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AA.PL. FORM 610

OPERATING AGREEMENT

THIS AGREEMENT. entered into this__ 15T day of _  _December
CONTINENTAL OIL COMPANY

, 192.8.~, between

hereafter designated as “Operator”, and the signatory parties other than Operator,

WITNESSETI], THAT:

WHEREAS, the purtics to this agreement are owners of oil and gas leases covering and, if so indicated,
unleased mineral interests in the tracts of land deseribed 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 uas hercinufter
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 azreement shall alwavs be referred to as “it” or “‘they”, whether the parties be cor-
porate bodies, partnerships, associations, or persons real. '

{3) The term *“oil and gas” shall inclﬁde oil, gas. casinghead gas, gas condensate. and all other liquid or gase-
ous hydrocarbons, unless an intent to limit the inciusiveness of this term is specifically stated.

(4) The term *oil and gas interests” shall mean unleased fee and mineral intervests in tracts of land lying
within the Unit Arca which are owned by parties to this agreement.

(5) The term ""Unit Area’ shall refer to and include ail of the lands, oil and gas leasehold interests and oil
and gas interests intended to Le developed and operated for oil and gas purposes under this agreement.

Such lands, oil and gas leaschold interests and oil and gas interests are described in Exhibit A",

{6) The term, “drilling unit” shall mean the area fixed for the drilling of one well by order or rule of any
state or federal bedy having authority. If a drilling unit is not fixed by any such rule or order, a drillin
unit shall be the drilling unit as established by the ;:uncz‘niof drilling in the Unit Area or as fixed by ex-
press agreement of the parties.

(7) Al exhibits attached to this agreement are made a part of the contract as fully as though copied in full
in the contract.
(8) The words “equipment” and “materials” as used here are synonymous and shall mean and include uli
oil ficld supplies and personal property acquired for use in the Unit Area.
2. TITLE EXAMINATION, LOSS OFF LEASES AND OIL AND GAS INTERESTS

A. Title Examination:

Trere shall be no examination of title to leases, or to oil and gas interests, except that title to the lease
coverina ine lund upon which the exploratory well is 1o be drilled in accordance with Section 7. shail be exam -
incd on a complete wbstract record by Operator’s attorney. and the title to both the oil and gas lease and to
the fee titie of the lessors must be approved by the exomiming attorney, and accepted by all parties. A copy of
the exaniming attorney’s opimion shall be sent to cach party immediately after the opiniun is written, and,
also, cach party shall be given, as they are written, a copy of all subsequent supplemental attornes’s reports.
A pood faithh effort to satisfy the exuamining attorney’s requirements zhall be made by the party owning the
lease covering the driilsite

If title 10 the proposed drillsite is not approved by the examining attorney or the lease is not acoeptable
for a material reason, and all the parties do not accept the title, the parties shall seleet a new drillsite for the
first exploratory well; provided, if the parties are unable to agree upon another dritisite, this agreement shodl
in that case, come td an end and all paties shall then forfeit thewr rights and be relieved of obligations here-
under, I a x.uv:' drillsite is selected, title to the oil ard pas lease Cr)vcrin;'_ 1t ard to the fee titie of the Sessor
shall be eaamined, and title shall be approved or accepted or rejected in HRke muanner o provided above con-

cerning the drilleite first selected. 17 Utle to the oil ard gos lewse covering the recond choice arillsite 15 Lot

approved or accepled, other driflaites vhull be successively seiveted and title examined, until a ditllsite s chosen
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to which title is approved or accepted. or until the parties fail to sclect another drillsite.  As in the case of the
drillsite first selected, so also wiath successive choices if the time comes that the parties have not upproved
title and are unable to agree upon an alternate drillsite, the contract shatl, in that case and at that time, come
to an end and all parties shall forfeit their rights and be relieved of obligations under this contract.

No well other than the first test shall be drilled in the Unit Arca until after (1) the title to the lcase
covering the binds upon which such well is to be located has been examined by Opcerator's atterney, and (2)
the title has been approved by the examining attorney and the title has been accepted by all of the parties
who arc to participate in the drilling of the }vell.

. Failure of Title: ) ' ) . Cwem

Should any oil an‘(‘{hglucs Q%S:S.sorri% grlugts tﬁg'o?n_rl?cd 0%%11?1?08;51 }:gFfrge(?fttiztl}Sc\s‘ 1g“:r1\ari£mr£:;11ﬁ§ 1%111 A%
nevertheless, continue in force as to all remaining leases and interests, and

- (1) The party whose lease or interest is affected by the title (atlure shall bear alone the entire ioss and it
shall not be entitled to recover from Operator or the other parties any development or operating costs
which it may have therctofore paid, but there shall be no monetary liability on its part to the other par-
tics hereto by reason of such title failure: and '

(2) There shall be n‘o retroactive adjustment of expenscs incurred or revenues received from the operation
of the interest which has been lost, but the interests of the parties shall be revised on an zercage basis,
as of the time it is determined finally that title failure has occurred, so that the interest of the party
whose lease or interest is affected by the title failure will thereafter be reduced in the Unit Area by the
amount of the interest lost; and

(3) If the proportionate interests of the other parties hereto in any producing well theretofore drilled on
the Unit Area is increased by reason of the title failure. the party whose title has failed shall receive
the proceeds attributable to the increase in such interests (less operating cosis attributable thereto)
until it has been reimbursed for unrecovered costs paid by it in connection with such well: and

(

e
—

Stould any person not a party to this agreement, who is determined to be the owner of any interest in

the title wiich has failed. pay in any manner any part of -the cost of operation, development, or cequip-

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

the party or parties hereto who in the first instance paid the costs which are so refunded; and

{5) Any liability to account to a third party f{or prior production of oil and gas which arises by reason ol

title fuilure shall be horne 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 Other Than Title Failure:

If any lease or interest subject 1o 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 if any lease or interest therein is lost due to the fact that the produc-
tion therefrom is shut in by recason of lack of market, the loss shull not be considered a failure of title and all
such Josses shall be joint losses and shall be borne by all parties in proportion to their interests and there shall
be no readjustment of interests in the Unit Arca.

3. UNLEASED OIL AND GAS INTERESTS

If any puarty 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 »il and gas lease attached as “Exhi-
Lit “BY and for the primary term therein stated. As to such interests, the owner shall receive rovalty on produc-
tion as preseribed i the form of ofl and gas lease attached hereto as Exhibit B0 Such party shaill however,
be sublect to all of the provisions of this agreement roiating to lessees, to the extent that it owne  the Jessee
interest, h
' 4. INTERESTS OF PARTIES

Exhibit A" lists ull of the parties, and their respective percentage or fractional interests under this
apreement.  Unless chanped by other provisions, all costs and labilities incurred in operations under this con-
tract shall be borne and paid, and ali cquipment and materiud acquired in operations on the Unit Area ohiwdd b
owned, by the parties a: their interests are given i BExiubit A7 Al production of ol and pas from e Unet

Area. subject to the pavment of lessor's royalties, shall also e owned by the parties in the “soue manres
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If the interest of any party in any oil and gas lewse covered by this agreement is subject to an overriding
royalty, production payment, or other charge over and cbove the usual one-eigthh (4) royalty, such party shall
assume and alone bear all such excess obligations and shall aceount for them to the owners thercof out of its

share of the working interest production of the Unit Area.
5. OPERATOR OF UNIT

CONTINENTAL OIl. COMPANY shall be the Operator of

the Unit Area. and shall conduct and direet and have {ull control of all operations on the Unit Area as per-
mitted and required by, and within the limits of, this agreement. It shall conduct ull such operations in a good
and workmanlike manner, but- it shall have no hability as Operator to the other parties for losses sustained,
or liabitities incurred, except such as may result [rom gross negligence or from breach of the provisions of

thisx agreement.
6. EMPLOYEES

The number of employees and their selection, and the hours of labor and the compensation for services
performed, shall be determined by QOperator.  All employees shull be the employees of Operator,
7. TEST WELL
On or before the___15 . day of January , 19_78  Operator shall commence the drill-

ing of a well for oil and gas in the following location: 660' FSL and 3,300' FEL, Section 19,

T-17-S, R-29-E, Eddy County, New Mexico,

and shall therecafter continue the drilling of the well with due diligence to a depth sufficient to test
the Morrow Formation at an estimated depth of 10,950'

or other condition, including mechanical difficulties or loss of the hole,
unless granite or other practically impenetrable substancc/ls encountered at a lesser depthor unless ail parties

agree to complete the well at a lesser depth.

Operator shull make reasonable tests of all formations encountered during drilling 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 o specific formution or formations, in which event QOperator shall be required {o test only the
formation or formuations (o which this agreement may apply.

If in Operator's judgment the well will not produce oil or gas in paying quantities, and it wishes to
.iug and abandon the test as a dry hole, it shall first sccure the consent of all parties to the plugging, and the

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

8. COSTS AND 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 with their respective proportionate shares upon the cost and expense basis
provided in the Accounting Procedure attached hereto and marked Exhibit *C”. If any provision of Ex-
hibit “C" should be inconsistent with any provision contained in the body of this agreement, the provisions in

the body of this agreement shall prevail.

Operator, at its clection, shall have the right frem time to time to demand and receive from the other
parties payvment 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 exercizeu onty by submissiun 3
cach such party of an itemized statement of such estimuted costs, together with an invoeice for its share there-
cf. Each such statement and invoice for the payment in advance of estimated costs shall be submitted on or
before the 20th day of the next preceding month.  Each party shull pay to Operator its proportionate share of
such estimate within fifteen (15) days afrer such estimate and invoice is received.
If{ payment 1is. not muade within such time, the unpaid balance shall bear interest
montily ar the rate of twelve percent (127) per annum or the maximum cantract rate
nermitted by the applicable usury laws in rthe state in which the Joint Property is

: Do y : w's foes, court costs, and other costs
in conneccion with the collection of unpaid amounts. Proper adjustment shall be
i nces and actual cost, to the end that each party shall
and no nore.

e, < .- .
Lo LLi LSl U, pau3d Ll
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9. OPERATOR'S LIEN
Operator is givenp a first and preierred Jien on the interest of each party covered by this contract; and
the proceeds f{rom the s.ﬂ f‘
in cach party’s interest i il and gas produced and-tire-proeved=thereof, and upon each party’s interest in ma-
terial and equipment, to sccure the payment of all sums due from cach such party to Operator.

