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OPERATING AGREEMENT 

THIS AGREEMENT, entered into this l s t day of._ _Decen*_er 1 9 Z § . _ , between 

CONTINENTAL O I L COMPANY 

hereafter designated as "Operator", and the signatory parties other than Operator. 

WITNESSETH, T H A T : 

WHEREAS, the parties to this agreement are owners of oil and gas leases covering and, i f so indicated, 

unleased mineral interests m the tracts of land described in Exhibit " A " , and all parties have reached an 

agreement to explore and develop these leases and interests for oil and gas to the extent and as hereinafter 

provided; 

NOW, THEREFORE, it is agreed as follows: 

1. DEFINITIONS 

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

them. 

(1) The words "party" and "parties" shall always mean a party, or parties, to this agreement. 

(2) The parties to this agreement shall always be referred to as " i t " or "'they*', whether the parties be cor­

porate bodies, partnerships, associations, or persons real. 

(3) The term "oi l and gas" shall include oil , gas, casinghead gas, gas condensate, and all other l iquid or gase­

ous hydrocarbons, unless an intent to l imi t the inciusiveness of this term is specifically stated. 

(4) The term "o i l and gas interests" shall mean unleased fee and mineral interests in tracts ot land lying 

wi th in the Unit Area which are owned by parties to this agreement. 

(5) The term '"Unit Area" shall refer to and include 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 tins agreement. 

Such lands, oil ar.d gas leasehold interests and oi l and gas interests are described in Exhibit " A " . 

(G) The term, "d r i l l ing unit" shall mean the area fixed for the dr i l l ing of one well by order or rule of any 

state or federal body having authority. I f a dr i l l ing unit is not fixed by any sueh rule or order, a dr i l l ing 

unit shall be the dr i l l ing unit as established by the pattern of dr i l l ing in the Unit Area or ns fixed by ex­

press agreement of the parties. 

(7) A l l exhibits attached to this agreement are made a part of the contract as fu l ly as though copied in f u l l 

in the contract. 

(G) The words "equipment" and "materials" as used here are synonymous and shall mean and include ali 

oil f ie ld supplies and personal property acquired for use in the Unit Area. 

2. T I T L E E X A M I N A T I O N . LOSS OF LEASES AND OIL AND GAS INTERESTS 

A. Title Examination: 

There shall be no examination of title to leases, or to oil and gas interests, except that title to the lease 

covering tne land upon which the exploratory weil is i.o be drilled in accordance with Section 7. shall be exam­

ined on a complete abstract record by Operator's attorney, and the title to both the oil and gas lease and to 

the fee title of the lessors must, be approved by the ex; mining attorney, and accepted by all parties. A copy of 

the examining attorney's opinion shall be sent to each, party immediately after the opinion is writ ten, and, 

.ilso. each party shall be given, as vhey are wri t ten, a copy of all subsequent supplemental attorney's reports. 

A good fai th effort to satisfy the examining attorney's requirements shall be marie by the part;." owi.ing the-

lease covering the drillsite. 

I f t i t le to the pioposed drillsite is not approved by the examining attorney or 'he lease is not acceptable 

for a material reason, nnd all the parties do not accept the title, the parties shall select a new drillsite for the 

first exploratory wel i ; provided, if the parlies are unable to agree upon another uniisi to, this agreement shall, 

in that case, come to an end and al! pal ties shall then forfei t their rights and be relieved of obligations here­

under. If a r.ew drillsite is sell-cleo, title to the oil ar ii ;:as lease covering it and to the fee title ef the lessor 

shaii Le examined, and title shall be approved or accepted or rejected in Hk- manner as provided above con­

cerning the drilhdte first selected. If title to the oil and gas le;ue covering the .-econd choice drillsite is not 

approved or accepted, other d r i i l ites -hall be successively l e a d e d and title examined, unti l a drillsite is chosen 

"Ir .uivui i i . . . Loss" 
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to which title is approved or accepted, or unti l the parties fai l to select another drillsite. As in the case of the 

drillsite first selected, so also with successive choices i f the time comes that the parties have not approved 

tit le and are unable to agree upon an alternate dril lsite. the contract shall, in that case and at that time, come 

to an end and all parties shall forfei t their rights and be relieved of obligations under this contract. 

Xo well other than the first test shall be drilled in the Unit Area until after (1) the title to the lease 

covering the lands upon winch such well is to be located has been examined by Operator's attorney, and (2) 

the title has been approved by the examining attorney and the title has been accepted by all of the parties 

who tire to participate m the dr i l l ing of the well . 

FT. Failure uf Ti t le : 
which loss resu l t s i n 3 reduction of in t e res t .as shpwn i n Exhlbit"A 

Should any oil and gas lease, or interest therein, be lost through failure of ti t leNims agreement shall. 

nevertheless, continue in force as to all remaining leases and interests, and 

(1) The party whose lease or interest is affected by the title failure shall bear alone the entire loss and it 

shall not be entitled to recover f rom Operator or the other parties any development or operating costs 

which it may have theretofore paid, but there shall be no monetary l iabi l i ty on its part to the other par­

ties hereto by reason of such title fai lure: and 

(2) 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 shal! be revised on an acreage basis, 

as of the time it is determined f inal ly that ti t le fa i lure has occurred, so that the interest of the party 

whose lease or interest is affected by the title fai lure w i l l thereafter be reduced in the Unit Area by the 

amount of the interest lost; and 

(3) I f the proportionate interests of the other parties hereto in any producing well theretofore drilled on 

the Unit Area is increased by reason of the tit le failure, the party whose title has failed shall receive 

the proceeds attributable to the increase in such interests (less operating costs attributable thereto) 

unti l it has been reimbursed for unrecovered costs paid by it in connection with such wel l : and 

(4) Should any person not a party to this agreement, who is determined to be the owner of any interest in 

the title wh.ich has failed, pay in any manner any part of the cost of operation, development, or equip­

ment, or equipment previously paid under this agreement, such amount shall be proportionately paid to 

the party cr parties hereto who in the f irst instance paid the costs which are so refunded; and 

(5) Any liabil i ty to account to a th i rd party for prior production of oil and g?.s which arises by reason oi 

ti t le failure shal! be borne by the party or parties whose title failed in the same proportions in which 

they shared in such, prior production. 

C. Loss of Leases for Causes Oilier Than Title Failure: 

I f any lease or interest subject to this agreement be lost through failure to develop or because express 

or implied covenants have not been performed, or if any lease be permitted to expire at the end of its primary 

term and not be renewed or extended, or i f any lease or interest therein is lost due to the fact that the produc­

tion therefrom is shut in by reason of lack of market, the loss shall not be considered a failure cf title and all 

such fosses shall be joint losses and shall be borne by al l parties in proportion to their interests and there shall 

be no readjustment of interests in the Unit Area. 

3. UNLEASED OIL ANI) CAS INTERESTS 

I f any party owns an unleased oil and gas interest in the Unit Area, that interest shall be treated for the 

purpose of this agreement as if it were a leased interest under the form of oil and gas lease attached as "Exh i ­

bit " B " ami for the primary term therein stated. As to such interests, the owner shall.receive royalty on produc­

tion as prescribed in the form of oil and gas lease attached hereto as Exhibit " B " . Such, party shall, however, 

be subject to all of the provisions of this agreement relating to lessees, to the extent that it own: the lessee 

interest. 

4. INTERESTS OF PARTIES 

Exhibit " A " lists ail of the parties, and their respective percentage or fractional interests under this 

agreement. Unless changed by other provision.', all costs and liabilities incurred in operations under this con­

tract shal! be borne and paid, and all equipment and material acquired in operations on the Unit Atea shall ! »• 

owned, by the parties a- their interests are given in Exhibit " A " A l l production of oil and ga.; f rom tin- Un:'. 

Area, subject to thi 1 payment ef lessor's royalties, shall also be owned bv the nasties ic. thi- •••::>,,•• »">:>"» 
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If the interest of any parly in any oil and gas lci.se covered by this agreement is subject to an overriding 

royalty, production payment, or other charge over and nbovc the usual one-eigthh ( ' i ) royalty, sueh party shall 

assume and alone bear all such excess obligations and shall account for them to the owners thereof out of its 

share of the working interest production of the Unit Area. 

5. OPERATOR- OF UNIT 

CONTINENTAL O I L COMPANY shall be the Operator of 

the Unit Area, and shall conduct and direct and have l u l l control of all operations on the Unit Area as per­

mitted and required by, and wi th in the l imits of, this agreement. It shall conduct all such operations in a good 

and workmanlike manner, but it shall have no l iabil i ty as Operator to the other parties for losses sustained, 

or liabilities incurred, except sueh as may result f rom gross negligence or from breach of the provisions of 

this agreement. 
C. EMPLOYEES 

The number of employees and their selection, and the hours of labor and the compensation for services 

performed, shall be determined by Operator. A l l employees shall be the employees of Operator. 

7. TEST W E L L 

On or before the 15 day of J a n u a r y j If) 7 8 , Operator shall commence the d r i l l ­

ing of a well for oi l and gas in the fol lowing location: 6 6 0 ' FSL and 3 , 3 0 0 ' FEL, S e c t i o n 1 9 , 

T - 1 7 - S , R - 2 9 - E , Eddy C o u n t y , New M e x i c o , 

and shall thereafter continue the dr i l l ing of the wel l w h h due diligence to a d e p t h s u f f i c i e n t t o t e s t 

the Morrow Formation at an estimated depth of 10,950' 

or other cond i t i on , inc lud ing mechanical d i f f i c u l t i e s or loss of the ho i 

unless granite or other practically impenetrable substanceyls encountered at a lesser depth or unless ail parties 

agree to complete the well at a lesser depth. 

Operator shall make reasonable tests of all formations encountered during dr i l l ing which give indica­

tion of containing oil and gas in quantities sufficient tc test, unless this agreement shall be limited in its ap­

plication to a specific formation or formations, iri which event Operator shall be required to test only the 

formation or formations lo which this agreement may apply. 

If in Operator's judgment the well w i l l not produce oil or gas in paying quantities, and it wishes to 

piug and abandon the test as a dry hole, i t shall f irst secure the consent of all parties to the plugging, and the 

well shall then be plugged and abandoned as promptly as possible. 

8. COSTS A N D EXPENSES 

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge all costs 

and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall 

charge each of the parties hereto w i t h their respective proportionate shares upon the cost and expense basis 

provided in the Accounting Procedure attached hereto and marked Exhibit "C". I f any provision of Ex­

hibit "C" should be inconsistent wi th any provision contained in the body of this agreement, the provisions in 

the body of this agreement shall prevail. 

Operator, at its election, shall have the right f r em time to time to demand and receive f rom the other 

pat ties payment in advance of their respective shares of the estimated amount of the costs to be incurred in 

operations hereunder during the next succeeding month, which, right may be cxerei.-x-u oniy by sutmu.-ion to 

each such party of an itemized statement of such estimated costs, together with an invoice for its share there­

of. Each such statement and invoice for the payment in advance of estimated costs shall be submitted on or 

before the 20th das' of the next preceding month. Each party shall pay to Operator its proportionate share of 

s u c h e s t i m a t e w i t h i n f i f t e e n ( 1 5 ) days a f t e r such e s t i m a t e and i n v o i c e i s r e c e i v e d . 

I f payment i s - n o t made w i t h i n such t i m e , the. u n p a i d b a l a n c e s h a l l bea r i n t e r e s t 

m o n t h l y . a t the r a t e o f t w e l v e p e r c e n t (12%) p e r annum o r the maximum c o n t r a c t r a t e 

p e r m i t t e d by the a p p l i c a b l e u s u r y l aws i n the s t a t e i n w h i c h the J o i n t P r o p e r t y i s 

-c c i t o e , L eve r i ; t . te l e s s ^ : , p - us a t terp.oy ' s r e e s , c o u r t c o s t s , and o t h e r c o s t s 

i c o r m e c t i o n w i t h che c o l l e c t i o n o f u n p a i d a m o u n t s . P r o p e r a d j u s t m e n t s h a l l be 

made m o n t h l y .be tween advances and a c t u a l c o s t , t o t h e end t h a t each p a r t y s h a l l 

bea r and pay i t s p r o p o r t i o n a t e s h a r e o f a c t u a l c o s t s i n c u r r e d , and ne more . 
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9. OPERATOR'S LIEN 

Operator is given a first and preferred Jien on the interest of eaeh partv covered by this contract, and 
tne proceeds from the sale of 

in each party's interest in /o i l and gas produced •arid-t-irr-frroet-r-d-s-t-hT-itrof, and upon each party's interest in ma­

terial and equipment, to secure the payment of all sums due f rom each such party to Operator. 

In the event any party fails to pay any amount owing by it to Operator as its share of such costs and 

expense or such advance estimate wi th in the time limited for payment thereof. Operator, without prejudice to 

other existing remedies, is authorized, at its election, to collect f rom the purchaser or purchasers of oil or gas, 

the proceeds accruing to the working interest or interests in the Unit Area of the delinquent party up to the 
c l a i m e d by t h e o p e r a t o r t o be 

amounl/Gwiiig by such parly, and each purchaser of oil or gas is authorized to rely upon Operator's statement 

as to the amount owing by such party. 

