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APPROVAL - CERTIFICATION - DETERMINATION

Pursuant to the authority vested in the Secretary of the Interior under
Section 17(j) of the Mineral Leasing Act of 1920, as amended (74 Stat.
784; 30 U.S.C. 226(j)), and delegated to the Area 0il and Gas Supervisors
of the U. S. Geological Survey, I do hereby:

A. Approve the attached communitization agreement covering the

South Half (S/2) of Section 26, Township 25 North,

Range 2 West, Rio Arriba County,

County, New Mexico , a5 to (natural-gas—and-associated
Hequid—hydrocarbons) (crude 0il and associated natural gas)

producible from the Mancos through the Dakota Formations.

B. Determine that the Federal lease or leases as to the lands.
committed to the attached agreement cannot be independently
developed and operated in conformity with the we]]-spacingv
program established for-the field or area in which said lands
are located, and that consummation and approval of the agree-

'ment will be in the public interest. |

C. Certify and determine that fhe drilling, producing, rental,

minimum royalty and royalty requirements of the Federal lease
- or leases committed to said agreement are hereby established,
altered, changed, or revoked to conform with the terms and

conditions of the agreement.

Area 0il1 and Gas Supervisor
U. S.- Geological Survey
Mid-Continent Area

Approved:

Effective:

Contract No.:
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COMMUNITIZATION AGREEMENT

Contract No.

THIS AGREEMENT, entered into as of the 9th  day of November , 1983 »
by and between the parties subscribing, ratifying, or consenting hereto,
such parties being hereinafter referred to as "parties hereto.”

WITNESSETH:

WHEREAS, the Act of February 25, 1920 (41 Stat. 437), as amended and
supplemented, authorizes communitization or drilling agreements communi-
tizing or pooling a Federal o011 and gas lease, or any portion thereof, with
other lands, whether or not owned by the United States, when separate tracts
under such Federal lease cannot be independently developed and operated in
conformity with an established well-spacing program for the field or area
and such communitization or pooling is determined to be in the public interest;
and

WHEREAS, the parties hereto own working, royalty or other leasehold
interests, or operating rights under the oil and gas leases and lands sub-
ject to this agreement which cannot be independently developed and operated
in conformity with the well-spacing program established for the field or area
in which said lands are located; and

WHEREAS, the parties hereto desire to communitize and pool their respec-
tive mineral interests in lands subject to this agreement for the purpose -
of developing and producing communitized substances in accordance with the
terms and conditions of this agreement:

NOW, THEREFORE, in consideration of the premises and the mutual advan-
tages to the parties hereto, it is mutually covenanted and agreed by and
between the parties hereto as follows:

1. The lands covered by this agreement (hereinafter

referred to as "communitized area") are described
as follows:

Township 25. North, Range 2 West

Section 26: South Half (S/2).

Rio Arriba County, New Mexico

containing 320.00 ._acres, more or less, and
this agreement shall include griy the Mancog
Niobrara, Greenhorn, Graneros and Dakota

Formation(s) underlying said lands and the crude
oil and associated natural gas

hereinafter referred to as "communitized sub-
stances," producible from such formation(s).

- 2. Attached hereto, and made a part of this agreement
for all purposes, is Exhibit B, designating the
operator of the communitized area and showing the
acreage, percentage and ownership of o1l and gas
interests in all lands within the communitized area,
and the authorization, if any, for communitizing or
pooling any patented or fee.lands within the com-
munitized area.




A1l matters of .operation shall be governed by the
operator under and pursuant to the terms and pro-
visions of this agreement. A successor operator
may be designated by the owners of the working
interest in the communitized area, and four (4)
executed copies of a designation of successor
operator shall be filed with the Area 0il1 and Gas
Supervisor.

Operator shall furnish the Secretary of the Interior,
or his authorized representative, with a log and
history of any well drilied on the communitized area,
monthly reports of operations, statements of oil and
gas sales and royalties, and such other reports as are
deemed necessary to compute monthly the royalty due
the United States, as specified in the applicable oil
and gas operating regulations.

The communitized area shall be developed and operated
as an entirety, with the understanding and agreement
between the parties hereto that all communitized sub-
stances produced therefrom shall be allocated among

the leaseholds comprising said area in the proportion
that the acreage interest of each leasehold bears to
the entire acreage interest committed to this agreement.

The royalties payable on communitized substances allo-
cated to the individual leases comprising the communi-
- tized area and the rentals provided for in said leases
shall be determined and paid on the basis prescribed

in each of the individual leases. Payments of rentals
under the terms of leases subject to this agreement
shall not be affected by this agreement except as pro-
vided for under the terms and provisions of said leases
or as may herein be otherwise provided. Except as
herein modified and changed, the oil and gas leases sub-
ject to this agreement shall remain in full force and
effect as originally made and issued.

It is agreed that for any Federal lease bearing a
sliding- or step-scale rate of royalty, such rate shall
be determined separately as to production from each
communitization agreement to which such lease may be
committed, and separately as to any noncommunitized lease
production, provided, however, as to leases where the rate
of royalty for gas is based on total lease production per
day, such rate shall be determined by the sum of all
comnunitized production allocated to such a lease plus
any noncommunitized lease production.

There shall be no obligation on the lessees to offset any
well or wells completed in the same formation as covered
by this agreement on separate component tracts into which
the communitized area is now or may hereafter be divided,
nor shall any lessee be required to measure separately
communitized substances by reason of the diverse ownership
thereof, but the lessees hereto shall not be released from
their obligation to protect said communitized area from
drainage of communitized substances by a well or well
which may be drilled offsetting said area. ‘



10.

11.

12.

The commencement, completion, continued operation or
production of a well or wells for communitized sub-
stances on the communitized area shall be construed

and considered as the commencement, completion,
continued operation or production on each and all of
the lands within and comprising said communitized area,
and operations or production pursuant to this agreement
shall be deemed to be operations or production as to
each lease committed hereto.

Production of communitized substances and disposal
thereof shall be in conformity with allocation, allot-
ments, and quotas made or fixed by any duly authorized
person or regulatory body under applicabie Federal or
State statutes. This agreement shall be subject to all
applicable Federal and State laws or executive orders,
rules and regulations, and no party hereto shall suffer
a forfeiture or be 1iable in damages for failure to
comply with any of the provisions of this agreement if
such compliance is prevented by, or if such failure
results from, compliance with any such laws, orders,
rules or regulations.

This agreement is effective _ November 9, 1983
(Month) (Day) (Year)
upon execution by the necessary parties, notwithstanding
the date of execution, and upon approval by the Secretary
of the Interior or by his duly authorized representative,
and shall remain in force and effect for a period of two
(2) years and for so long as communitized substances are,
or can be, produced from the communitized area in paying
quant1t1es Provided, that prior to production in paying -
quantities from the commun1t1zed area and -upon fulfillment
of all requirements of the Secretary of the Interior, or
his duly authorized representative, with respect to any
dry hole or abandoned well, this agreement may be termi-
nated at any time by mutual agreement of the parties
hereto. This agreement shall not terminate upon cessation
of production if, within sixty (60) days thereafter,
reworking or drilling operations on the communitized area
are commenced and are thereafter conducted with reasonable
diligence during the period of nonproduction. The two-year
term of this agreement will not in itself serve to extend
the term of any Federal lease which would otherwise expire
during said period.

The covenants herein shall be construed to be covenants
running with the land with respect to the communitized
interests of the parties hereto and their successors in
interests until this agreement terminates and any grant,
transfer, or conveyance of any such land or interest sub-
ject hereto, whether voluntary or not, shall be and hereby
is conditioned upon the assumption of all obligations here-
under by the grantee, transferee, or other successor in
interest, and as to Federal land shall be subject to approval
by the Secretary of the Interior.

It is agreed between the parties hereto that the Secretary
of the Interior, or his duly authorized representative,
shall have the right of supervision over all operations
within the communitized area to the same extent and degree
as provided in the .0il and gas leases under which the United
States of America is lessor and in the applicable 0il and
gas regulations of the Department of the Interior.




13. This agreement shall be binding upon the parties
hereto and shall extend to and be binding upon their
respective heirs, executors, administrators, Successors,
and assigns. ‘

14. This agreement may be executed in any number of counter-
parts, no one of which needs to be executed by all parties,
or may be ratified or consented to by separate instrument,
in writing, specifically referring hereto, and shall be
binding upon all parties who have executed such a counter-
part, ratification or consent hereto with the same force
and effect as if all parties had signed the same document.

15. Nondiscrimination: In connection with the performance
of work under this agreement, the operator agrees to
comply with all of the provisions of Section 202(1) to
(7) inclusive, of Executive Order 11246 (30 F.R. 12319), as
amended, which are hereby incorporated by reference in this
agreement. '

IN WITNESS WHEREOF, the parties hereto have executed thi§ agree@ent
as of the day and year first above written and have set opposite their
respective names the date of execution.

E. ALEX PHILLIPS

By: ) ' . Dated:

PETROLEUM CORPORATION OF TEXAS

By: . Dated: .
P C LTD.
By:, - : Dated:

IBEX PARTNERSHIP

By: - Dated:

KISTLER INVESIMENT COMPANY

By: : Dated:

HOOPER, KIMBALL, WILLIAMS, INC.

By: o o Dated:

RALPH GILLILAND

By: . Dated:

MOUNTAIN STATES NATURAL GAS CORPORATION

By: . Dated:

READING & BATES PETROLEUM COMPANY

By: Dated:

DUGAN PETROLEUM CORPORATION

By: ' Dated:




TESTAMENTARY TRUST UNDER THE
WILL OF WARREN CLARK

By:

WARREN CLARK TRUST

By:

CAROLYN CLARK OATMAN

By:

W. W. OATMAN

By:

NORTHWEST PIPELINE CORPORATION

By:

GULF OIL EXPLORATION & PRODUCTION COMPANY

By:

JEROME P. MCHUGH & ASSOCIATES

By:

Dated:

Dated:

Dated:

Dated:

Dated:

Dated:

Dated:




EXHIBIT "A"

Plat of Communitized Area Covering the South Half (S/2)
of Section 26, Township 25 North, Range 2 West,
Rio Arriba County, New Mexico

Tract #4 Tract #3 Tract #2 Tract #1
Jerome P. McHugh Mountain States
68.75% 120 acres Natural Gas 50%
E. Alex Phillips Ralph Gilliland
31.25% Northwest Hooper, Kimball, 25%
40 acres Piveline 75% Williams 33.33% |Kistler Investment
Loyd J. Ingram, P ° Reading & Bates {Company 25%
et. al. | Dugan Pr?ductlon 33.33% NM 03742 40 acres
Tract #5 Corporation C.C. Oatman
25% .87% i
. Warren Clark Trust .81%
Gulf 011. 80 acres Testamentary Trust 437
Corporation
100 Warren Clark
P C Ltd. 10.41%
40 acres IBEX Partnership 10.417%
Pet. Corp. of Texas 10.41%
SF 079332 NM 03185 SE. 081296




EXHIBIT "B"

To Communitization Agreement dated November 9, 1983 embracing
South Half (S/2) of Section 26,
Township 25 North, Range 2 West
Rio Arriba County, New Mexico

Operator of Communitized Area: E. ALEX PHILLIPS

DESCRIPTION OF LEASES COMMITTED

Tract No. 1

Serial Number: NM03742

Lease Date: April 1, 1946

Lease Term: Five (5) years, preséently held by production

Lessor(s): United States of America

Original Lessee: C. Harry White

Present Lessees: Mountain States Natural Gas Corp., et. al.