In the event any puarty fails o pay any amount owing by it to Operator as its share of such costs and
expense or such advance estimate within the time limited for payment thercof, Operator, without prejudice to
other existing remedies, is authorized, at its clection, lo collect from the purchaser or purchasers of oil or gas,
the proceeds accruing to the working interest or interests in the Unit Arca of the delinquent party up to the

laimed by the operator to be
amountOwing by such party, and cach 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 negleet or failure of any non-operating party te promptly pay ils proportionate part
of the cost and expense of development and operation when due, the other non-operating parties and Operator,
within thirty (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 :his section. Upon the pavment by such delinguent or
defaulting party to Operator of any amount or amounts on such delingquent 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 parties and Operator propor-

tonately i accordance with the contributions therctolore made by them.

10. TERM OF AGREEMENT

This agreement shall remain in full force and eifect 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, xencwal or otherwxse provxdcd however, thot in the event th first well drilled hercunder results in

if productlve is th erea%ter pfuggecﬁe and an onecg
a dry ho!c/‘;mé no other well is producmg oil or gas :n paying quantxties from 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 drilling o well or wells pursuant to Section 12 hiereof, or all p.x"ll(‘
have agreed {o drill an additional well or wells under this agreement, in which event this agreement shall con-
tinue in force until such well or wells shall have been drilled and completed. If production resulis there-
from this agreement shall continue in force thereafter as if said first test well had been productive in paving
quantitics, but if production in paying quantities docs rot result therefrom this agreement shall terminate
at the end o( ninety (90) days after abandonment of such well or wells. It is aoreed, howcvex', that the term-
ination of this agreement shall not relieve any party hercto from ;111,\" liability which has accrued or attached
prior to the date of such termination.
11. LIMITATION ON EXPENDITURES

YVithout the consent of all_pgiies: (a) No well shall be drilled on the Unit Arca excep! any well ex-
pressly provided for in this agreement and excent 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 shali include consent to all
necessary expenditures in the drilling, testing, completing, and cquipping of the well, including necessary
tunkage: (b) No well shull 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 understoed that the ccnsent to
the reworking, plugging back or deepening of o well shall include consent to all necessary expuenditures in
conducting such opcxntxom and completing and cquipping of said well to produce, including necessary tank-
age: (¢) Operator shall not undertake any single project reasonably estimated to reguire an expenditure in
excess of __Fifteen thousand Dollurs (§_+2,000.00

except in connéction with a well the drilling, reworking, decpening, or plugping back of which has been pre-
viously authorized by or pursuant !o this agreement; provided, however, that in case ‘of explosion, fire. flood,
or other sudden vmm'gcncy, whether of the same or different nuture, Operator may take such steps and incur

such expenses as in its opinlon are required to deal with mc emergencey and to safezuard life and property,

bat Operator shall, as promptly as possible, report the emergencey to the othu‘ sartics. OpershorxmElinenax
y i A

It Operuter pret ‘:(_J‘us o . - . its own usc, Operator shall

eQNESIN X Daneastn XD asOidix MR CAuthionity for  Expenditures”  for nn;\)snh.n {RIT, HOD OO MR S X X R X -

f""T‘J{‘H cconies to all parties.

e S,
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12 OPERATIONS BY [LESS THAN ALL PARTIES

If all the parties cannot mutually agree upon the drilling of any well on the Unit Area other thun the
test well provided for in Seetion 7, or upon the reworking, decpening or plugging back of a dry hole drilled
at the joint expense of ull parties or a well jointly owned by all the parties and not then producing in payving
quantities on the Unit Arca, anv party or parties wishing to drill, rework. deepen or plug back such a well
may pive the other parties written 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 u notice shall have thirty (30) days (except as to reworking, plugging back or drilling deeper, where
a drilling rig is on location, the period shall be limited to forty-cight (48) hours exclusive of Saturday gp{%un-
day ‘/gﬂgr %?g(é}pl)t l?)?]!%méaryo%?w within which to no:ify the puarties wishing to do the work whether they elect
to participate in the cost of the proposed operation. Failure of a party receiving such a notice to so reply to
it within the period above fixed shall constitute an clection by that party not to participate in the cost of the

propuosed operation,

If any party receiving such a notice vlects not {o participate in the proposced operation (such party or
parties being herecafter referred to as “Non-Consenting Party’), then in order to be entitled to the benefits
of this section, the party or purtics giving the notice and such other parties as.shall elect to part{v.;ipg}_g in the
operation (all such parties being hereafter referred to as the “Consenting Parties™) si;n}l, within thirty (20)
days after the expiration of the notice period of thirty (30) davs (or as promptly as possible after the expir-
ation of the 48-hour period where the drilling rip is on location, as the case may be) actually commence work

on the proposed operation and complete it with due diligence.

&e

The entire cost and risk of conducting such operutions 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 Purties shull keep Lthe leaschold estates involved in such operations frec and clear of ull
liens and ercumbrances of every kind created by or arising from the operations of the Censenting Parties, If
such an eperation results in a dry hole, the Consenting Parties shall plug and abuandon the well at their sole
cost, risk and expense. 1f any well drilled, rewnorked, deepened or plugged back under the provisions of this
section results in a producer of oil and’/or gas in paying guantities, the Consenting Partics shall complete ard
cequip the well to produce at their sole cost and risk, and the well shall then be turned over to Operator and
shall be operated by it at the expense and for the account of the Consenting Parties. Upon commencement of
operations for the driltling, reworking, deepening or plugging back of any such well by Co.nscn!in;: Parties
in accordance with the provisions of this section, cach Non-Consenting Party shall be deemed to have relin-
auished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proporiion
to their respective interests, all of such Non-Consenting Party's interest in the well, its leaschoid operuating
rights, and share of production therefrom until the proceeds oXrXekMXXBRRXENM2c! (after deducting pro-

,and the usual one-eighth (1/8) -
duction taxes/royalty, overriding royvalty and other interests Ipavable out of or measured by the production

from such well accruing with respect to such interest until it reverts) shall equal the total of the following:

(A) 10096 of cuch such Non-Consenting Party's snare of the cost of any newly acquired surfuce equipment
beyond the wellhead conneetions (including, but not limited to, stock tanks, separators, treaters,
pumping equipment and piping), plus 1009 of cach such Non-Conrenting Part;\";s share of the cost of
operation of the well commencing with first production and continuing until each such Non-Consenting
Party's relinquished interest shall revert to it under other provisions of this section. it being agreed that
cach Non-Conseniing Puarty’'s share of such costs and equipment will be that interest which would have
been churpeable 1}_{(:;:(11 Non-Con=enting PParty had it participated in the well from the beginning of

the operation; and

(D) 2607 of thut portion of thie costs and expenses of drilling, reworking, deepening or plugging back,
testing: and completing, ufter deducting any cash contributions received ‘undcr Section 25, and 200¢;
o: that portion of the cost of newly acquired cguipment in the well (to and including the wellheud
cenniechions ), wioch would have been chargeablic to such Non-Consenting DParty if it had participated

therein.
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In the case of any reworking, plugoing back or deeper drilling operation, the Consenting Parties shall
be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the nwnership of all
such equipment shall remain unchanged: and upon abandonment of a well after such rc\i'orkin',; pluguing
back or deeper drilling. the Consenting Parties shall account for all such equipment to the owners thereof,

with cach party receiving its proportionate part in kind or in value.

Within sixty (60) doys alter the completion of any operation under this section, the party conducting
the operations for the Consenting Partics shall furnish cach Non-Consenting Party 'with an inventory of
the equipment i and connected to the well) and an Lemized statement of the vost of drilling, deepening,
plureing back, testing, completing, and equipping the well for production; or, at its option, the operatling
party. in licu 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 with an itemized statement of all
costs and Habilities incurred in the ovperation of the well, together with a statement of the guantity of oil
and gas produced from it and the amount of proceeds realized from the sule of the well's working intcrest
production during the preceding month,  Any amount realized from the sale or other disposition of equip-
ment newly acquired in connection with any such operation wnich would have been owned by a Non-Con-
senting Party had it pavticipated therein shall be credited against the total unreturned costs of the work done
and of the equipment purchased, in determining when the interest of such Non-Consenting Party shall revert

to it as above provided: il there is a credit balance it shall be paid to such Non-Consenting Party,

If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest the
amounts provided for above, the relinquished interests of such Non-Consenting Party shall autematically
revert to it and from 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 periaining thereto.
and the preoduction therefrom as such Non-Consentirg Party would have owned had it participated in the
drilling, reworking, deepening or plugging back of sa.d well. Therecafter, such Non-Consenting Party shali be
charged with and shall paxy its proportionate part of the further costs of the operation of said well in accord-

ance with 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 from a source of supply from which a well located else-
where on the Unit Arca is producing, unless such well conforms to the then-existing well spacing puttern

A

for such source of supply.

The provisions of this scction shall have no application whatsoever to the drilling of the initial teast
well on the Unit Arca, but shall apply to the reworking, deepening, or plugging buck of the initial test wel
after it has been drilled to the depth specified in Section 7, if it is, or thercafter shall prove to be, a dry
hole or non-commercial well, and to all other welis drilled, reworked, deepened, or plugged bad{_ or pro-
posed to be drilled, reworked, deepened, or plugged back, upon the Unit Arca subsequent to the drilling of

the initial test well.

13. RIGHT TO TAKE PRODUCTION IN KIND
the _r]éght to

Each purty shn}‘?ﬁ\:{gc”m kindTor separately dispose of its proportionate share of all oii and gas pro-
duced from the Unit Area, exclusive of production which may be used i development and producing oper-
ations and in preparing and treating oil for marketing purposes and production unaveidably lost. Euch party
cshall puy or deliver, or cause to be paid or delivered, all royaities, overriding rovalties, or cther pavments
duc on its share of such production, and shall hold the other parties free from any hability therefor™ Any

extra expenditure mceurred in the tuking in kind or separate disposition by any party of its proportionate

shuare of the production shall be Lorne by such party, oo .

Each party shall exceute ull division orders and contructs i sale pertaining o its intervst in produc-
tion from the Unit Area, and shadl be entitled to receive pavment direet {rom the purchaser or purchasers

thereofl for its share of ol production.

