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OPERATING AGREEMENT

THIS AGREEMENT, ¢ntered into by and between YATES'PETROLEUM CORPORATION, a
New Mexico corporation, 105 S, 4th Street, Artesia, NM , 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 hereinatter provided:

NOW. THEREFORE, it is agreed 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
iimit 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 lyving within the Contract Area which are owned by parties to this agreement.

D. The term “Contract Area” shall mean all of the lands, oil and gas leasehold 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 on2 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 drillinz unit shail be the drilling unit as established by the pattern of drilling in the Contract Area
or as tixed by express agreement of the Drilling Parties.

F. The term +drillsite’” shall mean the oil and gas lease or interest on whick 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-Cons.. ting 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 includes the singular, and the neuter gender includes the masculine and the feminine.

ARTICLE II.
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a
part hereof:
& A. Exnibit “A”, shall include the following information:
(1) Identification of lands subject to agreement,
(2) Restrictions, if any, as to depths or formations,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases and/or oil and gas interests subject to this agresment,
(5) Addresses of parties for notice purposes.
. Exhibit “B”, Form of Lease.
Exhibit “C”, Accounting Procedure.
. Exhibit “D”, Insurance.
Exhibit “E"”, Gas Balancing Agrcement.
Exhibit “F”, Non-Discrimination and Certification of Non-Segregated Facilities.

MEO QR

XX XX

If uny provision of any exhibit, except Exhibit “E”, is inconsistent with any provision contained
in the body of this agreement, the provisions in the body of this agreement shall prevail.
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1 ARTICLE HI.
2 INTERESTS OF PARTIES
3
1 A, Oil and Gas Interests:
5
6 If any party owns an unleased 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 leasc attached as Exhibit "B”. As to such interest, the owner shall re-
9 ceive royvalty on production as prescribed 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.
12 .
13 B. Interest of Parties in Costs and Production:
14
15 Exhibit ~A™ lists all of the parties and their respective percentage or fractional interests under this
16 agreement. Unless chansed by other provisions, all costs and liabilities incurred in operations under
17  this agreement shall be borne and paid. and all equipment and material acquired in operations on the
18 Contract Arca shall be owned by the parties as their interests are shown in Exhibit “A”. All produc-
19  tion of oil and gas from the Contract Area, subject t0 the payment 0f 1eSSOr's Troyalties ekttt
20 ew bbbt 5Nall also be owned by the parties in the same manner during the term
21  hereof: provided. however, this shall not be deemed an assignment or cross-assignmrent of interests cov-
22 ered hereby.
23
24 ARTICLE 1V.
25 TITLES
26
27 A, Title Examination:
28
29 Title examination shall be made on the drillsite of anv 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 tnit around such well.
32 The opinion will include the ownership of the working interest. minerals, royalty., overriding royalty
33 and produciion payments under the applicable leases. At the time a well is proposed. each party con-
34 tributing leases and or oil and gas interests to tke drillsite, or to be included in such drilling unit, shall
33 furnish to Operator all abstracts (including Federal Lease Status Reports), title opinions. title papers
36 and curative material in its possession free of crarge. All such information not in the possession of or
37 made availlable to Operator by the parties. but necessary for the examination of title, shall be obtained
38 by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
39  Copies of all title opinions shall be furnished to each party hereto. The cost incurred by Operator in
40  this title program shall be borne as follows:
41
5N "‘J\: FE YN TN AV TSNS T TS EE 111200 I ‘)_‘LL r\:-\r\v Lo imi;»nnuvinfa PNV eV R A | TR LN S-S LU & e =
43 preliminary. supplemental. shut-in gas rovalty opinions_Jnd.diseres=oTTTr il2 opinions) shall be a
44 part of the administrglivooweskest—sTToviaea in Exhibit “C.” and shall not be a direct charge, whether
W s " f\l NPT 9 ST, N e ‘.4c;@.-fyn‘«ngf-a.
16
47 3 Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys
48 for title examination (including preliminary, supplemental, shut-in gas royalty opinions and division
39  order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
50 Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit A",
51 Operator shall make no charge for services rcndered by its staff attorneys or other personnel in the
32 performance of the above functions.
53
54 Each party shall be responsible for securing curative matter and pooling amendments or agreements
55  required in connection with leases or oil and gas interests contributed by such party. The Operator shall be
56 responsible for the preparation and recording of Pooling Designations or Declarations as well as the
57 conduct of hearings before Governmental Agencies for the securing of spacing or pooling orders. 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 hus been examined as above provided, and (2) the title has been approved by the examining attorney or
652 title bas been aceepted by all of the parties who are to participate in the drilling of the well.
63
654 B. Loss of Title:
63
66 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through
67 railure ol title. which loss results in a reduction of interest from that shown on Exhibit “A”, this agree-
68  ment. nevertheless. shall continue in force as to all remaining oil and gas leases and interests, and
69 (a) The party whose oil and gas lease cr 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 parties any development

2.



A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - (977

—
—_ O O R =1L e e

—
t2

e e e
-] & D e W

to BD = e
— O W o

to
[

9

O
e

61
62
K]
64
65
66
67
68
69

or operating costs which it may have theretofore paid, but there shall be no monctary 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, =0 that the interest of
the party whose lease or interest is affected by the title failure will thereatter be recuced in the Contract
Area by the amount of the interest lost; and

{c) 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
receive the proceeds attributable to the increase in such interests (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well;
and

(d) 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 manner any part of the cost of operation, development,
or equipment, such amount shall be paid to the party or parties who bore the costs which are so refund-
ed; and

(e} Any liability to account to a third party for prior production of oil and «as 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

{(f) No charge shall be made to the joint account for legal expenses. lees or salaries, in connection
with the defense of the interest claimed by anv party hereto. it being the intention of the parties
hereto that each shall defend title to its interest ar.d bear all expenses in connection therewith,

2. Loss hy Non-Pavment or Erroneous Pavment of Amount Due: If, through mistake or oversight.
any rental, shut-in well payment, minimum royvalty or rovalty payment, is not »aid 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 pavment
secures a new lease covering the same interest within ninety (90) days from the discovery of the fail-
ure to make proper pavment, which acquisitionn will not be subject to Article VIIL.B., the interests of
the parties shaill be revised on an acreage basis, etfective as of the date of termination of the lease in-
volved, and the party who failed to make proper payment will no longer be cred:ted with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event
the party who failed 10 make the required payment shall not have been fully reimbursed. at the time of
the loss, irom the proceeds of the sale of oil anc gas attributable to the lost interest, calculated on an
acreage basis, for the development and operating costs theretofore paid or account of such interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but rot for its share of the
cost of anyv drv hole previously drilled or wells previously abandoned) from so much of the following
as 1s necessary to etfect reimbursement:

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

(¢) Any monies, up to the amount of unrecovered costs. that may be paid Oy 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.l. 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 thewr interests. There shall be no readjustment of interests in the remaining portion of
the Contract Area.

ARTICLE V.
OPERATOR

A, DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

YATES PETROLEUM CORPORATION, 105 Scuth 4th Street, Artesia, NM 88210 shall be the

Operator of the Contract Arca. and shall conduct and direct and have {ull control of all operations on
the Contract Arca as permitted and required by, and within the limits of, this agreement. It shall con-
duct all such operations in a good and workmanlike manner, but it shall have no Hability as Operator
to the other parties for losses sustained or liabilities incurred, except such as may vesult from gross
negligence or willful misconduct.
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1 B. Resignation or Removal of Operator and Selection of Successor:
I

3 1. Rcsiunation_n[ Removal of Operator:  Operator may resign at any time by siving written notice
4 thereof to Non-Operators. If Operator terminates its lecal existence, no longer owns an interest in the
5 Contract Area, or 15 no longer capable ot serving as Operator, it shall cease to be Operator without any
6 action by Non-Operator. except the sclection of a successor. Operator may be removed if it fails or
T refuses to carry out its duties hereunder, or becomes nsolvent, bankrupt or is placed in reeeivership,
8

by the affirmative vote of t\\od (% or, mO{:C Nou-Operators owning o majority interest based on owner-
9  ship as shown on Exhibit ~A"” not on the number of parties remainine after excluding the voting
10 interest of Operator. Such resignution or removal shall not become etfective until 7:00 o'clock AN
11 on the first day of the calendar month tollowing the expiration of ninetv (40) days after the giving of
12 notice of resignation by Operator or action by the Non-Operators to remove Operalor, unless a successor
13 Operator has been selected and assumes the duties of Operator at an carlier date. Operator, after effect-
14 ive date of resignation or removal, shall be bournd by the terms hercof as a Non-Operator. A change of
15 a corporate name or structure of Operator or transtfer of Operator’s interest to any single subsidiary,
16 parent or successor corporation shall not be the basis for removal of Operator.

18 2. Selection of Successor Operator: Upon the resignation or removal of Operator. a successor Op-
19 crator shall be selected by the Parties. The successor Operator shall be selected from the parties owning
2 an Interest in the Contract Area at the time such successor Operator is sclected. If the Operator that
21 s removed fulls to vote or votes only to succeed itself, the successor Operator stall be sclected by the
AD]

22 affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown
23 on Exhibit “A’, and not on the number of part.es remaining atter excluding the voting interest of the
24 Operator that was removed.

26 €. Emplovees:

27

23 The number of emplovees used by Opera:or in conduciing operations hercunder. their selection.
29 and the hours of labor and the compensation tor services perrormed. shall be determined by Operator.
3 and il such emplovees shall be the emplovees of Operator.

31

32 D. Drilling Contracts:

33

e All ‘.\.'eds drilled on the Contract Area shail be drilled on a competitive contract basis at the usual
3 rates prevailing in the area. If 1t 0 desires. Operator mav employ its own tools and equipment in the

)

36  drilling of '.x.'e:ls. but its charges tnherefor shall not exceed the prevailing rates 1. the area and the rate
T of such charges shall pe agreed upon by the parties in writing before drilling operations are com-
8 menced. and such work shall be performed by Overator under ‘he same terms and conditions as are
9 customary and usual in the area in contrae:s of independent contractors who a e doinz work of a sim-
40 ilar nature.

11

42 ARTICLE VI.

43 DRILLING AND DEVELOPMENT
44

15 A, Initial Well:

4

47 On or before the lst day of February ) 1992 Operator saall commence the drill-
48 ing of a well for oil and gas at the following location:

49

50 TOWNSHIP 9 SQOUTH, RANGE 26 EAST, NMPM
)1 Section 28: S/2

32

Chaves County, New Mexico
53 und shall thercatter continue the driiling of the well with due diligence to adequate]y test the

54 Ordovician formation at approximately 6500'.

3% unless cranite or other practically impenctrable substance or condition in the hole. which renders
a9 further drilling impractical, is encountered at a lesser depth. or unless all parties agree to complete or
60 abandon the well at a lesser depth.

61

;G2 Operator shall make ceasonable tests ol all tormations cncountered durire drilling which eive in-
IR dication of containing oil and pas in quantities sulficient to test, unless this agreement shall be limited
t4 mo1ts application to o speeitie formation oy rormations, i which cvent Operator shall be required to
63 test only the formation or formations to which this agreement may apply.

33}

H7 If. 1n Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes

68  to pluz and abandon the well as w dry hole, it shall Hrst sceuare the consent of all parties and shall
69 plug and abandon same as provided in Article VI.E.1l. hereof.

- -
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1 B. Subsequent Opecrations:

. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area

3

14 other than the well provided for in Article VLA, or to rework, deepen or plug back a dry hole drilled
3 at the joint expense of all parties or a well jointly owned by all the parties and not then producing
6 in paying quantitics, the party desiring to drill, rework, deepen or plug back such o well shall ¢ive the
7 other parties written notice of the proposed operation, specifyving the work to be performed, the loca-
8 tion, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
9 ing such a notice shall have thirty (10) days aflter receipt of the notice within which to notify the
10 parties wishing to do the work whether they elect to participate in the cost of the proposed operation.
11 If a drilling rig is on location. notice of proposal to rework. plug back or drill dzeper may be given
2 by teiephence and the response period shall be limited to fortv-eight (48) hours, cxelusive of Saturday,
13 Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above fixed
14 shall constitute an election by that party not to participate in the cost of the proposed operation. Any
15 notice or response given by telephone shall be promptly confirmed in writing,

7 2. Operations by Less than All Parties: If any party receiving such notice @s provided in Article
18 VILB.l. or VLE.L. clects not to participate in the proposed operation. then. m orcer to be entitled to
19 the benefits of this article. the party or parties giving the notice and such other partics as shall elect
20 ‘o participate in the operation shall, within sixty (60) davs atfter the expiration o the notice period of
21 thirty (30} davs (or as promptly as possibie atter the expiration of the tortv-eight (48) hour period
22 where the drilling rie is on location. as the case mav ke) actuslly commence work on the proposed
213 operation and complete it with due diligence. Onerator shall nerform all work fcr the account of the
24 Consenting Parties: provided. however, if no driling rig or other equinment is on location. and if Op-

25 erator is a Non-Consenting Party, the Consenting Parties shall either: (a) reques: Operator to perform
26 the work required by such proposed operation for the account of the Consenting Parties. or {b) desig-
27 nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties, when
28 conducting operations on the Contract Area pursuant to this Articte VI.B.2.. shall comply with all terms

and conditions of this agreement.

