though a
proper payment had been made: provided, however, lessce shall correct such error within thirty 130) days after lessce hax received written notice thereof by
certified mail from lessur tomether with such instrumenta as are necessary to enable lessee to make proper payment.

5. Lensee is hereby lrﬁnin! the right and power, from time to time, to pool or combhine this lease, the land covered by it or any part or horizon thereof
with any other land, jesse. jensen, mineral estates or parts thereof for the production of oil or gas. Units pouled hereunder shall not exeeed the standard pro-
ration unit fixed by law or by the New Mexico il Conservation Commission or by other lawful authority for the pool or area in which said Innd is situated, plus
a tolsrance of 10¢.. Lenned slall file written unit designations in the county in which the premises are located and such unita may be designated from time to
time and either before or fter the completion of wells. Drilling operations on or production from any part of any such unit shall be considered for sll pur-
uwmon, except the payment nf royalty, ms operations canducted upon or production from the dnnd deseribed in this lease. There shatl be aitoested to the land
cinored by this lease included in any such unit that portion of the total production of pooled minerals frum wells in the unit, after deducting any used in lease
or unit eperations, which the cumber of surface acres in the Innd covered by thix lease included in the unit bears to the total number of aurface acres in the
unit. The production so allaeatid shall be considerad for all purposer, including the pavment or delivery of royalty, to be the entire production of pooled minerals
from the portion of said land covered hereby and included in #aid unit in the same mAanner as though produced from said land under the terme of this leane.
Any pooled unit designated by leneee, as provided herein, may be dissolved by lessce by recording an appropriate instrument in the County where the land is sit-
uated at any time after the eompletion of a dry hole or the cesration of production on said unit,

f. If prior to the discdvery of oil or gas hereunder, lersee should drill and abandon a dry hole or holes hereunder. or if after discovery of oil or gas the
production thereof should ceae for any eause. this lease xhall not terminate il lessce commences reworking or additional drilling operstions within 60 dayn
thereafter and diligently priwecutes the same, or (if it he within the primary term) commences or resumes the payment or tender of rentals or commences
operations for drilling or reworking on or hefore the rental paying date next ensuing after the expiration of three months from date of abandonment of said
dry hole or holes or the cemsrtion of production. If at the expieation of the primary term oil or gas isx not being produced but lessee is then engaged in operationa
for drilling or reworking oﬂ anv well, this lease shall remsin in foree so long ag such operations are diligently prosecuted with no cessation of more than 60
consecutive days. If duringith= drilling or reworkiug of any well under this paragraph, lessee loses or junks the hole or well and after diligent efforta in good
faith is unahle to complete ga.f operationa then within 30 days after the abandonment of said operations lesser may commence another well and drill the same
with due diligenee. [ any Hrilling, additional drilling, or reworking operations hercunder result in production, then this lease shall remain in full foree so long
thereafter s nil or gas is produced hereunder.

5. Lessee shall have fipe use of oil, gas and water {rom =xaid land, except water from lessor’'s wells and tanks. for all operationa hereunder, and the royalty
shall be enmputed after deduciing any go used. Jsasee shall have the right at any time during or after the expiration of thia lease to remove all property and
fixtures piaces! by lesnee on «ait land, including the right to draw and remove all casing. When required hy lessor, lessee will bury all pipe linen on cultivated
Janda below ordinary plow depth, and no well zhall be drilled within two hunidred feet 1200 ft.) of any residence or barn now on aaid land without leesor's con-
sent. Lessor shall have the privilege, at his risk and expenxe, of using gas from any gas well on said land for stoves and inside lights in the principal dwelling
thereon, out of any surplus gas not needed for operations hereunder.

