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AGREEMENT
Dated
July 21, 1986
Between
PARKER DRILLING COMPANY, .LTD.
and
HNG OIL COMPANY

Regarding Lea and Eddy Counties, New Mexico

THIS AGREEMENT IS SUBJECT TO ARBITRATION UNDER THE TEXAS
GENERAL ARBITRATION ACT, ARTICLE 224, REVISED CIVIL
STATUTES OF TEXAS, 1925, AS AMENDED




AGREEMENT

Article 1. Parties.

This Agreement (the "Agreement") is made and entered into between PARKER DRILLING
"COMPANY, LTD., a Nevada corporation ("Parker"), and HNG 0il Company,.a Delaware
corporation ("HNG," Parker and HNG being collectively referred to hereinafter as the
"Parties"), whereby Parker agrees to drill and complete certain wells on oil and gas
leaseholds in Lea and#Eddy Counties, New Mexico, as provided herein, and HNG agrees to
assign certain leasehold interests and certain undivided interests in oil and gas
leases (inclﬁding operating rights therein) to Parker in return for the drilling and
completion of such wells by Parker, using goods and services provided by Parker, and
to perform certain obligations at the request and for the benefit_of,Pagker,,all,underA
the terms, provisions, and obligations of this Agreement and the exhibits hereto and
thereto (hereinaftéf cbllectively called “Contract Documents'™). Parker and HNG !
further agree that all exhibits attached to this Agreement and to the exhibits
themselves as well as their terms, provisions, and obligations, are incorporated

herein by reference and are made a part hereof for all purposes.

Article 2. Purpose.

This Agreement sets forth the terms, provisions, and conditions of the agreement
between Parker and HNG relating to the drilling and completing of wells on certain
designated lands and leases owned by HNG as of the effective date of this Agreement in

Lea and Eddy Counties, New Mexico or in such other states or counties as may be added

hereafter by mutual consent of the Parties (hereinafter referred to as the "Area").




Article 3. Commitments.

3.1 Parker's Commitment. Subject to the terms, provisions, and conditions of

this Agreement, Parker will cause to be drilled and completed (within the meaning of
Section 5.3 below) o0il and gas wells on the Area in accordance with this Agreement
during the term hereof, for the benefit of HNG and Parker on lands and leases
designated by HNG in Lea and Eddy Counties, New Mexico, or in such other states or

counties as may be added hereafter by mutual consent of the Parties.

3.2 HNG's Commitment. Subject to the terms, provisions, and conditions of this
Agreement, HNG will cause to be assigned to Parker the leasehold interests described
in Section 5.9 below,#and will perform certain services all in the manner and upon the

terms set forth in this Agreement.

Article 4. Term.

ﬁ.i igzg. ”Unless earlier terminated as provided herein, or extended by the
written mutual agréémént of HNG and Parker, this Agreement shall terminate upon the
drilling and completion by Parker under the Agreement of twenty-two (22) wells
provided for herein, except that the assignments of leasehold interests and the
subordinations of liens described hereinafter shall be for the terms set forth in the
instruments creating such interests and subordinations of liens. Notwithstanding the
other terms of this Agreement, either party shall have the right to shorten the term
of this Agreement to provide for the drilling and completion of eleven (11) wells in
lieu of the twenty-two (22) well term provided for above by giving written notice to
the other party of such election within ninety (90) days from the date of execution of

this Agreement.



Article 5. Terms.

S.1 Designation of Well Locations and Drilling Sites on the Area. HNG shall use

all reasonable efforts in evaluating and designating the well locations and drill
sites on the Area to fully utilize the géolbgical, engineering, and economic data
available to it, updated to a current basis, in order to locate the prospects
available for drilling the oil, gas, and mineral leases owned by HNG in the Area and
designated by HNG.for drilling under the Agreement.

5.2 Procedure for Designation.

(a) Subject to Parker's and HNG's rights of suspension or termination, as
provided below in Sec#ions 12.1, 12.5, 13.1, 13.2 and 13.3,»HNG shall throughout the
term of this;Agreement designate in the manner provided above and below, well
locations and drill sites on oil, gas, and mineral leases owned or controlled by HNG
and its subsidiaries and affiliates in the Area; provided that, HNG's obligation to

designate well locations and drill sites shall terminate on the expiration of the term

of this Agreement.
(b) HNG shall designate wells for drilling on the Area, under the following
procedure:

(1) The initial six (6) well locations and drill sites and the acreage
assigned to said locations and sites as a proration unit in accordance with the
rules and regulations of the New Mexico Oil Conservation Division or other
appropriate governmental agency (hereinaftef such units are referred to as
"Payout Units''), aﬁd the drill sites designated to be drilled and completed, and
the tentative order of drilling such six (6) well locations, is described and
attached hereto as Exhibit 1.

(2) Thereafter, HNG shall continue to designate well locations and Payout

Units throughout the term of this Agreement so as to at all times have designated




at least two (2) undrilled well locations and Payout Units for each drilling rig
then in use by Parker besides the well upon which such rig is currently drilling
until a total of twenty-two (22) well locations have been designated under the
Agreement. Thus, for example, if Parker shall be utilizing two (2) drilling rigs
to praosecute its obligations hereuﬁdef, HNG will designate four (4) undrilled
well locations and Payout Units ahead of such drilling rigs besides the two (2)
well locations upon which such rigs are then in the process of drilling.

(3)' Each well in the twenty-two (22) well series shall be drilled in the
order specified by HNG.

5.3 Drilling of the Wells.

(a) Parker shall through HNG as '"Operator" drill and complete the wells
hereunder in. accordance with this Agreement and the Day Work Drilling Contract
attached hereto as Exhibit 3, in a good and workmanlike manner, in good faith,

exercising due diligence, and in a manner consistent with recognized industry

standards and customs. In the drilling and completion of each well hereunder, Parker

shall use such rig, equipment, materials, and labor that would be satisfactory to a
reasonably prudenf'opérator in the Area employing Parker to drill and complete the
same or similar well.

(b)  Each well drilled pursuant to this Agreement shall be drilled and completed
by Parker through HNG as Operator at the direction and control of Parker in
consultation and cooperation with HNG. All decisions concerning the mud program, the
casing program, and the completion program, as such terms are employed in the oil and
gas drilling industry, and all matters that are considered a part thereof, shall be at
the direction of Parker, in consultation and cooperation with HNG; provided, however,
that HNG shall retain the right to determine whether a well should be attempted to be
completed as a producing well within the depth interval drilled pursuant to this

Agreement or plugged and abandoned. 1If HNG shall elect to plug and abandon a well,



Parker shall have a period of twenty-four (24) hours from receiving notice ~f such
election within which to notify HNG that they elect to participate in the setting of
production casing and to engage in attempts to complete the well as a productive
well. If Parker shall elect to so complete a well, all charges associated with such
attempts to complete the well (except the cost of plugging and abandoning the well)
shall be borne solely by Parker and HNG shall relinquish all rights to production and
the revenue from such well to Parker. All such costs of completion as to a well which
HNG elects not to complete as a productive well (except the cost of plugging and
abandoning the well in the event that such completion attempt is unsuccessful) shall
not be debited to the Payout Account (as defined herein) and no revenues attributable
to production from such well ;hall be credited to the Payout Account for such well.
In the event the weli is completed as a producing well, only Parker's actual cost 6f
drilling the %ell (based upon competitive drilling rates) shall be debited to the
Payout Account. As used in this Agreement, the terms 'complete" and 'completion'
shall mean the process (including the furnishing of all services, labor, materials,
and equipment) by which a well that has been drilled is plugged or abandoned, or is
made ready to produce.into the pipeline conmected to such well or into storage tanks,
as the case may be, regardless of whether such well may be classified as a shut-in
well.

(c) Parker shall within sixty (60) days after request by HNG to do so and as
promptly as possible, subject to any force majeure provisions contained in any gas
purchase contracts applicable to the gas produced from any well drilled hereunder,
construct and/or provide all compression facilities, gathering pipelines, connecting
pipelines, and equipment necessary to permit the gas produced from the wells compléted
as producing wells hereunder to be delivered into the gas purchaser's system.
Howe&er, Parker shall not be required to expend for such facilities and pipelines an
amount in excess of five percent (5%) of the total AFE estimated cost of drilling and
completing the well to be served by such facilities and pipelines.
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(d) Prior to the commencement of drilling on each well to be drilled hereunder,
and as a condition to the obligation of Parker to drill such well, HNG as Operator
shall submit to Parker an anticipated bit program, mud program, casing program, and
completion program, and shall submit to Parker an authority for expenditure ("'AFE")
setting forth the estimated cost of drilling and completing such well. As the
drilling and completion of such well progresses, HNG shall submit timely revisions to
such programs.

(e} Anything herein contained to the contrary notwithstanding, once a drilling
rig of Parker 1is on location, such rig shall not be moved from the well location until
the well has been drilled to its targeted depth {as designated from time to time by
HNG) and drilling operations at such well location have been completed or until Parker
and HNG have gonsented in writing that such drilling rig be moved prior to completion
of drilling operations. Subject to a determination in accordance with Section 5.4
below that such location has been condemned, if any well is plugged and abandoned
prior to reaching its target depth, Parker shall drill and complete a replacement well
at a location designated by HNG on the same Payout Unit as the original well location,
in which event all charges for both the original well and the replacement well shall
be debited to the Payout Account provided in Section 5.9 below.

5.4 Condemned Locations. The parties further contemplate that geological

information developed in the course of the drilling program may condemn some well
locations and drill sites prior to the drilling of such designated well locations and
drill sites. 1If, at any time after a well location(s) or drill site(s) is designated
under this Agreement, HNG is of the opinion, based on geological, engineering, and
economic data discovered subsequent to such designation(s), that such well location(s)
and drill site(s) has been condemned, then in such event, additional well locations
and drill sites designated in accordance with the provisions provided above shall be

submitted by HNG for such condemned well locations and drill sites. Parker shall



immediately reassign to HNG its Interests in said condemned well locations and drill
sites, free and clear of all liens and encumbrances created by Parker and HNG shall
immediately assign to Parker Interests in such substituted well locations and drill
sites in accordance with Section 5.9 of this Agreement. Contemporaneously with each
such assignment, HNG shall furnish to Parker the title opinion described in

Section 5.8 hereof covering such substituted well locations and drill sites.

5.5 Basis of Parker's Charges. Parker's debits to the Payout Account for the

drilling and completing of wells shall be comprised of Day Work Rig Rates, Contractor
Furnished Services and Materials, and Other Charges.

(a)  Each well to be drilled and completed hereunder by Parker shall Be drilled
in accordance with terms of the Day Work Drilling Contract éttached hereto as
Exhibit 3 and at the Day Work Rates set forth therein for the particular rig to be
used in drilling each such well. The Drilling Confract for each rig used shali
become, when agreed to and executed by the Parties, a part of Exhibit 3 hereto and
charges incurred thereunder shall be debited to the Payout Account. As to actual
drilling operations contemplated hereunder, in the event of a conflict between the
terms of this Agreement and the terms contained in ﬁhe Day Work Drilling Contract
attached hereto as Exhibit 3, the terms of the Day Work Drilling Contract shall
prevail.

(b) Charges for Contractor Furnished Services and Supplies shall be debited to
the Payout Account in accordance with Exhibit 4.

(c) Other Charges as listed in Exhibit 5 shall be paid by Parker as they become
hue, so as' to prevent any mechanics' and materialmen's liens being filed upon the
wells and/or leases drilled and completed hereunder and, except as otherwise provided

on Exhibit 5, the actual cost thereof plus an additional twenty percent (20%) of such

cost shall be debited to the Payout Account.




(d)  Third party services and vendors shall be selected by Parker from the
Approved Services Vendor List attached hereto as Exhibit 2. Parker shall exercise its
best efforts to obtain such third party services and materials at competitive prices
then prevailling in the Area.

(e) If Parker and HNG shall mutuaily.agree upon and determine that additional
seismic work is necessary to evaluate potential well locations in fhe Area, then the
cost of such seismic work shall be paid for by Parker and debited at cost plus twenty
percent (20%). All such seismic acquired pursuant to this paragraph shall be owned by
HNG. It is expressly understood that the cost of such seismic work shall not exceed
$300,000 without the consent of both Parker and HNG.

5.6 Number of Rigs. In performing the drilling hereunder, Parker will endeavor

in good faith to concurrently utilize at least two (2) drilling rigs. Upon the mutual
consent of all parties, more than two (2) rigs may be placed in operation.

5.7 Maximum Drilling Depth. In performing the drilling program, the parties

acknowledge that Parker in no event shall be required to drill any well beyond a total
depfh of‘ié;ddo‘féet (with the exception of the West Grama Ridge ''35'" State #1 Well
which may be drilled to a depth not to exceed 16,500 feet).

5.8 Title Opinions. Within thirty (30) days of the execution of this

Agreement, and as a condition precedent to Parker's obligations hereunder, HNG shall
furnish to Parker drill site title opinion(s) prepared by attorneys acceptable to both
HNG and Parker, at HNG's sole cost and expense, which title opinions shall be in form
and content acceptable to Parker and shall set forth the ownership of the leasehold
estate in the oil, gas, and mineral leases upon which the initial two (2) wells are to
be drilled by each of the rigs that will initially be used to prosecute Parker's
drilling obligations hereunder. Thereafter, HNG shall, as a condition precedent to
Parker's obligations to drill any and all other wells, furnish said title opinions on

subsequent wells so as to at all times have delivered to Parker drill site title

opinions for two (2) wells for each rig in operation; in addition to the well said
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rigs are then in the process of drilling. HNG shall have thirty (30) days from the
date it is mutually agreed to employ any rigs in excess of the two (2) initial rigs to
deliver the additional title opinions referred to in the preceding sentence, which are
necessitated by said additional rigs being placed in operation. Said title opinions
shall reflect that the Payout Units are ﬁot‘subject to any lien (except the lien of
current ad valorem taxes not in default) or encumbrance that has not been effectively
and enfofceably subordinated to Parker's Interests to be assigned hereunder, that
there are no ofher or additional liens.(except the lien of current ad valorem taxes
not in default) or encumbrances of any nature whatsoever against such Interests
assigned to Parker, and that HNG's net revenue interest in each lease and its average
net revenue interest- in all of the leases prior to the assignment of such Interests
were as set forth in Section 9.13 herein.