-

Y

21 If less than all parties approve any proposed ouverztion. the proposing party, immediately after the
12 expiration of the applicable notice veriod. shall aavise the Consenting Parties of (a) the total interest
33 of the parties approving such operation. and (L) its recommendation as to whether the Consenting Par-
5+ tles shouid preceed with the operation as provosed. Each Consenting Party, within fortyv-cight (48)
33 hours (exclusive of Saturdav. Sunday or lecal holidavs) afrer receipt of such rotice, shall advise the
36  proposing partv of its desire to (a) limit participation to such partv's interest as shown on Exhibit A",
37 or (b) carvy its proportionate part of Non-Consenting Parties’ interest. The proposing party, at its
38  election. may withdraw such proposal i there is insufficient participation. and shall promptly notify
39  all partles of such decision.

40

41 The entire cost and risk of conducting such operations shall be borne by the Consentine Parties in
42 the proportions they have elected to bear same under the terms of the preceding parasraph. Consenting
+3 Parties shall keep the leasehold estates invelved in such owerations tree und clear of «ll liens and
44 encumbrances of every kind created by or arising from the operations ot the Consenting Parties. It such
45 an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
46 cost. risk and expense. If any well drilled. reworked. deepened or plugged back under the provisions
47  of this Article results in a producer of oil and or gas in paying quantities, the Consenting Parties shall
48 complete and cquip the well to produce at their sole cost and risk, and the well shall then be turned
19 over to Operator und shall be operated by 1t at the expense and for the account of the Consenting Parties.
S0

Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such
well by Consenting Pavties in accordance with the provisions of this Article, eact. Non-Consenting Party
shall be deemed to have relinquished to Consenting Parties. and the Consenting Parties shall own and
be entitled to recelve. in proportion to their respective interests, all of such Non-Consenting Party’s
interest in the well and share of production therefrom until the proceeds of “he sale of such sharve,
caleulated at the well, or market value therecf if such share is not sold (after deducting production
taxes, crude 0il excise taxes, royalty, overriding royalty and cother interests
existing on the effective date herecof, payable out of or measured by the produc-
tion from such well accruina with respect to such interest until it reverts) shall
equal the total of the following:

60 (a) 1009 of each such Non-Consenting Party’s share of the cost of any newly acquired surface

~1

[an)

[0 IS B B B B R K ) B |
[SoliNa [ NNS] N S -

6l cquipment bevond the wellhead connections (includmgz, but not limited to, stock tanks, separators,
G2 treaters, pumping equipment and piping), phas 1007 of cach such Non-Consenting Party's share of the
g2 cost ol operation of the well commeneing with first production and continuinz until cach such Non-
4 Consenting Party’s yelinguished interest shall revert 1o it under other provisions of this Article, it being
65 agreed that each Non-Consenting Party's shave of such costs and cquipment will be that interest which
66  would have been chargeable to cach Non-Consenting Party had it participated in the well from the be-
67 aimning ot the operation: and

59 th) 300 ¢, of that portion of the costs and expenses of drilling reworking, deepening, or plugging
Th o hack. testing and completing, after deducting any cash contyibutions reccived under Article VIILC, and

- -
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300 % of that portion of the cost of newly acquired equipment in the well (to and including the well-

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

1

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

13

14

During the period of time Consenting Parties are entitled to reccive Non-Consenting Party’s share
15 of production. or the proceeds therefrom, Consenting Parties shall be responsible for the payment of
16 all production. crude 011 excise taxes, severance, gathering and other taxes, and all
17 royalty, overriding royalty and other burdens applicable to MNon-Consenting Party's
18 share of production.

In the case of any reworking, plugging back or deeper drilling operation. the Consenting Parties shall
20 be permitted to use, free of cost, all casing, tubing and other equipment in the well. but the ownership of

2 all such equipment shall remain unchanged: and upon abandonment of a well aiier such reworking,
22  plugging back or deeper drilling, the Consenting Farties shall account for all suca equipment to the

23  owners thereof. with cach party receiving its proportionate part in kind or in value, less cost of
24 salvage.

26 Within sixty (60) dayvs after the completion of any operation under this Article, the party con-
2% ducting the operations for the Consenting Parties shall furnish each Non-Consentirg Party with an in-
28  ventory of the equipment in and connected to the well. and an itemized statement of the cost of drilling,
29  deepening, plugging back. testing. completing, and equipping the well for production: or, at its option,
3 the operating party. in lieu of an itemized stateraent of such costs of operation. may submit a detailed
3 statement of monthly billings. Each month thereafter. during the time the Consent:ng Parties are being
32 remmbursed as provided above, the Partyv conducting the operations for the Consenting Parties shall furn-

33 ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
34+ operation of the well together with a statement of the quantity of oil and gas produced from it and the
33 amount oi proceeds realized from the sale of the weil’'s working interest production during the preceding
36 month. In cetermining the guantity of o0il and gas produced during any month Consenting Parties
37 shall use incustry accepted methods such as, but not limited to, metering or periodic well tests. Any
38 amount realized from the sale or other disposition of equipment newly acquired in connection with any
39  such operation which would have been owned bv a Non-Consenting Party had it participated therein
40 shall be credited against the total unreturned costs of the work done and of the equipment purchased,
41  in determining when the interest or such Non-Consenting Party shall revert to it as above provided;
42 and if there is a credit balance. it shall be paid to such Non-Consenting party.

+3

44 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest
45 the amounts provided for above. the relinquished interests of such Non-Consentirg Party shall auto-
416 matically revert to it. and. from and after such reversion. such Non-Consenting Part:y shall own the same
47 interest in such well, the material and equipment in or pertaining thereto, and the production there-
48 from as suca Non-Consenting Party would have been entitled to had it participated in the drilling,
19  reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
30 charged with and shall pay its proportionate par: of the further costs of the operation of said well in
31 aceordance with the terms of this asreement and the Accounting Procedure, attached hereto.

52

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

57

B The provisions of this Article shall have no application whatsoever to the drilling of the initial
59 well deseribed in Article VLA, except (a) when Option 2, Article VILD.1.. has been seclected, or (b)
60 to the reworking, deepening and plugging back of such initial well, if such well is or thereafter shall
g1

prove 1o be a dry hole or non-commercial well, atter having been drilled to the depth specified in Article
62 VLA

Hd C. Right to Take Production in Kind:

'} fach party electing to take in kind or separately dispose of its proportionate share of the production from the Contract Area

N snall keep accurate records of the volume, selling price, royalty and taxes relative to its share of production, Xon-Operators

60 srall, upon request, furnish Qperator with true and complete copies of the records required to be kept rereunder whenever, under

67 the terms of this aqgreerent or any agreerent executed in connection herewith, it is necessary for Operator to obtain said informa-
ticn, ~ny Ynforzation furnishes to Operator hereunder shall be used by Operator only to the extent necassary to carry out its

68 cuties as Cperator and snall otherwise be kept conficential,

¢

i Tien sirty shall Fove tne right to take in kind or separately dispec2 of its propersicnate shere of all oil and gas produced

70 ‘rom wre featrict frea, exclusive of production wnich may be used in development and producing cperations and in preparing and
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1 tres1ing 01) for marketing purposes and productian unavoidably 1sst., Any extra expenditure incurred in the taking ia kind or sepdrate
disposyticn by any party of its proportionate share of the production shall be borre by such party.

N : . Any party tak\pqlits share of
I production in kind shall be required to pay for only its proportionate share of such part of Operator's su-face facilities waich it
‘} uses,

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

7

8 In the event any party shall fail to make the arranpements necessary to take in kind or separately
9  dispose of its proportionate share of the oil and gas produced from the Contract Area, Operator shall have

10 the right, subjeet to the revocation at will by the party owning it, but not the obligation. to purchase such

1t oil and gas or sell it to others at anv time and from time to time. for the account of the non-taking

12 party at the best price obtainable in the area fer such production. Any such purchase or sale by Op-
13 erator shall Le subject always to the right of the owner of the production to exereise at any time its
14 right to take in kind. or scparately dispose of. its share of o]l oil and gas not previously delivered to a
15 purchaser. Any purchase or sale by Operator of any other party’s share of oil and gas shall be only for
16 such reasonable periods of time as are consistent with the minimum neceds of the industry under the
17 particular circumstances, but in no event for a period in cxcess of one (1) vear. Notwithstanding the
18 foregoing., Operator shall not make a sale, includ.ng one into interstate commerce. of any other party’s
19 share of gas production without first giving such other party thirty (30) davs not.ce of such intended
20 sale.

21

o0 In the event any party hereto is not at any time taking or marketing its share of gas
== production and Operator is either (1) unwilliag to purchase or sell or (ii) unable to

23

obtaln the prior written consent to purchase or sell such party's share of gas production,
o4 or in the event any party has contracted to szl its share of gas produced from the Contract
a5 Area to a purchaser which does not at any time while this agrecment is In effect take the

g full share ol gas attributable to the interest of such party, then in any such event the

. terms and conditions of the Gas Balancing Agreement attached hereto as Exhibit "E" and
incorporated herein shall automatically become effective.

28

29 D. Access to Contract Area and Information:

30

31 Each party shall have access to the Contract Area at all reasonable times. at its sole risk to inspect
32

or observe cperations. and shall have access at reasonable times to information pertaining to the de-
33 velopment or operation thereo?, including Operator’s books and records relatng thereto. Operator, upon
5+ request. shail rurnish each of the cther parties with copies of all forms or repor:s filed with govern-
3 mental agencies. daily drilling reports. well logs, tank tables. daily gauge and run tickets and reports
36  of stock on nand at the first of each month. and shall make avaiiable samples of any cores or cuttings
37  taken from anyv well drilled on the Contract Area. The cost of gathering and furrishing information to
38 Non-Operator. other than that specitied above, shall be charged to the Non-Operator that requests the
39  information,

40

41 E. Abandonment of Wells:

42

43 1. Abandonment of Drv Holes: Except for anv well drilled pursuant to Articie VLB.2.. anv well

14 which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
15  shall not be plugged and abandoned without the consent of all parties. Should Cperator. after diligent
4 offort. be unahle to contact any party. or should any party fail to reply within forty-eight (48) hours
47 (exclusive of Saturday. Sunday or legal holidays) after receipt of notice of the proposal to plug and
48  ubandon such well, such partyv shall be deemed to have consented to the proposed abandonment. All
49 :uch wells shall be plugged and abandoned in accordance with applicable regulations and at the cost,

30  risk and cxpense of the parties who participated in the cost of drilling of such well. Any party who ob-
31 jeets to the plugging and abandoning such well shall have the right to take over the well and conduct
32 turther operations in scarch of oil und or gas subject to the provisions of Artic.e VIB.

03

54 2. Abundonment of Wells that have Produced: Except for any well which has been drilled or re-
35  worked pursuant to Article VILB.2. hereof for which the Consenting Parties have not been fully reim-

56 bursed as therein provided, any well which has been completed as a producer shall not be plugged and
57  abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
36 be plugped and abandoned in accordance with applicable regulations and at the cost, risk and expense
59 ol all the parties hereto. If, within thirty (30} days arter receipt of notice of the proposed abandonment
0 or such well. all parties do not agree to the abandonment of any well, those wishing to continue its op-
! eration shall tender to each of the other parties its proportionate share of the value of the well's salvable
G2 material and equipment, determined in accordance with the provisions of  Exhibit ~C™| less the estimated
Lt eost ol salvaging and the estimated cost of plugging and abandoning.  Each uabandoning party shall
%4 assign 1o the non-abandoning parties, without warranty, express or implicd, as to title or as to guantity,
65 quality, or fitness for use of the cquipment and material, all of its interest in the well and related equip-
56 ment, tocether with its interest in the leasehold estate as to, but only as to, the interval or intervals of the
67  formation or formations then open to production. If the interest of the abandon.ng party is or includes
68 un oil and gas interest, such party shall execute and deliver to the non-abandoning party or parties an
69 o1l and gas lease. limited to the interval or intervals of the tormation or formations then open to produc-
70 tion. tur a term of one year and so long thereafter as oil and or gas is produced from the interval or inter-

-
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1 vals ot the formation or lormations covered thercby, suen fease to be on the torm attached e Bxivont
2 P70 The assienments or feases 20 amited shall encompuass the Ardhing ot apon whieh the el s

\ ocated. The paovments by ond the asswenments ov leases 1o, the asstenees shail e oo ratio basea upon
4 The relationship ol thelr vespective percentages of participation in the Contract Arvea to the agoregate ol
3 the pereentaces of puttiaipatton o the Contract Arvea ot abl assignees, There shadl be no readjustment

[ ol mterest i the remuning portion ol the Contract Avca.