R. The rights of either paurty hereunder may bhe assigned in whole or in part and the provisions hereof shall extend to the heirs, executors. administrators,
sucemisors and sarigna: but no change or division in the ownership of the land, or in the ownership of or right 1o reccive rentals, royaltics or paymenta, however
accomplished shall operate to enlarge the obligations or diminish the rights of lessce: and no xuch change or division shall be hinding upon lessce for any pur-
pone until 30 dayx after lesser has heen furnished by certifind mail at leasee’s principal place of business with acceptable instruments or eortified copies
thereof constituting the chain of title from the original lessor. If any such change in ownership occurs throuxh the death of the owner, lersee may pay or
tender any rentals, roysltien or payments to the credit of the deceased or his estate in the depository bank until such time as lessee has been furnished with
evidence ratiafactory to lesdee as to the persona entitled to such rums. In the event of an assignment of this lcase as to a segregated portion of said land, the
rentals paysbie hereunder shall he apportivned as between the scveral leasehold owners ratably according to the aurface arca of each, and default in rental
payment hy one shall not affcet the righta of other leasehold -ewners hereunder. An assignment of this leaze, in whole ar in part, shall, to the extent of such
amsignment, relieve and dischnrye lawnee of any obligations hereunder, and, if leasce or assignce of part or parts hereof shall fail or make default in the payment
of the proportionate part of thw rentals due from such lossee or asgignee or fail to comply with any other provision of the lease, such default ahall not affect this
lease in so far as it covers & part of said lands upon which tessee or any assignee thercof shall so comply or make such payments. Rentals as used in thia
paragraph shail also inelude shut-in royalty,

9. Should leasee be prevented from complying with any express or implied covenant of this l(-n.!o._ur from conducting drilling or rewarking operations here-
under, or from producing ol or gas hercunder by reason of scareity or inability to obtain or ure epquipment or material, or by operation of force majeure, or
hy any Federal or state law' or any order, rule or regulation of governmental authority. then while so prevented, lessce’s duty shall be suspended, and lensee
ahall not he liable for failure to comply therewith: and this Jease shall be extended while and =0 long as Jessec is prevented by any auch cause from conducting
Arilling nr reworking operations on or from producing oil or gaz hercunder: and the t1ime while lessec is 80 prevented shall not be countal against lesaee.
anything in this lease to the rontrary notwithstanding,

10. Lessor horchy warrant: and agrees to defend the title to said land, and agrees that leasee, at its option, may discharge any tax, mortgage, or other
tien nwpon said land, and in the event leasee doea sn, it shall be subrogated to such lien with the right to enforce same and apply rentals snd royaltien aceruing
hereunder toward <atisfying same, Without imprirment of lessce’s rights under the warranty, if this lease covers a leas interest in the oil or gax in all or any
part of aaid land than the entire and undivided fee simple cutate (whether fersor's interest is herein .u;wcifiﬂl or not) tlwn’ the royalties, shut.in royalty, rental,
and other paymenta, if any. arcruing from any part ax to which thin lease covers leas than such full interest. shall be paid only in the praportion which the
interent therein, it any, eoviered hy this Jrase, bears to the whole and undivided fee simple eatate therein, Should any one or more of the partier named above as
fennors fail to exveute thin lease, it shall nevertheless he bhinding upon the party or partiea executing the same.

11. Teases, ita’hin succhsenrs, heirs and assigns, shall have the right at any time to surrender this leare, in whole or in part, to lessor or hix heirs, succes-
sors, and amignsa by deliveripg or mailing a release thereof (o the Joessor, or by placing a release thereof of record in the county in which said land is situated :
thereupon lemaee shall bhe relievedt from all oblizations, cxpressed or implied, of thia agreement as tno acreaxe =0 surrendered, and thereafter the rentals and
ahut-in royalty payable hereundsr shall be reduced in the proportion that the acreage covered hereby is reduced by said release or releases.

Executed the day and year first above written.
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Attached to and made a part of .the Operating Agreement
Dated December 1, 1982,
Between Harvey E. Yates Company as Operator and other
parties signatory thereto as Non-Operators

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. 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-Opérators.

“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 will be accompanied by statements which identify the author-
ity for expenditure, lease or facilily, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep-
arately identified and fully described in detail.

3. Advances and Payments by Non-Operators

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

Each Non-Operator shall pay its proportion of all bills within thirty(30)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 ratc 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 shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thercof; pravided, 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 twenly-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.,
8. 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 rccords 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 1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Operator.

