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GUIDANCE IN THE PREPARATION OF TIHS AGUREEMENT:

L. Title Page - Fill in blank as applicable.

w

Preamble, Page | - Name of Operator.

3. Ar‘ticlc II - Exhibits:
(a) Indicate Exhibits to be attached.

(b) If it is desired that no reference be made to.Non-discriminulion. the reference to Exhibit “F” should
be deleted. '

Article IV.A - Title Examination - Select option as agreed to by the parties.

Aftiéle IV.B - Loss of Title - If ““Joint Loss" of Title is desired, the following changes should be made:
(a) Delete Articles 1V,B.1 and IV.B.2, )

(b) Article IV.B.3 - Delete phrase “other than those set forth in Articles IV.B.1 and IV.B.2 above.”
(c) Article VILF. - Change reference

at end of the first grammatical paragraph from *‘Article IV.B.2" to
**Article IV.B.3.” : .

6: Article V - Operator - E\hter name of Operator.

7. Article VLA - Initial Well:

" (a) Date of commencement of drilling.
(b) Location’of well.
(c) Obligation depth.

8. Articlé."'VI.B.Z.(b) - Subsequent Operations - Enter penalty percentage as agreed to by parties.
- ' '
9. Article VILD.1. - Limitation of Expenditures - Select option as agreed to by parties.
10. Article VIL.D.3. - Limitation of Expenditures - Enter limitation of expenditure of Operator for single
project and -amount above.which Operator may furnish information AFE.
- -~
11. Article VILE. - Royalties, Overriding Rovalties and Other Pavments - Enter royalty fraction as agreed to
by parties.
12.

Article X. - Claims and Lawsuits - Enter. claim limit as agreed to by parties.

13. Article XIII. - Term of Agreement:
(a) Select Option as agreed to by parties.
(b) If Option No. 2 is selected, enter agreed number of days in two (2) blanks.

14, Signature Page - Enter effective date,
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between __TX0 Production Corp.

. . herveinafter designated and

signatory p_zu‘ty or parties other than Opomlm. sometimes hereinafter

veferred to individually hercin as “Non-Operalor™, and collectively as “Non-Operators™.
WITNESSETII:

WHEREAS, the parties to this agreement are owners 9:’ oil and gas leases and or oil and gas in-
terests in the land identified in Exhibit “A", aud the parties hereto have reached an agreement to explore

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

NOW. THEREFORE. it is agreed as follows:

ARTICLE 1.
DEFINITIONS

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

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

B. The terms “oil and gas lease”, “lease” and “leasehold” shall mean the oil and gas leases cov-

ering tracts of land lying within the Contract Area which are owned by the parties to this agreement

+C,"The term "oil and gas intervests" shall mean unleased fee and mineral interests in tracts of

land lying thhm the Contract Area which are owned.by parties to this agreement.

D. The term ‘Contract Avea” shall 'mean all of the lands, oil and gas leasehold interests and oil

and- gas ‘interests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands. oil and gas leasehold interests and oil and gas interests are described in Exhibit “A™.

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

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

G. Tt}c terms *Drilling Party” and *“‘Consenting Part,v" shall mean a party ‘'who agrees to join in
and pay its share of the cost of any operation conducted under the provisions of this agrcement.'

H. The terms “Non-Drilling Party” and “Non-Conscntmg Party’ shall mean a party who elects

Unless the context otherwise clearly indicates, words used in the singular

include the plural. the
plural includes the singular,

and the neuter gender includes the masculine and the feminine.

ARTICLE 1L
EXHIBITS

-

The following exhibits,- as indicated bclow and attached hereto. are mcorpomtcd in and made a
part hereof: :

X A. Exhibit “A”, shall include the following information:

(1) Identification of lands subject to agreement,

(2) Restrictions, if' any,-as to depths or formations, :
(3) Percentages or fractional: interests -of parties to this agreement,

(4) Oil-and gas leases and or oil and gas interests subject to this agreement.
(5) Addresses of parties for notice purposes.

Exhibit “B’', Form of Lease.

. Exhibit “C”, Accounting Procedure.

. Exhibit “D", Insurance.

Exhibit “E"”, Gas Baluncing Agreement,

Exhibit “F", Non-Discriminuation and Certification uf Non-Segrerated Facilities.

HEEBE
MTEmONW

If any provision of any exhibit, exeept Exhibit "E”. is inconsistent with any pm\inon contained
in the body of this agreement. the provisions in the -body of this agreement shall prevail,
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ARTICLE L
INTERESTS OF PARTIES

A, Oil and Gas Interests:

If any party owns an unleased oil and gas interest in the Contruct Aveu, that

inlerest shall be
treated for the purpose of this agreem

ent and during the term hereuf as if it were a leased interest
under the form of oil and gas lease attached as Exhibit “B™. As 1o such interest. the owner shall re-
ceive royalty on production as preseribed in the form of oil und gas lease attached hercto as Exhibit
“B". Such party shall. however. be subject to ‘all of the provisions of this agreement relating to lessees.
to the extent that it owns the lessee intervest, '

B. Interest of Parties in Costs and Production:

Exhibit A" lists all of the -parties and their vespective percentage or fractional interests under this

agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under
this agreement shall be borne and paid. and all cquipment and material acquired in operations on the
Contract Area shall be owned by the parties as their interests are shown in Exhibit “A”. All produc-
tion of oil and gas from the Contract Areca, subjéct to the payment of lessor's royaltios wiviehwitmioe

borne—ty—the—Jotrt—tebatrs. shall also be owned by the parties in the same manner during the term
hereof: plowded howeven

this shall not be deemed an a\sxgnment or cross-assignment of interests cov-
ered hereby. )

ARTICLE 1V.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of
drilling operations or, if the Drilling Parties so request. title examination shall be made on the leases

and or oil and gas interests included. or planned to be included. in the drilling unit around such well

The opinion will include the ownership of the working interest. minerals, royalty. overriding royalty

At .the time a well is proposed., cach party con-
tributing leases and ‘or oil and. gas interests to the drilisite. or to be included in such drilling unit. shall
furnish to Operator all abstracts (including Federal Lease Status. Reports)

. title opinions, title papers
and curative material in its possession free of chavge.

All such information not in the possession of or

made available to Operator by the pacties. but necessary for the examination of title. shall be obtained

by Operator. Opcrator shall cause title to be examined by attorneys on its stalf or by outside attorneys.
Copies of all title opinions shall be furnished to each party herveto. The cost’ mcuucd by Operator in
this title program shall be borne as follows:

{J Option No. 1: Costs incurred by Operator in procuring abstracts und title examination (including
preliminary, supplemental,

shut-in gas royalty opinions and division order title opinions) shall be a -

and shall not be u direct charge, whether
performed by Operator's staff attorneys or by outside attorneys,

2 abstraucts und fees paid outside attorneys
for title examination (including preliminary. supplemental. shut-in gas royalty opinions and division
order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit “A’.

Operator shall ‘make no charge for services vendered by its staff attomeys or other personnel in the
performance of the above functions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements
required in conhection with leases or oil and gas interests contributed by such party. The Operator shall be
responsible for the preparation and recording of Pooling Designations or Declarations as well as the
conduet of hearings before Governmental Agencies for the securing of spacing or pooling orders. This
shuil not prevent any piity from uppeuring on its own behall at m\y;uch hearing.

No well shall be drilled on the Contract Arveu until after 11) the title to the driblsite or drilling unit

has been examined us above provided. and (2) the title hus Been approved by the examining attorney o
title has been accepted by all of the partics who are to participute in the drilling of the well

B. Loss of Title:

1. Fuailure of Title: Should any oil and gux interest or lease. or interest therein. be lost through
failure of title, which loss results in o reduetion ot interest from that shown on Exhibit

A, this agree-
ment, nevertheless,

shall continue in toree as to all remuining oil and gas leases and interests, and
(a) The parly whose oil and gas lease or interest is affected by the title failure shall bear alone
tHe entire loss und it shall not be entitled to recover from Qperator or the other parties any development

P S
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“ with the defense of tHe interest claimed by a

for been responsible
operating costsfwhich it may have thisretofore] gaxae but there shadl be no monetary liability on its

p.nt to the other partics hereto e |drilling, development, operating or other similar costs by reason of
such title lailure: and subsequently incurred

(b) There shall be no retroactive adjustment of expenses incurred or vevenues reeeived from the

. operation of the interest which has boen lost, but the interests of the partics shall be vevised on an acre-

age basis, as of the time it is determined finally that title failure has ocuuwd. <0 that the interest of

the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost: and
(c) If the proportionate interest of the other p’n'tics herelo in any producing well theretofore drilled
on the Contract Area is increased by reason of the title failure. the party whose (itle has failed shall
receive the proceeds attributable to the inercase in such interests (less costs and burdens attributable
thereto) until it has been reimbursed for ‘unfecovered costs paid by it in conne'ction with such well;
and '
" (d) Should any person not a party to this agreement, who is determined to be the owner of any in-.

terest in the title which has failed, pay in any manner any part of the cost of opemtxon‘ development,

or equxpma.nt such amount shall be paid to the party or parties who bore the costs w hich are so vefund-
ed: and

(e) Any liability to account to a third party for prior production of oil and gas which arises by

~ reason of title failure shall be borne by the party or parties]in the same proportions in which they shared -

in such prior production: and whose title failed
(f) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection

uy party hereto, it being the intention of the parties - -
hereto that each shall 'dqfend title to its interest and bear all expenses in connection therewith.

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

as is necessary to effect reimbursement: |

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

{b) Proceeds. less operating expenses. thereafter accrued dtmbumblt. to the lost interest on an’
acreage basis, of that portion of oil and gas therearter produced and marketed (excluding production .
from any wells thereafter drilled) which. in the absence of such lease termination, would be attributable
to the lost interest on an acreage busis, up to the amount of unrecovered costs, the proceeds of said

portion of the oil and gus to be contributed by the other

purties in pxopmtmn to their respective in-
terests: and

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

coming a party to thxs agreement.

3. Other Losses: All losses incurred. other than those set forth in Articles IV.B.l. and IV.B.2.

above, shall not be considered failure of title but shall be joint losses and shall be borne by all parties

in proportion to their interests. There shall be no readjustment of interests in the remaining portion of(i
the Contract Area.

ARTICLE V.
OPERATOR
A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

—TX0 Production Carp. — shall be the

Operutor of the Contract Avea. und shatl conduct and direcet and have full control of all opcutwm on
the Contract Arca as permitted und veguired by

. and within the limits of, this agreement, It shall con-
duct ull such operations in a good and workmanlike manner, but it shall have no linbility as Opcerator
o the other parties for losses sustained ot liabilitics incurred. except such as may result from gross
negligence or willful misconduct.

-

/
-3 -
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affirmative vote of two (2) .or more parties owning

B.

Resignation or Removal of Operator and Sclection of Successor:

1. Resignation_or Removal of Qperator:
thereof to Non-Operators.

Operator may resign at any time by giving wrilten notice
I Operator terminates its legal existence. no longer owns an interest in the
Contract Arca, or is no longer capable of serving as Operator, it shall cease to be Operator without any
action by Non-Operator, except.the selection of o successor. Operator may be removed if it fails or
vefuses to carry out its duties hercunder., or becomes insolvent. bankrupt. or is placed in receivership.
by the affirmative vote of two (2) or morve Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit “A”, and not on the number of partics remaining after excluding the voting
interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M.
on the first day of the calendar month following the expiration of ninety (90) days after the giving of '
notice of resignation by Operator or action by the Non-Operators to remove Operator. unless a succussor
Operator has been selected und assumnes the duties of Operator at an earlier date. Operator. after effect-
ive date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of
a corporate name or structure 6f'0pemtor or transfer of Operator's interest to any single subsidiary,

. parent or successor cotrporation shall not be the basis for removal of Operator

2. Selection of Successor Operator: Upon the resignation or removal of Operator. a successor Op-
erator shall be selected by the Parties. The successor Operator shall be sclected from the parties owning
an interest in the Contract Area at the time such successor Operator is selected. If the Operator that

is".removed fails to vote or votes only to succeed itself, the successor Operator shall be sélected by the

a majority interest based on ownership as shown

on Exhibit “A”, and not on the number of parties xemamma after excluding the voting interest of the
Operator that was removed.

C. Employees:

The number of employees used by Operator in conducting operations. hereunder, their selection,

and the hours of labor and the compensation for services performed. shall be determined by Operator,
and all such employees shall be the employees of Operator.

D. Drilling Contracts:

All wells drilled qh the Contract Area shall be drilled on a competitive contract basis at the usual
rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in the
drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area atvrtore—rete

i AN o .
meneed, and. such work shall be .performed by Operator urider the same terms -and conditions as are

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

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initial Well: : ,

On or before the__ 1St day of__ ADril
ing of a wellfor oil and gas at the following location:

1,980' FNL and 1, 740" FEL of Section 19, T-21-S, R-27-E,
Eddy County, New Mexico

. 1984, Operator shall commence the drill~

“and shall thezeafter continue the drilling of the weill with due diligence ‘to .