. Thereatter, sbandoning parties ~hall have no further responsibility, Habitity, o interest i the op-
% cration ot or production from the wwvell in the interval or intervals then open other than the voyalties
10 vetained in any lease made under the terms of this Article.  Upon request, Operator shall continue to
11 operate the assiened well for the aceount of the non-abandoning parties at the rates and charges con-
12 templated by this agreement, plus any udditional cost and charges which may aise as the vesult ot
'3 he swp:xi":nc ownershin of the assiened well. '

14

13 ARTICLE VIIL

16 EXPENDITURES AND LIABILITY OF PARTIES

17

13 .\, Liability of Parties:

19

20 The hawsiiity of the parties shall be several. not joint or collective. Each nparty shall be responsible

21 only tor its owlications. and shall be liable only tor its proportionate share of the costs of developing
22 und operatingz tne Contract Arvea. Accordingly, the liens granted among the parties in Article VILB. are
3 Siven o sectie only the dedts of cach severally. It is not the intention of the parties to create, nor snall

4 s aureement be construed s creating, a mining or otner partnership or assoclazion, or to render the

25 vpartes liable as partners. It is not the intention of the parties that this contract is
¢ made or intended for the benefit of aay third person.

27 . Liens und Paviment Defaults:

Y0

28

29 tucn Non-Operator srants to Operator a lien upon its oil and gas rights in the Contract Arvea. and &

30 -ecurLy interest in its share of ol and or gas when extracted and its interest in all equipment. 10 secure
31 pavment o: 1ts share of expense. together with interest thereon at the rate nroviced in the Accounting
52 Procedure attached nereto as Exnibit "C”. To the extent that Operator has a security interest under the

53 cnierm ':m:‘:

i Code or tne State, Operuior shail e entitled to exercize tho rights and remedies

e o0 securea party under the Code. Tre

noing of a suit and the obtaining of judgment by Oporztor
5 J{or the recured indebtedness shail not ve deem2d an velection of remedies or otherwise affect the llen
36 rights or securlty interest as security ror the pavment thereof. In addition. upon default by any Non-
Operator i the pavment of i's sha

re o expense. Operator snall have the right, without prejudice 10
38 other rigntz or remedies. 10 collect irora the purchaser the proceeds from tl 25 or \uc \01 Rerator

fneludfng reasonab & attorney Zees in.the event Of Suif, t B3 éq_ pq:,l
39 Tlnare of p,L GRG 0r 2us Gnul tne antount owed v sucen .\or—Opexatm /ialus mteust } ab Len pala. -~a

40 purchaser shail be entitled to relv upon Operator's written statement concerining the amount of any de-

.4:_1,1

+1 fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-
2 erator’s proprortionate share of expense.

44 If any party zails or is unable to nay its share of ¢xpense within sixty (80) davs after rendition a:
45 a statement -hercror by Operator. the non-defaulting parties. including Operator. shall. upon request by
46 Opecrater. pay the .npaid amount n the proportion that the interest of each such party bears o the in-
47 iorvest of ali such parues. Each party so paying its share of the unpaid amount shall. to obtain reimuvurse-
48 ment thercor. te subrogated to the security rights deseribed in the foregoing paragraph.

30 C. Pavments and Accounting:

31

32 Execept ws herein otherwise speciticalliy provided. Operator shall promptly payv and discharge expenses
33 incurred in the development and operation ol the Contract Area pursuant to this agreement and shall
54 charge cuch of the parties hereto with their respective proportionate shares upon the expense basis pro-
35 vided in she Accounting Procedure attached hereto us Exhibit “C”. Operator shall keen an uccurate
36 cecord of the joint aceount hereunder. showing expenses incurred and chavees and credits made and
a7 received,

Bk

30 Opetator. at 1ts cicetion, shall have the right from time to time to demand and receive from the

60 ather parties payment in advance of their respective shaves of the estimated amount of the expense !o
51t meuried in operations hereunder during the next succeeding month, which right may be exercised oniv
2 by submission to each such party of an itemized statement of such estimated expense. together

with
4 anoinvolce Jor its share thereot, Each such statement and invelce for the payraent in advance ot esty-
54 muted cxpense shall be submitted on or before the 20th day of the next preceding month. Each party
43 Chall pay to Operator its proportionate share of such estimate within fifteen (13) days after such cs-
56 timate and invaoice is received. If any party tails to pay its share of said cstimate within said time, the

67 amount due shall bear interest as provided in Exhibit ~C™ until paid. Proper adjustment shall e
v8 nade monthly between advances and actual expense to the end that cach party shall bear and pay its
69  proportionate share of actual expenses incurred, and no maorce,

-8-
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I D Limitation of Expenditures:

3 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepenced, ex-

4 cept any well drilied or deepened pursuant to the provisions of Article VILB.2. of this Agreement. it being
5 understood that the consent to the drilling or deepening shall include:
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10 X Option No. 2: All necessary ecxpenditures for the drilling or deepening and testing of the well. When
11 such well has reached its authorized depth. and all tests have been completed. Operator shall give im-
12 mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties
13 receiving such notice shall have forty-eight (48Y hours (exclusive of Saturday. Sunday and legal holi-
14 days) in which to clect to participate in the setting of casing and the completion: atternpt. Such election,
15 when made. shall include consent to all necessary expenditures for the completing and equipping of such

16  well, including necessary tankage and.or surface facilities. Failure of anyv party receiving such notice
7 to reply within the period above fixed shall constitute an clection by that party not to participate in
18  the cost of the completion attempt. If one or more, but less than all of the pariies. elect to set pipe and
19 to attempt a completion. the provisions of Article VI.B.2. hereof (the phrase “reworxing, deepening or
20 plugging back™ as contained in Article VI.B.2. shall be deemed to include “completing”) shall apply to
21 the operations thereafter conducted by less than all parties.

22

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

28

29 3. Other Operations: Operator shail not undertake any single project reasonably estimated to require
30 an expenditure in excess of TWENTY FIVE THOUSAND----——---—"-—— Dollars ($23,000.00-===—- )
31 except in connection with a well. the drilling. reworking. deepening. completing. recompleting, or plug-
32 ging back of which has been previocuzly authorized by or pursuant to this agreement: provided. how-
33 ever. that, In case of explosion, fire, rflood or other sudden emergency. whether of th2 same or different
34 nature. Operator mayv take such steps and incur such expenses as in its opinion are raquired to deal with
33 the emergency to safeguard life and property but Operator, as promptly as possible. shall report the emer-

36 gencyv to the other parties. If Operator prepares “Authoritv for Expenditures” for its own use,

i Operator. upon request. shall furnish copies of its "Authority for Expenditures™” for any single project

38 costing in excess of _ FIFTEEN THOUSAND-—————=m————cme—wome———— Dollars ($15.000.90 ).
39

40 E. Royalties. Overriding Royalties and Other Payments:

41

42 Each party shall pay or deliver. or cause to be paid or delivered. all rovalties to the extent of
43 20% of 3/8ths due on its share of production and shall hold the other parties free

44  from any liability therefor. If the interest of any party in any oil and gas lease covered by this agree-
45 ment is subject to any royalty, overriding royalty, production payment, or other cherge over and above
46 the aforesaid rovalty, such party shall assume and alone bear all such obligations and shall account

47  for or cause to be accounted for. such interest to the owners thereof. If the interest of any party in any oil and
48 928s lease covered by the agreement 1s subject to any overriding royalty, production payment,_ot.o:nez charge that is less ?han the
aforesaid royalty, such party shall retain for its own account the difference between the existing burdeni.and the aforesaid royalty.

48 Xo party shall ever be responsible, on any price basis higher than the price received by such party, to any other party's lessor
49 or royalty owner; and 1f any such other party’s lessor or royalty owner should demand and receive settlements on a higher price basis,
the party contributing such lease shall bear the royalty burden insofar as such higher price is concerned,

50 It i{s recognized by the parties hereto that in addition to each party’s share of working interest production es shown In Exhibit

51 mA" . such party shall have the right, subject to existing contracts, to market the royalty gas attributable to each lease which it
contributes to the Cortract Area and to recelve payments due for such royal:iy gas produced from or allocated to such lease or leases,

52 1: is agreed that, regardless cf whether each party markets or contracts for its share of gas, including the royalty gas under the

leases which It contributed to the Contract Area, such party agrees tO pay or cause to be paid to the royalty.owners under its lease
53 or leases the proceeds attributable to their respective royalty interest and to hold a1l other parties hereto harmless for its failure
to do so.

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

5€ Rentals, shut-in well payments and minimum royvalties which may be required under the terms of
any leasce shall be paid by the party or parties who subjected such lease to this agreement at its or their
& cxpense. In the event two or more parties own and have contributed interests in the same lease to this
50 apreement. such parties may designate one of such parties to make said pavments for and on behalf of all

60 such parties. Any party may request, and shall be entitled to receive, proper evidence of all such pay-
6] ments. In the event of failure to make proper payment of any rental, shut-in well payment or minimum
62 rovalty through mistake or oversight where such payvment is required to continue the leasc in force,
G any loss which results from such non-payment shall be borne in accordance with the provisions of Article
G+ 1V.B.2.

66 Operator shall notiry Non-Operator of the anticiputed completion of o shut-in gas well, or the shut-

67 tig in or return o production of a producing gas well, at least five (5) davs (excluding Saturday, Sun-
(11 dovoand holidavs), or ot the carliest opportunity permitted by circumstances, prior to taking such action,
6y but cssumes ne jiability for tatlure to do xo. In the event of failure by Operator to so notify Non-

N Crierah e o ooy dewee contmbhated hereno sy N -UpersTor tor Solsne to s se imiely payments
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ob anv snut-on et pavment hati fo borne jomndy by the pacties hereto anger the provisions of e

(. Taxes:

Begmnieg with the first calendar vear after the effective date hereof, Operator shall render for ad
valorem taxauion ail property subicet o this avrcement which by Jaw should se vendered for such
taxes, and it shall pay all such taxes assessed thereon betore they hecome celinquent. Prior to the ren-
dition date. cach Non-Operator shall furnish Operator information as to hurdens “to nclude, but not be
limuted to. rovauties. overriding rovaities and production pavments) on leases and o1l and was interests con-
tributed by such Non-Operator. If the assessed valuation of any lcaschold estate i reduced by reason of its
bemng subject to outstanding excess rovalties, overriding rovalties or production pavments, the reduction in
ad vaiorem taxes resulting therefrom shall inure to 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 retiect the benelit 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
caries sgree o abandon the protest prior to final determination. During the pendency of administrative
or iudicial proceedings, Operator mayv elect to pay, under protest. all such taxes and any interest and
penaity, When any such protested assessment shall have been finally determined, Operator shall pav

the tax Jor the joint account, together with anv interest and venaltv accrued. and the total cost shall then
De assessea against the parties, and be paid by them. as provided in Exhibit ~C".

17

ach party shall pay or cause to be paid all production. severance, gatherirg and other taxes im-
rosed upen or with respect to the production or handling of such party’s share of oil and. or ¢as pro-
duced uncer the terms of this agreement.

H. Insurance:

At zil times while operations are conducted hereunder. Operator shall comply with the Workmen's
Compenszuion Law of the S:iate where the operations are being conducted: provided. however, that Op-
erator may te a self-insurer for liabilitv under said compensation laws in which event the only charge
that shall e made to the Joint account shail L2 an amount equivalent to the premium which would have
been paii ad such insurance teen obtained. Operator shall also carry or provide insurance for the
benefit ¢f the joint account of the parties gs outlined in Exhibit »D”, attached t> and made a part hercol.
Operator =nall require ail contraciors engaged in work on or for the Contract Area to comply with the

e,

Workmen's Comgensation Law o the State wihere the operations are veirg corducted and to maintain
such other insurarce as Operator may require. ‘

In trhe evert Automotile Public Liability Insurance is specified in said Exhibit “D". or subsequently
recerves the approval of the rarties. no direct charge shall be made by Operator for premiums paid for
such insurance for Operator’s fully owned automotive equipment,

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A.  Surrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties do not agree or consent thereto, the party desiring to surrender stall assign, without express
or implicd warranty of title, all of its interest in such lease, or portion thereof, and any well, material and
equipment which may be located thereon and any rights in production thereaster secured, to the parties
not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest. the
signing party shall execute and deliver to the party or parties not desiring to surrender an oil and cas
lease covering such oil and gas interest for a term of one year and so long ttercafter as oil and.or zas
is produced from the land covered thereby, such lease to be on the form attached hereto as Exhibit “Be,
Upon such assignment, the assigning party shall be relicved from all obligations thereafter accruing,
but not theretofore accrued, with respect to the acreage assigned and the operation of any wel] lhercoﬁ‘
and the assigning party shall have no further interest in the lease assigned and its equipment and pro-
duction other than the royaltics retained in any lease made under the terms of this Article. The parties
assignee shall pay to the party assignor the reasonable salvage value of the latter’s interest in any wells
and cquipment on the assigned acreage. The value of all material shall be determined in accordance
with the provisions of Exhibit "C”, less the estimated cost of salvaging and the estimated cost of plug-
aing and abandoning. If the assignment i: in favor of more than one party, the assigned interest shall

as-
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{ be shared by the parties asslgnee in the proportiens that the iterest ol cach bears o the mterest ot all
2 cartios assignee.