Lessee on effective date of agreement if different from present
lessee: Not Applicable

Description of land committed:

Township 25 North, Range 2 West

Section 26: Northwest Quarter Southeast Quarter
(NW/4 SE/4)

Number of acres: 40

Pooling clause: Yes

Basic royalty rate: one-eighth (1/8th)

Name and percent ORRI Owners: None

Name and percent WI Owmers: Mountain States Natural Gas Corp. - 50%;
Ralph Gilliland - 257%; Kistler Investment
Company - 257%

Tract No. 2

Serial Number: SF081296

Assignment Date: June 29, 1948

Lease Term: Five (5) years, presently held by production

Lessor(s): United States of America

Original Lessee: C. Harry White

Present Lessees: Reading & Bates Petroleum Company, et. al.

Lessee on effective date of agreement if different from present
lessee: Not Applicable

Description of land committed:

Township 25 North, Range 2 West

Section 26: South Half Southeast Quarter
(S/2 SE/4) and Northwest Quarter
Southeast Quarter (NW/4 SE/4)

Number of acres: 120

Pooling clause: Yes

Basic royalty rate: one-eighth (1/8th)
Name and percent ORRI Owners: None




Name and percent WI Owners: Hooper, Kimball, Williams, Inc. 33.33%

Reading & Bates Production Company 33.33%
Carolyn Clark Oatman, et. vir. 0.87%
Warren Clark Trust 0.81%
Testamentary Trust for Warren Clark 0.43%
P C Ltd. 10.417%
IBEX Partnership 10.41%
Petroleum Corp. of Texas 10.41%

Tract No. 3

Serial Number: NMO03185
Lease Date: April 1, 1958
Lease Term: Five (5) years

Lessor(s): United States of America
Original Lessee: Unknown
Present Lessee:  Northwest Pipeline Corporation & Dugan Production Corporation

Lessee on effective date of agreement if different from present lessee:
Not Applicable.

Description of land committed:

Township 25 North, Range 2 West

Section 26: East Half Southwest Quarter
(E/2 SW/4)

Number of acres: 80.00

Pooling clause: Yes

Basic royalty rate: one-eighth (1/8th)

Name and percent ORRI Owners: Base of the Pictured Cliffs formation to the
base of the Mesa Verde formation - L.W. Wickes
Agent Corporation - 17 and Cyprus Mines Inc. =
5%,
Below the Mesa Verde formation to the base
of the Dakota formation - 3.75% various parties
not as yet of record with the Bureau of Land

Management.
Name and percent WI Owners: Northwest Pipeline Corporation - 75% and
Dugan Production Corporation - 25%

Tract No. 4

Lease Date: May 25, 1983

Lease Term: Four (4) years

Lessor(s): Loyd J. Ingram, Jr.

Original Lessee: E. Alex Phillips

Present Lessee: E. Alex Phillips

Lessee on effective date of agreement if different from present lessee:
Not Applicable.

Description of land committed:

Township 25 North, Range 2 West

Section 26: Northwest Quarter Southwest Quarter
(NW/4 SW/4)

Number of acres: 40.00

Pooling clause: Yes

Basic royalty rate: one-eighth (1/8th)

Name and percent ORRI Owners: None

Name and percent WI Owners: E. Alex Phillips - 100%




Tract No. 4 , continued

Lease Date: March 17, 1980 . .
Lease Term: Three (3) years, presently held by production

Lessor(s): Pauline D. Lewis Jackson
Original Lessee: Kenai 0il and Gas Inc.
Present Lessee: Jerome P. McHugh & Associates

Lessee on effective date of agreement if different from present lessee:
Not applicable.

Description of land committed:

Township 25 North, Range 2 West

Section 26: Northwest Quarter Southwest Quarter
(NW/4 SW/4)

Number of acres: 40.00

Basic royalty rate: one-eighth (1/8th) :
Name and percent ORRI Owners: Don Evans - 2%, Joseph R. Mazzola - 1%
Name and percent WI Owners: Jerome P. McHugh & Associates - 100%

Tract No. 5

Serial No.: SF 079332

Lease Date: April 1, 1948

Lease Term: Five (5) years, presently held by production

Lessor(s): United States of America

Original Lessee: Rose M. Reusch

Present Lessee: Gulf 0il Exploration and Production Company

Lessee on effective date of agreement if different from present lessee:
Not applicable.

Description of land committed:

Township 25 North, Range 2 West

Section 26 : Southwest Quarter Southwest Quarter
(SW/4 SW/4)

Number of acres: 40.00

Basic royalty rate: one-eighth (1/8th)

Name and percent ORRI Owners: Rose M. Reusch - 2.0%

Name and percent WI Owners: Gulf 0il Exploration and Production
Company - 100%

Recapulation %Z of Interest
No. of Acres In. Communitized
Trac¢t No. Committed ‘Area

1 40.00 -125000

2 120.00 . .375000

3 80.00 .250000 .

4 40,00 .125000

5 40.00 .125000.

320.00 1.000000
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A.A.P.L. FORM, 610-1977

MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT
DATED

November 9, 19 83 ,

E. ALEX PHILLIP
OPERATOR LIPS

South Half of Sectiomn 26,

CONTRACT AREA
Township 25 North, Range 2 West

COUNTY OR PARISH OF__Rio Arriba STATE OF

COPYRIGHT 1977 - ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM LANDMEN
APPROVED FORM. AAPL NO. 610 - 1977 REVISED
MAY BE ORDERED DIRECTLY FROM THE PUBLISHER
KRAFTBILT PRODUCTS, BOX 800, TULSA. OK 74101

New Mexico
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AAP.L FORM 610 - MOT'~ ", FORM OPERATING AGREEME® ** - 1977

1

GUIDANCE IN THE PREPARATION OF THIS AGREEMENT:
1. Title Page - Fill in blank as applicable.
2. Preamble, Page 1 - Name of Operator.
3. Article II - Exhibits:
(a) Indicate Exhibits to be attached.
(b) If it is desired that no reference be made to Non-discrimination, the reference to Exhibit “F” should
be deleted.
4. Article IV.A - Title Examination - Select option as agrced to by the parties.
’
5. Article IV.B - Loss of Tille - If *Joint Loss” of Title is desired, the following changes should be made:
(a) Declete Articles IV.B.1 and IV.B.2.
(b) Article 1IV.B.3 - Delete phrase “other than those set forth in Articles IV.B.1 and IV.B.2 above.”
(c) Article VILF. - Change refcrence al end of the first grammatical paragraph from “Article IV.B.2" to
“Article IV.B.3.”
6. Article V - Operator - Enter name of Operator.
7. Article VLA - Initial Well:
(a) Date of commencement of drilling.
(b) Location of well.
(c) Obligation depth.
8. Article VI.B.2.(b) - Subsequent Operations - Enter penalty percentage as agreed to by parties.
9. Article VIL.D.1. - Limitation of Expenditures - Sclect option as agreed to hy parties.
10. Article VII.D.3. - Limitation of Expenditures - Enter limitation of expenditure of Operator for single
project and amount above which Opecrator may furnish informalion AFE.
11. Article VILE. - Royalties, Overriding Royaltics and Other Payments - Enter royalty fraction as agreed to
by parties.
12. Article X. - Claims and Lawsuits - Enter claim limil as agrced 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 inlo hy and between E, ALEX PHILLIPS
. hereinafter designated and

referred to as “Operator”, and the signatory party or partics other than Opcrator, sometimes hereinafter
referred to individually herein as “Non-Operator”, and collectively as “Non-Operators”,

WITNESSETH:

WHEREAS. the parties to this agreement ave owners of oil and gas leases and/or oil and gas in-
terests in the land identified in Exhibit “A", and the parties hereto have reached an agreement to explore
and develop these leases and ‘or oil and gas interests for the production of oil and gas to the extent and
as hercinafter provided:

NOW, THERFEFORE, it is agreed as (ollows:

ARTICLE L
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 gascous hydrocarbons and other markelable substances produced therewith, unless an intent to
limit the inclusiveness of this lerm is specifically stated,

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

C. The term “oil and gas interests™ shall mean unleased fee and mineral interests in tracts of
land lying within the Contract Arca which arc owned by parties to this agreement.

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

E. The term “drilling unit” shall mecan the arca fixed for the drilling of one well by order or rule
of any state or federal body having authority. I o drilling unit is not fixed by any such rule or order,
a drilling unit shall be the drilling unit as established by the patteen of drilling in the Contract Area
or as fixed by express agreement of the Drilling Parties.

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

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

H. The terms “Non-Drilling Party” and “Non-Consenting Party” shall mecan a party who clects
nol to participate in a proposed operation.

Unless the context otherwise clearly indicates. words used in the singular include the plural, the
plural includes the singular, and the neuter gender cludes the masculine and the Teminine.

ARTICLE Il
EXIUBITS

The follawing cxhibits, as indicated below and attached heveto, are incorporated 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,

(8) Addresses of parties for notice purposces.

[] B~Exhibit+B*-Fornrof-kease. NO EXHIBIT "B" ‘fi\
[i@ C. Exhibit “C"”, Accounting Procedure. o
{3 D. Exhibit “D", Insurance. ; A
(R E. Exhibit “E”, Gas Balancing Agrecment. :[-f.lf
[} F. Exhibit “F", Non-Discrimination and Certification of Non-Scgregated Facilitics. Pl
' il
If any provision of any exhibit, except Exhibit “E™, is inconsistent with any provisi_qr}_,'JJi\lained

in the body of this agrecment, the provisions in the body of this agreement shall prevajli '™
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ARTICLE 1.
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any parly owns an unlcased oil and gas intcrest in the Conlract Arca, that intcrest shall be
treated for the purpose of this agreement and during the term hereof as if it were a leased interest
under the form of oil and gas lease attached as Fxhibit “B”. As to such interest, the owner shall re-
ceive royalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit
“B™, Such party shall. however, be subject to all of the provisions of this agreement relating to lessces,
to the cxtent that it owns the lessce interest.

B. Interest of Parties in Cosls and Production:

Exhibit “A" lists all of the parties and their respective 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 Arca, snhjtetto—the~payment-of ~tessor'sToyaities ~-which—wil—be
borme by-tie-Jomt ~Acrount. shall also be owned by the parties in the same manner during the term
hercof: provided, however, this shall not be deemed an assignment or cross-assignment of interests cov-
ered hereby.

ARTICLE V.
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 Partics so request. title examination shall be made on the lcases
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 af the warking interest, mincrals, royalty, overriding royalty
and production payments under the applicable leases. At the time a well is proposed, cach party con-

‘tributing leases and ‘or oil and gas interests to the dritlsite, or to be included in such drilling unit, shall

furnish to Operator all abstracls (including Federal Lease Status Reporls), title opinions. litle papers
and curative material in its possession free of charge. All such information not in the possession of or
made available to Operator by the partics, bul necessary for the examination of title, shall be obtained
by Opcrator. Operator shall cause title to be examined by altorneys on its staff or by ouiside attorneys.
Copies of all title opinions shall be furnished to cach party hereln. The cost incurred by Operator in
this title program shall be borne as follows:

7] Option No. 1: Costs incurred by Operalor in procuring abstracts and title examination (including
preliminary, supplemental, shul-in gas royalty opinions and division order litle opinions) shall be a
part of the administrative overhead as provided in Exhibit “C." and shall not be a direct charge, whether
performed by Operafor's stafl attorncys or by outsude attorneys,

X] Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid oulside attorneys
for title examination (inchuding preliminary, supplemental, shut-in gas royalty opinions and division
order title opinions) shall be horne by the Drilling Parties in Lhe proportion that the interest of each
Drilling Party bears to the total interest of all Drilling Parties as such inferests appear in Exhibit “A™.
Operator shall make no charge for services rendered by its stafl attorneys or other personncl in the
performance of the above functions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements
required in connection with leascs or oil and gas interests contributed by such party. The Opcerator shall be
responsible for the preparation and recording of Pooling Designations or Declarations as well as the
conduct of hearings before Governmental Agencies for the securing of spacing or pooling orders, This
shall not prevent any party {from appearing on ils ewn behadf at any such hearing. ':

rt:
rd.