“No partv shall ever be responsible, on agw price basis higher than the price received

—_ —

n
bv such party, to any other partv's lessor or rovalty owner; and If any such cther
party s losser o rovalty owner

should demane and recelive sottlement on oo higher o

avie, the partw contriouting such tense _bhove snall bear the rovalty brrden ineora
as osuonh hilgher price 18 concerned.
z
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In the event any party shall fuil to make the arranfements necerssary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Unit Arca, Operator shall have the
right. subject to revocation at will by the party owning it, but not the obligation, to purchase such oil and
gas or sell it 1o 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 gus prodqccd
Any ucB sa\gs by Q&orator for any other party's share of quduction from the Unit Area
from fc})' I'nit w‘cqf - A xﬁmxmfm‘?mxxﬂxm P IR GTHUXARA R AXXXY B p %&nggzmxxwquﬁi»&cwxpm a
shall \)e only or such reasonable periods ot time as are consSistent with the minimum needs
NHEOENSN HRN BRRMC KB H RN R R NN R NN X RN M X BRI VSRR E X BN o XK Epk o MR AR BRI KPR aALX AR
0{ the industry under the circumstances, and in no event for a period in excess of one year
SN RN XA XX NN XPOOX KIS RKODEHEXX X KK RXEMRRGXA . Notwithstanding the foregoing, Operator shall not
make a sale into interstate commerce of any other party’s share of gas production without first giving such

other party sixty {60) days notice of such inlended sale.

14. ACCESS TO UNIT AREA

Each party shuall have ;xcco;s to the Uﬁit Arca at all reasonable times, at its sole risk., to inspect or
observe operations, and shall have acecess at reasonable times to information pertaining to the development
or operation thereof. including Operator’s books and records relating thereto. Operator shall, upon request,
furnish each of the other parties with copies of 2ll drilling reports, well logs, tank tables, duily gauge and
run tickets and reports of stock on hand at the first of cach month. and shall make avaiiable samples of any

cores or cuttings taken from any well drilled on the Unit Area.

15. DRILLING CONTRACTS

All wells drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates
prevailing in the area. Opcerator, if it so desires, moy cmploy its own tools and equipment in the drilling
of wells, but its charges thererfor shall not exceed the prevailing rates in the field, and the rate of such
churges shall be agreed upon by the parties in writing before driliing operations are commenced. and such
work shall be performed by Operuator under the same terms and conditions as shall be customary and usual

in the ficld in contructs of independent contractors who zre doing work of a similar nuture.

16. ABANDONMENT OF WELLS

No well, other than any well which has been drilled or reworked pursuant {o Section 12 hercof for
which the Cornsenting Partics have not been fully reimbursed as therein provided; which has been com-
pleted as a producer shall be plugged and abandoned without the consent of all parties: provided. however,
17 ull parties do rot agree to the abandonment of any well, those wishing to continue its operation shall tender
to cach of the other parties its proportionate share of the value of the well's salvablie material and cquip-
ment, determined in accordance with the provisions of Exhibit “C", less the estimated cost of salvaging and
the estimated cost of plugging and abandoning.  Euch uabandoning party shall then assign to the non-
sbandoning parties, without warranty, express or implied, s to title or as to quantity, quality, or filness for use
of the equipment and material, all of its interest in the well and s cquipment, together with its interest in
e jeavehold estate as to, but only as Lo, the interval or intervals of the formation or formations then open
to production.  The wssignments so limited shall encompass the “drilling unit™ upon which the well is located.
The puvments by, and the assipnments to, the assignees shall be in a ratio based upon the relationship of
their respective pereentares of participation in the Unit Arvea to the ageregate of the percentages of partici-

pation in the Unit Area of il esinnees. There shall be no readjusinent of interest in the remaitangt portion

cf the Unit Arca.

v

After the assinnment, the assignors shall have no further respon-ibility, liability, or interest in the
();‘)(':':x!ik)“ of ¢ production rrom the well in the interval or intervals then open. Upoﬁ reguest of the assipnees,
Opcrator shall continue {o operate the assidned well for the account of the non-abandoning parties at the
ruter and charges contemulated by this agreement, pius any additional cost and charpges which may arise us

caeoresult of the weparate ownership of the assigned vl

-3
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17 DELAY RENTALS AND SUHUT-IN WELL PAYMENTS

Belay rentals and shut-in wedl payviments which miy be required under the terms of any Jease shall be
patd by the party who has subjected such lease to this azreement, at its own expense. Proul of cach: payment
shall be given to Operator at least ten (10) dayvs prior to the rental or shut-in well payvment date. Operator
shall furnish similar proot to all other partics concerning pavments it makes in connection with its leases. Any
party may request, and shadl be entitled to receive, proper evidence of all such payments. I, through mistake
or oversizht, iy delay vental or shut-in well payment 15 nol pmd or is erroneously puid, and as a result o lease
or interest therein termmates, there shall be no monetary liability against the party who fuiled to make such
pavment. Unless the party who failed to pay a rental o shut-in well payvment secures o new lease covering the
same interest within ninety (90) davs from the discove v of the futlure tao make proper puyment, the interests
al the parties shall be revised on an acrceage basis effec ive as of the date of termination of the lease involved.
and the party who failed to make proper payment will no longer be credited with an interest in the U_nil Areca
on -account of the ownership of the lease which has terminated. In the event the party who [ailed to pay the
rental or the shut-in well payment shall not have been fully reimbursed, at the time of the loss, h:om the pro-
ceeds of the sale of oil and vas attributable to the Jost mterest, ealeulated on an acreage basis, for the develop-
ment and operating costs theretofore patd on account o such interest. it shali be remmbursed for unrecovered
actual costs thererofore ﬁuid by it (but not for its share of the cost of any dry hole previousty dritled or wells
previously abandoned) from: so much of the following ax 1s necessary to effect reimbursement:

(1) Proceeds of otl and pas, less operating expenses, theretofore accrued to the credit of the lost interest. on
an acreage basis, up Lo the amount of unrecovered costs:

(2) proceeds. less oporating expenses Lhervea{ter incurred attributable to the lost interest on an acreade
basis, of that portion of oll and gas thereafter produced and marketed {(excluding production from any
wells thereafter drilled) which would, in the abrence of such lease termination. e attributable to the
lost interest on an acreage basis, up to the amount of unrccovered costs, the proceceds of sald portion of
the oti and gas to be contributed by the other parties in proportion to their respective interests: and

13) any moneys, up to the amount of unrecovered costs, that may be paid by any party who s, or becomes,
the owner of the interest Jost, for the privilege of participating in the Unit Ares or becoming a party to
this contract.

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

assumes no liability whatsoever for failure 10 do so.
I§. PREFERENTIAL RIGHT TO PURCIHASE - Deleted

19. SELECTION OF NEW OPERATOR
A. REMOVAL
If Operator terminates its legal existence, or no longer owns a lease in the Unit
Area, Or 1is no longer capable of serving as Operator, a successor shall be named for
the Operator. If Opcrator fails or refuses to carry out its duties hereunder, or be-
comes insolvgnc, bankrupt or subject to receivership, it may be removed by a majority
vote of Non-Operators, the Non-Operator vote being on the basis uf the interest of each
Ren-Uperator in the Unit Area on the date the vote is cast. The retiring Operator shall

“dd

continue, for a period not to exceed thirty (20)
until the Successor Operator phvsically takes over.
B. SUCCESSOR OPERATOR

The Successor Operator shall be selected by a majericy vote of the parties hercto
witlh cach party having a voting intcerest cqual to its proportionate interest in the
Unit Area on the date the wote is tnken, the majority intercst beins on the basis of
ownership, not numerical number of parties. If Operator is removed for cause, it may
not vote to succeed itself, and 1if, as a result of the removed Uperuator's participation
in the first vote on its successor there is not a majority vote for a successor, the

second vete shall be by Non-Operators and without the participation of chie remeved

Operater, and Successor Opcerator shall be selected bv a majority vote ot the interests
veting.

Retiring Operater shall deliver to Successor Operator all records and information
deemed necessary by Succecsor Cperator to thoe discharpe v the Successcr Operater of
itg dutice z2nd obliocartionge.

cavs, to discharge the duties of Cperate
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20, MAINTENANCE OF UNIT OWNERSHIP

For the purpose of maintaining uniformity of ownership in the oil and gas leaschold interests covered by
this contract, and notwithstanding any other provisions to the contrary, no party shall sell, encumber, transfer
or muke other disposition of its interest in the leases embraced within the Unit Area and in wells, ¢quipment

and production unless such disposition covers cither:
(1) the entire interest of the party in all leases and cquipment and production; or

(2) an cqual undivided interest in all leases and equipment and production in the Unit Area.
Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly

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

If 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 full 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 with, and with power to bind, the co-owners of such party’s interests within
the scope of the operations embraced i this contract; however, all such co-owners shall enter into and exccute
all contracts or azreements for the disposition of their respective shares of the oil and gas produced from the

v

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

21. RESIGNATION OF OPERATOR

Cperator may resign from -its duties and obligat.ons os Operator at any time upon written notice of not
less than ninety (90) days given to all other parties. In this case, all parties to this contract shall select. by
majority vole in interest, not in numbers, a new Operator who shall assume the responsibilities and duties, and
have the rights, prescribed for Operator by this agrecement. 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. LIABILITY OF PARTIES

The liability of the parties shall be sevefal, not joint or coliective. Each party shall be responsible
only for its obligations. and shall be liable only for its proportionate share of the costs of developing and
operating the 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 shall 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
If 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 shall have the right to participate in the ownership of the renewal lease
insofar as such aftects and covers the Unit Area or auny part thereof
/o paying to the party who acquired it their several proper proportienate shares of the acquisition cost. which

shall be in proportion to the interests held at that time by the parties in the Univ Arca.