-+ Any asstgnment ov surrender made under this provision shall not reduce or change the assicnor's or
5 swrrendering parties’ interest, as it was immediately betore the assignment. in the bilance of the Contract
{1

Arear and the acreage assigned or surrendered. wnd subscquent operations thercon, shall not therecafter
; be subject to the terms and provisions of this agreement.

9 B. Renewal or Extension of Leases:

11 If any party sccures 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 ot thirty (30) lays following receipt
13 of such notice in which to eleet to participate in the ownership of the renewal Jease, insofar as such
1 ivase affeets lands within the Contract Area, by paying to the party who acquired it their several proper
15 proporuonate shares of the acgquisition cost allocated to that part of such lease within the Contract Area,
16 which shall be in proportion to the interests held ut that time by the partics in the Contract Area.

i

18 If some, but less than all. of the parties elect to participate 1n the purchase of a renewal lease, it
19 shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of
20 their respective percentage of participation in the Contract Area to the asgresate of the percentages

21 of participation in the Contract Area of all parties participating in the purchase >0 such renewal lease.

22 Any renewai lease in which less than all parties elect to participate shall not be subject to this agreement.
D]

without warrant
24 Each party who participates in the purchase of a renewal lease shall be 2iven an assignment/of its

25 proporticnate interest therein by the acquiring party.

23 The provisions of this Article shall apply <o renewal leases whether they are for the entire interest
28 covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease
29 iaken oercre the expiration oI its predecessor lease, or taken or contracted for witkin six (6) months after

3 thre expiration of the existing lease shall be subject to this provision: but any lease taken or contracted
3 for more than six {(6) months aiter the expiration of an existing lease shall not be deemed a renewal
32 ‘ease and shall not be subject to the provisions of this agreement.

P

e

o4

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

53 lcases. The provisions of this Article VIII-B shall only apply to leases, or portions
38 of leases, located within the Unitz Area.

37 €. Acreage or Cash Contributions:

29 While this agreement is in force, { any pa“tv contracts ror a contribution of cash toward the drilling
10 of a well or any other operation on the Contract Arca. such contribution :hall be paid to the party who
+1 conducted the drilling or other operation and -sail 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
432 made snuil promptiyv tender an assignment ot e acreage, without warranty orf title. to the Drilline
44 Parties in the proportions said Drilling Parties snared the cost of drilling the well. If all parties hereto
45  are Drilling Parties and accept such tender, such acreaee shail become a part of the Contract Area and
6 be governed by the provisions of this agreement. If less than all parties hereto are Drilling Parties and
T accept such tender, such acreage shall not become a part of the Contract Area. Zach party shall prompt-
48 Iv notify ail 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.

0

51 If any party contracts for any consideration relating to disposition of such party's share of substances
2 produced nereunder. such consideration shall not be deemed a contribution as contemplated in this
33 Article VIILc, This paragraph shall not be applicable to the contribution of acreage
54 DY the Contributing Parties toward the Initial, Substitute, or Option Test Well.

55 D. Subsequently Created Interest:
o6
57 Hotwithstanding the provisions of Article VIILE. and VIILG., if any party hereto shall. subsequent

8 1o exceution of this agreement. create an overriding rvovalty, production payment, or net proceeds inter-
39 estowhich such imterests ave hereinaiter referred to as “subscequently created interest”, such subsequently
GO ercated interest shall be speefically made subject to all of the terms and provisions of this agreement, as
ul follows:

e 1. {f non-consent operations are conducted pursuant to any provision of this agreement. and the
nd party conducting such operations becomes cntitled 1o receive the production attributable to the interest
455 put af which the subsequently created interest is devived, such party shall receive same free and clear
66 of such subsequently created interest. The party creating same shall bear and pay all such subsequently
7 created interests and shall indemnify and hold the other parties hereto iree ard harmless from any and
HR o1l Tinhilitv resulting therefrom.
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l 200 the owner of the mterest trom which the subsequently ereated interest wodenved (1) tuls 1o
Z vav, when aue, (s chare of expenses chaczeable hereunder, or (2) cleets 1o abandan o well under pro-
. vistons of e hicle VIE hereof, ar 13) eleets to ~swrrender o loase ander peovisions of Artiele VITLAL
b aereot, the ~ubsequently ereated interest <hall e charceable with the pro rata portion ot all expenses
B herounder 1 the same manner as 1o such interest were o working mterest, For purposes ol collecting
6 such chuaveesble expenses. the party or parties who receive assignments as a resalt of (2) or (3) above
n hall have the right to entforee all provisions of Article VILDB, hereol agamst ~uen subsequently created
O mterest.

9

10 E. Mamtenance of Unitorm Interest:
11

12 For the purpose of maintaining uniformity of ownership in the oil and zas leaschold interests
13 covercd by this agreement. and :1utwithstandmg uny other provisions 1o “he eantrary. no partr =hail
14 selll encumber. transtfer or make other disposition of its interest in the leases embraced within the Con-
15 tract Area and in wells, equipment and production unless such disposition covers cither:

16

o 1. the entire interest o0 the party in all leases and equipment and production; or
18

19 2. an equal urndivided interest in all leases and cguipment and production in the Contract Arca.
20
21 Every such sale, encumbrance, transfer or nther disposition made by wny party shall be made ex-
22 vressly suprect to ‘his agreement, and shail be made without prejudice to the right of the other parties.
20
24 [f. at uny time the interest of any party is divided amona and owned by tour or more co-owners.
b Operator. at :ts discreton. may reguire such co-owners 1o appoint a sincle “rustee or agent with full
28 autnority to cecelve nouices, approve oxpenditures. cecerve otilings for and wpprove and pay such party's
27 snare of e romt oxpenses, and o <deai cenerally wiathl and with power 1o mind  the co-owners of such
23 vartv’s interests within the scope of the onperations embraced in this agreement: however. all such
29 co-owners shall have the rnight to enter into and execute ail contracts or agreements for the disposition
Y arf their respeetive snares of the oil and gas produced from the Contract Area and thev shall have the
1 siant 1o receive, separvatelv. pavment of the sale proceeds hereof.
ol

3 . Waiver of Right to Partition:

b4
p) If permitted by the lfaws or the stale ov -:ates in whien the property covered hereby is located. eacn
36 vparty nerelo owning an undiviced nterest oo thie Contract Areca waives any and all riehts it mav have
’n to partition and have set aside 0 0 . soveraitv s unaivided mterest thercir.
36

Lo bo JVPN hxhl"i‘\‘:_ll. da "
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42 interests (0 che Contract Area. it shail prompily give written notice to the other parties. wigd infor-
3 mation congeerning fts proposed sale. whie et DUOSPECTIVE pUr-
o4 chaser (wno must be ready. willing ad able "o purchase), the purchags and all other terms or
45 the oficr, uther parties -hall then nhave an optonal pi 1t, for a period of ten (10) davs after
<5 receint of the votice. to purchase on *he same errig conditions the interest ~vhich the other pariyv
+7 nroposes 10 se:il: wnd. if this optional righe-t® oxercised, the purchasing parties shall shaore the pur-
Y4 chasctl inlerest o the proportings t the mterest of each bears to the total ‘nterest of all purchasing
49 partics. However. thepo-eTall be no preferential richt to purchase in those cases where any party wishes
50 10 mort

FTerests. or to cispose of its interests by merger, reorganizaticn. consolidation. or «ale
sabstantially all of its assets to a subsidiary or parent company or 10 a subsidiary of 4 parent

i Atod,

. s . e
Laasrasan e an i ey iy i BEAAN A

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

Thi, agrecment s not intended o ereate. und shull not be construed to create, a relationsnip o1 part-

LOCSHID e a0 assoclation tor profit between or among the parties hercto.  Notwithstanding any pro-
Vlons evein thot the mebits and bapilities hereunder are several and not joint or collective, or that this
cereement and operations hereunder shall ot constitute a partnership, if. for Federal income tax pur-
Poses. ihls aureement and the operattons hereunder are regarded as a oartnership, each party herepy

affected ciects 1o be cexcluded From the application of all of the provisions of Subchapter “K”
1

Chapter
. Subtitle AT of the Internal Revenue Coce ot 1954, as permitted and authorized by Section 761 of
the Code and the regulations promulzated thereunder. Operator is authorized and directed to execeute on
behalt ot each party hereby affected such evidence ot this clection as may be required by the Sceeretary
of the Treasury of the United States or the Federal Internal Revenue Service. including specifically, but
not by way of limitation, all of the veturns, statements, and the data required by Federal Regula-
tions 1.761. should there be any requirement that cach purty hereby aifected give further evidence of
this clection. cach such party shall exceute such documents and turnish such other evidence us may be
required by the Federal Internal Revenue Service or as mayv be necessary to evidence this election. No

-12-
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1 quch party shall @ive any notices or take any other action consistent with the election made hereby.
z Il any present or tuture income tax laws of the state or states in which the Controcet Area s located or
- aavorture income tax laws of the United States contain provisions similar to these in Subchapter K,
4+ Chapter !, Subtitle A", of the Internal Revenue Code of 1954, under which an election similar to that
3 provided by Scetton 761 of the Code is permitted, cach party hereby affected shall rake such olection as
)

may be permitted or required by such laws. [n making the foregoing election, cach such party states that
the income derived by such party trom Operations hereunder can be adequately determined without the
8 computation of partnership taxable income.

9

10 ARTICLE X.

11 CLAIMS AND LAWSUITS

12

13 Opérator may settle any single damage claim orv suit arising from operations hercunder i the ex-
14 penditure does not exceed FIFTEEN THOUSAND——————————— oo Dollars
15 3.15,000.00Q } and if the payment is in complete settlement of such ciaim »r zuit. [f the amount
16  required for settlement exceeds the above amount, the parties hereto shall assume and take over the
17 further bandling of the claim or suit, unless such authority is delegated to Operctor. All costs and ex-
R pense oi handling, settling, or otherwise discharging such claim or suit shall b2 at the joint expense
19 of the parties. If a claim is made against any party or if any party is sued on account of any matter
20 arising !rom operations hereunder over which such individual has no control because of the rights civen
21 Operator by this agreement, the party shall immediately notify Operator. and tie claim or suit shail
22 be treated as any other claim or suit invelving operations hereunder.

23

24 ARTICLE XI.

23 FORCE MAJEURE

26

e

25 If anyv party is rendered unable, wholly or in part, by force majeure to ca.'ty oul its oblications

23 under this agreement, other than the obligation to make money payments, that party shall give to ail

a

29 uther parties prompt written notice of the force majeure with reasonably full particulars concerning it:

3 thereupon. the obligations ot the partv giving the notice. so far as they are aifected by the force majeure,
3 shall be suspended during. but no longer than. the continuance of the force majeure. The atfected party
"

32 shail uze ull reasonable dilicence to remove the force majeure situation as quiczly as practicable,

54 The requirement that anv lorce majeure :nall be remedied with all reasonable dispatch shall not
39 require the zettlement or strikes, lockouts. or other lubor airficulty by the party involved, contrary to its
36 wishes: how all sucn difficulties shall te nandied snall be entirelv within the discretion of the partwy
37  concerned.

28

59 The term “force majeure’. us nere emploved. shail 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.
+1 explosion. overnmental uction. covernmental delav. restraint or inaction. unavatlability of equipment.
42 und any other cause, whether of the kind specitically enumerated above or otherwise, which is not
+3  reasonublv within the control ot the navty claiminge suspension.

14

435 ARTICLE XIL

16 NOTICLES

17

43

All notices wuthorized or required bhetwcen the parties, and required by any of the provisions of
49 this agrcement. unless otherwisze specifically provided, shall be given in writing by United States mail
30 or Western Union telegram, postage or charzes prepald. or by teletype., and addressed to the party to
31  whom the notice is given at the addresses listed on Exhibit ~"A”. The originating notice given under any
32 provision hereof shall be deemed given only when received by the party to whora such notice is directed,
53  and the tme tor such party to give any notice in vesponse thercto shall run from the date the oviginat-
54 inug notice s received. The second or any rcsponsive notice shall be deemed ziven when deposited in
55 the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid,
56 or when sent by teletvpe, Each party shall have the right to change its address at any time, and from
37 time to 'nne. by civing written notice hereof to all other parties.

58

59 ARTICLLE XIII.

() TERM OF AGREEMENT

H1

i This nereement shall remain in full foree and etleet us to the oil and gas leases and. or oil and gas in-

o terests subjected hercto for the period of time selected below: provided, however, no party hereto shail
i1 cver be construed as naving any visht, 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 agrecment.