11,600' beneath the surface of the earth or to a depth sufficient to
adequate]y test the Morrow Formation. -

unless granite or other -practically xmpcnctnblu substance or condmon in the hole which renders

further drilling impractical. is encountered at o lesser depth. or unless all parties agrec to complete or
abandon the well at a lesser depth.

Operator shall make reasonable tests of all lormations cncountered during drilling which yive in-
dication of containing oil and gas in quuntitics sufficient to test, unless this agreement shall be limited
in its application to u« specific formation or formations, in which event Operator shall be ‘required to
test only the formation or formations to \»hluh this .n"rcomunl may apply.

. Y

“ If, in Opcrator's judugment, the well will not produce oil or gas in paying quantities. and it wishes
to plug and abuandon the well as a dry hole, it shall first sccure the consent of all parties aid shall
plug und ubundon same as provided in Article VLE.1. hereof,

g~
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B. Subsequent Operations:

1. Proposed Operations: Should uny party hereto desire to deill any well on the Contract Area

other than the well provided for in Article VI.A.. or to rework, deepen or plug buck a dry hole drilled
at the joint expense of ull parties or a well jointly owned by all the partics and not then producing
in paying quantitics. the party desiring to drill. rework, deepen or plug back such a well shall give the

other parties written notice of the proposed operation, specifying the work to be performed. the loca-

tion. proposed depth. objective formation and the estimated cost ol the operation. The parties receiv-

ing such a notice shall have thirty (30) davs after receipt of the notice within which to notify the
parties wishing to do the work whether they ‘elect to participate in the cost of the proposed operation

If a drilling rig is on location, notice of proposal to rework, plug back or drill deeper may be given

by tclephone and the response period shall be limited to forty~eizht (48) hours, exclusive of Saturday

Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above fixed
shall constitute an election by that party not to participate in the cost of the proposed operation, Any '
notice or response given by telephone shall be promptly confirmed in writing.

2. Operations by Less than ANl Parties: If any party receiving such notice as provided in Article
VI.B.1. or VLE.1l. elects not to participate in the proposed operation, then, in order to be entitled to

the benefits of this article. the party or parties giving the notice and such other parties as shall elect

to participate in the operation shall. within sixty (60) days after the expiration of the notice period of
thirty (30) days (or as promptly as possible after the expirvation of the forty-eight (48) hour period
where the drilling rig is on location. as the case may be) actually commenee work on the proposed
operation and complete it with due diligence. Operator shall perform all work for the account of the
Consenting Parties: provided. however. if no drilling rig or other cquipment is on location. and if Op-
erator is a Non-Consenting Party. the Consenting Parties shall either: (a) request Operator to perform
‘the work required by such proposed operation ‘for the account of the Consenting Parties, or (b) desig-
nate-one. (1) of the Consenting Parties as Opcrator to perform such work. Consenting Parties, when

conductmg opex atioris on the Contract Area pulsuant to this Article VI.B.2., shall comply with all terms
and conditioris of thxs agr eement

If less than all parties approve any proposed operation, the proposing party. immediately after the
expiration of the applicable notice period. shall advise the Conseating Parties of (a) the total interest
of the parties approving such operation, and (b) its recommendation as to whether the Consenting Par-

ties should proceed with the operation as proposed. Each Consenting Pasty

v. within forty-cight (48)
hours (exclusive of Saturday, Sunday or legal holidays) after receipt of such notice. shall advise the

proposing party of its desire to (a) limit participation to such party's interest as shown on Exhibit A"
or (b) carry its proportionate part of Non-Consenting Partics' intercsl* The
electxon may withdraw such proposal if there is insufficient pamcnpatlon
all parncs of such decision,

proposing party, at its
and shall promptly notify.

#and failure so to advise the proposing party shall constitute an
election under (b).

The entire cost and risk of conducting such opmauons shall be borne by, the Consenting Parties in
the proportions they have clected to bear same under the terms of the preceding paragraph. Consenting
Parties shall keep the leasehold estates involved in such operations free .and clear of all liens and
encumbrances of every kind created by or.arising from the operations of the Consenting Parties. If such
an operation results in a dry hole. the Consemihﬂ Parties shall plug and abandon the well at their sole
cost, risk and expense. If any well drilled. reworked. deepened or plusged back under the provisions
of this Article results in a producer of oil and or gus in paying quantities, the Consenting Parties shall .
completc and equip the well-to produce at their sole cost and risk..and the well shall then be turned
over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties.
Upon commencement of operations for the drilling. reworking, deepening or plugging back of any such
well by Consenting Parties in accordance with the provisions -of this Article. cach Non-Consenting Party
shall be deemed to have relinquished to Consenting Parties. and the Consenting Parties shall own and
be entitled to receive. in proportion to their lespecme interests. all of such Non- Consentmg Party'’s
interest in the well uand share of production therefrom until the procceds of the sale of such share. .
calculated at the well. or market value thereof if such share is not sold (after deducting production
taxes, royalty, overriding royalty and other interests e\htmg on the effective date hereof, payvable out of

or mecasured by -the production from such well acer uing with respeet to buch interest until it reverts)
shall equal the total of: the following:

(a) 30.0% of cach such Non-Cunzenting Party’s share of the cost of any newly acquired surface
equipment beyond the wellhead connections (including, but not limited to.

stock tanks, separators,
treaters, pumping ecguipment and piping),

plus 100% of cach such Non-Consenting Party’s share of the
cost of opuration of the well commencing with first production and continuing until cach such Non-
Consenting Party’s relinguished interest shall revert to it under other provisions of this Article, it being
agreed that each Non-Consenting Party’s shage of augh gosts and equipment will be that interest which

would have been chargeable o cach Non- Lomcmmg Purtv had il participated in the well from the be-
ginning of the operation: and

-

(h) 400 % of that portion of the costs and expenses of drilling w\unkm deepening, or plugging
hack, testing and completing, atter deducting any cash um_lnl)ullunb reccived under Article VIILC,, and
[
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‘igg_ ol that portion of the cost of newly acqguired equipment in the well (o and ineluding the well-

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

Gas production attributable to any Non - Consenting Pavty's velinguished interest upon such Party's
clection, shall be sold to its purchaser. if availuble. under the terms.of its existing pas sales con-
' Such Non - Consenting Purty shall direct its purchaser to remit the proceeds receivable from
such sale direet to the Consenting Parties until ‘the amounts provided.for in this Article are recov-
eved. from the ‘Non - Consenting Party’s velinquished interest. If such Non - Consenting Party has not
contracted for sale of its gas at the time such gas is availuble for delivery, or has not made the clec-
tion as provided above. the Consenting Parties shall own and be entitled to veceive and sell such Non-
Consenting Party's share of gas as hereinubove provided during the recoupment period.

During the period of time Consenting Parties are entitled to reccive Non-Consenting Party's share

of productipn, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of
all production, severunce. gathering and other taxes

. and all royalty. overriding rovalty and other
burdens applicable to Non-Cousenting Party’s share of production.

In the case of any reworking. plugging back or deeper drilling operation. the Consenting Parties shall
be permitted to use. [ree of cost, all casing, tubing and other equipment in the well. but the ownership of
all such cquipment shall remain unchanged: and upon abandonment of a well after such reworking,
plugging back or deeper drilling, the Consenting Farties shall account for all such equipment to the

owners thereof. with each party receiving its p:opontlonate part in kind or in value. less cost of
salvage, .

Within sixty (80) days after the completion of any operation under this Article, the party con-
duct’iri‘g the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
ventory of the gquipment in and connected to the well, and an itemized statement of the cost of drilling.
chaepening.~ plugging back, testing, completing. and equipping the well for production: or. at its option,

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

statement of monthly billings. Each month thereatter, during the time the Consenting Parties are being

rexmbuxsed as provided above. the Party conducting the operations for the Consenting Parties shall furn-
ish the Non- -Consenting Parties with an itemized statement of all costs and liabilities. incurred in”the
operation of the well. together with a statement of the quantity of oil and gas produced from it and the

.amount of proceeds realized from the sale of the well's working interest production during the preceding

month. In determining the quantity of oil and gas produced during any month. Consenting Parties

shall use industry accepted methods such as, but not limited to. metering or periodic well tests. Any

amount realized from the sale or other disposition of equipment newly acquired in connection with .any

such operation which would have been owned by a Non-Consenting Party had it participated therein

.shall ‘be credited against the total unreturned costs of the work done and of the equipment purchased.

in determining when the interest of such Non-Consenting Party shall revert to it as above provided:

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

If and when the Consenting Parties recover from ua Non-Consenting Party’s relinquished interest
the amounts provided for above. the relinquished interests of such Non-Consenting Party shall auto-

: matically revert to it. and. from and after such reversion. such Non-Consenting Party shall own the same

interest in such well. the material and equipment in or pertaining thereto, and the production there-
from” as such Non-Consenting Party would have been entitled to had it participated in the drilling,
reworking, deepening or plugging back of said well. Thereafter. such Non- -Consenting Party shall be

- charged with and shall pay its proportionate part of the fu_rt'her costs of the operation of said well in
accordance with the terms of this agreement and the Accounting Procedure. attached lhiereto.

Notwithstanding the provisions. of this Article VL.B.2., it is agreed that without the mutual consent
of all parties, no wells shall be completed in  or produced from a source of supply from which a well
located elsewhere on the Contract Area is producing, unless such well conforms to the thcn-ex'xstmg.

‘well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatspever to the drilling of the ‘initial
well described in Article VI.A. except (a) when Option 2, Article VILD.1.

-,

. has been selected, of (b)
to the reworking, deepening and plugaing back of such initial well, i such well is or thereafter shall

prove to be a diy hole‘or non- commmclal well, ufter having been drilled to the depth specified in Article
VIA. .

C. Right te Take [roduction in Kind:

Each party shall have the right to take in kind or separately dispose of its proportionate share of
all oil and gas produced from the Contract’ Area, exclusive of production whith may be used in de-
velopment and producing opezaunm and in preparing and lneatm-v oil for marketing pu;poses and .
production unavoidably lost. Any extra expenditure incurred in the t ka" in kind or sepuarate dispo- -

sition by any pdlty of its proportionute share of the production shall be borne by such party. Any

- R _
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party takinu its share of production in kind shall be required to pay for only its proportionate share
of such part of Operator's surface facilities which it uses.

Each pﬁrty shall exccute such division orders and contracts as may be nuoéssm'y for the sale of its
interest in production from the Contract Arca. and, except as provided in Article VILB.. shail be entitled
to receive payment direct from the purchaser thereof for its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportiondte share of the oil and gas produced {rom the Contract Area, Operator shall have
the right. subject to the revocation at will by the party owning it, but not the obligation, to purchase such
oil and gas or sell it to others at any time and {rom time to time, for the account of the non-taking
party at the best priée obtainable in the area for such production. Any such purchase or sale by Op-
erator shall be subJect always to the right of the owner of the production to exercise at any time its
ught to take in kind. or separately dispose of, its share of all oil and gas not previously delivered to a
purchaser. Any purchase or sale by Operator of any other party's share of oil and gas. shall be only for

such reasonable periods of time as are consistent with the minimum needs of the industry under the

particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the

foregoing, Operator shall not make a sale. including onc into interstate commerce, of any other party’s

share of gas pxoducuon without first giving such othen party thirty (30) davslnonce of such intended

sale. K

prlor written

In the event one or more parties' separate disposition of its share of the gas causes split-stream de-
liveries to separate pipelinés and ‘or deliveries which on a day-to-day basis for any reason are not
exactly equal to a party's respective proportionate share of total gas sales to be allocated to it. the
balancing or accounting between the respective accounts of the parties shall be in accordance with

any Gas Balancing Agreement between the parties hereto, whether such Agreement is attached as
Exhibit “E”, or is a separate Agreement.

[SYRY |
D. Access to Contract Area and Information:

Each. party shall have access to the Contract Area at all reasonable times, at its sole risk to inspect
or observe operations. and shall have access at reasonable times to information pertaining to the de-
velopment or operation thereof, including Operator's books and records relating thereto. Operator. upon
request, shall furnish each of the other parties with copies of all forms or reports filed with govern-
mental agencies. daily drilling reports, well logs. tank tables. daily gauge and run tickets and reports
of stock on hand at the first of each month. and shall make available samples of any cores or cuttings

taken from any well drilled on the Contract Area. The cost of gathering and furnishing information to

Non-Operator,

other than that specified above. shall be chm"ged to the Non-Operator that requests the
information, ‘

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VI.LB.2.. any well

which has been drilled under the terms of this agrcement and is proposed to be completed as a dry hole
shall not be plugged and abandoned without the consent of all parties.