No well shall he drilled on the Contract Arca until after (1) the title to the drillsite or drill'fn‘u‘ unit
has been examined as above provided, and (2) the title has been approved by the examining allﬁrney or
title has been accepted by all of the parties who are to participale in the drilling of the well. r[,l

B. Loss of Title: ,;.,‘5
1.‘( t
1. Failure of Title: Should any oil and gas interest or lease, or mtcreel therein, bb ostolﬁ ugh
failure of title, which loss results in a reduction of interest from that shown on Exhibit "A" lhl ree-

ment, nevertheless, shall conlinue in farce as to all remaining oil and gas lcases and mté?'t:" and™ . -;

(a) The parly whose oil and gas Jease.or interest s offeeted by the hllv f'uhm- ahall hvnr nlom"
the entire loss and it shall no! he entitled fo recover from Operator or the nther pa:mw any dn-w‘lopmonl

.2-
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or operating costs which it may have theretofore paid, but there shall be no monetary liability on its
part to the other parties hereta for drilling, development, eperiting or other similar costs by reason of

such title failure; and
(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the

operation of the interest which has been lost, but the interests of the parties shall be revised on an acre-
age basis, as of the time it is determined finally that title failure has occurred, so that the interest of
the party whose lease or interest is affected by the title failure will therealter be reduced in the Contract
Area by the amount of the interest jost; and

{c) If the proportionate inlerest of the other parties herelo in any producing well therctofore drilled
on the Contract Arca is increased by reason of the title failure, the party whose title has failed shall
receive the proceeds attributable to the increase in such interests (less costs and burdens attributable

thereto) until it has been reimbursed for unrccovered cosls paid by it in connection with such well;
and

(d) Should any person not a parly 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 ol the cost of operation, development,
or equipment, such amount shall be paid to the party or parties who hore the costs which are so refund-
ed: and

(e} Any liability to account {0 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

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

2. Loss by Non-Payment ov Erroncous Payment of Amount Duc: If, through mistake or oversight,
any rental, shut-in well payment, minimum royally or royally payment, is notl paid or is erroneously
paid, and as a resull a leasc or interest therein terminates, there shall be no monetary liability against
the party who failed to make such payment. Unless the party wha 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 proper payment, which acquisition will not be subject to Article VIILB,, the interests of
the parties shall be revised on an acreage basis, effective as of the date of termination of the lease in-
valved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event
the party who failed to make the required payment shall not have been fully reimbursed, at the time of
the los_s. from the proceeds of the sale of oil and gus 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 actual costs theretofore paid by it (but not for its share of the
cost of any dry hole previously drilled or wells previcusly abandoned) from so much of the following
as is necessary to effect reimbursement:

(a) Procceds of oil and pas, less operating expenses, therctofore accrued to the credit of the lost
interest, on an acreage basis, up to the amounl of unrccovered costs;

{b) Procecds, less aperating expenses, thercafter acertied attributable to the lost interest on an
acreage basis, of that portion of oil and gas thereafter produced and marketed (cxcluding production
from any wells thereafier drilled) which, in the absence of such lease termination, would be attributable
to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the oil and gas to be contribuled by the other partics in proportion to their respective in-
terests; and

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

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

ARTICLE V., 'f"

OPERATOR -

e

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR: :r;&

E. ALEX PHILLIPS shat}

Operator of the Contract Arca, and shall conduct and direct and have full control of all oper

the Contract Arca as permitted and required by, and within the limits of, this agrcemcn(.:;'.li ¢hafl con-

duct all such operations in a good and workmanlike manner, but it shall have no liatpiﬁ’l;‘ bs bj'i_brator

to the other parties for losses sustained or liabilitics incurred. except sueh as may rbmll'fri’n'r/gross
ke S

negligence or willful misconduct. : "
. U v
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B. Resignation or Removal of Operator and Sclection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice
thercof to Non-Operators. If Operator terminates its lecal existence, no longer owns an interest in the
Contract Area, or is no longer capable of serving as Operator, it shall cease to be Operator without any
action by Non-Operator, except the selection of a successor. Operalor may be removed if it fails or
refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in reccivership,
by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit “A", and not on the number af 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 successor
Operator has been selected and assumes the dutics 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 corporatec namc or structure of Opcrator or transfer of Operator’s inlerest to any single subsidiary,
parent or successor corporation 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 Qperator shall be selected from the parties owning
an interest in the Contract Area at the time such successor Operator is sclected. If the Operator that
is removed fails to vote or votes only to succeed itsell, the successor Operator shall be selected by the
affirmative vole of twn (2) or more parties owning a majority interest based on ownership as shown
on Exhibit “A”, and not on the number of parties remaining after excluding the voting interest of the
Operalor that was removed.

C. Employees:

The number of employecs used by Operator in conducling operations hercunder, 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 on the Contract Area shall be drilled on a competitive contract basis at the usual
rates prevailing in the arca. If it so desires. Operator may employ its own tools and equipment in the
drilling of wells, but its charges thercfor shall not excced the prevailing rates in the area and the rate
of such charges shall be agreed upon by the parties in writing before drilling operations are com-
menced, and such work shall be performed by Opcrator under the same terms and conditions as are
customary and usual in the area in contracts of independent contractors who are doing work of a sim-

ilar nature.

ARTICLE VI
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the___1st day of __December , 1983, Operator shall commence the drill-
ing of a well for oil and gas at the following location:

A legal location in the Southeast Quarter (SE/4) of Section 26,
Township 25 North, Range 2 West, Rio Arriba County, New Mexico

and shall thereafter continue the drilling of the well with due diligence to a depth sufficient
to adequately test the Dakota Formation or to a depth of 8100 feet,

&
unless granite or other practically impenetrable substance or condition in the hole, which frenders

further drilling impractical, is encountered at a lesser depth, or unless all parties agree to com'b“ete or
abandon the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling whlcjlre in-
dication of containing oil and gas in quantitics sufficicnt to test, unless this agreement shall beslimited

in its application to a specific formation or formations, in which event Operator shall %regul d to
test only the formation or formalions to which this agreement may apply. ( “u \)
v ‘- y

If, in Operator's judgment, the well will not produce oil or gas in paymg quanlmes. -and . it lshes
to plug and abandon the well as a dry hole, it shall first secure the consent of al -patiic nd\ﬂaiL_.
plug and abandon samec as provided in Article VLE.J. hercof. e et g b _]

B L e T ]
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B. Subsequent Operations:

I. Proposed Operations: Should any parly hercto desire to drill any well on the Contract Area
other than the well provided for in Arlicle VILA., or to rework, deepen or plug back a dry hole drilled
at the joint expensc of all parties or a well jointly owned by all the parties and not then producing
in paying quantities, the parly desiring to drill, rework, decpen or plug back such a well shall give the
other parties wrillen notice of the prapased operation, specifying the work to be performed, the loca-
tion, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days after rereipt of the notice within which to notify the
10  parties wishing to do the work whether they clect to participate in the cost of the proposed operation.
11 If a drilling rig is on location, notice of proposal to rework. plug back or drill deeper may be given
12 by telephone and the response period shall be limited to forty-cight (48) hours, exclusive of Saturday,
13 Sunday or legal holidays. Failure of a party recciving such notice to reply within the period above fixed
14  shall constitule an election by that party not ta participate in the cost of the proposed operation. Any
15 notice or response given by telephone shall be pramptly confirmed in wriling.

16

1" 2. Operations by Less than ANl _Parties: If any parly receiving such nolice as provided in Article
18 VIB.1. or VIE.lL. elects not to participate in the proposed operation, then, in order to be entitled to
19 the benefits of this article, the party or parties giving the notice and such other parties as shall elect
20 to participate in the operation shall. within sixty (60) days after the cexpiration of the notice period of
21 thirty (30) davs (or as promplly as possible after the expiration of the forty-cight (48) hour period
22 where the drilling rig is on location. as the case may be) actually commence work on the proposed
23 operation and complete it with duc diligence. Operator shall perform all work for the account of the
24 Consenting Parties: provided, however, if no drilling rig or other equipment is an location, and if Op-
25 erator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform
26 the work required by such proposed operation for the aceount of the Consenting Parties, or (b) desig-
27 nate one (1) of the Consenting Partics as Operator to perform such work. Consenting Parlies, when
28 conducting operations on the Contract Avea pursuant to this Article VI.B.2., shall comply with all terms
29 and conditions of this agreement.

30

31 If less than all parties approve any proposed operation, the proposing party, immediately afler the
32 expiration of the applicable notice periad, shall advise the Consenting Parties of (a) the total interest
33  of the parties approving such operation, and (b) its recommendation as to whether the Consenting Par-
34 tics should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48)
35 hours (exclusive of Saturday. Sunday or legi! holidays) after receipt of such notice, shall advise the
38 proposing party of its desire to (a) limit participation to such party's inlerest as shown on Exhibit “A”,
37 or (b) carry its propartionate part of Non-Consenting Parties’ interest.  The proposing parly, at its
38 election, may withdraw such proposal il there is insufficient participation. and shall promptly notify
39 a}) parties of such decision.

‘40

4} The entire cost and risk of conducting such opcrations shall be borne by the Consenting Parties in
42 the proportions they have ciected to bear same under the terms of the preceding paragraph. Consenting
43 Parties shall keep the lcaschold estates involved in such operations free and clear of all liens and
44 encumbrances of every kind created by or arising from the operations of the Consenting Parties. If such
45  an operation resulls in o dry hale, the Canseating Parties shall plug andd abandon the well at their sole
46 cost, risk and expense. If any well drilled, reworked. deepened or plugged back under the provisions
47  of this Article resulls in a producer of oil and or gas in paving quantities, the Consenling Parties shall
48 complete and equip the well to proaduce at their sole vost and rvisk, and the well shall then be turned
49 over to Operator and shall he operated by it ut the expense and for the account of the Consenting Parties.
50 Upon commencement of operations for the drilling. reworking, deepening or plugging back of any such
51 well by Consenting Partics in accordance with the provisions of this Arlicle, each Non-Consenting Party
52 shall be deemed to have relinquished ta Consenting Parties, and the Consenting Parties shall own and
53  be entitled to receive, in proportion to their respective interests, all of such Non-Consentling Partly's
54 interest in the well and share of production therefrom until the proceeds of the sale of such share,
§5. calculated at the well, or market value thercof if such share is nol sold (after deducting production
56 taxes, royalty, overriding royalty and other interests existing on the effective date hereof, payable out of
57 or measured by the production from such well aceruing with respect to such interest until it’ l‘cvcrts)
58 shall equal the total of the following: .