66
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% Option No. 2 In the event the well described in Article VLA, or any subsequent cwell drilled
under any provizien of this agreement, results i production of oil and ‘or gas in paying quantitics, this
agreement shall continue in force so long as any such well ar wells produce, or are capable of produc-
ton, and for an additional period of 130 days from cessation of all production; srovided, however,
if, prior to the cxpiration of such additional period, one or more of the partics hereto are engaged in
drilling or reworking a well or wells hereunder, 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 subscequent well
drilled herecunder, results in a dry hole, and no cther well is producing, or capable of producing o1l
and,/or gas {rom the Coniract Area. this agreement shall terminate unless drilling or reworking opera-
tions are commenced within 120 days from the date of abandonment of said weil.

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

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the committed
acreage is located, to the valid rules, regulations, and orders of any duly constituted regulatory body of

sald state: and to all other applicable federal, state, and local laws, ordinances, rules, regulations, and’
orders.

B. Governing Law:

The essential validity of this agreement and all matters pertaining thereto, including, but not lim-
ited 1o, matters of performance, non-performance, breach, remedies. procedures, rights, duties and in--
serpre:ation or construction, shall be governed and determined by the law of the state in which the
Contract Area is located. If the Contract Area isin two aor more states, the law of the state where most
oi the lana in the Contract Area is located shall govern.

ARTICLE XYV.
OTHER PROVISIONS

a. Not incliced.
], Ipt irciudsd.
C. Mot included.

D. MNotwithstanding any other provisions herein, if during the temm of this agreement, a well is reguived
to pe drillsd, deepered, reworked, plusced back, sidetracked, or recarpleted, or amy other cperaticn that

may be required in order to (1) contirue a lease or leases in force and erfect, or (2) maintain a unitized
i area or amy porticn thereof in force and effect, or (3} earn or preserve an interest in and to oil and/er

gas and otrer minerals which may be owned by a third party or which, failing in such operation, may rsvert

i to a third party, or, _(4) caply with an crder issued by a regulatory body havirng jurisdicticn in the

premises, failing in which certain rignhts woulc terminate, the rollowirg shall ag. . Snould less than all
of the parties hereto elect to participate and pay their proporticnate part of the costs to be incurred in

- such operaticn, those parties desiring to participate shall have the right to do so at their sole cost,
| risk, and expense. Praptly following the conclusian of such cperation, each of those parties not

participating agree to execute and deliver an appropriate assigmrent to the total interest of each
non-participating perty in ad to the lease, leases, or rights which would have temminatad or which
otherwise may have been preserved bv virtue of such cperation, and in ard to the lease, leases or rights

| within the kalance of the drilling unit upon which the well was drilled, excepting, however, welis

theretofore completed and capable of producing in paying quantities. Such assigrment shall be delivered to
the participating parties in the proporticn that they bore the expense attributzble to the
rcn-participating parties' interest. )

E. Mo producticn, whether oil or gas, may be scld from the lease acreage, or lands pooled therewith, to
any party's subsidiaries, affiliates, or associates, without each party's prior written consent. All
uroduction sold from the lease acreace, or lands pooled therewith, will be an am's length trade with a
third party purchaser. It is expressly agreed if prior written consent is given to a party selling to
themselves, 1ts subsidiaries, affiliates, or associates, the other parties to this agreament will have the
~pticn to alco sell to said parchaser, at the same or better price. In the event any party hereto, makes
an arm's length trade with a third party purchaser, the remaiming parties will have the option to also seli
at the game or higher price.

e I
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ARTICLE XV.-.OTHER PROVISIONS

Cost Allocation Formula

The entire cost of drilling the well will be initially borne by the
working interest owners of the Deep Unit with no right to be reimbursed
by the working interest owners of the shallow unit; unless the well is
to be completed in the Shallow Unit n which case the working interest
owners of the shallow unit will reimburse the working interest owners
of the Deep Unit in accordance with the following.formula:

A1l Pre-casing Point Costs which can be isolated to the Shallow Unit

or the Deep Unit, (e.g., logging, testing, coring, fishing, etc.) will

be paid for by the participating owners of those particular zones. All
other Pre-casing Point Costs ("remaining costs") shall be borne by various

participating owners, according to—their respective participating interests
in the units involved as follows:

Participants in 1 x Footage to base of Shallow Unit x REMAINING COSTS

‘the Shallow Unit 2 TOTAL DEPTH
Participants in 1 x Footage to baseof Shallow Unitx REMAINING COSTS
the Deep Unit 2 TOTAL DEPTH
plus: 100% x Footage from base of Shallow
Unit to Total Depth x REMAINING COSTS
TOTAL DEPTH

Should a dual completion attempt be made in both the Deep Unit and the
Shallow Unit, all completion costs that can be isolated to the Deep or
Shallow Units shall be paid for by the participating owners of those

units. Al1 other costs, with the exception of casing and tubing shall
be paid for equally by the participants in Shallow Unit and the Parti-

cipants in the Deep Unit. A}l casing and tubing shall be paid for as
follows:

Average costs of casing and tubing from the surface to the base of the
Shallow Unit:

Participants in the Shallow Unit - 1/2;
Participants in the Deep Unit - 1/2.

Average costs of casing and tubing from the Base of the Shallow Unit to
total depth: Participants in the Deep Unit - 100%,

-1 47~
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\ ARTICLE XV,

- MISCELLANEOUS

3

4 This acrcement shall be binding upon and shall inure to the benefit of the parties hereto and o o
J respective hews, devisees, lesal venvesentatives, successors and assigns,

U

n

This wstrument may be executed in anvy number of counterparts, cach of which anall be considered
3 an onginal for ull purposes.

Y 9[;N WITNESS WHEREOFY, tlus acreement shall ve ericctive as of - 10th  daw o Q.a-n—uary——————-
11 19 .

OPERATOR

15 vATES PETROLEUM CORPORATION

: o/ s AT

7

LI 1D+

e

o L) L o Lo

I PR % TR % I &% I 7

e

12 V= O w o ~1 Gy W

A

STATEZ OF NEW MIUICO)

44 COMTY OF EDDY )

The foreqoing instrument was acknowledged before me this 10th day of
January, 1990, by Peyton Yates, Attorney-In-Fact
19 0f VA1cS PEIROLzUM CORPORATIGH, @ _ “ew Mexico corporation, on

’

pehalf of the corporation.

L My Commission Expires:

= P ko A Al

<

WAYEW SN i), Notary Public

[ SRNEL - R O P 1
1 T s



ATTACHED TC AND MaDE & FART OF OPERATING AGRBEMENT DATED CANUARY 10, 1990
BETWLEN YATES PLTROLEUM CORPORATION, "OPERATOR", AND ENRON 011, AND GAS COMPANY,
ET AL, AS "WLON-OPLRATORS", COVERING LANDS iIN CHAVES CCUNTY, NEW MEXICO.

EXHIBIT "A"

Lands Subject to Agrecment:

Township 9 South, Range 26 East, NMPI
Section 21: §/2

28: All

29: All

3Z2: All

23: NW/4 -

Containing 24C0.00 acres, more or less
Chaves County, New Mexico

2. Depth Restriction:
Shallow Unit - Surface of the Earth down to the base of the Abo
Formation.
Township 9 South, Range 26 East, NMPM

Section 21: S/2
28: All
29: All
32: NE/4; s/2
33: NW/4

Containing 2240.00 acres, more or less

Deepr Unit - Below the base of the Abo Formation.

Township 9 South, Range 26 East, NMPH
Secticn 21: S/2

28: All

2¢: All

32: All

33: ¥W/a
Containing 240C.00 acres, mcre or less

3. Driiling Unit for First Well:
Proration Unit as established by the New Mexico OCD.

II. Percentage Interests of Farties Under the Agreenent:

Deep Unit - S/2 of Section 21; All of Secticns 28, 29, and 32;
and MW/4 of Section 33

INITIAL TEST

WELL AFTER
INITIAL TEST PAYOUT
PARTICIPATING WELL BEFORE & SUBSEQUENT
NAME ACRES % OF UNIT PAYQUT WELLS
Yates Petroleum Corporation 291.9660 14.637338% 14.637338% 14.637338%
Yates Drilling Company 220.9000 11.07452¢ 11.074536 11.074536
Abo Petroleum Corporation 220.9000 11.074535 11.074535 11.074535
Myco Industries, Inc. 220.9000 11.074535 11.074535 11.074535
Enron 0il & Gas Company 560.0000 28.074876 28.07487¢6 28.074876
Matador Petroleum Corporation 240,0000 12.032090 12.032090 12.032090
Plains Radio Broadcasting Co. 240.0000 12.032090 12,032090 12.032090
1904 . 6660 100.000000% 100.000000% 100.000000%
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ATTACHED TC AahD HaDE A4 PART CF OPFRATING AGREZLENT DATED JANUARY 16, 1990
BETWEEN YATES PETROLLUM CORPORATION, "OPERATOR", AND ENRON OIL & Gas CCHPANY,
b AL, A5 "HON- CPERATCRS", COVERINIG LANDS IN CHAVES COUNTY, NEW MEXICO.

C¥EIBIT "AY
Shallow Unit - S/2 of Section 21; All of Sections 28 and 29;
NE/4 and S/2 of Section 232; and NW/4 c¢f Section 23

INITIAL TEST
WELL AFTER

INITIAL TEsT PAYOUT
PARTICIPATING WVELL BEFCRL & SUBSEQUENT
) 1.AME ACRES % OF UNIT PRYCUT WELLS

Yates Petroieum Corporaticn 287.9660 14.293485% 14.293485¢% 14.293485%
Yates Drilling Company 228.9000 11.361685 11.361685 11.361685
Abo Petroleum Corporation 228.9000 11.361685 11.3€1€85 11.361685
Myco Industries, Inc. 228.9000 11.361685 11.3616&5 11.361685
Enron 0il & Gas Company 560.0000 27.79617¢ 27.796170 27.796170
Matador Petroleum Corporation 240.0000 11.912645 11.912645 11.912645
Plains Radio Broadcasting Co. 240.0000 11.212645 11.212645 11.912645

2014.6660 100.060000% 100.000000% 100.000000%

IIT. Leasehold Interest of Each Party:
1. Lessocr: United States of America

Present Lessee: Yates Petroleum Corporation - 4.00%
Vates Drilling Company - 32.00
Abo Petroleum Corporation - 32.00
Myzo Industries, Inc. - 32.00

Expiration Date: August 31, 1990

Serlal Number: 1iN-39952

Descriptiocn: Township 9 South, Range 26 East, NMPM

Section 29: S/2
Containing 320.00 acres, more or less
Chaves County, liew Mexico

2. Lessor: tate of New Mexico

Present Lessee: Yeztes Petroleum Corporation - 5.00%

Surface to 4850 Yztes Drilling Company - 15.00

' Abo Petroleum Corporation - 15.00

Myco Industries, Inc. - 15.00

Pennzoil Exploration & - 50.00

Company

Description: Township 9 South, Range 26 Zast, NMPM

Section 32: S/2NE/4; NW/4SW/4
Containing 120.00 acres, more or 1less
Chaves County, New Mexico

Present Lessee: Pennzoil Exploration & Production Company
Below 4850'

Expiration Date: Held By Production

Serial Number: 1LG-0199

Description: Township 9 South, Range 26 East, NMPM

Section 32: NW/4NW/4; S/ZNW/4

S/2NE/4; NW/4SW/4
Containing 240.00 acres, more or less
Chaves Countv., New Mexico



ATTACEED T0O AND HMALE A PART OF OPERATING AGREBMENT DATED JARUARY 10, 1990
BETUELN

Lt
BT

YATES FPETROLZUM CORDPCRATION,

"OPERATOR"™, AND ENRON CIIL & GAS COMPALY,

L, "NCN-CFERATCRS", CCVERING LANDS Il CHAVES CcounTy, HEW MEXICO.

Lessor:

Present Lessee:

Expiration Date:
Serial MNumber:

Description:

Lessor:

Present Lessee:
EZxplraticn Date:
Serial Number:

Descrigticn:

Lessor:

Precent Lessee:

M
S

tpiration Date:
Serial liumber:

Description:

Lessor:

Present Lessee:
Expiration Date:
Serial Number:

Description:

State of llew Mexico

Yates Petroleum Corporat-on - 25.00%
Yates Drilling Company - 25.00
Abo Petroleum Corporation - 25.00
Myco Industrics, Inc. - 25,00

Held By Production
LG-3342

Township 9 South, Range 26 East, NMEM

Section 32: NE/4NE/4; NE/4NW/4
NE/45W/4; SW/4sSW/4

Section 33: SW/4NW/4

Containing 200.00 acres, more or less

Chaves County, New Mexico

State of New Mexico

Enron 0il & Gas Company

February 1, 1990

LG-7642

Township 2 South, Range 26 East, NMPM
Section 28: N/2; NE/4SW/4; S/2SE/4

Containing 440.00 acres, more or less
Chaves Courty, New Mexico

State of liew Mexico

Yates Petroleum Corporation
June 1, 1990

LG~-836E-1

Township 9 South, Range 26 Last, RKMPM

Section 33: E/2NW/4
Containing 80.00 acres, more or less
Chaves County, New Mexico

State of New Mexico

Enron 0il & Gas Company

September 1, 1990

LG-8579

Township 9 South, Range 26 East, WNMPM
Section 21: SE/4SW/4

Containing 40.00 acres, more or less
Chaveces Countv. New Mexico




ATTACHELD

BETWEEN

TC AlD MALEZ A PART
YATLS PETRCLEUM CORPORATICHN,

or

OPELRATING AGRELMENT DATID JALUARY 10, 19¢C
"O2ERLTOR", AND ENRON OIL & GaS CCHMPANY,

T AL, "HON-OPERATORS", CCVERING LANDS 15l CHAVEZ COUNTY, LIW MEXICO.