5.9 Aésignments.

(a) Parker shall receive as total consideration for the drilling and completing
of the wells hereunder the assignments of the Limited Assignments of 0il and Gas
Leases provided for herein. Within thirty (30) days of the execution éf this
Agreement, and as é“cohdition precedent to Parker's obligations hereunder, HNG shall
convey and assign to Parker with covenants of special warranty, in a form recordable
in the office of the appropriate county clerk, but subject to this Agreement, and in
the form attached hereto as Exhibit "6', a Limited Assignment of 0il and Gas Leases
(sometimes referred to herein as the "Interests') for the initial well to be drilled
by each of the rigs that will initially be used to prosecute Parker's drilling
obligations hereunder. Thereafter, HNG shall furnish said Limited Assignments of 0il
and Gas Leases for subsequent oil, gas and mineral leases to be drilled hereunder so
as to at all times have delivered to Parker said Limited Assignments of 0il and Gas
Leases for one (1) well for each rig in operation, in addition to the well said rigs

are then in the process of drilling. HNG shall have thirty (30) days to deliver the

additional Limited Assignments of Oil and Gas Leases referred to in the preceding
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sentence necessitated by additional rigs being placed in operation from the date it is
mutually agreed to employ in excess of the two (2) initial rigs. All said Limited
Assignments of Oil and Gas Leases shall continue until '‘payout' as defined
hereinafter, and shall be equal to eighty-five percent (85%) of the oil, gas and
mineral leasehold estate (or operating rights therein where applicable) and working
interest of HNG in and to the well location and lands included within the Payout
Units. However, in the event Parker fails to timely commence the drilling of a well
contemplated hereunder or if any well drilled pursuant to this Agreement is a dry
hole, then unless otherwise agreed by the parties, Parker shall immediately reassign
to HNG the Interests attributable to such well(s) previously assigned pursuant to this
Section 5.9.

(b)  The Parties expressly contemplate that to the extent of labor, materials,
and servicesrfurnished by Parker in connection with the drilling and completing of oil
and/or gas wells on the Area, in accordance with this Agreement during the term
hereof, Parker shall be expending the amounts set forth in Section 5.5 hereof. The
Parties further agree that the sole consideration received by Parker for all such
costs, credits, and contractual amounts shall be the above described Limited
Assignments of 0il and Gas Leases to be assigned by HNG to Parker. The procedure for
determining payout under the Limited Assignments of 0il and Gas Leases shall be as
follows:

(1) Parker shall keep and preserve at its principal office in Oklahoma

City, Oklahoma, books and records reflecting all of the costs, expenditures, and

contractual rates and charges paid and made by Parker in drilling and completing

the wells made the subject hereof, the amounts of interest on such amounts as
hereinafter set forth, and the net revenue paild to Parker under the Limited

Assignments of 0il and Gas Leases assigned to Parker by HNG (the "Payout

Account'"). Prior to Payout, Parker shall send to HNG a monthly written statement
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setting forth the remaining balance reflected in the Payout Account for such

month.

(2) Parker shall make such Payout Account available to HNG for inspection
at any time during regular business hours of its operations, and HNG shall have
the right to audit all matters relating thereto in accordance with the Accounting
Procedure attached hereto as Exhibit 7.

(3) Such account maintaiﬁed by Parker shall be maintained for the entire
twenty-two (22) well series and debited monthly with all of the costs, charges,
expenditures, and contract rates and charges paid and made by Parker hereunder.
Likewise, all revenues net of royalties, operating expenses, and taxes received
by Parker under their Limited Assignments of 0il and Gés Leases shall be credited
to said account when received. ‘

(4) The unpaid balance of such account (that is, the difference between
the total charges made and paid by Parker for drilling and completing of said
wells, less the net revenue paid to Parker under their Limited Assignments of 0il
and Gas Leases), as the same éhali’ékﬁéiiétrény time and froﬁ time to time until
the same is paid in full, shall bear interest as provided hereafter (the
"interest rate''}; provided, however, that interest will accrue on Parker's direct
drilling charges under its day work drilling contracts and on the charges of
Parker for services and materials beginning on the first day of the month
following the month in which such work was performed or such services and
materials were furnished, and provided further that all other charges paid by
Parker shall bear interest for the purpose of the Payout Account beginning on the
first day of the month following the month in which such other charges were
actually paid by Parker. The applicable "interest rate' shall be two percent
(2%) per annum over the per annum prime rate of interest in effect, as charged

from time to time, by the Allied Bank of Texas (the 'prime rate").
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(5) Otﬁer Charges as described in Exhibit 5 attached hereto, will be paid
as due, by Parker and except as otherwise indicated on Exhibit 5, shall be
debited to Parker's Payout Account at actual cost plus twenty percent (20%).

(6) Drilling rates and charges of Parker and charges of Parker for
services and materials (inciuding any taxes other than income taxes paid by
Parker with respect to same) furnished hereunder shall be debited to said account
in the amounts and under the terms and conditions set forth in Section 5.5 hereof.

(7)  Parker shall not be obligated to pay, directly or indirectly, any
lease acquisition, title opinion, land, geological, or geophysical expense
relating to the acquisition of the leases, well locations, Payout Units and/or
drill sites hereunder, or the general and administrati?e expenses of HNG's home
or distr;ct offices, and the same shall be the sole expense of HNG and shall be
paid by HNG. Parker shall be responsible for the construction of roads to drill
sites, the preparation of such sites for drilling operations and the restoration
of such drill sites, the actual cost of which shall be debited plus twenty
percent (20%) to the Payout Account as provided herein.

(8)  Parker shall have the right to order materials from third parties
(excluding materials from Parker's inventories) sufficiently far in advance so as
to be able to have the materials on hand at the drill sites when needed. Such
orders may be placed for the expected requirements on the next four (4) wells
anticipated to be drilled. In the event this Agreement is terminated at any time
prior to the normal expiration hereof, other than termination by HNG on account
of the failure or refusal of Parker to drill or complete any well hereunder in
the manner provided herein, then HNG shall at its option, (i) purchase said
materials and pay Parker in cash for Parker's actual cost of such materials, or
(i1) direct Parker to sell such materials at a price to be approved by HNG and

pay any loss to Parker or receive any profit from such sale.
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caused by reason of any laws, rules, regulations, or orders promulgated by any
federal, state, or local governmental body or agency or any court of law or by the
rules, regulations, or orders of any public body or official purporting to exercise
authority or control respecting the activities and operations contemplated hereunder,
or due, occasioned, or caused, directly or ihdirectly, by strikes, action of the
elements, weather or water conditions, inability to obtain fuel or other critical
materials or supplies, or any other cause beyond the control of the non-performing
party. In the event of the occurrence of any of the foregoing, the obligations of the
non-performing party shall be suspended during the continuance of any such event or
condition, and the term of this Agreement shall be extended for a period of time equal
to the period of such suspension; provided, however, that in the event that such
extension shall continue for thirty (30) days or longer, any party shall have the
option exercisable by two (2) days notice to terminate all future obligations, except
those obligations under and regarding assignments of Interests to Parker for

performance prior to said termination, which shall remain unaffected.

Article 6. Operations.

6.1 Performance. HNG, as Operator, shall pay for all costs of operations
during the term of this Agreement, including timely payment of shut-in royalties. HNG
shall be reimbursed by Parker for eighty-five percent (85%) of such direct operating
expenses after completion of a well since, as provided above, Parker's portion of such
expenses shall be subtracted from the revenue attributable to their Limited
Assignments of Oil and Gas Leases prior to distribution of such revenue to Parker.

HNG agrees to perform or cause to be performed all of its duties and obligations under
the Contract Documents, including without limitation operation of wells drilled

hereunder while HNG is the Operator in accordance with the terms of this Agrecement, in
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good faith, in a workmanlike and prudent manner, in conformity with accepted and
prudent oil and gas industry standards of operations, in full compliance in all
material respects with all federai, state, and local laws, rules, and regulations, and
in compliance with all expressed or implied obligations of the lessee under all leases
burdened by the interest assigned hereuﬁdef, including without limitation the payment
of all royalties, rentals, and other amounts due thereunder in a timely manner. In
accordance with and subject to the other terms of this Agreement, HNG shall pay
punctually, before the same become delinquent, (i) all severance, ad valorem, windfall
profit, and other taxes applicable to its interests in the leases burdened by the
interests assigned to Parker shereunder, and (ii) all billings or invoices for
equipment, supplies, or services, for which HNG is responsible as Operator under this
Agreement, u§ed or intended to be used in connection with the exploration,
development, or operation of any properties subject to any of the Contract Documents.

6.2 Support. HNG covenants and agrees to use prudent, good faith and

reasonable efforts (and to devote sufficient numbers of its employees, including
adequate technical support péréoﬁﬁéi;-a;a adequate amounts of equipment and machinery)
to generate well locations and prospects as provided above and to maintain production
from each well operated by it as Operator pursuant to the Contract Documents at the

maximum efficient level, to the extent that a market exists for such production.

6.3 Other Actions. After each well is completed and placed on stream or shut

in, as the case may be, and regardless of whether under the terms of this Agreement
HNG then serves as Operator or is subsequently replaced as Operator, HNG shall take
all actions that, according to the practices of prudent operators, may be necéssary,
appropriate, or desirable to maximize the productive capacity of the properties
subject to the Interests assigned pursﬁant to this Agreement, and of the wells drilled
thereon, including without limitation the reworking, redrilling, sidetracking,

plugging, and recompleting, plugging, and abandoning of wells, and the drilling of
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substitute or replacement wells (including the supplying of all necessary related
facilities therefor). Should HNG propose a re-working or re-completion operation on a
well covered by a Limited Assignmeht of 0il and Gas Lease hereunder, HNG shall make
such proposal to Parker in writing, together with a proposed AFE. Parker shall
thereupon have thirty (30) days in which to elect to participate in the re-working
operation or not; and if Parker elects to participate, it shall have the right to
perform such re-working or re-completion operation and to debit the charges therefor
to thé Payout Account at the charges specified in Exhibit 4. Should Parker elect not
to participate in the re-working or re-completion operation, and should it proceed,
Parker shall, and does hereby, relinquish its right to the revenue from such producing
horizon that is recompteted or reworked in such well until éuch time as HNG ghall have
recouped a penalty of three hundred percent (300%) of the amount of Parker's
proportionaté share of the cost; after which recoupment, Parker shall again be
entitled to receipt of their share of the production revenue from such recompleted or
re-worked horizon. During the penalty period, interest on the Payout Account shall
continue to accrue, and Parker shall not be obligated for any operating expenses as to
such horizon or well during such penalty period.

6.4 Marketing.

(a) HNG shall perform the marketing function for any and all hydrocarbons
produced from each well drilled and completed in the twenty-two (22) well series
hereunder. HNG shall utilize its best efforts in good faith to market such
hydrocarbons at mutually favorable commercial terms and shall be free to sell natural
gas produced from such wells in its discretion either on the spot market or by way of
long term contract. HNG shall provide Parker with monthly written reports setting
forth the prices received and volumes sold from wells drilled and completed pursuant
to this Agreement. HNG shall use its best efforts in obtaining mutually favorable

commercial terms in the sale and transportation of hydrocarbons.
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(b) HNG will use prudent, good faith, reasonable, and diligent efforts to
maintain the percentage of the maximum delivery capacity of the wells taken by the
purchaser at the highest economic‘level and at a level that is, at a minnimum,
comparable to that of other wells operated by HNG in the area, to assure the
connection of each well as promptly as poséible to the purchaser's pipeline system,
and to initiate as promptly as possible any price redetermination procedures that
would result in higher prices for gas sold.

6.5 Pricing. HNG will promptly make (or cause to be made) all filings,
elections, and applications and will promptly take (or cause to be taken) such other
action (including without limitation price redetermination)-as may be necessary to
establish and obtain 4he highest maximum pricing category and price legally and
contractually available for the production from wells drilled pursuant to this
Agreement. |

6.6 Shut In Wells. HNG will endeavor not to shut in any producing well for

more than thirty (30) days.

6.7 Agreements.

(a) The Interests to be assigned to Parker pursuant to this Agreement shall not
be subject to any preferential rights of purchase, restrictions on assignment, joint
venture agreements, farmout agreements, acreage contribution agreements, drilling
and/or development obligations. In addition, any operating agreements to which such
Interests are subject shall be disclosed to Parker at the time of designation of a
well location in accordance with Section 5.2.

(b) In the event that HNG sells, transfers, or conveys all, or substantially
all of its interests in the leases as to which the interests are assigned and to be
assigned to Parker, then, and in that event, the assignee of HNG's interest shall,
within thirty (30) days of such sale, transfer, or conveyance, assume the obligations

of HNG hereunder.
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6.8 Defense of Interests. HNG will cause all necessary and proper steps to be

taken, at HNG's expense, diligently to protect and defend the interests assigned to
Parker pursuant to this Agreement and the proceeds of production attributable thereto
against any adverse claim or demand, including without limitation the employment or
use of counsel for the prosecution or defeﬁse of litigation and the contest,
settlement, release, or discharge of any such claim or demand. Parker shall have the
separate right from time to time and at their sole cost and expense to assume or
participate in the defense or prosecution of any claim to the extent of their
interests involved therein by giving notice of such assumption or participation to HNG.

6.9 Notice of Proceedings. HNG shall cause notice to be given to Parker of

every material adverde claim or demand made or threatened to be made by any person
(including any government or governmental agency) affecting the wells drilled pursuant
to this Agreément or the proceeds of production therefrom in any manner whatsoever,
and of any proceeding instituted with respect thereto.

6.10 Metering. Gas produced from ?ach well drilled hereunder shall be

separately metered before the gas is commingled with gas produced from any other well.

6.11 Acquisffiohs Within a Payout Unit. Subject to the provisions of

Section 6.16, if after the date of any assignment of an Interest hereunder, but before
payout has been reached, HNG or any affiliate of HNG (an '"Acquiring Party") should
acquire an additional working interest or other type of operating interest (whether or
not carried to any extent) covering or relating to lands within a Payout Unit to which
an Interest assigned to Parker relates, the Acquiring Party shall assign to Parker,
with a covenant of special warranty, a Limited Assignment of 0il and Gas Lease equal
to eighty-five percent (85%) of the oil, gas, and other mineral leasehold estate with
respect to such subsequently acquired working interest, subject to the same terms and
conditions that apply to the Limited Assignment of Qil and Gas Lease described in

Section 5.9 above. This Section 6.11 shall not apply, however, to any.joint interest
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owner who elects to consent under an operating agreement and who pays cash on a
current basis for his share of the costs of drilling and completing such well.