Should Operator. after diligent
or should any party fail to reply within forty-cight (48) hours
(excluswe of Saturday, Sunday or legal holidays) after receipt of notice of the proposal to plug and.
abandon such well. such party shall be deemed to have consented to the proposed abandonment. All
such wells shall be plugged and abandoned in accordance with applxcable regulations and at the cost. ‘
risk and expense of the parties who participated in the cost of drilling of such well. Any party who ob-
jects to the plugging and abandoning such well shall have the right to take over the well and conduct
fufther operations in search of oil and or gas subject to thc provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any
worked pursuant to Article VI.LB.2. hereof for which the Consenting

bursed as therein provided. any well which has been compluted as
abandoned without the consent of all parties.

-well which has been drilled or re-.
Parties have not been fully reim-
a producer shall not be plugged and
If all parties consent to such abandonment, the well shall
be plugged and abandoned in aceordance with applicable regulations and at the cost, risk and expense
of all the parties hereto. If. within thirty (30) days after receipt of notice of the proposed abandonment
of such well. all purties do not agree to the gbandonment of any well, those wishing to continue its op-
eration shall tender to each of the other parties its proportionate share of the value of the well's salvable
material and cquipment, determined in accordance with thc‘ provisions of Exhibit ~C”
cost of salvaging und the ostimated cost of plupging and abandoning.
assign to the non-abandoning parties.

. less the estimated
Each abandoning party  shall
without warranty, express or implivd, us to title or as to quantity,
quality, or fitness for use of the equipment and material, all of its interest in the well and velated equip-
ment, together with its intecest in the leuschold estate as to, but only as to. the interval or intervals of the
formution or formations then open to production. If the interest ot the ubundoning party is or includes
an oil and gas interest, such party shall execute and deliver to the non-abandoning party or parties an
oil und gas lease, limited 1o the interval or intervals of.the formation or formations then open to produc

tion, for a term of one year and so long therealter as oil and or gas is produced from the interval ar inter

-
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vals of the formation or formations ¢overed thereby, such lease to be on the form uttached as Exhibit
“B”, The assignments or leases so limited shall encompass the “deilling unit” upon which the waell is
located. The payments by, and the ussigiments o leases to, the assignees shall be in a ratio based upon
the relationship of their respoctive percentages of participation in the Contract Arca o the aggroepate of
the percentages of purticipution in the Contract Aveu of ull ussignees. There shall be no readjustment
of interest in the remaining portion of the Contract Area.

Therecalter. abandoning parties shall have no further responsibility, liability, or interest in the op-
evatibn of or production from the well in the interval or intervals then open other than the royalties
retained in any lease made under the terms of this Article. Upon request. Operator jshall continue to
o;ﬁerate the assigned well for the account of the 'nun-ubandoni_ng parties at the rates and charges con-
templated by this agreement, plus any additional cost and churges which may arise as the result of
the separate ownership of the assigned well. '

ARTICLE VIIL.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several. not joint or collective. Each party shall be responsible
only for its obligations. and shall be. liable only for its proportionate share of the costs of devcloping

-and operating the Contract Area. Accordingly. the liens granted among the parties in Article VILB. are

given to secure only the debts of each severally. It is not the intention of the parties to create., nor shall

this agreement be construed as creating, a mining or other partnership or association. or to render the
parties liable as partners.

. B. . Liens and Payment Defaults:

Each Noﬁ’-éperat_or grants to Operator a lien upon its oil and gas rights in the Contract Area, and a
security interest in its share of oil and or gas when extracted and its interest in all equipment, to secure

payment of its share of expense, together with interest thereon at the rate provided in the Accounting

Piocedure attached hereto as Exhibit “C", To the extent that Operator has a security interest under the:

Uniform Commercial Code of the State, Operator shall be entitled to- exercise the rights and remedies
of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator
for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition. upon default by any Non-
Operator in the payment of its share of expense, Opurator shall have the righi. without prejudice to
other rights or remedies, to collect from the purchaser the proceeds from the sale of such Non-Opcrator's
share of oil and or gas until the amount owed by such Non-Operator. plus interest has been paid. Each
purchaser shall be entvitled to rely u'poh Operator's written statement concerning the amount of any- de-

fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-
erator's proportionate share of expense. ‘

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

C. Payments and Accounting:

Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses’

incurred in the development and operation of the Contract Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the expense basis pro-
vided in the Accounting Procedure attached hereto as Exhibit "C”. Operator shall keep an accurate

record of the joint account hercunder. showing expenses incurred and charges and credits made and
received.

Operator,.at its election, shall have the right from time to time to demand and reccive from the

other parties payment in advance of their respective shares of the estimated amount of the expense to
be incurred in operations hereunder qlul'inp. the next suceceding month, which right may be exercised ‘only
by . submission to cach such party of an itemized statement of such estimated uvxpense, together with

an invoice for its share thercvof. Each such statement and invoice for the payment in advance of esti-

mated expense shall be submitted on or before the” 20th day of the next preceding month. Each party
shall pay to Opcrator its proportionate share of sugh gstimate within fifteen (15) days after such es-
timute and invoice is reccived. If any party fails to pay its share of said estimate within said time, the
amount due shall bear interest as provided in Exhibit “C" until paid. Proper adjustment sﬁﬁll: be
made monthly between advances and actual expense to the end that each party shall bear and pay.its
praportionate share of actual expenses incurred; und no more,

-8-
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D. Limitation of Expenditures:

L. Drill or Deepen: Without the consent of all parties. no well shall bhe drilled or deepened, ex-

cept any well drilled or deepened pursuant ta the provisions ol Avticle VLB.2, of this Aurcement. it being
understood that the consent to the drilling or deepening shall include:

{3 Option No. 1: All necessary expenditures for the drilling or deepening, testing. completing and
cquipping of the well, including necessary tankaze z\nd‘ or surface flacilitios,

X1 Option No. 2: All necessary expenditures tor the driliing or deepening and testing of the well. When
such well has reached its authorized depth, and all tests have been completed. Operator shall zive im-
mediate notice to the Non-Operators who have the right to participate in-the completim{ costs. The parties
recciving such notice shall have forty-cight (438) hours (exclusive of Saturday. Sunday and legal holi-
days) in which to clect to purticipute in thie setting of casing and the completion attempt. Such election,
when made. shall include consvent'to’all necessary expenditures foir the completing and equipping of such

- well, including necessary tankage and or surface facilities. Failure of any party receiving such notice

to reply within the period above fixed shall constitute an election by that party not to participate in
the cost of the completion attempt. If one or more. but less than all of the parties, elect to set pipe and

to attempt a completion, the provisions of* Article VI.B.2. hercof (the phrase “reworking. deepening or

plugging back” as contained in Article VI.B.2. shall be deemed to include “‘completing) shall apply to

the operations thercafter conducted by less than all parties.

A

2. Rework or Plug Back: Without the consent of all parties. no well shall be reworked or plugged
back except a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-
ment, it being understood that the consent to the reworking or plugging back of a well shall include

consent to all necessary expenditures in conducting siich operations and completing and equipping of
said. well, including necessary tankage and or surface facilities.

3. Other Operations: Operator shall not undertake any single project reasonably estimated to require
an expenditure in excess of Fifteen Thousand and No]100-———e—ce—o Dollars ($.13,000,00 )
except in connection with a well. the drilling. reworking, deepening, completing. recompleting. or plug-
ging back of which has been previously authorized by or pursuant to this agreement: provided. how-
ever. that, in case of explosion, fire. flood or other sudden cmergency, whether of the same or different
nature, Operator may take such steps and incur such expenses as in its opinion are required to deal with
the emergency to safeguard life and property but Operator. as promptly as possible, shall report the emer-
gency to the other parties. If Operator prepares “Authority for Expenditures” for its own use,

Operator, upon request, shall [urnish copies of its "Aulhority for Expenditures™ for any single project
costing in excess of _Fifteen Thousand and No|100-~ Doltars (s _15.000.00 ).

E. Royalties, Overriding Royalties and Other Payments:

Each party shall pay or deliver, or cause to be puid or delivered. all royalties to the extent of
one-eighth (118) due on its share of production and shall hold the other parties free
from ‘any liability therefor. If the interest of any party in any oil and gas lease covered by this agree-
ment is subject to any royalty. overriding royalty. production payment, or other charge over and above

_the aforesaid royalty. such party shall assume and alone bear all such obligations and shall account

for or cause to be accounted for. such interest to the owners thercot.

No party shall ever be' responsible, on any price basis higher than the price received by such party,
to any other party's lessor or royalty owner: and if any such other party’s lessor or royalty owner should

demand and receiveé settlements on a higher price basis, the party contributing such lease shall bear 1he
royalty burden insofar as such higher price is concerned.

F. Rentals, Shut-in Well Payments and Minimum Ro;\'alties;'

Rentals, shut-in well payments and minimum royalties which may be required under the terms of
any lease shall be paid by the party or parties who subjected such lease to this agreement at its or their
expense. In the event two or more parties own and have contributed interests in the same lease to this

‘agreement, such partics may designute one of such parties to make said payments for and on behalf of all

such parties. Any party may request, and shall be entitled to receive. proper evidence of all such pay-
ments. In the event of failure to muke proper payment of any irental. shut-in well puyment or minimum
royalty through mistake or oversight where such puyment is required to continue the lease in foree.

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

Opvurator shall notify Non-Operator of the anlicipated complution of a shut-in gas well, or the shut-
ting in or rcturn to production of a producing gas well.. at least five (5) days (excluding Saturcja_\', Sun-
day and holidays). or at the carliest opportunity permitted by circumstances, prior o taking such action. -
but assumes no liability for failure to do so. In the event of tuilure by Operator to so notify Non-
Opcrator, the loss of any lease contributed hereto by Non-Operator for fuilure to make timely payments

-9-
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of any shut-in well payment shall be borne jointly by the parties heroto under the provisions of Article
IV.B.3.

G. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad
valorem taxation all property subject to this agreement which by law should be. rendered for such
taxes, and it shall pay all such taxes assessed thereon before they become delinquent. Prior to'the ren-

-dition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not be

limited to, royalties. overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non- Opcxator If the assessed valuation of any leaschold estate is reduced by reason of its
being subject to outstandmg excess royalties, ovcn:dmg royalties or production payments, the reduction in
ad valorem taxes resulting therefrom shall inurc to the benefit of the owner or owners of such leasehold -
estate, and Operator shall adjust.the charge to such owner or owners so as o reflect the benefit of such

reduction. Operator shall bill other parties for their proportionate share of all tax payments in the man-
ner provided in Exhibit “gr,

See Article XV.D for Additional Prov151ons.

If Operator considers any tax assessment improper, Operator may, at its discretion., protest within
the time and manner prescribed by law, and prosecute the protest to a final determination, unless all
parties agree to abandon the protest prior to final determination. During the pendency of administrative
or judicial procgedings. Operator may elect to pay, under protest, all such taxes and any interest and

“penalty. -‘When any such protested assessment shall have been finally determined. Operator shall pay

the tax for the joint account, together with any interest and penalty accrued, and the total cost shall then
be assessed against the parties, and be paid by them, as provided in Exhibit “C".

‘Each’ party shall pay or cause to be paid all production, severance. gathering and other taxes im-

posed- ipon or with respect to the production or handling of such party's share of oil and or gas pro-
duced under the terms of this agreement.

H. Insurance:

At all times while operations are conducted. hereunder. Operator shall comply with the Workmen's
Corhpensation Law of the State where the operations are. being conducted; provided. however, that Op-
erator may be a self-insurer for liability under sajd compensation laws in which event the only charge
that shall be made to the joint account shall be an amount equivalent to the premium which would have
been paid had such insurance been obtained. Opmator'shall also carry or provide insurance for the
benefit of the joint account of the parties as outlined in Exhibit “D", attached to and made a part hereof.
Operator shall require all contractors engaged in work on or for the Contract Arca to comply with the

Workmen's Compensation Law of the State where the operations: are being conducted and to maintain

such other insurance as Operator may require.

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

ARTICLE VIIL
ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

-

A. Surrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties do not agree or consent thereto, the party desiring to surrender shall assign. without express
or implied warranty of title, all of its interest in such lease, or portion thercof, and any well, material and

equipment which may be located thercon and any rights in production thereafter secured, to the parties

not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest, the as-
signing party shall execute and deliver to the party or parties not desiring to surrender an oil ..md gas
lease covering such oil and gas interest for a term of one year and so long thereafter as oil and; or gas
is produced from the land covered thereby. such lease to be on the form attached hereto as Exhibit “B",
Upon such assignment, the assigning party shall be relieved from all obligations thereafter accrhing.
but not theretofore accrued. with respect to the acreage assigned and the operation of any well lhexcon.
and, the assigning party shall have no further interest in the lease assigned and its cqunpmcnt and’ pro-
duction other than the royalties retained in any lease made under the terms of this Article. Thu partics

assignee shall pay to the party assignor the reasonable salvage value of the latter's interest m any wells

and equipment on the assigned acreage. The valug-of all material shall be determined in .mcord.ame

with the provisions of Exhibit “C", less the csumatc_d cost of salvaging and the estimated Gost of b]ug.. —_—

ging and abandoning. [f the assignment is in favor of more than one party, the assigned mtcxcst shall

=
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be shared by the parties assignuee in the proportions that the interest of cach bears to the interest of all

patties assignee.’