In the event of the neglect or failure of any non-operating party to promptly pay its proportionate part 

of the cost and expense of development and operation when due, the other non-operating parties and Operator, 

wi th in th i r ty (30) days after the rendition of statements therefor by Operator, shall proportionately contribute 

to the payment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled 

to the same lien rights as are granted to Operator in this section. Upon the payment by such delinquent or 

defaulting party to Operator of any amount or amounts on such delinquent indebtedness, or upon any recovery 

on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid or re­

covered shall be distributed and paid by Operator to the other non-operating parlies and Operator propor­

tionately in accordance wi th the contributions theretofore made by them. 

10. TERM OF AGREEMENT 

This agreement shall remain in f u l l force and effect for as long as any of the oil and gas leases subjected 

to this agreement remain or are continued in force as to any part of the Unit Area, whether by production, ex­

tension, renewal or otherwise: provided, however, thet in the event,the first well dril led hereunder results in 
o r . i f p r o d u c t i v e , i s t h e r e a f t e r p l u g g e d and abandoned 

a dry hole/and no other wel l is producing oii or gas :.n paying quantities f rom the Unit Area, then at the end 

of ninety (90) days after abandonment of the first test well, this agreement shall terminate unless one or 

more of the parties are then engaged in dr i l l ing a well or wells pursuant to Section 12 hereof, or all parties 

have agreed to d r i l l an additional wel l or wells under this agreement, in which event this agreement shall con­

tinue in force unti l such well or wells shall have been drilled and completed. I f production results there­

from this agreement shall continue in force thereafter as if said f irst test well had been productive in paying 

quantities, but if production in paying quantities docs not result therefrom this agreement shall terminate 

at the end of ninety (90) days after abandonment of ;uch wel l or weils. I t is agreed, however, that the term­

ination of this agreement shall not relieve any party hereto f rom any liabil i ty which, has accrued or attached 

prior lo the date of such termination. 

11. LIMITATION ON EXPENDITURES 

Without the consent of a[^p_arties: (a) No well shall be drilled on the Unit Area except any well ex­

pressly provided for in this agreement and except any well drilled pursuant to the provisions of Section 12 

of this agreement, it being understood that the consent to the drilling of a well shall include consent to all 

necessary expenditures in the drilling, testing, completing, and equipping of the well, including, necessary 

tankage; (h) No well shall be reworked, plugged back or deepened except a well reworked, plugged back or 

deepened pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to 

tlie reworking, plugging back or deepening of a well shall include consent to all necessary expenditures in 

conducting such operations and completing and equipping of said well to produce, including necessary tank­

age; (c) Operator shall not undertake any single project reasonably estimated to require an expenditure in 

excess of Fifteen thousand D o l . U [ , , ( t 15,000.00 ^ / 

except in connection with a well the dri l l ing, reworking, deepening, or plugging back of which has been pre­

viously authorized by or pursuant to this agreement; provided, however, that in ease of explosion, f ire, flood, 

or other sudden emergency, whether of the same or different nature. Operator may take such steps and incur 

such expenses as in its opinion are required to d.eal wi th the emergency and to safeguard life and 'property. 

but Operator shall, as promptly as possible, report the emerge!icv to the other parties. jOperxbCXidoxlblKlJffiX 
l f O p e r a t o r p r e p a r e s " i t H o w n u s e % O p e r a t o r s h a l l 

:cxjxui3^:xii3xra3^:;xta>}>i:c::;cdtxi<..'t "Authori ty for Expenditures' for XJj>:x2£KK::iXX)i}i::Ker';:ccKt-iKg;xxa:xK3C-
f u r n i s h conies to a i l p a r t i e s . 
RMxxRxStxxv>:>:>;:•: ,:xx 
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12. OPERATIONS IIY LESS T H A N A L L PARTIES 

If all the parties cannot mutually agree upon the dr i l l ing of any well on the Unit Area other than the 

test well provided for in Section 7, or upon the reworking, deepening or plugging back of a dry hole drilled 

al the joint expense of all parties or a well joint ly owned by all the parties and not then producing in paying 

quantities on the Unit Area, anv party or parties wishing lo d r i l l , rework, deepen or plug back such a well 

may give the other parties wri t ten notice of the proposed operation, specifying the work to be performed, 

the location, proposed depth, objective formation and the estimated cost of the operation. The parties receiv­

ing such a notice shall have thir ty (30) days (except as to reworking, plugging back or dr i l l ing deeper, where 

a dr i l l ing rig is on location, the period shal! be limited to forty-eight (48) hours exclusive of Saturday KKsun-

d a y ' ^ f i e r lec^npt o?~\ft"e Pol ice wi th in which to notify the parties wishing to do the work whether they elect 

to participate in lhe cost of the proposed operation. Failure of a party receiving such a notice to so reply to 

it wi th in the period above fixed shall constitute an election by that party not to participate in the cost of the 

pioposed operation. 

If any party receiving such a notice elects not to participate in the proposed operation (such party or 

parties being hereafter referred to as "Non-Consenting Party") , then in order to be entitled to the benefits 

of this section, the party or parties giving the notice and such other parties as-shall elect to participate j n t h e 

operation (all such parties being hereafter referred to as the "Consenting Parties") shall, wi thin thir ty (20) 

days afler the expiration of the notice period of thir ty (30) days (or as promptly as possible after the expir­

ation of the 48-hour period where the dr i l l ing rig is on location, as the case may be) actually commence work 

on the proposed operation and complete i t w i th due diligence. 

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

proportions that their respective interests as shown in Exhibit " A " bear to the total interests of all Consenting 

Parties. Consenting Parties shall keep lhe leasehold estates involved in such operations free and clear of all 

liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties, I f 

such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole 

cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this 

section results in a producer of oil and-'or gas in paying quantities, the Consenting Parties shall complete and 

equip the well to produce at their sole cost and risk, and the well shall then be turned over to Operator and 

shall be operated by i l at fhe expense and for the account of the Consenting Parties. Upon commencement of 

operations for the dr i l l ing, reworking, deepening or plugging back of any such well by Consenting Parties 

in accordance wi th the provisions of this section, each Non-Consenting Party shal! be deemed to have rel in­

quished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proportion 

to their respective interests, all of such Non-Consenting Party's interest in the well , its leasehold operating 

rights, and share of production therefrom unti l the proceeds 0:xxxrckMKX'2ikKXX5tori2cf (after deducting pro­
band t h e u s u a l o n e - e i g h t h 0 / 8 } 

duelion taxes/royalty, overriding royalty and other interests /payable out of or measured by the production 

f rom such well accruing with respect to such interest unti l it reverts) shall equal the total of the fol lowing: 

( A ) 100% of each such Non-Consenting Party's snare of the cost of any newly acquired surface equipment 

beyond the wellhead connections (including, but not l imited to, stock tanks, separators, t i eaters, 

pumping equipment and piping), plus 100% of each such Non-Consenting Party's share of tlie cost of 

operation of the well commencing with first production and continuing until each such Non-Consenting 

Party's relinquished interest shall revert to if under other provisions of this section, .it being agreed that 

each Non-Consenting Party's share of such costs and equipment w i l l be that interest which would have 

been chargeable tu each Non-Con-cnting Party had it participated in the well f rom the beginning of 

the operation; and 

( I I ) 200',' of that portion of the costs and expenses of dr i l l ing , reworking, deepening or plugging back, 

testing and completing, after deducting any cash contributions received under Section 25, and 20C; 

. o: that portion of the cost of newly acquired equipment in the wel l (to and including the wellhead 

connections), wi.ich would have been chargeable to such Non-Consenting Party if it had participated 

therein. 
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In lhe case of nny reworking, plugging back or deeper dr i l l ing operation, the Consenting Parties shall 

be permitted to use, free of cost, all casing, tubing and other equipment in the well , but the ownership of all 

such equipment shall remain unchanged: anil upon abandonment of a well after such reworking, plugging 

back or deeper dr i l l ing , the Consenting Parties shall account for all such equipment to the owners thereof, 

wi th each party receiving its proportionate part in kind or in value. 

Within sixty (GO) days after the completion of any operation under this section, the party conducting 

the operations for the Consenting Parties shall furnish each Non-Consenting Party" with an inventory of 

the equipment in and connected to the well , and. an itemized statement of the cost of dr i l l ing, deepening, 

plugging back, testing, completing, and equipping the well for production; or, at its option, the operating 

party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly 

billings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided 

above, the Consenting Parties shall furnish the Non-Consenting Parties wi th an itemized statement of all 

costs and, liabilities incurred in the operation of the well , together with a statement of the quantity of oil 

and gas produced from it and the amount of proceeds realized from the sale of the well's working interest 

production during the preceding month. Any amount realized from the sale or other disposition of equip­

ment newly acquired in connection wi th any such operation which would have been owned by a Non-Con­

senting Party had it participated therein shal! be credited, against the total unreturned costs of the work, done 

and of the equipment purchased, in determining when the interest of such Non-Consenting Party shal! revert 

to it as above provided: if there is a credit balance i l shall be paid to such Non-Consenting Party. 

I f and when the Consenting Parties recover f r o m a Non-Consenting Party's relinquished interest the 

amounts provided for above, the relinquished interests of such Non-Consenting Party shal! automatically 

revert to i t and f rom and after such reversion such Non-Consenting Party shall own the same interest in such 

well, the operating rights and working interest therein, the material and equipment in or pertaining thereto, 

and the production therefrom as such Non-Consenting Party would have owned had it participated in the 

dri l l ing, reworking, deepening or plugging back of said well . Thereafter, such Non-Consenting Party shall be 

charged wi th and shall pay its proportionate part of the further costs of the operation of said well in accord­

ance wi th the terms of this agreement and the accounting procedure schedule. Exhibit "C", attached hereto. 

Notwithstanding the provisions of this Section 12, it is agreed that without the mutual consent of all 

parties, no wells shall be completed in or produced f rom a source of supply f rom which a well located else­

where on the Unit Area is producing, unless such wel l conforms to the then-existing well spacing pattern 

for such source of supply. 

The provisions of this section shall have no application whatsoever to the {bi l l ing of the initial test 

well on the Unit Area, but shall apply to the reworking, deepening, or plugging back of the initial test weli 

after it has been dril led to the depth specified in Section 7, if it is, or thereafter shall prove to be, a dry 

hole or non-commercial well , and to all other welis drilled, reworked, deepened, or plugged back, or pro­

posed to be dril led, reworked, deepened, or plugged back, upon the Unit Area subsequent to the dr i l l ing of 

the in i t ia l test well . 

13. R I G H T TO T A K E PRODUCTION IN KIND 

have t;he r i g h t t o 

Eacn parly shall/take in kind or separately dispose of its proportionate share of till oii and gas pro­

duced from the Ur.it Area, exclusive of production which may be used in development and producing oper­

ations and in preparing and treating oil for marketing purposes and production unavoidably lost. Each, party 

shall pay or deliver, or cause to be paid or delivered, all royalties, overriding royalties, or other payments 

due on its share of such production, and shall hold the other parlies free f rom any l iabil i ty therefor.'" Any 

extra expenditure incurred in the taking in kind or separate disposition by any party of its proportionate 

share of the production shall be borne by such party, . ' 

Each party shall execute all division orders and contracts of sale pertaining to its interest in produc­

tion front the Unit Area, and shall be entitled to receive payment direct_ f rom tiie purchaser or purchaser:-, 

thereof for its share of all production. 

*No p a r t v s h a l l ever be r e s p o n s i b l e , on ar.y p r i c e basis higher than the p r i c e received 

by such p a r t y , to any other party's lessor cr r o y a l t y owner; and i f airy such ether 
• c j r t y ' s le.-.sor vv r o v a l t v owner should uVxand and receive st ttler.ier.t on a higher ;-rice 
bat; i s the partv cont rioi'.t in;; &Kch "t vt.sc- ..bow shal 1 bear the r o y a l t y b'irdon ittr'V. .ir 
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In the event any party .shall fail to make the arrangements necessary to take in kind or separately 

dispose of its proportionate share of the nil and gas produced from the Unit Area, Operator shall have the 

right, subject to revocation at wi l l by the party owning i t , but not the obligation, to purchase such oil and 

gas or sell i t lo others for the time being, at not less than the market price prevailing in the area, which 

shall in no event be less than the price which Operator receives for its portion of the oil and gas produced 
i n v such, sales bv Operator f o r anv other pa r ty ' s share of production from the Unit Area 

from Hie. Unit Area. ^VK&XNjevJtKKN^XXJiXXXHy , 
sha l l be only f o r such reasonable periods oi time as are consistent w i t h tne. minimum needs 

. ^ ^ M x ^ N K K p K X K i S K r . K X ^ ^ 
o f t h e i n d u s t r y unde r t he c i r c u m s t a n c e s , and i n no e v e n t f o r a p e r i o d i n excess o f one y e a r 

,.:iiK\ulxxKi:X3CX>raXXpOTXXXN>^m Notwithstanding the foregoing. Operator shall not 

make a sale into interstate commerce of any other party's share of gas production without f irst giving such 

other party sixty (60) days notice of such intended sale. 

