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ENRON
Oil & Gas Company

P O. Box 2267  Midlond, Texoa 79702 (915) 486.3600

January 20, 1995

Dalen Rescurces 0il & Gas Co.
6688 N. Central Expwy., Suite 1000
Dallas, Texas, 7520¢&

Rrtention Mr. Jerry R. Anderson

RE: Offer to Purchase Lease
Parcel 9501100
Section 17: N/2NW/4, 5/25W/4
Section 18: N/2NB/4, N/2SE/4, SW/4SE/4
Section 1%: lots 1l and 2, W/2NE/4, E/2NW/4
Section 2C: W/2
Section 23: N/2N/2
T255-R35E, Lea County, New Mexico
Jamalca Prospect

Dear Jerry:

Pursuant to cur recent conversation, Enron Cil & Gas Company hereby offers
to purchase a 50% interest in the captioned lease Dalen Resources Oil & Gas Co.
recently purchased at the January 18, 1335 Federal 0il and Gas Lease Sale held
in Santa Fe, New Mexico. Enron offers toc purchase this interest for 50% of
Dalen's ¢ost in the lease.

1¢ Dalen is in agreement to selling Enron a 50% interest in the captioned
lease as herein proposed, please so indicate in the space provided balow and
return an executed copy of this letter to the undersigned at your earliest
convanlence.

Thank you for your consideration. Should you have any questions or nead
any further information, please advise.

Sincersly,

ENRON OIL & GAS COMPANY

oy s —

Steven D. Wéntworth
project Landman

AGREED AND ACCEPTED this 20Ll  day of January, 1995

Dalen Rescurces 0il & Gas Co.

BEFORE THE

sy Ljf%ﬁ, . QW%& " OIL CONSERVATION DIVISION
[

Ullliam M. MiddleLon Santa Fe, New Mexico

a:VIdletterigalen. 0L

Tand Manager

Case No. 11231 Exhibit No. 4

Submitted by: Enron Oil & Gas Company

JAN 28 'S5 12:Sg Hearing Date: April 6, 1995




ENRON
Oil & Gas Company

P. O. Box 2267  Midland, Texas 79702 (915} 686-3600

February 10, 1995

Mr. Jerry R. Anderson

Dalen Resources Qil & Gas Co.

6688 N. Central Expressway, Suite 1000
Dallas, Texas 75206

Re: AFE and Operating Agreement
Federal Lease No. NM NM 94629
Lea County, New Mexico
Jamaica Prospect (K0011948)

Dear Jerry:

Pursuant to our recent conversations, | have enclosed a proposed form of Operating Agreement
covering the captioned lease which you purchased for the joint account of Dalen Resources Qil & Gas
Co. and Enron Qil & Gas Company. This Operating Agreement is unexecuted because it has been
submitted to, but not yet approved by, Enron’s Houston office. We expect approval within approximately
one week. If you are in agreement with the form of agreement and Enron's Houston office approves the
form, | will send you signature pages executed by Enron Oil & Gas Company.

Also enclosed for your approval are two copies of an AFE for the re-entry of the Guif Federal No.
1 Well located 660" FNL and 660° FWL, Section 20, Township 25 South, Range 35 East. | have
requested a title opinion on the W/2 of Section 20 and Enron has initiated the permitting process to re-
enter this well. Please execute and return one copy of the enclosed AFE at your earliest convenience.

Should you have any questions or need any further information, please feel free to give me a

call.
Sincerely,
ENRON QJL. & GAS COMPANY
Steven D. Wentworth
Project Landman
SDW/pcl
Enclosures

m:\winword\etters\sdw9S\Dalen.doc



Revised July 93
ENRON AFE No. 100734 B
Oil & Gas Company Enron W. 1. 50.00000% BCP ACP
Enron AFE Amt (DHC) $30.000 ,
N (CWC) $211,250 :
Drilling AFE Division MIDLAND
AFE Begq. Date 01/31/95
AFE Type Budget Year 1995
Wiidcat(31) X Development{32) X Qil
X Drilling Compietion X Re-Entry Gas
i Laase & Well No. } Prospect Name .} Total Cepth - Water Depth
| Jamaica Guif Federal No. 1 Jamaica {12,650 !
I Location & Survey | Sec-Twn-Rng _{ Producing Honizon | Spud Date
1 660" FNL & 680" FWL | Sec 20, T255, R35E Third Bone Spring 12/25/80
| Operator i County & State Regulatory Fietd
| Enron Oil & Gas Company

I DDA Fieid

| Lea County, New Mexico i Undesignated

Undesignated Bone Spring

i AFE Description

| To re-enter the subject well, drill out plugs, run casing, and compiete in the Third Bone Spring sand interval from 12,250° to 12,480".

P

H. H. Crabb i

01/31/95

| //\ouwfﬂo«mu /7;’6//’7’>FBy

| Code | Description | Drilling {  Completion | Total j
{ 230-401 Access, Locaton & Roads ; 3.000 | 7 3000 |
| 230-402 Rig Mcve i 72.000 1 ? 13.060
| 230-403 Footage Cost T i T )
230-404 Day Wark Cast 8 days @ 54500 : 27.000 | 1 27.C00 |
230-+05 Bits, Reamers & Stabilizers T 2000 | ; 2,600 |
230-406 Fuel | | ; q 1
723007 Water T 35,000 | i §.000
230408 Mud & Cremicals ; 7 T 0
230-409 Cementing & Semce i | 25,000 \ 25 CC0
230-410 Conng | | | 0
230-411 CH Logging & Testing | 7 8.000 | 8.000
230-412 Mud Legging | ] Q
230-413 Perforaung - | 10,000 | 10,600
730.414_Stmuiation | 120,000 | 120,060
230415 [ransportaticn i 3,500 | 3,5C0 |
230-416_Dnlling Cvernead 1000 2,000 | 3,000 |
230-417 Egquipment Rental | 2,000 - 17,000 19,000
230-418 Completicn Rig T i )
230-419_Cther Dnlling Expense 7,000 4,000 5.060
230-420 Fisning & EQuip. iost in hole 7 0
230421 Enwvronmental & Safety Charges ] 2,CC0 2,000
230-422 Directional Drilling 0
230-423 Equipment Usage Q
230424 Supemmsion 2,000 4,600 6,000
230-431 Communicaticns SQ0 500 | 1,000
| 230-432 MWD Logging ] [¢]
$252,500
FEET SIZE GRADE $IFT 4{
230-101 ] I Conductcr Casing T i | S0 |
230-102 | | Surface Casing i ] | Q
730-103 | : Intermediate Casing T l | 2
230-103 | | intermediate Casing ] | 1 Q
230-104 | 12,550 | 5-172" Production Casing | P-110 $7.31 | 92,000 92,000 |
230-104 ] Production Liner i I 0
230-104 [Tie-Back Casing | i 0
230-106 ubing I | 0
[230-108 i iTubing i | 0
230-107_Well Head Equipment and Tree 3.500 | 16,500 20.000
230-108 [Tanks | 15,000 15,000
230-109 Flow Lines T 9,000 3,000
230-110 Malves & Fitings 10.000 10.000
230-111 Rods 0
230-112 pumping Equipment - Surface Q
230-113 Production Equipment - Subsurface 0
230-114_Engines & Motors 0
230-115 Heater-1reater & Separators 10,0C0 10,060
230-116 Dther Equipment 2.0C0 2,060
230-117_Buidings \ ol
230-118 Metenng Equipment T i 0}
230-119 Non-Controllable Equipment T T}
230-120 Liner Equipment T "}
730-122 Construction Cost 7 12,000 12,00 |
; Total Tangibles $3,500 | $166,500 | $170,000 | _J
» N Total Well Cost $60,000 | $362,500 | $422,500
: LHro A pproval
Division O\ N
By Date By - . Date 3 Date [
W. D. Smeltzer )ﬁ—l\ 131798 KRN B |
|

Date




ENRON
Oil & Gas Company

P.O. Box 2267  Midland, Texas 75702 (915) 686-3600

February 16, 1885

Mr. Jerry R. Anderson

Dalen Resources Qil & Gas Co.

6688 North Central Expressway, Suite 1000
Dallas, Texas 75206

Re: Operating Agreement
Federal Lease No. NM NM 94629
Lea County, New Mexico
Jamaica Prospect (K0011949)

Dear Jerry:

Pursuant to our recent conversation, | have enclosed two copies of the proposed JOA covering
the captioned lease which has been fully executed by Enron Oil & Gas Company. Also enclosed are two
copies of the Memorandum of Operating Agreement which has also been executed by Enron Oil & Gas
Company. Please have these documents executed and return one fully executed copy of each to the
undersigned at your earliest convenience.

Should you have any questions or need anything further, please advise.
Sincerely
ENRON OIL & GAS COMPANY

Y —=

Steven D. Wentworth
Project Landman

SDW/pcl

Enclosures

m:winword\letters\sdw34\Dalen1.doc



MEMORANDUM OF OPERATING AGREEMENT AND
NOTICE OF LIEN AND MORTGAGE -- FINANCING STATEMENT

STATE OF NEW MEXICO  §
§
COUNTY OF LEA §

Enron Oil & Gas Company (“Operator”) and the undersigned Dalen Resources Oil & Gas Co. (“Non-
Operator”) have entered into an Operating Agreement providing for the development and production of
crude oil, natural gas and associated substances, dated February 1, 1995, covering the following

described lands:

Township 25 South, Range 35 East, NM.P.M.

Section 17: N/2 NW/4, S/12 SW/4

Section 18: N/2 NE/4, N/2 SE/4, SW/4 SE/4
Section 19; Lots 1 and 2, W/2 NE/4, E/2 NW/4
Section 20: W/2

Section 29: N/2 N/2

The Operating Agreement provides for mutual liens and security inlerests to secure payment by the
parties of their respective share of costs under the Operating Agreement.

Without limiting or superseding the liens and security interests provided for in the Operating Agreement
and in order to further secure payment by Non-Operator of amounts due Operator from time to time
under the terms of the Operating Agreement as its share of expense, Non-Operator has granted and
does hereby grant to Operator, its successors and assigns, the following:

1. A lien and mortgage covering all of Non-Operator’s leasehold, unleased mineral or other working
interest in and under the above-referenced lands which are of record as of the date hereof or

hereafter acquired by Non-Operator.

2. A lien and mortgage cbven’ng, and a security interest in, the undivided portion of the equipment
located on the above-referenced lands, Including fixtures, which is employed in the production of
oil and/or gas therefrom and is owned as of the date hereof or hereafter acquired by Non-

Operator.

3. As security interest in Non-Operator's undivided portion of the oil and/or gas when extracted
from the above-referenced lands and in the accounts arising from the sale by Non-Operator of
such oil and gas, and in rights under any gas balancing agreements.

4, A lien and security interest covering all contract rights, general intangibles, interests in
partnerships or other associations, and any other interests arising from the development of the
above described lands for oil and gas purposes.

5. A lien and security interest covering the proceeds of the sale of any of the collateral referenced
in 1-4 above, together with a lien and security interest attaching to the collateral to the extent
required to reimburse for any interest, court costs, and atlorneys’ fees to which a party may be
entitled by reason of exercise of any lien or security rights hereunder.

In order to secure payment by Operator from time to Uime of ils share of expense undei we abuve-
referenced Operating Agreement, Operator has granted and does hereby grant {o Non-Operator and the
other parties to said Operating Agreement who execute this instrument a lien and moitgage and in a
security interest of the same nature and effect as those described in the preceding paragraph.

The minerals or the like (including oil and gas) or accounts described in the preceding paragraphs will be
financed at the wellhead or wellheads located on the lands described above. This instrument shall be
filed for record in the real estate records of the county or counties named in the land description shown
above. The secured party is not a sell or purchase moneylender of the collateral described in items 1-5

above.

Furthermore, this Memorandum of Operating Agreement and Notice of Lien and Mortgage -- Financing
statement incorporates by reference all other terms and conditions of said Operating Agreement. Said
Operating Agreement specifically provides as follows:



1. That a party's ability to freely sell, assign, or transfer interests in land committed to the
agreement is restricted or encumbered. These restrictions or encumbrances may include a
preferential right to purchase the interest of any party desiring to sell its interest under the
agreement, restrictions on the surrender of leases, a maintenance of uniform interest provision,
provisions applicable to renewal or extension of leases, provisions applicable to acreage or cash
contributions, non-consent provisions, and gas storage and balancing provisions, among others.