Any assigiment or surrender made under this provision shall not veduce or change the assignor's or

_surrendering parties’ interest. as it was immuediately before the assignment. in the balance of the Contract

Area: and the acreage assigned or surrendered. and subsequent operations thercon. shall not thereafter
be subject to the terms and provisions of this agreement.

B. Renewal or Extension of Leases;

If any party secures a renewal of any oil and gas lease subject to this Agreement. all other parties
shall be notified promptly. and shall have the right for a period of thirty (30) days following receipt
of such notice in which to eleet to purticiputd in the ownership of the renewal lease. insofar as such
lease affects lands within the Contract Avea, by pa}'ing to the party who acquired it their several proper
proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area,
which shall be in p\'oportign to the interests held at that time by the parties in the Contract Area

If some. but less than all. of the parties elect to participate in the purchase of a renewal lease, it
shall be owned by the parties who elect to participate therein. in a ratio-based upon the relationship of
their ;espective’ percentage of participation in the Contract Area to the aggregate of the percentages
of participation in the Contract Area of all parties participating in the purchase of such renewal lease.

-Any renewal lease in which less than all parties clect to participate shall not be subject to this agreement.

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

proportionate interest therein by the acquiring party.

.The provisions of this Article shall apply to renewal leases whether they are for the entire interest
covered by the expiring lease or cover only a portion of 'its area or an interest therein. Any renewal lease
taken before the'expiration of its predecessor lease, or taken or contracted for within six (6) months after
the expi‘ration of the existing lease shall be subject to this provision: but any lease taken or contracted

for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
lease and shall not be subject to the provisions of this agreement.

leases.

The provisions in this Article shall apply also and m like manner

See Article XV.E. for Additional Provisions.

C. Acreage or Cash Contributions:

While this agreement is in force. if any party contracts for a contribution of cash toward the drilling
of a well or any other operation on the Contract Area. such contribution shall be paid to the party who

-

to extensions of oil and gas

conducted the drilling or other operation and shall be applied by it against the cost of such drilling or
other operation. If the contribution be in the form of acreage. the party to whom the contribution is

made shall promptly tender an assignment of the acrcage, without warranty of title
Parties in the proportions said Drilling Parties shared the cost of drilling the well.

. to the Durilling
If all parties hereto

are Drilling Parties and accept such tender, such acréage shall become a part of the Contract Avea and

.be governed by the provisions of this agreement.

If less than all parties hereto are Drilling Parties and

accept such tender. such acreage shall not become a par{ of the Contract Area. Each party shall prompt-
ly notify all dther parties of all acreage or money contributions it may obtain in support of any well or

any other operation on the Contract Area.

If any party contracts for any consideration relating to disposition of such party’'s share of substances
produced hereunder, such consideration shall not be deecmed a contribution as contemplated in this

Article VIIL.C.

D. Subsequently Created Interest:

Notwithstanding the provisions of Article VIILE. and VIILG.

. if any party hereto shall, subsécjuent “

to execution of this agreement, create an overriding royalty. production payment, or net proceeds inter-

est. which such interests are hereinafter referred to as

follows:

1.

sub:equen\lv'created interest”, such subsequently
created interest shall be specifically made aubJL‘Ct to all of the tcxma and provisions of this amuumunt as

m

If non-consent operations are conducted pursuant to uny provision of this agreement. and the

party conducting such operations becomes ‘entitled to receive the production attributable 1o the mtexcat
out of which the subsequently created interest is derived. such party shall receive same, free and clear

of such subsequently ercated -interest.

The party quatlng same shall bear and pay all such subqt.quently

created interests and shall indemnify and hold the other’ parties helcto l‘xce and harmless [nom any nnd

all liability resulting thoxef:om

-1
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“hereunder in the same manner as if such interest were a working interest.

-] O O e N —

.receipt of the notice, to purchase on the same terms ¢

‘nexshlp or an association for profit between ov amoung the parties hereto.

2. If the owner of the interest from which the subsequently created interest is derived (1) fails to

pay. when duce. its share of expenses chargeable hereunder.,

or (2) elects to ubandon a well under pro-
visions of Article VLE, hereof, or (3) eleets to surrender

a lease under provisions of Article VIILA.
hereof. the subsequently created intevest shfgll be chuavgeable with the pro ruta portion of all expenses
For purposes of .collecting
the party or purtics who recuive assignments as a result of (2) or {3) above
shall have the right to enforce all provisions of Article VIL.B. hereof nu;lins‘t such subsequentiyv created

such chargeuble expenses,

" interest. .

E. Maintenance of Uniform Interest:

_For the purposc of maintaining uniformity of ownership in the pil and gas leaschold interests
covered by this agreement, and notwithstanding any other provisions to the contrary, no party shall
sell, encumber. transfer or make other disposition of its interest in the leases embraced within the Con-

tract Area and in wells, equipment and production unless such disposition covers éither:

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

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

v

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

-pressly subject fo this agreement. and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by four or more co-owners,
Operator. at its discretion, may require such co-owners to appoint a single trustee or agent with full
authority "to receive notices, approve expenditures, receive billings for and approve and pay such party's
share' of the joint expenses, and to deal generally with. and with power to bind. the co-owners of such
party's interests within the scope of the operations embraced in this agreement; however, all such
co-owners shéllfhave'the right to enter into and execute all contracts or agreements for the diSpésition

of their respective shares of the oil and gas produced from the Contract Area and they shall have the
right to receive, separately, payment of the sale proceeds hereof.

F. Waiver of Right to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located. each
party hereto owning an undivided interest in the Contract Area waives any and’ all ng,hts it may have
to partition and have set aside to it in severalty its undivided interest therein.

e Bret e Rl Brevedees

5 PV ETY N DA . ....‘
e th
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interests in the Contract Area, it shall promptly give written notxce to the other parties, wji

—~res =

all infor-
mation concerning its proposed sale, which shall include the name and address oft @ prospective pur-
chaser (who must be ready, wmmg and able to purchase). the purchas ice, and all other terms of

the offer. The other parties shall then have an optional priors#hi, for a period of ten (10) days after

‘onditions the interest which the other party
. the purchasing parties shall share the pur-
ie interest of each bears to the total interest of all purchasing
6T no preferential right to purchase in those cases where any party'wishes
to mortgage its intertsts, or to dispose of its interests by merger, reorganization, consolidation, or sale
of all op_suts Stantially all of its assets to a subsidiary or. parent company or to-a éubsidiary of a parent

ensutll PR TS o

proposes to sell; and, if this optional right_js exorcised
chased interest in the proportions tb
parties. However, there sh

ARTICLE IX.
Z\TEIM\AL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed 1o create, a relationship of part-
Notwithstanding any- pro-
visions ht.rem that the rights and liabilities hereunder are several and not joint or collective, or that this
agreement -and operations hereunder shall not constitute a partnership. if. for Federal income tax pur-
poses, this agreement and the opurations hereunder are regarded as a partnewship, cach party hereby
affected clects to be excluded from the application of all of the provisions of Subchapter K", Chapter

1, Subtitle “A”, of the Internal Revenue Cude of 1954, as permitted and authorized by . Secnon 761 of
the Code and the regulations promulgated thereunder. Operator is authorized and directed to, execute on
behalf of cach party hereby affected such evidenee of this clection as may be required by the Secretary
of the Treasury of the Uniled States or the Federal Internal Revenue Service, including specmc.u.ly but
not by way of limitation, all of the returns, statements. and the data required: by Federal’ Regula-
tions 1.761. Should there be any requirement that uach party hereby affected z.we further-evidenfe of . ——
this election, cach such party shall execute such documcnts and furnjsh such other evidence as may be

required by the Federal Internal Revenue Scervice or as may be necessary 'to evidence this eleetion.. No .. ™

12
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"be treated as any other claim oi suit involving operations hereunder.

faner
.

such party shall give any notices or take any other action inconsistent with- the election made hereby
If any present or future income tax laws of the state or states in which the Contract Area is located or
any future income tax laws of the United States contain provisions similar to those in Subchapter “K",
Chapter 1, Subtitle A", of the Internal Revenue Code of 1954, under which an- election similar to that
px.ovidcd by Scction 761 of the Code is permitted, cach party hereby alfected shall make such election as
may be permitted or required by such laws. In making the foregoing clection, cach such party states that

the income derived by such .party from Operations hereunder can be adequately determined without the
computation of partnership taxable income,

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may scttle any single damage claim or suit ausmg from operations hereunder if the ex-
penditure does not exceed _Four Thousand and No/100

($_4,000.00

Dollars

) and 4( the payment is in complete settlement of such claim or suit.. If the amount
required for settlement exceeds the above amount. the parties hereto shall assume and taoke over the
further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-
pense of handling. settling. or otherwise discharging such claim or suit shall be at the jdint cxpei\se
of the parties, If a claim is made against any party or if any party is sued on account of any matter
arising. from operations hereunder over which such individual has no control because of the rights given

Operator by this':agreement. the party shall immediately notify Operator. and the claim or suit shall

ARTICLE XI.
FORCE MAJEURE

-If-any party is x:endered tnable, wholly or in part, by force majeure to caviy out its obligations
under this agreement, "other than the obligation to make monéy payments. that party shall give to all
other parties prompt written notice of the force majeure with reasonably full partxculars concerning it;
thereupon, the obligations of the party giving the notice, so far as they are affected by the force majeure,
shall be suspended during, but no loager than, the continuance of the force majeure. The affected party.
shall use all reasonable diligence to remove the force majeure situation as quickly as practicable.’

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

w:shes how all such difficulties shall be handled shall be entirely within the d\:.cletxon of the party
concerned.

The term “‘force majeure”, as here employed, shall mean an act of God. strike, lockout, or other

industrial disturbance. act of the public enemy, war, blockade. public riot. lightning. fire, storm. flood

explosion. governmental action,. governmental delay. restraint or inaction, unavailabilily of equipment.

and any other cause, whether of the ‘kind specifically enumerated above or otherwise, which is not
reasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

All notices authorized or required between the parties, and required by any of the provisions of
this agreement. unless otherwise specifically provided, shall be given in writing by United States mail"
or Western Union telegram. postage or charges prepaid. or by teletype. and addressed to the party to
whom the 'notice is given at the addresses listed on Exhibit A", The originating notice given under any
provision hereof shall be deemed given only when receiyed 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 originat-
ing notice is received. The second or any responsive notice shall be deemed given when deposited m
the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid

or when sent by teletype. Each party shall have the right to change its address at any time, and from
time to time, by giving written notice hercof to all other parties.

ARTICLE XIIIL '
TERM OF AGREEMENT )

This asgreement shall remain in full force and cffect as to the oil and gas leases and ov oil and g:;s in-
terests subjected hereto for the period of time sclected below: provided. however, no party hercto shall
ever. be construed as huvmf.. any right, title or interest in ov to any lease, or oil and gas mteu.st con-
tributed by any other party beyond the term or this agrcement. } .-'_'. !

ERINT e 3

O Option No. i: 3

So long us any of the vil and gas leases subject to this agreement u.-m.nn ov dre éon-
tinued in force as to any part of the Contract Area, whether by production. extension, wne.wal.ux;othar._.__
wise, and ‘or so long as oil and/or gas production continues from any lease or oil and pas interest.

v et . ey
e a oo - e cm——
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‘1 [X Option No. 2: In the event the well deseribed in Article VLA or any subsequent well drilled
2 under any provision of this agreement, results in production of nil and or gas in paying quantities, this
3 agreement shall continue in force so long us any such well or wells produce, or arc capable of produc-
4 tion, and for an additionul peviod of __120 days from cessation of all production; provided. however,
5 if, prior to the expiration of such additional period. one or more of the.parties hereto are engaped in
6 drilling or reworking a well or wells hercunder, this agreement shall continue in force until such op-
.7 erations have been completed and if production results therefrom, this aprcement shall continue in
8 force as provided hercin. In the event the well described in Article VI.A., or any subsequent well
9 drilled hereunder. results in a dry hole, and no. other well is producing. or capable of producing oil
10 and or gas from the Contract Area, this agreement shall terminate unless drilling or reworking opera-

11 tions are commenced within __120  days from the date of abandonment of said well.

12 .

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

15 '

16 - ARTICLE XIV.