6.12 Insurance. |

(a) Until each well drilled hereunder is placed on stream or shut in, as the
case may be, Parker shall purchase or prbvide insurance providing coverages and limits
mutually agreed to by HNG and Parker. The expense of maintaining such insurance shall
be debited to the Payout Account maintained pursuant to Section 5.9 above except where
such insurance has already been included as part of the day rate under the applicable
Daywork Drilling Contracts.

(b)  After each well drilled hereunder is placed on stream or shut in, as the
case may be, HNG shald "carry and maintain in force and effect through the term of this
Agreement, on behalf of HNG and Parker, insurance providing coverages and limits not
less than those described on Exhibit 8 attached hereto. HNG may change insurance
carriers from time to time, with consent of Parker, which consent shall not be
unreasonably withheld, but the coverages of the policies and their limits shall not be
diminished from the coverages and limits of the policies shown on Exhibit 8 attached
hereto. Parker acinoWledges that it is not covered under well control insurance
maintained by HNG. The cost of such insurance for operations conducted pursuant to
this Agreement shall be charged to the joint account under the Operating Agreement.
Parker shall at all times be named insureds or loss payees, as applicable, under such
insurance policies, to the extent of their interests in the wells and leases subject
hereto. Insurance proceeds as a result of casualty damage to wells, structures,
equipment, machinery, lines, pipelines, facilities, and similar items to the extent of
the cost of replacing and repairing such property shall be paid to the parties who
elect to repair or replace such property in the proportions that such parties bear and
pay the cost of repairing and replacing such property. Such insurance proceeds

(excluding proceeds relating to equipment owned by Parker or a company affiliated with
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Parker), to the extent they exceed the costs incurred to repair or replace the damaged
or destroyed property (or if the damaged or destroyed property is not repaired or
replaced), shall be paid to the parties who paid for such damaged or destroyed
property in the proportions that each paid for such property, and any such amounts
paid to Parker shall be credited to the accoﬁnt maintained pursuant to Section 5.9
above.

(c) HNG agrees to have included in all insurance maintained by HNG hereunder, a
provision requiring the issuer of such insurance policy to give Parker sixty (60)
days' prior written notice of any change, alteration, cancellation, or termination of
any such policy. Nothing in this Agreement shall be construed to prohibit HNG or
Parker from obtaining 4dditional insurance coverage for theif respective interests
hereunder. :

6.13 Allowables. HNG, as Operator, shall take all reasonable steps to maintain

the allowables of all wells drilled pursuant to this Agreement, and the total

allowables of each field in which any such well is located, as high as possible. v

6.14 Repairs and Maintenance. HNG will maintain in good operating condition all

buildings and all eduibment of any kind necessary or useful in the operation of wells
drilled and completed pursuant to this Agreement and will promptly make all necessary
repairs, renewals, replacements, additions, and improvements thereto.

6.15 Salvage. All salvageable equipment recovered prior to payout from any well
drilled hereunder shall belong to Parker, and any amounts realized by Parker upon sale
of any such equipment (excluding equipment owned by Parker or a company affiliated
with Parker), net of all costs of recovery and sale, shall be credited to the account
maintained pursuant to Section 5.9 above. After payout, all such salvageable
equipment shall belongAto HNG.

6.16 Joint Interest Owners. This provisicn applies to well locations and drill

sites hereunder on leases where HNG owns less than one hundred percent (100%) of the

working interest, hereinafter 'Joint Interest Leases."
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(a) Concurrently with the execution of this Agreement, and within forty-five
(45) days of the execution hereof, Parker and HNG may offer certain of HNG's Joint
Interest Lease owners the opportunity to participate in the drilling program described
in this Agreement. In the event one or more of HNG's Joint Interest Lease owners
accepts an offer to participate in this Agreement, then Parker and HNG agree to
execute such documents as may be necessary to make such Joint Interest Lease owners
parties to this Agreement (hereinafter “Agreement Parties') upon the terms and
conditions contained in this Agreement. The offer to so participate shall, unless
accepted prior thereto, terminate automatically within thirty (30) days of submission
of the offer to the interest owner. For each well then drilled pursuant to this
Agreement, the rightSfJbbligatioﬁs; and payments of HNG andrthe Agreement Parties
shall be governed by the following provisions:

(1) HNG as Operator shall in all cases perform the duties of operator as
provided for in this Agreement and in the applicable operating agreements.

(2)  The Joint Interest Lease owners of HNG not so executing an agreement
with Parker shall be provided for in paragraph (b) below.

(b) In the é&eﬁt a Joint Interest Lease owner does not participate upon the
terms and conditions set forth in this Agreement (hereinafter referred to as
'""Non-Agreement Parties"), then HNG shall propose to them an AFE based upon competitive
rates taking into account the rates and charges of similar drilling and completion
services, labor materials, and equipment charged by other independent contractors in
Lea and Eddy Counties, New Mexico at such time as the well is to be drilled.

(1) In the event a Non-Agreement Party desires to participate in the
drilling of a well on a Joint Interest Lease in accordance with the terms of the
proposed AFE, HNG shall give notice of same to Parker, together with a copy of

said election. Parker shall debit the Payout Account for the charges, rates, and

expenses incurred in connection with the drilling and completing of such well at
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contract rates in accordance with the terms of this Agreement only to the extent
of the percentage of the working interest owned by the Agreement Parties, the
"non-consenting'' Non-Agreement Parties and the interest of any party obtained by
HNG as a result of a farm-in agreement. Parker shall invoice HNG for the account
of such participating Non-Agreement Parties for the participating Non-Agreement
Parties' pro rata portion of the cost of drilling, completion, and all other
third party charges and expenses at rates designated in such competitive AFE or
agreed to by Parker and HNG and HNG shall in turn so charge and bill the
participating Non-Agreement Parties. HNG shall pay to Parker, in cash, within
thirty (30) days of invoice, the:pro rata portion of such cost of drilling,
completion, and #hird party charges attributable to the Non-Agreement Parties so
participating. The rates and charges applicable to the competitive AFE's shall
be adjusted at such intervals as agreed to by.Parker and HNG. However, in the
event that the rates and charges for drilling a well as set forth in such
competitive AFEs and as billed to such participating Non-Agreement Parties are
less than Parker's actual out of pocket cash costs incurred in drilling suchi
well, HNG shall either (i) pay directly to Parker the difference between the
competitive AFE costs for drilling such well and Parker's actual out of pocket
costs for drilling such well attributable to the participating Non-Agreement
Parties' interest in such well, (ii) direct Parker to debit the Payout Account in
an amount equal to the difference between the competitive AFE costs for drilling
such well and the cost of drilling the well under the applicable Day Work
Drilling Contract attached hereto as Exhibit 3 attributable to the Non-Agreement
Parties' interest in such well or, (iii) withdraw such well location and drill
site from the terms of this Agreement and designate an additional well location
and drill site in accordance with the terms of this Agreement in place of such

withdrawn location.
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(2) In the event HNG proposes a competitive AFE to a Non-Agreement Party
and such Non-Agreement Party elects to be governed by the "non-consent"
provisions of the applicable operating agreement, or if HNG shall secure a
farm-in of such party's interest on terms acceptable to HNG, then Parker shall
provide invoices to HNG and keep aﬁ aécount of the charges, rates, and expenses
of drilling and completion of each well based upo?Z§;;petitive rates as set forth
above. HNG shall assign to Parker and hereby agrees to execute any and all
documents to effect assignment of its right to receive eighty-five percent (85%)
of the production revenue less the royalties, overriding royalties, and taxes
from such well as are attributable to such “non-consenéing" Non-Agreement
Parties' interesfs (or eightylfive percent (85%) of the interest obtained by HNG
as a result of a farm-in as provided above as the same may be proportionately
reduced as a result of payout under such farm-in provided above) until such time
as the penalty amount shall have been recouped as provided for in the applicable
operating agreement (or until HNG's interest under any farm-in shall have
terminated, if applicable). The production revenues and interests so assigned
shall be paid-ioAParker and applied as a credit to the Payout Account as provided
in this Agreement until such time as the said penalty amount (or HNG's interest
under a farm-in arrangement) based upon such competitive AFE shall have been
recouped and Parker -agrees that the revenues shall then be returned to the
''mon-consenting' Non-Agreement Parties, or in the event payout is reached (as
defined in this Agreement) before such penalty (or HNG's interest under a farm-in
arrangement) has been recouped, such interest shall be returned to HNG.
Notwithstanding the separate account based upon competitive rates described in
this subparagraph (2), Parker shall have the right to debit to the Payout Account
the charges, rates, and expenses, together with interest thereon, attributable to

the Agreement Parties' and ''mon-consenting' Non-Agreement Parties' proportionate
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share of the working interest (and any interest of a party obtained by HNG as a
result of a farm-in as provided above), as set forth in paragraphé 5.5 and 5.9,
which shall be paid from the above-specified portions of the revenues
attributable to the interests of such 'non-consenting' Non-Agreement Parties (and
farmed-in interests), as well as from the Limited Assignment of 0il and Gas
Leases set forth in this Agreement.

6.17 Cash Payment of Payout Account. HNG shall retain the right to pay to

Parker in cash the balance of the Payout Account, including interest, maintained for
the twenty-two (22) well series of locations, in which event, notwithstanding the fact
that "payout" as defined in Section 5.9(9) has not occurred, Parker shall reassign to

HNG the Assignments of Interests for the well lacations in such series.

Article 7. Conditions Precedent to Closing.

Neither Parker nor HNG shall be obligated to close this transaction or execute
this Agreement unless all Contract Documents have been signed and delivered to the

Parties in form and substance satisfactory to the Parties and their counsel.

Article 8. Conditions Precedent to Obligations of Parker.

8.1 Conditions Precedent to Parker. The performance by Parker of their

obligations under this Agreement is subject to the satisfaction of all of the
following conditions:

(a) HNG shall have fulfilled all of its agreements, covenants, and obligations
under the Contract Documents, and all representations and warranties of HNG contained
herein or in any of the Contract Documents shall be true in all respects.

(b) All conditions to the obligations of Parker expressed elsewhere in this

Agreement shall have been satisfied.
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8.2 Conditions Precedent to HNG. The performance by HNG of its obligations

under this Agreement is subject to the satisfaction of all of the following conditions:
(a) Parker shall have fulfilled all of their agreements, covenants, and
obligations under the Contract Documents, and all representations and warranties of
Parker contained herein or in any of the.Contract Documents shall be true in all
respects.
(b) All conditions to the obligations HNG expressed elsewhere in this Agreement

shall have been satisfied.

Article 9. Représentations, Warranties, and Covenants of HNG.

HNG represents and warrants to and covenants with Parker that upon the effective
date hereof and at the time of drilling and completing of each well nereunder, each of
the following representations and warranties is and will be true and correct in all
respects: e e s e e -

9.1 No Default. No default by HNG under this Agreement has occurred.

9.2 Corporaté Existence and Authority. HNG (i) is a corporation duly
organized, validly existing, and in good standing under the laws of the State of
Delaware, (ii) is duly qualified to transact business in each jurisdiction where the
nature and extent of its business and properties require the same in order for it to
perform its obligations under this Agreement, and (iii) possesses all requisite
authority, power, licenses, permits, and franchises to conduct its business and
execute, deliver, and comply with the terms of the Contract Documents, all of which
have been duly authorized and approved by all necessary corporate action and for which
no further approval or consent is required that has not been obtained.

9.3 Compliance with Laws and Documents. HNG is not, nor will the execution,

delivery, and performance of and compliance with the terms of the Contract Documents
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cause HNG to be, in violation of its Articles of Incorporation or Bylaws, as the case

may be, or any applicable laws or regulations or any order of any court or

governmental agency.

9.4 No Collateral Default. The execution, delivery, and performance of and

compliance with the terms of the Contract Documents will not cause HNG to be in
default under any agreement, contract, or obligation that would affect the rights of
Parker under this Agreement or the performance of HNG under this Agreement.

9.5 Maintenance of Corporate Existence. HNG will at all times maintain its

corporate existence and its authority to transact business and its good standing in
Texas and all other jurisdictions where required by the nature and extent of its

business and properties.

9.6 Properties; Liens. HNG will through the assignments to Parker referenced
herein convey without warranties of title, either express or implied, except for the
limited warranty set forth in the form of Limited Assignment of Oil and Gas Leases set

forth in Exhibit 6, such title to all of the oil, gas, and other mineral leases upon

which wells are to be drilled by Parker hereunder at the time of the assignments of

Interests hereunder as HNG originally received from its respective grantor except as
otherwise disclosed to Parker in a title opinion pursuant to Section 5.8 or otherwise
in writing at the time of designation of a well location as provided in Section 5.2;
and, except for liens which shall have been unconditionally subordinated to Parker's
rights hereunder at such time, there will be no liens (except the lien of current ad
valorem taxes not in default) on the oil, gas, and mineral leases from which the
Interests are created at such time.

9.7 Notice of Litigation or Changes in Fact. HNG shall promptly notify Parker

of (i) the existence and status of any claim, lawsuit, or investigation, pending or
threatened, that could, in the event of an unfavorable outcome, materially and

adversely affect the oil, gas, and mineral leases owned by HNG relating to a Payout
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Unit; (ii) any material change in any representation or warranty made hereunder; and
(iii) any default by HNG under any agreement to which it is a party or by which its
properties are affecteq, specifying the nature thereof and what action HNG has taken,
is taking, and/or proposes to take with respect thereto.

9.8 Future Ad Valorem Taxes. HNG will not permit an ad valorem tax lien to be

foreclosed on any of the oil, gas, and mineral leases to be drilled hereunder. Parker
shall have the right, but not the obligation, to pay such taxes and debit the same to
the Payout Account plus twenty percent (20%) herein described.