11. ACCESS TO L'NIT AKEA 

Each party shall have access to the Uni t Area at all reasonable times, at its sole risk, to inspect or 

observe operations, and shall have access at reasonable times to information pertaining to the development 

or operation thereof, including Operator's books nnd records relating thereto. Operator shall, upon request, 

furnish each of the other parties with copies of all dr i l l ing reports, well logs, tank tables, daily gauge and 

run tickets and reports of stock on hand at the first of each month, and shall make available samples of any 

cores or cuttings taken f rom any well dri l led on the Unit Area. 

15. D R I L L I N G CONTRACTS 

A l l wells drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates 

prevailing in the area. Operator, if it so desires, may employ its own tools and equipment in the dr i l l ing 

of wells, but its charges therefor shall not exceed the prevailing rates in the field, and the rate of such 

charges shall be agreed upon by the parties in wri t ing before dr i l l ing operations are commenced, and such 

work shall be performed by Operator under the same terrns and conditions as shall be customary and usual 

in the field in contracts of independent contractors who r re doing work of a similar nature. 

IG. ABANDONMENT OF WELLS 

No well , other than any well which has been drilled or reworked pursuant to Section 12 hereof for 

which the Consenting Parties have not been f u l l y reimbursed as therein provided, which has been com­

pleted as a producer shall be plugged and abandoned without tlie consent of all parties: provided, however, 

i : all parties do not agree to the abandonment of any well, those wishing to continue its operation shall tender 

to each of the other parties its proportionate share of the value of the well's saleable material and equip­

ment, determined iu accordance wi th the provisions of Exhibit "C", less the estimated cost of salvaging and 

the estimated cost of plugging and .abandoning. Each abandoning party shall then assign to the non-

abandoning parties, without warranty, express or implied, as to title or as to quantity, quality, or fitness for use 

of the equipment and material, al! of its interest in the well and its equipment, together wi th its interest in 

the leasehold estate as to, but only as to, the interval or intervals of Die formation or formations then open 

to production. Tlie assignments so limited shall encompass the • 'drill ing unit" upon which, the well is located. 

The .payments by. and the assignments to, the assignees shall be m a ratio based upon the relationship of 

their respective percentages of participation in the Unit Area to the aggregate of the percentages of partici­

pation in the Unit Area of a 1 J_ assignees. There shall be no readjustment of interest in the remaining portion 

cf the Unit Area. 

After the assignment, the assignors shall have no further responsibility, l iabil i ty, or interest in the 

operation of or production fron: the well in the interval or intervals then open. Upon request of the assignees, 

Operator -shall continue to operate the assigned well tor the account of the non-abandoning parties at the 

rater ar.d charges contemplated by this agreement, pins any additional cost and charges, which may arise as 

:. .e result of the separate ownership of tne assigned v. ell. 
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17. DELAY RENTALS ANI) S i l l T - I N WELL PAYMENTS 

Delay rentals and shut-in well payments which may In.' required under lhe terms of any lease shall be 

paid by the party who has subjected such lease to this agreement, at its own expense. Prool of each payment 

shall be given to Operator at least ten (10) days (irair to the rental or shut-in well payment date. Operator 

.-hall furnish similar proof to all other parties concerning payments it makes in connection with its leases. Any 

partv may request, and shall be entitled to receive, proper evidence of all sueh payments. If . through mistake 

or oversight, any delay rental or shut-in well payment is noi paid or is erroneously paid, and as a result a lease 

or interest therein terminates, there shall bo no monetary l iabil i ty against the parly who failed lo make such 

payment. Unless the parly who failed to pay a rental o: shut-in well payment secures a new lease covering the 

same interest wi thin ninety (!H1) days from the discove 'y of the failure tu make proper payment, the interests 

of the parties shall be revised on an acreage basis effec ive as of the date of termination of the lease involved, 

and the parly who failed to make proper payment w i l l no longer be credited with an interest in the Unit Area 

on account of the ownership of the lease which has terminated. In the event the party who failed to pay the 

rental or the shut-in well payment shall not have been ful ly reimbursed, at the time of the loss, f rom the pro­

ceeds of the stile of nil and gas attributable to thi ' lost interest, calculated on tm acreage basis, for the develop­

ment ar.d operating costs theretofore paid on account o." such interest, it shall be reimbursed for unrecovered 

actual costs theretofore paid by it (but not for its share'of the cost of any dry hole previously drilled ov wells 

previously abandoned) from sn much of the following as is necessary to effect reimbursement: 

(1) Proceeds of oil and gas. less operating expenses, theretofore accrued to the credit of the lost interest, on 

an acreage basis, up to tiie amount of unrecovered costs: 

('!) proceeds, less operating expenses thereafter incurred attributable to the lost interest on au acreage 

basis, of that portion of oil and gas thereafter produced and marketed (excluding production from any 

wells thereafter chilled) which would, in the absence of such lease termination, be attributable to the 

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

the oii and gas to be contributed by the other parties in proportion to their respective interests: and 

Ci) any moneys, up to the amount of unrecovered costs, that may be paid by any party who is. or becomes, 

the owner ol the interest lost, for the privilege ot participating in the Unit Area or becoming a party to 

this contract. 

Operator shall attempt to notify ail parties when a gas well is shut-in or returned to production, but 

assumes no l iabi l i ty whatsoever for failure to do so. 

LS. PREFERENTIAL RIGHT TO PURCHASE - D e l e t e d 

19. SELECTION OF NEW OPERATOR 

A . REMOVAL 
I f Operator terminates i t s l e g a l e x i s t e n c e , or no longer owns a lease i n the Unit 

Area, or i s no longer capable of serv i n g as Operator, a successor s h a l l be named f o r 

the Operator. I f Operator f a i l s or refuses to car r y out i t s d u t i e s hereunder, or be­

comes i n s o l v e n t , bankrupt or su b j e c t to r e c e i v e r s h i p , i t may be removed by a m a j o r i t v 

vote of Non-Operators, the Non-Operator vote being on the basis of the i n t e r e s t of each 

'don-Operator i n the Un i t Area on the date the vote i s cast. The r e t i r i n g Operator s h a l l 

c o n t i n u e , f o r a pe r i o d not to exceed t h i r t y (30) days, to discharge the d u t i e s of Operate 

u n t i l the Successor Operator p h y s i c a l l y takes over. 

V,. SUCCESSOR OPERATOR 

The Successor Operator s h a l l be selected by a m a j o r i t y vote of the p a r t i e s hereto 

with, each p a r t y having a v o t i n g i n t e r e s t equal to i t s p r o p o r t i o n a t e i n t e r e s t i n the 

Unit Area on the date, the vote i s taken, the m a j o r i t y i n t e r e s t being on the basis of 

ownership, not numerical number of p a r t i e s . I f Operator i s removed f o r cause, i t may 

not vote to succeed i t s e l f , and i f , as a r e s u l t of the removed Operator's p a r t i c i p a t i o n 

i r i tlie f i r s t vote on i t s successor there i s not a m a j o r i t y vote f o r a successor, the 

second vote s h a l l be by Non-Operators and wi t h o u t the p a r t i c i p a t i o n of the removed 

Operator, and Successor Operator s h a l l be selected by a m a j o r i t y vote o l tho i n t e r e s t s 

v o t i n g . - • 

k e t i r i n g Operator s h a l l d e l i v e r to Successor Operator a l l records and i n f o r m t i o n 
deemed necessary by Successor ''aerator to the discharge ey the Successor Operatcr of 
i t s d u t i e s and o b l i g a t i o n s . 
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2ft. MAINTENANCE OF UNIT OWNERSHIP 

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by 

this contract, and notwithstanding any other provisions to the contrary, no party shall sell, encumber, transfer 

or make other disposition of its interest in the leases embraced within the Unit Area and in wells, equipment 

and production unless such disposition covers either: 

(1) the entire interest of the party in all leases and equipment and production; or 

(2) an equal undivided interest in all leases and equipment ond production in the Unit Area. 

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly 

subject to this agreement, and shall be made without prejudice to the rights of the other parties. 

I f at any time the interest of any party is divided among and owned by four or more co-owners. Opera­

tor may, at its discretion, require such co-owners to appoint a single trustee or agent with f u l l authority to re­

ceive notices, approve expenditures, receive billings for and approve and pay such party's share of the joint 

expenses, and to deal generally wi th , and wi th power to bind, the co-owners of such party's interests wi thin 

the scope of the operations embraced in this contract; however, all such co-owners shall enter into and execute 

all contracts or agreements for the disposition of their respective shares of the oil and gas produced f rom the 

Unit Area and they shall have the right to receive, separately, payment of the sale proceeds thereof. 

21. RESIGNATION OF OPERATOR 

Operator may resign f rom its duties and obligations as Operator at any time upon wri t ten notice of not 

less than ninety (90) days given to all other parties. In this case, all parties to this contract shall select - by 

majori ty vote in interest, not in numbers, a new Operator who shall assume the responsibilities and duties, and 

have the rights, prescribed for Operator by this agreement. The retiring Operator shall deliver to its successor 

all records and information necessary to the discharge by the new Operator of its duties and obligations. 

22. L I A B I L I T Y OF PARTIES 

The l iabil i ty of the parties shall be several, not joint or collective. Each party shall be responsible 

only for its obligations, and shall be liable only for it:; proportionate share of the costs of developing and 

operating the Unit Area. Accordingly, the lien granted by each party to Operator in Section 9 is given to se­

cure only the debts of each severally. It is not the intention of the parties to create, nor shal! this agreement 

be construed as creating, a mining or other partnership or association, or to render them liable'as partners. 

23. RENEWAL OR EXTENSION OF LEASES 

I f any party secures a renewal of any oil and gas lease subject to this contract, each and all of the other 

parties shall be notified promptly, and sha!l have the right to participate in the ownership of the renewal lease 
i n s o f a r as such a f r e e t s and c o v e r s t h e U n i t A r e a o r any p a r t t h e r e o f 

/by paying to the party who acquired it their several proper proportionate shares of the acquisition cost, wluch 

shall be in proportion to the interests held at that time by the parties in the Unit Area. 

I f some, but less than al l , of the parties elect tc participate in the purchase of a renewal lease, it shall 

be owned by the parties who elect to participate thereir , in a ratio based upon the relationship of their respec­

tive percentage of participation in the unit area to the aggregate of the percentages of participation in the unit 

area of all parties participating in the purchase of such renewal lease. Any renewal lease in which, less than 

all the parties elect to participate shall not be subject to this agreement. 

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

portionate interest therein hy the acquiring party. 

The provisions of this section shall apply to renewal leases whether they are for the entire interest 

, covered l.iy the expiring lease or cover only a portion of its .area nr an interest therein. Any renewal lease 

taKer. before the expiration ci its predecessor lease, or taken cr contracted for wi th in six (ti) months afler 

\\e expiration of tne existing iease shall be subject lo this provision; but any lease taken or contracted fer 

:r. J:L t.han six i t ) months after the expiration of an existing iease shall not be deemed a renewal lease and 

in- ,-ub;"Ct to the previ: ions of this section. 

Thi- pr .ve ion; it. this section shall apply also and m like manner to extensions of oil and gas leases. 
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2!. SURRENDER Ol-' LEASES 

The leases covered by this agreement, in so far as they embrace acreage in the Unit Area, shall not be 

surrendered in whnic or in part unless all parties consent. 

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

other parties not agree or consent, the party desiring to surrender shall assign, without express or implied 

warranty of title, all of its interest in such lease, or portion thereof, and any well, material and equipment 

which may be located i hereon and any rights in production thereafter secured, to the parties not desiring to 

surrender it. Upon such assignment, tho assigning party shall be relieved f rom all obligations thereafter ac­

cruing, but not theretofore accrued, wi th respect to the acreage assigned and the operation of any well there­

on, and the assigning party shall have no further interest in the lease assigned and its equipment and production. 

The parties assignee shall pay to the party assignor ':he reasonable salvage value of the latter's interest in any 

wells and equipment on the assigned acreage, determined in accordance with the provisions of Exhibit "C". 

less the estimated cost of salvaging and the estimated cost of plugging and abandoning. If the assignment is in 

favor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions 

that the interest of each, bears to lhe interest of all parties assignee. 

Any assignment or surrender made under this provision shall not reduce or change the assignors' or sur­

rendering parties' interest, as it was immediately before the assignment, in the balance of the Unit .Area: and 

the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter be subject to the 

terms and provisions of this agreement. 

2 5. ACREAGE OR CASH CONTRIBUTIONS 

I f any party receives while this agreement is in force a contribution of cash toward the dr i l l ing of a 

weil or any other operation on tho Unit Area, such contribution shall be paid to the party who conducted the 

dr i l l ing or other operation and shall be applied by it against the cost of such dr i l l ing or other operation. I f 

the contribution be in the form of acreage, the party to whom the contribution is made shall promptly execute 

an assignment of the acreage, without warranty of title, to al l parties to this agreement in proportion to their 

interests in the Unit Area at that time, and such acreage shall become a part of the Unit Area and be governed 

by ai l the provisions of this contract. Each party shall promptly notify all other parties of all acreage or 

money contributions if may obtain in support of any well or any other operation on the Unit Area. 