17 CO’\H’LIAZ\CE WITH LAWS AND REGULATIONS

18

.19 A.. Laws, Regulations and Orders:
" 20_ -
21 This agreement shall be subject to the conservation laws of the: state in which the committed
© 22 -acreage is located, to the valid rules, regulations, and orders of any duly constituted regulatory body of
23  said state: and to all other applicable federal. state, and local laws. ordinances. rules. regulations. and
24  orders. )
25
26 B. 'Governing Law:
27 .
28 The essentnal validity of this agreement and all matters pextammg thereto, mcludmg. but not lim-
29 ited to, matters of performance, non- pelfoxmancc, breach, remedies. procedures, rights. duties and in-
30 terpretation’ or construction, shall be governed and determined by the law of the state in which the
31 Contract Area is located. If the Contract Area is in two or more states, the law of the state where most
© 32 of the land in the Contract Area is located shall govern.
33 . .
34 ARTICLE XV.
35 OTIHER PROVISIONS
23 A. Sale of Gas Producuon
38 It is recognized by the Parties hereto that in adda.uon to each Party's share of working interest

39 production as shown in Exhibit A", such party shall have the right, subject to existing contracts, to
40  market the royalty gas attributable to each lease which it contributes to the Unit Area and to receive
41 ' payments due for such royalty gas produced from or allocated to such lease or leases. It is agreed
42  that, regardless of whether each Party markets or contracts for its share of gas, including the royalty
43 gas under the leases which it contributed to the Unit , such Party agrees to pay or cause to be paid to
44  the royalty owners under its lease or leases the proceeds attributable to their respective royalty
45 - interest and to hold all other Parties hereto harmless for its failure to do so. .

46 :

47 B. Billing Additional Interests: _

:z : Notwithstanding the. provisions of this Agém@t and of the Acc9untirg Procedure attached ‘as

50 Dxibit "CY, the Parties to this Agreement specifically agree that in no event during the temm of

5, this contract shall Operator be required to make more than one b:L'lJ.:mg for the entire interest cre-

59 dited to each Party on Exhibit "A". ItisfurmeragreedthatlfanyPartytOdnsAgneement(heﬁe;

53 after referred to as 1Selling Party") disposes of part of the interest credited to it on Exhibit "A",
the Selling Party will be solely responsible for billing its Assignee or Assigoees, and shall renm.n

o primarily liable to the other Parties for the interest or interests assigned and shall make prompt
3 payment to Operator for the entire amount of statements and billings rendered to it. It is further
36 nderstood and agreed that if Selling Party disposes of all its interest as set out on Exhibit VA", A
51 whether to one or several Assignees, Operator shall continue to issue statements and billings to the
58 Selling Party for the interest conveyed until such time as Selling Party has designated and qualified

99 e Assignee to receive the billing for the entire interest. In order to qualify one Assignee to

80 receive the billing for the entire interest credlted to Selling Party on Exhibit "a", Selling Party
g; shall furnish to Operator the fo]lowm,

- 83 1. Written notice of the conveyance and photostauc or certified coples of the Ass;gmmts by
g‘; which the transfer was nade. . .
66 2. The name of the Assignce to be billed and a written statement signed by the Asng,nee to be
67  billed in which it consents to receive statements and billings for the entire interest credited to
68  Selling Party on Exhibit "A" hereof; and, further consents to handle any necessary su?—bﬂ.lmes in -
69 the event it does not own t.he entire interest credited to selling party on Exhibit "\'

70
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. C. Disl‘bursmmt of Royalties: -

If ‘a purchaser of any oil, gas or other hydrecarbens produced trom the Unit Arca declines to
make disbursements of all royalties,.overriding royalties and other payments out of, or with re-
spect co, producticn which are payablé on the Unit Area, Operator will, if any \on-Op.mtor so
desires, make such disbursements on behalf of said Non-Cperator at his direction, provided, Non-
. Opcmtor shall execute such documents as may be necessary in the opinion of Operator to emable

Op.mtor to receive all payments for oil, gas or other hydrocarbons directly from said purchaser.
‘In tha.t\ event, Operator will use its best efforts to moke disbursements correctly, but will be
liable for incorrect disbursements only. in the event of gross or willful negligence.

b. Artlcle VIIC., Addition:

If the Operator is required hereunder to pay ad valorem taxes based in whole or in part upen
separat\e valuatiocns of each Party's working interest, then notwithstanding anything to the con-
trary herem, charges to the jeint account shall be nade and paid by the Parties hereto in accor-
dance w:.th .the percentage of tax value generated by each Party's working interest. -

r
E. -Article VII.B., Continued:

[

I\otmthstandmz, anything to the contrary contained herein, each Party comiitting a lease or 1ease$
to this| Agreement shall have the option upen the expiration of each lease to renew or extend such
lease and to béar the renewal or extension costs and expenses:and thereby retain its orJ.:,mal interest
© and utle in said lease. By exercising such option, the Party's working interest shall remain mchanaed.
If the on,mal lease owner does not exercise its option within sixty (60) days after the expiration
date of the original lease, the renewal or extension lease will then be subject to the temms of this
Articlel as written above. If any Working Interest Owner other than the original Lease Owner renews
or extends the lease, the renewing or e:ctendm_, Party shall furnish the original'lease Owner an

1tamze9 statement to reimburse the renewing or extending Party in full. Failure of the original
Lease Owner to do so shall result in the forfeiture of its option hereunder. The provisions hereof
shall only apply to leases or portions of leases located in the Contract Area.

F. Arm.cle V1.B.2., Addition:

Notm.thstandm, any larniguage in Article VI.B.2. to the contrary each non—consenting party to a
remﬂcmg deepening or plugging back operation (mclu:lmg "completing if Option No. 2.in Article -
VII.D.1l. is selected) on a well conducted pursuant to Article VI.B.2 shall, upon commencement of
such operation, be deemed to have relmqulshed to consenting parties, ard the consem:m== parties
shall owh and be entitled to receive, in proportion to their respective interest, all of such nen-
'consentmg party's interest in the well and share of produciton.therefrom, only msofar as the
.mterval‘ or intervals of the formation or formations which are the subject of the reworking, deep-
emng or\ plugging back operation and to which such non—consenting party does not desire to join
in the reworldng, deepening or. plucglng back thereof until the proceeds or market value thereof
(after deductmg production taxes, excise taxes, royalty, overriding royalty and other interest
-payable \C’Ut of, or measured by the production from such well, only insofar as the production secured
from the[ mterval or. intervals of the formation or fomatmns which are subject to said reworlding,

or plugging back operation, accruing with respect to such interest until it reverts)
shall equal the total of those certain costs as further described in sub-paragra;hs (a) and (b)
of the tlurd gramraucal pamg,ra;h wnder Article VI.B.2.

\
|
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ARTICLE XVIL
MISCELLANEOUS

This agreement shall be binding upon und shall inure Lo the benefit of the partics hereto anf:l to their
respective heivs, devisees, lepal rvopresentatives, successors and assigns,

-1 O D o 9

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

—
o w0

IN WITNESS WHEREOQF. this agreement shall be effective as of

day of

[
—

19

—
@ .
‘s

OPERATOR

—
S N B

TXO PRODUCTION CORP.

—
0w =~

y—
w

[ 4
[
<

.

'
N
—

)
BRI
¢

NON-OPERATORS R | e

26 , . . , SN ’)/’
27, YATES DRILLING COMPANY ' +#LAG-REDFERN OIL COMPANY (/- " ™
28 ‘ : ; , A IR .
29 - . 8‘»‘\1&— LDQ%.—L’“C&W) gt
30By: T : By: Byron H. Greaves i) 17
i Title: - Title: Vice President., .. ..0"J
. . - o (.' L o
ii ‘ | ABO PETROLEUM CORPORATION R
34 S | ' ' ]
35 "MARTIN YATES III - By:
36 ‘ - Title: -
37 . : -
38 ' L ) ‘
39 S, P.IYATES JOHN A. YATES

7

40 ‘

41 MYCO | INDUSTRIES, INC.

42

43 1 .

44 By: L ‘ PEYTOMN YATES

45 Title: '

46

47 .

48

49 .

50 , A ' :
51 **Flag-Redfern. 0Oil Company's 'signature is subject to Conditional
52 Letter of Acceptance dated February 9, 1984.

53

- 54
55
56
57 . . - .

58 . . . . . . T

59 _

60 ~

61 ' '

62 ' ’

63

64

65

-

o7 ‘ L T
6 . AR : EUIRLIE . R A
69

70
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27

28

29
30By:
31 Ti

32

33
34
35
36
37
38

ARTICLE XVL
MISCELLANEOUS

This agreement shall be binding upoun and shall inure to the benefit of the parties hereto and to their

respective

heirs, devisces, legal representatives,

successors und assigns,

This instrument may be exceuted in any number of counterparts, cach of which shall be considered

IN ‘WITNESS WHEREOF., this agreement shall be effective as of
9.

an original for all purposes.

day of

OPERATOR

TXO PRODUCTION CORP.

D. Huppler A
President C

NON-OPERATORS

YATE§/2;%;F2NG ccgzy L .

t]

%‘-M

'MARTIN YAYE& 111

39
40
41

42
43

ST P VATES

MYCO %yézégiizjéiigg.

44

45 -

46
41 .
48
49
50

51

52
53

. 94

55

.56

37
58
59
60

. 81

62
63
64
65
66

. 67

68

69

70

By:

Title:

v
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STATE OF TEXAS §
COUNTY OF MIDLAND §

The foregoing 1nstrument was acknowledged before me this 2 2 day of
[ " , 1984 , by John D. Huppler, Vice President, of TXO Production

L w abdlaware corporat1on, on beha1f of he corpora ion.
'. : ’J,‘ - , . ]
4\( ."” 4 - S S

,'My 1ssion Expires: . : - Notary Public in and for
'-::’ : }"b/?'?— M¥dland County, Texas
': ,':\ o .
»" / "(( \' .“-
"' TAT&_ 'QF . §
”llu))
‘ COUNTY OF §
‘The foregoing 1nstrunent was acknowledged before ne this day of
, 19 , by : , of
- i Com an s a _ corporatlon on benalf of the
carporation. -
My Commission Expires: ~ "~ Notary Public in and for

f County,

STATE OF )y Didivind

COUNTY OF £,/ §
The foregoing instrument wa acknowTedged before ne this day of
l%, [!,,‘<£24) ]'S) ;t?:t{ /l;rA"’AL_, -271flg,1f- 3 2 / - f"’ifz £.~l‘: 9 ‘) f:
ing CDmDanV 5 a VU ewir V7 )1e ti'ce corporatl. 5 of the
corporatmm S

L n\, s8] .
) ﬁlL(LgLL r’ﬁ[ \2/17_[;);
Ny %cmml\SS'mn Expires: Notary Public in and for
/ 14 th/_\_"e ‘/ 19¢¢ é— /Qt;. County, »/2( P /)u &Lc;)

STATE OF/]:“ Zg,g £:5

COUNTY OF é(i e S

The foregomg 1nstrument as acknowledged before me this /o £ day of

152) Lti A C /’ / ]'S) j2;7Z: z? & 452;» ] 1£:ﬁ7f7f2=i4r»¢b ol .o f~:Z"’ CH( ] ‘)1=
. Abg Pétraleum Corporatwn » @ ZZ 1o Thelies corporatvon, on behalf of the
corporatmn.
5 )l,”'\p\ . ;\ .
' & 7)\4,14.%_# —-4 \2//7/(W
0 W ~C9r(m\1ss10n Expires:

Notary Pubhc m and for
198 | %féé;_. ‘ County. ZLoe

,‘ l}"

STATE or/zm Dicses
COUNTY OF éi,g

- _, The foregomg instrument was acknowledged before me this WA day of -
/)ULLLAJ 19&‘7{ » by SLJ/Ld ok ilty el s OF .
Myco .Industries, Inc. , @ _Zk_g_ﬁulz{é_ corporat on, on behalt of the

corporation. ‘
V) . e . 7
N PRI s /)1L L L R '5/ J//‘ v g
My Commission Exp1res ¢ Notary Pj:hc in and for
ﬂwmw/ /1956 KK[{L@ County, Jlrie~ ?)77444,;
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STATE OF ZL“: ZZ, Loce §

_ COUNTY OF Z,, §
The foregomg instrument was acknowledged before me this ./  day

/]mbgb , 1984 , by Martm Yates III by Franst thf_f;a/ /f?fz‘zag;}-f
A~ — Jﬁg/u . . [
W ERTIPAR _ ])tt Lca—nv ‘Q’{J/A’-‘:—Qz@f
My Commssion Expires: . C’L _ Notary Public in anEI‘T-or
]BA}/\_ }“ YA IE2 auul County, ) I he (o

. \'
¢ ‘n:'.'-.‘
PR .

STATE OF e Diefoce

COUNTY OF /é‘ma, § , ‘
Tf\e foregomg instrument was acknow'ledged before me this /o#é day ,
a,eé/ » 1984 , by _ John A, Yates .
\\( )l \ .')‘ .' N ) .

0 )M ' mti) 'ﬁ) Ex 1 17)1_ 74 el T { g/l;'\l,/ﬂ(h I
My Commisgion, res. ~ : / Notary Public in and for
v H@:@Tem Y- 474 G, County, Vo Jhhee

N /) :
STATE OF 7 § .

, counh\ %
S zlehe fa:régmng instrument was acknowledged bEfOFE me this /f/  day

)\@ uf:«) » 198,/ , " by _Peyton VYates B
A s v '

AN oL ) 2y
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EXHIBIT “A™ et

. Attached to and made a part of the Operating Agreement dated January
20, 1984, by and between TX0 Production Corp. - Operator, and
Flag-Redfern 011 Company, et al as Mon-Operators.