If some, but less than all, of the parties elect tc participate in the purchase of a rencewal lease, it shall
Le owned by the parties who clect to participate thereir, in a ratio based upon the relationship of their respec-
tive percentage of participation in the unit arca to the aggregate of the percentages of participation in the unit
areu of Wil parties participating in the purchase of such vencewal lease.  Any renewal lease in whieh less than

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

Each party who participates in the purchase of a4 renewal lease shall be given an assipnment of its pro-
portionate interest therein hy the acquiring party,
The provimons of this section shall apply to renewal leases whether they are for the entire interest

,cevered by the expiring lease ar cover only a portion of its area or an interest therein.  Any renewal lease

] ]

sren hefore the expiration of 1ty predecessor lease, or taken or contracted for within six (6) months after
e espiratien of Whe exizuing lease shail be subject to this provision: but any lCnsc taken or contracied Tor
more than Six (0) months after the expration of an eaisting jcase shall not be deemed o rencews! lvase and
s0onn U e subiect to the provinions of this section.

\

Lo oprooveaons i Uns seonien shall appiy also and an hire muanner to extensions of o:l and gas leases.

— G
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2L OSURRENDER OF LEASES

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

surrendered in whoie 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 therenf, and any well, material and equipment
which muay be located thercon and any tishts in production thereafter secured, to the partics not desiring to
surrender it. Upon such assivnment, fhc assigning party shall Be relicved from all obligations thercuatter uc-
craing, but not therctofore accrued, with respect to the aereage assigned and the operation of any well there-
on, znd the asstening party shall have no further interast in the lease assigned and its equipment and production.
The parties assiznece shall pay to the party assignor “he reasonable salvage value of the latter’s interest in any
wells and cquipment on the assigned acreage, determined in accordance with the provisions of Exhibit “C”,
less the estimated cost of salvaging and the estimated cost of plugzing and abandoninz, If the assitvnment is in
favor of more than ore party, the assigned interest shall be shared by the parties assignee in the proportions

that the interest of cach bears to the interest of all parties assicnee.

Any assiunment or surrender made under this provision shall not reduce or chunge the assignors’ or sur-
rendering parties’ interest, as it was inmediately before the assignment, in the balance of the Unit Area: and
the acreaze assigned or surrendered, and subsequent operations thereon, shall not thereafter be subject to the

terms and provisions of this agreecment.

25, ACREAGE OR CASH CONTRIBUTIONS

I

N

any

)
Rel

ariy receives while this agreement is in force a centribution of cash toward the drilling of 2
weil or any other operation on the Unit Area, such contribution svhall be paid to the party who conduc_tcd the
drilling or other operation and shall be applied by it against the cost of such drilling or other operation. I
the contribution be in the form of acrcage. the party to whom the contribution is made shall promptly execute
an assignment of the acreage, without warranty of title. to all 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 ail the provisions of this contract. Each party shall promptly notify all other parties of zll acreage or

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

26, PROVISION CONCERNING TAXATION

Each of the parties hereto elects, under the authority of Section 761(a) of the Internal Revenue Code of
1954, 1o Le excluded from the application of all of the provisions of Subchapter K of Chapter 1 of Subtitle A of
the Internal Revenue Code of 1954, 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
trhe Interhal Revenue Code of 1354 above referred to under which a similar election {s permitied, euch of the
pariies agrees that such clection shall be exercised. Each party authorizes and directs the Operator to execute
sueh an election or clections on its behalfl and to file the eleciion with the proper governmental office er

agency. If requested by the Operator so to do, each purty agrees te execute and join in such an election,

Opcrator shall render for ad valorem taxation all property subject to this zgreement which by law
shoujd be rendered Tor such taxes, and 1t shall pay all sueh tuxes assessed thervon before they becomie deiin-
quent. Operator shall bill atl other parties for their proportionate share of all tax payments. JARIRRENIOY
PRGN FA KL HUERE.0.0 50

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

non within the tune and manner preseribed by law, and prosecute the protest to a final determination, unless

A parties suree to abandon the protest prior to final determination, When any such protested valuation shail

Lave been hmatly determined, Operator shall pay the assessmient {or the joint account, together with interest and

penaity Lccrued, and the total cost shall then be assessed apainst the parties, and be paid Ly them, XXNXKXODIX

TENRIGE SR

11 the ad valorem taxes arce based in whole or iwn part upon separate valuations of
! arty's werking interest, then notwithstanding anything to the contrary herein,
clharzes to the joint acrount shall pe made and paid by the parties hercto in accor-
ianc

e with the tax valuce cenerated py each partv's worlkiing interest.
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Unit Operator, during the term cf this Operating Agreement, shall comply
with the Workmen's Compensation Law of the State where the operations are being
conducted. No other insurance will be carried by Operator for benefit of the
Joint Account.

All damage or injury to the Unit Area property thereon shall be borne by
the parties hereto in proportion to their interests therein. The liability,
if any, of the parties hereto in damages for claims growing out of personal
injury to or death of third parties or injury to or destruction of property
of third parties resulting from the operations conducted hereunder shall be
borne in proportion to their interests in the Unit Area property, and each
party individually may acquire such insurance as it deems proper to protect
itself against such claims. Operator shall require all contractors engaged
in 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.

28. CLAIMS AND LAWSUITS

If any party to this contract is sued on zn alleged ezuse of action arising out of operstions 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, it shall give promipt written notice of the suit (o the Onerator and all other parties.

The defense of lawsuits shall be under the general direction of a committee of lawyers representing the
parties. with Operator’s attorney as Chairman. Suits may be settled during litication only with the jeint cou-
sent of all parties. No charge shall be made for services performed by the =staff attornevs for uny of the
parties, but otherwise all expenses incurred in the defense of suits, together with the amount paid to discharge
any finul judgment. shall be considered costs of opcration and shall be charged to and paid by gll parties in
proportion to their then interests in the Unit Area. Attorneys, other than staff attorneys for the parties, shall
be emploved in lawsuits involving Unit Area operations only with tha consent of all parties: if outside counsel
is employed. their fees and expenses shall be considered Unit Area expense and shall be paid by Operater and
charged to all of the parties in proportion to their “hen interests in the Unit Areu. The provisions cf this
paragraph shall not be applied in uny instance where the loss which may result from the suil is trested as an
individual loss ruther than a joint loss under prior provisions of this agreement, and all such: suits shall be
hundled by und be the sole vesponsibility of the party or parties concerned.

Damage claims caused Ly and arising out of operations on the Unit Arca. conducted for the joint ac-
count of all parties. shall be handled by Operator and its attorneys, the settiement of ¢laims of this kind shall
Poeoswithin tne disereticn of Operator =o long as the amotnt paid 1 setioment ol any one ¢l coer Dol excrett
one s d \-Siﬂ(.i(),t,)()) dollars and, if setticd, the cums paid in cettlement shall iA;v- charnod oo cepense tu

andd Lo pard Booall pocties i proporton Lo thelr they fnterests in the Unit Aven.

2. FORCE MAJEURE

If any party is rendered unable, wholly or in part. by force majeure to cnrry out its oblications under
this arrecment, other than the obligetion to make money payments, that party snall give to all other parties
prompt written notice of the {orce majeure with reasonably fall particulars concerning il: thereupon, the
oblizations of the purty giving the notice, so far as they are affected by the force majeure. shall be suspended
during, tut no longer than, the continuance of the foree majeure. The affected party shall use all possible
diligence to remove the force majeure us quickly as possible.

The requirement that any force majeure shall be remedicd with all reasonuable dispatel shall not require
tie setticment of striles, Jockouts, or other laubor difficulty by the party involved. contrary to its wirhes: how
all such difficulties shull be handled shall be entirely within the discretion of the party concerned.

The termn “foree majeure” as here employed shall mean an act of God, strike, lockout, or other indusirial
dizturbance, act of the pablic enemy, war, blockade, public riot, highteing, fire, @torm, Hood, explosion, gov-
cromental restraint, unavailability of cquipment, and any other cause, whether of the kind specifically enton-

v

cruted above of otherwise, which is not reusonsbly within the control of the party chaming stspension
SO0 NOTHCES
A onotices suthorized or reguired betweesn the parties, and required by ars of the provivions of this

apreerient, shalll unless otherwise specifically provided, te given in writing by United States mail or Western

Uniorn Telesram, nostaze or charges prepatld and addrevsed o tne party e whom the notioe 10 given at the
: L ¥ A ¢

— 11—
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addresses listed on Exhibit “A™  The originating notice to be given under any provision hereof shall be deemed
given only whea 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 reccived. The second or any re-

sponsive notice shall be deemed given when deposited in the United States mail or with the Western Union
Telegraph Company, with postage or charges prepu.d. Each ﬁarty shall have the right to change its address

at any time, and from time to time, by giving written notice thereof to all other parties.

31. OTHER CONDITIONS, IF ANY, ARE:
Al BURDENS

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

B. STATEMENT OF IMBALANCES

Gas well production shall be governed by Exhibit "F", Gas Balancing Agreement
attached hereto.

C. NON-DISCRIMINATION

Exhibit "E" is hereby incorporated herein by reference as if fully set out
herein.

D. CASING POINT ELECTION

Notwithstanding any provision contained herein to the contrary, consent to
the drilling or deepening of any well in the Unit Area, including the initial well,
shall not be deemed consent to the running and setting of a production string of
casing therein or to the completion of said well as a producing well. After the
drilling or deepening of such well to the depth or formation authorized and after
appropriate testing, coring and logging have been made, Operator shall then give
immediate notice to the Non-Operators participating in the drilling or deepening
of such well, setting forth Operator's recommendations with respect to such at-
tempted completion. Each such party shall within 48 hours after receipt of such
notice (exclusive of Saturdays and Sundays and legal holidays) notify Operator as
to whether or not such party elects to set production casing and to participate in
such completion attempt. Failure to so notifv Operator shall be deemed an election
not to participate. Should all parties hereto elect to so participate, Operator
shall conduct such operations for the joint account of all parties. Should less
than all parties elect to so participate, then such completion operations shall be
conducted under the provisions of Section 12 hereof, as zn operation by less than
all the parties. Should no party elect to attempt such completion, ¥YXEHAUXNENY
RENEYERI AR REKERARX KR SHEEXARKAXg X xskuy Operator shall plug and abandon the well
at the joint cost of all parties who participated in the drilling or deepening of
the well.
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E. MINERALS/LEASES HELD BY NON-UNIT AREA PRODUCTION

Cognizance is taken of the fact that subjected to this agreement may be (1) a
lease or leases presently producing (or which may hereafter become producing) from
lands or horizons not covered by this agreement, and/or (2) an unleased mineral
interest or interests pursuant to Section 3 hereof. Notwithstanding any other pro-
visions contained herein, at such time as (a) ninety days have elapsed after abandon-
ment of the last unit well or wells and (b) the last of the o0il and gas leases
subjected to this agreement (other than the otherwise producing lease(s) above re-
ferred to) has terminated because of lack or cessation of production from the Unit
Area (if production has been established hereunder), expiration of the primary term,
failure to pay delay rentals, voluntary surrender, or for any other reason or cause,
then in such event this agreement likewise shall terminate as to the lease(s) or
unleased mineral interest(s) above referred to in accordance with the provisions of
Section 10 'Term of Agreement' irrespective of the fact that said mineral interest(s)
may continue in [full force and effect and/or said lease(s) is maintained in force and
effect because of non-unit production.