2ti. PROVISION CONCERNING T A X A T I O N 

Each of the parties hereto elects, under the authority of Section 7Gl(a) of the Internal Revenue Code of 

1054. to be excluded f rom the application of all of the provisions of Subchapter K of Chapter 1 of Subtitle A of 

the Internal Revenue Code of 1054. If the income tax laws of the stale or states in which the property covered 

hereby is located contain, or may hereafter contain, provisions similar to those contained in the Subchapter of 

the Internal Revenue Code of 1054 above referred to under which a similar election ls permitted, each of the 

parties agrees that such election shall be exercised. Each, party authorizes and directs the Operator to execute 

such an election or elections on its behalf and to fi le the election with the proper governmental office cr 

agency. I f requested by the Operator so to do, each party agrees to execute and join in sueh an election. 

Operator shall render for ad valorem taxation all property subject to this agreement which, by law 

should be rendered for .euch. taxes, and it shall pay all sueh taxes assessed thereon before they become delin­

quent. Operator shall bi l l all other parties for their proportionate share of all tax payments.^KXhAiNftKl^Y 

H any tax assessment is considered unreasonable by Operator, it may at its discretion protest such valua­

tion within tlie time .and manner prescribed by law, and prosecute the protest to a f inal determination, unless 

all parties agree to abandon the protest prior to f inal determination. When any such, protested valuation shall 

Lave been tinailv (ietei mined, Operator shall pay the assessment for the joint account, together wi th interest and 

penalty' accrued, and the total tost shall then be assessed against the parties, and be paid by them. XXXXX'XDCX-X 

l i the ad valorem taxes are based i n whole or iv: part, upon separate v a l u a t i o n s of 
each p a r t y ' s working i n t e r e s t , then n o t w i t h s t a n d i n g anything to the co n t r a r y h e r e i n , 
charges to the j o i n t account s h a l l be made and paid by the p a r t i e s hereto i n accor­
dance wi t h the tax value: generated by each na r t v ' s working i n t e r e s t . 
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27. INSURANCE 

Unit Operator, during the term cf t h i s Operating Agreement, sh a l l comply 
with the Workmen's Compensation Law of the State where the operations are being 
conducted. No other insurance w i l l be carried by Operator for benefit of the 
Joint Account. 

A l l damage or i n j u r y to the Unit Area property thereon s h a l l be borne by 
the parties hereto i n proportion to t h e i r interests therein. The l i a b i l i t y , 
i f any, of the parties hereto i n damages for claims growing out of personal 
i n j u r y to or death of t h i r d parties or i n j u r y to or destruction of property 
of t h i r d parties r e s u l t i n g from the operations conducted hereunder sh a l l be 
borne i n proportion to t h e i r i n t e r e s t s i n the Unit Area property, and each 
party i n d i v i d u a l l y may acquire such insurance as i t deems proper to protect 
i t s e l f against such claims. Operator s h a l l require a l l contractors engaged 
i n work on or for the Unit Area to comply with the Workmen's Compensation 
Law of the State where the operations are being conducted and to maintain 
such other insurance as Operator may require. 

2S. CLAIMS ANO LAWSUITS 

I f any party to this contract is sued on an alleged cause of action arising out of operations on the Unit 

Area, or on an alleged cause of action involving tit'.e to any lease or oil and gas interest subjected to this con­

tract, i t shall give prompt wri t ten notice of the suit to the Operator and all other parties. 

The defense of lawsuits shall be under the general direction of a committee of lawyers representing the 

parties, wi th Operator's attorney as Chairman. Suits may be settled during litigation only w i th the joint con­

sent of ail parties. Xo charge shall be made ior services performed by the staff attorneys for any of the 

parties, but otherwise all expenses incurred in the defense of suits, together w i th the amount paid to discharge 

atty f inal judgment, shall be considered costs of operation and shall be charged to and paid by al! parties in 

proportion to their then interests in the Unit Area. Attorneys, other than staff attorneys for the parties, shall 

be employed in lawsuits i-.-.volving Unit Area operations only wi th the consent o: all parties; if outside counsel 

is employed, their fees and expenses shall be considered Unit Area expense and shall be paid by Operatcr and 

charger: to al l of the parlies in proportion to their then interests in the Unit Area. The provisions of this 

paragraph shal! not be applied in any instance where the loss whieh may result f rom the suit is treated as an 

individual loss rather than a joint loss under prior provisions of this agreement, arid all such suits shall be 

handled by and be the sole responsibility of the party or parties concerned. 

Damage claims caused by and arising out of operations on the Unit Area, conducted for tiie joint ac­

count of all parties, shall be handled by Operator and its attorneys, the settlement of claims of this kind shal! 

be wi th in '.ne discretion of Operator so long as the amount paid in settlement oi any one claim noes r...1 exceed 

one ttiousard ($1000.00) dollars and, if settled, the sums paid in settlement shall be charge.; a- expense to 

and, be paid, by all parties in proportion to their the ; interests in the Unit Area. 

2!). FOKCE MAJEURE 

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under 

this agreement, other than the obligation to make money payments, that party snail give to ail other parties 

prompt wri t ten notice of the force majeure wi th reasonably fu l l particulars concerning i t : thereupon, the 

obligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended 

during, bit: no longer than, the continuance of the force majeure. The affected party shal! use al! possible 

diligence to remove the force majeure as quickly as possible. 

The requirement that any force majeure shall be remedied with al! reasonable dispatch shal! not require 

the settlement of strikes, lockouts, or other labor d i f f i cu l ty by the party involved, contrary to its wishes: how 

a!! such difficult ies shall be handled shall be entirely wi th in the discretion of the party concerned. 

The term "force majeure" as here employed shall mean an act of God, strike, lockout, or other industrial 

di.-turbar.cc. act of tlie public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, gov­

ernmental restraint, unavailability of equipment, and any other cause, whether of tiie kind specifically enum­

erated above oi' otherwise, which is not reasonably wi th in the control of the party claiming suspen-ion 

:;o. N O T I C E S 

A".! notice.-: authorized or requii ed between the parlies, and. reqtared by a:." of the provisions of th i -

agreerner.t. shall, unless otherwise specifically provided, be giver, in wri t ing bv I 'mteu States mail or Wester:: 

Cn.o:. Telegram, postage or charges prepaid, and addressed fc '..ne party to whom the notice i -: given at the 

— 11 — 
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addresses listed on Exhibit " A " The originating notice lo be given under any provision hereof shall be deemed 

given onlv when received by the party to whom such notice is directed and the time for such party to give any 

notice in response thereto shall run from the date the originating notice is received. The second or any re­

sponsive notice shall be deemed given when deposited in the United States mail or wi th the Western Union 

Telegraph Company, with postage or charges prepaid. Each party shall have the right to change its address 

at any time, and f rom time to time, by giving wri t ten notice thereof to al l other parties. 

J I . OTHEK CONDITIONS. IF ANY, AKE: 

A . BURDENS 

I f any p a r t y should create any o v e r r i d i n g r o y a l t y , p r o d u c t i o n payment or 
other burden against i t s working i n t e r e s t p r o d u c t i o n , and i f any other p a r t y or 
p a r t i e s should conduct non-consent operations pursuant t o any p r o v i s i o n s of t h i s 
agreement, and as a r e s u l t become e n t i t l e d t o rec e i v e the working i n t e r e s t produc­
t i o n otherwise belonging t o the n o n - p a r t i c i p a t i n g p a r t y , the p a r t y or p a r t i e s , en­
t i t l e d to rec e i v e the working i n t e r e s t p r o d u c t i o n of the n o n - p a r t i c i p a t i n g p a r t y 
s h a l l r e c e i v e such p r o d u c t i o n f r e e and c l e a r of burdens against such p r o d u c t i o n 
which may have been created subsequent t o t h i s agreement, and the n o n - p a r t i c i p a t i n g 
p a r t y c r e a t i n g such subsequent burdens s h a l l save the p a r t i c i p a t i n g p a r t y or p a r t i e s 
harmless w i t h respect to the r e c e i p t of such working i n t e r e s t p r o d u c t i o n . 

B. STATEMENT OF IMBALANCES 

Gas w e l l p r o d u c t i o n s h a l l be governed by E x h i b i t "F", Gas Balancing Agreement 
attached h e r e t o . 

C. NON-DISCRIMINATION 

E x h i b i t "E" i s hereby incorporated h e r e i n by reference as i f f u l l y set out 
he r e i n . 

D. CASING POINT ELECTION 

Notwi t h s t a n d i n g any p r o v i s i o n contained h e r e i n to the c o n t r a r y , consent t o 
the d r i l l i n g or deepening of any w e l l i n the U n i t Area, i n c l u d i n g the i n i t i a l w e l l , 
s h a l l not be deemed consent to the running and s e t t i n g of a produc t i o n s t r i n g of 
casing t h e r e i n or to the completion of sai d w e l l as a producing w e l l . A f t e r the 
d r i l l i n g or deepening of such w e l l t o the depth or formation authorized and a f t e r 
a p p r o p r i a t e t e s t i n g , c o r i n g and log g i n g have been made, Operator s h a l l then give 
immediate n o t i c e to the Non-Operators p a r t i c i p a t i n g i n the d r i l l i n g or deepening 
of such w e l l , s e t t i n g f o r t h Operator's recommendations w i t h respect t o such a t ­
tempted completion. Each such p a r t y s h a l l w i t h i n 48 hours a f t e r r e c e i p t of such 
n o t i c e ( e x c l u s i v e of Saturdays and Sundays and l e g a l h o l i d a y s ) n o t i f y Operator as 
to whether or not such p a r t y e l e c t s t o set p r o d u c t i o n casing and to p a r t i c i p a t e i n 
such completion attempt. F a i l u r e t o so n o t i f y Operator s h a l l be deemed an e l e c t i o n 
not to p a r t i c i p a t e . Should a l l p a r t i e s hereto e l e c t to so p a r t i c i p a t e , Operator 
s h a l l conduct such ope r a t i o n s f o r the j o i n t account of a l l p a r t i e s . Should less 
than a l l p a r t i e s e l e c t to so p a r t i c i p a t e , then such completion operations s h a l l be 
conducted under the p r o v i s i o n s of Section 12 hereof, as an ope r a t i o n by less than 
a l l the p a r t i e s . Should no p a r t y e l e c t t o attempt such completion, MKXKHauXJtXKftit 
K^RXRKiKRXXJ^RlSHKXXSSKJtEXXRXKX^XXXHfljtKX Operator s h a l l plug and abandon the w e l l 
at the j o i n t cost of a l l p a r t i e s who p a r t i c i p a t e d i n the d r i l l i n g or deepening of 
the w e l l . 
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E. MINERALS/LEASES HELD BY NON-UNIT AREA PRODUCTION 

Cognizance i s taken of the f a c t that subjected to t h i s agreement may be (1) a 
lease or leases p r e s e n t l y producing (or which may h e r e a f t e r become producing) from 
lands or horizons not covered by t h i s agreement, and/or (2) an unleased mineral 
i n t e r e s t or i n t e r e s t s pursuant to Section 3 hereof. Notwithstanding any other pro­
v i s i o n s contained h e r e i n , a t such time as (a) n i n e t y days have elapsed a f t e r abandon­
ment of the l a s t u n i t w e l l o r w e l l s and (b) the l a s t o f the o i l and gas leases 
subjected to t h i s agreement (other than the otherwise producing lease(s) above r e ­
f e r r e d t o ) has terminated because of lack or cessa t i o n of pr o d u c t i o n from the Unit 
Area ( i f p r o d u c t i o n has been e s t a b l i s h e d hereunder), e x p i r a t i o n of the primary term, 
f a i l u r e to pay delay r e n t a l s , v o l u n t a r y surrender, or f o r any other reason or cause, 
then i n such event t h i s agreement l i k e w i s e s h a l l terminate as to the lea s e ( s ) or 
unleased m i n e r a l i n t e r e s t ( s ) above r e f e r r e d to i n accordance w i t h the p r o v i s i o n s of 
Section 10 'Term of Agreement' i r r e s p e c t i v e of the f a c t t h a t said mineral i n t e r e s t ( s ) 
may continue i n f u l l f o r c e and e f f e c t and/or said l e a s e ( s ) i s maintained i n fo r c e and 
e f f e c t because of non-unit p r o d u c t i o n . 

F. 

I f p e r m i t t e d by the s t a t u t e s of the State i n which t h i s p roperty i s located 
each p a r t y hereto owning an undivided i n t e r e s t i n the U n i t Area waives any and a l l 
r i g h t s i t may have to p a r t i t i o n and have set aside to i t i n s e v e r a l t y i t s undivided 
i n t e r e s t t h e r e i n . 

G. 