2, That each party to the agreement has the right to take-in-kind or separately dispose of iis
proportionate share of oil and gas produced.

3. That the liability of the parties to the agreement is several, and not joint and collective, with each
party being liable only for its proportionate share of costs of developing and operating the
contract area.

In the event the description of the land covered by the above-referenced Operating Agreement is revised
in any manner by the parties thereto, then each parly to said Operating Agreement is authorized to
execute and file for record an appropriate amendment to this instrument setting forth the revised land
description and stating that the same terms and provisions contained in this instrument shail apply to
such revised land description. Said amendment need not be executed by more than one party to said
Operating Agreement. The party which executes and files of record said amendment shall promptly mail
fo all other parties to said Operating Agreement a copy of said amendment showing the recording

reference.

Should any person or firm desire additional information regarding the Operating Agreement or wish to
inspect a copy of same, said person or firm should contact the Operator by writing to:

Enron Oil & Gas Company
P. 0. Box 2267
Midland, Texas 79702

Each party to said Operating Agreement may execute as a Non-Operator a counterpart of this instrument
which contains a signature page for such party. Operator may combine the signature pages executed by
such parties with the first two pages identical to the first two pages hereof and file and/or record such

aggregated instrument.
/77

EXECUTED.on the date set forth by each party’s signature below, but EFFECTIVE as of the
dayof __ [etruary , 1995,

ENRON OIL & GAS COMPANY, Operalor

DATE: L -20-75 B},@éﬂ Kﬁmlw,___, /%// |

GAry L. Th}tflas, Vice President

ADDRESS: P. O. Box 2267
Midland, Texas 79702
TAX 1.D. No.: 47-0684736

DALEN RESOURCES OIL & GAS CO., Non-Operator

DATE: By:
Printed Name:
Title:
ADDRESS: 6688 N. Central Expwy., Suite 1000

Dallas, Texas 75206
TAX 1.D. No.:




STATE OF TEXAS §

§
COUNTY OF MIDLAND §

The foregoing instrument was acknowledged before me this QO day of /?’/rxmf /
1995, by Gary L. Thomas, Vice-President of ENRON OIL & GAS COMPANY, a Delaware corporafion.

Witness my hand and official seal the day and year lajab%‘ ; ;

My commission expires:
Notary Public in and for the State of Texas

STEVEN D. WENTWORTH

Notary Public
State of Texas

Commission Explres 2-10-96

STATE OF §
COUNTY OF §§

The foregoing Instrument was acknowledged before me this day of
;??)fkl?ér\l RESOURCES OIL & GAS CO., a ' corporation.

Witness my hand and official seal the day and year last above written.

My commission expires:
Notary Public in and for the State of Texas

m:winword\oa\mem_noti.doc
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1

OPERATING AGREEMENT

DATED

February 1 , 19 95

OPERATOR Enron 0il & Cag Company

CONTRACT ARFEA __Township 25 South, Range 35 Rast
SectJ‘Lon 17: N/2 NW/4, S/2 SW/4
Section 18: N/2 NE/4, N/2 SE/4, SW/4 SE/4

Secti : 244, E/2 NW/4
Section 20: W/2
Section 29: N/2 N/2

Lea . STATE OF New Mexico

COUNTY OR PARISH OF

COPYRIGHT 1982 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDM.EN, 2408 CONTINENTAL LIFE BUILDING,
FORT WORTH, TEXAS, 76102, APPROVED FORM.
A.A.P.L. NO. 610 - 1982 REVISED



AAPL TFORM 610 - MODEL FORM OPERATING AGREEMENT - 1982
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A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT

Enron 0il & Gas Company

THIS AGREEMENT, entered into by and between

, hereinafter designated und

referred to as *'Operator’’, and the signatory party or parties other thun Operator, sometimes hereinalter releeced to individually hercin

as “*Non-Operator”’, and collectively as ‘*Non-Operators’’.
WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases undfor oil and gas intecests in the land identified in
Exhibit ““A’’, and the parties hereto have reached an agreement to explore and develop these leases andfor oil and gas interests for the

production of oil and gas to the extent and as hereinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE 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 liguid or gascous hydrocarbons

and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this wem s specifically stated.
*and “‘leaschold”” shall mean the oil and gas leases covering teacts of land

13

B. The terms “‘oil and gas lease™, “‘leasce
lying within the Contract Area which are owned by the parties to this agreement.

C. The term ‘‘oil and gas interests’’ shall mean unleased fee and mineral interests in tracts of land lying within the
Contract Area which are owned by parties to this agreement.

D. The term ‘‘Contract Area’’ shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be
developed and operated for oil and gas purposes under this agreement. Such lunds, oil and gas leaschold intereses and oil and gas interests
are described in Exhibit “*A”.

E. The term ‘‘drilling unit’’ shall mean the area fixed for the drilling of one well by order or rule of any state or
federal body having authority. If a drilling unit is not fixed by any such cule or order, a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

F. The term ‘‘drillsite’® shall mean the oil and gas lease or 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 mean a party who elects not to participate

in a proposed operation.

Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the

singular, and the neuter gender includes the masculine and the feminine.

ARTICLE II.
EXHIBITS

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

Exhibit *‘G’’, Tax Partnership.
If any provision of any exhibit, except Exhibits “‘E** and *'G’’, is inconsistent with any provision contained in the body

4
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of this agreement, the provisions in the body of this agreement shall prevail.
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A APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE 1.
INTERESTS OF PARTIIS

A. QOil and Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreaimem
and during the teem hereof as if it were covered by the form of oit aud gas fease attached hereto as Fxhibic 877 and the owner thereot

shall be deemed 10 own both the royalty interest reserved in such lease und the nterest af the fessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by ather provisions, all costs and lubilities incurred operations under this agrecntent shall be borne and

paid, and all equipment and materials acquired in operations on the Contract Aveashudl be owned, by tie partios as their interests we set

forth in Exhibit **A’". In the same manner, the parties shall also own all production ot oil and gas from the Contract Aved subject o the
f One elghth <l/8) which shadl be borne as hereinafter set focth

payment of royalties to the extent o

Regardless of which party has contributed the lease(s) andfor ol und gas interesi(s) berewo on which royalty is dae ol
payable, each party entitled to receive a share of production of oil and gas fron the Contract Area shall bear and shall pay or deliver,
cause to be paid or delivered, to the extent of its interest in such production, the royudty amount stipulated herctnabove and shalt hold die
other parties free from any liability therefor. No party shall ever be responsible, however, ona price basis higher than the price received
by such party, to any other party’s lessor or rayalty owner, and if any such other party’s lessor oc coyaby owner should demand ad

receive settlement on a higher price basis, the party contributing the affected tease shall bear the wdditional royalty burden attributable w

such higher price.

Nothing contained in this Article HLB. shull be deemed un assignmicnt or cross-assignment of interests covered bereby,

C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any Jease covered herchy bs subject 1ooany royaly,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Ardcle BEB. such pucty so
burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the othier parties hereto harmless trom any

and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereafter create an overriding royalty, production payment or other burden payable out of production
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is ot set forth o Exhibiv ©*A
was not disclosed in writing to all other parties prior to the execution of this agrecinent by all parties, or is not a jointly acknowledged and
accepted obligation of all parties (uny such interest being hercinafter referred o as subsequently created interest™ ircespeciive of (he
timing of its creation and the party out of whose working interest the subsequently created interestis dersved being hereinafrer reterred

to as ‘‘burdened party’’), and:

If the burdened party is required under this ageeement to assign or relinguish o any other party, oc partes, all or o porhon

of its working interest and/or the production attributable thereto, suid other party, or partivs, shull receive sakd assignment and/for
production free and clear of said subsequently created interest and the burdened party shadl indemnity and save said other pany,

or parties, harmless from any and all claims and demands foc payment asseeted by owners of the subseguently created nerest,

and,

If the burdened party fails to pay, when due, its share of expenses chacgeable hereander, all provisions of Artice VIEBL shatl be

o

enfarceable against the subsequently created interest in the same mannee as they are enforceable against the working futerest ol

the burdened party.

ARTICLE 1V.
THPLES

A. Tite Examination:
-
Title examination shall be made on the drillsite of any proposed well prior o commencement of drilling ()pu‘uli()l'\s or,
the Drilling Parties so request, title examination shall be made on the leases andfor oil und gas interests inchuded, or planned o l)c includ
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, oveuuhm'
royalty and production payments under the applicable feases. At the time u well is proposed, each party conteibuting leases uml/or otl und
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all ubstracts (inclading federal le,as(lf status

i

reports), title opinions, title pupers and curative material in its possession {ree of charge, All such inforination not i the possu\ u)n of or
made available to Operator by the parties, but necessary for the examination of the tite, shall be obtained by Operator. Opemmr shall
cause title to be examined by attorneys on its staff or by outside attorneys. Copies of ull tide opinions shalf be (mm;llcd to uch party

hereto. The cost incurred by Operator in this title program shalf be borne as {ollows:

i '
'

|

s' [

{J Option No. 1: Costs incurred by Operator in procuring abstracts and tithe examination (including pldunln iy, mppkmuu.l
shut-in gas royalty opinions and division order title opinions) shall be a part of the adininistrative overhead as pmvulul in Exhibit ¢’
and shall not be a direct charge, whether performed by Operator’s stafl attorneys or by outside attorneys,
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ARTICLE IV

continued

fd Option No. 2: Costs incurred by Operator in procuring abstcacts and fees puid ouside attorneys for title examination
(including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shafl be borne by the Drilting Parties
in the proportion that the interest of each Drilling Party beacs to the total interest of all Drilling Parties as such interests uppear in Bx-
hibit “*A”". Operator shall muke no charge for services rendered by its staff attorneys or other personnel in the perfornance of the above

functions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements required ine connection
with leases or oil and gas interests contributed by such party. Operator shull he responsible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencics for the seeuring of spacing or pooling orders.

This shall not prevent any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the tide to the drillsite or drilling unit has been examined as above
provided, and (2) the title has been approved by the examining attorney or title has been accepred by b of the parties who are @ par

ticipate in the drilling of the well.

B. Loss of Title:

1. Failure of Title: Should any oil and gas interest or lease, or interest theeein, be lost through fuiture of e, which foss cesules ina

reduction of interest from that shown on Exhibit **A’", the purty contributing the atfected lease or interest shall ave ninety (90) days

from final determination of title failure to acquire a new lease or other instrument curing the entirety of the tide Lalure, which acquisi
tion will not be subject to Article VIILB., and fuiling to do so, this agreement, nevertheless, shall continue in force as w all ceniaining oil
and gas leases and interests: and,

() The party whose oil and gas lease or interest is affected by the title failuce shull bear wone the entire loss und it shall not be
entitled to recover from Operator or the other parties any developmient or operating costs which it may have theretolore puid or incurred
but there shall be no additional liability on its part to the other parties hereto by reason of such titde failure;

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which T
been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finadly that titde fuilure has oc-
curred, so that the interest of the party whose lease or interest is uffected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost;

(c) If the propoctionate intecest of the other parties hereto in any producing well theretofore deilled on the Contract Area is
increased by reason of the title failure, the party whose title has failed shall receive the proceeds atnbutable o the increase in such m-
terest (less costs and burdens attributable thereto) until it has been reimbursed {or unrecovered costs paid by it in connection with suclh
well;
(d) Should any person not a party to this agreement, who is detcrmined to be the owner of any interest in the tide which has
failed, pay in any manner any part of the cost of aperation, development, ar equipment, such amount shall be puid 1o the party or parties
who bore the costs which are so refunded;

(e) Any liability to account to a third party for prior production of oil und gas which urises by reason of title fiilure shall he
borne by the party or parties whose title failed in the same proportions in which they shared in such prioe production; and,

(f) No charge shall be made to the joint account for legal expenses, fees or suliries, in connection with the defense of the interest

claimed by any party hereto, it being the intention of the parties hereto that each shall defend titde to its interest and bear all expenses in

connection therewith,

2. Loss by Non-Payment or Erroneous Payment of Amount Duer If, through mistake or oversight, any rental, shut-in well
payment, minimum royalty or royalty payment, is not paid or is erroncously paid, and as a result a lease or interest therein teeminates,
there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required
payment secures a new lease covering the same interest within ninety (90) duys from the discovery of the fuifure to muke proper payment,
which acquisition will not be subject to Article VIILB., the interests of the parties shiall be revised on an acreage basis, effective as of the
date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sule of ail and gus antributable to
the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such intecest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for irs share of the cost of uny dry hole previousty drilled
or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

(a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an ucreage basis,

up to the amount of unrecovered costs;
(b) Proceeds, less operating expenses, thereafter accrued attributable to the lust interest on an acreage basis, of that portion of

oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease
termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and, ‘f;-

{¢) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of (hc) interest

lost, for the privilege of participating in the Contract Area or becoming a party to this agreement.