F.

If permitted by the statutes of the State in which this property is located
each party hereto owning an undivided interest in the Unit Area waives any and all
rights it may have to partition and have set aside to it in severalty its undivided
interest therein.

G.

This agreement shall be subject to the conservation laws of the State in
which the committed acreage is located, to the valid rules, regulations, and ocrders
of any duly constituted Regulatory Body of said State, and to all other applicable
Federal, State, and municipal laws, rules, regulations and orders.

H.

This agreement shall never be construed as in any way cross-assigning any
lease or leases or oil and gas interests, or any interest therein, and no party
hereto shall ever be construed as having any right, title or interest in or to any
lease, or leases, or oil and gas interests, or interest therein contributed by any
other partv bevond the term of this agreement.
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This agreement may be signed in counterpart,
= B (=3

suecessors, reproesentiatives amd assigns.

A mmssm,
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W%,

and shall be binding upon the purties and upon their heirs,

_ y

comrxiﬁxfﬁy OIL CONPANY
zﬁagf,‘dggi;z_ﬂizzv_‘ 2. -/

ed E. Davis, Attorney-in-Fact? /z4

o FUo

2
OPERATOR Lo
LA'-L:'"‘

[EXXON CORPORATION

By: ,4;,4;/¢Z;,_‘.§:211

AGELRT AND ATTORNEIY il TAST

INEXCO OIL COMPANY
Wb

—- W

- WILLIAN G. GOCDyIY
Vice Presigen:

ATTEST:
./" 4//,:‘//’// 7/%,-
Tsoistant Secretary

PENNZOIL UNITED INC.

By:



STATE OF TEXAS. )
) SsS
COUNTY OF HARRIS )
The foregoing instrument was acknowledged before me this Q fl

day of _ b"’ﬂf , 1919 vy T. E. DAVIS .
as Attorney-Intfact on behalf of Continental 0il Company .

Notary Public % %

My Commission Expires:
BARBARA J. SIGLER

Notary Public in and for Harris County, Texas

STATE OF J&/&d/
- sS
COUNTY OF m% )

’ The, foregoing instrument was acktgggpdg d before me this /Q;Egg
day of Tgrelh) » 1977 by 7;7 Bt

as Tt on béhalf of

Nt Nt

p Exxonforporation .

T (P Dl

Notary Public

My Commission Expires:

A~ 30-f0

STATE OF TEXAS )
) SS
COUNTY OF HARRIS )
The foregoing instrument was acknowledged before me this 10th
day of April » 19 79 by William G. Goodwin s
as Vice-President on behalf of Inexco 0il Company .
%ww/ Azuu;gw
Notary Public 4
My Commission Expires:
S-2p-5¢
STATE OF )
' ) SS
COUNTY OF )
The foregoing instrument was acknowledged before me this
day of , 1981, by ' »
as on behalf of Pennzoil United Inc,

Notary Public
My commission expires:
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This aereement may be signed in counterpart, und shall be hinding upon the purties and upon their heics

suecessors, ropresentatives and assigns

courliixpr OIL COYfPANY -
Ted E. Davis, Attorney-in-Fact? /224
. FHo

é .
<
Sue s {0

UAFTES T~
OPERATOR . Afj-.-h

»“V

.:"...':~_ /

u,n -

'QEJ:*

bl b .

EXXON CORPPORATION

ATTDGT. : z
)Y
. _ By 4 %
) AGRLT AND ATIORUEY @4 CAST

INEXCO OIL COMPANY

ATTEST: |
el . By:7 - ,/ 4 .
Sistant Sed WILLIN 6. Goopurs
Lscisicat Sec etary s L bree,,o:in ,}j/

PENNZOIL COMPANY

. By:
R. A, Butterworth
Agent and Attorney-in-Fact




L1

AADPL TORM ol0

This agreement may be signed in counterpart. and shall be binding upon the purties and upon their heirs

successors, representatives and assigns

CONijﬁfoy OIL COfPANY

w /) A /
ed E. Davis, Attorney-in-FactY /g4
FH

A EST:
OPERATOR ‘. é?}"‘
Ul W
e, p.~~- L 7 -;E o
Ty
EXXON CORPORATION wive o b 5 D
AGENT AND ATTORHZY il TAST
INEXCO OIL COMPANY
ATTEST: B
by S s Y
WILLIAM G. Goopuyy ;é%f

52 //
[,//4{/,//’,//.((,

Vice Presis ent

Tssistont Seeretary
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STATE OF TEXAS )
) SS
COUNTY OF HARRIS )
The foregoing instrument was acknowledced before me this . q ﬂ
day of -_b\_/ﬂéﬁ , 19 nq by T. E. DAVIS : »
as Attorney-Intfact on behalf of Continental Oil Companv .

&
Notary Public 6 3

My Commission Expires:
BARBARA J. SIGLIR

Nolary Public in and for Harris County, Texas
My~Commisston—txprres—febraary 151981

STATE OF <:/4Lc/¢«v ; !
. SS
COUNTY OF %&&/nﬁ\d )

The, foregoing instrument was aéﬁiggipii;d before me this /1;&2§
Waseh) » 1979 by A Beptd |

on béhalf of ¢, Exxon&orporation .

day of

Cf%éizciy,/ C:;:D Ge Ao

Notary Public

" My Commission Expires:

- 30-f0

STATE OF TEXAS )
) SS
COUNTY OF HARRIS )
The foregoing instrument was acknowledged before me this 10th
~day of April » 19_79 by Will¥iam G. Goodwin ,
as Vice- President on behalf of Inexco 0il Company .
%quu‘)/ /[’)Z(/x),ea/{,-)
Notary Public
My Commission Expires:
S-20- 50,
STATE OF  TEXAS C)
; _ ) ss
COUNTY OF _ MIDLAND ) _
The foreg01ng instrument was acknowledged before me this ‘,éuglifyl
day of paygust 1981, by R. A. BUTTERWORTH s
as pttorney-in- Fact on behalf of Pennzoil United Inc.

RA0X Be JOHNSON

My commission expires:
. ( !

s 20 - LS
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STATE OF TEXAS )

) Ss
COUNTY OF HARRIS )
The forepoing instrument was acknowledged before me this Q ﬁL
day of  YeAise , 1919 vy T. E. DAVIS ,
as Attorney-In{fact on behalf of Continental 0il Company .

Notary Public % 3

My Commission Expires:
BARBARA J. SIGLER

Notary Public in and for Harris County, Texas

STATE OF Jé@ﬂa/ )
-, ) SS
COUNTY OF m% )

: foregoing instrument was aéﬁiggipd d before me this /4;?56
day of %M s 1979 /j s

as Tt on behalf of Exxonﬁﬁorooratlon

Ao (2 DAl

Notary Public

My Commission Expires:

S-30-L0

STATE OF TEXAS )
) SS
COUNTY OF HARRIS )
The foregoing instrument was acknowledged before me this 10th
day of April , 19 79 by William G. Goodwin ,
as _ Vice-President on behalf of Inexco 0il Company .

éﬁ??tﬂxb’%/ /4;Lﬁ;)544~)

Notary Public

My Commission Expires:

S5-32p- 50




EXHIBIT "A"

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

a

I. 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 this
exhibit is attached;

for oversig sr.error in this connection) to pay all shut-in gas
payments becoming due a Qe _date of this Agreement under the terms
of the leases subject hereto, insorar—e cover the lands subject
hereto, Operator shall charge the joint accou of_the parties with

any—sveh—shut=ia-wall payment.
A o

B. Operator shall make a bona fide effort (with no penalty or liability
for oversight or error in this connection) to pay or deliver, or
cause to be paid or delivered, all royalties and overriding royalties
or other payments due out of production from the Contract Area which
burden the interests of all parties hereto. Operator shall charge
the amount of any such payments to the account of the party whose
interest is so burdened. Each party shall pay or cause to be paid or
delivered all overriding royalties or other payments due on its
individual share of such production and shall indemnify and hold the
other parties to this Agreement harmless from any 1lab111ty
therefor.

II. ADDRESSES AND PROPORTIONATE INTERESTS OF THE PARTIES:

' Initial Well
Initial Well After Payout &
During Payout  Subsequent Wells

Continental Oil Company 63.58088% 63.58088%
Box 460 ’

Hobbs, New Mexico 88240

Exxon Company ' 27.12784% 27.12784%
Box 1600

Midland, Texas 79701

Inexco 0il Company 9.29128% 6.96846%
1100 Milam Building, Suite 1900
Houston, Texas 77002 ,

Pennzoil United Inc.¥* 0z 2.32282%

P. O, Box 1828
Midland, Texas 79701 ~ o
' 100.00000% 100.00000%

* Pennzoil United Inc. farmed out its interest to Inexco 0il Co.

III. CONTRACT AREA - LEASES:

Tract No. 1

Lessor: State of New Mexico

Working Interest: Continental 0il 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



EXHIB1T "A"

)

I1X.

IV'

CONTRACT ARFA - LEASES:

Tract No. 2

Lessor:

Working Interest:

Serial Number:
Date of Lease:
Description:
Number of Acres:

Traét 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:

DEPTH LIMITATION:

(continued)

State of New Mexico

Continental 0il Company -~ 100%

B-7677 A

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%

F~-742

February 11, 1946

E/2 of SW/4, Section 19, T-17-S, R-29-E,
Eddy County, New Mexico

80.00

./(

State of New Mexico

Inexco 0il Company - 1007

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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There is no Exhibit "B".
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EXHIBIT e’

Attached to and made a part of Opcrating.Agreement dated.
...December 1,.1978 for Unit Area in Section. 19,
T- 1.7..7.5.:.._ ,R:.,?-:.Q.T E [y _._Ed.d.}!...g.o,kl_n.t)’.,,

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Definitions

*Joint Property™ shall mean the real and personal property subject to the agreerment 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 arc to be shared by the Parties,

“Operator” shall mean the party designated 1o conduct the Joint Operations.