This agreement s h a l l be s u b j e c t t o the conservation laws of the State i n 
which the committed acreage i s l o c a t e d , to the v a l i d r u l e s , r e g u l a t i o n s , and orders 
of any duly c o n s t i t u t e d Regulatory Body of s a i d S t a t e , and to a l l other a p p l i c a b l e 
Federal, S t a t e , and mu n i c i p a l laws, r u l e s , r e g u l a t i o n s and orders. 

H. 

This agreement s h a l l never be construed as i n any way cross-assigning any 
lease or leases or o i l and gas i n t e r e s t s , or any i n t e r e s t t h e r e i n , and no pa r t y 
hereto s h a l l ever be construed as having any r i g h t , t i t l e or i n t e r e s t i n or to any 
lease, or leases, or o i l and gas i n t e r e s t s , or i n t e r e s t t h e r e i n c o n t r i b u t e d by any 
other p a r t y beyond the term of t h i s agreement. 

BUSINESS LTI'. ICS POLICY COMPLIANCE 

OpCl•^atul^ agirceu—t?s—i amply w i t h a l l — ] awa— a n 4—lowjjal—rcgula r.icu,i«, appli-iabj 
any a c t i v i t i e s c a r r i e d out i n the name o f or on behalf of Non-jCj^et^ators 

undef^tiie p r o v i s i o n s of t h i s agreement and/or any amendr.ients^ierit. 

Operator agrees xrkqt a l l f i n a n c i a l s e t t l e m e n t s , bjJrKaigs and r e p o r t s ren­
dered to Non-Opera tor^>^a_s provided f o r i n tj«a?agreement and/or any 
amendments to i t , w i l l , t o ^ t k e ^ b e s t o f ^ l T s knowledge and b e l i e f , r e f l e c t 
p r o p e r l y the f a c t s about a l l a c J j X j ^ i e s and t r a n s a c t i o n s handled f o r the 
accounts of Non-Opera tors J ->^rTjTch data^mH^be r e l i e d upon as being complete 
and accurate i n any fM*""LacTer rec o r d i n g and i^trpsArting made by Non-Operators 
f o r whatever puj>wt5se. 

Onej^y^Tr agrees to n o t i f y Non-Operators promptly upon d i s c o v t ^ * ^ o f any 
Tstance where the Operator f a i l s to comply w i t h p r o v i s i o n (1) a b i r v ^ o r 

whore Operator haa reuoon—to bal i eve dntn cover oil by—(2) above—i ci no 
longer—aecurn te—a-ntl—con;1)! cl< 
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This agreement may be signed in counterpart, and shall be binding upon tho parties and upon their heirs, 

successors, representatives and assigns. 

:EST: CONTINENTAL OIL CO^ANY 

fed E. D a v i s , A t t o r n e v - i n - F a c t ^ / 

F 

j v y T r a 

ATTEST: 

O P E R A T O R 

EXXON CORPORATION 

By 

ASEI.T AND ATTORKSV i l l TACT 

INEXCO OIL COMPANY 

Issis-tdrit Secretary , V I L L U U G. GOODtvPr 
Vice President A 

PENNZOIL UNITED INC. 

By: 



*S? . i s * 
STATE OF i l l X r O ) 

) SS 
COUNTY OF HARRIS ) 

The f o r e g o i n g i n s t rumen t was acknowledged b e f o r e me t h i s ^ 
day o f y ^ L i Q f » 19 0 ^ by T. E. DAVIS 
as A t t o r n e y - I n t a c t on b e h a l f o f C o n t i n e n t a l O i l Company 

Notary Public Q 6 Notary 

My Commission E x p i r e s : 
BARBARA J. SIGLfcR 

Nolary Public in and for Harris County, Texas 

My Cumininiun Expires February 15. 1981 

STATE 0 F _ _ ^ ) 

COUNTY OF 

The, foregoing instrument was acknowledged before me this 
day OI<WO^JD , 19 -Tf by ft 
as ^ Z f o t 1 ( U i ^ ' ^ - u ^ / / ' ° n b e h a l f o f 4 Exxon^Corporat ion ~ 

Nota ry P u b l i c 

My Commission E x p i r e s : 

STATE OF TEXAS ) 

COUNTY OF HARRIS ) S S 

The f o r e g o i n g i n s t r u m e n t was acknowledged b e f o r e me t h i s 1 0 t h 
day of A p r i l , 19 79 by W i l l i a m G. Goodwin 
as V i c e - P r e s i d e n t o n b e h a l f o f Inexco O i l Company 

Notary Public ^ 

My Commission Expires: 

STATE OF ) 

COUNTY OF ) 

The foregoing instrument was acknowledged before me t h i s 
day of , 1981, by 
as on behalf of Pennzoil United Inc. 

My commission expires: 
Notary Pub l ic 
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This agreement rr.ny bo signed in counterpart, and shall he binding upon the parties and upon their heirs, 

successors, represetutitives a:ul assigns. 

TEST: CONTINEtffAX OIL COMPANY 

Attorney-in-FactJ 

F«3 

A-TTFS-

ATTEST: 

l i i i s t d n t Secretary 

O P E R A T O R 

EXXON CORPORATION 

By: 

-

AEEi.'T AJ.C ATTOKI.'EY ;;» TACT 

INEXCO OIL COMPANY 

/, WILLIAM G. ,G00D;VP7 
Vice President 

JA 

PENNZOIL COMPANY 

By: 

APPROVÊ  

R. A. Butterworth 

Agent and Attorney-in-Fact 
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs, 

successors, representatives ami assigns. 

O P E R A T O R . , y J -~ 

F.XXON CORPORATION ^ ' . ^ ^ ^ 

By: ^ o ^ y ^ Z ^ 

AEEi;t A.NE ATTOEK.Y UJ TACT 

INEXCO OIL COMPANY 

ATTEST: 



• STATE OF ITBCAS 

COUNTY OF HARRIS 

) 
) ss 
) 

The foregoing instrument was acknowledged before mc t h i s 
day of __Jt^fW»e « 19 H 3 by T. E. DAVIS 
as A t t o r n e y - I n t a c t on behalf of Continental O i l Company 

Notary Public VJ 0 

My Commission Expires: 
BARBARA J. SIGL.R 

Nolary Public in and lor Harris County, Texas 

eSfdary 15, 1981 

STATE OF 
) SS 

COUNTY OF 

The. foregoing instrument vas acknowj^dg^d before me t h i s 
day of y^gyuiJj 19 by 

as ^ ^ ^ • ^ S ^ - y ^ ^ y ^ o n b e h a l f o f 

T 
<*£< 

r a t i o n 

Notary Public r 

My Commission Expires: 

• //-3o-fo 

STATE OF TEXAS 

COUNTY OF HARRIS 
SS 

The f o r e g o i n g i n s t r u m e n t was acknowledged b e f o r e me t h i s 1 0 t h 
day o f A p r i l , 19 79 by W i l l i a m G. G o o d w i n 
as V i c e - P r e s i d e n t on b e h a l f o f Inexco O i l Company 

My Commission E x p i r e s : 

Notary P u b l i c 

STATE OF TEXAS 

COUNTY OF MIDLAND 

) 
~) SS 
) 

The foregoing instrument was acknowledged before me this 2^i^* 
d a y o f August . 1981, by R. A. BUTTERWORTH ; , 
a sAttorney-in-Fact o n behalf of Pennzoil United Inc. 

My commission expires: OX jB. JOHK60N 



STATE OF TEXAS 

COUNTY OF HARRIS 

) 

) ss 
) 

The f o r e g o i n g in s t rumen t was acknowledged b e f o r e me t h i s 
day o f ] p M l v i r . 19 0 ^ by T. E. DAVIS 
as A t t o r n e y - I n - ^ a c t on b e h a l f of C o n t i n e n t a l O i l Company 

Notary Public U 0 

My Commission E x p i r e s : 
BARBARA J. SIGLER 

Notary fublic in and for Harris County, Texas 

My Curnriiiwon Expires February 15, 1981 

STATE OF 

) ss 
COUNTY OF 

:rum 
day o f V M a s u J U 1 9 - 7 ^ by 

as 

The, foregoing instrument was acknowj^dge-d before me t h i s 

, . % # A ^ £ > ^ , U ? f by _ 
^ ^ ^ ^ - ^ ^ - w ^ - - y - o n b e h a l f o f 

.nowledged b e f o r e me 

Exxon^Cornorat ion 

Notary Public 

My Commission Expires: 

.//-So-so 

STATE OF TEXAS 

COUNTY OF HARRIS 
SS 

The f o r e g o i n g in s t rumen t was acknowledged b e f o r e me t h i s 1 0 t h 
day o f A p r i l , 19 79 by W i l l i a m G. G o o d w i n 
as V i c e - P r e s i d e n t on behalf of Inexco O i l Company 

Notary Public 

My Commission Expires: 



EXHIBIT "A" 

ATTACHED TO OPERATING AGREEMENT DATED 
DECEMBER , 19 78 
BETWEEN CONTINENTAL OIL COMPANY AND 
EXXON COMPANY, INEXCO OIL COMPANY, 
AND PENNZOIL UNITED INC. 

PAYMENTS OF RENTALS, ROYALTIES, SHUT-IN GAS WELL PAYMENTS, OVERRIDING 
ROYALTIES AND OTHER PAYMENTS DUE OUT OF PRODUCTION: 

Notwithstanding any provision of the Operating Agreement to which t h i s 
exhibit is attached; 

A. •Op^^i^Uaarahall make a bona fid o e f f o r t (with no penalty or l i a b i l i t y 
for oversTTgTrt---dE^ejTor i n t h i s connection) to pay a l l shut-in gas 
payments becoming duea*fTw-J^ie__dat e of t h i s Agreement under the terms 
of the leases subject hereto, inst3T^rr~-a&-Jjiey cover the lands subject 
hereto. Operator s h a l l charge the j o i n t accouTrt--e4L«tJ2eparties with 
-any aueh ohut-in woll payment-. ' * 

B. Operator s h a l l make a bona f i d e e f f o r t (with no penalty or l i a b i l i t y 
for oversight or error i n t h i s connection) to pay or d e l i v e r , or 
cause to be paid or delivered, a l l r o y a l t i e s and overriding r o y a l t i e s 
or other payments due out of production from the Contract Area which 
burden the inter e s t s of a l l parties hereto. Operator s h a l l charge 
the amount of any such payments to the account of the party whose 
interest i s so burdened. Each party shall pay or cause to be paid or 
delivered a l l overriding r o y a l t i e s or other payments due on i t s 
i n d i v i d u a l share of such production and sha l l indemnify and hold the 
other parties to t h i s Agreement harmless from any l i a b i l i t y 
therefor. 

ADDRESSES AND PROPORTIONATE INTERESTS OF THE PARTIES: 

I n i t i a l Well 
During Payout 

Continental O i l Company 
Box 460 
Hobbs, New Mexico 88240 

Exxon Company 
Box 1600 
Midland, Texas 79701 

Inexco O i l Company 
1100 Milam Building, Suite 1900 
Houston, Texas 77002 y 

Pennzoil United Inc.* 
P. 0. Box 1828 
Midland, Texas 79701 

63.58088% 

27.12784% 

9.29128% 

0% 

100.00000% 

I n i t i a l Well 
After Payout & 
Subsequent Well; 

63.58088% 

27.12784% 

6.96846% 

2.32282% 

100.00000% 

* Pennzoil United Inc. farmed out i t s i n t e r e s t to Inexco O i l Co. 

CONTRACT AREA - LEASES: 

Tract No. 1 

Lessor: State of New Mexico 
Working I n t e r e s t : Continental O i l Company - 100% 
Serial Number: E-4201 
Date of Lease: September 11, 1950 
Description: SE/4, Section 19, T-17-S, R-29-E 

Eddy County, New Mexico 
Number of Acres: 160.00 



EXHIBIT "A" 

I I I . CONTRACT AREA - LEASES: (continued) 

Tract No. 2 

Lessor: 
Working Interest: 
Serial Number: 
Date of Lease: 
Description: 

Number of Acres: 

Tract No. 3 

Lessor: 
Working Interest: 
Serial Number: 
Date of Lease: 
Description: 

Number of Acres: 

Tract No. 4 

Lessor: 
Working Interest 
Serial Number: 
Date of Lease: 
Description: 

Number of Acres: 

IV. DEPTH LIMITATION: 

State of New Mexico 
Continental Oil Company - 100% 
B-7677 
July 11, 1938-
Lot 4 (SW/4 of SW/4), Section 19, 
T-17-S, R-29-E, Eddy County, New Mexico 
27.50 

State of New Mexico 
Exxon Company - 100% 
E-742 
February 11, 1946 
E/2 of SV,'/4, Section 19, T-17-S, R-29-E, 
Eddy County, New Mexico 
80.00 

State of Now Mexico 
Inexco Oil Company - 100% 
E-950-1 
August 10, 1946 
Lot 3 (NW/4 SW/4), Section 19, T-17-S, 
R-29-E, Eddy.County, New Mexico 
27.40 

, This Agreement shall be subject only to those depths and rights lying 
"below 3,100 feet subsurface not to exceed the base of the Morrow formation. 
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EXHIBIT "B" 

There is no Exhibit "B". 
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Recommended t y the 
, , „ . - n , Counci l c f Pctroleurr 

a n u t i l l l B U I , ' u t » m o i AccountGr-rs Societies ot 
N o r t h Americo 

E X H I B I T 

Attached to and mode a part of Opera ting-Agreement...da ted. 
December .1 . , . 1978 f o r .Unit Area i n . Sectio.n...l9_. 