9.9 Disclosure of Information. HNG has disclosed (with respect to the initial

series of six {6) wells to be drilled hereunder) and will disclose (contemporaneously
with the designation of locations for all other wells to be drilled hereunder) to
Parker all pertinent geological, geophysical, and engineering data or information
available to.ﬁNG relating to any of the properties to be included within the Payout
Unit for any well. HNG will permit Parker or its authorized representatives full
access at all reasonable times to all oil and gas leasehold interests of HNG in the
Area which have been designated for drilling pursuant to this Agreement, and to all
records, files, and documents (including without limitation all geological,
geophysical, and engineering information and all data related to gas pricing and
compliance with Federal Energy Regulatory Commission regulation thereof) of HNG or
available to HNG relating to such leasehold interests as required to analyze all
designg;ggﬂlopg;iggfi The geological, geophysical, engineering, or production data
\and information that may be acquired by Parker from HNG under the terms of this
Agreement will not be disclosed-exceptAto the Parties, shall remain the property of
HNG, and its use by Parker shall be limited to evaluating the properties that are the
subject of this Agreement. Parker agrees that any such information acquired shall not

be disclosed to third parties and shall not be used by Parker, Parker's affiliated

companies, or any other entity which Parker controls or any entity which controls




Parker, to acquire any interest in any lease within two (2) miles of any lease covered
by this Agreement for a period of two (2) years after the drilling of the last well
pursuant to this Agréement.

9.10 Permits. HN& will, prior to the date scheduled by Parker for commencement
of drilling of each well hereunder, obtain all permits, licenses, qualifications,
approvals, and similar matters, and make all filings required by any federal, state,
local, or other governmental authority to accomplish the drilling, testing,
fracturing, completing, equipping, and operation of each such well and the sale of the
production therefrom.

9.11 Gas Purchases. HNG knows of no impediment that would reasonably be

anticipated to prevent the purchaser of production from any’well to be drilled
hereunder from promptly connecting to such well and commencing to take and pay for
production therefrom as soon as equipping of the well is completed.

S9.12 Litigation. There is no litigation, proceeding, or investigation pending
or in process in any court or before any governmental authority or arbitration board
or tribunal havihg'abpfdﬁfiéféijﬁfisdicﬁioﬁ or, to the knowledge of HNG, threatened
against or affecting HNG or the o0il and gas leasehold interests of HNG in the Area
(including production therefrom or the proceeds of such production), that, if
adversely determined, may materially and adversely affect the ability of HNG to
perform its obligations under this Agreement.

9.13 HNG Interests. At the time of each assignment of an interest to Parker

hereunder, the leases and Payout Units that are the subject of the Limited Assignment
of 0il and Gas Leases (except for interests obtained by HNG through a farm-in
arrangement as provided in Section 6.16) shall be subject to royalties, overriding
royalties, and other burdens on production which, in the aggregate, shall not at any
time during the term of this Agreement average more than twenty-five percent (25%) of

the production from the lands covered thereby so that the average net revenue interest
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of HNG in the leases and Payout Units which are the subject of the Limited Assignments
(except for interests obtained by HNG through a farm-in arrangement as provided in
Section 6.16) are not at any time during the term of this Agreement less than

seventy-five percent (75%).

Article 10. Representations, Warranties, and Covenants of Parker.

Parker‘represents and warrants to HNG that upon the effective date hereof and at
the time of drilling and completing of each well hereunder, each of the following
representations and warranties is and will be true and correct in all respecté:

10.1 No Default. No default by Parker under this Agreément has occurred.

10.2 Corporate Existence and Authority. Parker (i) is a corporation duly

organized, vaiidly existing, and in good standing under the laws of the state of
Nevada, (ii) is duly qualified to fransact business in each jurisdiction where the
nature and extent of its business and properties require the same in order for it to
perform its obligations under this Agreement, and (iii) possesses all requisite
authority, power, licenses, permits, and franchises to conduct its business and
execute, deliver, and comply with the terms of the Contract Documents, all of which
have been duly authorized and approved by all necessary corporate action and for which
no further approval or consent is required tﬁat has not been obtained.

10.3 Compliance with Laws and Documents. Parker is not, nor will the execution,

delivery, and the performance of and compliance with the terms of the Contract
Documents cause Parker to be, in violation of any laws or its Articles of
Incorporation or Bylaws, as the case may be, or any order of any court or governmental
agency.

10.4 No Collateral Default. The execution, delivery, and performance of and

compliance with the terms of the Contract Documents will not cause Parker to be in

default under any agreement, contract, or obligation.
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10.5 Maintenance of Corporate Existence. Parker will at all times maintain its

corporate and its authority to transact business and its good standing in New Mexico
and all other jurisdictions where required by the nature and extent of their business.

10.6 Payment of Debts. Parker shall promptly pay all debts and obligations

incurred by it as the same become due so that no subcontractors' liens, materialmen's
liens, mechanics' liens, or other liens will be filed against any of the wells to be
drilled and completed hereunder because of nonpayment of any such debts or obligations
or Parker shall provide to HNG compensation in an amount that assures that said liens
do not delay or diminish the revenue that HNG would have received in the absence of
said liens.

10.7 Drilling of Wells. Parker shall through HNG as Operator drill and complete

all wells hereunder in accordance with and in the manner specified in Section 5.3
hereof, and shall maintain the capacity to do so during the full term of this
Agreement.

10.8 Notice of Litigation or Changes in Fact. Parker shall promptly notify HNG

of (i) the existence and status of any claim, lawsuit, or investigation, pending or
threatened, that could, in the event of an unfavorable outcome, materially and
adversely affect their ability to perform their obligations hereunder; and (ii) any

material change in any representation or warranty made hereunder.

Article 11. Default.

The term ''default' as used herein means the occurrence of any one or more of the
following events:

11.1 Failure to Assign or Deliver. Tne failure or refusal of HNG to deliver to

Parker the well designations, the subordination agreements, the assignments of

interests, and the attorneys' title opinions, within the time and in the manner as
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provided above, which failure continues for a period of thirty (30) days after written
notice thereof from Parker to HNG.

11.2 Failure to Properly Drill and Complete. The failure or refusal of Parker

to drill or complete any well hereunder in the manner provided herein, which failure
is not remedied within thirty (30) days after written notice thereof from HNG to
Parker.

11.3 Representations and Warranties. Any representation or warranty herein of

HNG or Parker, as the case may be, shall be untrue in any material respect, or HNG or
Parker, as the case may be, shall fail or refuse to punctually and properly perform,
observe, and comply with any .covenant, representation, warranty, agreement, or
condition contalned. in this Agreement or the Contract Documents, except those
enumerated in Section 11.1 above, which failure or refusal continues for a period df

twenty (20) days after HNG, or Parker, as the case may be, have written notice thereof.

11.4 Voluntary Debtor Relief. HNG or Parker shall (i) become insolvent within
the meaning of the Bankruptcy Reform Act éf 1978 (the "Bankruptcy Act"), as amended,
or (ii) execute an assignment for the benefit of creditors or make a proposal to its
creditors under any debtor relief laws, including, but not limited to the Bankruptcy
Act, or (iii) admit in writing its inability to pay its debts generally as tﬁey become
due, or (iv) voluntarily seek, consent to, or acquiesce in the benefit or benefits of
any debtor relief law, or (v) become a party to any proceeding provided for by any
debtor relief law that could suspend or otherwise affect any of the rights of any of
the other parties hereto under any of the Contract Documents, or (vi) consent to the
appointment of a receiver, trustee, liquidator, éonservator, or similar person for it
or all or substantially all of its assets.

11.5 Involuntary Proceedings. HNG or Parker shall involuntarily (i) have an

order, judgment, or decree entered against it pursuant to any debtor relief law that

could suspend or otherwise materially affect any of the rights granted to any of the
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other parties hereto under any Contract Document, and any such order, judgment, or
decree is not permanently stayed or reversed within fifteen (15) days after the entry
thereof, or (ii) have a petition filed against it seeking the benefit or benefits
provided for by any debtor relief law that would suspend or otherwise affect any of
the rights granted to any of the other partiés hereto under any Contract Document, and
such petition is not discharged within fifteen (15) days after the filing théreof.

11.6 Attachment. The failure to have discharged within a period of sixty (60)
days after the commencement thereof any attachment, sequestration, or similar
proceeding against any of the leasehold interests of HNG or Interests of Parker
subject to this Agreement. |,

11.7 Failure to Pay Judgments. HNG or Parker fail to pay any money judgment

against it at least thirty (30) days prior to the date on which any of the leasenold
interests of HNG or Interests of Parker subject to this Agreement may be lawfully sold
to satisfy such judgment.

,
11.8 Satisfaction of Conditions. Any condition precedent set forth herein to

the commencement of the drilling of a well hereunder is not satisfied within the time
period provided herein.

11.9 Improper Denial. Any action or inaction by HNG after Parker commences the

dfilling and completing of the series of wells hereunder that improperly and
materially impairs or denies to Parker the right to complete the drilling and
completing of all the wells within such series, or improperly and materially impairs
or denies to Parker the right to receive (either before or after the termination of
this Agreement) their revenues from their Interests.

11.10 Failure of Title. There shall be any material defect in the title to any

of the leases included in the Payout Unit for any finally designated well location and
drill site that constitutes a breach of the special warranty contained in the related

assignment of Interests, or constitutes a breach of the representation contained in
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Section 9.13 above, or renders inaccurate the related title opinion received pursuant

to Section 5.8 above.

Article 12. Rights of Parker and HNG.

12.1 Remedies upon Default by HNG. Except for a default under Section 11.10 of

this Agreement, should a default by HNG under the Contract Documents occur, Parker
may, at its election, do any one or more of the following:

(a) Terminate its commitment to drill and its obligations hereunder; and/or

(b) Continue to drill and complete any or all of the well locations and drill
sites in which the Limited Assignments described herein have theretofore been
assigned to it after designating to HNG in writing within sixty (60) days those
additional wéll locations and drill sites theretofore designated by HNG that it elects
to drill; and/or

(c) Assume the duties of operating those wells that Parker has drilled and
completed and remain the Operator of those additional wells that it has designated it
shall drill, all until payout, subject to the provisions of any existing operating
agreements on said wells; and/or

(d) Obtain an injunction or other equitable relief enjoining HNG from denying
Parker its right to drill and complete all well locations and drill sites theretofore
designated by HNG or any other rights of Parker under the Contract Documents; and/or

(e)  Seek monetary damages for its losses incurred by reason of such default.

12.2 Default under Section 11.10. In the event of a default under Section 11.10

of this Agreement, HNG shall, at the election of Parker, do one of the following
within sixty (60) days after the discovery of the title defect:
(a) Cure such defect to the satisfaction of Parker and reimburse Parker for any

loss of revenues resulting from such defect (and any such reimbursement shall

constitute a credit to the Payout Account); or
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(b) Designate an alternate well location and drill site and satisfy, with
respect to such alternate location, all conditions to Parker's obligation to commence
drilling that are provided elsewhere herein, and, if Parker has commenced drilling
before the discovery of such title defect, promptly reimburse Parker in cash for the
full amount debited to the Payout Account (which shall then be credited to the Payout
Account) maintained pursuant to Section 5.9 above with respect to the well to which
the title defect relates in which case Parker shall reassign, if applicable, Parker's
interest in the Payout Unit to which the title defect relates to HNG; or

(c) Promptly pay to Parker in cash the cost (as shown on the accounts being
maintained pursuant to Sectien 5.9 above, including interest as provided therein) of
drilling and completing any well drilled and completed on a well location and drill
site to which title is defective and remains so for sixty (60) days after discovery of
such materiai defect. Parker shall promptly thereafter credit the Payout Account for
such amount and reassign its interest in the Payout Unit to HNG.

Parker shall be entitled to all remedies provided by law to collect any amounts
" due from HNG pursuant to this Section 12.2.

12.3 Performance by Parker. If HNG should fail to pay or perform any covenant,

agreement, or obligation required of HNG by this Agreement or any of the Contract
Docﬁments, and if such failure shall continue unremedied after any notice and
opportunity to cure that may be expressly provided fbr such failure elsewhere in this
Agreement, Parker may, but shall have no obligation to, in addition to recovery of its
damages and all other remedies available under the Contract Documents, at law or in
equity, pay or perform or attempt to pay or perform such covenant, agreement, or
obligation, and invoice HNG for the amounts so expended, which HNG shall pay in cash
to Parker within thirty (30) days of invoice. No such payment or performance or
attempted payment or performance by Parker shall constitute a waiver of any such

default by HNG. In addition to the remedies provided herein, Parker shall be
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subrogated to all rights, liens, and security interests securing the payment of any
debt, claim, tax, or assessment for the payment of which Parker may make an advance.

12.4 TFailure of HNG to Pay Cash. Wherever this Agreement requires HNG to pay or

reimburse Parker in cash for any amount due in accordance with the terms of this
Agreement, including without limitation haméges due to Parker, and HNG fails to pay
such amount to Parker for any reason, in addition to its other rights and remedies
under this Agreement, Parker shall have the right, at the sole option of Parker, to

debit such amount to the Payout Account.

12.5 Remedies upon Default by Parker. Should a default by Parker under the

Contract Documents occur and be continuing twenty (20) days after Parker's receipt of
written notice of such default from HNG, HNG, at its election, may terminate this
Agreement and Parker shall relinquish its rights and interests in any well locations
and driil sit;s yet to be drilled upon by Parker. If such default is caused by
Parker's improper failure or refusal to continue drilling and completing wells, then
HNG's damages shall be limited to HNG's actual out of pocket costs relating to the
default andAtﬁe'd{fgéréhéé Bétﬁeén.tﬁé cost of drilling wells as provided herein and
the cost of obtaining such services from a third party under similar terms and
conditions. Parker shall not in any event be liable to HNG for loss of leases or the
value of any reserves, which leases, or reserves are_lost,'claimed to be lost, or not
obtained by HNG as a result of such failure or refusal of Parker to continue drilling
and completing wells hereunder. In addition to the damage remedy provided above, if
Parker improperly fails or refuses to continue to drill and complete wells under the
terms and conditions of this Agreement, then HNG shall have the right to seek and
obtain specific performance (including appropriate injunctive relief) of the terms and
conditions of this Agreement in a court of law in order to secure drilling and
completion by Parker as contemplated hereunder of all wells contemplated to be drilled

by Parker during the term of the Agreement. Defective materials shall be replaced by
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Parker at the well site, and Parker shall pass on to HNG all manufacturer's and
supplier's warranties as to defective materials and services. The remedies provided
herein for defective materials shall be the sole remedies of HNG for such defective
materials.

12.6 Waivers. The acceptance by Parker or HNG from the other at any time and
from time to time of part performance hereunder or under any other Contract Document
shall nof be deemed to be a waiver of any default then existing. No waiver by Parker
or HNG of any default shall be deemed to be a waiver of any other then-existing or
subsequent default. No delay or omission by Parker or HNG in exercising any right
shall impair such right or be construed as a waiver thereof or any acquiescence
_therein, nor shall anyesingle or partial exercise of any such right preclude other or
further exercise thereof, or the exercise of any other right under any written

instrument or otherwise.