“Non-Operators” shall mean the parties to this agreement other than the Operator.
»Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those emplovees whose primary function in Joint Operations is the direct

supervision of other emplovees and/or contract labor directly employed on the Joint Property in a field operat-

ing capacity.

“Technical Employees™ shall mean those empleyees having special and specific engincering, geological or other
professional skills. and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the Joint Property.

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

“Aaterial” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
~Controtluble Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council ol Petroleum Accountants Societies ot North America.

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Jaoint Account ior the preceding month. Such bills wiil be accompanied by statements which identify the author-
ity for expenditurd, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vesiment and expense except that items of Controllable Material and unusual charges and credits shall be sep-
arately tdentified and ruily described in detail.

Advances and Payments by Non-Operators

Unrless otherwise provided for in the agrecment, the Operator may require the Non-Operators to advance their
share of estimuted cash outiay for the succeeding month's operation. Operator shall adjust each monthly billing
1o refleet advances received from the Non-Operators.

Euzch Non-Cperator shal. pay its proportion of all bills within fifteen (15) days after receip:. If pavment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of tweive percent (124 ) per
annum or the maximum contract rate permitied by the applicable usury laws in the state in which the Jeint
Property i3 located, whichever s the lesser, plus attorney’s {ees, court costs, and other costs 1n connection with
the colleetion of unpaid amounts.

Adjustments

Paoanient uloany such Lills shall not projudice the right of any Non-Operator o protest o question the correet-
. trereof; provided, however. all bills and statements rendered to Non-Oncralors by Operator during any
catencar year shall conclusively be presumed to be true and correct after twentv-four (24) months lollb\‘.'ing
e end of any such calendar.yvewr, unless within the suid twenty-four (24) month period a Noun-Operator takes
written excepton thereto and maies claim on Operator jor adjustment. No adjustment favorable to Qperator shall
Le made unless 1t s made within the same preseribed period. The provisions of this paragraph shuail .::ul prevent
adjustiients rosulling lrom o physical inventory of Controliable Material as provided for in Scetion V.

Audits

A Non-Operator, upon nohice in writing o Operator and all other Non-Operators, shall have the right to audit Ope-
ratur’s accounts and pecords relating to the Joint Account for any calendar year within the twenty-four (24, month
pettad toliow:ing the end of such calendar year: provided, nowever, the making or an audit shall not extend the
timme {or the taking of written exception to and the adjustments of accounts us provided for 1n Paragraph 4 of this
Seeton LoWhore there are two ur mere Nen-0perators, the Non-Operators shall make every reasoniable etiort to
congust joint or simullancous audits in a manner which will result in a minimum of inconvenence t the Upera-
o Oneraisy shadl bear no portion of the Non-uparators' audit cost incurred under this purapraph unless apreed

v .

beothe Onerator.

Approval by Non-Opcerators -
Vhere on wnnroval or othier asreement of the Partics or Non-QOperators 1s expressiv reguired under other sec-
pa] H B H
crans ! this Accoununz Drocedure and 1f the agreement o which this Accounting Procedure s attached contains
poocontrary provisions nooreserd therete, Operater shall notity ol Non-Operators of the Cperator’s propoesal, and
it

Coacreement OF approval ol Loandjority noanturest of the Non-Operators =nhall be contreiling oo all Non-Opnera-

iy



. DIRECT CHALGES

Operator shull charge the Joint Account with the following items:

1.

Rentals and Royalties
Lease rentuls and royvatties paid by Operator for the Joint Operations.
Labor

A, (1) Salaries and wages of Operator’'s field emplovees dxrcctly employed on the Joint Property i
of Joint Operations.

(2) Salarvies of First Level Supervisors in the field,

{3) Salaries and wages of Technical Employees dirvectly employed on the Joint Property if suct
excluded from the Overhead rates.

B. Operator's cost of holiday, vacaticn, sickness and disability bencfits und other customary allow:
emplovees whose salaries and wages are chargeable to the Joint Account under Puragraph 2A of
1. Such costs under this Paragraph 2B mayr be charged on a “when and as paid busis” or by “pe.
Csessment” on the amount of salurivs and wages chargeable to the Joint Account under Paragrapt
Scetion I10 1f pereentage assessment is used, the rate shall be based on the Operator's cost cxbcricx

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

D. Persoral Expenses of those employees whose salaries and wages ure chargeable to the Joint Acce
Paragraph 2A of this Scetion IL

Employvee Benefits

Operator's current costs of established plans for emplovees’ group life insurance, hospitalizaiion, pes
tirement, stoeck purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Opcz.'at:
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operate
cost not to exceed twenty per cont (20%),

Material

Material purchased or furnished by Operator for use on the Joint Property as provided under 3ection I
such Material shall be purchased for or translerred to the Joint Property as may be required for immed
and is reasonably practicul and consistent with efficient and economical operations. The accumulution
plus stocks shall be avoided. :

Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the !'dllo*.vinp
tions: i

A, If Material is moved te the Joint Propevty from the Operator's warehouse or other propertics, no charg
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply
recognized barge termunal, or railway receiving point where Jike material is normally available, uniess :
to by ithe Parties. '

B. If surpius Material is moved to Operator s warehouse or other storage point, no charge shall be made
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 applicution of Subparugraphs A and B above, there shall be no cqualization of aciuai gross truckin
of $200 or less excluding accessorial charges.

Services

The cost of contract services, cquipment and utilities provided by outside sources, except services exclud

Paragraph 9 of Scction I and Paragraph L. ii of Scction HI. The cost of ploze\smna] consultant services ang

tract services of technical personnel directly ergazed on the Joint Property if such charges arve excluded iro

Overhead rates. The cust af professtonal consuliant services or contract services of technical personnel n

rectly enzaged on the Joint Property shall not be charged to the Joint Account unless previousiy agreed

the Parties. :

Equipment and Facilities Furnished by Operator

A. Operator shali charge the Jomt Account for use of Operator owned equipment and facilities at rates
mensurate with costs of ownership and operatjon. Such rates shall include costs of muintenance, repaics,
operalihiy CRpense, Insurunce, axes, depreciaiion, and interest on mmvestment ngd to exceed eight por cent
per ananum, Such rates shall not exceed average commercial rates currently prevailing in the inumediat
o the Joint Propenty.

B, I ceu of charges in Parapraph 7A above, Operater may elect 1o use average commercial rates prevail
the immedinl. area 01 the Joint Property fess 2070, For automative eqinpment, Operator may eiect to use
publishivd by the Potroleum Motor Transport Asseciation.

Damages and Losses to Joint P'roperty

All cosls or eXpenses Decessary for the repar ov replacement of Joint Property made necesrury because of
wpes oF losses Inenrved Ly hine tlaod, starn:, thefl, accident, or other cause, except those resulting trom Cpe

Cpross neglizence orowilliul mose conduct. Operator shotl furnish Non-Operator written potce ot dumages or

neurred ws soons as pravtieable atter woreport thereo? har been recetved by Operator,

f.eral Expense

}'*‘u so0f Bundlies cavesboating and cettinsg Htoaton or chume, discharging of hens, povmoent of jud,,

md ‘:'.wu".' Dadd tor setuienie it M Cialits JHCUITes dno or resulling irom operatiens under the agreem
pecessary o protect oL cecoves ihe Jomt Propestyoexeept that no charge tor services of U;;c:uwrs lega
GroIers OF erpense of oulsioe sttorneys shin be mads unioss icviousiy agreed to by the Porness Al other
CXponae 15 conotdenod 10 e cove e D LY e oven el prrovisions ol Seetion T unless otherense woresd ok

Porties, oxcent s poovided o oot Lo Parazrapt o
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i 10. Taxes

! All taxes of every kind and nature assessed or levied upon or in conneetion with the Joint Property, the opera-

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

: 11. Insurance

. Net premiums paid for insurance requirved to be carried for the Joint Operations for the protection of the Par-

i tics. In the event Joint Operations are conducted in u stute in which Operator may act as sclf-insurer for Work-

i men's Compensation and.or Employers Liabiiity under the respective state's laws, Operator may, at its election,

| include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s

| cost not to exceed manual rates.

i

: 12. Other Expenditures

i Any other expenditure not covered or dealt with in the foregoing provisions of this Section I, or in Section 11,

i and which s incurred by the Operator in the necessary and proper conduct of the Joint Opcrations.

)

i

i HI. OVERIIEAD

| 1. Overhead - Drilling and Producing Operations

' i As compensation for administrative, supervision, office services and warchousing costs, Operator shull charge

{ drilling and producing operations on either: ’

; ( X ) Fixed Rate Basis, Paragraph 1A, or

; ( ) Percentaze Basis, Paragraph 1B.

i Uniess otherwise agreed to by the Parties, such charge shall be in lieu of costs and cxpenses of all offices

and salaries or wages plus applicabic burdens and expenses of all personnel, except those directly chargeable
under Paragraph ZA, Section II. The cost and expense of services from outside sources in connection with
matters of taxation. tralfiic, accounting or matters before or involving governmental agencies shail be considered
as included in the Overhead rutes provided for in the above selecied Paragraph of this Section Il unless such
cost and expense are agreed 1o by the Parties as a direct charge to the Joint Account.

il. The salaries, wuges and Personal Expenses of Techricu! Employees and or the cost of prefessionai consultant

services and contract services of technical personncel directly emploved on the Joint Property shall { ) shall
not ( X) be covered by the Overhead rates.

A, Overhead - Fixed Rate Basis

(i) Ogperator shall charge the Joint Account at the fcilowing rates per well per month:

Drilling Well Rate 8 1,880
Producing Well Rate § 235

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

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the dute the drilling or completion ng is released. whichever is later. except that no churce shaill
Le made durinyg suspension oi drilling oporutions for fifteen (15) or more consecutive duxs.