‘.'y
Fite

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2. above, shall be )qmt losses

and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining | pornun ol

the Contract Area.
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ARTICLE V,

1
2 OPERATOR
"3
4 A. Designation and Responsibilities of Operator:
5
6 Enron 0il & Gas Company _ e e shall be e
7 Operator of the Contract Area, and shall conducr and direct and have full (nnlml of ull operations vn the Contract Area as pumuud aind
8 required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall
9 have no liability as Operator to the other parties for losses sustained or liabilitics incurred, except such as may resolt from gross
10 negligence or willful misconduct.
11
12 B. Resignation or Removal of Operator and Selection of Successor:
13
14 1. Resignation or Removal of Operator: Operator may resign at any time by piving wreitten notice thercof 10 Non Opeeators.

I(‘Operdtor terminates its legal existence, no longer owns an interest herennder i the Contruct Area, or is 0o longer capable of serving as
16 Operator, Operator shall be deemed to have resigned without any action by Non Operators, except the sclection of a successor, Operator
17 may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the
18  affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Ixhibic A" remuining
19  after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock AM. on the
first day of the calendur month following the expiration of ninety (90) days after the giving of notice of resignation by Operatlor ar action
21 by the Non-Operators to remove Operator, unless a successor Operutor has been selected und assumes the duties of Operator atan carlice
date. Operator, after effective date of resignation or remaoval, shall be bound by the terms hereof as « Non-Operator. A change of a cor
23 porate name or structure of Operator or transfer of Operator’s interest to any single subsidiury, parent oe successor corporation shall not

24 be the basis for removal of Operator.

25

26 2. Selection of Successor Operator: Upon the resignation or temoval of Operator, a successor Operator shall be selectad by
27  the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor
28  Operator is selected. The successor Operator shall be selected by the alfirmative vote of two (2) or more pactics awning 4 1najority interest
29 based on ownership as shown on Exhibit “*A’’; provided, however, if an Operator which has been removed fails 16 vote or votes only to
30 succeed itsell, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a nijority interest based
3} on ownership as shown on Exhibit '*A’" remaining after excluding the vaoting interest of the Opecator that was removed.

32

33 C. Employees:

34

35 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of Tabor and the
36 compensation for services performed shall be determined by Operator, and alt such eoaployees shall be the employees of Operatar.

37

38 D. Drilling Contracts:

39

40 All wells drilled on the Contract Areua shall be drilled on a competitive contract basis at the usual cates prevailing in the area, I it so
41 desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
42 rates in the area and the rate of such charges shall be agreed upon by the parties inn writing belore drilting operations are commenced, and
43 such work shall be performed by Operator under the same terms and conditions as ure customary and usual in the area ta conteacts of in
44 dependent contractors who are doing work of a similar nature.

45

46

47

48

49 ARTICLE VI

S0 DRILLING AND DEVELOPMENT

54

52 A. Initial Well: . . 7
53 Gul l"L‘:\‘;L.jLiLL
54 On or before the 15th day of Apri 1 Ry 95 . Operator shatf commence lhc/ﬁli\flg'?\;;* of%wc l"L'Eu]x: L

55  -oit ad gas at the following location:
660' FNL & 660' FWL of Section 20, T25S5-R35F, Lea County, New Mexico

56

57

58

59 attempt a completion at £

60 and shall tereafler/émmmrc the drilling ofthe—wel- with-due-diligenceto-a depth of 12 ,600' or a ;dep th

61 sufficient to test the Third Bone Spring Sand Pormatlon, thOHével ig
62 lesser, J

63 i

64 :, f

65 unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling unpmut :ul Iy en-
66 countered at u lesser depth, or unless all purties agree to complete or abundon the well at a lesser depth. . ¥

o (il d1 by

68 Operator shall make reasonable tests of all formations encounteced during drilling which give indication {lﬂ(ﬂﬂ(dllﬂll; }nl and
69 gas in quantities sufficient to test, unless this agreement shall be limited in its application o a specific formation or [on?.mom u}}whu b

70 event Operator shall be required to test only the formation or formations 1o which this agreement may .lpply
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ARTICLE VI

continued

I, in Operator’s judgment, the well will not produce oil or gus in paying quantities, and it wishes 1o plug and abandon the

well as a dry hole, the provisions of Article VLE. 1. shall thereafter apply.

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
for in Article VI.A_, or to rework, deepen or plug back a dry hole drilled at dhe joint expense of all parties or a well jointly owned by all
the parties and not then producing in paying quantities, the party desiring to drill, rewark, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, praposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days afier receipt of the notice
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If i drill-
ing rig is on location, notice of a proposal to rework, plug back or drill deeper muy be given by telephone and the response period shall be
limited to farty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a purty receiving such notice to reply within
the period above fixed shall constitute an election by that party not to purticipate in the cost of the proposed operation. Any notice or

response given by telephone shall be promptly confirmed in writing.

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice
period of thirty (30) days (or as promptly as possible alter the expiration of the forty-cight (48) hour period when a drilling rig is on loca
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written natice of sume by Operator to the other pariies,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such adiitional time is reasonably necessary 1o obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete titke ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure pravisions of Article X1, if the
actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted hervin) and
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties i accor-

dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Parties: If any party receiving such notice us provided in Article VLB, or VILD.1. (Option

No. 2) elects not to pasticipate in the proposed operation, then, in order to be entitled to the benefits of this Article, the parly or partics
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of
the notice period of thirty (30) days {or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed operu-
tion for the account of the Consenting Parties, or () designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article VL.B.2., shall comply with all terms and con-

ditions of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
(exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
ticipation to such party’s interest as shown on Exhibit ‘A’ or (b) carry its proportionate part of Non-Consenting Parties’ interests, and
failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for
such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,
at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenliriﬁ Parties.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface locu(ipgxlm their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article rcsull;{in a pro-
ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cojs" Ak risk,
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ARTICLEV]
continued
and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling, reworking, deepening or plugging buck of uny such well by Consenting Partics
in accordance with the provisions of this Article, each Non-Consenting Pasty shall be deemed to have relinquished 10 Consenting Partics,
and the Consenting Parties shall own and be entitled to receive, in proportion (o their respective interests, all of such Non-Consenting
Party’s interest in the well and share of production therefrom until the proceeds of the sule of such share, calculated at the well, or
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article II1.D. payable out of or measured by the production [rom such well accruing with respect to such interest

until it reverts) shall equal the total of the following:

(@) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surfuce equipment beyond the wellhead
connections (including, but not limited 1o, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Party’s share of the cost of operation of the well commencing with first production and continuing until each such Nuon-
Cc;nsenting Purty’s relinquished interest shall revert to it under other pravisions of this Acticle, it being agreed that cach Non
Consenting Party’s share of such costs and equipment will be that interest which would have been churgeable o such Non-Consenting

Party had it participated in the well from the beginning of the operations; and

(h)io_o_”/u of that portion of the costs and expenses of drilling, reworking, deepening, plagging buck, wsiing and completing,

after deducting any cash contributions received under Article VIILC., and % of that portion of the cost of newly acquired equip-

ment in the well (10 and including the welthead connections), which would huve been chargeable to such Non Consenting Paety il it had

participated therein.

An election not to participate in the drilling or the deepening of @ well shall be deemed an election not to purticipate in any re-
working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non -Consent election applicd that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Pacties one hundred percent (100%) of thut portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein, 1
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Acticle VLB, shall be up

plicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled 10 receive Non Consenting Party’s share of production, or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party’s share of production not excepted by Ar-

ticle [11.D.

In the case of any reworking, plugging back or deeper drilling aperation, the Consenting Parties shall be permitted 1o use, free
of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shalt remain unchanged; and upon
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shull account for all such equip

ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (60) days alter the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, und an
itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its
option, the operating party, in lieu of an itemized statement of such costs of aperution, may submit a detailed statement of monthly bill-
ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
curred in the operation of the well, together with a statemient of the quantity of oil and gas produced from itand the amount of proceeds
realized from the sale of the well's working interest production during the preceding month. In determining the quantity of gii_antl JRE
produced during any month, Consenting Parties shall use industey accepted methaods sucli as, but not limited to, metering ot periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any sudi;%pumnun
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total ;nrxru(f;f'r{'gl costs

. . . . . I .
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall rcv_vrtilo it as

above provided; and if there is a credit balance, it shalf be paid 10 such Non-Consenting Party. o
. I I' ol i
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ARTICLE VI
continued
If and when the Consenting Parties recover from a Non-Consenting Party’s relingnished interest the amounts provided {or above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non
Consenting Purty shall own the same interest in such well, the materal and equipment in or pertaining dieceto, and the prodaction
therefrom as such Non-Consenting Party would have been entitled to had it participated in the dritling, reworking, deepening ar plugging
back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further custs ol

the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto,

Notwithstanding the provisions of this Article VLB.2., it is agreed that without the mutual consent ot all parties, no wells shull
be completed in or produced from a source of supply from which a well located elsewhece on the Contract Area is producing, unless such

well conforms to the then-existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drifling of the initial well described in Aricle VA
except (a) as to Article VILD.1. (Option No. 2), if selected, or (b) us to the ceworking, deepening and plogging back ot such inidud well
after it has been drilled to the depth specified in Article VLA if ic shall chereafier prove to he a dey hole or, il initialty completed for peo

duction, ceases to produce in paying quastities.

3. Stand-By Time: When a well which has been drilled or decpencd has reached its authorized depth and all tests have been
completed, and the results thereof furnished to the parties, stand-by costs incursed pending response 1o uw party’s natice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling vr decpen
ing operation just completed. Stand-by costs subsequent to all partics responding, or expivation of the response time pecnitied, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the teems of the second gram-
matical parageaph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequendy
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party’s interest as shown on Exhibit **A™* bears 1o the 1ol interest as shown on Lxhibit **A*” of all Consenting Pas

ties.

4. Sidetracking: Except as heceinafter provided, those provisions of this agreement wpplicable o a deepening™ operation shiadl

also be applicable to any praposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole

location (herein called *‘sidetracking’’), unless done to straighten the hole or o drill wround junk in the hole or because of other
mechanical difficulties. Any party having the right to participate in a proposed sidetcacking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon electing to participate, tender 1o the well bare awners its propoctionate share (equal

to its interest in the sidetracking operation) of the value of that portion of 1he existing well bore o be utitized us follows:

(a) If the proposal is for sidetracking an existing dey hole, reimbursement shall be on the hasis of the actuad costs incuried in
the initial drilling of the well down to the depth at which the sideteacking operation s intttated.

(b) If the proposal is for sidetracking a well which has previously produced, reimbursement shiall be on the busis of the well's
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, deteemined in accordunce with the
provisions of Exhibit *‘C"’, less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the drilling rig to be milized is on focation, the response period
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holiduys; provided, however, any party may request and
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which 1o respond by paying for all stand by time
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each glegting par-
ty’s interest as shown on Exhibit ‘A"’ beurs 1o the total interest as shown on Exhibic **A™" of all the electing pariies. 1n .xll other in

stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Fuch party shall take in kind or separately dispose of its proportionate share of all oil and gas produced frum lllL (unlrml Arca,
exclusive of production which may be used in development and producing operations and in prepuring and ueanng, ml .md gus for
marketing purposes and production unavoidably lost. Any extrd expenditure incurred in the taking in kind or sepirate dlspmmon by any
party of its proportionate share of the production shall be borne by such purty. Any party taking its share of production in kmd shall be
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ARTICLIS VI

continued

required to pay for only its proportionate share of such part of Operator’s surface facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in peoduction from
the Contract Area, and, except as provided in Article VILB., shall be entitled to ceceive payment direcdy from the purchaser thereof for

its shace of all production.