59

60 (a) 100% of each such Non-Consenting Party’s shave of the cost of any newly acqulred Surface
61 ecquipment beyond the welthead connections (including, bul nol limited to, stock tanks, separamns
62 treaters, pumping equipment and piping). pius 100% of cach such Non-Consenting Party's eh:ﬂ'e of the
63 cost of operation of the well commencing with first production and continuing until each _siich, Non-
64 Consenting Party's relinquished interest shall revert to it under other provisions of this. Arhcle it being
65 agreed that each Non-Consenting Party's share of such costs and equipment will be thht lblbleﬁ\ \vhlch
66 would have been charpgeable to cach Non-Consenting Party had it parlncup‘uod in the lel .from iHe be-
67 ginning of the operation; and -

63 f".'\‘" .
69 (b) 200 % of that portion of the costs and expenses of drilling reworking, dooéﬁemng. .or plugmng
70 back, testing and completing, afler deducling any cash contnhutmm received under ‘Article VIIIC,, and”
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)} ﬂ% of that portion of the cost of newly acquired equipment in the well (to and including the well-
2 head conncctions), which would have been chargeable to such Non-Consenting Party if it had partici-
3 pated therein.

4

5 Gas production attributable (o any Non - Consenting Party's relinquished interest upon such Party's
8 election, shall be sold to its purchaser, if availuble, under the terms of its existing gas sales con-
7 tract. Such Non - Consenting Party shall direct ifs purchaser to remit the proceeds reccivable from
8 such sale dircet to the Consenting Parties until the amounts provided for in this Arlicle are recov-
9 cred from the Non - Consenting Party's relinquished interest. If such Non - Consenting Party has not
10 contracted for sale of ils gas at the time such gas is available for delivery, or has not made the elec-
11 tion as provided above, the Consenting Partics shall own and be entitled fo receive and sell such Non-
12 Consenting Party's share of gas as hereinabove provided during the recoupment period.

13 :

14 During the period of time Consenting Parties arc entitled 1o receive Non-Consenting Party’s share
15 of production, or the procceds therefrom, Consenting Parties shall be responsible for the payment of
16 all production, scverance, gathering and other taxes, and all royalty. overriding royalty and other
17 burdens applicable to Non-Consenting Party’s shave ol productlion.

18

19 In the case of any reworking, plugging back or decper drilling operation, the Consenting Parties shall
20 be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of
21 all such equipment shall remain unchanged; and upon abandonment of a well after such reworking,
22  plugging back or deeper drilling, the Consenting Parties shidl account for all such equipment to the
23 owners thereof, with each parly receiving its proportionate part in kind or in value, less cost of
24 salvage.
25
26 Within sixty (60) days after the complelion of any operalion under this Article, the party con-
27 ducting the operations for the Consenting Parties shall furnish each Non-Consenling Party with an in-
28 ventory of the equipment in and connected 1o the well, and an itemized statement of the cost of drilling,
29 deepening, plugging back, testing, completing, and equipping the well far production; or, at ils option,
30 the operating party, in licu of an itemized stalement of such costs of operation, may submit a detailed
31 statement of monthly billings. Each month thercafter, during the time the Consenting Parties are being
32 reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
33 ish the Non-Consenting Parties wilh an itemized statement of all costs and liabilities incurred in the
34 operation of the well, together with a statement of the quantity of oil and gas produced from it and the
35 amount of proceeds realized from the sale of the well's working intevest production during the preceding
36 month. In determining the quanlity of oil and gas produced during any month, Consenting Parlies
37 shall use industry accepted methods such as, but not limited to, metering or periodic well tests. Any
3B  amount realized from the sale or other disposition of equipment newly acquired in conncection with any
39 such operation which would have been owned by i Non-Consenting Party had it participated therein
40 shall be credited against the total unreturned costs of the work done and of the equipment purchased,
41 in delermining when the interest of such Non-Consenting Party shall revert to it as above provided;
42 and if there is a credit balance, it shall be puaid to such Non-Consenting party.

43

44 I and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest
45 the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
46  matically revert to it, and, from and after such reversion, such Non-Consenting Party shall own the same
47 interest in such well, the material and equipment in or pertaining therelo, and the production there-
48 from as such Non-Consenting Parly would have been entitled to had jt participated in the drilling,
49 reworking, dcepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
50 charged with and shall pay its proportionate part of the further costs of the operation of said well in
51 accordance with the terms of this agreement and the Accounting Procedure, atlached hereto.

52
53 Notwithstanding the provisions of this Article VI.B.2, il is agreed that without the mutual consent
54 of all partics, no wells shall be compieted in or produced from a source of supply from which a well
85 located elsewhere on the Contract Arca is producing, unless such well conforms lo the then-exisling
56 well spacing pattern for such source of supply. )
57 .’f
58 The provisions of this Article shall have no application whatsoever to the drilling of thd initial
59  well described in Article VI.A. except (a} when Option 2, Article VILD.1., has becn sclecle(ﬁ;"or (b)
60 to the reworking, decpening and plugging back of such inilial well, if such well is or thereaf:tﬁrl shall
61 prove to be a dry hole or non-commercial well, after having been drilled to the depth specified ii&'Article
82 VIA,

63 - i

64 C. Right to Take Production in Kind: *. ’ <

65 11 I )

66 Each party shall have the right to take in kind or separatcly dispose of its pro rhonatr'{h re of
87 all oil and gas produced from the Contract Arca, exclusive of production which may be usﬂi,cfn de-
68 vclopment and producing opcrations and in preparing and treating oil for marketmg Bd"rpmc%‘hnd-
69 production unavoidably lost. Any extra expenditure incurred in the takmg in kmd or separate dispos
70 sition by any party of its proportionate share of the plodu(tmn shall be borne by auch parly- "Any -
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a

1 partly taking its share of production in kind shall be required to pay for only its proportionate share
2 of such part of Operatar's surface facilities which it uses.

3

4 Each party shall execute such division orders and contracts as may be nccessary for the sale of its

5 interest in production from the Contracl Area, and, except as provided in Article VILB., shall be entitled
6 to receive payment direct from the purchaser thereof for its share of all production.

)

8 In the event any party shall fail o make the arrantements nccessary to take in kind or separately

9 dispose of its proportionate share of the oil and gas produced from the Contract Arca, Operator shall have
10 the right, subject to the revocation at will by the party owning it, but not the abligation, to purchase such
11  oil and gas or sell it to others at any time and from time to time, for the account of the non-taking
12 party atl the best price obtainable in the area for such production. Any such purchase or sale by Op-
13  erator shall be subject always to the right of the owner of the produclion to exercise at any time its
14 right to take in kind, or separately dispose of, its share of all oil and gas not previously delivered to a
15 purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for
16 such reasonable periods of time as are consistent with the minimum nceds of the industry under the
17 particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the
18  foregoing, Operator shall not make a sale, including one inlo interstale commerce, of any other party's
19 share of gas production without [irst giving such other party thirty (30) days notice of such intended
20 sale.
21
22 In the event one or more parties’ separate disposition of its share of the gas causes split-stream de-
23 liveries to separate pipelines and or deliveries which on a day-to-day basis for any reason are not
24 exactly equal to a party's respective proportionate share of total gas sales to be allocated to it, the
25 balancing or accounting between the respective accounts of the parties shall be in accordance with
26 any Gas Balancing Agreement between the parties hereto, whether such Agreement is attached as
27 Exhibit “E". or is a separate Agreement.
28
29 D. Access to Contract Area and Information:
30
31 Each party shall have access lo the Contract Arca at all reasonable times, at its sole risk to inspect
32 or observe operations, and shall have access at rcasonable times to information pertaining to the de-
33 velopment or operation thereof, including Operator’s books and records relating thereto. Operator, upon
34  request, shall furnish each of the other parties with copics of all forms or reports filed with govern-
35 mental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports
36 of stock on hand at the first of cach month, and shall makec available samples of any cores or cuttings
37 taken from any well drilled on the Contract Area. The cost of gathering and furnishing information to
38 Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the
39 information.

40

41 E. Abandonment of Wells:

42

43 1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VL.B.2.. any well
44 which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
45 shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent
46 effort, be unable to contact any party. or should any porty fail to reply within forty-cight (48) hours
47 (exclusive of Saturday, Sunday or legal holidays) afler receipt of notice of the proposal to plug and
48 abandon such well, such party shall bc deemed to have consented to the proposed abandonment. All
49 such wells shall be plugged and abandoncd in accordance with applicable regulations and at the cost,
50 risk and expense of the partics who participated in the cost of drilling of such well. Any party who ob-
81 jects to the plugging and abandoning such well shall have the right te take over the well and conduct
52 further aperations in search of oil and’or gas subject to the provisions of Article VI.B.
53
54 2. Abandonment of Wells that_have Produced: Except for any well which has been drilled or re-
8% worked pursuant to Article VI.B.2. hereof for which the Consenting Parties have not been fully reim-
56 Dbursed as therein provided, any well which has been completed as a producer shall not be plugged and
57 abandoned without the consent of all parties. If all parties consent Lo such abandonment, the wgll shall
58 be plugged and abandoncd in accordance with applicable regulations and at the cost, risk and % pense
59 of all the parties hereto. If, within thirty (30) days after receipt of notice of the proposed abanﬂ’iinment
60 of such well, all parties do nol agrec in the abandonment of any well, those wishing to contin@g{'fll's op-
61  cration shall tender to cach of the other parties its proportionate share of the value of the well’s §alvable
62 matcrial and cquipment, determined in accordance with the provisions of Exhibit “C”, less the &timated
63 cost of salvaging and the cstimated cost of plugging and abandoning. Each abandomng, paﬁy shall
64 assign (o the non-abandoning parties, without warranty, express or implied, as to title ot< toqd ntity,
65 quality, or [itness for use of the cquipment and malerial, all of its interest in the well a d dl})ulp-
66 ment, together with its interest in the leaschold estate as Lo, but only as to, ‘the interval ernl f the
67 formation or formations then open to production. If the interest of the abandoning parl { /1B, sdes

- 68 an oil and gas intcrest such partly shall exccute and deliver 1o the non-abandoning 1ty fti N

69 il and gas lo;mo limited to the interval or intervals of the formation or formations them opm’m’m‘ndmvl
70 tion, for a term of one year and so long thereafter as oil and,’or gas is produced from e Tnlerval of Tnter
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. proportionate share . of actual expenses incurred, and ne more.

vals of the formation or lformations covered thereby, such lcase to be on the form attached as Exhibit
“B”. The assignments or leases so limited shall encompass the “drilling unit” upon which the well is
located. The payments by. and the assignments or leases to, the assignees shall be in a ratio based upon
the relationship of their respective percentages of participation in the Contract Area to the aggregate of
the percentages of participation in the Contract Area of all assignees. There shall be no readjustment

of interest in the remaining portion of the Contract Area.

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

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible
only for its obligations, and shall be liable only for its proportionate share of the costs of developing
and operaling the Contract Area. Accordingly, the liens granted among the parties in Article VILB. are
given to secure only the debts of cach severally. It is not the inlention of the parties to create, nor shall
this agreement be construed as crcaling, a mining or other partnership or association, or to render the

parties liable as partners.
B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon ils 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 expensc. together with interest thereon at the rate provided in the Accounting
Procedure 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 clection 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 cxpense, Operator shall have the right, without prejudice to
other rights or remedies, to collect from the purchaser the proceeds from the sale of such Non-Operator's
share of oil and/or gas until the amount owed by such Non-Opcrator, plus interest has been paid. Each
purchaser shall be entitled to rely upon Qperator's writlen 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 Opecrator, the non-defaulting parties, including Operator, shall, upon request by
Operator, pay the unpaid amount in the proportion thal the interest of each such party bears to the in-
terest of al)l such parties. Each party so paying its share of the unpaid amount shall, fo obtain reimburse-
ment thereof, be subrogated to the securily rights described 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 Accounling Procedure attached hercto as Exhibit “C". Operator shall keep an accurate
record of the joint account hereunder, showing cxpenses incurred and charges and credits made and
received.