CONTRACT AREA:

N/2 of Section 19, T-21-S, R-27 E, Eddy County, New Mexico, containing
314.84 acres more or less

DEPTH LIMITATIONS:

11,600" beneath the surface of the earth or to a depth sufficient to ade-
quately test the Morrow Formation, whichever is the lesser depth.

INTEREST OF PARTIES TO AGREEMENT AND THEIR ADDRESSES:

WORKING INTEREST BEFORE AND AFTER PAYOUT

TXO Production Corp.-Operator

900 Wilco Building"
Midland, Texas 79701
Attn: Mr. Frank Kieffer

Flag-Redfern 011 Company
P. 0. Box 11050 -
Midland, Texas 79702

Attn:. Mr. Byron H. Greaves

Yates Dfil]ing Company
207 South 4th Street
Artesia, New Mexico 88210

Martin Yates I1II
207 South 4th Street
Artesia, New Mexico 88210

Abo Petroleum Corporation
207 South; 4th Street
Artesia, New Mexico 88210

Myco Industries, Inc. -
207 South 4th Street
Artesia, New Mexico 88210

John A. Yates
.-207 South 4th Street
- Artesia, New Mexico 88210

S. P. Yates{ A
207 South 4th Street.

Artesia, New Mexico 88210

Peyton Yates
207 South 4th Street
Artesia, New Mexico 88210

.3811460

.3811460

.0854085
.0742917
0074323
.0371300
.0074323

.0185809

.0074323

1.0000000

OIL AND GAS LEASES COMMITTED TO THIS AGREEMENT:

: Recorded
Date of Lease Lessor Book /Page
April 1, 1963 USA Not recorded
in Eddy County,
New Mexico :
June 1, 1963 ~ USA Not recorded

in Eddy County,

-New Mexico

Description

NE/4 and E/2 NW/4 of Section
19, T-21-S, R-27-E, Eddy
County, New Mexico

W/2 NW/4 of Section 19, T-21-S,
R-27-E, Eddy County, New Mexico



™) EXHIBIT "B" ( F
C o Foring e o M Revbed ™ 11, GAS AND MINERAL LEASE

’

THIS AGREEMENT made and entered into this day of .19

+ berween

hetcinafrer called “lessor™ (whether one or more), whose posr office address
Cis

and

hereinafter aalled “lessee”, whose posc office address is

1. Lessor, in consideration of

- . Dollars (8. )
in hand paid, teceipt of which is heceby acknowledged, of the royalties herein provided and of the agreements of the lessee hereincontained, hereby grants, lcases and lets. exclusively unto lessee

for the purpose of investigating, exploring, prospecting, dniling, mining and vperatng tor and producing oil, gas and all othee minerals. injectung gas, waters, other fluids, air and other gaseous
substances into subsurface scrata, laying snpe lines, storing oil, building tanks, power stations, electric transmussion lines, telephone lines, and otner ser and thines th o prod
save, take care of, teeac, process, store and transport said Is and other prod f; d cherefrom, and housing and otherwise caring for 1es employees, the followin R described land

in

County, Texs, to-wit

» Norwithstanding any particular descripcion, it is nevertheless the i of lessor o include wichin this lease, and lessor does hereby lease, not only the land so described but also any and all

other land owned oc claimed by lessar in the herein named survey or sucveys, ot in adjoiniag sucveys, and adjoining the herein described land up to the boundaries of the abutung landowners,

the leased lands being hereinafter teferred to as “said land”. For the purpose of calculating the rental payments heteinafter provided for, said land is estimated to comprise
scres, whether ic acrually comprises more or less. . .

. as long as Joint Operating Agreement is in effect.
2. Subject o the other provisions herein contained, this lease shall remain in force for 3 teem of R ONPNDON NI ANNIIDDIANNNN, and 25 long thereafter as oil. gas or other
mineral is produced from said physical land or land with which said tand or any part thereof is pooled, or this lease is maintain

ed by virrue of some other provision heteof,
3. The royalties to be paid by

; lessée ace: (a) on'cil.and on other liquid hydrocarbons saved at the well,one-cighth of that produced and saved from said land, same tobe delivered at the wellsor
to the credic of lessor in the pipe line to which the weils may be connected with lessor's interest in either case beatin

] p h ] its proportion of any expenses for treating oil to make it market

crude and lessee having the option, ac any time or £rom time 10 time, to purchase lessoc’s oll at the well, paying checetor :tfe tawful macket pri:eP:n che date of pugd\ue for ol of like gn:leb‘::l
gravicy peevailing for the field nearest where such oil is produced; (b} on gas, including casinghead gasand all g b duced from said land and sold, one-eighth of the amount
realized from such sale: (¢) on gas, including casinghead gas and all gaseous substances, produced from said land and used of€ said land by lessee and notbenefitting lessot, the market value ac the
mouth of cthe well of one-eighth of the gas so u.ses off sad land: (d) on all other minerals mined and marketed, onz-eighth, cither in kind or value at the well or mine, at lessee's election, excepe
that on sulphur che royaity shall be One Dollar'($1.00) per long fon; and (e} if at any time while there is a gas well or wells on the said land oc land pooled cherewith {for the purposes of this
clause te) the cerm “gas well” shalj include wells capable of producing natural gas, condensate, distillace or any gaseous substance and wells classified as gas wells by any governmental authoney)
and such well or wells are shut-in, chis lease shall continue in force for a petiod of either: (1) ninety (90) days from the date such weil or wells ace shut-in; (2) ninecy (90Y days from the
effective date for inctusion of said land or a portion thereof within a unit on which is located a shut-in gas well; (3) the date this lease ceases to be maincained by the payment of annual delay
rentals; oc (4) ninecy (90) days from the date this lease ceases to be otherwise maintained as provided herein, whichever is the later date, and before the expiracion of any such period lessee oc
any assignee hereunder may pay oc tender an advance annual royaley equal to the amouac of delay rentals provided for in chis lease for the

p : ] ! : acreage then held under this lease by the parey making
such paymeat of tender, and if such puyment or tender is made, this lease shall continue in force and it shall be considered thar gas is being produced from said land in paying quanuties wichin
the c.nnn:m% of Paragraph 2 hereof for one { 1) year from the date of such payment, and in like manner subsequent advance annual o

continue in

raph g u 1 ] \ ! seqL 1 | royalty payments may be made or tendeted and this lease shall
orce and it will be considered that gas is being produced from said Iand in paying quantities wichin the meaning of said aragraph 2 during any annual period for which such rovaley
is's0 paid ot tendered; such advance annual royalty may be paid of tendered in che same mannet and 10 the same depository as provided herein for the payment or tendet of delay repuls: royalty
accnuing to the-owners chereof on any production from said land during any annual period. for which advance annual royaley i I

s paid may be credited against such advance payment.
4. If operations for drilling or mining are not c ed on said land or on land pooled therewith on oc before one (1) year from chis dace, this lease shall cerminace as to both parties, unl
P css

on’or before one (1) year from said date lessce shall pay or tender to lessor a cental of

Dollars(§ -} which shall cover the privilege
tenders, annually, the of said i

of deferring commencement of such operations for 1 period of rwelve (12) months. In like manner and upon like paymeat ot
may be further deferred for successive periods of the same number of months, each dusing the prmary term. 'ayment or tender of

rental may be made to lessor or to the Bank

whichbank, or an:
successor chereof, shall continue to be the agent for léssor and lessor’s heirs, representatives, successors and assigns. £ such bank (ar any successac bank shail fail, liquid.ue". o¢ be succeeded b;
anocher bank, ot for any reason fail or refuse to accepe tental, lessee shall not be held in default unail thirry (30) days after lessor shall delivet to lessee a recordable instrument making provision
for another method of payment ot tender. The payment or tender of cental may be made by check or draft of lessee, maied ot delivered to said bank ot lessor or euthet lessor 1f more than one, on
or beiore the rental paying date, and the payment or tender will be deemed made when the check or draft is so delivered or mailed. If lessee shall, on or before any tencal or advance zanual
royaley payment date, make a bona fide attempt to pay or deposit a cenral or advance annual royairy payment (o a lessor or royalty owner entitled thereto undet this lease accarding o lessee’s
records at the time of such payment, and if such payment or deposit shall be erfoneous inany regacd, lessee shall be obligated 1o pay to such lessor or royalty owner the rental or advance annual
royalty E:ymem'pmperly payable foc the period involved, but this lease shallbe maintained in the same asif sucher payment or deposit had been property made, provided that

lessee shall correct such ecconeous payment within thirsy (30) days following receipt by lessee of written notice from such lessor or royalry owner of the error P 4 by any doc
and other evidence necessary to enable lessee to make proper payment,

t inor produced thecef: atits
option and without {essor’s joinder or further consent, to at any time, and from tme to time. either before or after production. pool and unitize the leasehiold estate and the lessor’s r‘og:nlry estate
creaced by this lease with the cights of thied pacties, if any, in all or any pact of said land and with any other land, lands, leases. mineral and royalry nights. o any of them adgacent, adioinung, of
located within the immediate vicinicy of said land, whether owned by lessec or some other person. firm or corporation. so as ta cieate by such pouting and unitization one or more dnlling or
production units, when 0 do 50 would, in the sole judgment of lessee, promote the conservation of oil, gas or other mineral. Each such drilling ot productinn unit, when limited to any one ot
more focmations and to any one or more of the minerals thecein or produced therefrom, may from time (o time be enh’fd and extended by lessee 10 addicswnally include any ochee formation or
formations and any other mi l of mi Is therein or produced therefzom. Also, any such unit may be altered or enlarged by lessee at any time 50 long as che otal acreage thereindoes nat

d the i hereinafter specified. Each such drilling oc production unit shall not exceed forry (40) acres, plus an acteage tolerance not to exceed ten per cent { 10 ) of fo:? (40 acres,
when created foc the purpose of drilling for or producing il therefrom and six hundred forey (610} acres, plus an acreage tolerance not to exceed ten per cent (L0% ) of six hundred forry (640)
acres, when created for the purpose of grillin' g:r ot producing gas, condensate or any combination of such minerals therefrom; provided, however, if the maximumdrilling or production unit
fixed or allowed by the tegulatory aucthoricy, Federal or Scate, having jurisd inshe p a$ a basis for the gevelpﬁmem and operation of or the production from the field in which said
tand is located, be more chan said maximum, then each such unic created heteunder may confoem subscantially in size with those so prescribed or permitted and in force inthe field ac the time -
such unit is created. As o each such unit so creaced by lessee, there shall be allocated 10 the acreage covered by ¢his lease, and included 1n the pooled unit, such poction of the production from said
unit as the numbee of acres out of this lease placed in any such unit,as such unit from time to time may be constituted, bears to the total number.of actes included in such unit, and lessor agrees w0
-ccép: and shall receive the royalties (advance or other kind) elsewhere specified in rhx; lease, based upon the production so allocated to thus lease or the proceeds thecefrom. The
commencement, drilling, completion of, reworking of of production from a well on any portion of the unit created hereunder shall have the same effect upun the terms of this Izaseas if a welt
were commenced, drilled, completed, reworked or producing on the land embraced by this lease. Lessee rmu:lace and use on each unit created hereunder common measuring and reworkin,
tanks for production from such unit. If lessee does ceeate any such unit oc units under the rights herein granted, then lessee shall execute in wnitng and record in the <ounty of counties in Vhir.g
each such uait o units created hereunder may be located an inscrument idennfying and descibing each such uit or uts so created. The development of and production from each such unic
shall be in accordance with the valid orders, rules and regulations of the lawful authoricy, either Federal or State, having junsdwition in the premises. Any such unit created by lessee in
accordance with the terms hereof may be released and dissolved by lessee by a release filed for tecord in the county or countics in which such unit s locared at any cime after thecompletionof a
dry hole or the cessation of production on such unit. The provisions of this paragraph shall be construed as a covenant runming with the land and shall inure (0 the benelit of and be binding upon
the parties hereto, their heirs, rep ives, s and assigns. N

5. Lessee is heteby given the pawer and cight, as ta all ac any pace of said land and a8 to any0nc or more of the {ormations thereunder and the minecals th

6. If, prior to discovery of oil, gas or other minefal on said land or land pooled therewith, lessee should drill and abandon a dry hole ot holes thereon, or if, after discovery of oil, gas or other
mineral, the production theceot should cease from any cause, this lease shall not eeminate if lessee commences additonal dailling, muning or rewarking upecativns wichin ninery (90) days
thereafter, or (if it be within the primary term) commences or resumes the payment or tender of tentals on ot before the reatal paying date next ensuing after the expiration of three 1 3) months
from date of completion and abandonment of said dey hole or hales or the cessation of production. i ac the expiration of the pramary term, oil, gas oc other munctal is not being produced from
said land ot land pooled therewith but lessee is then engaged in operations or dniling, mining ot tewocking of any well or mune thereon, this lease shall cemain in force so long as such
operacions or additional operations ace com d p d (whether on thesame o successive wells) with no cessation of morce than ninety (90) consecutive days, and. if they resultin

duction, so long th feer 2 oil, gas or ocher muneral is peoduced from said land or land puoled therewich. In the event a well or wells producing oil or gas in P'E? quantities should be
srough( in on adjacent land and within (wo hundred (200) feet of and draining said land, lessee agrees to dnil such offset wells as a reasonably prudent opecator would deill under the same or
sinular ¢i tances. The judgi of the lessee, when not fraudulently execcised, in carcying out the purposes of this lease shail be conclusive.