^:Tllr.S^..R-29-.E,...Mdx...County.J .New . Mexico.. 

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

J O I N T O P E R A T I O N S 

I . GENEKAL PROVISIONS 

1. Definitions 

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

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

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

•'Operator" shall mean the party designated to conduct the Joint Operations. 

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

"Parties" shall mean Operator and Non-Operators. 

" f i r s t Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat­
ing capacity. 

"Technical Employees" shall mean those employees having special nnd specific engineering, geological or other 
professional skills, and whose primary function in Joint Operations is the handling ot specific operating condi­
tions and problems for the benefit of the Joint Property. 

"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 

••Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 

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

2. Statement and Billings 

Operator shall b i l l Non-Operators on or before the last day of each month for their proportionate share of the 
Joint Account for the preceding month. Such bills w i i l be accompanied by statements which identify the author­
ity for expenditure, lease or facil i ty, and all charges and credits, summarized by appropriate classifications of i n ­
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep­
arately identified and fu l ly described in detail. 

3. Advances and Payments by Nosi-Operators 

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month's operation. Operator shali adjust each monthly bil l ing 
to. reflect advances received f rom the Non-Operators. 

Each Non-Operator shah pay its proportion of all bills wi th in f i f teen (15; days after receipt. I f payment is not 
made wi th in such time, the unpaid balance shall bear interest monthly at tlie rate of twelve percent (12',; ) per 
annum cr the maximum contract rate permitted by the applicable usury laws in the state in which, tiie Joint 
Property is located, whichever is the lesser, plus attorney's ices, court costs, and other costs m connection wi th 
tr.e collection of unpaid amounts. 

•1. Adjustments 

Payment ut any such bills shall not prejudice the right ei any Non-Operator lo protest or question the correct­
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any 
calendar year shall conclusively be presumed to be true ar.d correct after twenty-lour (24) months lollowmg 
the end uf any such, calendar• year, unless within the said twenty-four (24) month period a Non-Operator takes 
wri t ten exception thereto and inaiics claim on Operator ior adjustment. No adjustment favorable to Operator shal! 
br made unless it is made within lhe same prescribed period. The provisions' of this paragraph shall nut prevent 
adjustments resulting I rom a physical inventory of Controllable Material as provided for in Section V. 

j . Audits 

A. Non-c )por.itoi, upon noi ioo in wri t ing fo Operator and ail other Non-Operators, shall have the right to audit Ope­
rator's accounts and icoords relating to the Joint Account for any calendar year wi thin the twenty-four (IM; month 
pel rod luilowing the end uf such calendar year: provided, nowever. tlie making of ;m audit shali nut extend tho 
time for the taking o! writ ten exception tu and the adjustments of accounts as provided for ir. Paragraph 4 of this 
.Sectiui: 1. Whore there ate two ur mure Non-Operators, tiie Non-Operators shall make every reasonable' ol fort to 
conduct joint or simultaneous audits in a manrvr which w i i l result in a minimum of inconvenience to the Opera-
Vjr. Operator .shall bear no portion of the Non-Operators' audit cost incurred under tins paragraph unless agreed 
to by tiie Operator. 

C. Approval !>y Non-Operators 

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec­
tions of thi.s Accounting Proo.'dure and if the agreement to which this Accounting Procedure is attached contains 

contrarv previsions t: regard thereto. Operator shal! notify ai! Non-Operato:s of the Operator's proposal, and 
t::e agreement or approval ut a majori ty it. into: est of the Non-Ope: a tors -.tial! be controlling c . al! Non-Opera-



II D I R E C T C1IAUC.ES 

Operator shall charge the Joint Account wi th the following items: 

1. Rentals and Royalties 

Lease rentals and royalties paid by Operator lor the Joint Operations. 

2. Labor 

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

(2) Salaries of First Level Supervisors in the f ield. 

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

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary nllowa. 
employees whose salaries and wages are chargeable lo the Joint Account under Paragraph 2A of 
I I . Such costs under this Paragraph 2B may be charged on a ''when and as paid basis" or by "pe. 
scssment" on tho amount of salaries and wages chargeable to the Joint Account under Paragraph 
Section I I . If percentage assessment is used, the rate shall ho based on the Operator's cost experict 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority 
applicable to Operator's costs chargeable tc the Joint Account under Paragraphs 2A and 2B o; 
tion I I . 

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

3. Employee Benefits 

Operator's current costs of established plans for employees' group l i fe insurance, hospitalization, pei 
tirement. stock purchase, th r i f t , bonus, and other benefit plans of a like nature, applicable to Opcrat< 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I shall be Operate, 
cost not to exceed twenty per cont {20?-..). 

4. Material 

Material purchased or furnished by Operator for use on the Joint Property as provided under Section I 
such Material shall be purchased for or transferred to the Joint Property as may be required for immed 
and is reasonably practical and consistent wi th efficient and economical operations. The accumulation 
plus stocks shall be avoided. 

5. Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the following 
tions: 

A. I f Material is moved to the Joint Property f rom the Operator's warehouse or other properties, no charg 
be made to the Joint Account for a distance greater than the distance f rom the nearest reliable supply 
recognized barge terminal, or railway receiving point whore like material is normally available, unless ; 
to by tiie Parties. 

B. I f surplus Material is moved to Operators warehouse or other storage point, no charge shall be made 1 
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized 
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joir 
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties. 

C. In the application of Subparagraphs A ar.d E above, there shall be no equalization of actual gross truckin 
of $200 or loss excluding accessorial charges. 

G. Services 

The cost of contract services, equipment and utilities provided by outside sources, except services exclude 
Paragraph 9 of Section I I and Paragraph 1. i i of Section I I I . The cost of professional consultant services anc 
tract .services of technical personnel directly engaged on the Joint Property if such charges are excluded fro 
Overhead vales. Tho oust of professional consultant services or contract services of technical personnel rn 
rectiv engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed 
the Parties. 

7. Equipment and Facilities Furnished by Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates 
moiisurali' wi th costs ol ownership and operation. Such rates shall include costs of maintenance, repairs, 
operating expense, insurance, taxes, depreciation, and interest ou investment not to exceed eight por cent 
per annum. Suoh rates shall not exceed average commercial rates currently prevailing in th.; immediate 
o: the Joint Property. 

l i In ,:ou oi charges in Paragraph 7A above. Operator may elect to use average commercial rates prevail 
the immediate area ot the Joint Property less 20 ' ; , For automotive equipment, Operator may elect to use 
published by ti«.e Petroleum Motor Transport Association. 

S. Damages ami Losses to Joint Property 

•Ml costs nr expenses necessary for the repair or replacement of Joint Property made necessary because of 
• •'es oi' loa.ses incurred ov »i:v. Hood, storm, theft, accident, or other cause, except those resulting t iom Opei 

^ro-c negligence i<r wdh'tsl misconduct. Operator shall furnish Non-Operator" wri t ten notice ot damages or 
incurred us uivnv as p: av t:vab!«' alter a report theteof has boon received by Operator. 

y. Legal Expense 

Kxuense of handh:.u. •.nvo-tigating ami re'.iimg lit i gat ton or claim;:, discharging of hens, payment ot jud„ 
and amounts paid ior s-e-.U"m« nt of ci.ums incurred :r. or resuitmg irom operations mui.-r the ugroorr.v 
r.eoessarv tu protect o". ;.-cowr the Jv.m: Propei 'v except that no charge tor services oi (Operator's lega 

,„. r,.e...... •.•!.»• <•>,•-; <•••> ! Oe mad. arle-.s 111,• viouslv agreed to bv th- Parti": 1. A l l other 
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i wih 
i 10. Taxes ; 
| A i l taxes of every kind and nature assessed or levied upon or in connection wi th the Joint Property, the opera-
! tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the 

Parties. 

I I . Insurance 

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
I ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
j men's Compensation and or Employers Liabi l i ty under the respective state's laws, Operator may, at its election, 
i include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator's 
I cost not to exceed manual rates. 
I : 
| 12. Other Expenditures 

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

111. OVERHEAD 

1. Overhead - Dr i l l i ng and Producing- Operations 

:. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge 
dr i l l ing and producing operations on either: 

( X ) Fixed Rate Basis, Paragraph I A , or 
( ) Percentage Basis, Paragraph IB . 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices 
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable 
under Paragraph 2A. Section I I . The cost and expense of services f rom outside sources in connection with 
matters of taxation, t raff ic , accounting or matters before or involving governmental agencies shail be considered 
as included in the Overhead rales provided for in the above selected Paragraph of this Section I I I unless such 
cost and expense are agreed to by the Parties as a direct charge lo the Joint Account. 

i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall 
not ( X ) be covered by the Overhead rates. 

A. Overhead - Fixed Rate Basis 

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

Dr i l l ing Weii Rate S 1 .880 

Producing Weil Rale S 235 

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

(a) . Dr i l l ing Weil Rate 

[1 ] Charges for onshore dr i l l ing wells shall, begin on the date the well is spudded and terminate on 
the date tlie dr i l l ing or completion ng is released, whichever is later, except tha: no charge shall 
be marie during suspension of dr i l l ing operations ior f i f teen (15) or more consecutive days. 

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

Lo] Charges for wells undergoing any type of workover or recompletion for a period of f ive (5) con­
secutive days or more shall be made at the dr i l l ing well rale. Such charges shah be applied for 
the period trom date workover operations, wi th r ig, commence through date of rig release, except 
thai i.o charge shail be made during suspension of operations for f if teen (15) or more consecutive 
days. 

(b) Producing Weil Rales 

[ l j An active well cither produced or injected into for any portion of the month shall bo considered 
as a one-well charge for tho entire month. 

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

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

|-IJ A one-vel! charge may be made for the month in which plugging and abandonment operations 
are cuinpieied un any well . 

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

(li) The well rates shall bo adjusted as ol the l n s l day of Apia! eacn year following tho effective date ot t:so 
agreement to whieh this Accounting Pioecdure is attached. Tho adjustment .shall be computed •.:>• m u l t i ­
plying tne rate currently in use by the pcTcentsra increase or decrease in thr average weekiy earnings of 
Crude j v t i o k u n : and O.;. Protruo tio:- Wo-kers fo: the k..st calendar year compared to the- calendar year 
pieciemg aa shown by tne index v i average weekly earnings of Crude Petroleum and Gas Fields Produc­
tion Work.-is as' i i i in l r ir-a ..y the United State.-. Department of Labor, Hurt au of Labor Statistics, or the 
equivalent Caua : i : . : i index as puu.iancd by Statistics Canada, as app.icable. Tiie adjusted rat-..-: shail be 
the .ate; cu.ient.y i : . use, pits or rr.m.u. tiie tomp..:«.-« ao,ustmenl. 



P i I u u n t u u t 

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

(a) Development 

Percent ( ' r ) of the cost of Development of the Joint Pn rty exclusive of costs 
provided under Paragraph 9 of Section I I and all salvage credits, 

(b) Operating 

Percent ( '",-.) of the cost of Operatim^trfT Joint Property exclusive of costs provided 
under Paragraphs 1 and i) of Section I I , all sa lvar^rfedi ts , the value of injected substances purchased 
for secondary recovery and all taxes and assj>**Tfcnts whicn are levied, assessed and paid upon the min­
eral interest m and to the Joint Propj 

(2) Application of Overhead '- Percenjyj^tTBasis shall be as follows: 
For the purpose of determinii*frcharges on a percentage basis under Paragraph I B of this Section I I I , de­
velopment shall includp-flTlcosts in connection with dr i l l ing, redril l ing, deepening or any remedial opera­
tions on any oraJ>"wells involving the use ol dr i l l ing crew and equipment: also, preliminary expenditures 
necessary ij>-frfeparation for dr i l l ing and expenditures incurred in abandoning when the well is not com­
ple t-e-ji--rrta producer, and original cost of construction or installation of fixed assets, the expansion of f ixed 

>rsSets and any other project clearly discernible as a f ixed asset, except Major Construction as dcr.r.ed in 
Ptii'tiij.'upM 11 uf tliiu r.uuiion I I I . A l l uthuf uur.fa) ehall be uoiiimioi-uti uu Oyxji'uling. 

Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex­
pansion of f ixed 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 following rates for any Major Construction project in excess 
of s 25,000 ; 

of total costs i f such costs arc more than S. 

of total costs in excess of $_JJD0_,J1QQ 
ol total costs in excess of $1,000,000. 

L5,000 .but less than $ IDO.^000 : plus 
.but less than 31,000.000; plus 

A. J 

B. 2__ 

C. ±— 

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

3. Amendment of Kates 

The Overhead rales provided lor in this Section i l l may be amended from time to time only by mutual agreement 
between the Parties hereto if , in practice, the rates are found to be insufficient or excessive. 