In the event any party shall fail to make the arrangements necessary to tuke in kind oc separately dispose of its proportionate shure of
the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not
the obligation, to pucchase such oil or sell it to others at any time and from time to time, for the account of the non-taking purty ac the
best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, ils share of all oil not previously
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasanable periods of
time as are consistent with the minimum needs of the industry under the pardicular ciccumstances, but in no event for a period in excess

Qf one (1) year.

In the event one or more parties’ separate disposition of its share of the gus causes split stream deliverics to separate pipelines andfor
deliveries which on a day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share of total gas sales to
be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing

agreement between the parties hereto, whether such an agreement is attached as Exhibit “*E"’, or is a scparate agreement.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonuble tinies, at its sole cost and risk 1o inspect o observe operations,
and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator’s books
and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports fited with
governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and cun tickets and reports of stock on hand at the first of
each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
gathering and furnishing information to Non-Operator, other than that specified above, shall be churged 10 the Non-Operator that e

quests the information.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Acticle VIB.2., any well which has been
drilled or deepened under the terms of this agreement and is proposed 10 be completed as a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, after diligent effost, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holiduys) after receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening

such well. Any party who objects to plugging and abandoning such well shull have the right to take over the well and conduct further

operations in search of oil and/or gas subject to the provisions of Article VLB,

2. Abandonment of Wells that have Produced: Except for any well in which o Non Consent operation has been conducted

-hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as o

producer shall not be plugged and abandoned without the consent of all pacties. If all parties consent 1o such ubandonment, the well shalt
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree 1o the abandonment of such well,
those wishing to continue its operation from the interval(s) of the formation(s) then open 1o production shall tender to each of the other
parties its proportionate share of the value of the well’s salvable material and equipment, determined in accordiunce with the provisions of
Exhibit **C”’, less the estimated cost of salvaging and the estimated cost of plugging and abundoning. Each abandoning party shall assign
the non- wh.un!onmu parties, without warranty, express or implied, as to tithe or as to quantity, or fitness for nse of the equipment and
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gas interest, such party shall execute and deliver to the non-abandoning party or purties an oil and gas lease, lum(ul to the wteryval wr -
tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil andfor gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit
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I% - The assignments or leases so limited shall encompass the ““drilling unit”” upon which the well is located . The payments by, und 1the
assignments or leases to, the assignees shall be in a ratio based upon the refutionship of their respective percentage of participation in the
Contract Area to the aggrepate of the percentages of participation in the Contract Area of all assignees. There shall be no readjnstment of
interests in the remaining portion of the Contract Area.

Thercafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production fromy
the well in the interval or intervals then open other than the royalties retained in any fease made under the terms of this Article. Upon re
quest, Operator shall continue to operate the assigned well {or 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 ucise as the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option 1o
repurchase its prior interest in the well (using the same valuation formula) und participate in further operations therein subject to the pro-

visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Acticle VEI L or VLE. 2 wbove shall be applicable as between
Consenting Parties in the event of the proposed abundonment of any well excepted from said Articles; provided, however, no well shall be
permanently plugged and abandoned unless and until all parties having the right o conduct further operations therein have been notificd

of the proposed abandonment and afforded the opportunity to elect 1o take over the well in accordance with the provisions of this Aricle

VLE.

ARTICLIE VI
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint ar collective. Each party shall be responsible only for its obligations, and
shall be liable only for its proportionate shure of the costs of developing and uperating the Contract Area. Accordingly, the liens granted
among the parties in Article VILB. are given to secure only the debts of cach severully. Icis not the intendon of the pardes to create, nor

shall this agreement be construed as creating, a mining or other partnership or association, or 1o render the parties liable as partners.

B. Liens and Payment Defaults:

Fach Non-Operator grants to Operator a lien upon its oil and gas rights in the Conteact Area, and a sceurity interest in its shure
of oil and/or gas when extracted and its interest in all equipment, to sccure payment of its shure of expense, together with interest thercon
at the rate provided in Exhibit *‘C’". To the extent that Operatce has a security interest nnder the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedices of a secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non Operator in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedics, 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 Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any default. Operator grants a like lien

and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense,

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

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly puy 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 propor-
tionate shares upon the expense basis provided in Exhibit *'C"’. Operator shall keep an accurate record of the joint account hereunder,

showing expenses incurred and charges and credits made and received.

Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimfte within
ftfceen {4-5) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, (ﬁlfcl'ummmt

due shall bear interest as provided in Exhibit **C*” until paid. Proper adjustment shall be made monthly between advances andbactual ex-

pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. b
D. Limitation of Expenditures: ; r
el
: . , . !
1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled gridgepencd
pursuant to the provisions of Article VI.B.2. of this agreement. Consent 1o the drilling or deepening shall includer 7 ¢ 7
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(J Option No. I: All necessary expenditures for the drilling or decpening, testing, completing and equipping of the well, including

necessary tankage and/or surface facilities.

fd Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reachied its
authorized depth, and all tests have been completed, and the results thercol furnished o the parties, Operator shall give immediate notice
to the Non-Operators who have the right to parucipate in the completion costs. The parties receiving such notice shall have forey-cight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to pasticipate in the setting of casing and e completion at
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in
cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice 1o reply within the periad above fixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than wll of die parties,
elect to set pipe and to attempt a completion, the provisions of Article VLB.2. hereof (the phrase “reworking, deepening oe plugging
back’’ as contained in Article VLB 2. shall be deemed to include *completing”) shall apply 1o the operations thercaflter conducted by tess

than all parties.
. 2. Rework or Plug Back: Without the consent of all pacties, no well shull be rewarked or plugged back except a well reworked o

plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging hack of a wall shall
include all necessary expenditures in conducting such operations and completing and cquipping of suid well, including necessary tunhage

and/or surface facilities.

3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated
to require an expenditure in excess of Twenty-Five Thousand----=-==="Dallus (3.25,000.00-=~)
except in connection with a well, the drilling, reworking, deepening, corpleting, cecompleting, or plagging back of which has been
previously authorized by or pursuant o this agreement; provided, however, that, in case of explosion, fue, flood or other sudden
emergency, whether of the same or different nature, Operator may tuke such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties. [FGpermor prepares=:m aathoricy for expendinme (AFE)fur isuwr me;, Openmr shalHormshamy Nomr-Operatorso reqresting
an firfunmation topy thereut formmy-siugle projece-costimgir exassofe - —=—— o mo oo mm oo o e o o
Pottars($r -~~~ —————— ybat-fess thamtbeimoumt-first ser forth-above m—this-paragraphr.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con
tributed interests in the same lease to this agreement, such parties may designate one of such parties to muke said payments for and on
behalf of all such parties. Any party may request, and shall be entitled to ceccive, proper evidence of all such payments. In the event of
failuce to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay
ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-

visions-of Article IV.B.2.

Operator shall notify Non-Operator of the anticipated completion of 4 shut-in gas well, or the shutting in or return o production
of a producing gas well, at least five (3) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of fuilure by Operator to so notity
Non-Operator, the loss of any lease contributed hereto by Non-Operator for fuilure to niake tinely payments of any shut-in well payment

shall be borne jointly by the parties hereto under the provisions of Article IV 3.3

F. Taxes:

Beginning with the first calendar year after the effective date hercof, Operawor shall render for ad valorem taxation all property
subject to this agreement which by law should be rendered for such taxes, and it shull pay all such taxes assessed thereon before they
become delinquent. Prior to the rendition date, each Non-Operator shull furnish Opecator information as to burdens (1o include, but not
be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to owtstunding excess royaltics, over-
riding royalties or production payments, the reduction in ad valorem tiuxes resulting therelrom shull inure to the benefit of the owner or
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
tion. If the ad valorem taxes are based in whale or in part upon separate valuations of each party’s working interest, then notwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tux
value generated by each party’s working interest. Operator shall bill the other parties for their proportionate shares of all tux payments in
the manner provided in Exhibit *‘C”".

y
nannet

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the e and:
prescribed by law, and prosecute the protest 10 a final determination, unless all parties agree 10 abandon the protest prior to fij:)" 1 deter-
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes’and uny
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the jolnt ac-
count, together with any interest and penalty accrued, and the total cost shall then be assessed aguinst the partics, and be paid hy’ill]um, as
provided in Exhibit “*C*'/ b

. tal ;

Each party shall pay or cause to be paid all production, severunce, excise, gathering and other taxes imposed upon (jfl\}vri'd'\:rg pect to
the production or handling of such party’s share of oil andfor gas produced under the 1weems of this agrecment, q‘/v (’ g { ] ;
‘ IR
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G. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of
the state where the operations are being conducted; provided, however, that Operator may be a self insurer for Nability under suid com-
pensation laws in which event the only charge that shall be made to the joint account shull be as provided in Exhibic " C". Operatar shall
also carry or provide insurance for the benefic of the joint account of the parties us outlined in Exhibit **D” ) aveached 1o and made a part
hereof. Operator shall require all contractors engaged in work on or for the Contruct Arca to comply with the workmen's compensation

law of the state where the operations are being conducted and to maintain such other insurance as Opentor may tequire.

In the event automobile public lability insurance is specified in said Ixhibic ©1)”, or subsequendy receives the approval of (e
parties, no direct charge shalf be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.

ARTICLE VI
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofac as they embrace acrcage i the Contract Arex, shall not be surcendered in whaole

or in part unless all parties consent thereto.

However, should any party desire to surrender its interest in any lease or inany portion thereof, and the other partics do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implicd warranty of dde, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
thereafter sccured, to the parties not consenting to such surcender. If the interest of the assigning pacty is or includes an ofl and gas in
terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) year and so long thereafter as oil andfor gas is produced from the land covered thercby, such
lease to be on the form attached hereto as Exhibit *‘B’’. Upon such assignment or lease, the assigning party shall be relieved from all
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigning party shall have no further interest in the ussigned or leased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The purty assignee or fessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter’s interest in any wells and equipment attributable o the assigned or leas-
ed acreage. The value of all material shall be determined in accordunce with the provisions of Exhibit **C"’, Tess the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest

shall be shared by such parties in the proportions that the interest of each bears 1o the total interest of wll such purties.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor's o surrendering
party’s interest as it was immediately before the assignment, lease or surrendec in the bakince of the Contract Area; and the acreage
assigned, leased or surrendered, and subsequent operations thercon, shall not thereafler be subject to the terms and provisions of this

agreement,
B. Renewal or Extension of Leases:

If any party secures a renewal of any oil and gas lease subject o this agreement, all other partics shall be notified prooptly, und
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 lease affects lands within the Contract Arca, by paying to the pacty who acquired it their several proper pro
portionate shares of the acquisition cost aflocated to that part of such lease within the Contract Areq, which shall be in proportion to the

interests held at that time by the parties in the Contract Area,

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be awned by the partics
who elect to participate therein, in a ratio based upon the relationship of their respective percentage of pacticipation in the Contract Arca
to the aggregate of the percentages of participation in the Contract Area of all partics participating in the purchase of such renewal fease,

Any renewal lease in which less than all parties elect to participate shall not be subject 1o this agreement.

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

by the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease

or cover only a portion of its area or an interest therein. Any renewal lease tken before dhe expiration of its predecessor lease, or taken e
contracted for within six (6) months after the expiration of the existing lease shall be subject 1o this provision; but any lease mken or con

tracted for more than six (6) months after the expiration of an existing lease shall not be deemed u renewal tease und shall not be >uh|ul W

the provisions of this agreement.