Article 13. Option to Terminate.

13.1 Suspension of Sales and Drilling. At any time that the average price

received for natural gas produced from the wells drilled hereunder declines below
$1.40 per MMBTU, HNG shall, either acting on its own or if Parker so requésts, cease
marketing such gas to the extent contractual commitments permit until the average
price that can be obtained for such gas rises above such figure or the parties
otherwise agree. During such period of suspended sales, Parker shall not be required
to drill or complete any additional wells under the Agreement.

13.2 Value of Reserves. If at any time the value, as determined by DeGolyer and

MacNaughton, or other petroleum engineering firm mutually agreed upon, of the proved
reserves attributable to the Limited Assignments in wells previously drilled and
completed by Parker, using a twelve percent (12%) discount rate, does not equal or

exceed one hundred fifty perﬁent (150%) of the total remaining amount debited to the
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Payout Account (with the exception of charges for wells then in the process of being
drilled but including the anticipated charges incident to completing for production
any behind-the-pipe reserves), including accrued interest, provided herein, either
Parker or HNG shall have the right to terminate this Agreement. If either Parker or
HNG so terminates this Agreement, Parker shall complete the drilling of the wells in
progress at the time of such termination. A determination of reserves for purposes of
this section 13.2 may be made at any time selected by either Parker or HNG, and shall
be at the expense of the party requesting such a determination.

13.3 Sales of Natural Gas. If the average takes of natural gas by HNG's and

Parkei's purchasers from wells drilled and completed pursuant to this Agreement for
any consecutive two (2) month period are less than fifty percent (50%) of HNG's and
Parkef‘s pro rata shére of the delivery capacity of such wells, Parker shall have the
right, upon zhirty (30) days notice, to terminate this Agreement. If either Parker or
HNG so terminates this Agreement, Parker shall complete the drilling of the wells in
progress at the time of termination.

- Article 14. Indemnification.

14.1 Indemnification of Parker. Unless restricted by law, HNG shall indemnify

Parker and hold Parker and its agents and employees harmless from and against any and
all liabilities, obligations, losses, damages, penalties, actions, judgments, suits,
claims, costs, expenses, and disbursements of any kind or nature whatsoever that may
be imposed on, incurred by, or asserted against Parker, in any way relating to or
arising out of any of the Contract Documents related to this transaction, directly or
indirectly, or any of the transactions contemplated therein, to the extent that any
such indemnified liabilities result, directly or indirectly, from the breach or

failure of or failure to perform any representation, warranty, covenant, or agreement

of HNG under any of the Contract Documents.
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14.2 Indemnification of HNG. Unless restricted by law, Parker shall indemnify

HNG and hold HNG and its agents and employees harmless from and against any and all
liabilities, obligations, losses, damages, penalties, actions, judgments, suits,
claims, costs, expenses, and disbursements of any kind or nature whatsoever that may
be imposed on, incurred by, or asserted against HNG, in any way relating to or arising
out of any of the Contract Documents related to this transaction, directly or
indirectly, or any of the transactions contemplated therein, to the extent that any
such indemified liabilities result, directly or indirectly, from the breach or
failure of or failure to perform any representation, warranty, covenant, or agreement

of Parker under any of the Contract Documents.

Article 15. Miscellaneous.

15.1 Headings. The headings, captions, and arrangements used in the Contract
Documents are, unless specified otherwise, for convenience only and shall not be
deemed to limit, amplify, or modify the terms of the documents, nor affect the meaning
thereof. T

15.2 Notices. Whenever any document requires or permits any consent, approval,
notice, request, or demand from one party to another, the consent, approval, notice,
request, or demand must be in writing to be effective and, if given other than by
mail, shall be deemed to have been given on the date actually delivered or, if mailed,
on the seventh (7th) business day after it is enclosed in an envelope, addressed to
the party to be notified at the address stated on the signature page hereof (or to
such other address as may have been designated by written notice), properly stamped,
sealed, and deposited in the United States mail.

15.3 Survival. All covenants, agreements, undertakings, representations, and

warranties made in this Agreement or any Contract Document shall survive all closings
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under this Agreement, shall not be affected by any investigation made by any party,
except as otherwise expressly indicated, and shall continue in full force and effect
for the benefit of the interests assigned pursuant hereto and the holders thereof.

15.4 Governing Law. This Agreement and all Contract Documents contemplated

hereunder and for which provision is madé afe being executed and delivered, and are
intended to be performed, in the State of Texas, and the laws of such state or such
other state wﬁere operations are performed by mutual agreement of the parties and of
the United States of America shall govern the rights and duties of the parties hereto
and the validity, construction, enforcement, and interpretation of the instruments,
except to the extent otherwise specified in any of the instruments.

15.5 Maximum InfeTest Rate. Regardless of any provision herein contained,

Parker shall never be entitled to receive, collect, or-apply, as interest on any
amounts due fo Parker from HNG hereunder, any amount in excess of the highest lawful
rate of interest provided by law ("Highest Lawful Rate'), and, in the event Parker
ever receives, collects, or applies as interest, any such excess, such amount that
would be excessive interest shall be deemed a partial prepayment of the principal
debit balance of tﬁé account and treated hereunder as such; and, if the account is
paid in full, any remaining excess shall forthwith be paid to HNG. In determining
whether the interest paid or payable, under any specific contingency, exceeds the
Highest Lawful Rate, HNG and Parker shall, to the maximum extent permitted under
applicable law, (i) characterize any nonprincipal payment as an expense, fee, or
premium rather than as interest and will be credited to principal, and (ii) amortize,
prorate, allocate, and spread, in equal parts, the total amount of interest throughout
the entire contemplated term of any outstanding debit balance of the account so that
the interest rate is uniform throughout the entire existence of the account provided
that, 1f the account is paid and ﬁerformed in full, and if the interest received for

the actual period of existence thereof exceeds the Highest Lawful Rate, Parker shall
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refund to HNG the amount of such excess, and, in such event, Parker shall not be
subject to any penalties provided by any laws or regulation for contracting for,
charging, taking, reserving, or receiving interest in excess of the Highest Lawful
Rate.

15.6 Severability. If any provision of any Contract Document contemplated or

provided for herein or of this Agreement is held to be illegal, invalid, or
unenforceable under present or future laws effective during the term thereof, such
provision shall be fully severable; the appropriate instrument shall be construed and
enforced as if such illegal, invalid, or unenforceable provision had never comprised a
part thereof; and the remaining provisions thereof shall remain in full force and
effect and shall not We affected by the illegal, invalid, or unenforceable provision
or by its severance therefrom. Furthermore, in lieu of such illegal, invalid, or
unenforceable provisions, there shall be added automatically as a part of such
instrument a provision as similar in terms to such illegal, invalid, or unenforceable
provision as may be possible and be legal, valid, and enforceable.

15.7 Entirety and Amendments. This Agreement embodies the entire agreement

between the parties; sbpersedes all prior agreements and understanding, if any,
relating to the subject matter hereof, and may be amended only by an instrument in
writing executed jointly by an authorized officer of HNG and of Parker, and
supplemented only by documents delivered or to be delivered in accordance with the
express terms hereof. In the event of any conflicts between the provisions of this
Agreement and provisions in any of the other Contract Documents, the provisions of
this Agreement shall control.

15.8 Money. Unless stipulated, otherwise, all references in any of the Contract
Documents to ''dollars,' 'money,' '"'payments,' or other similar financial or monetary

terms, are references to currency of the United States of America.
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15.9 Exhibits. If any exhibit that is to be executed and delivered, contains
blanks, the same shall be completed correctly and in accordance with the terms and
provisions contained and as contemplated herein prior to, at the time of, or after the

execution and delivery thereof.

15.10 Number and Gender of Words. Whenéver in any Contract Documents the

singular number is used, the same shall include the plural where appropriate, and vice
versa; and words of any gender in any of the documents shall include each other gender

where appropriate.

15.11 Nature of Relationship. None of the representations, warranties,
covenants, or other provisions contained in any Contract Document sﬁall, or éhall be
deemed to classify Paukér other than as independent contractor having no agency,
partnership, mining partnership, subchapter K partnership, joint venture, or
affiliated rélationship with HNG. 1If, for Federal income tax purposes, this Agreement
and the operations hereunder are regarded as a partnership each party hereby affected
elects to be excluded from the application of all of the provisions of Subchapter "K,"

Chapter 11, Subtitle A of the Internal Revenue Code of 1954.

Article 16. Arbitration.

16.1 Commitment to Arbitrate. Except where injunctive relief or'specific

perforinance 1s specifically provided for herein, Parker and HNG agree that any and all
disputes arising under the terms of this Agreement and/or relating to the subject of
this Agreement or the Parties' performance hereof shall be arbitrated under the
provisions of Article 224, Texas Revised Civil Statutes, as amended, the rules of the
American Arbitration Association and the following provisions. To the extent of any
conflict between the rules of the American Arbitration Association and the following

provisions, the provisions herein shall govern.
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16.2 Determination of Disputes Between Parties. If at any time during the

existence of this Agreement any dispute should arise between the Parties, such dispute

shall be determined by arbitration as follows:
Within ten (10) days after the Party complaining notifies the Party to
whom the complaint is directed in wfiting that each Party shall select
an arbitrator, who must be an officer of an independent drilling
contractor or independent producer with at least fifteen (15) years
experience in the drilling or exploration business. After both Parties
have submitted in writing to both arbitrators their respective
statements fully disclosing the facts pertaining to the dispute, such
arbitrators shalk-select a third and additional arbitrator for the
purposeiof conducting a hearing and determining whether such a default
has occurred. If such arbitrators are unable to select such an
arbitrator, such arbitrator shall be appointed by the Chief Judge of
the United States District Court for the Southern District of Texas at
£ﬁéifequést of éithér Party. As soon as possible after such
appointment, all ‘arbitrators shall meet and determine the dispute. A
majority decision shall be final and binding on all Parties. Each
Party to this Agreement shall bear the expense of its arbitrator, and
the expense relating to the selection and services of the additional

arbitrator shall be borne one-half by each of the Parties involved.

16.3 Failure to Appoint Arbitrator. If either Party should fail to appoint an
arbitrator as provided above, the arbitrator appointed by the other party shall make
the pertinent decision and his decision shall be final and binding on all Parties.

IN WITNESS WHEREOF, HNG and Parker have executed this Agreement, effective

July 21, 1986.



ASSIStant Secrata;xd“m" amesS W.” Linn i’
esident

Address:
Eight East Third Street
Tulsa, Oklahoma 74102

ATTEST HNG OIL COMPANY

(/[

R '
gg%muxb /g/(?2/7 %ézf %5322?2655%%222225252i42§ \ <o
nt Sccretary ea Collins, JT.

ar
foo b President

t

s

1‘\‘ F's
Address:

508 West Wall Street

Post Office Box 2267

Midland, Texas 79702 S
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THE STATE OF Mms
§
coontY oF Qoo §

BEFORE ME, the undersigned authority, on this day personally appeared James W.
Linn, the President of PARKER DRILLING COMPANY, LTD., known to me to be the person
whose name 1s subscribed to the foregoing instrument, and swore to me that he executed
the same for the purposes and consideration therein expressed, in the capacity therein
stated, and as the act and deed of said PARKER DRILLING COMPANY, LTD.

\:1 . GIVEN UNDER MY HAND AND SEAL OF OFFICE, this |=F day of () %!gi' , 1986.
J/ T ’
N N

el Notary lig 1n gnd for the
S State of N@M

My comission expires: 10-4 -84

THE STATE OF TEXAS

COUNTY OF Zhudlben L.

wn W W

BEFORE ME, the undersigned authority, on this day personally appeared =~ -
Ted Collins, Jr., the President of HNG OIL COMPANY, known to me to be the person whose
name is subscribed to the foregoing instrument, and swore to me that he executed the

same for the purposes and consideration therein expressed, in the capacity therein
stated, and as the act and deed of said HNG OIL COMPANY. 7

GIVEN UNDER MY HAND AND SEAL OF OFFICE, thisZdmd day of /EW , 1986.
9 /7

Notary #Publicd in and for the
State of Texas Jeyee O‘fa‘mo,,

/

. My commission expires: € -30-89

-4§5-



, ) /SL095/
' - ' - 4 ravoul
LPCH | 763,977 St b VR Iy bwTT LR LT
2087 sHhTL TS
7234 ,796I ... Am\m\ ca Q| - 50\41\ vrTy )_\n,wau.,;q ¢ TRV UG ,/ v RY UL
*3-62-Y ‘S-t2-1 - 4 (eyo3v)
‘L uo013393S 134 ,01€2 % 1SJ ,099 ,00€°21 App3 ebe| ey [# wold L, 3404 °9
*3-92-¥ ‘s-22-1 (M0J110K) L# wo) paj ,0E.
‘0E uOoL333S M4 ,086L % 1S4 0812 1000°21 App3 Aa||eA Addey qouy S,43(gqo9 ]
| 3°pe-y ‘s-52-1 (M0J10K)
‘2 u0}1323S M4 ,099 3 1S4 0861 100561 a7 youey %40jyd3id L# 83P1S w24 L3M3L ¢
*3-¥€-¥ ‘S-62-1 B (ex03v)
'S U0}323S M4 ,0£22 ¥ N 1099 100L*bL P31 - youey %40jYl3id €4 "paj .Sa Puoweig ../
‘3-62-8 ‘S-b2-1 (ex01y) L# woy *pay
‘GZ Uu0}323S M4 ,09L % 1S4 0861 ,00E° b1 App3 PSOW UaMQ 252, BSAN U3MQ AN
= id -
"3-62-¥ ‘S-62-1 .
‘G U0}323S 133 ,099 ® INJ .0LE2 w90z el App1 _ 3PIPLIM L# Le4apay .G, 3109 |
uo(3eds0] “0 L pasodoad A3uno) L] JWEN | oM

JININDIAS INTTTTY0 03YY3IIIYd
olo L1G1HX3




EXHIBIT *2"

APPROVED SERVICES VENDOR LIST

I.. Combletion Rig
A. Carr Well Service, Inc.
B. Monument Well Servicing
C. Pool Well Servicing Company
D. X-Pert Well Service, Inc.
I1. Mud, Chemicals and Services

s

IMCO Services
Dresser Magcobar Group

A

B

C. N L Baroid
D Milpark

E Maverick Mud Service, Inc.
I11. Acidizing, Fracturing, Cement and Services, Float Equipment'

A._ Halliburton Services

B. The Western Company of North America

C. Dowell Division of Schlumberger
1v. Wireline Services ) -
A. Dresser Industries, Incorporated )
B Welex
C. Schlumberger Companies
D -Zone Perforators, Inc.