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma­
terial movements affecting lhe Joint Property. Operator shall provide all Material for use on the Joint Property; how­
ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition 
of idle and or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in 
kind, or sale to outsiders. Operator may purchase, but shall, be under no obligation to nurchase, 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 

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

2. Transfers and Dispositions 

Material turnished to the Joint Property and Materia transferred f rom the Joint Property or disposed of by the 
Operator, unless otherwise agreed to by tiie Parties, shall bo priced on the fol lowing bases exclusive cf cash dis­
counts: 

A. New Material (Condition A ) 

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

(2) Line Pipe 

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

l b ) Movement of :>u.l>utl pounds or more shail be priced tmder provisions of lubular goods pricing m Para­
graph 2A (". ) of this Seotion IV. 

•(3) Other Malei ial shall be priced at the current new price, m effect at date ut movement, as listed by a reliable 
sup'.ilv store or f.o.b. railway receiving point nearest tho Joint Property where suoh Matori.,1 is normally 
available.. 

Good Used Materia! (Condition B) 

.".kite:,ai in sound aval serviceable condition aia 

( 1 ; Matona; moved to the .Joint Property 

(i .) At sevenly-i ive percent (75',' ) o: cuir i 

(2 i Materia-: moved iron, -ho Joint I 'roperty 

ia) A*. ..evenly-: 

I suitable for reuse without reconditioning: 

.'ut new price, as determined ov Paragraph 2A of this Section I \ . 

percent ( i a' 1 i o: our 
origiria'iv onto gc-u to 

price, as determined o" i a rag rap 
,t Aecou.",' as new Material, er 

2A of t i section . 
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(b) at s ix ty- f ive percent (C5',') ol current new price. as determined by Paragraph 2A of this Section 
IV. if Material was originally charged'to 1 he Joint Account as good used Material, at seventy-five per- : 
cent (75*;,' ) of current new price. j 

The cost of reconditioning, if any, shall he absorbed by the transferring property. 

C. Other Used Material (Condition C and D) 

(1) Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function unti l 
after reconditioning shall be priced at f i f t y percent (50 ' ; ) of current new price as determined by Para­
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro­
vided Condition C value plus cost of reconditioning does not exceed Condition B value. 

(2) Condition D 

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

D. Obsolete Material 

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

E. Pricing Conditions 

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

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

3. Premium Prices 

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

4. Warranty of Material Furnished by Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice ami Representation 

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

2. Reconciliation and Adjustment of Inventories 

Reconciliation of a physical inventory with the Joint Acrount shall be made, and a list of overages and shortages 
shall be furnished to the Non-Operators wi thin six months following the taking of the inventory. Inventory r.d-
justnients shall be made by Operator wi th the Joint Account for overages and shortages, but Operator shall bo 
held accountable only for shortages due to lack of reasonable diligence. 

3. Special Inventories 

Special Inventories may be taken whenever there is any sale or change of interest m the Joint Property, p shall 
be tho duty of tiie party soiling to notify all other Parties as quickly as possible after the translcr of interest takes 
place. In such cases, both, the seller and tlie purchaser shall be governed by such inventory. 

4. Expense of Conducting Periodic Inventories 

The expense of conducting periodic Invontoiios shall no: be charged to the Joint Account unless agreed to by tho 
Parties. 
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A t t a c h e d t o a n d M a d e a Par t o f . O p e r a t i n g A g r e e m e n t d a t e d 

_Iiecember..!, 197S for_JLInit Area._in_.Sec. t ion 19_, 
T-17-S, R-29-E, Eddy County, Nev Mexico 

1. C o m p l i a n c e w i t h A p p l i c a b l e L a w s , e t c . : 
A C o m p l i a n c e G e n e r a l l y 

Th is c o n t r a c t sna i l bo p e r f o r m e d by O p e r a t o r in c o m p l i a n c e w i t h al l a p p l i c a b l e l a w s , p r o c l a m a t i o n s , o rde rs , r u l e s 
a n a r e g u l a t i o n s i n c l u d i n g w i t h o u t l i m i t a t i o n . E x e c u t i v e Orde r 1 1 2 4 6 s i g n e d by t h e P res i den t of t h e U n i t e d S ta te : , 
of A m e r i c a o n S e p t e m b e r 2-1. 1 9 6 5 , as a m e n d e d , a n a the r u ' e s . r e g u l a t i o n s a n d o r d e r s i s s u e d the rour -do r . 

B E x e c u t i v e O r d e r 1 1 2 4 6 
D u r i n g the p o r t o r m n n c o o ' th i s a g r e e m e n t a n d to t h e e x t e n t r e q u i r e d by Execu t i ve Orde r 1 1 2 4 6 or any con t rac t 
b e t w e e n O p e r a t o r a n d a n y g o v e r n m e n t c o n t r a c t i n g a g e n c y . O p e r a t o r a g r e e s to c o m p l y w i t h t h e Equa l O p p o r t u n i t y 
c l a u s e sot f o r t h m S e c t i o n 6 0 1 4 of T i t le 4 1 of Code of Fede ra l R e g u l a t i o n s i s s u e d p u r s u a n t t o Execu t i ve Order 
1 1 2 4 6 . s u c h r e g u l a t i o n s a re i n c o r p o r a t e d h e r e i n by r e f e r e n c e (as p e r m i t t e d by S e c t i o n 6 0 - 1 4 (d l of sa id 
Reguh t i ons ) . . is d set out in fu l l a : th is po in t , a n d the l e r m " C o n t r a c t o r " as u s e d t h e r e i n sha i l be d e e m e d t j be 
r e f e r e n c e s to O p e r a t o r 

C. C e r t i f i c a t i o n o f N o n s e g r e q a t e d F a c i l i t i e s : 
O p e r a t o r c e r t i f i e s t h a t it d o e s no t ar id w i l l no t m a i n t a i n or p r o v i d e for i t s e m p l o y e e s a n y s e g r e g a t e d fac i l i t i es at any 
of i ts e s t a b l i s h m e n t s a n d t h a t i : does not a n d w i l l not p e r m i t i ts e m p l o y e e s to p e r f o r m the i r se rv i ces at t iny l o c a t i o n , 
u n d e r i ts c o n t r o l , w h e r e s e g r e g a t e d f ac i l i t i e s are m a i n t a i n e d . O p e r a t o r a g r e e s t ha t a b r e a c h of t h i s c e r t i f i c a t i o n is a 
v i o l a t i o n of t h e Equa l O p o o r t u n n y C l a u s e r e q u i r e d by Execu t i ve O r d e r 1 1 2 4 6 of S e p t e m b e r 2 4 . 1 9 6 5 . 

A s u s e d i n t h i s c e r t i f i c a t i o n , t h e t e r m " s e g r e g a t e d f a c i l i t i e s " i n c l u d e s f ac i l i t i e s w h i c h are s e g r e g a t e d by exp l ic i t 
d i r e c t i v e or a re i n fac t s e g r e g a t e d o n t h e bas i s of r ace , c r e e d , co lo r or n a t i o n a l o r i g i n , b e c a u s e o1 hab i t , l oca l c u s t o m 
or o t h e r w i s e . 

O p e r a t o r f u r t h e r a g r e e s a n d u n d e r s t a n d s t h a t a b r e a c h of t h e a s s u r a n c e s c o n t a i n e d h e r e i n s u b j e c t s i t to the 
p r o v i s i o n s of t h e O r d e r of t he S e c r e t a r y of Labor at 4 1 CFR 60 , d a t e d M a y 2 8 , 1 9 6 8 . a n d the p r o v i s i o n s of t h e Equa l 
O p p o r t u n i t y c l a u s e e n u m e i a t e d in a p p l i c a b l e c o n t r a c t s . 

O p e r a t o r f u r t h e r a g r e e s tha t (excep t w h e r e it has o b t a i n e d i d e n t i c a l c e r t i f i c a t i o n s f r o m p r o p o s e d s u b c o n t r a c t o r s tor 
speci ' - r . t i m e o e n o d s i it w l i obta in, i d e n t i c a l c e r t i f i c a t i o n s f r o m p r o p o s e d s u b c o n t r a c t o r s p n o r to the a w a m o l 
s u b c o n t r a c t s e x c e e d i n g 5 1 0 , 0 0 0 w i n c h are no t e x e m p t f r o m t h e p r o v i s i o n s of t h e Equa l O p p o r t u n i t y c l a u s e ; that it 
w i l l r e t a m s u c h c e r o f c a t i o n s in i ts f i le : ana tha t it w i l l f o r w a r d t h e f o l l o w i n g n o n c e to s u c h p r o o o s e d 
s u b c o n t r a c t o r s (excep t w h e r e the p r o p o s e d s u b c o n t r a c t o r s h a v e s u b m i t t e d i d e n t i c a l c e r t i f i c a t i o n s for spec i f i c t une 
pe r i ods ; . 

NOTICE TO PROSPECTIVE S U B C O N T R A C T O R S 
OF R E Q U I R E M E N T FOR CERTIF ICAT IONS 

OF M O N S E G R E G A T i E D FACIL IT IES 

A c e r t i f i c a t i o n of N o n s e g r e g a t e d Fac i l i t i es , as r e q u i r e d by the M a y 9, 1 9 6 7 o r d e r on E l i m i n a t i o n of S e g r e g a t e d 
Fac i l i t i es , by t he S e c r e t a r y of Labor ( 3 2 Fed. Reg 7 4 3 9 , M a y 19, 1 9 6 7 ) , m u s t be s u b m i t t e d n n o r to t h e a w a r d of a 
s u b c e r m a c t e x c e e d i n g 5 1 0 , 0 0 0 w h i c h is no t e x e m p t f r o m t h e p r o v i s i o n s ot t h e Equa l O p p o r t u n i t y Clause The 
c e r t i f i c a t i o n m a y be s u b m i t t e d e i t h e r for e a c h s u o c o n t r a c t or for a l l s u b c o n t r a c t s d u r i n g a p e r i o d l i e , q u a r t e r l y , 
s e m i a n n u a l l y cr a n n u a l l y ; . 

(Note : Whoever knowingly ana wi i l fu l lv makes any faise, f icvt ioes or f raudulent representat ion may be liab'e to cr iminal 
aiosecutio*^ under 18 U.S C 1001 ) 

2 A f f i r m a t i v e A c t i o n f o r D i s a b l e d V e t e r a n s a n d V e t e r a n s o i t h e V i e t n a m Era ( 4 1 C F R 6 0 - 2 5 0 ) : ( A p p l i c a b l e on ly to 
c o n t r a c t s for S I 0 . 0 0 0 or more . ) 
The a f n r m a t i v e a c t i o n c l a u s e p r e s c r i b e d i n s e c t i o n 6 0 - 2 5 0 . 4 of T i t l e 4 1 o f t he Code of Federa l R e g u l a t i o n s .is 
i n c o r p o r a t e d h e r e i n by r e f e r e n c e (as p e r m i t t e d by s e c t i o n 6 0 - 2 5 0 . 2 2 of s a i d R e g u l a t i o n s ) as if set ou t in l u l l a; th i s 
po in t . H t h e O p e r a t o r (a) has 5 0 or m o r e e m p l o y e e s a n d (b) t h i s c o n t r a c t is for $ 5 0 , 0 0 0 or m o r e , t h e n w i t h i n 1 2 0 days 
f r o m the e f f e c t i v e n e s s of t h i s c o n t r a c t . O p e r a t o r sha l l p r e p a r e a n d m a i n t a i n a n a f f i r m a t i v e a c t i o n p r o g r a m at c ^ c h 
e s t a b l i s h m e n t w n i c h sna i l set f o r t h t h e O p e r a t o r ' s po l i c ies , p r a c t i c e s a n d p r o c e d u r e s in a c c o r d a n c e w i t h s e c t i o n 5 0 
2 5 0 . 6 of s a i d R e g u l a t i o n s . 

3 A f f i r m a t i v e A c t i o n f o r H a n d i c a p p e d W o r k e r s ( 41 C F R 6 0 - 7 4 1 . 4 ) ; ( A p p l i c a b l e o n l y to c o n t r a c t s 'or $2 .50 " ) or m o r e ! 
T h e a f f i r m a t i v e a c t i o n c l a u s e p r e s c r i b e d in s e c t i o n 6 0 - 7 4 1.4 of T i t l e 4 1 of t h e Code oi Federa l R e g u l a t i o n s is 
i n c o r p o r a t e d h e r e i n by r e f e r e n c e las p e r m i t t e d by s e c t i o n 6 0 - 7 4 1 . 2 2 of s a i d R e g u l a t i o n s ) as if set o u t m fu l l at th i s 
po in t . If O p e r a t o r (al has 5 0 or m o r e e m p l o y e e s a n d (b) th is c o n t r a c t is for $ 5 0 , 0 0 0 c-r m o r e . t h e n , w i t h m 1 2 0 days of 
the e f f e c t i v e n e s s of t h i s c o n t r a c t . O p e r a t o r sha l l p r e p a r e a n d m a i n t a i n a n a f f i r m a t i v e a c t i o n p r o g r a m at e a c n 
e s t a b l i s h m e n t , w h i c h p r o g r a m sha l l se t i o r t h O p e r a t o r ' s po l i c i es , p r a c t i c e s a n d p r o c e d u r e s m a c c o r d a n c e w i t h s e c t i o n 
6 0 - 7 4 1 . 6 of sa id R e g u l a t i o n s 

4 M i n o r i t y B u s i n e s s E n t e r p r i s e s ( F e d e r a l P r o c u r e m e n t R e g u l a t i o n s 1 - 1 . 1 3 ) : 
A U t i l i z a t i o n o f M i n o r i t y B u s i n e s s E n t e r p r i s e s : ( A p p l i c a b l e on l y to c o n t r a c t s w h i c h m a y e x c e e d $ 1 0 , 0 0 0 . ) 

(1) It is t he po l i cy of the G o v e r n m e n t t h a t m i n o r i t y b u s i n e s s e n t e r p r i s e s sha l l h a v e the m a x i m u m p r a c t i c a b l e 
o p o o r t u n n y to p a r t i c i p a t e in the p e r f o r m a n c e of G o v e r n m e n t c o n t r a c t s . 