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 Accaunting 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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Operator shall charge the Joint Account with the following items:

l‘

2

II. DIRECT CHARGES

Rentals and Royalties

Lease rentals and royalties paid by Operator for the Joint Operations.
Labor

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

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

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

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

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

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section 1L

Employee Benefits

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

Material

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

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

tions:

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

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

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

Services

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

Equipment and Facilitics Furnished by Operator

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

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

Damages and Losses to Joint Property

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

Legal Expense ‘
Expense of handling, investigating and settling litigation or claims. discharging of liens, payment of judgments
and amounts 1‘paid for settlement of claims incurred in or resulting from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operaior’s legal staff
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal
expense is considered 1o be covered by the overhead provisions of Section 1T unless otherwise agreced to by the
Parties, except as provided in Section I, Paragraph 3.

Expenses incurred by Operator in representing the Joint Property at hearings or pro-
ceedings before state or federal regulatory or administrative agencies.
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All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the'opera-

tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.

10. Taxes

1,
"

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 respcctive 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 II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations,

IIl. 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 1A, or
( ) Percentage Basis, Paragraph 1B,
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salatries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employces 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 $_4,000.00
Producing Well Rate $ 400.00

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

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

{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 morc 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 opcrations, 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 mulli-completed well in which production is not cpmmingled down
hole shall be considered as a one-well charge providing cach completion is considered a scparate
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 abandenment operations
are completed on any well. '

[5] Al 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 cich year following the effective date of tl}e
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by .!.nultl-
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 valendar year compared to the galendar year
precefling as shown by the index of average weekly earnings of Crude Petroleum and Gas Fx.el(%s Produc-
tion Workers as published by the United States Department of Labor, Burcau of Lal!or Statistics, or the
equivalent Canadian index as published by Statisties Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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B. Overhead - Percentage Basis
i

" (1) Operator shall charge the Joint Account at the following rates: '
(a) Development

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

(b) Operating

——  Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
uhder Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment: also, pre!iminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted: as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other projeci clearly discernible as a fixed asset, except Major Construction as defined in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overhead - Major Construction

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

of § :

A. * % of total costs if such costs are more than $ * but less than $_ * ; plus
B. * % of total costs in excess of $ * but less than $1,000,000; plus

C. __* o of total costs in excess of $1,000,000.

Total cost shail 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 icparately and the cost of drilling and workover wells shall be excluded.
‘ to be negoti
3. Amendment of Rates gotiated
The Overhead rates provided for in this Section III may be amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

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

1. Purchases

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

2. Transfers and Dispositions

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

A. New Material (Condition A)

(1) Tubular goods. except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.o.b. railway recciving 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 recliable 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 1V.

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

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

{a) At seventy-five percent (75°7) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material, or
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(b) at sixty-five percent (65% ) of current new price, as determined by Paragraph 2A of this Section

IV, if Material was originally charged to the Joint Account as good used Material at seventy-five, per-
cent (75¢:) of current new price,

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1)‘Condiiion C
Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50¢¢) of current new price as determined by Para-

graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of rcconditioning does not exceed Condition B value.

(2) Condition D

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

D. Obsolete Material

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

E. Pricing Conditions

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

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

Premium Prices

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

Warranty of Material Furnished by Operator

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

V. INVENTORIES
Operator shall maintain detailed records of Controllable Material.
Periodic Invenfories, Notice and Representation

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

Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inveniory ad-
justments shallibe made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountablec only for shortages due 1o lack of reasonable diligence.

Special Inventaries

Special Inventories may be taken whencver there is any sale or change of interest in the Joint Property. It shall
be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Periedic Inventories

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




EXHIBIT "D"

ATTACHED TO AND MADE A PART OF THE
OPERATING AGREEMENT DATED DECEMBER 1, 1982

BETWEEN HARVEY E. YATES COMPANY AS OPERATOR,
AND THE OTHER PARTIES SIGNATORY THERETO AS
NON-OPERATORS

At all times during the conduct of operations hereunder, Operator
shall maintain in force the following insurance:

A, Workman's Compensation Insurance and Employer's
Liability Insurance as required by the laws of
the State in which operations are being conducted.

B. Comprehensive General Public Liability in the

following:
Bodily Injury: $200,000 each person
$300,000 each accident
Property Damage: $100,000 each accident

$100,000 aggregate

~C. Automobile Public Liability and Property Damage
Insurance with limits of not less than $100,000
for any one person injured in any accident and
not less than $300,000 for any number of persons
injured in one accident, and with not less than

$50,000 property damage coverage for one acci-
dent.