E. - R&M Wireline Service

F. The Dia-Log Company

EXHIBIT "2



VI.

VII.

VIII.

IX.

Drillstem and Wireline Test

A. Halliburton Services

B. Johnston Testers

C. Duke Services

D. Kuydendall Wireline Service Co.,
Packers

L,
-

-C.

Otis Engineering Corporation
Baker 0il Tools, Inc.

Guiberson Division

Equipment and Pipe rental

m o0 >

A.

B.

C.

Land & Marine Rental Cémpany

- 0D Rentals

Trio Equipment, Inc.
Petco Fishing § Rental Tools

Donham 0il Tool Co., Inc.

Casing Crews

Earnest Power Tong Service
Sherman Power Tongs, Inc.

Bob's Casing Crews, Inc.

Fishing Tools

A.

B.

Petco Fishing & Rental Tools

-Dotce Fishing Tools

Tubular Inspection

A.
8.
C.

D.

Curley's Inspection Service, Inc.
Y

AMF Tuboscope, Inc.
Midessa Inspection Service, Inc.

[CO, Universal Tubular

Inc.




XI. Liner Equipmentv
A. Lindsey Completion Systems (M.W.L.)
B. TIW
XII. Wellhead Equipment .
A, WKM (Valves only)
B Gray Tool Co.
C. Cameron Iron Works
D

Axelson (Safety Valves)
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Revised January, 1982
INTERNATIONAL ASSOCIATION OF DRILLING CONTRACTORS

DRILLING BID PROPOSAL
AND
DAYWORK DRILLING CONTRACT — U.S.

0! Parker Drilling Company, Ltd,
P, 0. Box 6950
Dcéessa, TX 29767

Piease sudm:1 Bid on this dnlling contract form for performing the work outiined balow. upon the terms and for the consideration set forth, with the
understanding that if the big s d by

this insirument will constitute a contract between us. Your tvd should De mailed Of Celivered not later than P.M. on
19 to the tol ¢ aqaress.
- * - * * *

THIS AGREEMENT, made and entered into on the date heramnalter set tortn by and beiween the parties hersin designated as “Operator” and "Contractor”.
operator: _HNG 011 Company .

Address: P O, Box 22A7
Midland, TX 79702

conTRacToRr: Parker Drilling Company

Address: P. O. Box 6950
Odessa, TX 79767
IN CONSIOERATION of the mutual promises. conditions 8nd agreements herein and the # ¢ and special provisions set forth in

,Exmnn “A” 3ng Exmiii "8 sttacned nereto and mage a par nereot, Operator angages Contractof as an independen! Contracior 1o anili the hereinalter ges.
© ignateq weil or wells in search of il Or gas on 8 daywork bass.
For purposes nereot the term “daywork basis” means Coniractor shail furnish squipment. 1ados, and perform services as heren provided. for 8 specibed
Sum per day unaer the Cireclion, supervision and control of Operator iwhich term 13 1o inciude any employee. agent. or sudcontracior
engaged by Operalor to direct drithing aperations} When operating on a daywork bas:s. Contractor snail be luily pa:g &t the appiicaple rates of payment an3
assumes only the odhigations and hddiisties stared heremn. Except for such obligations and hadsiinies specifically assumea by Contractor, Operator shail be

" . ) . ) solely responsiple and assumes hadility 10r 31 consequences of operanions by Soth parmes whig on a deywork bas:s, including resyits and ail othe’ risxs
A .. or habibties ingurred in o7 incident 10 such operations

1. LOCATION OF WELL:

Wel! Name
) s designated bv _HNG 0il Companv d its 22 well a C_wit T
) ;:f’s:"""“' %%ﬁbﬁfﬁﬂ‘ﬁ%ﬁ%%ﬁgh%frﬁe—mw—m“
L Ll
L o . County: _Lea & Eddy state: New Mexico = Name

Wetl location and .
tana cescnpuon. __AS_designated per the Agreement

1.1 Additions) Weh Locations or Areas: __AS designated per the Agreement

Locations oescribed above are for weil and coniract ideni:ficat:on only and Contractor assumes no habihty whatscever for a proper survey or location
- staxe on Operator's lease.

2. COMMENCEMENT DATE:

Contracior agrees 1o use best efions to commence operations for the dniting of weii by tne __PET the Agreement day ot
19 or
3. DEPTH:
3.1 Well Depth: The weil(s) shali be driied 10 depth of approximately feet. or to the

{formaton, whichever is deepet. but the Contractor shait not be required hersunder 10 dnill Sai0 weilis) be'dow a manimum
geptnof __16,000__ teer. uniess Contractor ang Operator mutually agree 10 drilt to a greater gepth.

4. DAYWORK RATES:
Contractor shail be parg at the following rates tor the work performed hereunaer. and
4.1 Mobillzatlon: Operator shail pay Contractor a mobiization fee ot SACTUAL CQS L :‘x amobilization day rate

per day. Ths sum shail be due and payabie in Uil &l the 1ime tne rig 18 rgged ud or posItioned 3t the wetl site reacy 10 spuc Modili Hinciuce
Trucking , Transportation and Crane Service to Move Ip and Rig Up

and
4.2 Demobilization: Operator shall pay Cantractor a gemobriization fee o $_ACtUal CoSt “x'3 gemorrtization ay rate guring tea: gown o

__J_gioo per day. provided howeve’ (n2t no demobilization ‘ee shali be Payadie  the contract s terminated due 10 the tolat 10ss Or gestruc:
tion of the g Demobihization shait incluge: \d .
and Ser Our
4.1 Mowung Rate Duning the Lime the 11g (5 10 ransit 10 of ram 3 Qe Site O Detween dntl Sites. Commencing on . Ooerawyr sna..

pay Contractor a sum of Si&_@,__ per twenty-tour (24) hour day
4.4 Operating Day Rate: For worn periormed per twenty 10ut (24) Nouf day with bm;_ﬁj___ Mman Crew iNe OPerat.ng Gay 13te $7a L2
Oepth Intervals

From Yo .- WIthoul Dt Pipe With Dnii Pipe
0 D 57/;5&&800,_0_0_ A per Cay s 5,800.00_ —— D% Cay
&\, $ d per gav s et sa,
] per day b3 P — 2 I

Using Operator s gnil pipe S,_NI_A___, per Qay

(Daywors Conrract — Page 1
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Revised January, 1982

It under the above column “With Drilt Pipe™ no Gay rates are speciied. the daywork rate per twenty-lout hour day when Onll pipe 18 in use snall be the
appiicabie Saywork raie specitied in the column “Without Diihi Pipe” plus compensation tor any anit pipe actually used at the rates specihed beiow,
computed on the basrs of the maximum dru! Pipe In use al any hime dunng each twenty-tour day,

- DRILL PIPE RATES PER 24¢-HOUR DAY

Directionai or

Straight Hole Size Gesde Uncontrailable Deviated Hols Sire Grade
s per ft. H per ft.
s per ft. E per 1.
3. per . 3 per h.

Drill pipe shall be considered in use not only when in actual use but aiSo while it i3 being piIcked up Or taid down, When drill pipe 1S Slanging 1in the
derrick, it sShall not be consigered 1n use, provided, however. that If Contractor furmsnes special strings of drill p:pe. dritl Cotiar, and Nandung 1001s as
prowided for in Exhibit “A”", the same shail be considered in use ai at tunes when on 10Cation or until released by Operator. In no event shall feactions of an
fhour be considered in computing the amouant of tume dnil PiPe 15 10 use Dut SUCh tune shall e computed 10 the nearest hour, with thirty Munutes ar Mare
baing consigered a full hour and less than thinty miautes not (0 be counted.

Oparating rata witi DeQin when tne anitiing unit 1s ngged up at the drilling location, or posihioned cver the iocation durfing Marnine work. and ready 10
commencea aperations, and will cease wnen the ng 13 ready (o be moved off the location.

4.5 Repair Rate: in the event it 1s necessary to shut gown Contractor's ng for repairs. excluding routing ng servicing. whiie Contractor 1s pertorming
daywork hereunder, Contracior shail be ail d ation at the dayworn rate for each penod ol shutdown time yp 10 3 maximum of

_____ﬁ___ hours tor any one repair job and a (o(al ot __L___ Nours tor each mmy (JO) day penod Thereatter. Contractor snait be
compensated at arate of § par twenty-four 24) hour day, Normal serv ugrin

of drill line shall not be included in the of hours of srutdown time

4.8 Standdy Time Rats with Crews: § 4,930.00 per twenty-tour (24} hour day. Standby time shall be defined to include me when the g i
shut down aithough 1n readiness 10 DeQIn Of resume Operalions Dut CONFACION 15 wailing on ordars of Operator Of on Materiais, services of otner ilems ta be
{urmshed by Operator.

4.7 Force Msjeure Rate: $ 1‘_._9,3_Q ._QQ___ per twanty-four (24) hour day for any continuous pernod thal normai operations are suspended gf
cannot be carried on due to conditions for force majeure as getined n Paragraph 16 hereat It is. however, ungersi0od that Operator can reiease the rg in
accordance with Operator's nght to direct stoppage of the work, effeciive when CONGiLions will permit the ng 1o be moved irom the iocation

4.8 Relmbursadle Costs: Operator shail resmurse Cantractor for the costs of Matenal, equipment, wor or Secvices which are to be turnished dy

Operator as provided for herein but which for convenience are aciually furnisned by Contractor at Operator's request, plus 20 percent (ar such
cost of hanging.

4.9 Revision in Rates: The rates and/or payments herein set forth due to Contracior from Operator shail be revised 10 rellect the change in costs if the
costs of any of the items hereinafier listed shail vary by more than N.A. percent t1om the COSES thereof on the date of this Contract of Dy the same
percent after the date of any revisiOn pursuany to thus paragraph:

{a) Labor costs. inciugding ati benelits, of Contracior s personnel;
(b) Contracior's cast of insurance premiums;

£ {c} Contractor's cost of fuel, the cost per g ACF being 5._N.A

{dy Contractor s Cost of catenng. when apphcadie:

(e) 1 Operator requires Contractor to InCrease or decrease the number of Contractor's personnei,

{1} Contracior s cost of spare parts and supphes with he ynderstanding that Such spare pans and supohies constitute _____ percent of
the Operating Rate and that the partses snall use the U.S. Bureau of Labor Staustics Ouheid Drilling Machinery ang Equipment Waoiesate
Price Ingex (Code No. 119102) 1o Getermune 10 what extent a Drice vanance has occurred in said spare pans and supphes

Q) !f there s any change n tegisiation ot tegulations in the area in weuch Contracior ts warking Of other untoreseen. unusuai event that aiters
Contractor s financiat burden.

S. TIME OF PAYMENT: As per the Agreement
Svd T Wal i £ gr\_Ll aaliass i T2 nh, A s atisiactons 3. war L Das. Al L3 OC S5 L -

chargea Qnlractor, payment becomes due Dy Operator to Contracior as foliows.

5.1 Payment tor ma) n_dedling and olher work pertormed at applicadle Gay rates. and all other apphicabie charges shall be Jue uwTin presenta.
tion of invoice theretor upon comg ! mobilization, compietion of the well. or at tne eng of the Mantn 1N wiiCh SUCh WOrk was pericr=ea ar giher
charges are incurred. whichever shaii hirst occul: gices may be maned 10 Operaior al acdress hereinabove shown, uniess Operalor does heredy ges-
ignate that such tnvoices shall be maied as follows:

5.2 Any sum or sums not paid within days after the date of invoice shaii erest at the rate of
P per of the maxrmum iegat rate. whichever 13 iess. from such Gale untii paid.

5.3 Attormey's Fess: if ttus Contract 1s placed in the Rands of an attoeney tor Collection of any suMs Sue hereundes, Of SUT fLON same. of Sums
due neteunder are collected through dankrudltly Or probate proceedings. then Operator agrees thal there shall de added 1o the amoun) e.[£as0nadle

Y 2E0-Cobis

& TEAM: As per the Agreement

$3--D (W oL I 0y Sl el d and-atigct until ¢z nn’ DALl 2l lolad oathe 1l ey PN IV C VY

raph 1 above, or for a term of __ c g on the date specitieg in Pacagaph 2 abave.
82 tension of Term: Operator may extend the term of this Contract for welil(s) or far a penod of

days prior to completion of tne well then being drilied or by

4.3 Early Terminati

(s} By Either Party:
tion of the rig, or a major breaxo

n Qiving of written notice. ether party may terminate thrs Contract when conditions of force majeyre. total 10ss or gestryc-
with incelinite repair tvne necessitate stopping operalions hereunder,

{d) By Operator: Notwithstan«Qg the provisions of Paragraph 3 with respect to the depth to be drilled. Operator shall have the nght to direct the
stoppage of the work to be performed by Cdsiractor hereynder at any tine prar to reaching the specitied dapth, and even though Contractar nas made ng
default hersunder. In such event Operalor shale:mourse Contractor as sel forth in sub-paragraph 6.4 hereol.

(¢) By Contractor: Notwithstanding the pr 1on of Paragrapn 3 with respect (o the depth 10 De driled. in the event Ooerator snall become insgl-
vent. of be adjudicated a bankrupl, of frie. Dy way of petiban of answer, 2 dedtor’'s pelition of Other pieading seering adiustment ot Operatar s gedls unger
any bankeuptecy or gebtor's relie! laws now or hereatter prevaning. of if any Such be filed against Operator. or In case a receiver be appointes of Coerator or
Operaior's propeny. or any part thereot. or Operator's attairs Beptaces in the hanos of a Creditor 3 Commintee, Contraztor may. at Mis 0Dtion. elec: 1o
te:munate further performance of any work under this Contract and Sqniractor's fight to compensation shatl be as sel torth in subparagrazn 6 4 nereo? In
addition 1o Contracior's nignt to terminate performance hereunder. Opetalor hereDy expressiy agrees 1o protect. indemmly and save Conirasior harmiess
from any claims. aemands and causes of action. including ali costs of defe . 1n {avor of Qoerator, Operatar s 10Nt veniurers ar other Darties Ansing out
of any dnlling commitments of abiigations contained in any lease, farmout agr nt or othar agreement. which May de attectea by such termination of
periormance hefeunder.