(2) O p e r a t o r a g r e e s to use i t s bes t e f f o r t s to ca r r y ou t th i s po l i cy in t h e a w a r d of i ts s u b c o n t r a c t s to t h e fu l l es t 
e x t e n t c o n s i s t e n t w i t h t h e e f f i c i e n t p e r f o r m a n c e of t h i s c o n t r a c t . A s u s e d in t h i s c o n t r a c t , t l ie t e r m " m i n o r i t y 
b u s i n e s s e n t e r p r i s e m o a n s a b u s i n e s s , at l eas t 5 0 p e i c e n t of w h i c h is o w n e d by m i n o r i t y y r o u p m e m b e r s ur, i n 
case of p u b l i c l y o w n e d b u s i n e s s e s , at least 51 p e r c e n t of t he s l o c k of w h i c h is o w n e d by m i n o r i t y g r o u p 
m e m b e r s For the p u r p o s e s of t ins d e f i n i t i o n , m i n o r i t y g r o u p m e m b e r s a re N e g r o e s . S p a n i s h - s p e a k i n g 
A m e r i c a n p e r s o n s . A m e r i c a n - O r i e n t a l s , A m e r i c a n - I n d i a n s , A m e r i c a n - E s k i m o s , a n d A m e r i c a n A l e u t s Ope ra to r 
may re iy o n w r i t t e n i e p r e s e n t a t i o n s by s u b c o n t r a c t o r s r e g a r d i n g t h e i r s t a t u s as m i n o r i t y b u s i n e s s e n t e r p r i s e s i n 
l i e u of a n i n d e p e n d e n t i n v e s t i g a t i o n 

3 M i n o r i t y B u s i n e s s E n t e r p r i s e s S u b c o n t r a c t i n g P r o g r a m : ( A p p l i c a b l e o n l y -to c o n t r a c t s w h i c h m a y exceed 
$ 5 0 0 , 0 0 0 a n d w h i c h o f te r s u b s t a n t i a ! s u b c o n t r a c t i n g poss ib i l i t i es . ) 
(1) O p e r a t o r a g r e e s l o e s t a b l i s h a n d c o n d u c t a p r o g r a m w l u c h w i l l e n a b l e m i n o r i t y b u s i n e s s e n t e r p r i s e s fas d e f i n e d 

i n t he c l a u s e e n t i t l e d U t i l i z a t i o n of M i n o r i t y B u s i n e s s E n t e r p r i s e s " ) to be c o n s i d e r e d ta i r i y as s u b c o n t r a c t o r s 
a n d s u p p l i e r s under tms c o n t r a c t In th is c o n n e c t i o n . O p e r a t o r sha l l 
ia) D e s i g n a t e a l i a i s o n o l f -cer w h o w i l l a d m i n i s t e r O p e r a t o r ' s m i n o r i t y b u s i n e s s e n t e r p r i s e s p r o q r a m 
m i P rov ide a d e q u a t e a n d t i m e l y c o n s i d e r a t i o n of t he p o t e n t i a l i t i e s of k n o w n m i n o r i t y b u s i n e s s en te rp r i se r , >n ad 

" m a k e or b u \ d o e i s i u n s 
lc> Assure ' - tha t k n o w n m i n o r i t y b u s i n e s s e n t e r p r i s e s w i l l have an e q u i t a b l e o p o o r t u n n y to c o r i u v i e ! " r 

r u u e p n i r a t t s t>.n t . cu l . i r l y i n a r r a n g i n g s o l i c i t a t i o n s t i m e for t h e p r e p a r a t i o n of b i ds , q u a n t i t i e s , s i i e o i l i c u t i o n s a n d 
d o i i v e ' y schedu les - so as to iaa, l , ta ' .e t ho p a r t i c i p a t i o n of m t n o r e y b u s i n e s s e n t e r p r i s e s 

(<l; M a i n t a i n t e c o r d s s n o w i n g j i) p r o c e d u r e s w h i c h have b e e n a d o p t e d to c o m p l y w i t h t h e oobc ies se : fo r th in 
t ' i s c l a u s e i n c l u d i n g the e s t a b l i s h m e n t of a s o u r c e l ist of m i n o r i t y b u s i n e s s e n t e r p r i s e s , (it) a w a r d s to m i n o r i t y I M I M I U ' S S 

' e r t e r p i ises o n the- sou - ce 'e.t. a n d ( H I ) spec i f i c e f f o r t s to i d e n t i l v a n d a w a r d c o n t r a c t s t o m i n o r i t y bus ' i ess ente'p'>*<"•• 
a*I. I n c l u d e u n ; US ' l i / . i i i on of M i n o r i t y B u s i n e s s E n t e r p r i s e s c l a u s e in s u b c o n t r a c t s w h i c h o f fe r s u b s t a n t i a l 

m i n o r i t y b u s i n e s s e n t e r p r i s e s s u b c o n t r a c t i n g o p p o r t u n i t i e s 
( i l C o o p e r a t e w i t h t i — C o n t r a c t i n g O r cer m any s t u d i e s a n d s u r v e y s cf O p e r a t o r ' s m i n o r i t y b u s i n e s s 

e n t e r p r i s e s '. r o c o d u r o s a n o pi .sc-n.es t ha t t he C o n t r a c t i n g O f f ' O " m a v f r o m t i m e to t i m e c o n d u c t 
(q> S u b m i t p e r i o u c: r e p o r t s of s u b c o n t r a c t i n g to k n o w n m i n o r i t y b u s i n e s s e n t e r p r i s e s w i t h res t iec t to t he 

record's r e f e r r e d to in s u b p a r a g r a p h i d a b o v e «n s u c h f o r m a n d m a n n e r a r id at s u c h t i m e ( n o ! m o r e o's-e. t ' - .m q u a r t e r l y ) 
,T- t he C o n r a o M u ; O h i o - :r. e, p r e s c r i b e 

, ? ( Ope i ator f u r t h e r as - ' -es '.o i n s e r t , m ,'-"v s a i - e o " " s " ' v i i i j n d i - r w h i c h tr av i ' * - > " C vSCO.OC ) pre-, •aore, A ' I 
sa . ! ' e c u k - r m sutae - n s u i K a , mcp-i.-gv at " a s r 'aust* . i n c l u d i n g tms p a r a n , ; !•„. is/ t i t - , " s -
c o n t r a c t " o C f i s s " •• n a m e s c s u m s u b c o m r a c t O ' S 
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EXHIBI" "F" 

GAS BALANCING AGREEMENT 

Attached t o and made a p a r t of. the Operating 

Agreement between CONTINENTAL OIL COMPANY , 

Operator, and the s i g n a t o r y p a r t i e s h e r e t o , 

Non-Operators , dated the 1st day 

of December , 19 78 . 

During the p e r i o d or periods when any p a r t y hereto has no 

market f o r , or i t s purchaser i s unable t o take or i f any 

p a r t y f a i l s t o take i t s share of gas, the other p a r t i e s 

s h a l l be e n t i t l e d t o produce each month one hundred percent 

(100%) o f the all o w a b l e gas p r o d u c t i o n assigned to the Unit 

Area by the a p p r o p r i a t e governmental e n t i t y having j u r i s d i c ­

t i o n , and each of such p a r t i e s s h a l l take i t s p r o r a t a share. 

A l l p a r t i e s hereto s h a l l share i n and own the condensate r e ­

covered a t the surface i n accordance w i t h t h e i r r e s p e c t i v e 

i n t e r e s t s , but each p a r t y t a k i n g such gas s h a l l own a l l of 

the gas d e l i v e r e d to i t s purchaser. Each p a r t y unable t o 

market i t s share of the gas produced s h a l l be c r e d i t e d w i t h 

gas i n storage equal to i t s share of the gas produced, less 

i t s share of gas used i n lease o p e r a t i o n s , vented or l o s t . 

Operator s h a l l m a i n t a i n a c u r r e n t account of the gas balance 

between the p a r t i e s and s h a l l f u r n i s h a l l p a r t i e s hereto 

monthly statements showing the t o t a l q u a n t i t y of gas produced, 

used i n lease o p e r a t i o n s , vented or l o s t , and the t o t a l quan­

t i t y o f condensate recovered. 

A f t e r n o t i c e to Operator, any p a r t y may begin t a k i n g or 

d e l i v e r i n g i t s share of the gas produced. I n a d d i t i o n to 

i t s share, each p a r t y , u n t i l i t has recovered i t s gas i n 

storaee and balanced i t s eas account, s h a l l be e n t i r l e r 1 rn 
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take or d e l i v e r a volume of gas equal to t w e n t y - f i v e percent 

(25%) of each overproduced p a r t y ' s share of gas produced. 

I f more than one p a r t y i s e n t i t l e d t o the a d d i t i o n a l gas 

produced, they s h a l l d i v i d e such a d d i t i o n a l gas i n accor­

dance w i t h u n i t p a r t i c i p a t i o n . Any such a d d i t i o n a l gas 

which i s taken or d e l i v e r e d by an underproduced p a r t y s h a l l 

be a p p l i e d to the underproduction i n the account o f the under­

produced p a r t y on a l a s t - i n - f i r s t - o u t method o f accounting. 

I n the event p r o d u c t i o n o f gas permanently ceases p r i o r to 

the time t h a t the accounts of the p a r t i e s have been balanced,' 

a complete ba l a n c i n g s h a l l be accomplished by a money s e t t l e ­

ment. Settlement by each overproduced p a r t y s h a l l be based 

upon the weighted average p r i c e r e c e i v e d by such overproduced 

p a r t y f o r the gas i t produced and sold d u r i n g the p e r i o d such 

ove r p r o d u c t i o n accrued. A l l monies p a i d to a d j u s t an imbalance 

i n gas sales s h a l l be pai d less a p p l i c a b l e taxes already p a i d 

and less any amount su b j e c t to ref u n d pursuant to d i r e c t i o n s 

o f the FERC or other r e g u l a t o r y agencies having j u r i s d i c t i o n 

unless otherwise agreed upon by the p a r t i e s . Any p a r t of the 

monies not pai d to an underproduced p a r t y because i t i s subject 

t o r e f u n d pursuant t o d i r e c t i o n s of the FERC or other r e g u l a t o r y 

agencies having j u r i s d i c t i o n s h a l l be pai d to the underproduced 

p a r t y at such time as such money i s no longer subject t o ref u n d . 

At a l l times w h i l e gas i s produced from the Unit Area, each 

p a r t y s h a l l be respo n s i b l e f o r settlement of a l l r o v a l t i e s , 

o v e r r i d i n g r o y a l t y i n t e r e s t , and other payments out of or i n 

l i e u of pr o d u c t i o n f o r which i t i s r e s p o n s i b l e , as i f each 

p a r t y were t a k i n g or d e l i v e r i n g to a purchaser i t s share, 

and i t s share only, of such gas pr o d u c t i o n . Each p a r t y hereto 

agrees to hold each other p a r t y harmless from any and a l l claims 

f o r l'oyalty payments and other, burdens asserted by r o y a l t y owners 

and/or others to whom such p a r t v i s accountable. 
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The Operator, at the request of any party, may produce the 

e n t i r e w e l l stream, i f necessary, f o r a d e l i v e r a b i l i t y test 

not to exceed seventy-two (72) hours duration required under 

such requesting party's gas sales contract and may overproduce 

i n any other s i t u a t i o n provided that such overproducing would 

be consistent w i t h prudent operations and w i t h applicable laws, 

rules and regulations of the State of New Mexico. 

The provisions of t h i s agreement s h a l l be separately applicable 

and s h a l l c o n s t i t u t e a separate agreement as to each well and 

each reservoir to the end, that: production from one reservoir 
not 

may/be u t i l i z e d f o r the purpose of balancing underproduction 

from other reservoirs. 

I f any provision of t h i s Exhibit should be inconsistent w i t h 

any provisions contained i n the Operating Agreement to which 

i t i s attached, the provisions of t h i s Exhibit s h a l l p r e v a i l . 