The provisions in this Article shall also be applicable 1o extensions of oil and gas leases.
;

l
ot

C. Acreage or Cash Contributions: : f
I

While this agreement is in force, if any party contruces for a contribution of casli wwards the diilling of a WL.” or “lny other
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other ()p(‘l a[]on and, sh.xll be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreige, the |mrly to"wheth (hL con-
tribution is made shall promptly tender an assignment of the acreage, without warranty of titde, o the Drilling Parties j n, lhc prup(n(u)m
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said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Conteact Ared und, 1o the extent passible, be
governed by provisions identical to this agreement. Each party shull promptly nouily all other parties of any acreage or cash contributions
it may obtain in support of any well or any other operation on the Contract Area. The above pravisions shull also be applicable to op

tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

If any party contracts for any consideration relating 1o disposition of such party’s share of substances produced hereounder, such

consideration shall not be deemed a contribution as contemplated in this Ardcle VIILC.

D. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leaschold interests coverad by this agreement, no
party shall setl, encumber, transfer or make other disposition of its interest in the leases embraced within the Conteace Accicand in wells,

equipment and production unless such disposition covers either:

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

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

Every such sule, encumbrance, transfee or other disposition made by any pacty shall be made expressly subject o this agreement

and shall be made without prejudice to the right of the other partics.

If, at any time the interest of any party is divided among and owned by four or more co-awners, Operator, at its discretion, iy
require such co-owners to appoint a single trustee or agent with full authority o receive notices, approve expenditures, receive billings for
and approve and pay such party's share of the joint expenses, and to deal generally with, and with power o bind, the co-owners of such
party’s interest within the scope of the operations embraced in this agreement; however, il such co-owners shall have the right o enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract

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

E. Waiver of Rights to Partition:

If permitted by the laws of the state or states in which the property covered hereby s located, each party hereto owning an

undivided interest in the Contract Area waives any and all rights it may have to particon and have sct aside to it in severalty its undivided

interest therein.

N 12 e f, R 4. b & ORI, Sy
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Should any party desire to sell all or any part of its interests under this agreement, or its rights | erests in the Contruct

Area, it shall promptly give written notice to the other parties, with full information :;w)&a sPropused sule, which shall include the
name and address of the prospective purchaser (who must be ready, willing and ; purchase), the purchase price, and all other terms

of the offer. The other parties shall then have an optional prior rig a period of tea (10) days after receipt of the notice, to purchase

on the same terms and conditions the interest whicl er party proposes to sell; and, if this optional right is exercised, the purchus-

ing parties shall share the purchased i in the proportions that the interest of cach bears to the total interest of all purchasing par-
ties. However, there shy 6 preferential right to purchase in those cases where any party wishes 10 mortgage its interests, or to
Tsts hy merger, reorganization, consolidation, or sale of all or substandally all of its assets to a subsidiary or parent com-

aryin-wdiichi-any-onepuriy-owas—i- o Hty-ol-the-stoehmmm—————-

dispose of i1s.4

ARTICLE [X.
INTERNAL REVENULE CODY ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of partecship or an association
for profit between or among the parties hereto. Notwithstanding uny provision herein that the rights and liabilities herennder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute w partnership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as o partnership, each party hereby affected elects 1o be excluded
from the application of all of the provisions of Subchapter ‘K, Chapter [, Subtive **A”", of the Internal Revenue Code of 1954, as per
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed 1o ex
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that cach party herchy affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be requirdd-by the
Federal Internal Revenue Service or as may be necessary to evidence this clecton, No such party shall give any notices or take any other
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which (hu'(‘unnm'l
Area is located or any future income tax laws of the United States contain provisions similar 1o those in Subchapter ‘K77, € h.m(u’ [,
Subtitle “*A”’", of the Internal Revenue Code of 1994, under which an election similar 10 that provided by Section 761 of the ( odéis per-
mitted, each party hereby affected shall make such election as may be permitted or requived by such Laws. Ta making the furcbmguu, elec:
‘11 hQu( the

tion, each such party states that the income derived by such party from operations hereunder can be adeguately determined v

computation of partnership taxable income.
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party dumage claim or suit arising from operations hereunder if the expenditure
does not exceed__Ten Thousand------ il Dollars
3 10,000.00--- Yand if the payment is in complete settlement of such claim or suit. I the amount required for setilement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-

pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is

sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the cluiny or suit shall be treated as any other clain

or suit involving operations hereunder.

ARTICLE XI1.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force mijeare to carey out its obligations under this agreement, other thaa
the obligation o0 make money payments, that party shall give to all other parties prompt written notice of the force majeare with
reasonably full pacticulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the foree
majeure, shall be suspended during, but no longer than, the continuance of the force majenre. The affected purty shall ase all reasonuble

diligence to remove the force majenre sitnation as quickly as practicuble.

The requirement that any force majeure shall be remedied with all teasonuble dispatch shall not require ihe setdement of steikes,
lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficultics shall be handled shall be endirely
within the discretion of the party concerned.

The term *‘force majeure’”, as here employed, shall mean an uct of God, strike, lockout, or other indusisial distuchance, act of
the public enemy, war, blockade, public riot, lightning, fice, storm, flood, explosion, governmental action, governmental delay, restraim
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 ol the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed o
the parties to whom the notice is given at the addresses listed on Exhibit “*A”’. The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party 10 give any natice in
response thereto shall run from the date the originating notice is received. The second or uny responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Fach party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parics.

ARTICLE X111,
TERM OF AGREEMENT

This agreement shall remain in full force and effect as 10 the oil and gus leases andfor oil and gas interests subject hereto for the
period of time selected below; provided, however, no party hereto shull ever be construed as having any right, titde or interest in or w any

lease or oil and gas interest contributed by any other party beyond the term of this agreement.

Kl Option No. 1: So long as any of the oil and gas leases subject to this agreement remuin or are continued in force as 1 any part

of the Contract Area, whether by production, extension, renewal or otherwise.

[ Option No. 2: In the event the well described in Article VLA, ar any subsequent well dritled under any provision of this

agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or

wells produce, or are capable of production, and for an additional period of _____ days from cessation of all production; provided,

however, if, prior to the expiration of such additional period, one or mare of the parties hereto are engaged in drilling, reworking, deepen-

ing, plugging back, testing or attempting to complete a well or wells hercunder, this ageeement shall continue in force until such operi-
tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein, In the gvent the
Pr

&

well described in Article VLA, or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, of capable

of producing oil andfor gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-
days from the dute of ubundonment of said well.

ing operations are commenced within

o~
i

. . . . . . ey Ty
It is agreed, however, that the termination of this agreement shall not relicve any party hereto from any liability which has
accrued or attached prior to the date of such termination. it}
I
Y
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AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLIY X1V.
COMPLIANCE WITH LAWS AND REGULATI0ONS

A. Laws, Regulations and Orders:

This agreement shall be subject 1o the conservation laws of the state in which the Contiact Avea is located, o the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; und o all other applicable federal, state, and focal laws, or

dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited o, matters of performance, non performance, beeach,
remedies, procedures, rights; duties and interpretation or construction, shull be governed and determined by the law of the state in which
New Mexico

the Contract Area is located. If the Contract Area is in two or more states, the law of the state of

shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or anthority o waive or celease any rights,
privileges, or obligations which Non-Operators may have under federal or stute laws or under rules, regufations or orders promulgaad

under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offsct-

ting or adjacent to the Contract Area,

With respect to operations hereunder, Non-Operators agree to release Opecatoc from any and all losses, dumages, injuries, clims
and causes of action arising out of, incident to or resulting directly or indirectly from Operutor's interpretation or application of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap
plication was made in good faith. Fach Non-Operator further agrees to reimburse Operatoc foc any amounts applicuble o such Non-
Operator’s share of production that Operatar may be required to refund, rebate or puy as a result of such an incorrect interpretation or
application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be subwmitted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the **Crude Ol Windfull Profit Tax Act
of 1980"", as sume may be amended from time to time (**Act’’), and any valid regufations or cules which may be issued by the Treasury

- Department from time to time pursuant to said Act. Fach party hereto agrees 10 furnish any and ull centifications or other information

which is required to be furnished by said Act in a timely manner and in sufficient detail o permit compliance with said Act.

ARTICLE XV,
OTHER PROVISIONS

A. Notwithstanding Article VII D.I., the parties hereto agree, a
to the initial well referred to in Article VI. A., that Optio
No. 1 in Article VII. D. I. shall prevail.

B. Each party to this agreement ratifies and agrees to execute a
"Notice of Lien and Mortgage --- Financing Statement" in the
form attached hereto as Exhibit "H" simultaneously with their
execution of this agreement. Fach party further authorizes t
Operator to file such instrument in the appropriate records o
the county or counties where the contract lands are located
and in the Uniform Commercial Code records of the appropriate
Secretary of State's office and/or such other records as may
be required under applicable state law to fully perfect the
security interests created herein.

| i
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A APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XVI.
MISCELLANEQUS

|
This agreement shall be binding upon and shall inure to the benefit of the parties hereto and 1o their respective heies, devisees,

legal representatives, successors and assigns.

This instrument may be executed in any number of counterparts, each of which shall be considered an ociginal for all purposcs.

51 -
/ day of /‘:o/)‘Z{[;"/\/ 19 7 f)

IN WITNESS WHEREOF, this agreement shall be effective as of -

0O ~J O v Do

—
- O\

OPERATOR
ENRON OIL & GAS COMPIPANY

BVQ\M [ jtﬁﬂfk é//

Thomag, Vice-President

[ e )
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— O YD o~

NON-OPERATORS

NN
WO

Dalen Resources 0il & Gas Co.

NN
[SANAV NS

By:

%]
~J

™~
[o<]

Printed Name:
Title:
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EXHIBIT “A”

Attached to and made a part of that certain Operating Agreement dated February 1, 1995, by and
between Enron Oil & Gas Company, as Operator and Dalen Resources Oil & Gas Co., as Non-Operator.

L CONTRACT AREA:

Township 25 South, Range 35 East, N.M.P.M. Lea County, New Mexico

Section 17: N/2 NW/4, S/2 SW/4

Section 18: N/2 NE/4, N/2 SE/4, SW/4 SE/4
Section 19: Lots 1 and 2, W/2 NE/4, E/2 NW/4
Section 20: W/2

Section 29: N/2 N2

1. DEPTH RESTRICTIONS:

None

1. INTEREST OF THE PARTIES:

WORKING INTEREST
PERCENTAGE
50%

Enron Oil & Gas Company
50%

Dalen Resources Oil & Gas Co.

V. ADDRESSES OF THE PARTIES:

Enron Oil & Gas Company Phone: (915) 686-3680
Attention: Mr. Steven D. Wentworth Fax. (915) 686-3773
P. O. Box 2267

Midland, Texas 79702

Dalen Resources Oil & Gas Co. Phone: (214) 750-3858
Attention: Mr. Jerry R. Anderson Fax: (214) 750-3977
6688 N. Central Expwy., Suite 1000

Dallas, Texas 75206

V. OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT:

Federal Lease No.; NM NM 94629

Lessor: United States of America

Lessee: Dalen Resources Oil & Gas Co.

Lands Covered: Township 25 South, Range 35 East, NNM.P.M. Lea County, New Mexico

Section 17: N/2 NW/4, S/2 SW/4

Section 18: N/2 NE/4, N/2 SE/4, SW/4 SE/4
Section 19: Lots 1 and 2, W/2 NE/4, E/2 NW/4
Section 20: W/2

Section 29: N/2 N/2

Date:
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Recommended by the Coundil

Hea/THI} 60] , BOX 80G of Petroleum Accountunts
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EXHIBIT o "

Attached to and made a part of that certain Operating Agreement dated February 1, 1995,
between Enron 0Oil & Gas Company, as Operator and Dalen Resources O 0il & Gas

Co., - e

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

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

is attached.
“Joint Operations” shall mean all operations necessary or proper for the development, operation, prolection and mainte-

nance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conducet of the Joint Opera
tions 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 [ield operaling capacity.
“Technical Employees” shall mean those employees having specm) and specific engineering, geological or other profes-
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions 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 Lhe 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.

2, Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint Ac-
count for the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure,
lease or facility, and all charges and credits summarized by appropriate classifications of investment and expense except
that items of Controllable Material and unusual charges and credits shall be separately identified and fully deseribed in

detail.