§.4 Early Tarmination Compensation:

(8} Prior to Commaencemaent: In the event Operator termunates this Contract prior 1o mencement of operations hereunger Ope 219 snar Day
Contractor as iquigaled damages and nol as 2 penaity 3 sum equal 10 ine StandDy Rale weth Crews

ofralumpsumol §

ticie 4 6)tor a peniog ot Qdrs

) Pnor 1o Spudding: it suCh terminalion occurs alter commencement ot ODeralioNs but DHOr 10 INERL JAGNG Of the wei. Opera
Contractor ihe sum of the toliowing (1) al: expenses teasonadly and necessanily Ircutied ang to be inCurred by Co 10! Dv redsonct tne Co-tear -1
reason of the premature lermination Of Lhe work, INCluding [he expense O G1HIing Of OIhe’ Clew MemMmbers and Sude/vyISdn CreCtn 335.Ghel 2 the s 3 .0
Ten perceni (10%.1 0t Ine amount of SUCh 1€/MDUrsadie expenses. anC i) a SUM caicutated At the s1andDy rate tor a1l Lime IIARUINE Jate uoir w™ 2F Sarral
107 Commences any Operations hereunoer down 1o SUCh date SuDsequent 10 the date ot termination as w attorg Contrastore
Nis ng and equ:pment provided nowever it trus Contracl 1S 107 3 term o} More than one wen of Yo7 a periog ot ime Qperar>
Adci0n 10 the aDove the 1orCe Majeure 1ate 185S any UNNECESSary 1abDo! 1rom Tnat gale Sudsequent 10 1e/Minaipn LOON which Contr
Manthng ms Hg ana eQuipment until the eng of the term of

SF3i- 23y 10

SNt e TecI T eTant e
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(€) 3t such termination occurs alter the spudding of the well, Operator shall pay Contractor (1) the amount for alt spplicable aywark rats.
ail other charges and resmbursements Jue 10 Contraclor: Dut 0 NO @vent Shail SUCh Sum, exciusive of reimburserents due, be less Rave been
earned tor gays at the Licabie day rate “Without Dnill Pipe” snd the actual amount due tor ¢;
rates. o al the eiection of Contractor andin heu ot the toregorng. Operator shall pay Contractor
De incurrec oy reason of this Cantract and by reasan of such premature ter
Contract s 10r a term of more than ane we:l of tor a penod
unnecessary labor from the gate of termina

ed in accordance wiin the above
ASes reasonanly and necessarily incurred ang 1o
us 2 lump sumot § p . hwever it (s
rator snall pay Contracior, In addition 10 the adove, the force Majeure rate tess any
e ond of lha term or

ot}

7. CASING PROGRAM:

Conitracior shaii anit 2 well suthcient in size 10 set. at the agproximate depths indicated. the size casing specified in the c2sing program Dravisons of .
Exnitst A~ Operalor shail have the nght to des:gnate the points al which casing wiil be set and the of setting. ceme g and testing. Ooerator
may madity ‘he Casing Drogram. however. 3Ny Such mod:Hication which matenally increases Coniractor's hazards or ¢OStS €an oniy be made Oy Mutuat
consen: ot Goerator ang Contractor angd upon agreement as 10 the aaditicnal compensaton to ba paig Contractar as a resull thereol.

8. DRILLING METHOOS AND PRACTICES:

8.1 Contcactor shatt well cantrol aqy in good candtion at all imas and shatl use all reasonable means to CONtro! and prevent ties ang
biow-0uts and 10 protect the hote. .

8.2 Subsect 1o the terms hereot. and at Operaior's cost, at ali imes during the dritiing of the well. Operator shall have the right to control the mug
program, anc the druting luid must de of a type and have charactaristics and be maintained dy Contractor in ewith the s 4 S snowA In
Exhebit “A".

8.3 Contractor wilt CONGLCE coeralions 1o COMPly wilh all laws, rules. orders, and requtations, Federal. State. ana Local, which are apalicable to Con-
tractor. Contractor s business, equipment, and personnel engaged in operalions covered by this Contract, inciuding but not (IMited 1o Inose set forth in
Exhiont B

8.4 Con:ractor shall keep and lurnish to Operator an accurate record of the work performed and formations antled on the IADC-AP Dauly Driling
Report Form or other form acceptabie to Operalor. A jegibie copy of said tarm signea by Contractor s representative snall be furnishea by Contracior to Op-
erator

8.5 if requested by Operator, Coﬂnactor shall furnish Operator with capy of deirvery ickets cavering any matenal or supplies provided by Operatar
and recewved by Contractor
9. INGRESS, EGRESS, AND LOCATION:

Operaior herenv assigns te Contractor aii necessary rights ol ingress and agress with respect 1o the tract on which the welil 15 10 be localed 1or 1ne per-
formance by Contractor of all work contempialed by trus Contract Should Contractor be genied free access to the 10cation for any reason AOT reasonadly
within Contractor's control, any time tost by Contractor as a resuit of such demial shall be paid for at the apoucabdie rate.

10. SOUND LOCATION:
I3 by
Qperator snait prepare a sound location adequate in s1ze and caoable of prooerly supporting the drilling ng. 8nd shail be resoonzible for a2 conducior
PIpe program acequate Lo frevent 80u and sub- 20U wash out. 11 1S recogmzed that Ooeralar has SuDerior Xnowiedge Of the I0CANHioN ANC ACCess routes 10 the
iocation. ana must adwise Coniractor of any sub-surtace conditions. 0r OBstruChions which Cantractor might encountar while en roule 1o the 10¢alion of
eftg operalions hereunder. In the event sud-surface conditions cause a cratenng or smithing of the location surtace. or st seabed Cons.1'ans Drove

- unsalistactory Yo properly Support the 11g dunng manne gperaligns hereunder. and 10s$ 07 damage 0 the nQ Or its assozialed equiomant resuits tne-strom,

Operator snall. without regard to other provisions of this Contract, inciuding Paragraph 14 1 nereot, resmdurse Contractor 1o the extent not cavered By
Contractor s insurance. for all Such ioss or damage inciuding payment of lorce majeure rate dunng repair angvor demodihizalion it apphcasie
11, EQUIPMENT CAPACITY:

It appticanie hereuncer. pperations shati not be attemoled where canal or water deplhs are in escess of N/A
fee:. of under any olner CONKILIONS whiCh exceed tne $apacity of Ine equiDment specified 10 De used hereunder Contracior snall maxe finai gecision as to
wher an goeration or altempted operation would exceea the capacity of specified equipment.
12. TERMINATION OF LOCATION LIABILITY:

W Contractor has compiiec with atl obligations of the Contract regaraing restoration of Operaior ¢ iocation. Operator shai: thereattes e nadie 1r
d3amags i s ety Dersanai i0jury of death af ary gerscre which gccurs as resur. of conaians of the 10Caticn and Contractor Shall be reneved of SuCk
lizbinty. provized nowever it Coni*actor sna'l subsezue reer.ler upar the tocat:on tor any teascn. Including removat of the ng. any term of the Contract
re:ating G SUCH reentry activity Shat! become apphcanie GuNing Such period.

13, INSURANCE:

Ouring the hife of this Contract. Contractor shal! at Contracior's expense Ma'ntain witf, an INSYrance COmoany Of COMPanies autndnzec 10 45
Dusiness in the state where 1ng work s 10 te performen or through a Self-iNSurance Program. INSUrance COvVErages dt the KNG and 1n the aMouTis st tonn
n Ertude AT Contractor snall. «f requesed 10 % $O Dy Operator, procure from the company of companies wnnng said insurance a cemmhicate 5 cet.itates
thal sai@ insurance s i full force and etlect and that the same shati not be cancelled or matenal'y changed without ten (10) days Prior weitien ngice 10
Operator For Labisties assumed hereunder by Contractor. its insurance shall be endorsed Lo orovide that 1he unde writers waive thew ngntd’ sulrogation
against Operator Operator wil. as weil. cause its insurer to waive subragation against Contractor 1or habuiity it assumes.

14. AESPONSIBILITY FOR LOSS OR DAMAGE:

14.1 Contractor's Surtace Equipment: Contractor shail assurme liability at alt times. 1or Gamage 1o or destruction of Contractor's surlace equipment,
including but not hmited to all 8nihing toots. Machinery. and apphiances for use above the surtace regardiess of when or how such darnage or desiruction
occurs, and Qoerator shatl be under no hadilily o reimburse Conlracior {of any SUCh 1SS except 10SS of damage under the provisions of Paragrapns 13 or
143

14.2 Contractor's In-Hole Equipmeni: Operator shail assume hability at all times for damage 10 or destruction of Contractor s in-hote eguipment,
including DUl not limited 10, arili pipe. Orut collars, and oot Joints, and Operalor shall reimburse Contracior 1o the value of any Such 1088 or 0amage. the

value o be deterrmuned oy agreement between Cantractar and Operator as Current repaw Costar 1007 — . Dercent of Current New seplacement cost of
Such eguipment delivered to the weil site .

14.3 Contractor's E — Enviro tel Loss or D gs: Notwrst Q the prowisions of Paragrach 14 1 above. Operator shall gssume
habisty at att bmes for damage 10 or destruction of Contractor's BQuipmMent causea Dy exposure 10 Mghly COrrasive or otherwise desiruclive eiements.
1nctugding those introduceo into the gritling fiu.d.

14.4 Opersior's Equipment: Operalor shall assume liability at all times for damage 1o or destruction of Operator's equioment. Inciuding dut ACt fimited
to casing. tubing, well heac equipmenl. ang plattorm f appncadie, and Contractor shati be under no hiabity to reimburse Qperator 101 any sush i0ss Of
Ggamage

14.5 The Hole: [n 1he event the nole should be lost or damaged. Operator snall be solely responsible for such damage to or 10ss of the hale. inztucing
the casing therein.

14.8 Underground Damage: Overator agrees to defend and indemmify Contractor for any ang all claims against Contractor fesulting =2~ olerations
under this Contract on account of 1njury 10, Geslructhion of. of 108s Of 1IMpairment of any Droderly FIgNT ¢ Of 10 O, Qas Of Other Mineral SLLSIa~Ie 0° wals” 1*
atthe trme of 1ng aCl Of GMISSION CAUSING SUCN 1N(UrY. ESIrLCNON. I0SS OF IMDAIrMent. Sa:d SUCSIANCE had N0t Been reduced (o PRYSICal SI55e$S13r 3D 3ve
the surface of the earth. angd for any 19SS or damage 10 any 1ormanon, strata, or reservo:r beneath the surface of the earth.

14.7 Inspection of Meteraats Fumished by Operator: Contractor agrees 10 visually inspect ali matenals furmisned by Ooeratar belore usinG Same ans
te notity Operator Ot any apparent defects therein. Contractor snail not be habie tor any joss or gamage resuiting trom the use of majena s 'u'rishez o,
Operaior

14.8 Coniraciors Indsmnification ot Opatator Contractar agrees to protect. cefend. indemnity, and save Operator. 113 othicers giecio’s emz.ovees
ang |oint owners harmiess rom and against ail ¢1a MS, demands. anG causes of achon Of every xind 3nd CAATACTEr wilf Ul 1ML AT w1l )
Cause Grcauses thereot Of tha negiigence o any Darty 0r parties. a/1319g 10 CINNECHION herewith in tavor of COontracicr s emio ees 0’ C2
Itactors or ther employees 02 CONraZIor sinvilees, 0N account of DOA Iy shiury death of Gamage 10 property M itis L2iciativ gete min
limts o insurance requued Nereunder of Of the INJEMALies vOILtaNy 3nd Mutydlly 3SSUre” uncer £a73¢73n" 14 BrwmcnContraztor a~c Crerar
ajree wil be suppAries either by avaualie Ladinly insurance unger wnich the insuser Ras no »gr? of $uT 0GALicn agaNs] the inJemAaitges 2
SeilNSured. 1N A7t OF w0l esCead NS MAX MUM IIMLS permilted uUNder AD0NCAD!E taw 1115 3gree IN31 5317 1NSUTANCE QU PIT 8518 O INCam~-
automat cally be amenged 10 coONtarm 10 the MaxiMum monelasy «Mils Germiltec under Such iaw

149 Operators Indammiicanon of Contrscior ODetal0r agrees 10 Drotect. gelend ngemmiy anc Save Contracidr s plheers o
NG D171 Owners NAtMess 110™ an7d a3a:NSI aH Cle-MS L2ManNTS NC CAUSES Of AZHON Cf Bvery MirS ANA LT 21 w IR LML 3T
Cause Of Causes LNerec! OF tne neGngence 6 any farly OF Darlies ANSING 1IN CONNESHION Rerewith In 1avor G OSerar:r ¢ amLiCyers dr Qe g ™ s
Qor thew emproyees O ODErator § invitpet Cine’ tNan thase parties 08 1 hed (A paragraph 14 5 0N 3CCIUNT QI OBC 7, 1 YUy GRATH D' Ja+3Ce o0
13 juC:Craly Getermuned 'hat the monetary hmits ot insurance *equifed Nereunder 07 0 the INJernities vc...m. LANA Mutudiiy ASSLTMED Lt e
14 9w cn Contractor ane Operalar heredy a=ree w H De Su{'DOMNEC B1ner By avaiiadie +ad: R LINE R LT ARCRITE INSUTET RAs mTy e
HCN 3G a8 1Ne iNgeMAree OF vSILALAriY S8 Hi1NSI€D 11 03N OF WNOIE) 217 8ET [N MATIMy™ imitg Nt 4 Ze 00T ¥ 34 118 2 er 205" 85 2
IASUTaANZE reQAuwirements gr indematlies Shail auloMmancaty be amendeqg tC CO~101M |5 the Tanimum moe! Lty DerT AT W TIES S 0 4a
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14.10 Liability for Wild Well: Operatnr shatlt be liatie Jof the cost Of regRinuNg COntrol of any wild walt, as well as {or cOst of removat ot any dednis. and
shall indemndy Contractor in this regard

14.11 Pollution and C i Notwithstanding anything 10 the contrary contained heren. excent the prowisions of Paragraohs 10 ana 121t s
understood and agreed by and dDetween Contractor and Operalor that the responsidilily for poilution and contamination shall be as foliows

{8) Uniess otherwise peovided herein. Contracior shall assuma ail responsidiity for. InCiuding control and removal of. and protect. detena and save

[o} 107 rom and ag all clams. d and causes Of Action of #very kind and Character ansing trom poliulion o CONaMIAALON, whith

tes above the surl of the tang o water from spuls of tuels, lUBnCants. MAtar Oils. NQIMal water Dase guiling flud. pi0e GQpe, paiNts SCivents.

ballan dilge and garbage, except unavosdadie poilution from r.servo pits, whoily 1n Contractor's possession and control and directly associated witn
Contractor's squipment and faciities.