All premiums paid on such insurance shall be charged to the Joint

_Account. Except by mutual consent of the parties, no other in-

surance shall be maintained for the Joint Account, and all losses
not covered by such insurance shall be charged to the Joint Account.



EXHIBIT "E"

ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED
DECEMBER 1, 1982 BEIWEEN HARVEY E. YATES QOMPANY AS OPERATOR,
AND OTHER PARTIES SIGNATORY THERETO AS NCN-OPERATORS.

GAS BALANCING AGREEMENT

The parties to the Operating Agreement to which this gas storage aqreement
is attached own the working interest in the gas rights underlying the Contract
Area covered by such agreement in accordance with the percentages of participation
as set forth in Exhibit "A" to the Operating Agreement.

In accordance with the terms of the Operating Agreement, each party hereto
has the right to take its share of gas produced fram the Contract Area and market
the same. ' In the event any of the parties hereto is not able to market its share
of gas or has contracted to sell its share of gas produced fram the Contract Area
to a purchaser which is unable at any time while this agreement is in effect to
take the share of gas attributable to the interest of such party, the terms of
this storage agreement shall autcmatically becane effective.

During the period of periods when any party hereto has no market for its
share of gas produced fram the Contract Area, or its purchaser is unable to take
its share of gas produced fram the Contract Area, the other parties shall be entitled
to produce each month one hundred percent of the allowable gas production assigned
to such Qontract Area by the regulatory agency having jurisdiction thereower, and
shall be entitled to take and deliver to its or their purchaser all of such gas
production, All parties hereto shall share in and own the liquid hydrocarbons
recovered fran such gas by lease equipment in accordance with their respective
interests subject to the Operating Agreement to which this gas storage agreement
is attached, but the party or parties taking such gas shall own all of the gas
delivered to its or their purchaser. Each party unable to market its share of the
gas produced shall be credited with gas in storage equal to its share of the qgas
praduced under this agreement, less its share of gas used in lease operations,
vented or lost. The Operator will maintain a current account of the gas balance
between the parties and will furnish all parties hereto monthly statements showing
the total quantity of gas produced, the amount used in lease operations, vented
or lost, and the total quantity of liquid hydrocarbons recovered therefram.

At all times .while gas is produced fram the Contract Area, each party
hereto will make settlement with the respective royalty owners to wham they are
each accountable, just as if each party were taking or delivering to a purchaser
its share, and its share alone. Each party hereto agrees to hold each other party
harmless fram any and all claims for royalty payments asserted by royalty owners
to wham each party is accountable. The term "royalty owner" shall include owners
of royalty, overriding royalties, production payments amd similar interests.

After notice to the Operator, any party at any time may begin taking or
delivering to its purchaser its share of the gas produced fram the Contract Area.
In addition to its share, each party, including the Operator, until it has recovered
its gas in storage and balanced the gas account as to its interest, shall be entitled
to take or deliver to a purchaser a volume of gas equal to its share plus fifty
percent (50%) of the overproduced party or parties' share of gas produced from the
Contract Area. If two or more parties are entitled to the fifty percent (50%) of
the overproduced party or parties' share of gas produced, they shall divide such
fifty percent (50%) in accordance with their percentage of participation in the
Contract Area.

In the event production of gas fram the Contract Area permanently ceases
prior to the time that the accounts of the parties have been balanced, it is agreed
that a plete balancing will be accamplished by a money settlement between the
parties. settlement shall be based upon the price actually received by the
parties for overproduction when it occurred of a volume of gas equal to that for
which settlement is made.

This agreement shall became effective in accordance with its terms and

' shall remain in force and effect as long as the Operating Agreement to which it is

attached remains in effect, and shall inure to the benefit of and be binding upon
the parties hereto, their successors, legal representatives and assigns.