12] Chuaraes for offshore driliing wells shull begin on the date when drilling or compiction eguipmen
arrives on location and terminate on the date the drilling or completion equipmernt moves off Jocu-
tion or rig 18 rejeased, whichever occurs first, except that no charge shall be made during suspen-
sion of dritliing operations for titteen (13) or more consecutive days

[3] Chuarges for wells undergeing uny tvpe of workover or recompletion for a peried of five (3) con-
secutive days or more shall be made at the drilling well rate. Such charges shali be avphied for
he pertod trom dute werkover operations, with rig, commence through date of nig release, except
that o charge shall be made during suspension of operations for fifteen {15) or mere consecutive
days.

(L) I'roducing Well Rates

1] An active well either produced or injected into for any portion of the month shall be considered
as o une-well charge jor the entire month.

R

127 Ench active completion ina mulli-complicted well in which production is not commingled down
hole shull be considered as a one-well charge providing each completion is considered a separatle
well by the governung regulatory authority.

[3] An inactive car well shut in because of overproduction or failure of purchase: 1o take the produc-
tion shali be considered as a one-well charge providing the pas well is divectiy connected to a per-
mancent sales outlet,

) [4] A one-woll charce may be made Jor the month in whieh plugaing and abandonment operations
are cumpleiva on oany welll
151 Al other mactive wells (includig but not limited to inactive wells voverea by unit aliowabie,
lease aillowabie, transferred aliowable, ote) shall not qualify for an overhicad churge.

(3) The well rates shall be adyusted as of the (st day of Apra ecacn year following the effective date of e

doreement to o which ihic Accounting roceduiv 1s atiuched. The adjustment chall be compute? oy muiti-
. the vale cursently $n use by the nercenleg: inereasc or decrease 1n th average weekly earnmings of

. ) ‘.“-'x,"‘ku's for the ost calengar vear compared o the chlencar year
Lo wediny carmngs of Crude Petvolewnt ond Gas Fields Produe-

—
-

Crade ivtohoun ot Gas Procuction:

[HIRTAREEREE shown oy toe andex of aver

. < N < T IERS . - o,
ties Workers as publishooo oy the United States Departmenst of Labor, Burceu of Liabor Statis1es, o7 toe
sotpes Cunada, gs appdeabtle. The adjusted rat.: shall be

cowivalent Canuiinn index ar punasned by B

e Loles cuLioenty dnLouse, pLvsoor o

the caomaaied ad,ustment,




«— ~ - : — N [
D > e e b o ie 2 b . Saon R an 2 B 22y Tyrryr

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

. Percent ( ¢) of the cost of Development of the Joint Pr
provided under Paragraph 9 of Scetion I1 und all salvage credits.

{(b) Opcrating

‘ly exclusive of costs

— Percent ( “+) of the cost of Operating
under Paragraphs 1 and 9 of Section 11, all salvag
for secondary recovery and all taxes and assgs
cral interest i and to the Joint Prop

¢ Joint Property exclusive of costs provided
udits, the value of injected substances purchased

ents whicn are levied, assessed and paid upon the min-

(2) Application of Overhead - Percentas«€ Basis shall be as follows:
For the purposc of determiniwgcharges on a percentage basis under Paragraph IL of this Section 111, de-
velopment shall includ costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or g ells involving the use ot drilling crew and equipment: also, preliminary expenditures
necessary | eparation lor drilling and expenditures incurred in abandoning when the well is not com-
pletedas a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
a2SCLs ‘md any othor project clearly discernible as a fixed asset except Major Construction as de..rned in

1l N L ;1 N - i !II s PE RS VTR 8 R Y e e

Ferperesteriser ; . odcbrens ; SERISE S - gt

"Overhead - Major Consiruction

19

To compensale Operator for overhead costs mncurred in the construction and instuilation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a {ixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rute prior to the beginning of construction, or shall
charge the Joint Account for Overhcad based on the {ollowing rates for any Major Construetion projcct in excess
of § 25,000

A ______5___{2 of total costs 1f such costs are more than $ 25,000 but less than $_.100,.000 : plus
B. 2 __ ¢ of total costs in excess of $__100,000 ___ but less than $1,000.000; plus
C. 2 ¢ of total cosis in excess of $1.000,000.

Tota! cost shall mcan the gross cost of any one preject. For the purpose of this puragraph. ithe component parts
of  single project shall not be treated separvately and the cost of drilling and workover welis shall be excluded,

3. Amendment of Rates

The Overhead rates provided for in this Section III may be amended {rom time to time only by mutual agreement
between the Parties herelo if, in practice, the rates are found to be insufficient or excessive

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

Operator 1 responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements aflecting the Joint Property. Operator shall provide all Material 1or use on the Joint Property; how-
ever, al Uperator's option, such Material may be supplied by the Non-Operator. Operator shall make timely dispusition
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. Opcrator may purchase, but shal. be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal o surplus Controllable Material net purchased by the Opera-
tor shall be agreed to by the Puartices.
1. Purchases
Materi:] purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case
of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Joint
Account when adjustiment has been received by the Operator.
2. Transfers and Dispusitions
Naterial furnished to the Joint Property and Materia transferred from the Joint Property or disposed of by the
Overuior. unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive ¢f cash dis-
counts:
A. New Material (Condition A)
(13 Tubulur goods, except line pipe. shall be priced =t the current new price in effect on date of movement on a
muaximum carload or burge load weight hasis, rogardless of quantity transterred, equalized to the lowest
published price fuhb. railway receiving point o0 recognized barge terminal nearest tne Joint Property
where such Muaterial is normally available.
(2) Line Pipe
{a) Movement of less than 30,000 pounds shall be priced st the current new price. in effeet at date of
moversent, as bisted by a reliavle supply store nearest the Joint Property where such Material is nor-
maliy availuble.

i) Movement ol 50000 pounds or more shall be priced under provisions of tebular geads pricinon Pura-
praph 2A (1) ot this Section TV,

{3) Ol'nw NMatetial shall be priced at the current new price. in effect at date ol movement, as husted by a reliable
supp!y ftore or fob. rmlway reeciving point pearest the Joint Property where sueh Materal s normaily
:\'mldb‘.‘u., ’

B, Guud Used 3atene! (Conditton B)
.'-Xu’.le;;i e sound and servicenble condition and suitabde for reuse without veconditionming:
(1y

(L) AU seventyv-live perceent {(757¢) oL currenl few jinee, as determined by Paragraph 2A of this Section Iv.

oty

sterial moved o the Joint Property

(27 Nucenar moved frong the Joint Property

)L ce. as determined b Parcorann SA of 1ty Section

a8 new dMuaternial or

i




3.

12

(b) at sixty-five percent (65°.) of current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used dlaterial ut seventy-{ive per-
cent (73¢) of current new price. :
The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Muaterial (Condition C and D)
(1) Condition ¢ '

Material which is not in sound and serviceable condition and not suitable for its original function until
ufter reconditioning shull be priced at fifty percent {5077 ) of current new price as determined by Para-
graph 2 of this Section 1V, The cost of reconditioning shull be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D

Al ather Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Materiul no longer suitable tor 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 Aaterial

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

E. Pricing Conditions

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

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

Premimnmn Prices

Whenever Muaterial 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 for use,
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the propused
charge prior io billing Non-Operators for such hlaterial. Each Non-Operator shall have the right, by so electing and
notifying Operator within ten days after receiving notice from Operator, to furnish ir kind all or part of his share
of such Material suitable for use and acceptable to Operator.

Warranty of Material Furnished by Operator

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

V. INVENTORIES

Operator shall maintain detailed records of Controllable Material.

P’eriodic [nventories, Notice and Representation

At reascnable intervails, Inventories shall be taken by Operator of ‘the Jouint Accoun: Controllabie Alatercl.
Written notice of intention to take inventory shall be given Ly Operator at least thirty (30) davs before any inven-
tory is to begin so that Non-Operators may be represented when any mnventory is taxen. Fullure of Non-Operators
to be represented at un inventory shall bind Non-Operaiors to accept the inventery taken by Operator.
Reconciliation and Adjustiment of Inventories

Reconcitiction of a physical inventory with the Joint Account shail be made, and a list of overages and shortages
shall be furnizhed to the Non-Operators within six months {ollowing the taking of the inventory, Inventory od-
justments shall be made oy QOperator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortaves due to lack of reasonable diligence.

Special Inventories

Special Inventories may be taken whenever there is any sale or change of interest in the Juint Property. It snali
be the duty of the party sclling to notify all other Parties as quickly as possible after the transter of interest takes
place. In such cases, both the seller and the purchaser shull be governed by such inventory

Expense of Conducting Periodic Inventories

The wxpense of conducting periodic Inventories shall not be charged o the Joint Account unless acrecd 1o by the
Partes.
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' Exhitit LV
' Attached to and Made a Part of _Up2rating Agreement dated

_December 1, 1978 for Unit Area in Section 19
T-17~S, R~29-E, Eddy County, New Mexico

1. Compliance with Applicable Laws, etc.:

A. Compliance Generally
Tius contriact snall be performed by Operator 1n compliance with all applicable laws. proclamatons, orders, rales
ang reguiations including without hmuauon, Executtve Order 11246 signed by the President of the Uaned States
of America un September 23 1365, as amended, and the ruies, requlations and orders 1ssued theriurder.

B. Executive Order 11246
During the pertormance of this agreement and to the extent required by Executive Order 11246 or sny contract
between Operator and any government contracting agercy. Operator agrees to comply with the Equat Cpportuny
ciause set forth i Section 601 4 of Title 41 of Code of Federal Regulations 1ssued pursuant 1o Exccutive Order
11240, such regulations are ncorporated heremn by reference (as permitied by Section 60-1 44l of said
Reguldhans). as «f set cut in full a: this pornt, and the term “Contractor” as used therein shail be deemed (o be
reterences to Operator

C. Certification of Nonsegregated Facilities:
Cperator certities that it does net and will not maintain or provide for 1ts employees any segregzted facihues at any
ot 1ts establishments and that 11 does not and will not permit 115 employees to perform their services at 2oy location,
under 1ts control, where segregated facihittes are maintained. Operator agrees that a breach of this ceriihication 1s a
viotation of the Equal Cpvortunity Clause required by Executive Order 11246 of September 24, 1965,

As used in this certificauon. the term “'segregated faciities” includes facilities which are segregated by explicit
direcuve of arean {act segregated on 1he basss of race, creed, color or national origin, because of habit, focat cusiom
.or otherwise.