Operator, at its electlion, shall have the righ!l from time to time to demand and receive f'
other parties payment in advance of their respective shares of the estimated amount of the ex|
be lncurred n Operatlons hereunder dunng the ncxl succeeding month, whnch right may be exerc1 e

an invoice for its sh.lre thereof. Each such qt.xtcmonl and invoice for lhe payment in advancef
mated expense shall be submitied on or before the 20th day of the next preceding monrﬁ' hach party
shall pay to Operator its proportionate share of such estimate within fifteen (15) days/aftds uc es-
timate and invoice is received. If any party fails to pay its share of said estimate qu:(h uid , the
amount duc shall bear interest as provided in Exhibit “C” until paid. Proper adjuqtml'nl ‘sh
made monthly between advances and actual expense o the end that cach party shalk; ‘

L WRrH sprhred r acbig gy T
ruw 148 Avem Lotona i Fetgips Louimen

-8 -




ey " . \

"A.AP.L FORM 610 - M. _EL FORM OPERATING AGREE} NT - 1977

/

1 D. Limitation of Expenditures:

2

3 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, ex~
4 cept any well drilled or decpened pursuant (o the provisions of Arlicle VLB.2. of this Agreement, it being

5 understood that the consent to the drilling or decpening shall include:

6

7 [J Option No. I: AN necessary expenditures for the drilling or deepening. testing, completing and
8 equipping of the well, inciuding neccessary tankage and-or surface facilities.

9

10 Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When
11 such well has reached its authorized depth, and all tests have been completed, Operator shall give im-
12  mediate notice ta the Non-Operators who have the right 1o participate in the completion costs. The parties
13 receiving such notice shall have forty-cight (48) hours (exclusive of Salurday, Sunday and legal holi-
14 days) in which to elect to participate in the setting of casing and the completion attempt. Such election,
15 when made, shall include consent to all necessary expenditures for the completing and equipping of such
16 well, including necessary tankage and;or surface facilities. Failure of any party receiving such notice
17 to reply within the period above fixed shall constitute an clection by that party not to participate in
18 the cost of the completion atiempt. If one or more, but less than all of the parties, elect to set pipe and
19 to attempt a complction, the provisions of Article VI.B.2. hereof (the phrase “reworking, deepening or
20 plugging back” as contained in Article VI.B.2. shall be deemed to include *‘compieting™) shall apply to
21 the opcrations thercafter conducted by less than all parties.
22
23 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged
24  back except a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-
25 ment, it being understood that the conscnt to the reworking or plugging back of a well shall include
26 consent Lo all necessary expenditures in conducting such operations and completing and equipping of
27 said well, including necessary tankage and/or susface facilities.
28
29 3. Other Operations: Operator shall not undertake any single project reasonably estimated to require
30 an expenditure in excess of ___Twenty Thousand & No/100 —-~—-—- Dollars ($_20,000.00 )
31 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plug-
32 ging back of which has been previousiy authorized by or pursuant to this agreement; provided, how-
33 ever, that, in case of explosion, fire, flood or other sudden emergency, whether of the same or different
34 nature, Operator may take such steps and incur such expenses as in ils opinion are required to deal with
35 the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emer-
36 gency to the other parties. If Operator prepares “Authority for Expenditures” for its own use,
37 Operator, upon request, shall furnish copics of its “Authority fer Expenditures” for any single project
38 costing in excess of Twenty Thousand & No/]Q0 ——~-——o Dollars ($_20,000,00 ).
39
40 E. Royalties, Overriding Royaltics and Other Payments:
4 ) ~ ,and other burdens
42 Each party shall pay or deliver, or cause to be paid or delivered, all royalhcs/ttr'the-exfnnt"'ot"
43 P e due on ils share of production and shall hold the other parties free
44 from any liability thercfor. He-ithe-intesest-of—any--porty-Hrany othand gas tease covered-by this agree-
45  menl-is- subjeet 4o -any-royaliy: oversding- rovalitys produeiton payment-or-other charge-over -and-above
46 the-aforescaid teyaliy - sueh--pasty- shalt -assume—and--mome bear -att-sach--obtigations ~und™ shvalt wrcomtt
47  for-or-cause-lo-be-aeceunted- for-sueh-interest—to-the-owners-thereof:
48
49 No party shall ever be responsible, on any price basis higher than the price received by such party,
50 to any other party's lessor or royalty owner; and if any such other party’s lessor or royalty owner should
51 demand and receive settlements on a higher price basis, the party contributing such lease shall bear the
52 royalty burden insofar as such higher price is concerned.
53
54 F. Rentals, Shut-in Well Payinents and Minimum Royalties:
L1
56 Rentals, shut-in well payments and minimum royallies which may be required under the terms of
57 any lease shall be paid by the partly or parties who subjected such lease to this agreement at its, St their
58 expense. In the event two or morc partics own and have contributed interests in the same leasd to this
59 agreement, such parlies may designate one of such pariics to make said payments for and on bctﬁ'lf of all
60 such purtics. Any parly may request, and shall be entitled lo receive, proper evidence of all suﬁ:h pay-
61 ments. In the event of failure to make proper payment of any rental, shut-in well payment or fii pimum
62 royally through mistake or oversight where such payment is required to continue the lease “thi force,
63 any loss which resulls from such non-payment shall be borne in accordance with the provisions_ ;érlicle
64 IV.B.2. AT
65 ('-,-"/{ 1;1"'11
66 Operator shall nolify Non-Operator of the anticipated completion of a shut-in gas ..L_H, “‘3&"1;, hut-
67 ting in or return to production of a producing pas well, at least five (§5) days (cxcludina" Sntu;d yySun-
68 day and holidays). or at the carliest opportunity permitted by circumstances, prior toy; ok i F¥ch :'Ibrt‘forr,,
69 but assumes no Jiability for failure to do so. In the eventl of failure by Operatorto so »noﬁly--Non»:’
70 Operator, the loss of any lease contributed herelo by Non-Operator: for failure to mj:"ﬂﬁ'\'&?’ﬁ&‘yme'rit!—"
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of any shut-in well payment shall be borne jointly by the partics hereto under the provisions of Article

1
2 IV.B3.
3
4 G. Taxes:
5
6 Beginning with the first calendar year after the effective date hercof, Operator shall render for ad
7 valorem taxation all property subject to this agreement which by law should be rendered for such
8 taxes, and it shall pay all such taxes assessed thercon before they become delinquent. Prior to the ren-
9 dition date. each Non-Opcrator shall furnish Operator information as to burdens (to include, but not be
10  limited to, royalties. overriding royalties and production payments) on leases and oil and gas interests con-
11 tributed by such Non-Operator. If the assessed valuation of any leaschold estate is reduced by reason of its
12 being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in
13 ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold
14 estate, and Operator shall adjust the charge lo such owner or owners so as to reflect the benefit of such
15 reduction. Operator shall bill other partics for their proportionate share of all tax payments in the man-
16 ner provided in Exhibil “C".
17
18 If Operator considers any tax assessment improper, Operator may, at its discretion, protest within
19 the time and manner prescribed by law, and proscecute the protest to a final delermination, unless all
20 parties agree to abandan the protest prior ta final determination. During the pendency of administrative
21  or judicial proceedings, Operalor may clect to pay, under protest, all such taxces and any interest and
22 penalty. When any such protested assessmenl shall have been finally determined, Operator shall pay
23 the tax for the joint account, together with any interest and penalty accrued, and the total cost shall then
24  be assessed against the parties, and be paid by them, as provided in Exhibit “C".
25
26 Each party shall pay or cause to be paid all production, severance, gathering and other taxes im-
27 posed upon or with respect to the production or handling of such party’s share of oil and/or gas pro-
28 duced under the terms of this agrecment,
29
30 H. Insurance:
31
32 At all times while operations are conducted hercunder, Operator shall comply with the Workmen's
33 Compensation Law of Lhe Stale where the operations are being conducted; provided, however, that Op-
34 erator may be a self-insurer for liability under said compensation Jaws in which event the only charge
35 that shall be made to the joint account shall be an amount equivalent to the premium which would have
36 been paid had such insurance been obtained. Opcrator shall also carry or provide insurance for the
37 Dbenefit of the joint account of the parties as outlined in Exhibit “D", attached to and made a part hereof.
38 Operator shall require all contractors engaged in work on or for the Contract Area to comply with the
39 Workmen's Compensation Law of the State where the operations are being conducted and to maintain
40 such other insurance as Operator may require.
41
42 In the event Aulomobile Public Liability Insurance is specified in said Exhibit D", or subsequently
43 reccives the approval of the parlics, no direct charge shall be made by Operator for premiums paid for
44  such insurance for Operator's fully owned automolive equipment.
45
46 ARTICLE VHI.
47 ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST
48
48 A. Surrender of Leases:
50
51 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall
52 not be surrendered in whole or in part unless all parties consent thereto.
53
94 However, should any party desire to surrender its interest in any lecase or in any portion thereof, and
55 other parties do not agrec or consent thereto, the parly desiring to surrender shall assign, without express
56 or implied warranty of title, all of its interest in such lease, or portion thereof, and any well, mateyia) and
57 equipment which may be located thereon and any rights in production thereafter secured, to thgf’barlies
58 not desiring to surrender it. If the interest of the assigning party includes an oil and gas interesl,if‘-the as-
59 signing party shall executle and deliver to the party or parties not desiring to surrender an oil;a{hd gas
60 lease covering such oil and gas intcrest for a term of onc year and so long therealter as oil angi'ﬁr gas
6l is produced from the land covered thereby, such lcase (o be on the form attached hereto as Exhibit “B".
62 Upon such assignment, the assigning party shall be relieved from all obligations thereafter ecruing,
63 but not theretofore accrued, with respect to the acrcage assigned and the operation of any'welf'h{ereon.
64 and the assigning party shall have no further interest in the lease assigned and its equipﬁ‘i@ﬁl"’aﬁa pro-
85 duction other than the royalties retained in any lease made under the terms of this Arl" 'l‘l‘e" parties
66 assignee shall pay to the parly assignor the rcasonable salvage value of the latter's int 1 ln-.n fwells
87 and equipment on the assigned acrcage. The value of all material shall be dctcrmmod in nt“ lance
68 with the provisions of Exhibit “C"”, less the estimated cost of salvaging and the esti ' “of plng-
69 ging. and abandoning. If the assignment is in favor of more lhan onc party, the asIgncd imterest: nha""
70 - . ) - "‘-- t-.“l-\o-w‘--fn
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be shared by the partics assignee in the proportions that the interest of cach bears to the interest of all

parties assignee.

Any assignment or surrender made under this provision shall not reduce or change the assignor's or
surrendering parties’ interest, as it was imm)cdialcly before the assignment, in the balance of the Contractl
Arca; and the acreage assigned or surrendered, and subscquent operations thereon. 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 lcase 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 elect to participate in the ownership of the renewal lease, insofar as such
Jease affects lands within the Contract Arca, by paying to the party who acquired it their several proper
proportionate shares of Lhe acquisition cost allocated to that part of such lease within the Contract Area,
which shall be in proportion to the interests held at that time by the parties in the Contract Area.

If some, but Jess than all, of the parties elecl 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 respective percentage of participation in the Contract Arca to the aggregale of the percenlages
of participation in the Contract Area of all parties participating’ in the purchase of such renewal lease.
Any renewal lease in which less than ali partics elect to participate shall not be subject to this agreement.

Each party who participates in the purchase of & renewal lease shall be given an assignment of its
proportionate interest thercin by the acquiring party.

The provisions of this Article shall apply to renewal lcases 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 lcase, or taken or contracted for within six (6) months after
the expiration of the existing leasc 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. »

The provisions in lhis Article shall apply also and in like manner to extensions of oil and gas
leases.