7. Lessee shall have free use of oil. gas and water from said land, except water from lessor’s wells and tanks, for alloperations hereunder, including repressuning, pressure maintenance, qd'"f
and secondary recovery operations, and the royalcy shallbe computed after deducting any so used. Any steuctures and facilicies placed vn said land by lessee for operatuns hercunder and any well
of wells on said land driiled of used for the injection of salc water or other fluids may dlsq be used (ot kessee’s operatiuns o other lands 1 the same acea. Lessee shall have the nght at any ime
during or after the expiration of this lease to remove all property and fixtures placed by lezser o wé;hdrag igcluding the ight todraw and cemave all casing. When required by lessur, lessee wall

- bury alt pipe lincs below ordinary plow depth, and no well shall be drlled within cwo hundced (200) (et of any residence or barn now on said land without lessoe's cunsent.

' 8. The cights of either pacty h der may be assigned-in whole or in part and the provisions hereof shall extend to the heirs, represeatatives, successors and assigns, but oo change or
division in ownership of the land, rentals of royalties, however accamplished, shall operace 10 enlarge the obligatons or diminish the fights of lessee. No such change ot division sa the
ownership of the land, reatals oc royalues shall be binding upon lessee foc m{ purpose until such person "q‘“"“? any interest has furnished lessee ‘“.'hl'h' strument ur inste or
‘cerasfied copies thereof, consucuting the chain of title from the ogiginai lessor. ln che event of an assignment of this lease as tw a segregated puruon of said url. the rentals payabic hereumicr
shall be apputtioned as becween the several leasehold owners ratably according to the surface area of gach, and default 1n sental payment by une shall aut atlect the rights of othet leaschold

owners hercunder. An assigament of this lease, in whole or in part, shall, to che extent of such assignment. relieve and discharge lessee of any obligatiuns hereundet, and, ik lessee ur s signce of

partor parts heteul shall fad or make default in the payment of the proportionate part of tne rentals due from such lessee or assignee or farl to complLvuh any other provinion of this lease, swh
default shall nut affect this lease insofar as 1t covers a pattof said land upon which lessee of any assignee theteof shall make payment vt sa:d rentals. 5

wuld more than six parties becume enstled
to toyalties hereunder, Lessee may requise the appoiniment af 2 single ageat o receive payment for all and miay mithhuld payment unul such appuintmeat has been made.

.
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EXHIBIT VIR

Attached to and made a part of ...Operating . Agr:egment_,dﬁted_;lanuamf_ 20,
1984, by and hetween TX0 Production Corp. - Operator and Flag-Redfern 0il
- Company, et _al_as_Non-Operator. covering the N/Z of Sectign 19, T-21-S, _
_ R-27-E. Eddy County. New Mexico -

ACCOUNTING PROCEDURE
- JOINT OPERATIONS

I. GENERAL PROVISIONS
1. Definitions ’

“Joint Property" shall mean the real and personal property subject to the agreement to whxch 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 recexved in the conduct of the Jomt

Operations and which are to be shared by the Parties.
“Operator” shall mean the party designated to conduct the Joint Qperations.

“Non-Operators” 3hall mean the parties to this agreement other than the Ogerator.
' “Parties” shall mean Operator and Non-Operators.

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

" supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity. -

“Pechnical Employees” shall mean those employees havmg special and specific engineering, geological or other

professional skills, and whose primary function in Joint Operations is the handling of specmc operating condi-
tions and problenis for the benefit of the Joint Property.

“Personal Expenses” shall mean ‘travel and other reasonable relmbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held £or use on the Joint Property.

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

2. Statement and Bxllmgs

L~

Operator shall bill Non-Qperators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-'
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-

vestment and expense except that items of Controllable Matenal and unusual charges and credits shall be sep-
arately identified and fully descnbed in ‘detail.

3. 'Advances and Payments by Non-Operators . . E

share ot estunated cash outlay for the succeedmg month’s operatxon Operator shall adjust 2k m ly bxllmg
to reflect advances received from the Non-Operators. .

e —

Each Non-Operator shali pay its proportion of all bills withi
‘made within such time, the unpaid balan he
annum or the maximum cop
Property is_lo d

=Coeetio o

' " See Page 5 for Provision.
4. Adjustments Page 5 vision

éen (15) days after receipt. If payment is not
Gear interest monthly at the rate of twelve percent (12%) per
ateé permitted by the applicable usury laws in the state in which the Joint
—Whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator . during any
calendar year ‘shall conclusively be presumed to be true and correct after twenty-four (24) months following
_ the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
written exception thereto and makes claim on Operatar for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. - The provisions of this paragraph shall not prewvent
adjustments resulting from a physical inventory of Controllable Material as provided for in Secnon V.

5. Audits ’ K

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audxt Ope-
rator's accounts and records relating to the Joint Actount for any calendar year within the twenty-four (24) month
‘period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written 'exception to and the adjustments of accounts as provided for in Paragraph 4 of this
- Section I. Where there are two or more Non-Operatars, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-

tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed .
to by the Operator.

6. A.pproval by Non-Operators

Where ‘an approval or other agreement of the Parties or Non-Operators is expressly requlred under other sec-
tions of this Accountmg Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Opemtot shall notify all Non-Operators of the Operator’s proposal, and

the agreement or approval of a majority- in.interest of the Non-Operators shall be controlling on all NOn—Opera-
tors.

—_1—



II. DIRECT CUIARGES

Operator shall charge the Joint Account with the following items:

L.

9.

- Parties, except as provided in Section I, Paragraph 3.

.rectly engaged on the Joint Property shall n

Rentals and Royalties

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

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

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

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

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

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

D.

Personal Expenses of those employees whose 'salaries and w
Paragraph 2A of this Section II.

Employeé Bpneﬁts -

ages are chargeable to the Joint Account undez".

Operator’s currerit costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, ‘applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty per cent (209 ). o , .

Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section 1V. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use

and is reasonably’practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be avoided.

Transportzition

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

tions: ) . .

A, If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall_;
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,

recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties. : ' ) .

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

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual

gross trucking cost
of $200 or less excluding accessorial charges. i

Services

The cost of contract services, equipment and utilities provided by outside sources, except sgrvices excluded by
-Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consuliant services or contract services of technical personnel not- di-

ot be charged to the Joint Account unless previously agreed to hy
the Parties. : :

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-'
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
. operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8¢%)

per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property. : , :

B.. In lieu of charges in Paragraph TA above, Operator may elect to use average commercial rates prevailing in

the immediate area of the Joint Property less 20S.. For automotive equipment, QOperator may elect to use rates
published by the Petr'olgum Motor Transport Association.

. ‘Damages and Losses to Joint Property

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

-Legal Expense

Expense of handling, investigating and settling litigatien or claims, discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred"in or resulting from operations under the agreement or

necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal

expense is considered to be covered by the overhead provisions of Section III u_nless otherwise agréed to by the

I



(i

.{\ll taxes of every kind an‘d nature assessed or levied upon or in connection with the Joint Property, the opera-
;on _thereof‘ or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
arties. . : '

10. Taxes

11. Insurance

I‘?’et premiums paid for insurance required to be carried for the Joint Opérations for the protection of the Par-
ties. In the event Joint Operations are conducted in. a state in which Operator may act as self-insurer for Work-
men’s Compensation andjor Employers Liability under the respective state's laws, Operator may, at its election,

include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s
cost not to exceed manual rates, . : ‘

12. Other Expenditures

Any ot}}er 'ex_penditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations, »

III. OVERHEAD

1. Overhead - Drilling and Produéing Operations
N i. As compensation for administrative, supervision

’

' drilling and producing operations on either:
( X.) Fixed Rate Basis, Paragraph 14, or
- ( .) Percentage Basis, Paragraph 1B,

, office services and warehousing costs, Operator shall charge

Unless ot.herwisca agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
ma_tters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered .
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant

§ervices and contract services of technical persor;nel directly employed on the Joint Property shall ( ) shall
not (X-) be covered by the Overhead rates.

ii. -

A. Overhead - Fixed Rate Basis

(1) Operator shall charge-the Joint Account at the following rates per well per month: . ) ]
Drilling Well Rate $_4.941.00 i
Producing Well Rate $_495.00

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

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

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

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, éxcept

“that no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days. . ‘ ’

"(b) Producing Well Rates |

[1] An active well either broduced or injected into for any portion of the month shall be considered
as a one-well charge for the entire month. ' :

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

{3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-

tion shall be considered as a one-well charge providing the gas well is directl'y connected to a per-
manent sales outlet. '

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

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

- (3) The well rates shall be adjusted as of the first day of April each year following the effective date of tt_xe
agreement to which this Accounting Procedure is attached. The adjustrpent shall be computed by ‘multl-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the galendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fx_elc%s Produc-
tion Workers as published by the United States Ddpartment of Labor, Bureau of Lab_or Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.

.
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B. Overhead - Percentaue Basis

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

- : Percent ( ¢z) of the cost of Duvelopment of the Joint Properiy exclusive of costs
provided under Paragraph 9 of Scction II and all salvage credits. ’

(b) Operating

Percent (  <¢) of the cost of Operating the Joint Property cxclusive of costs provided

under Paragraphs 1 and 9 of Section II all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property. _

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

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

2. Overhead - Major Construction

. To comnpensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-"
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and

.- operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charg; jt'hSOJ(?im Account for Overhead based on the following rates for any Major Construction project in excess
of § 2 . ' ,

A, ___5___% of total costs if such costs are more than $_25,000 but less than 5__100,000
B. 3 % of total costs in excess of $__ 100,000 but less than $1,000,000; plus
C. ___2_____% of total costs in excess of $1,000,000.

; plus

Total cost.shall mean the gross cost of any one pr&ject. For the purpose of this paragraph, the component parts
-of a single projecfg shall not be treated separately and the cost of drilling and workover wells shall be excluded.
3. Amendment of Ratés

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

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

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

tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties. .

1. Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case

of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Joint
Account when adjustment has been received by the Operator..

2. Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the

Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive oi‘ cash dis-
counts: .

A.‘New Material (Condition A)

(1) Tubular goods, except line pipe, shail be priced at the current .new price in effect on date. of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest

published price f.o.b. railway receiving point or recoghized ‘barge terminal _nearest the Joint Property
where such Material is normally available.

(2) Line Pipe

(a) Movement of less than 30.000 pounds shall be priced at the current new price, in effect at date of

movement. as listed by a reliable supply store nearest the Joint Property where such Materia{ is nor-
mally available.

M . . \.\
(b) Movement of 30.000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV. :

(35 Other Material shall be priced at the current new price. in effect at date of movement, as listed by a reliable

supply store or f.o.b. railway receiving point nearest the Joint Property where such Material is no‘rmally
available.

B. Good Used Material {Condition B) o
‘Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property ‘ :

‘(a) At seventy-five percent (755 ) of current new price, as determined by Paragraph 2A of this Section IV;
(2) Material moved from the Joint Property :

(a) At seventy-five percent (757 ) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material, or

—_ -
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(b) at si_xty-f'we' percent (65¢¢) of current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75¢¢) of current new price.
The cost of reconditioning, if any, shall be absorbed by the transferring property.-
C. Other Used Material (Condition C and D)

(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50¢5) of current new price as determined by Para-
g;‘nph 2A o? this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D ' '

Al} other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be

priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Material under

procedures normally utilized by the Operator without prior approval
] of Non-Operators. :
D, Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would

_ justify a price as provided above may be specially priced as agreed to by,
R ~ 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 Conditichs . ‘

.

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

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

" 3. Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
‘required Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use,
* and’ in moving it to the Joint Property: provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non~Operators for such Material. Each Non-Operator shall have the right, by so electing and

notifying Operator within ten days after receiving notice from Operator, to ‘furnish in kind all or part of 'his share
of such Material suitable for use and acceptable to Operator. . -

4. Warranty of Material Furnished by Operator

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

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

1. Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint 'Accounz Controll.able Mgtemal.

Written notice of intention to take inventory shall be given by Operator at least.rhxrty (30) @ays bqtore any inven-

tory is to begin so that Non-Operators may be represented when any inven'tory is taken. Failure of Non-Operators
 to be represented at an inventory shall bind Non-Operators to accept. the inventory taken by Operator.