Cperator further agrees and understands that a breach of the assurances contained herain subwects it to the
provisions of the Oraer of the Secretary of Labor at 41 CFR 60, dated May 28, 1968, and the provisions of the Equal
Opportun:ty clause enumerated 1in apphlicable contracts.

Operator further agrees that iexcept where 1t has obiained identical certifications {rom proposed subconiraciors fur
specitic ume perodst 1t vwoll obtain identical certificatcns {from proposed SubcoMraciors nnior 1o the awara of
subcontrazts exceeding $10,000 winch are not exempl from the provisions of the Equal Opporiunity clause; that it
will retan such certfcauons in its file; ana that 1t will forward the following notice 1 such proposed
subcortractors (excep: where the preposed subcontractors have submitied tdentical certifications for spectiic ume:
pearnods: ‘
NOTICE TO PROSPECTIVE SUBCONTRACTORS
OF REQUIREMENT FOR CERTIFICATIONS
OF NONSEGREGATED FACILITIES

A cerufication of Nonsegregated Facilities, as reguired by the May 9, 1967 order on Elimination of Segregated
Facthties, by the Secretary of Labor (32 Fed. Reg 7439, May 19, 1967}, must be submutted nrior 1o the ivears of o
subcontract exceeding 10,000 which 1s not exempt from the provisions of the Equal Coportunity ciause The
certticaton may be submitted erther for each subcontract or for all subcontracts during a penod (e, quattetdy,
semiaanually cr annuallyt

(Noze: Wheever know:ingly anc willfullv mekes any faise, fict'ious or frauduient representation may be habie o crinnna!
arosecuucn under 18 USC 1001

8]

_ Affirmative Action for Disabled Veterans and Veterans of the Vietnam Era {41 CFR 60-250;: (Applicable only tu
contrac:s for 510,000 or more.)
The aturmauve action clause prescribed in section 80-2504 of Title 41 of the Code of Federal Regulations s
incorporated herein by reference {as permitted by sectien 60-250.22 of said Regulations) as if set out in tuil at ths
point. if the Operator (a! has 50 or more employees and {b) this contract is for $50,C00 or more, then vathin 120 days
from the effecuiveness of this contract, Operator shall prepare and maintain an affirmauve actien program™ at each
establishment wnich snall set forth the QOperator's palicies, practices and procedures in accordance wit!, section 69
250.6 of sa:d Regulations.

3. Atfirmative Action for Handicapped Workers (41 CFR 60-741 .4): (Apclicable only to contracts ter $2.507 or more )
The affirmatve action ctause prescnibed in secuon 60-741.4 of Tile 41 of the Code of Federai Regulauons 1s
incorporated herein by reference las permitted by section 60-741.22 of said Regulations) as if set out n full at this
point. i Coerator (a) has 50 or more employees and {bj this contract is for $50,000 cr more. then. vwithin 120 days of
the effectiveness of this contract. Operator shall prepare and maintain an atffirmauve action program at eacn
esiabhshment, which program shall set forth Operator’s policies, practices and procecures in accordance with section
60-741.6 of said Regulauons

4. Minority Business Enterprises (Federal Procurement Regulations 1-1.13);
A Utilization of Minority Business Enterprises: (Applicable only 1o contracts which may exceed $10,000.)

(1} It 1s the policy of the Government that minorily business enterprises shall have the maximun: practicable
0pLortunity 10 participate 1o the parformance of Government contracts.

{2} Cperator agrees to use its best efforts to carry out this policy in the award of its subcontracts 1o the fuilest
extant consistent with the efficient performance of this contract. As used in this contract, the term rminorily
busiess enterpoise T means a business, atleast 50 percent of which ts owned by minority yroup rmembers or, i
case of publicly owned businesses, at least 51 percent of the stock of which 1s owned by munority grou
members  For the purposes of this defimtion, minonity group members are Negroes, Spanish-speaking
American persons. American-Orientals, American-indians, American-Eskimos, and American Aleuts Cperater
Ny rely on written representations by subcontractors regardig their status as minority business enterprses in
treu of an independent investigatuon

8. Minority Business Eanterprnises Subcontracting Program: {Applicable only -to contracts which may eaceed

$500.000 anu which ofier substanual subcontracting possibilines.) .

(1) Operator agrees 1o estabhsh and conduct @ program wiich will enable minonty busmess enterpnses {as defhined
i the clause entitied “Uthzaton of NMinoriy Business Enterprises™) to be cansidered {auiy as subcontractors
and suppliers under tus contract tn thus connection, Operator shall
1al Designate a harson ottcer who will admimister Operater’'s minonty business enterprises program
ipy Provide adequate and umely consideranon of the notentialities of known mMinanty LUSINESS CRLeTHRHLES W il

gk 6F Doy deCESI00,

(e Assure: that known nunority business enterprises will have an equitabie opportuntly 1o Compets: foe
cubcoentrac!s  parteularly byoarranging sohcitations  tme tor the preparatuon of tids, qum\mngs,Vs;.lw.mc.mun:, RIATH
Greinvery scheautes 5o as 1o factnate the parvamation ¢Emimoriy -husiness enterprises

(e Mantaon records snowing (1) procedures winch have been adopted to comply with the policies set forth in
s cisuse including the estabeshiment of 8 source st of Minority business enterprises, (1) awards 1¢ Minutiy business
‘ertrrprses on the sowce bat end (i) specibe effons o entifv and award contracts 1o Mimority bus ness enterprises

) Include the Unliraton of Moty Business Enterprises clause in subcontracts whicn offer substanual
mnorly Lusiness entermrises subcontracung opportunbes

(1Y Cooperate with e Conttacting Ot zcer i any studies and surveys cf Operater's minor:ty business
eNIeTRNISes Crocedures and prectives that the Contracting Ocor may from tme 10 time conduc!

{0 Submit perion.c reports of subconitating to known minortty busimess enterprises with respect to the
records rotesred 1o n SULPArAL AR (G above 10 SUCH TS and manner and at such tme (ngt more GEfreny Dy gunarter by
ac e Conractog Ofthicer oy prescarntbe

O Derator furtheer Auees 10 il oty S

(z !

Camtralt Merpgnger which may exsees S500 00T proy siana e b
S0l coptormy substentnaiiy te e s anguede G s Tlguse, mnctuding this pareyi

A AN o gttty e
Ny e s N . e e - . e
Cilioe T pgmes ¢ saln suDIontralions

~Grract ng
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EXHIBIT "F"

GAS BALANCING AGREEMENT

Attached to and made a part of the Operating

Agreement between CONTIZNENTAL OIL COMPANY

Operator, and the signatory parties hereto,

Non-Operators, dated the lst day

of December 19 78

»

——

During the peripd or periods when any party hereto has no
market for, or its purchaser is unable to take or if any
party fails to take its share of gas, the other parties

shall be entitled to produce each month one hundred percent
(100%) of the allowable gas production assigned to the Unit
Area by the appropriate governmental entity having jurisdic-
tion, and each of such parties ¢hall tzke its prorata share.
All parties hereto shall share in and own the condensate re-
covered at the surface in accordance with their respective
interests, but each party taking such gas shall own 2ll of
the gas delivered to its purchaser. Each party unable to
market its share of the gas procuced shall be credited with
gas in storage equal to its share of the gas produced, léess
its share of gas used in lease cperations, vented or lost.
Operator shall maintain a current account of the gas balance
between the parties and shall furnish all parties hereto
monthly statements showing the total quantity of gas produced,
used in lease operations, vented or lost, and the total quan-

tity of condensate recovered.

After notice to Operator, any party may begin taking or
~delivering its share of the gas produced. In addition to

its share, each party, until it has rccovered its gas in

crorace ~nd balanced its oas account <hnall be entitled tro
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take or deliver a volume of gas equal to twenty-five percent
(25%) of each overproduced pérty's share of gas prbduced.

If more than one party is entitled to the additional gas
produced, they shall divide such additional gas in accor-
dance with unit participation. Any such additional gas

which is taken or delivered by an underproduced party shall

be applied to the underproduction in the account of the under-

produced party on a last-in-first-out method of accounting.

In the event production of gas permanently ceases prior to

the time that the accounts of the parties have been balanced,

a complete balancing shall be accomplished by a money settle-
ment. Settlement by each overproduced party shall be based
upon the weighted average price received by such overprcduced
party for the gas it produced and sold during the period such
overproduction accrued. All monies paid to adjust an imbalance
in gas sales shall be paid less applicable taxes already peaid
and less any amount subject to refund pufsuant to directions

of the FERC or other regulatory agencies having jurisdiction
~unless otherwise agreed upon by the parties. Any part of the
monies not paid to an underproduced party because it is subject
to refund pursuant to directions of the FERC or other regulatory
agencies having jurisdiction shall be paid to the underproduced

party at such time as such money is no longzer subiect to refund.
L ‘ & J _

At all times while gas is produced from the Unit Area, each

party shall be responsible for settlement of all rovaltics,
overriding royalty interest, and other payments out of or in

lieu of production for which it is responsiﬂle, as if each

party were taking or delivering to a purchaser its share,

and its sharc only, of such gas production. Each party hercto
agrecs to hold each other party harmless from any and all claims
for rbjalty payments and other. durdens asserted bv rovulty owners

and/or others to whom such partwv is accountable.

[}
[N
1



EXHIBIT "F"

The Opérator, at.the request of any party, may produce the
entire well stream, if necessary, for a deliverability test
not to exceed seventy-two (72) hours duration required under
such réquesting party‘s gas sales contract and may overproduce
in any other situation provided that such overproducing would
be consistent with prudent operations and with applicable laws,

rules and regulations of the State of New Mexico.

The provisions of this agreement shall be separately applicable
and shall constitute a separate agreement as to each well and
each reservoir to the end, that production from one reservoir

not
may/be utilized for the purpcse of balancing underproduction

from other reservoirs.

If any provision of this Exhibit should be inconsistent with
any provisions contained in the Operating Agreement to which

it is attached, the provisions of this Exhibit shall prevail.
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