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 Arca, such contribution shall be paid to the party who
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 acrecage, the parly to whom the contribution is
made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling
Parties in the proportions said Drilling Partics shared the cost of drilling the well. If all parties hereto
are Drilling Parties and accept such tender, such acreage shall become a part of the Contract Area and
be governed by the provisions of this agreement. If less than all parties hereto are Drilling Parties and
accept such tender, such acrcage shall not become a parl of the Contract Area. Each party shall prompt-
ly notify all other 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 Lo disposition of such party's share of substances
produced hercunder, such consideration shall not bc deemed a contribution as contemplated in this
Article VHI.C.

D. Subsequently Created Interest:

Notwithstanding the provisiens of Article VIILE. and VIIL.G,, if any party hereto shall, su&quent
to execution of this agreement, create an overriding royalty. produclion payment, or net procecd": inter-
est, which such interests are hereinafler referred to as “subsequently created interest”, such subsequently
crealed interest shall he specifically made subject to all of the terms and provisions of this agreqj‘hmt as
follows:

1. If non-consent operations are conducted pursuant {o any provision of this agreemenl
party conductling such operations becomes cntitled to receive the production attrxbulnbléw l ‘therost
out of which the subsequently created inlerest is derived, such party shall receive salrt lcar
of such subsequently created interest. The party creating same shall bear and pay all (&Mu ntly
created -interests and shall indemnify and hold the ather partics hereto free and harmless, hom"yﬂ,and
all liability resultmg therefrom. o [T .f.",'.il
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2. If the owner of tl‘\e interest from which the subsequently created interest is derived (1) fails to
pay. when due, its share of expenses chargeable hercunder, or (2) elects lo abandon a well under pro-
visions of Article VL.E. hereof, or (3) eclects to surrender a lease under provisions of Article VIILA.
hereof. the subsequently created interest shall be chargeable with the pro rata portion of all expenses
hereunder in the same manner as if such interest were a working interest. For purposes of collecting
such chargeable expenses, the party or parlies who receive assignments as a result of (2) or (3) above
shall have the right to enforce all provisions of Article VILB, hereof against such subsequently created

interest.

E. Maintenance of Uniform Interest:

For the purpose of maintaining uniformily of owncrship in the oil 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 cither:

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 produclion in the Contract Area.

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

If, at any tlime 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, apprave expenditures, recetve billings for and approve and pay such party's
sharc of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
party’s interests within the scope of the operations embraced in this agreement; however, all such
co-owners shall have the right to eater into and execute all eontracls or agreements for the disposition
of their respective shares of the oil and gas produced from the Contract Arca and they shall have the
right to receive, separately, payment of the sale procceds hereol.

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 rights it may have
to partition and have set aside lo it in severalty its undivided interest therein,

G.—Preferentiat Rigit to Purcinse:

SHUUIA ANY PUTLY UESIFE 16 SEIT HIT 61 any patr of TG Intarestsnmder thiy-amreement; oy 1ts riphrs-and
interests i the-Coniract—Aren; it ~shaH-prompHy i ve writien notice to the-other-parties; -with ful tnfor-
mation concerning—its -propesed—sale,— which- shal -include -the—mame -and-addiess-of the prospective pur-
chaser—{who must be-ready--witing- and—abte to-purchase )~ the-purchase - price,~and -alt--other-terms- of
the -offer--FPheother—parttes—shal- then- have - eptional-prier right —for-a-period- of terr(16)- days after
receipt-of-the-notice;~to-purchasce-on the <ame—terms—and--cond it tons - the— imterest -which —the—other —party
‘proposes -to-sett; -ard; it this- optienal—right s —cxereised: — the purchasing- parties-shaH - share— the-pur -
vhased—hrterest-ir the proportioms—timt the-interest-of-vactr bears- to- the totat -interest-of-ght purchasing
parttesT ~However; tirere-shat-bemo preferontiat riptt —to- purchase i those—cases where-—any- party—wistres
10 TAOYTZaPE IS ITOTESTS, U to—aiS pove =0T ¥ TN eTONS ~by MOrper,” Teorpanization - tonsvtidation;  or—sale
of att-or-substantially- 2H -of -it3- assets-to-a subridrury ~nr--pareni-eompany--or to-a -subsidiary—of- a-parent
company ~or-10 any-company- it -which—xmy- one -par ty- owns— ‘majority -of ~the-stock.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationshipfff part-
nership or an association for profit between or among the parties hereto. Notwithstanding aﬂ& pro-
visions herein that the rights and liabilities hercunder are several and not joint or collective, or ﬂ\at this
agreement and operations hercunder shall not conslitute a partnership, if, for Federal income lﬂ*pur-
poses, this agreement and the operations hereunder are regarded as a partnership, each party Hiereby
affected elects to be excluded from the application of all of the provisions of Subchapter “K",” 'hapter
1, Subtitle A", of the Internal Revenue Code of 1954, as permitted and authorized by Sect '761 of
the Code and the regulations promulgated thereunder. Operator is authorized and directed ‘to ¢ ute on
behalf of each party hereby affected such evidence of thix clection as may be quulred y &1& Z?J:tary
of the Treasury of the United States or the Federal Internal Revenue Servige, including! sbmfi!'au but
not by way of limitation, all of the returns, statements, and the data requited by F‘edurul
tions 1.761. Should there be any requirement thal each parly hereby affected give ur'fhel evndane oT'
this election, cach such parly shall execute such documents and furnish such other dvidened hs iy, e
required by the Federal Internal Revenue Service or as may be nccossaly to cv:dcncc lhns olechon No
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such party shall give an; notices or take any ather action inconsistent with the election mdde hereby. .
If any present or future income tax laws of the state or stales in which the Contract Area is located or
any future income tax laws of the United Stales cantain provisions similar to these in Subchapter “K”,
Chapter 1, Subtitle “A”. of the Internal Revenue Code of 1854, under which an election similar to that
provided by Section 761 of the Code is permitted, each pavty hercby affected shall make such election as
may be permitted or required by such laws. In making the foregoing clection, each such party states that
the income derived hy such party from Operations hereunder can be adequately determined without the
computation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may setlle any single damage claim or suit arising from operations hereunder if the ex-
penditure does not exceed Ten Thousand & No/100 -- Dollars

(3 10,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount
required for settlement exceeds the above amount, the parties herclo shall assume and take over the
further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-
pense of handling, seltling, or otherwise discharging such claim or suit shall be at the joint expense

of the parties. If a claim is made against any parly or if any parly is sued on account of any matter

arising from operations hereunder over which such individual has no contrel because of the rights given
Operator by this agreement, the party shall immedialely notify Operator, and the claim or suit shall
be treated as any other claim or suit involving operations hercunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations
under this agreement, other than the obligation to make moncy payments, that party shall give to all
other parties prompt written notice of the force majeure with reasonably full particulars concerning it;
thereupon, the obligations of the party giving the notice, so far as they arc affected by the force majeure,
shall be suspended during, but no longer 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 difficuity by the party involved, contrary to its
wishes; how all such difficullies shall be handled shall be entirely within the discretion of the party
concerned.

The term ‘‘force majeure”, as herc 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, unavailability 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 XII
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 parly to
whom the notice is given at the addresses listed on Exhibit *A". The originating notice given under any
provision hercof shall be deemed given only when received by the party to whom such notice is directed,
and the time for such party to give any notice in response thereto shall run from the date the originat-
ing notice is received. The second or any responsive notice shall be decemed given when deposiied in
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 righl to change its address at any time, and from
time to time, by giving written notice hercof to all other parties.

)
o
ARTICLE XIIL. g
TERM OF AGREEMENT Jﬁt
-
This agreement shall remain in full force and cffect as lo the oil and gas leases and/or oil a 'k}as in-

terests subjected herelo for the period of time sclected below; provided, however, no pnrty heqqld shall
ever be construed as having any right, title or interest in or lo any lecase, or oil and ‘Mdt - con-
tributed by any other party beyond the term of this agreement. ( é] !)

O OEtlon No. 1: So long as any of the il and gas leases subject to this agreement rema{n or, a n-

tinued in force as to'any part of the Contract Arca, whether by production, extensio

. r bth
vnse. and/or so0 long as oil and/or gac. production continues from- any lease or oil an gas- mterest.. e ..:]

ve b gt “"‘MII"‘
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[XI Option No. 2: In the event the well described in Article VLA, or any subsequent well drilied
under any pravision of this agreement, results in prodoction of ail and or gas in paying quanlitics, this
agreement shall continue in force so long as any such well or wells produce, or are capable of produc-
tion. and for an additional poeriod ur__l_SQ____u;.,ys from cessation of all production; provided, hawever,
if. prior to Lhe expirtation of such additional period, one or more of the parties hereto are engaged in
drilling or rewarking a well ar wells hereunder, this agreement shall continue in foree until such op-
crations have been completed and if production resoits thevefrom, this agreement shall continue in
force as provided herein. In the event the well deseribed in Article VLA or any subsequent well
drilled hercunder, vesults in a dry hole, and no other well is produeing, ov capable of producing oil
and or gas from the Contruct Arca, this agreement shall terminate unless drilling or reworking opera-
tions are rommenced within _ 1B0__ days from the date of abandonment of said well.

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

ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agrecment shall be subject to the conservition laws of the state in which the committed
acreage is located, o the valid rules, regulations, and vrders of any duly canstituted regulatory body of
said stale: and to all other applicable federal, state, and local laws, ovdinances, rules, regulations. and

orders.
B. CGoverning Law:

The essential validity of Lhis agreement ind all matlers pertaining thereto, including, but not lim-
ited (b, matters of performance, non-percformance, breach, remedies, procedures, rights, duties and in-
terpretation or construction, shall be governed and determined by the law of Lthe state in which the
Conlract Area is located. Il the Contract Arca is in two or more states, the law of the state where most
of the land in the Contract Arvea is located shall govern.

ARTICLE XV.
OTHER PROVISIONS

- 14 -
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1 ARTICLE XV

2 MISCELLANEOUS

3 .

4 This agreement shall be binding upon und shall inuve to the benefit of the parties hereto and to their
5 respective heirs, devisees, legal representatlives, successors and assigns.

6

7 This instrument may be exccuted in any nwnber of counterparts, cach of which shull be considered
8 an original for all purposes.

9

10 IN WITNESS WHEREOF, this agrcement shall be effective as of _ 90 day of_ November
11 1983 .

12

13 OPERATOR

14
15
16

17

o £ oy Drice .o

2 E. ALEX PHILLIPS

21

22

23

24 NON-OPERATORS
25

26 TESTAMENTARY TRUST UNDER THE WILL

21 OF WARREN CLARK
28
GULF OIL EXPLORATION & PRODUCTION

29 -
w ML o T
32

5 Mol (Jgrh Ao - Cy-Trrslo—

jz NORTHWEST PIPELINE COMPANY
317
38

0 @u&ﬂ/ &%ﬁam/

41 CAROLYN CLARK OATMAN JEROME P. MCHUCH & ASSOCIATES
42

43

44

45

46

47  DUGAN PRODUCTION CORPORATION

48
49
50
51

52 -
5y TRUSTEE OF WARREN CLARK TRUST

54 Mabel Reed

55
56

57

58

59

60

61

62

63

64

65

66

67

68

69 _ _
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EXHIBIT "A"

by and between E. ALEX PHILLIPS, as OPERATOR, and THE
AL., as NON-OPERATOR.