2. Reconciliation and Adjustment of Inventories
Reconc.iliation of a physical inventory with the Joint Account shal} be made, _rmd a list c3i overages and shortages
" shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-

justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
. held accountable only for shortages due to lack of reasonable diligence.

3. Special Inventories

; tor; i »f interest in the Joint Property. It shall
Special Inventories may be taken whenever there is any sale or change of I , L

bg the duty of the party selling to notify all other Parties as quickly as possible a‘fter the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by. such inventory.

4. Expense of Conducﬁné Periodic Inventories . v
| The expense of conducting periodic Inventories shall not be charged to the Joint Account un%ess agreed to by.the
Parties. - - . ‘
‘ VI. ADVANCES AND PAYMENTS BY NON-OPERATCRS

Unless otherwise provided for in the Agreement, the Operator may require the Norr—-k."pex‘atorzd tzs ?:d:?f'le ngxlet;rl‘
share of the estimated cash outlay for the succeeding menth's operation. Ops;rato‘rlansha.]_l' : ii:s h okl
billing to reflect advances received from the Non-Operators. Each Non-O{:»era}tor 31 L pay e ‘f\mpg n of
all bills within fifteen (15) days of receipt. If payment is not made within Ell .m,laws inpilhe basta]atne i
shall bear interest monthly at the maximum legal raté permitted by the applica i usalgmn ei@teen oo
which the joint property is located; or, if the maximi legal permitted rate is less T L edeen t.h; -
percent per anmm and such rate may be modified as agreed between the parties, then, in n event, g
maid balance shall bear interest monthly at the rate of eighteen (18%) percent per annum. , parsuan

to either rate, attormey's fees, court costs and all other costs incurred in connection with the collection
’ ) .
of these unpaid amounts shall be recoverable.
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EXHIBIT "D"

SCHEDULE OF INSURANCE

Unit Operator shall carry the following insurance covering Operations
under this Agreement at the expense and for the benefit of the parties

hereto and shall requlre contractors and subcontractors to carry the
same, to-wit:

1. Workmen's Compensation and Employer's Liability

Insurance as required by the laws of the state
where the property is located.

Cohprehensive General Liability Insurance covering
. both bodily injury liability and property damage

liability with a combined single limit of $500,000
for each occurrence.-

3. Comprehensive Automobile Public Liability and
Property Damage Insurance with a combined single
limit of $500,000 for each occurrence.

4.” Insurance coverage on equipment as the Operator

deems necessary for the protection of the JOlnt
account.

Unit Operator may carry and maintain in force for its benefit insurance
of the type and in the amount which Operator in its sole opinion deems
necessary to protect it from loss resulting from any claims, damages,
causes of action or legal liability in favor of a Surface or Mineral
Owner of lands covered hereby, ar1s1ng out of, in connection with, or as-
an incident to any act or omission of Operator, its officers, agents or
employees in carrying out its responsibilities under this Agreement.
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EXHIBIT "E"
GAS BALANCING AGREEMENT

During the period 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 entitied to produce each month one hundred percent of the
allowable gas production assigned to.the Unit Area by the appropriate governmental
entity having jurisdiction, and each of such parties shall take its prorata share.
A1l parties hereto shall share in and own the condensate recovered at the surface in .
-accordance with their respective interests, but each party taking such gas shall own
all of the gas delivered to its purchaser. Each party unable to market its share of
the gas produced shall be credited with gas in storage equal to its share of the gas
produced, less its share of gas used in Tease operations, 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 quantity 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 recovered its
gas in storage and balanced its gas account, shall be entitled to take or deliver a

. volume of gas equal to twenty-five percent of each overproduced party's share of gas
produced. If more than one party is entitled to the additional gas produced, they

shall divide such additional gas in accordance with Unit participation.

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 accom-
‘plished by a money settlement. Such settlement shall be based upon the weighted
average price received by each overproduced party for its share of gas produced and
sold.

At all times, while gas is produced from the Unit Area, each party shall make
. appropriate settlement of all royalties, overriding royalty interest, and other

payments out of or in lieu of production for which it is responsible, as if each
party were taking or delivering to a purchaser its share, and its share only, of

such gas production. Each party hereto agrees to hold each other party harmless
from any and all claims for ro

yalty payments asserted by royalty owners to whom each
" party is accountable. - g '
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EXHIBIT “F"

NOMDISCRIMINATION AND CERTIFICATION OF NONSEGREGATED FACILITIES

Equal Opportunity Clause (41 CFR 66-1.4)
purchase for more than $10,000.00)

A.

(Applicable only to contracts or

During the performance of this contract the Operator agrees.as follows:

(1) The Operator-will not discriminate against any employee or applicant for
employment because of race, color, religion, sex, or national origin. The Operator
will take affirmative action to ensure that applicants are employed and that em-

ployees are treated during. employment without regard to their race, color, religion,
sex or national origin. Such action. shall include, but not be limited to the _
following: Employment upgrading, demotion, or transfer, recruitment or recruitment
advertising, layoff or terminations, including apprenticeship. The operator agrees

to post in conspicuous places, available to employees and applicants for employment,
notices to be provided by the contracting officer setting forth the provisions of
this nondiscrimination clause. o

. (2) The Operater will in all solicitations or advertisements for employees
placed by or on behalf of the Operator, state that all qualified applicants will

receive consideration for employment without regard to race, color, religion, sex or
national origin. -

(3) The Operator will send to each labor union or representative of workers
with which it has a collective bargaining agreement or other contract or under-
standing, a notice to be provided by the agency contracting officer, advising the
labor union-or worker's representative of the Operator's commitments under Section
202 of Executive Order 11246 of September 24, 1965, and shall post copies of the
notice in conspicuous places available to employees and applicants for employment.

* (4) The Operator will comply with all provisions of Executive Order 11246 of
September 24, 1965, and of the rules regulations and relevant orders of the Secre-
tary of Labor, : ' o ' -

(5) The Operator will furnish all information and reports required by Ex-
ecutive Order 11246 of September 24, 1965, and by the rules, regulations, and orders
- of the Secretary of Labor, or pursuant thereto, and will permit access to its books,
records, and accounts by the contracting agency and the Secretary of Labor for the

purposes of investigation to ascertaining compliance with such rules, regulations
and order.

.

(6) In the event of the Operator's noncompliance with the nondiscrimination
clauses of this contract or with any of such rules, regulations, or orders, this
tract may be cancelled, terminated, or suspended in whole or in part and the Op-

' erator may be declared ineligible for further Government contracts in accordance
" with procedures authorized in Executive Order 11246 of Septgmber.24, 19653 and such
other sanctions may be imposed and remedies invoked as provided in Executive Order

11246 of September 24, 1965, or by rule, regulation, or order of the Secretary of
- Labor, or as otherwise provided by law. ‘ :

(7) The Operator will include the provision or paragraph (1) thfough (7) in
. every subcontract or purchase order unless exemptgd by rules, regu]at1ons, or orders
of the Secretary of Labor issued pursuant to-Section 264 of Executive Order 11246 of
September 24, 1965 so that such provisions will be binding upon edch subcontractor .
or vendor. The Operator will take such action with respect to any subcoqtract or

" purchase order as the contracting agency may direct as a means of enforcing such .
provisions including sanctions: for noncomp]ianc@: Provided, howiever, that in the.
event the Operator becomes involved in or is @hrea;ened.w1th litigation with a
‘subcontractor or vendor as a result of such d1regt1on by thg gontyact1ng agency, the
Operator may request the United States to enter into such litigation to protect~the
interests of the United States.
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B. Certification of Monscgregated Facilities (41 CFR 60-1.8) {Applicable only to

contracts or purchase orders which are not exempt from the provisions of the
Equal Opportunity Clause set out above.)

The Operator certified that it does not, and will not maintain or provide for its
employees any segregated facilities at any of its establishments, and that it does
not, and will not, permit its employees to perform their services at any location,

_ under control, where segregated facilities are maintained. The Operator agrees that
a @reach of this -certification is a violation of the Equal Opportunity Clause in
this contract or purchase order. As used in this cértification, the term “segre-.
gated facilities" means any waiting rooms, work areas, restrooms and wash rooms, -
restaurants and other eating areas, time clocks, locker rooms and other storage or

dressing areas, parking lots, drinking fountains, recreation or entertainment areas,
transportation, and housing facilities provided fa

rta 1 r employees which are segregated
- by explicit directive or are in fact segregated on

| rec on the basis of race, creed, color
or national origin, because of habit local custom, or otherwise. The Operator

- further agrees that (except where it has obtained identical certification from
- proposed subcontractors for specific time periods) it will obtain identical cer-
tifications from proposed subcontractors prior to the award of subcontracts ex-
ceeding $10,000 which is not exempt from the provisions of the Equal Opportunity
- Clause; that it will retain such certifications in its files; and that it will
forward the following notice to such proposed subcontractors (except where the '
_proposed subcontractors have submitted identical certifications for specific time
periods): MNOTICE TO PROSPECTIVE SUBCONTRACTORS OF REQUIREMENT FOR CERTIFICATIONS OF
NONSEGREGATED -FACILITIES. A Certificate of Nonsegregated Facilities must be sub- .
mitted prior to the award o6f a subcontract exceeding $10,000.00 which is not exempt
- from the provisions of the Equal Opportunity Clause. The certification may be

submitted either faor each subcontract or for all subcontracts during & period (i.e.,
quarterly, semiannually, or annually). - ;

C.

Affirmative Action Compliance Progfam (41 CFR 60-1.40) (Applicable oﬁ1y if (a)
the Operator has 50 or more employees and (b) the contract or purchase order is
for $50,000.00 or more). '

The Operator shall develop a written affirmative action program for each of its
~establishments, and, within 120 days from the effectiveness of this contract or -~
purchase order, shall maintain a copy of separate programs for each ‘establishment,

_including evaluations of utilization of minority group personnel and the job classi-
-fication tables, at each local office responsible for the personnel matters of such
~establishment). . . :

'D. Employer Information Report (41 CFR 60-1.7) (Applicable only if (a) the

Operator has 50 or more employees. (b) the Operator is not exempt and (c) the
contract or purchase order is for $50,000.00 or more). :

The Operator agrees to file with the appropriate Federal Agency annually, on or
before the 31st day of March, complete and accurate reports on Stanqard Form 100
- (EE0-1) promulgated jointly by the Office of Federal Contract Compliance, the Equal

Employment Opportunity Commission and Plans for Progress or such form as may here-
" after be promulgated in its place.

'E; Affirmafﬁve_Action for bisab]éd Veferans and Veterans of the. Vietnam Era
{41 CFR 60-250) (Applicable only to contracts or purchase orders for $10,000.00

- or more).

\

The affirmative action clause prescribed in Section 60-250.4 of Title 41 of the Code
of Federal Regulations is incorporated herein by referenceq (as.perm1tted by section
60-250.22 of said Regulations) as if set out in full at this point. ;f the Operator
(a) has 50 or more employees and (b) this contract or purchase order is for : K
'$50,000.00 or more, then within 120 days from the effectiveness.of this contract or
purchase order, the Operator shall prepare and maintain an;aff1rmat1ve'act1oq pro-
gram at each establishment, which program shall set forth the Operator’s po13c1es,
‘practices and procedures in accordance with Section 60-741.6 of said Regulations.

F. Affirmative Action for Handicapped Horkers (41 CFR 60-741.4) (Applicable only
to contracts or purchase orders for 52,500.00 or more ).

. s ; ‘had . i ‘on 60- itle 41 of the
The affirmative action clause prescribed.in Section 6§0-741.4 of Titl he
Code of Federal Regulations is incorporated herein by reference (as permitted by
Section 60-741.22 of said Regulations) as if set out in full at this point. If the

-
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. Operator (a) has 50 or mare employees and (b) this contract or purchase order is for

$50,000.00 or more, then, within 120 days of the effectiveness of this contract of
purchase order, the Operator shall prepare and maintain an affirmative action pro-

gram at each establishment, which program shall set forth the Operator's policies,

practices and procedures in accordance with Section 60-741.6 of said Regulations

G. Utilization of Minority Business Enterprises erdefa] Procurement Requla-

tions 1-1.13) (Applicable only to contracts or purchase orders which may exceed
$10,000.00). .

(1) It is the policy of the Government that minority business enterprises

shall-have the maximum practicable opportunity to participate in the performance of
Governmental contracts. :

(2) The Operator agrees to use his best efforts to carry out this pollcy in
the award of his subcontracts to the fullest extent consistent with the efficient
performance of this contract. As used in this contract, the term "minority.business
enterprise" means a business, at least 50 percent of ‘which is owned by minority
group members or, in case of publicly owned businesses, at least 51 percent of the
stock of which is owned by minority group members. For the purposes of this de-
finition, minority group members are Negroes, Spanish-speaking American persons,
American-Orientals, American-Indians, American-Eskimos, and American Aleuts.
Contractors may. rely. on written representat1ons by subcontractors regarding their
Status as minority business enterprlses in lieu of an 1ndependent investigation.
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