10.

Lessor:

Present Lessee:

Expiration Date:

1921

erial Number:

Description:

Lessor:

Present Lessee:

Expiration Date:
Serial Number:

Description:

Expiration Date:
Serial Humber:

Descripticn:

Lessor:

Fresent Lessee:

Expiration Date:
Serial Number:

Description:

State of New Mexico

Matador Petroleum Coxrp. - 50%
Plains Radio Broadcasting Co. - 50

Jure 1, 1992
vV-2328

Townehip 9 South, Range 26 Last, NMPM
Sectiocn 28:

Containing 200.00 acres, more or less
Chaves County, New Mexico

State of New Mexico

Matador Petroleun Ccip. - 50%
Plains Radio Broadcasting Co. - 50

November 1, 1990

Township 9 South, Range 26 Fast, NMPM
Section 21: SE/4; MN/2zSW/4; SW/4SW/4
Containing 280.00 acres, more cr less
Chaves County, New Mexico

State cf New Mexico

vates Petroleum Corporation - 40.00%
Yates LDrilling Company - 20.0C
Abo Petroleum Ceorporation - 20.00
{iyco Industries, Inc. - 20.00

Nevember 1, 1993
VE~=293

Township 9 South, Renge 26 East, NMPM
Section 32: NW/4NE/4; SE/4SW/4; SL/4
Containing 240.00 acres, more or less
Chaves Ccunty, New Mexico

State of New Mexico

Yates Petroleum Corporation - 40.00%
Yates Drilling Conpany - 20.00
Abo Petroleum Corporation - 20.00
lMyco Industries, Inc. - 20.00

HNovember 1, 1993
V3-294

Township 9 South, Range 26 East, NMPM
Section 33: NW/4NW/4

Containing 40.00 acres, more or less
Chavece Countv. New Mexico

N/2SE/4; W/2SW/4: SE/4SW/4



ATTACHEL TO AND MADE A PART OF OPERATING AGREEMENT DATED JANUARY 10, 1990

LETWEEN YATES PETRCLEUM

CORPORATION,

"OPERATCOR", AND ENRCON OIL & GAS COMPANY,

LT AL, "NON-OPERATORS", COVERING LANDS Il CHAVES COUNTY, NEW MEXICO.

11.

12.

b
W
.

14.

Lessor:

Present Lessee:

Expiraticn Date:
Serial Numbker:

Descraipt.on:

Lessor:

Present Lessee:

Expiration Date:
Cerial Humber:

Description:

Lesscr:

Fresent Lessee:
Ixpiratzcn Date:
Serial Mumber:

Description:

Lesscr:

Present Lescee:
Expiraticn Date:
Serial Number:

Description:

Quetico Superior Foundation

Yates Petroleum Corporation - 25%
Yates Drilling Company - 25
Abc Petroleum Corporation - 25
Myco Industries, Inc. - 25

Held By Production
Fee

Township 9 South, Range 26 East, NMPM
Section 29: N/2

Containing 320.00 acres, more or less
Chaves County, New Mexico

First Mational Bank of ERoswell, Trustee

of R. R. Hinkle Trust

Yates Petroleum Corporatizon - 25%
Yates Drilling Company - 25
Abo Petroleum Corporation - 25
Myco Industries, Inc. - 25

Held By Producticn
Fee

Township 9 South, Range 26 East, NMPM
Section 29: N/2

Centaining 320.00 acres, more or less
Chaves County, New Mexico

Margaret M. Norton

Yetes Petroleum Corporation

Held By Production

Fee

Township 9 South, Range 26 East, NMPM
Section 29: N/2

Containing 320.00 acres, more or less
Chaves County, New Mexico

Josephine Hilditch

Yates Petroleum Corporation

Held By Production

Fee

Township 9 South, Range 26 East, NMPM
Section 29: N/2

Containing 320.00 acres, mcre or less
Chaves Countv, New Mexico




hNEaalaids

T CHED TO AWD MADE A PAFT (I° OPERATINC AGRELEMLNT

BETWEDN VATES PLTEOLEUM CORFCRATION,

ZT AL, "NOL-CPERATCRS", COVEFING LANDS

15. Lessor:

Present Lessee:
Expiratior Date:

Serial Number:

Description:

Lecgsor:

Fr

D

sent Lessee:
Expiration Date:
Serial Number:

Description:

i
~
.

t

&£380Yr:
Present Lescee:
Expiration LCate:

Serial YMumber:

Description:

18: Lessor:
Present Lessee:
Expiration Date:

Serial MNumber:

Description:

ATED CANUARY 10
"CPERATOR", alD EWNRON CII
I CHAVES COUNTY, MNBEV

v

] 1990
&

M 1C0.

Murray C. McFinnon
Yates Petroleum Corporation

Hexd by Production

Fee

Tewnship 9 South, Range 26 East, MNMPM
Section 29: N/2

Containing 22C.00 acresg, mors or less
Chaves County, New Mexico

F. B. Hubachek

Yates Petroleum Corporation

tield By Production

Fee

Township 9 South, Range 26 East, NMPM
Section 29: N/2

Containing 320.00 acres, nore or less
Craves County, New Mexico

Cwen Mar.shalil

Yates Fetroleum Corporation

ileld By Prcduction

Pee

Township 9 South, Range 26 East, NMPM
Section 29: N/2

Containing 220.00 acres, more or less
Chaves County, New Mexico

Robert Ray Newtcen Trust

Yates Petroleum Corpora*tiocn

Held By Prcduction .

Fee

Township 9 South, Range 26 East, NMPM
Section 29: N/2

Containing 320.00 acres, more or less

Chaves Countv. New Mexico

14
GAS COUPANY,



ATTACHED TO AND MADE A PART OF ODPERATING AGREEMENT DATFD JANUARY 10, 1990
BETWEREN YATES PLTROLEUM CORPCRATICN, "CPERATOR", AND ENROM CIL & GAS COCMPANY,

ET AL, "NON-OPERATCRS", COVERING LANDS 11§ CHAVES COUNTY, NEW HEXICO.

12. Lessor: Richard H. Marshall, Jr., et ux
Present Lessee: Yates Petrcleum Corporation
Expiration Date: Held By Production
Serial Number: Fee
Descrzption: Townsliip 9 South, Range 26 Fast, NMPM

Section 29: N/Z
Containing 32C.00 acres, more or less
Chaves County, New Mexico

20. Lessor: Kathryn Krops, et vir
Fresent Lessee: Yates Petroleum Corporation
Expirat.cn Date: Held By Production
Serial Number: Fee
Description: Townsuip 9 South, Range 26 Fast, NMPM

Section 29: N/2
Containing 320.00 acres, more or less
Chaves County, New Mexico

21. Lessor: Rarbara B. Hendrickson
Fresent Lessee: Yates Fetroleum Corporation
Expiration Date: Held Ry Production
Serial Lumber: Fee
Cescription: Tewnship 9 Scuth, Range 2¢ East, NMPM

Section 29: N/2
Containing 220.00 acres, more or less
Chaves County, New Mexico

22. Lessor: Stephen S. Badger
Present Lessee: Yates Fetroleum Corporation
Expiration Date: Held By Producticn
Serial Number: Fee
Description: Township 9 South, Range 26 East, NMPM

Section 29: N/2
Containing 320.00 acres, more or less
Chaves County, New Mexico

23: Lessor: Elizabeth Melone Winston
Present Lessee: Yates Petroleum Corporation
Expiration Date: Held By Production
Serial Number: Fee
Description: Township 9 South, Range 26 East, NMPM

Section 29: N/2
Containing 320.00 acres, more or less

Chawvrace (CA11irvttr NAan Mas A ~my



ATTACHLL TO AND MADE A PART CF ODERATING AGEEEMENT DATFD JANUARY 1L, 1990
SETWEEN YATES PLTROLEUM CCRPORATICN, "OPERATCR", AND ENRON CIT % CAS COMPANY,
ET AL, "LCN-~OPERATORS", COVERING LANDS 11l CHAVES COUNTY, KNEW NMEXLCC.

24. Lessor: H. Cedrick Alward
Present Lessee: Yates Petroleum Corporation
Expiration Date: leld By Production
Serial Numbexr: Fee
Descrirtion: Township 9 South, Rauge 26 East, NMPM

Secticn 29: N/2
Containing 320.00 acres, nore or less
Chaves County, Hew Mexico

25. Lessor: Charles A. Kelly, et ux
Present legssec: Yazes Petroleum Corporation
Expiration Date: Held By Producticn
ferial Number: Fee
Description: Township 9 South, kange 26 LEast, NMPM

Section 29: N/2
Containing 32C.00 acres, more or less
Chaves County, MNew Mexico

26. Lescer: Erle L. Dickerson
Present Lessee: Yates Petroleum Corporation
Expiration Date: Held Bv Production
Serial Number: Fee
Description: Tcwnship 9 South, Range 26 East, NMPM

Section 29: N/2
Containing 320.00 acres, more or less
Craves County, New Mexico

27. Lessor: Jemes G. Bennett, Trust For Children
Present Lessee: Yates Petroleum Corporation
Ixpiration Date: Held By Production
Serial Mumber: Fee
Description: Township 9 Scuth, Range 26 Zast, NMPM

Section 29: N/2
Containing 220.00 acres, more or less
Chaves County, Hew Mexico

28: Lecsor: Paulina S. Gable Trust for
Robert CG. Gable

Present Lessee: Yates Petroleum Corporaticn
Fxpiration Date: Held By Prcduction

Serial Number: Fee

Description: Township 9 South, Range 26 East, NMPM

Section 29: N/2
Containing 320.00 acres, more or less
Chaves Countyv, New Mexico



ETTACHED TO AND MADE A PART (F OPERATING AGREEMENT LATED JANUARY 10, 1990
BETWEELMN YATHS PETROLEUM CORPCRATION, "“OPERATOR", AND ENRON OIL & GAS COMPANY,
ET AL, "NON-CPERATCRS", COVERING LANDS IN CHAVES COUNTY, NEW MEXICO.

29. Lessor: Helen H. Bristol
Present lesuee: Yates Petroleum Ccrporation
Expiraticn Date: Hela By Production
Serial Number: Fee
Description: Township 9 South, Range 26 East, NIPM

Section 29: 1N/2
Ceontaining 320.00 acres, more or less
Chaves County, New lMexicc

30. Lessor: Mary A. Baida
Present Lessee: Yates Petroleum Corporatiocn
Expiration Date: Held By Production
Serial Fumber: Fee
Descriptior: . Township 9 South, Rance 26 East, MNMPM

Section 29: N/2
Containing 320.00 acres, nore or less
Chaves Ccunty, New Mexico

31. Lessor: Joyce Holliiday Fahiman
Precent Lessee: Yates Petroleum Corporation
Expiration Date: Held By Production
Serial MNumber: Fee
Description: Tcwnship 9 South, Range 26 East, NMPM

Section 29: N/2
Ccntaining 320.00 acre=s, more or less
Craves County, New Mexico

32. Lessor: J. Laird Marshall
Present Lessee: Yates Petroleum Corporation
Expiration Date: Held By Production
Serial Number: Fee
Description: Township 9 South, Range 26 East, NMPM

Section 29: N/2
Containing 320.00 acres, more or less
Chaves County, New Mexico

33: Lessor: The Minneapolis Foundation
Robert G. Gable

Present Lessee: Yates Petroleum Corporation
Expiration Date: Hela By Production

Serial Number: Fee

Description: Township 9 South, Range 26 East, NMPM

Section 29: N/2
Containing 320.00 acres, more or less
Chaves County, New Mexico



FTTACHED TO AUD MADE A PARY CF OPERATING AGREFNMENT DATED JANUARY 10, 1990
BETWELM YATIS PETROLEUM CORPCRATION, "OPERATOR", ANLD I'NRON CIL & GAS COMPANY,
ET AL, "NON-OPHRATORS", COGVERING LAMDS IN CHAVES COUNTY, NIW MEXICO.