1. LANDS SUBJECT TO OPERATING AGREEMENT:

Attached to and made a part of that Operating Agreement dated November 9, 1983,

WARREN CLARK TRUST, ET.

Township 25 North, Range 2 West

Section 26: South Half

2. ADDRESSES OF PARTIES UNDER THIS AGREEMENT:

E. Alex Phillips
1200 Philtower
Tulsa, Oklahoma 74103

Testamentary Trust Under

the Will of Warren Clark
W.W. Oatman, Co-Trustee
Mabel Clark Reed, Co-Trustee
433 Perry-Brooks Building
Austin, Texas 78701

W.W. Oatman

433 Perry-Brooks
Building

Austin, Texas 78701

Gulf 0il Corporation
Post Office Box 1150
Midland, Texas 79702

Jerome P. McHugh &
Associates

650 South Cherry

Suite 225

Denver, Colorado 80202

Dugan Production Corporation

Post Office Box 208
Farmington, New Mexico 87499

3. WORKING INTEREST OF PARTIES UNDER THIS AGREEMENT:

E. Alex Phillips

Warren Clark Trust, Mabel Reed, Trustee
Carolyn Clark Oatman

Testamentary Trust under the Will of
Warren Clark Oatman, W.W. Oatman and
Mabel Clark Reed, Co-Trustees

Gulf 0il Corporation

Jerome P. McHugh & Associates
Northwest Pipeline Corporation

Dugan Production Corporation

Below the Pictured Cliffs formation to the
base of the Dakota formation,

Mabel Reed

Trustee of Warrem Clark Trust
433 ‘Perry-Brooks Building
Austin, Texas 78701

Carolyn Clark Oatman
433 Perry—Brooks Building
Austin, Texas 78701

Northwest Pipeline Corporation
Port Office Box 5800

Terminal Annex

Denver, Colorado 80217

.531128
.003052 .
.003281

.001602
.125000
.085937
.187500
.062500

1.000000




NO EXHIBIT "B" TO THIS AGREEMENT.




Recommended by the
Council of Petroleum
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: North America
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EXHIBIT *“c*™

Attached to and made a part of ... .Operating Agreement dated

ACCOUNTING PROCEDURE
JOINT OPERATIONS

-

1. GENERAL PROVISIONS

Definitions

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

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

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

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

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

- “Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

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

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

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

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

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expenditure, lease or facility, and all charges and credils, summarized by appropriate classifications of in-
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep-

arately identified and fully described in detail.

Advances and Payments by Non-Operators

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

Each Non-Operator shal| pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus atiorney’s fces, court costs, and other costs in connection with

the collection of unpaid amounts.

Adjustments

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 Operator for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Malerial as provided for in Section V,

Audits

A. Non-Operator, upon nolice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of writlen exception to and the adjustments of accounts as provided for in Paragraph ¢ of this
Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simullaneous sudits 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,

Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-

tors.




-

11. DIRECT CHARGES

Operator shall charge the Joint Account with the following ilems:

1. Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.

2. 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 Leve] Supervisors in the field.
(3) Salaries and wages of Technical Employees directly empioyed on the Joint Property if such charges are
excluded from the Overhead rates.
B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section Il. If percentage assessment is used, the rate shall be based on the Operator's cost experience.

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

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

3. Employee Benelits
Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual

cost not to exceed twenty per cent (20%).

4 Mntetial_
Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transferred to the Joint Properly 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.

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

tions:

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

to by the Parties.

B. 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 necarest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other propertics belonging to Operator, unless agreed {o by the Parties.

In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost

C.
of $200 or less excluding accessorial charges.

8. Services
The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section HI. 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 consultant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.
/

7. 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 (89%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area

of the Joint Property.
. In iieu of charges in Paragraph TA above, Opcrator may elect Lo use average commercial rates prevailing in
the immediate area of the Joint Property less 207, For aulomotive equipment, Operator may elect to use rates

published by the Petroleum Motor Transport Association.

8., Damages and Losses to Joint Property
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator’s
gross negligence or williful misconduct. Operator shall furnish Non-Operator written notice of damages or losses
incurred as soon as practicable aftier a report thercof has been received by Operator. :

9. Legal Expense

Expense of handling, investigating and settling litigation 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 Properly, except that no charge for services of Operator's legal staft
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 1II unless otherwise agreed to by the

1

Parties, except as provided in Section I, Paragraph 3.
-_—
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All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, und which taxcs have been paid by the Operator for the benefit of the

Parties.

11. Insurance
Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men's Compensation and/or Employers Liability under the 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 other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

IIl. OVERHEAD

1. Overbead - Drilling and Producing Operations
i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
( XX ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs 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 [rom outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section IIl unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
il. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall

not (XX be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $.3.147.00
Producing Well Rate $__ _485.00

(2) Application of Overhead - Fixed Ratle 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 (18) or more conseculive 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 ocecurs first, except that no charge shall be made during suspen-
sion of drilling operations for tifteen (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, except
that no charge shall be made during suspension of operations for fifteen (15) or more eonsecutive

days. .

(b) Producing Well Rates

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

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

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

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

[5] All other inactive wells (including but not limited to inaptive wells covered by unit allowable,
lease allowable, transferred allowable, etc.) shall not qualiy 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 the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Burcau of Labor Statistics, or the
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.

—_3—




B. Overhead - Percentage Bﬂasis
(1) Operator shall charge the Joint Account at the following rates:
(a) Development
e——oo—Percent (%) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 8 of Section II and all salvage credits.

(b) Operating
—  Percent { %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.
(2) Application of Overhead - Percentage Basis shall be as follows:
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, 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 de:.ned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overhead - Major Construction

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

of $_25,000.00 _ :

A. _____5 % of total costs if such costs are more than $_25 000,00 but less than $__150 000,00 ; plus
B. 2 % of total costs in excess of $__100,000.00  but less than $1,000,000; plus

C. — 1 9% of total costs in excess of $1,000,000.

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

3. Amendment of Rates
The Overhead rates provided for in this Section I1l 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 defeclive 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 of cash dis-

counts:

A. New Material (Condition A}
(1) Tubular goods, except line pipe, shall be priced al 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 recognized barge terminal nearest the Joint Property
where such Material is normally available. .
(2) Line Pipe
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available. ,

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV,

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

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for rcuse without reconditioning:

(1) Material moved to the Joint Property
(a) At seventy-five percent (75%) of current new price, as determiqu by Paragraph 2A of this Section IV.

(2) Material moved from the Joint Property
(a) At seventy-five percent (75%) of current new price, as delermined by Paragraph 2A of this Section IV,
it Material was originally charged to the Joint Account as new Material, or
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(b) at sixty-five percent (655.) 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 Malerial at seventy-five per-
cent (759 ) of current new price.

The cost of reconditioning, if any, sha_ll 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 notl suitable for its original function until
after reconditioning shall be priced at fifty percent (5095) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditivning 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
All 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 ulilized by the Operator without prior approval
of Non-Operators. ,

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

E. Pricing Condilions
(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in licu 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 curreni knocked-down
price of new Material.

J. 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 provndmg 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 recciving nolice from Operator, to furnish in kind all or part of his share

of such Material suitable for use and acceptable to Operalor.

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

2. Reconciliation and Adjustment of Inventories

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

\ 3. Special Inventories

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

]

4. Expense of Conducting Periodic Inventories
The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.
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‘Attached to and made a part of Operating Agreement dated November 9, 1983, by
and between E. ALEX PHILLIPS, as Operator, and THE WARREN CLARK TRUST, ET AL,
as Non-Operator.

Operator shall at the joint expense of the parties hereto, at all times while
operations are conducted hereunder, provide with responsible insurance com-
panies insurance as follows:

a)

b)

c)

Workmen's Compensation Insurance in accordance with the laws
of the State of New Mexico; and Employer's Liability Insurance
with limits of not less than $100,000.00; and

Public Liability Insurance with respect to bodily injuries
with limits of not less than $100,000.00 as to any one person
and $300,000.00 as to any one accident; and Property Damage
Liability Insurance with limits of not less than $100,000.00
as to any one accident; and

Automobile Public Liability Insurance with respect to bodily
injuries with limits of not less than $100,000.00 as to any
one person and $300,000.00 as to any one accident; also Auto-
mobile Public Liability Insurance with respect to Property
Damage with limits of not less than $100,000.00 to any one
accident.

Operator shall not provide for the joint account of the parties hereto
insurance against the hazards of fire, windstorm, explosion, blowout, cratering,
reservoir damage or insurance other than that specified above.
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Attached to and made a part of Operating Agreement dated: November 9, 1983
by and between E. Alex Phillips, Operator, and The Warren Clark Trust, et al, as

Non-Operator.

GAS BALANCING AGREEMENT

1. It is the intent and aim of this agreement that during the productive life of
the oll and gas leases subject to the Operating Agreement the parties shall have had
the opportunity to share in the total cumulative production from each wéll in the Unit
Area in proportion to their interests as set out in Exhibit "A" This agreement is
Intended to promote that purpose and to protect each party against other parties recelv-
ing more than their proportionate share of the total cumulative production from each well,
Therefore, each party agrees to proceed in a prudent manner to secure a market and
take its share of gas on a current basis. Furthermore, this agreement shall apply to
each well in the Unit Area on a separate well-by-well basis, and shall be considered

a separate agreement as to each well.

2. The parties recognize that pipeline requirements of respective purchasers
of other takers of gas produced from each well will vary from time to time and may not
be consistent except over short periods of time. It is the intent of the parties hereto
that allocation of liquid substances shall not be affected by the respective pipeline
requirements for gas. Accordingly, the total well production shall be separated into
liquids and gas. Liquids shall be all substances in liquid form when produced or when
separated by primary separation facilites. Gas shall be all substances remaining in
qgaseous form after the substances in liquid form have been separated by lease separat-
lon facilities, and, if applicabie, after solids such as sulpher and other substances have
. been removed to render the gas marketable.

3. As used herein, and "over-produced party" is one who has sold a greater
volume, and and “under-produced party" is one who has sold a lesser volume, of gas
at any given time than a volume determined by multiplying the total cumulative volume -
of gas produced and sold from a well such party's percentage interest in the well as
set out In Exhibit "A" of the Operating Agreement. |

R. (a) All gas produced from a well from the date of first production shall

be produced and sold by those parties having a market for gas from
time to time. The gas production shall be owned by the parties produc-
ing and selling gas in the proportions that the interest of each bears
to the total interest of all such selling parties. If more than one party
is producing and selling gas, then the parties so producing and selling
gas shall be entitled to produce and sell gas as provided in paragraph
4 (b) hereof.

(b) Each under-produced party shall, upon commencing the sale of gas,
have the right to take a greater percentage of the current production

than such under-produced party's percentage of interest as set forth

Iin Exhibit "A", subject to the following limitations:

1)  Any over-produced party or parties will, upon demand from any
under-produced party or parties, reduce their respective takes
from the well's production in the proportion that such individual
over-produced party's interest In the over-production bears to
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5.

(c)

(a)

(b)

the total volume of over-production, but in no event will any over-
produced party be required to reduce the volume of gas which
such party Is entitled to take from the well during any calendar
month to less than fifty percent (50%) of such over-produced
party's interest in the current production. Provided, if at any
time, more than one under produced party is selling more than

its proportion of the current production inorder to balance its gas
production account, by taking a part of the current production of
the over-produced parties, then such under-produced party shall
be entitled to have delivered that part of the current production
of the over-produced parties which has been assigned to the
under-produced parties, in the ratio that the under-production

of such under-produced party bears to the total under-production

of all under-produced parties.