3.  Advances and Payments by Non-Operators
thlrt%
A. Unless otherwise provided for in the agreement, the Operator may requiresthe Non pcmtoxs to advance their
share of estimated cash outlay for the succeeding month’s operation within fiftcen(15) duys after receipt of the bill-
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust each
monthly billing to reflect advances received from the Non-Operators.
thirty (30)
B. Each Non-Operatar shall pay its proportion of all hills within fr!tuerrﬁu) days after I‘C(,Cl[)t If payment is not made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at _Citi-Bank
New York, N.Y. on the first day of the month in which delinquency oceurs plus 1% or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Properly is located, whichever
is the lesser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts.

4. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to prolest or question the correctness thereof;
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall con-
clusively 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 inveniory of Controllable
Material as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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5. Audits

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operalors, shall have the right to audit Opera-
tor’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 written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section
I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a
joint andit in 2 manner which will result in a minimum of inconvenience to the Operator. Operalor shall bear no por-
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator. The audits
shall not be condueted more than once each year without prior approval of Operator, except upon the resignation or
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

B. The Operator shall reply in writing to an audit report within 180 days after receipt of such report. TF an audit
exception(s) cannot be reconciled within 180 days, the non-operator(s) shall be
Approval By Non-Operators notified of the audit exception(s) status.

.

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this
Accounting Procedure and if the agreement to which this Accounting Procedure s altached contains no conbrary 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-Operalors.

II. DIRECT CHARGES
Operator shall charge the Joint Account with the following items:

1. Ecological and Environmental

Costs incurred for the benefit of the Joint Properly as a result of governmental or regulatory requirements to satisfy envirvon-
menta) considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archacological
nature and pollution contral procedures as required by applicable laws and regulations.

| 2. Rentals and Royalties

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

3. Labor

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

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

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

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed
in the operation of 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 3A of this Section 11 Such costs under
this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section . If percentuage ussessment
is used, the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
to Operator’s costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section 1.

D. DPersonal Fxpenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
3A of this Section II.

4.  Employee Benefils

Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, slock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost chargeable to the Joint
Account under Paragraphs 3A and 3B of this Section II shall be Operator’s actual cost not to exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Socielies.

5. Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section V. Only such Material
shall be purchased for or transferred to the Joint Property as may be required for immediale use and is reasonably practical
and consistent with efficient and economical operations. The accumulation of surplus stocks shall be avoided.

6. Transportation
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:
A. If Material is moved Lo the Joint Properly from the Operator’s warchouse 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 where like material
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

2.




10.

11.

12,

13.

14.

e

B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint Ac-
count for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Purties. No charge shall be
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the

Parties.

C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is available
when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the amount most
recently recommended by the Council of Petroleum Accountants Societies.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Puragraph
10 of Section II and Paragraph i, ii, and iii, of Section ITl. The cost of professional consultant services and contract ser
vices of technieal 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 dircetly engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed Lo by the Parties.

Fquipment and Facilitics Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
wilh costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense,
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed . __.
_twelve  percent( %) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

B. In lieu of charges in paragraph 8A above, Operator may elect (o use average commercial rates prevailing in the imniedi-
ate area of the Joint Property less 20%. For automotive cquipment, Operator may eleet to use rates published by Lhe
Petroleum Motor Transport Association.

Damages and Losses to Joint Property

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

Legal Expense

- Expense of handling, investigating and setlling litigation or claims, discharging of liens, payment of judgements and

amounts paid for settlement of claims incurred in or resulting from aperations under the agreement or necessary 1o protect
or recover the Joint Property, except that no charge for services of Operator’s legal staff or fees or expense of outside attor-
neys 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 I1I unless otherwise agreed to by the Parties, except as provided in Section I, Paragraph

3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thercof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo-
rem taxes are based in whole or in part upon separate valuations of each party’s working interest, then nolwithstanding
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties herelo in accordance

with the tax value generated by each party’s working interest.

Insurance

Net premiums paid for insurance required to be carried for the Juint Operations for the protection of the Parties. Lu the
event Joint Operations are conducted in a stale in which Operator may act as self-insurer for Worker’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.

Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory
authority.

Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint
Property are Operatlor owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section 11,

Other Expenditures

Any other expenditure not covered or dealt with in the forégoing provisions of this Section I1, or in Section 1T and which
is of direct benefil to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint

Operations.




IT1. OVERIIEAD

1. Overhead - Drilling and Producing Operations

As compensition for administrative, supervision, office services and warchousing costs, Operator shall charge drilling
and producing operations on either:

(*) Fixed Rate Basis, Paragraph 1A, or

( ) Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in licu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except those divectly chargeable under Pavagraph
3A, Section II. The cost and expense of services from outside sources in connection with matters of taxation, traffic,
accounting or matters before or involving governmental agencies shall be considered as ineluded in the overhead rates
provided for in the above selected Paragraph of this Section HI unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

The salaries, wages and Personal Ioxpenses of Technical mployees and/or the cost of professional consullant services

i.
and contract services of technical personnel directly employed on the Joint Property:
() shall be covered by the overhead rates, or
(%) shall not be covered by the overhead rates.
iii. The salaries, wages and Personal Expenses of Technical Finployees and/or costs of professionul consultant services

and contract services of technical personnel either temporarily or permanently assigned to and diveetly employed in
the operation of the Joint Property:

{ ) shall be covered by the overhead rates, or
(X ) shall not be covered by the overhead rates.

A. Overhead - Fixed Rale Basis

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

Drilling Well Rate $ __2,000.00
(Prorated for less than a full month)

500.00

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

() Drilling Well Rate
(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill-
ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except
that no charge shall be made during suspension of drilling or campletion operations for fifteen (15) or
more consecutive calendar days.

{2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive
work 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 or other units used in workover, commence through date of rig
or other unit release, except that no charge shall be made during suspension of operations for fifteen

(15) or more consecutive calendar days.

(b) Producing Well Rates

(1) An active well either produced or injected into for any portion of the mouth shall be considered as « one-
well charge for the entire month,

(2) Bach active completion in a multi-completed well in which production is not comuningled down hole shall
be considered as a one-well charge providing cach completion is considered a separate well by the govern-
ing regulatory authority.

(3) An inactive gas well shut in because of overproduction ov fuilure of purchaser to take the production shall
be considered as a one-well charge providing the gas well is directly connected to a permanent sules
outlet.

(4) A one-well charge shall be made for the month in which plugging and abandonment operations are com-
pleted on any well. This one-well charge shall be made whether or not the well has produced exeept when

drilling well rate applies.

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow-
able, transferred allowable, ete.) shall not qualify for an overhead charge.

(8) The well rates shall be adjusted as of the firsl day of April each year following the effective dale of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in use by the percentage increase or deerease in the average weekly earnings of Crude Petrolenm 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 Production Workers as published by the United States
Department of Labor, Burcau of Labor Statistics, or the equivalent Canadian index as published by Statisties
Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad-

Jjustment.,

B. Overhead - Percentage Basis

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

-4-
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Percent ( %) of the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section 1I and all salvage eredits.

(a) Development

(b) Operating

Percent ( %) of the cost of operating the Joint Property exclusive of costs provided under
Paragraphs 2 and 10 of Section I1, 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 mineral 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 Puragraph 1B of this Section 11, development
shall include all costs in conneetion with drilling, redrilling, deepening, or any remedial operations on any or all

~ wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop-
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is not completed 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
defined in Paragraph 2 of this Section I11. All other costs shall be considered as operating.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and instullation of fixed assels, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the ]an
Account for overhead based on the following rates for any Major Construction project inexcessof $

831

A. % of first $100,000 or total cost if less, plus

B. ____3_. % of costs in excess of $100,000 but less than $1,000,000, plus

C. 2 % of costs in excess of $1,000,000.
Total cost shall mean the gross cost of any one project. FFor 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 and artificial lift equipment shall be

excluded.

3. Catastrophe Overhead
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Sroary necessary
shditures, Operatos

“To compensate Operator for overhead costs incurred in the evenc ob expenaitures re stltligy from o sin
to oil spill, blowout, explosion, fire, storm, hurricane, or other e \f.munplmu as agreed to by the Parties
to restore the Joint Property to the Lqmvalent condition thal existed prior to the event causing the exy
shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for vveriend based ou

the following rates:
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Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
sions of this Section III shall apply.

4. Amendment of Rates

T
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option, such Material may be supplied by the Non-Operator. Operator shall make timely dlb[)()h)tlon of idle and/or surplus
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1. Purchases

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

2. "Transfers and Dispositions
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A. New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Fastern mill published
carload base prices effective as of date of movement plus trunsportation cost using the 80,000 pound carload
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for
tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate
may be used. Freight charges for tubing will be calculated from lLorain, Ohio and casing from Youngslown,

Ohio.

(b) TFor grades which are special to one mill only, prices shall bhe computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving poinl nearest the Joint Property as provided above in
Paragraph 2.A (1)a). For transportation cost from points other than ISastern mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

(¢) Special end finish tubular goods shall be priced ut the lowest published out-of-stock price, f.ob. Houston,
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to
the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.ob.
the supplier plus transportation costs, using the Oil Ifield Hanlers Association interstate truck rate per weight
of tubing transferred, to the railway receiving point nearesti the Joint Property.

(2) Line Pipe

(a) Line pipe movements (excupt size 24 inch OD and lar ger with walls % inch and over} 30,000 pounds or more
shall be priced under provisions of Ltubular goods pricing in Paragraph A.(1)(a) as pn)Vldu] above. F'reight
charges shall be calculated from Lorain, Ohio.

(b) Line pipe movements (except size 24 inch OD and larger with walls ¥ inch and over) less than 30,000 pounds
shall be priced at Fastern mill published carload base prices Cfft’(,llV(, as of date of shipment, plus 20 percent,
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para-
graph A.(1)(a) as provided above. Freight charges shall be calenlated from Lorain, Ohio.

(¢) Line pipe 24 inch OD and over and ¥ inch wall and larger shall be priced fo.b. the point of manufacture
at current new published prices plus transportation cost to the railway receiving poinl nearest the Joinl

Property.

(d) Line pipe, including fabricated line pipe, drive pipe and conduil not listed on published price lists shall be
priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agreed Lo by the Parties.

(3) Other Material shall be priced at the current new price, in effect al date of movement, as listed by a reliable supply
store nearest the Joint Property, or point of manufaclure, plus transportation costs, if applicable, to the railway
receiving point nearest the Joint Property.

i, i
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Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2).
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B. Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:

! E LR T 5 T

(2) Material used on and moved from the Joint Property

(a) At seventy-five percent (76%) of current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as new Material or

(b) At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Matlerial was originally
charged to the Joint Account as used Material.

(3) Material not used on and moved from the Joinl Property
At seventy-five percent (75%) of current new price as determined by Paragraph A.
The cost of reconditioning, if any, shall be absarbed by the transferring property.

Other Used Material

)

(1) Condition C

Material which is not in sound and serviceable condition and nol suitable for its original function until after recon-
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of
reconditioning shall be charged to the receiving property, provided Condition C value plus cosl of reconditioning
does not exceed Condition B value.
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Material, exclu@ing Junk, no longer suitable for its original purpose, but usable for some other purpose shall be
priced on a basis commensurate with its use. Operator may dispose of Condition I} Material under procedures
normally used by Operator without prior approval of Non-Operators.

(2) Condition D

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com-
parable size and weight. Used casing, tubing or drill pipe ulilized as line pipe shall be priced at used line
pipe prices.

{b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines,
shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upsel tubular goods shall
be priced on a non upset basis.

(8) Condition E

. Junk shall be priced at prevailing prices. Operator may dispose of Condition I8 Material under procedures nor-
mally utilized by Operator without prior approval of Non-Operators.

D. Obsolete Material

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

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (256¢) per hundred
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adjusted as of the first day of April each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section II1, Paragraph L.A(3). ISach year, the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the Council of Petrolenmn Accountants Societies,

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

3. Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required
Material at the Operator’s actual cost incurred in providing such Material, in making it suitable for use, and in moving
it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within
ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Mualterial suitable for use

and acceptable to Operator.
4. Warranty of Material Furnished By Operator

Operator does not warrant the Material furnished. In case of defective Materiad, eredit shadl not be passed to the Juint
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

G tneenton Lo i i,nu_‘.u.u.'; Lidiis e ,;E-’\___ PN . .

Non-Operators may be represented when any inventovy is Luken. Maltore of Hon Opcraocs wo L repronion i fas avan s
tory shall bind Non-Operators to aceept the inventory taken by Operator.

2. Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for
overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable ditigence,

3. Special Inventories

Special inventories may be taken whenever there is any sale, change of inlerest, or change of Operator in the Joint Property.
1t shall be the duty of the party selling to notify all other Parties as quickly us possible after the transfer of interest tukes
place. In such cases, both the seller and the purchaser shall be governeid by such inventory. In cases involving a change
of Operator, all Parties shall be governed by such inventory.

4, Expense of Condueting Inventories
A. The expense of conducting periodic inventories shall nol be charged to the Joinl Account unless agreed to by the
Parties. :
B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in-
ventories required due to change of Operator shall be charged to the Joint Account.

-




EXHIBIT ‘D

INSURANCE

Attached to that certain Operating Agreement between Enron Oil & Gas Company, as Operator, and
Dalen Resources Oil & Gas Co. as Non-Operatordated February 1, 1995

Operator, during the term of this Agreement, shall comply with the provisions of “Article VI|.G." hereof.
No other insurance will be carried by Operator for benefit of the Joint Account.

All damage or injury to the Contract Area property thereon shall be borne by the paries hereto in
proportion to their interests therein. The liability, if any, of the parties hereto in damages for claims
growing out of personal injury to or death from third parties or injury to or destruction of property of third
parties resuiting from the operations conducted hereunder shall be borne in proportion to their interests in
the Contract Area property, and each party individually may acquire such insurance as it deems proper
to protect itself against such claims. Operator shall require all contractors engaged in work on or for the
Contract Area to comply with the Workmen's Compensation law of the State where the operalions are
being conducted and to maintain such other insurance as Operator may require.

mchwuinionrcellasz\Ey DY ine Ancs



EXHIBIT "E"
GAS STORAGE AND BALANCING AGREEMENT

In the event any of the parties hereto is not at any time taking or marketing
its full share of gas produced from the well or wells, the terms of this
agreement shall automatically become effective.

During the period or periods when any party hereto is not taking or marketing
its full share of gas produced from the well or wells, the other parties having
an interest in such well or wells shall be entitled to produce each month one
hundred percent (100%) of the allowable gas production assigned to such well or
wells by the appropriate regulatory body having jurisdiction or, in the event
no gas allowable is assigned, one hundred percent (100%) of the gas that may be
produced up to the MER, and such parties shall be entitled to take or deliver
to their purchaser their pro rata share of all such gas production. For the
purposes of this agreement the term MER shall mean the total daily maximum
efficient rate of hydrocarbon withdrawal from each separately produced
producing interval which if exceeded for a sustained period of time, would lead
to underground waste in the form of reduced ultimate recovery from each
producing interval. A party's pro rata share shall be based on the ratio of
such party’s interest in the well or wells to the total interests of all
part1es then taking gas from the well or wells. All parties having an interest
in the well or wells shall share in and own any liquid hydrocarbons recovered
from the gas produced from such well or wells by lease equipment in accordance
with their respective interests in such well or wells and subject to the
Operating Agreement to which this agreement is attached, but the parties taking
or marketing the gas shall own all of the gas taken or delivered to their
respective purchasers and shall own and shall have the right to all liquids

removed from the gas by off lease processing.

On a cumulative basis, each party not taking or marketing its full share of the
gas produced from the well or wells (underproduced party) shall be credited
with gas in storage equal to its full share of the gas produced from such well
or wells, less its share of gas used in its lease operations, vented and
unavoidably lost, and less that portion such party took or delivered to its
purchaser. Each party taking gas shall furnish, or cause to be furnished, to
the Operator a monthly statement of gas taken. The Operator will maintain a
current account of the gas balance between the parties for each well or wells
and will furnish all parties having an interest in such well or wells and their
purchasers monthly statements showing the total quantity of gas produced, the
amount used 1in lease operations, vented and unavoidably 1lost, the total
quantity of 1liquid hydrocarbons recovered therefrom, and the monthly and

cumulative over and under account of each party.

At all times while gas is produced from the well or wells, each party hereto
will make or cause to be made settlement with the roqnprt1vo rovalty ouners to
whom it is accountable, Jjust as if such parly were taiinyg 6o duliviiin ;

purchaser its full share, and its share only, of such gas production. Each
party hereto agrees to hold all other parties harmless from any and all claims
for royalty payments asserted by royalty owners to whom such party is
accountable. The term '"royalty owner" shall include owners of royalties,
overriding royalties, and other payments out of or in ljeu of production for

which each party is responsible.

This agreement shall constitute a separate agreement as to each producing
interval in a well or wells. Where production from two or more producing
intervals is commingled in the wellbore so that the gas from each such interval
cannot be separately metered, the commingled producing intervals shall then be
considered to be a single interval for the purposes of this agreement.



Upon written notice at least five (5) days prior to the beginning of a month
from any underproduced party to the Operator and to each party that has taken
or delivered to its purchaser more than its full share of gas (overproduced
party), such underproduced party may, commencing on the first day of the month
after such notice is given, begin taking or delivering to its purchaser, its
full share of gas produced from the well or wells less such party’s share of
gas used in lease operations, vented and unavoidably lost (net share of gas
produced). In addition to such share, the underproduced party, until it has
recovered its gas in storage and balanced its gas account, shall be entitled to
take or deliver to its purchaser the following: (1) During the months of
January, February, March, November and December, twenty-five percent (25%) of
each overproduced party’s net share of gas produced from the well or wells, and
(2) During the remaining months, fifty percent (50%) of each overproduced
party’s net share of gas produced from the well or wells. However, in no event
shall such make-up volume for any month exceed fifty percent (50%) of the
underproduced party’s net share of gas produced from the well or wells. If
more than one underproduced party are balancing their gas accounts, each
underproduced party shall be entitled to take or deliver to its purchaser that
share of the additional gas as determined herein in proportion to its interest
in such well or wells to all of the underproduced parties’ interests in such
well or wells then balancing their gas accounts. Any such additional gas taken
or delivered to an underproduced party’s purchaser shall be credited against
such underproduced party’s gas in storage in the order of accrual.

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

Nothing herein shall be construed to deny any party the right, from time to
time, to produce and take or deliver to its purchaser the full amount of its
allowable gas production to meet the deliverability tests required by its

purchaser.

When gas production from the well or wells permanently ceases, there shall be a
cash settlement between/among the parties hereto for the volume of gas, if any,
remaining in imbalance. It shall be the obligation of the Operator to
determine the final accounting of underproduction and overproduction. In
making such cash settlement, each overproduced party shall remit to the
Operator a sum of money attributable to the amount actually or constructively
received by such overproduced party from sale or utilization of overproduction
which remains accrued to such party, less applicable taxes, and other costs
actually paid by the overproduced party in connection with the sale of such
gas. The Operator shall distribute the total of such amounts so collected
among the underproduced parties in the proportion of such latter parties’
underproduction. It is recognized that there may have been changes in the
price received by overproduced parties for overproduction sold or otherwise
utilized. It is therefore agreed that any underproduction credited from time
to time against any overproduced party shall be applied against such party’s
overproduction in the order in which such overproduction occurred. The "amount
actually or constructively received" shall then be that overproduction
remaining following application of the above rule and valued at the price in
effect at the time such overproduction occurred. If a portion of a party’s gas
is taken for its own use and a portion thereof is sold, the gas value for
accounting between/among the parties will be based on the price received
simultaneously by such party for gas sold from the well or wells. During
periods in which a party is taking gas for its own use and making no sales, gas
so taken will be valued at the maximum price which such party could have
received for such gas if actua]]y delivered under such party’s contract, or, if
none, the weighted average price received s1mu1taneous]y by all other parties

.for gas sold from the ~!1 or.wells. In either cuch 1.5l PERIEIIR ST
determined for gas so used will be deemed to have been constructlve]y received
by such using party. In the event refunds are Tlater required by any

governmental authority, each party shall be accountable for such refunds on the
basis of its share of gas produced and finally balanced hereunder. If gas is
processed for the recovery of liquefiable hvydrocarbons, the gas value will be



based on the amount which would have been received for the sale of such gas
(adjusted for actual Btu content) without processing. Anything herein to the
contrary notwithstanding, the underproduced party shall not be entitled to
receive from the overproduced party a payment greater than the amount the
underproduced party would have been entitled to receive if the sale had been
made under the contract of the underproduced party, if any. Each party agrees
to maintain complete records of gas sold and price received so Operator’s
computations can be made. Operator shall rely on statements furnished and have
no liability with respect to correctness of proceeds received and distributed.

Nothing herein shall change or affect each party’s obligations to pay its
proportionate share of all costs and Tiabilities incurred in any well or wells
pursuant to the Operating Agreement to which this agreement is attached.

This  agreement shall become effective in accordance with its terms and shall
remain in force and effect as long as the Operating Agreement to which it is
attached remains in effect, and shall inure to the benefit of and be binding
upon the parties hereto, their successors, legal representatives and assigns.

Each party hereby indemnifies the other parties hereto against all Tliability
for and agrees to defend the parties hereto against all claims which may be
asserted by third parties who now or hereafter stand in contractual
relationship with such indemnifying party whenever such claims are based upon
said contractual relationship and arise out of the operation of this Agreement
or activities of any party under its provisions, and further agrees to save the
other parties hereto harmless from all judgements or damages sustained and
costs incurred in connection herewith.

The Operator under the Operating Agreement is authorized to carry out the
provisions of this agreement, but shall not be liable for its failure to do so
as long as it acts in good faith and as would a reasonably prudent Operator in

the same or similar circumstances.

Notwithstanding any provision to the contrary in this or any other agreement,
any underproduced party shall have the right for a period of two (2) years
after the date that gas accounts are settled, to audit an overproduced party’s
records as to volumes and prices received for gas produced from the applicable
area, and any overproduced party shall have the right for a period a two (2)
years after the gas accounts are settled, to audit any underproduced party’s

records as to volumes.
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Attached to and made a part of that cevtain Overating Agreement dateoed
February 1, 1995, between IEnron 01l & Gas Company, as Operator, and
Dalen Resources 01l & Gas Co., as Non-Operalor,

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

During the performance of this coatract, the Operator (meaning and referring separvately to each party

heretao) agrees as follows:

(1) 'The Operator will noct discriminate against any employee or applicanc for employment because of race,
color, religion, sex or nactional origin. The Opervator will take afflimative accion to ensure that
applicants are employed, and that employees are treated during employment without regard to their
race, color, religion, sex or national orfgin. Such actton shall ianclude, but not be limited to the
following: Employment, upgrading, demotion, or transfer, recrultment or recruliment advertising;
layoff or termination; rates of pay or other forms of compensation: and selection for crafning in-

cluding apprenticeship. The Operator agrees to post fn consplcuous places, available to empluyecs

and applicants for employment notices to he provided setclng forth the provistons of chis non-
discrimination clause,

(2) The Operator will, 1in all solicitations or advertisements for emplovees placed by or on behalf of
the Operator, state cthat all qualified applicants will receive consideration for employment with-
out regard to race, color, religlon, sex or national origin.

(3) The Operator will send to each labor union or representacive of workers with uhich Uperator has a

collective bargaining agreement or other contract or understanding, a notice Lo be provided, ad-

vising the said labor union or workers' representatives of the Operator's comnitments under Sec-
tion 202 of Executive Order 11246 of September 24, 1965, and shall post coples of the notfce in
conspicuous places avalilable to employees and applicants for employmenc.

(4) The Operator will cowply with all provislous of Exccutive Order 11246 of September 24, 1965, and
of the rules, regulations, and relevant orders of the Secretary of lahor.

(5) The Operator will furnish all information and reports required by Executive Order 11246 of Septem-
ber 24, 1965, and by the rules, regulations, and orders of the Secretary of Labor, or pursuvant
thereto, and will permit access to Operator's books, records, and accounts by the administering
agency and the Secretary of Labor for purposes of Investigation to ascertaln compliaunce wich such

rules, regulations, and orders.

(6) In the event of the Operator's non-compliance with the non-discriminacion clauses of this contrace
or with any of the said rules, regulations, or orders, this conctract mav be cancelled, termlnated
or suspended in whole or in part and cthe Operator may be declared lneligible for further Govern-
went contracts or federally assisted construction contracts in accovdance with procedures author-
1zed in Executive Order 11246 of September 24, 1965, and such other sanctions mav be iwposed and
remedies invoked as provided in Executive Order 11246 of September 24, 1965, or by rule, regula-
tion, or order of the Secretary of Labor, or as otherwise provided by lau.