34. Lessor: L. Raymend Scherer, et ux
Present Lessee: Yates Petroleum Corporation
Expiration Date: Held By Production
Serial Number: Fee
Description: Township 9 South, Range 26 East, NMPM

Sectien 29: N/2
Containing 320.00 acres, mor:z or less
Chaves County, New Mexico

35. Lessor: Eszate of Marian Whitnev
Present Lescee: Yates Petroleum Corporation
Expiration Date: Held By Production
Serial MNurker: Fe=
Cescription: Township 9 Scuth, Range 26 East, NMPM

Section 29: N/2
Containing 220.00 acres, more or less
Chaves County, New Mexico

36. Lessor: Marshall & Winstcn, Inc.
Present Lessee: Erron 0il & Gas Company
Expiraticn Date: 10-30-91
Zerial Number: Fee
Description: Township 9 South, Range 26 East, NMPM

Section 29: N/2
Containing 320.00 acres, more or less
Chaves County, New Mexico



LTTACHED 70 »Lb
EETWETL, YAU'S PETROLEUM CORPORAT:OL,
g AL,

IV.

UADE A PART

OF OPERATING
"OPERATOR",
aS "NON~OPERATOERS"™, COVERING LANDS IN CHAVES CCUNTY, NEW MLXICO.

AGREEMENT DATED JaNUARY 10, 1929C
AND LNRCN CIL & GAS CCMPANY,

Lddresses of Parties tce Which Notices Should be Sent:

Fnron 011 & Gas Company
P. O. 3ox 22¢7

Midland, Texas 79702
Attr: Frank Estep

Plains Radio Broadcasing Cempany
P. O. Box 9354

Amarillo, Texas 72105

Attn: Jim Walker

Yates Petroleum Corporaticn
Yates Drilling Company

Abo Petrcleum Corporation

Nyco Industries, Inc.

105 South Fourth Street

Artaesia, New Mexicc 8821
Attn: Kathy H. Porter

Matador Petrcoleum Corporation
Suite 158, Pecan Creek
&340 Meadow Road
Dallas, Texas 75231
Attn: Joseph Wm. Foran
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EXHIBIT “Co

Tands .in_Chaves County, New Mexico.. ..

ACCOUNTING PROCEDURE
JOINT OPERATIONS

. I. GENERAL-PROVISIONS
Definitions

“Joint Property™ :hall 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, cperation, protection and
maintenance of the Joint Property.

~Joint Account’ shail 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” shail mean Operator and Non-Operators,

“First Level Supervisors” shall mean those emplovees 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 Empioyees” shall mean those employees having special and specific ergineering, geological or other
professional =xills, and whose primary function in Joint Operations is the handling ot specific operating condi-
tions and proplems tor the benefit of the Joint Property.

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

~Controllable Iaterial” shall mean Material which at the time is so classified in the Material Classification Manual
as most recentiy recommended by the Councii of Petroleum Accountants Societies of North America.

Statement and Billings

Operator shall bill Non-Operators on or before the iast day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills wiil be accompanied by statements vwhich identify the author-
11y for expenditure, .ease or facility. and all charves and credits. summarized by appropriate classifications of in-
vestment and expense except that items of Controilable Jlaterial and unusual charges and credits shall be sep-
arately identified and fully described in detail.

Advances and Payments by Non-Operators

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

Each Non-Operator shali pay its proportion of all bills within fifteen (13) days after receipt. If payment is not
made within such time. the unpaid balance shall bear mterest monthly at the rate of twelve percent (12¢7) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus atlorney’s rees, court costs, and other costs in connection with
the collection oI unpaid amounts.

Adjustments

Payment of any such bills shall not prejudice the right ot any Non-Operator to protest or question the correct-
ness thereotf: provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shail conclusively be presumed to be irue and correct after twenty-tfour (24) months rollowing
the end of any such calendar year, unless within the said twenty-tour (24) month period a Non-Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
he 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 providec. for in Section V.

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
sator's accounts und records relating to the Jomnt Account for any calendar year within the twenty-tour (24) month
oeriod followirg the end of such calendar year: provided, however, the making of an audit shall not extend the
‘ime for the taking ol written exception to and the adjustments ot accounts as provided for in Paragraph 4 ot this
Section L Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
concuel joint or simultaneous audits in a manner which will result in a minimum of .nconvenicence to the Opera-
‘or. Operator shall bear no portion ot the Non-Operators’ uudit cost incurred under tais paragraph unless aareed
"o ny the Operator.

Approval by Non-Operators

“Vhere an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
“ions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
5o contrary provisions in regard thereto, Operator shall notity all Non-Operators of the Operator’s proposal, and
“he, gureement or approval of a majority in interest ot the Non-Operators shall be controlling on all Non-Opera-
Lors,

S —



II. DIRECT CHARGES

Operator shall charge the Joint Account with the tollowing items:

1.

Rentals and Royalties
Lease rentals and rovalties paid by Operator for the Joint Operations.
Labor

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

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

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

B. Operator’s cost of holiday. vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis™ or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. Il percentage ussessment 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 See-
tion IL.

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

Employee Benefits

Operator’s current costs of established glans for emplovees’ group life insurance, hospitalization. pension, re-
tirement, stock purchase, thritt, bonus, and other benerit plans of a like nature, applicable to Qperator's labor
cost chargeabie 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¢:), or percentage most recently recommended by COPAS.

Material

Mlaterial purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transierred to the Joint Property as may be required for mmmediate use
and is reasorably practical and consistent with etficient and cconomical operations. The accumulation of sur-
nlus stocks shall ve avoided.

Transportation

Transportation of employees and Material necessary ror the Joint Operations but subject to the following limita-
tions:

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

B. If surplus Material is moved to Operator’s warenouss ur other storage point. no charge shall be made to the
Joint Account for a distance greater than tie aistunce to the nearest reliable supply store. recognized barge
terminal, or railway receiving point unless ugreed ic vy the Parties. No charge shall te made to the Joint Ac-
count for moving Material to other properties beloncing to Operator, unless agreed 1o by the Parties.

C. In the application of Subparagraphs A and B above. there shall be no equalization of sctual 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 Section II and Paragraph l. 11 of Section HI. The cost of professional consultant services and con-
tract services of technical personnel directly engaved on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consuliant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by
the Parties.

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use o! Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, oiher
operating expense. insurance, taxes, depreciation. uad 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.

-

[n .cu of charges in Paragraph 720 above, Operator may elect to use average commercial rates prevailing in
‘

the immediate area ol the Joint Property less 209 . For automotive cquipment, Operator may clect to use rates
published by the Petrofeum Motor Transport Association.

Damages and Losses to Joint Property

Al costs or expenses necessary for the repatr or replacement of Joint Property made necessary because of dam-
azes or osses incurred by fire. tlood, storm. thelt, qecident, or other’cause, except those resulting tfrom Operator's
aross neglipence or williul misconduct,  Operator shail furnish Non-Operator written notice of damages or losses
ineurred as soon as practicable alter a veport thereol has been received by Operator.

L.egal Expense

lxpense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts pard lor 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 Operator’s lecal staff
or Tees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal
vxpense is considered to be covered by the overhead provisions of Section IIT unless otherwise agreed: 10° by the
Parties, cxcept us provided in Section [, Paragraph 3.

N S
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10.

e I

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 theretrom. and which taxes have been paid by the Operator tor the benefit ot the
Partles.

Taxes

Insurance

Net premiums paid for insurance required to be carrted 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 s self-insurer for Work-
men's Compensation and/or Employers Liability under the respective state's laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator shall imcluce a churge at Operator's
cost not to exceed manual rates.

Other Expenditures

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

1II. OVERHEAD

Overhead - Drilling and Producing Operations

1. As compensation for administrative. supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
( xx) 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 urd expenses of all offices
and salaries or wages plus applicable burdens and e¢xpenses of all personnel. except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside souarces in connection with
matters of taxation, traffic. accounting or matters bhetore or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and-or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall () shall
not (X ) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis

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

Deep Drilling Well Rate $2400.00 _ Shallow Drilling Well Rate $3,500.00
Unit Producing Well Rate s_540.00 Unit _ Producing Well Rate $350.00

(2) Appiication of Overhead - Fixed Rate Basis siall be as rollows:
(a) Drilling Well Rate

[1] Charges for onshore drilling weils shall begin on the date the well is spudded and terminate on
‘he date the drilling or completion rig is released, whichever is later, except that no charge shall
se 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
srrives on location and ‘erminate on the date the drilling or completion equipment moves off loca-
:ion or rig is released, "vhichever occurs tirst, except that no charge shall be made during suspen-
sion of drilling operations ror tifteen (13) or more consecutive days

[3] Charges for wells undergoing any type ot 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 tor
the period from date workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days.

(b) Producing Well Rates

[1] An active well either produced or injected into for any portion of the month shall be considered
45 o cne-well charge ior the entire month.

{2] Each active completion in a muiti-completed well in which productioln 1s not commingled down
hole shall be considered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority.

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

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

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

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

—3—



B. Overhead - P¢vreentuge Basis
(1) Operator shall charge the Joint Account at the toilowing rates:
{a) Development

—— e Percent ( <7} ot the cost »f Development of the Jomt Property exclusive of costs
provided under Pavagraph 9 of Section [I and all salvage credits.
(b) Operating

— _ Percent ( 7} of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

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

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

&

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
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 either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the fcllowing rates tor any Major Construction project in excess

of $ k4 . :

A 3 ¢ of total costs if such costs are more than $ 25,000.00 _but iess than SLOO ,00 _O_-OO_; plus
B. _.L_—(,"c of total costs in excess of $§ 100,000. 00 but less than $1,000.000: plus

C. 2 < of total costs in excess of $1,000,000.

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

3. Amendment of Rates

The Overhead rates provided for in this Section III may be amended from time to time oaly by mutual agreement
Letween the Parties hereto if, in practice, the rates are found to be insutficient or excessive.

1V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator s responsibie for Joint Account daterial and shall make proper and timely charges and credits for all ma-
terial movements alfecting the Joint Property. Operator :nall provide all Material for use on the Joint Property; how-
ever, ot Operator's option, such Material may be suppliea ty the Non-Operator. Operator shall make timely disposition
of idle and or surplus Jaterial, such disposal being made either through sale to Operator or Non-Operator, division in
xind. or sale to outsiders. Operator may purciase, but :na.i ce under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal o: surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties.

1. Purchases

ilaterial purchased shall be charged at the price paid by Operator atter deduction of all discounts received. In case
of Material found to be detfective or returred 1o vendor ior any other reason, credit shall be passed to the Joint
Account when aajustment has been receivea LV tne Lgerator.

2. Transfers and Dispositions

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

A. New Material 1 Condition A)

(1) Tubular <ooas, cxcept line pipe. shall be pricec at the current new price in effect on date of movement on a
maximum carioad or barge load weight basis, regardless of quantity transterred, equalized to the lowest
published price f.0.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such SJlaterial is normally available.

(2) Line Pipe
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect ut date of
movement, us Hsted by a reliable supply store nearest the Joint Property where such Material is nor-
mutly avallable.
() Movement ot 30,000 pounds or more shall be priced under provisions of tukular goods pricing in Para-
rapn 2A (1) of this Section [V.

(3) Other Llateriul shdl be priced ot the current new price. ctfeet at date ol movement, as listed by a veliable
supply store or Lo.b. railway receiving point nearest the Joint Property where such Material is normally
available

s Good Used Llaterial (Condition 1)
taterial in ouund and cerviceavle coudition and stitable 1or reuze without reconditioning:
1) Materia! moved to tiie Joint Property
fa) At reventy-lfive percent (759 ) ol currert new price, as determuned by Parapraph 2A of this Scection 1V,
1) laterial moved from the Joint Property

fa) Al eventv-nive percent (7370) of current new price, as determined by Paragraph 2.\ ot this Section 1V,
it Lluterial was uuﬂma!l\, chareed to the Joint Account as new Materind, or

— —
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(b) at sixtv-rive percent (83¢;) of current new price, as determined by Paragraph 23 of tis Scection
IV, Material was originally charced to the Jomt Account as good used Material at seventy-tive per-
cent (737) of current new price.
The cost of reconditioming, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C uand D)
(1) Condition C

Material which is not in sound and scrviceable condition and not suitable for its oriyminal function until
after reconditioning shall be priced at (ifty percent (507.) of current new price as determined by Para-
graph A of this Section IV. The cost of reconditioning shall be charged lo the receving property, pro-

vided Conaition C value plus cost of reconditioning does not exceed Condition B value.
(2) Condition D

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

D. Obsolete Matertal

Material which 1s 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 oI fifteen cents {13¢)} per

hundred weight on all tubular goods movemen:s, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are egualized under provisions of Paragraph 5 of Section IL

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

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies. strikes
or other unusual causes over which the Operator nas no control, the Operator may charge the Joint Account for the
vequired 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 pbilling Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and
notifving Operator within ten days arter receiving not:ce trom Operator, to furnish in kiad all or part of his share
of such Matertal suitable for use and acceptable 1o Cperator.