2) Each well owner's gas production account Is in balance from time

to time when such party has sold the same percentage of total

accumulative production as such party's percentage ownership

in the well,
Only gas actually produced and sold by a party shall be owned by it
and charged against its share of the total gas production to be recovered
from the well, PROVIDED that gas used off the premises by a party shall
be considered gas actually produced and sold by said party, and, for
the purposes of Section 5(b), the fair market value of such gas at the
wellhead at the time of taking shall be considered as the price received
for said gas.
This agreement is made to promote the purpose set forth in Paragraph 1
and to protect each party against any other party receiving more than
its proportionate share of the total cumulative production. It shall
never be construed to effect the unjust enrichment of any party to the
detriment of the others or to deprive any party of its right to its

- proportionate share of the total cumulative production. Therefore, when.

production from a well permanently ceases, there shall be an accounting
between the parties hereto to the end that any under-produced party
shall receive as compensation for the relinquishment of its right to
share in gas production from that well, a sum of money equal to the
amount actually received, less royalties paid and applicable taxes paid,
by any over-produced party from the sale of that part of the total
cumulative volume of gas produced from that weil which any under-
produced party was entitled to sell, but which was actually sold by the

over-produced partles.

It Is recognized that there may be changes in the price received by
those parties who have from time to time sold a greater proportion of
the cumulative production as of such dates than thelr proportion of
ownership in the well. It is, therefore, agreed that any production sold
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by any party, over and above its proportion of the current monthly
production, shall be credited to the first unbalanced under-production
of such party from time to time; in other words, any currently
accruing over-production by any under-produced party shall offset

under-production in the order of accrual.

6. When there is an imbalance in the production of accounts of the parties
hereto, Operator shall furnish to each Non-Operator a statement showing status of

the over and short account of all well owners on a monthly basis.

7. Each party to this Agreement agrees to bear and pay the applicable royalty
payments due on the sale of gas and any applicable taxes assessed or made by any
governmental authority having jurisdiction on the act, right or privilege of production,
severance, gathering, transportation, handling, sale or delivery of gas which is mea-
sured by the volume or value of gas, and does hereby indemnify all of the other parties
hereto against any claim for royalties on such sales and such taxes paid thereon. All
applicable taxes shall be measured and paid on the actual volumes sold by each party
measured on a month-to-month basis. All other burdens of whatsoever kind of char-

acter shall be borne by the party responsible for the discharge thereof.

8. The operating expenses for each calendar month are to be borne in the
proportions set out in Exhibit "A" of the Operating Agreement, regardless of whether
or not all owners are selling gas or whether or not the sales of each are in proportion

to the ownership of the well.
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Attached to and made a part of the Operating Agreement
between

as "Operator",

and

as "Non-Operator".

CERTIFICATE OF COMPLIANCE

Contractor agrees that, as to all current contracts and purchase orders,
as defined below, heretofore issued or entered into by Operator, as purchaser,
for the furnishing of supplies or services by Contractor, and as to each such
contract and purchase order, which may hereafter be issued or entered into by
Operator in favor of the Contractor during one year from the date of execution
of this Certificate, the Contractor will comply with the Federal Government's
Requirements as identified below, and agrees that without further reference
thereto the provisions contained in this Certificate shall be a part of each
such contract and purchase order.

For the purpose of this Certificate, the words "contract'" and "purchase
order”" shall mean any nonexempt agreement or arrangement between Operator and
the Contractor for the furnishing of supplies or services or for the use of
real or personal property, including lease arrangements which, in whole or in
part, are necessary to the performance of any one or more contracts between
Operator and the United States of America or under which any portion of the
Operator's obligation under any one or more such contracts is performed, under-
taken, or assumed.

Operator understands and agrees that Contractor's assent to the incorpor-
ation of the provisions in this Certificate into every nonexempt contract and
purchase order between Operator and Contractor during the periods specified
herein is intended to satisfy Operator's requirements under the governing
executive orders and statutes (reference to which includes amendments and orders
superseding in whole or in part) and the rules and regulations issued thereunder.
Operator further understands and agrees that this Certification is not meant to
create, nor shall it be construed as creating, any enforceable rights heéereunder
for any firm, organization or individual who is not a party to any such contract
or purchase order between Operator and Contractor.

NONSEGREGATED FACILITIES

The undersigned bidder, offerer, applicant, seller, contractor or sub-
contractor, hereinafter referred to as Contractor, certifies to Operator and
the Federal Government agencies with which it contracts that he does not maintain
or provide for his employees any segregated facilities at any of his establish-
ments, and that he does not permit his employees to perform their services at
any location, under his control, where segregated facilities are maintained.
As used in this certification, the term "segregated facilities'" means any waiting
rooms, work areas, rest rooms and wash rooms, restaurants and other eating areas,
time clocks, locker rooms and other storage and dressing areas, parking lots,
drinking fountains, recreation or entertainment areas, transportation, and
housing facilities provided for employees which are segregated by explicit
directive or are in fact segregated on the basis of race, creed, color, or
national origin, because of habit, local custom, or otherwise.

EMPLOYMENT OF THE HANDICAPPED

Applicable to all contracts and purchase orders exceeding $2,500.00, not
otherwise exempted: Contractor agrees to comply with Rehabilitation Act of 1973
and all orders, rules, and regulations issued thereunder and amendments thereto.
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EQUAL OPPORTUNITY,
VETERANS, AND MINORITY BUSINESS ENTERPRISES

Applicable to all contracts and purchase orders exceeding $10,000.00,
not otherwise exempted: Contractor agrees to comply with Executive Order
11246 regarding Equal Opportunity and all orders, rules and regulations is-
sued thereunder or amendments thereto. Contractor agrees to comply with
Executive Order 11701 and Vietnam Veteran's Readjustment Act of 1974 and
orders, rules and regulations issued thereunder or amendments thereto. Con-
tractor agrees to comply with Executive Orders 11458 and 11625 regarding
Minority Business Enterprises and all orders, rules and regulations issued
thereunder or amendments thereto.

MINORITY BUSINESS ENTERPRISES AND
UTILIZATION OF SMALL BUSINESS CONCERNS
AND SMALL BUSINESS CONCERNS OWNED AND.CONTROLLED
BY SOCIALLY AND ECONOMICALLY DISADVANTAGED INDIVIDUALS

Contractor agrees to comply with Executive Order 11625 regarding
Minority Business Enterprises and all orders, rules and regulations issued
thereunder or amendments thereto.

Applicable to all contracts of over $10,000.00 not otherwise exempted:

(A) It is the policy of the United States that small business concerns
and small business.concerns owned and controlled by socially and economically
disadvantaged individuals shall have the maximum practicable opportunity to
participate in the performance of contracts let by any Federal agency.

(B) The Contrator hereby agrees to carry out this policy in the award-
ing of subcontracts to the fullest extent consistent with the efficient per-
formance of this contract. The Contractor further agrees to cooperate in any
studies or surveys that may be conducted by the Small Business Administration
or the contracting agency which may be necessary to determine the extent of
the Contractor's compliance with this clause.

(C) (1) The terms "small business concern' shall mean a small business
as defined pursuant to Section 3 of the Small Business Act and in relevant
regulations promulgated pursuant thereto.

(2) The term "small business concern owned and controlled by
socially and economically disadvantaged individuals" shall mean a small
business concern --

(1) which is at least 51 per centum owned by one or more
socially and economically disadvantaged individuals; or in the case of any
publicly owned business, at least 51 per centum of the stock of which is owned
by one or more socially and economically disadvantaged individuals; and

(ii) whose management and daily business operations are con-
trolled by one or more of such individuals.

The Contractor shall presume that socially and economically disadvantaged
individuals include Black Americans, Hispanic Americans, Native Americans,
Asian Pacific Americans, and other minorities, or any other individual found
to be disadvantaged by the Small Business Administration pursuant to Section 8
(a) of the Small Business Act.

(D) Contractors acting in good faith may rely on written representations
by their subcontractors as either a small business concern or a small business
concern owned and controlled by socially and economically disadvantaged
individuals.
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SMALL BUSINESS AND SMALL DISADVANTAGED
BUSINESS SUBCONTRACTING (OVER $500,00 OR
$1,000,000 FOR CONSTRUCTION OF ANY PUBLIC FACILITY)

Applicable to all contracts over $500,000 or $1,000,000 for construction
of any public facility not otherwise exempted:

Pursuant to Temporary Regulation 50, Supplement 2 (c) where applicable
the Contractor agrees to negotiate detailed subcontracting plan.

UTILIZATION OF WOMEN-OWNED BUSINESS CONCERNS

Applicable to all contracts over $10,000 not otherwise exempted:

(A) It is the policy of the United States Government that women-owned
businesses shall have the maximum practicable opportunity to participate in
the performance of contracts awarded by any Federal agency.

(B) The Contractor agrees to use his best efforts to carry out this
policy in the award of subcontracts to the fullest extent consistent with the
efficient performance of this contract. As used in this contract, a "woman-
owned business' concern means a business that is at least 517 owned by a woman
or women who also control and operate it. '"Control" in this context means
exercising the power to.make policy decisions. 'Operate" in this context
means being actively involved in the day-to-day management. '"Women' means all
women business owners.

WOMEN-OWNED BUSINESS CONCERNS SUBCONTRACTING PROGRAM

Applicable to all contracts o?er $500,000 or $1,000,000 for construction
of any public facility not otherwise exempted:

(A) The Contractor agrees to establish and conduct a program which will
enable women-owned business concerns to be considered fairly as subcontractors
and suppliers under this contract. In this connection, the Contractor shall:

(1) Degignate a liaison officer who will administer the Contractor's
"Women-Owned Business Concerns Program."

(2) Provide adequate and timely consideration of the potentialities
of known women-owned business concerns in all "make-or-buy" decisions.

(3) Develop a list of qualified bidders that are women-owned
businesses and assure that known women-owned business concerns have an equitable
opportunity to compete for subcontracts, particularly by making information on
forthcoming opportunities available by arranging solicitations, time for pre-
paration of bids, quantities, specifications, and delivery schedules so as to
facilitate the participation of women-owned business concerns.

(4) Maintain records showing (i) procedures which have been adopted
to comply with the policies set forth in this clause, including the establishment
of a source list of women-owned business concerns, (ii) awards to women-owned
businesses on the source list by minority and non-minority women-owned business
concerns, and (iii) specific efforts to identify and award contracts to women-
owned business concerns.

(5) 1Include the "Utilization of Women-Owned Business Concerns'
clause in subcontracts which offer substantial subcontracting opportunities.

(6) Cooperate in any studies and surveys of the Contractor's women-
owned business concerns procedures and practices that the Contracting Officer
may from time-to-time conduct.
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(7) Submit periodic reports of subcontracting to women-owned
business concerns with respect to the records referred to in subparagraph 4
above, in such form and manner and at such time (not more often than quarterly)
as the Contracting Officer may prescribe.

(B) The Contractor further agrees to inset, in any subcontract here-
under which may exceed $500,000 or $1,000,000 in the case of contracts for
the construction of any public facility and which offers substantial sub-
contracting possibilities, provisions which shall conform substantially to
the language of this clause, including this paragraph B and to notify the
Contracting Officer of the names of such subcontractors.

(C) The Contractor further agrees to require written certification
by its subcontractors that they are bona fide women-owned and controlled
business concerns in accordance with the definition of women-owned business
concern as set forth in the Utilization Clause 1 (B) above at the time of
submission of bids or proposals.

The aforementioned Contractor agrees that the provisions of this
Certificate of Compliance are hereby incorporated in every nonexempt contract
or purchase order between us currently in force or that may be issued during
one year from the date of execution of the Operating Agreement.