EXHIBIT "F"

ATTACHED TO AND MADE A PART OF THE
OPERATING AGREEMENT DATED _DECEMBER 1, 1982
BETWEEN HARVEY E. YATES COMPANY AS OPERATOR AND
OTHER SIGNATORY PARTIES THERETO AS NON-OPERATORS

NONDISCRIMINATION CLAUSE

HARVEY E., YATES COMPANY : hereinafter referred to as 'Operator'’
agrees, unless exempt therefrom, to comply with all provisions of
Executivie Order 11246, which are incorporated herein by reference,
and if Operator has more than 50 employees, Operator must file
Standard Form 100 (EEO-1) and develop a written "Affirmative Action
Compliance Program” for each of its establishments according to the
Rules and Regulations published by the United States Department of
Labor in 41 C.F.R., Chapter 60. Operator further hereby certifies
that it does not now and will not maintain any facilities provided
for its employees in a segregated manner or permit its employees to
perform their services at any location under its control where seg-
regated facilities are maintained, as such segregated facilities
are defined in Title 41, Chapter 60-1.8, Code of Federal Regulations,
revised as of January 1, 1969, unless exempt therefrom.

Unless exempt by rules, regulations or orders of the United States '
Secretary of Labor, issued pursuant to Section 204 of the Executive

Order 11246 dated September 24, 1965, during the performance of this
contract, the Operator agrees as follows-

"(l) The Operator will not discriminate against any employee
or applicant for employment because of race, color, re-
ligion, sex or national origin. The Operator will take
affirmative action to ensure the applicants are employed
and that employees are treated during employment, with-
out regard to their race, color, religion, sex or national
origin. Such action shall include, but not be limited to
the following: employment, upgrading, demotion or trans-
fer, recruitment or recruitment advertising; layoff or
termination; rates of pay or other forms of compensation;
and selection for training, including apprenticeship.

The Operator agrees to post in conspicuous places, avail-
able to employees and applicants for employment, notices
to be provided by the contracting office setting forth
the provisions of this nondiscrimination clause.

(2) The Operator will, in all solicitations or advertisements
for employees placed by or on behalf of the Operator,
state that all qualified applicants will receive consider-
ation for employment without regard to race, color, re-
ligion, sex or national origin,

(3) The Operator will send to each labor union or representative
of workers with which he has a collective bargaining agree-
ment or other contract or understanding, a notice to be
provided by the agency contracting officer, advising the
labor union or workers' representative of the Operator's
commitments under Section 202 of Executive Order 11246 of
September 24, 1965, and shall post copies of the notice in

conspicuous places available to employees and applicants
for employment.

(4) The Operator will comply with all provisions of Executive
Order 11246 of September 24, 1965, and of the rules, regu-
lations and relevant orders of the Secretary of Labor.



(5)

(6)

(7)
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EThe Operator will furnish all information and reports

required by Executive Order 11246 of September 24,
1965, and by the rules, regulations and orders of the
Secretary of Labor, or pursuant thereto, and will per-
mit access to his books, records and accounts by the

‘contracting agency and the Secretary of Labor for
‘purposes of investigation to ascertain compliance with

such rules, regulations and orders.

'In the event of the Operator's noncompliance with the

nondiscrimination clauses of this contract or with any
of such rules, regulations or orders, this contract

may be cancelled, terminated or suspended in whole or

in part and the Operator may be declared ineligible for
further Government contracts in accordance with pre-
cedures authorized in Executive Order 11246 of September
24, 1965, and such other sanctions may be imposed and
remedies invoked as provided in Executive Order 11246

of September 24, 1965, or by rules, regulations or

brders of the Secretary of Labor, or as otherwise pro-
vided by law,

The Operator will include the provisions of paragraphs
(1) through (7) in every subcontract or purchase order
unless exempted by rules, regulations or orders of the
Secretary of Labor issued pursuant to Section 204 of
Executive Order 11246 of September 24, 1965, so that
such provisions will be binding upon each subcontractor
or vendor. The Operator will take such action with
respect to any subcontract or purchase order as the
gcontracting agency may direct as a means of enforcing
such provisions including sanctions for noncompliance;
provided however, that in the event the Operator be-
comes involved in, or is threatened with, litigation
with a subcontractor or vendor as a result of such
direction by the contracting agency, the Operator may
request the United States to enter into such litigation
to protect the interests of the United States."

nFu
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