Warranty of Material Furnished by Operator

Operator does not warrant the Jaterial rurnished. In case of defective Material, credit shall not be passed to the
Joint Account until adjustment has been received by Operator {rom the manutacturers or their agents.

V. INVENTORIES
Operator shall maintain detailed records of Controllable Material.

Periodic Inventories, Notice and Representation

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

Reconciliation and Adjustment of Inventories

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

Special Inventories

Special Inventories may be taken whenever there is any sale or change ot 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, voth the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Periodic Inventories

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

I
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ATTACHED TO AND MADE A PART OV
APERATING AGREEEMENT

ADDITIONAL ITNSURANCE PROVISIONY

dOperator, during the term of this agreement, shall carry insurance for the

benefit i1nd at the cxpense of the parties hereto, as follows:

u) Jorkmen's Compensation Insurance as conteaplated bty the state in
wnich operations will be <conducted, and “aolover's Liability

Tnsurance with limits oF not less than $100,300,.00 per emplovee.

(3) Public Liabilicv Inmsurance:

80odilv Iniury - 133,2800.,00 cach nccurrence.

Aautomobile Pupnliic Liability [asurance:
Bodily TInjury - 3250,000,00 each person.

$300,000.J0 each occurrence.

Property Damaze — 1u0,u00.5C cach occurence.

Except as -uthorized by this IZxhibit D", Unerator shall not make any charge to
the joinz ccount {for insurance »reniums. Losses not coverad by Operator's
insurance (or by iasurance r:2quired Sy this agreement to be carriad for the
senefit and 1t the cxpense of the parties hereto) shall be charged to the

inint acecount.



EXHIBIT "M

EQUAL CMPLOYMENT CPPORTUNITY PROVISION

During the performance cf this contract, the Operator agrees as follows:

(1) The Opecrator will not discriminate against any employee or applicant
for employment because of race, color, religion, national oriain or
seX. The Operator will take affirmative action to cnsure that appli-
cants are employed, and that employces are treated during cmployrent,
without regard to their race, color, religion, national oriqgin or sex.
Such attion shall include, but not be limited to the following: Employ-
ment, upgrading, demotion, or transfer, recruitment or recruitment ad-
vertisinhg; layoff or termination; rates of pay or other forms of com-
pensation; and selection for training, including apprenticesnip. The
COperator agrees to post in conspicucus places, availabkle to employees
and applicants for employment notices %o be provided for the ccntract-
ing officer setting forth the provisions of this non-discrinminetion
clause.

{2) The Cperator will, in all solicitaticns or advertisements for emplovees
placed v or on kehalf of the Operator, state that all cualified appli-~
cants will receive consideration for emplevient without regaré to race,
color, religion, national origin or sex.

(3) The Cperator will send to each labor union cr representative oI workers
with which it has a collective bargaining agreement or other contract
or urderstanding, a notice to be orovided by *“he agency contracting
officer, advising the lakcr union or workers' revresentative of the
Operator's commitments uncder Secticn 202 cf Executive Crder 1124€ of
September 24, 1965, and shall cost
places availapble t D

s copres of the notice in conspicuous
lovees and applicants for emcloyment.

provisions of Zxecutive Orcder 11246

he rules, regulations, and relevent orders

(4) The O?era*or will comply wit!
of Septermber 24, 1965, an
ra

of the Secretary of Labor.

o}
O

(5} The Operator will furnish all information and reports reguired by Executive
Order 11246 of September 24, 1965, and kv the rules, regqulations, and orders
of the Secretary of Labor, or pursuant thereto, and will permit access to
its books, records, and accounts -y :the contracting agency and the Secretary
of Labor for purposes of investigation to ascertain compliance with such
rules, regulations, and orders.

(6) In the event of the COperator's non-compliance with the non-discrimination
clauses of this contract or with any of such rules, regulatiors, or orders,
this contract may ke cancelled, terminated or suspended in whole or in part
and the Operator may be declared ineligible for further Government contracts
in accordance with procedures authorized in Executive Crder 11246 of
September 24, 1965, and such other sanctions may be imposed and remedies
invoked as provided in Executive Order 11246 of September 24, 1965, or by
rule, regulation, or order of the Secretary of Labor, or as otherwise pro-
vided by law.

Exhibit "“F"
Page 1



(7) The Cperator will include the provisions of Paragraphs (1) through
(7) in wvery subcontract or purchase order unless cxempted by rules,
regulations, or orders of the Secretary of Lakor issued pursuant to
Section 204 of Exccutive Orcder 11246 of September 24, 1965, so that
such provisions will he binding upon each subcontractor or vendor.
The Opecrator will take such action with respect to any subcontract
or purchase order as the contracting agency may dircect as a means of
enforcing such provisions including sanctions for non-compliance:
Provided, however, that in the cvent the Opcrator becomes involwved
in, or is threatened with, litigation with a subcontractor or voncor
as a result of such direction by the contracting agency, the Oporator
may request the United States to enter into such litigation to pro-
tect the interests of the United States.

Operator acknowledges that it may bhe required to file Standard Form 100
(EEO~1) promulgated jointly by the Cffice of Federal Contract Comgliance, the
Equal Emplovyment Opportunitv Commiscicn and Plans for Progress with Joint Pe-
porting Committece, Federal Cepot, Jeffersonville, Indiana, within trirty (30)
days of the date of zentract award if such revort has nect heen filea for the
current year and otherwise comply with or file such other compliance repor:ts
as may be required under Executive Order 11246, as amended and Rules and Fe-
gulations adozted thereunder.

Operator further acknowledges that he may be required to develop a written
affirmative action compliance program as recuired by the Rules and Requlations
approved by the Secretary of Labor wnder authority of Executive Crcder 11246 and
supply Non-Cperators with a copy of such program i1f they so request.

CERTIFICATICN OF NON-SEGREGATED FACILITIES

Operator assures Men-Operators that it does not and will not
maintain or provide for its emplovees any scgrecated facilities at anvy
of its establiskments, and that it does not and will not p=rmit its
employees to perform their services at any location, under its control,
where segregated facilities are maintained. For this purpose, it is
understood that the rhrase “"segregaved facilities” includes facilities
which are in fact segregated on a basis of race, coler, religion, or
national origin, because of habit; local custom or otherwise. It is
further understood and agreed that maintaining or providing seareqgated
facilities for its employees or permitting its emplovees to perform their
services at any lccation under its control where segregated facilities
are maintained is a violaticen of the earal cpportunity clause required
by Executive Order 11246 of September 24, 1965,

Operator further understands and agrees that a breach of the
assurance nerein contained subjects it ko the provisicns of the Order
at 41 Crr Chapter 60 of the Secretary c¢f Labor dated liay 21, 1968, and
the provisions of the equal opportunitv clause cnumerated in contracts
between the United States of ARmerica and Mon-Operators.

Whoever knowingly and willfully makes any false, fictitious or
fraudulent representation may be liable to criminal prosecution under 18
U.s.C. 8 1001.

Exhibit "F"
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ONS OATALCTHG AGFREMENT

The parties to the Operating Agreement to which this agreement 15 at-
~ached own the working interest in the gas rights underlying the lands covered
by such agrecment (the “Contract Area") in accordance with the percentages of
participation as set forth in Exhibit "A" to the Operating Agreement (the "zar-
ticipation percentage").

In accordance with the terms of the Opecrating Agreement, each zarty
thereto has the right to take 1its share of gas produced from the Contract Area
and market the same. In the event any aof the parties hereto ccllectively owning
participation percentages of less than 50% are not at any time taking or market-
ing their share of gas or have contracted to sell their share of gas produced
Srom the Contract Area to a purchaser which does not at any time while this
agreement is in effect take the full share of gas attributable to the interest
of such parties, this agreement shall automatically become effective upon the
terms hereinafter set forth.

1. During the period or periods when any parties hereto collectively
owning participation cercentages of less than 50% have no market for their share
of gas oroduced from any proration unit within the Contract Area, or their pur-

does not take its full share of gas produced from such proraticn unit
other varties collectively owning participation perxcentages cof more than SOs
shall be entitled to produce each month 100% of the lesser of a) allowable gas

-~ 5

roduction assigned to such vproration unit by applicable state regulatory au-
rity or b) the delivery capacity of gas from such proration unit; provided,

er, no party who does not have gas in place shall be entitled to take or
eliver to a purchaser gas production in excess of 200% of the lesser of c¢) its
share of the volumes of gas capable of being delivered on a daily basis or d)
its share of allowable cas prcduction, All pvarties hereto shall share in and
own the liguid hydrocarbcns recovered frcm such gas by lease 2quipment in accor-
dance. with their respective interests and subject to the Operating Agreement to
which this agreement is attached, but the party or parties taking such gas shall
own all of the gas cdelivered to its or their purchaser.

2. Cn a cumulative basis, each party not taking or marketing it
full share of the gas proccduced shall be credited with gas in place equal to its
full share of the gas pruduced under this agreement, less its share of gas used
in lease operations, vented or lost, and less that portion such party tock or
delivered to its purchaser. The Cperator will maintain a current account of gas
balance cetween the parties and will furnish all parties hereto monthly state-
ments showing the total quantity of gas produced, the amount used in lease opera-
tions, vented or lost, the total cuantity of 1liquid hydrocarbons recovered
therefrenm, and the monthly and cumulative over and under account of each party.

3. at all times while gas is produced from the Contract Area, each
party hereto will make settlement with the respective royalty owners to whom
they are each accountable, just as if each party were taking or delivering to a
purchaser its share, and its share only. Each party hereto agrees to hold each
other party harmless from any and all claims for royalty »nayments asserted by
royalty owners to whom each party 1is accountable. The term "royalty owner”
shall include owners of rovalty, overriding royalties, production payments and
other similar interests.

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

4, After notice to the Operator, any party at any time may beain tak-
ing or delivering to its purchaser its full share of the gas produced from a3 pro-
ration unit under which it has gas in place less such party's share of gas used
in operations, vented or lost. 1In addition to such share, each party, including
the Operator, until it has recovered its gas in place and balanced the aas ac-
count as to its interest, shall be entitled to take or deliver to its purchaser
a share of gas determined by multiplyinq 50% of the interest in the current gas
oroduction of the party or parties without gas in place by a fraction, the numer-
satar af which is the interest in the proration unit of such party with gas in



~lace and thae

dencminator of which is *he total percentage interest o such pro-

raticn unit of all parties with gas in »lace currently takzna <r telivering fto a
purchaser.,

S. Mothing herein shall bhe construed to deny any party the right,

from time to tinme, to produce and take or deliver to 1ts purchaser its full
share of the allcwable gas production to meet the deliverability tests required
bv its purchaser, provided that said test should be reasonable in length, nor-
mally not to exceed 72 hours.

5. If a proration unit veases to produce gas and/or liquid hydrocar-
bons in paying quantities berfore the gas account is balanced, settlement will ke
made between the underproduced and overproduced parties. In making such settle-
ment, the underrroduced party or parties will be paid a sum of money hy the over-
produced party or parties attributable to the overproduction which said overpro-
duced party received, less applicable taxes theretofore paid, at the applicable
orice defined below for the delivery of a volume of gas equal to that for which
settlement is made. For cas, the price of which is not requlated by federal,
state or other governmental agencies, the price basis shall be the price re-
ceived £fcr the sale of the gas. For gas, the price of which is subject to regu-
lation by federal, state or other governmental authorities, the price basis
shall be the rate collected, from time to time, which is not subject to possible
refund, as provided by the Federal Energy Regulatory Commission or any other gov-
ernmental authecrity, pursuant to £inal orcer or settlement applicable to the aqas
sold frem such well, plus any additional collected amount which 1s not ulti-
mately recuired to be refunded by such authority, such additional collected

amecunt to be accounted for at such time as final determineation is made with
respect hereto. '

7. Notwithstanding the provisions of ©6, it is expresslv agreed that
any underzrcduced party shall have the ootional right, with respect to each pro-
ration unit, to receive a cash settlement bringing such underproduced party's
gas account into balance at any time and from time to time prior to the final
settlement, by first giving each overproduced party 90 days' written notice of
demand fcr cash settlement. If such cpticn 1s so exercised, settlement shall be
rmade (as cf 7:00 o'clock a.M. on the first day of the calendar month following
+he date of such written demands) within 90 days following the actual receipt of
such written demands by the overprscuced parties, in the same manner provided
for in €6. The option provided for in this paragraph may be exerci..d, from
time to “ime, but only one time in each calendar year.

3. Nothing herein shall change or affect each party's obligation to
pay its proportionate share of all costs and liabilities incurred, as its share
thereof is set forth in the Operating Agreement. '

9. This agreement shall constitute a separate agreement as to each
proration unit approved by the applicable regulatory authority for a pool within
the Contract Area, but such proration unit shall not include any producing hori-
zon which is not within the vertical limits of said pool. This agreement shall
vemain in force and effect so 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 heirs, successors, legal representatives and
assigrns.