(7) The Operator will include the provisions of paragraphs (1) through (7) fu every subcountract or pur-
chase order unless exempncted by rules, regulations, or ordevs of the Secretary of Labor {ssued pur-
suant to Section 204 of Executive Order 11246 of September 24, 1965, so that such provisions will
be binding upon each subcontractor or vendor. The Operator will rake such acclon with respect to

any subcontract or purchase order as the administering agency way direcr as a weans of enforcing
such provisions including sanctions for non-compliance: Provided, hovever, that In the event the

Operator becomes involved in, or is threatened with, litigation with a subconcracrtor or vendor as
a result of such direction by the administeriny avency, the Operator may request the Unlted States

Lo enber Jawo such Mofgation 10 proteso Wl Dntcoes. s
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Operator acknowledges that Operator may be required to file Standard Form 100 (EEO-1) promulgated
jointly by the Office of Federal Contract Compliance, the Equal Employment Opportunity Commission and
Plans for Progress with the appropriate agency within 30 days of the date of contract avard 1f such re-
port has not been filed for the current year and otherwise comply with or file such other compliance
reports as may be required under Executive Order 11246, as amended and Rules and Regulacions adopred

thereunder.

Operator further acknowledges that Operator may be required to develop a wrltten atff{rmative ac-
tion compliance program as required by the Rules and Regulations approved by the Secretary of Labor

urdery authorice of Executfive Order Y1248 and coody 0 b erbier nargs hevero vith o cope of 0 L nroas g

CERTIFICATION OF NONSEGRECATED FACILITIES

By entering into this contract, the Operator certifles that Operator does not and will not maincain

_or provide for Operator's employees any segregated fac{llties at any of Operator's establishments, and
that Operator does not and will not permit Operator's! employees to perform chelr services at any loca-
The Operator agrees that a

tion, under Operator's control, where segregated facilities are maincatned.

breach of this certification is a violation of the Equal Opportunlty clause {n this contract. As used
in this certification, the term "segregated facilicles' weans, but is not limited to, any vafting rooms,
work areas, rest rooms and wash rooms, restaurants and other eating areas, tiwe clocks, locker roows and
other storage or dressing areas, parking lots, drinking fountalns, recreation or entertalument areas,
transportation, and housing facilities provided for employeces which are segregated by explicit directive
or are in fact segregated on the basis of race, color, religion, or natlonal origin, becduse of habic,
local custom, or otherwise. Operator further agrees chat (except where Operator has obtained tdencical
certifications from proposed contractors and subcontractors for specific time perfods) Operator will ob-
tain identical cerctifications from proposed contractors and subcontractors prior to the wward of con-
tracts or subcontracts exceeding $10,000 which are not exempt from the provisions of the Equal Oppor-
tunity clause; that Operator will retain such certificacions in Operator‘s files und that Operator will
forvard the following notice to such proposed contractors and subcontractors (except where the proposed
contractors or subcontracctors have submicted identical certifications for specific time perlods):

Notice to prospective contractors and subcontractors of raquirement for certifications of nonsegregated
facilities. A Certificate of Honsegregated Facilities must be submitcted prior to the award of a con-
tract or subcontract exceeding $10,000 which is not exempt from the provisions of the Equal Opportunity
clause. The certification may be submitted elcher for each contract and subcontract or for all con-
tracts and subcontracts during a perlod (i.e., quarterly, semifannually, or annually).



EXHIBIT “H"

To Operating Agreement dated February 1, 1995,
Enron Oil & Gas Company, as Operator, and
Dalen Resources Oil & Gas Co., as Non-Operator.

MEMORANDUM OF OPERATING AGREEMENT AND
NOTICE OF LIEN AND MORTGAGE -- FINANCING STATEMENT

STATE OF NEW MEXICO  §
§
COUNTY OF LEA §

Enron Oil & Gas Company (“Operator”) and the undersigned Dalen Resources Oil & Gas Co. ("Non-
Operator”) have entered into an Operating Agreement providing for the development and production of
crude oil, natural gas and associated substances, dated February 1, 1995, covering the following

described lands:

Township 25 South, Range 35 East, NM.P.M.

Section 17: N/2 NW/4, S/2 SW/4

Section 18: N/2 NE/4, N/2 SE/4, SW/4 SE/4
Section 19: Lots 1 and 2, W/2 NE/4, E/2 NW/4
Section 20: W/2

Section 29: N/2 N/2

The Operating Agreement provides for mutual tiens and security interests {o secure payment by the
parties of their respective share of costs under the Operating Agreement.

Without limiting or superseding the liens and security interests provided for in the Operating Agreement
and in order 1o further secure payment by Non-Operator of amounts due Operator from time to lime
under the terms of the Operating Agreement as its share of expense, Non-Operator has granted and
does hereby grant to Operator, its successors and assigns, the following:

1. A lien and mortgage covering all of Non-Operator's feasehold, unleased mineral or other working
interest in and under the above-referenced lands which are of record as of the date hereof or

hereafter acquired by Non-Operator.

2. A lien and mortgage covering, and a security interest in, the undivided portion of the equipment
located on the above-referenced lands, including fixtures, which is employed in the production of
oil and/or gas therefrom and is owned as of the date hereof or hereafter acquired by Non-

Operator.

3. As security interest in Non-Operator's undivided portion of the oil and/or gas when extracted
from the above-referenced lands and in the accounts arising from the sale by Non-Operator of

such oil and gas, and in rights under any gas balancing agreements.

4, A lien and security interest covering all conlract rights, general intangibles, interests in
partnerships or other associations, and any other interests arising from the development of the
above described lands for oll and gas purposes.

5. A lien and security interest covering the proceeds of the sale of any of the collateral referenced
in 1-4 above, together with a lien and security interest altaching to the collateral to the extent
required to reimburse for any interest, court costs, and attorneys' fees {o which a party may be
entitled by reason of exercise of any lien or security rights hereunder.

In order to secure payment by Operator from time to time of itls share of expense under the above-
referenced Operating Agreement, Operator has granted and does hereby grant to Non-Operator and the
other parties to said Operating Agreement who execute this instrument a lien and morlgage and in a
security interest of the same nalure and effect as those described in the preceding paragraph.

The minerals or the like (including oil and gas) or accounts described in the preceding paragraphs will be
financed at the wellhead or wellheads located on the lands described above. This instrument shall be
filed for record in the real estate records of the county or counties named in the land description shown
above. The secured party is not a sell or purchase moneylender of the collateral described in items 1-5

above.

Furthermore, this Memorandum of Operating Agreement and Nolice of Lien and Mortgage -- Financing
statement incorporates by reference all other terms and conditions of said Operating Agreement. Said

Operating Agreement specifically provides as follows:



1. That a party's abilily to freely sell, assign, or transfer interests in land commilied to the
agreement is restricted or encumbered. These restrictions or encumbrances may include a
preferential right to purchase the interest of any party desiring 1o sell its interest under the

- agreement, restrictions on the surrender of leases, a maintenance of uniform interest provision,
provisions applicable to renewal or extension of leases, provisions applicable to acreage or cash
contributions, non-consent provisions, and gas storage and balancing provisions, among others.

2. That each party to the agreement has the right to take-in-kind or separately dispose of Iis
proportionate share of oil and gas produced.

3. That the liability of the parties to the agreement is several, and not joint and collective, with each
party being liable only for its proportionale share of costs of developing and operating the

contract area.

In the event the description of the land covered by the above-referenced Operating Agreement is revised
in any manner by the parties thereto, then each party to said Operating Agreement is authorized to
execute and file for record an appropriate amendment to this instrument setting forth the revised land
description and stating that the same terms and provisions contained in this instrument shall apply to
such revised land description. Said amendment need not be executed by more than one party to said
Operating Agreement. The party which executes and files of record said amendment shall promptly mail
to all other parties to said Operating Agreement a copy of said amendment showing the recording

reference.

Should any person or firm desire additional information regarding the Operating Agreement or wish o
inspect a copy of same, said person or firm should contact the Operator by writing to:

Enron Oil & Gas Company
P. 0. Box 2267
Midland, Texas 79702

Each party to said Operating Agreement may execute as a Non-Operator a counterpart of this instrument
which contains a signature page for such party. Operator may combine the signature pages executed by
such parties with the first two pages identical to the first two pages hereof and file and/or record such

aggregated instrument.

EXECUTED on the date set forth by each party's signature below, but EFFECTIVE as of the
day of , 1995.

ENRON OIL & GAS COMPANY, Operator

DATE: By:
Gary L. Thomas, Vice President

ADDRESS: P. O. Box 2267
Midland, Texas 79702
TAX 1.D. No.: 47-0684736

DALEN RESOURCES OIL & GAS CO., Non-Operator

DATE: By:
Printed Name:
Title:
ADDRESS: 6688 N. Central Expwy., Suite 1000

Dallas, Texas 75208
TAX [.D. No.:



STATE OF TEXAS §
COUNTY OF MIDLAND §

The foregoing instrument was acknowledged before me this day of

1995, by Gary L. Thomas, Vice-President of ENRON OIL & GAS COMPANY, a Delaware corporation.

Witness my hand and official seal the day and year last above written.

My commission expires:
Notary Public in and for the State of Texas

o

STATE OF §
COUNTY OF §§

The foregoing instrument was acknowledged before me this day of
;?%i:ngN RESOURCES OIL & GAS CO,, a ' corporation.

Witness my hand and official seal the day and year last above written.

My commission expires:
Notary Public in and for the State of Texas
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ENRON

Oil & Gas Company

P O. Box 2267  Midland, Texas 79702  (915) 686-36C0

March 14, 1995

Mr. Jerry R. Anderson

Dalen Resources Oil & Gas Co.

6688 North Central Expressway, Suite 1000
Dallas, Texas 75206

RE: Well /Farmout Proposal
Re-entry of Gulf Federai No. 1 Well
Section 20, T25S, R35E,

Lea County, New Mexico
Jamaica Prospect

Dear Jerry:

Pursuant to our recent conversations and my letters of February 10 and February 16, 1995,

Enron hereby proposes the following general farmout terms for a farmout from Dalen Resources Oil &
Gas Co. to Enron Oil & Gas Company in support of the captioned re-entry, should Dalen not wish to

participate in the proposed operation. Enron proposes the following general terms and conditions for this
farmout:

1.

On or before April 15, 1995 and after the execution of the mutually agreeable farmout
agreement, Enron Qil & Gas Company will commence the re-entry of the Guif Federal No. 1 well
captioned above to test the Third Bone Spring Sand formation at approximately 12,600 feet.

Upon completion of this test as a commercial producer of oil and/or gas, Dalen will deliver to
Enron an assignment covering 100 percent of its interest in the N/2 NW/4 Section 20, Township
25 South, Range 35 East, from the surface down to 100 feet below total depth drilled or the base
of the Third Bone Spring Sand formation, whichever is the lesser depth.

Dalen shall reserve an overriding royalty interest in the N/2 NW/4 Section 20 equal to the
difference between 25 percent and the existing lease burdens, proportionately reduced.

Enron shall have the option to drill additional wells with no more than 180 days between the
completion or abandonment of the initial well on one tract and the commencement of the initial
well on another tract thereby eaming assignments covering the S/2 SW/4 Section 17 and S/2
NW/4 Section 20, Township 25 South, Range 35 East under the same terms as set out above.
These subsequent wells shall be drilled to test the Third Bone Spring Sand formation, or at
Enron’s option, such lesser depth as believed to be productive.



Page Two
Dalen Resources Qil & Gas Co.
March 14, 1995

Enron is anxious to proceed with this project, therefore your earfiest attention to this matter will
be appreciated. As an aitermative to the farmout proposed above, Enron would welcome Dalen’s
participation in the re-entry of the Guif Federal No. 1 Well as per the AFE and JOA previously submitted.
Should you have any questions or need any further information, please feel free to give me a call.

Very trufy yours,

ENRON OIL & GAS COMPANY

teven D. Wentworth

Project Landman
SDWi/pcl
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