(b} Operator shail assume ait responsidility for. including contrai and removat of, and protect, delend. indemmify and save Contracior narmiess
lrom and against alt claims, demanas. and causes ol action ol every KinG and characier ansing duecily or indirectly rom ai other poiivhion ot
contamination which may occur dunng the conduct of agerations hereunder, inCluding but NOt hmited 1o, that wich may rasult from fire. biowout
Cratenng. seepage of any other uncontrolled Mow of oil, gas. water Or othar SuDSIance. as well 3s. Ihe use or disposition of O« emuision. il base or
chemicaily treated dnliing Huids, cuttings of g$. 10St CIrCuUIatON and hsn recovery matenais and fluids.

{c) In the event a thurd party commits an act of OMISSION wICh resuits In POIlutioN Of contamnation 1or which either Contractor or Oserator for
Wwhomm sSuch party 18 DerfOrmIng work, is held 10 be iegalty hable. the tespansibiiity theretor Shal be considered. as Detween Contiactor and Operator. 10 De
the same as if the panty lor whom {he wor was performed had performed the same and all of the obhigalions respeciing delense. indemnity. Noiding
harmiess and lim.1aLon of responsibihity and habikity, as set 10fth 1n (2) and (D) abOve, 3nail De specCitically apoied.

14.12 Conseguential Damages: Neither party shall be liabte (0 the other for indirect or tial gamages resuiting from ar ansing out of
ttus Contract, including, withoul imitation, 1038 of prolit of dBusiness interfuplions, however Same May dbe caused.

14.13 Indemnity Odligation: Except as otherwise exprassily limited herein. it 1s the intent of parties hereto that ail incemnity obiigations ang.or
liabitities assumed by such panties under terms of trus Contract. 1INCIuding. wthout Umitaton. paragraghs 14 1 IRough 14,12 Nerect. Be without LMt argd
without regard 1o the Cause O causes thereot (nciuding pre-exiSUNG CONAILIONS). 1Ne uNSeawortniNess af any vessel or vessels. Stnct adiity. ar the negr.
gence of any party or parties, whetner such neghigence be sole. joint Of CONCurrent, active or passive. The terms ang provisions Of 0aragrasns 14 1 tnrough
14.12 snail have no apphcalion 10 ciaims or causes of achon asserted againsi Operator or Contraciar by reason ol any agreement of indemnity with a per-
$0n r entity nat a party hereta,

15, NO WAIVER EXCEPT IN WRITING:

tt ig tuily understood and agreed that none of the tequicemants af thus Cantract shalt be considered a5 waived Oy esther party yniess the same 1S done
in writing, and then only Dy the persons sxecuting this Contract, of other guly authorized agent or represantative ol the parly.
16. FORCE MAJEURE: -

Neither Operator nor Contractor shall be iadie to the other for any deiays or damage or any failure to act due. occasioned of caused Dy reason of any
laws, rules, regulations or orders promuigaled Dy any Federal. Slate. or Local governmentai Dody Of the rules, reguiat:ons. Or orders of any puciic 00dy Of
otficiai purporing 1o exercise aulhonty or control respecting the operations covereo hesaby. INCIVGING the procurance of use of 100!S 3nQ PQUIDMENL. OF
due. 0ccasioned of Caused by sirikes. action of the elemenis. waler CONQILONS. (NaBility 10 ODIAIN Tuel Of OINEr CIMIC! Malenals. Or other Causes Devond
the controi of the party altectec iheseby. in the event 1hat either party Nereto 1S rencered urabie. whotly Of in Dart. by any ol thése causas 10 carry out 1ts
obhgation ynder trvs Contract, it 1§ agreed that such party shall give notice ana getails of Force Majeure in wnifing to the othes party as oromaliy as
poOsSs:bie after 11S cCcufrence. In Such cases. the obligations of the panty giwing 1he nohice shall be suspenced gunng Ihe Continuance of any Madility 5O
caused except that Cperator Shall be obligated to pay 1o Contractar the Force Majeure Rate provided for in Paragrapnh 4.7 above.

17. INFORMATION CONFIDENTIAL:

Upbon writien request by Operator, information abtained dy Contractor in the conguct of drilling operatians on this well. including. but not hmiteg lo.
deptn. tormations penetiraled. the resuits of conng. teshng. and surveying. Shatl be considered conlicential and shail not be divuiged by Cantracior or fis
empioyees. 10 any person. hrm, or corparanan other than Dperator s desighaled representalives.

18. SUBCONTRACTS 8Y OPERATOR:

Operalor may employ other cONtractors 10 periorm any ol the gperations O services fo be Drovided or pertormed Dy ¢t accoraing to Exmidet A~
10. ASSIGNMENT:

Neitner party may assign thus Contract without the prior written consent of the other. and prompt nolice of any such intent 10 assign Shall be given to
1he other party. In the event of SUCH assignment. the assigming party shall Temain Habie 10 the otner Dany as a guaranior of 1he performance by lhe assignes

of the terms of this Contract. 1t any assignment i1s made (nat materially aiters Contractor s financial burden, CONtracir s COMPENSanion SNaii D aC,usied
1o give etlect 1o any increase or decrease in Contracior's operating costs.

20. NOTICES AND PLACE OF PAYMENT:
All potices 10 be given wilh respect 10 this Contract unless otherwise provided lor shali De geven to the Cantractor and 10 Ine Operator respective’y al

the addresses hereinabove snown. Ail sums payabie hersunder to Contraciar shall be payadie & s adoress hereinabove SNOwn uNIess Otnerwise
specified neren

21 SPECIAL PROVISIONS: ~ Refer to the Agreement for any items left blank.

SEE ATTACHED PROVISION SHEET

22. ACCEPTANCE OF CONTRACT:

Tne toregoing Contract 18 agreed to and accepted by Operator this gay ot 19
OPERATOR: HNG OIL COMPANY L
8y
Titis _
The toregoing Contract 15 acCedied Dy the undersgnes as Conracion ths say ot A _— e

whiZh (s effective gate of s agreement SudECt 10 NG JvaidDiily AND SUDIEC! 10 a1 Of 11S 18rMS AN DIOVIS/GNS wilM IAE UNJE SIANT =5 = 3° L7 €58 $4 2

Contract 1s thus executed by Operator withun days ot the above date CoNniractor $hall be s NG Manne: DOUND Dy 1S § 3Rl /e 'neec ]

conTAACTOR. __PARKFPR DRITIING COMPANY 1TD
By _ e e

»
Titte
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SPECIAL PROVISIONS

1. Rig supervisory personnel namely (1) toolpusher and (2) drillers
shall not be changed without consent of the Operator. In the event
of any emergency or illness of its driller which prevents the
driller from performing his duties, the toolpusher will be on the
rig floor with the relief driller until such a time as the relief
driller has been properly trained in blowout control and other
specified techniques.

2. All drill pipe to be inspected by Tuboscope with Sonoscope standard
inspection for Tuboscope #2 drill pipe plus special pin end area
inspection immediately prior to use in this well.

3. Daywork rates include two full time toolpushers for 24 hour well
supervision.

4. In the event high angle’ (above 7°) or hot holé deivation survey
tools (Totco) are required, Operator will pay an additional charge
over anfl above the Contractor's normal expense for conventional
instruments.

5. Total compensated time to nipple up and test blowout preventers not
to exceed 18 hours starting from the time casing is cut off or
slips are set.

6. Blowout preventers (with the exception of Hydril) will be tested to
the working pressure of top flange on wellhead or sponl.

7. In the event of a general insurance and/or wage increase in the
drilling industry, Operator shall reimburse Contractor for the
actual cost of the increase.

8. When o0il base drilling fluids are utilized, Operator agrees to pay
Parker Drilling a sum of $150.00 per day.

9. HNG agrees to reimburse Parker Drilling for New Mexico Gross
Receipts tax.

Initialed by the
Parties as correct: For Owner For Contractor
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Revised Janysry, 1882
EXHIBIT “A™

To Daywork Contract dated .19
Operator HBNG OTL COMPANY Contractor _ PARKER DRILLING COMPANY

Well Name and Number

SPECIFICATIONS AND SPECIAL PROVISIONS
1. CASING PROGRAM (See Par. 7)

Size Weight Approzimate Setting Depth
Conauctor in. . s /11 ft
Surace w. _As Directed by HNG bs./ . f
Protection n. s et
Ol Stining in. s,
Liner in. los. /1t ft.
Tubing in. tos./tt, it
2. MUD CONTROL PROGRAM (See Par. 8.2)
Depth intervai
(.} Weight Viscosily Water Loss
From To Type Mud {Ibs./gal) (Secs) (ec)
As Directed by HNG
Other mug specilications:
» ~ 3. INSURANCE (See Par. 13) Per the Agreement
. 33 Adoguale-Woskman s D AL ARSULINES LT AGwIE S1226 L aws-APRALCADIe-O Mol cecs laabiltu lns. o

ance with hmits of §

coverning all of Contractor's employees working under thrs agr,
3.2 Comprenensive Pubhic Liability insucance or Pubhc Lrabiity insurance with bmits of §
death or injury of any one person and § tor each accident
3.3 Comprenensive Public Liability Property Damage Insurance or Public Liabtiity Pro;
of § for each accident and §
3.4 Aytomobiie Pubtic Liabiity tnsurance with hruts of §
s for each accigent. and Autom
of $ for eacn accigent

3.5 In the event gperations are over water, firactor shall carry 1n adaion to the Statutory Workmen's Compensation
Insurance. engarsements cover Taouity under the Langshoremens & Harbor Workers Compensatian At and
Maritime habiiity inciu mairtenance and cure with hmits of §

person and § tor any one actident

1t
for the

Damage Insurance with imits
regate per policy

for the geath o¢ injury of each person ana
ubltc Liability Property Damage insurance with hmits

for geath or iury 1o one

4. EQUIPMENT, MATERIALS AND SERVICES TO BE FURNISHED BY CONTRACTOR:

The machinery. equipment. toQls. matenats, supphes. instruments. services and lanoe herernatter ksted. including any

transportation requtred tor such Hems, snait be provided at the tocation at the expense ot Conltractor uniess otherwise notec
hereon.

4.1 Drilling Rig:
Comptete dnilling rig. designaied by Contractor as his Rig No.
Drawworks: —___ See Arrached Inventory Sheet
{Make and Model)

. the major items of equipment being

Engines: Make, Model. and H.P.
No. on Aig
Pumps: No. 1 Make. Size. and Power
No. 2 Make, Size, and Power
Mud Mixing Pump Make, Size. and Power
Boners Number. Make H P and WP,
Dernck or Mast: Make, Size, and Capacity

Substructure Size and Capacity
Rotary Drive Type
Dril Pipe. Size n. ft.. Size n ft
Onil Collars: Number ang Size
Blowout Preventers

Size Series or Test Pr. Make & Modet Number

8 O P Closirg una
8 O P Accumuiator

(Daywoex Cotract — Exnoit A — Page 1,
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4.2 Derrck imbers. Revised January, 1982
4.3 Normal strings of drill pipe and drill cotlars specified above.

44 Conventionai anft indicator

45 Circulating mud pus

4.8 Necessary pipe racks and nQging up matenat

4.7 Normat storage lor mud anc chenncals.

4.3 4 )

4.9 {(2) Toolpushers far 24 hour supervision
4.10 Toolpushers trajler

4N

4.12

4.13

4.4

4.15

418

4.17

S. EQUIPMENT, MATERIALS AND SERVICES TO BE FURNISHMED BY OPERATOR:
The machinery. equipment. 1001S. matenais. supphes. instruments, services and labor hereinatier histed. including any

transponation required {or such items. shali be provided at the jocation at the expense of Operator unless otherwise Noted

hereon,
$.1 Furmsh and maintain adequate roadway and/or canal 1o locaton. nght-of-way, inciuding nghts-of-way lor fuel ang
water ines, nver Crossings. Mghway crossings, gates and cattle guards
8.2 Stake location, ciear and grade iocation, and prowide turnaround. including surfacing when necessary.
$.3 Testtanks with pipe and tithings
§.4 Mud storage tanks wilh pipe ang fitings.
5.5 Separator with pipe and httings
5.6 Labor to connect and aiscannect mud tank, test tank, and separator.
5.7 Labor to disconnect ang clean test tanks and separatoc.
5.8 Dniling mug, chemicals. iost Circulahon matenals and other additives
5.9 Pipe and connections for od Circuiating lines.
5$.10 Labor to lay, bury and cecover od circuiating hines.
- - 5.11 Driling bits, reamers. reamer cutters, stabitizers and special 1ools
-3 ) $.12 Contract ishing 1004 services and tool rental. N
5,13 Wire Line core Dits ar heads and wire lne core catchers if required.
5.14 Conventionai core bits and core catchers. .
- 5.15 Diamongd core barrel with head
.- _ _; $.16 Cement and cemenung service
-2 - 5.17 Etectrical ang Gamma-Neutron anr Micrp 10gging services
$.18 Directionai cahper. or other special services -
5.19 Gun or jet perferatng services
5.20 Explosives and shooting devices
- T $.21 Formation testing. hydraubc fractunng. acidizing and other retated services
- §.22 Eaquipment 1or arill stem testing
) §.23 Mud l0gging services
5.24 S:dewali conng service
§.25 Wetding service lor welding bottom joints of casing. guide shoe, fioat shoe. float collar and 1n connection with in-
stathng of well neag equipment it required
$.26 Casing. tubing. hines, screen, {loat coliars guide and float shoes ang associated equipment.
5.27 Casing scratcners and centralzers
(' 5.28 Well head conneclions ano all equipment t0 be instalied in or on weli or on the prermises {or use In connection with
. testing, compietion and operation of weil
— §.29 Soecia! or added storage for mud ang chemicals
. e 5.30 Casinghead. AP! senes. 1o conform 1o that shown for the biowout preventers specitied in Paragraph 4 1 above
= - - 5.31 Blowout preventer testing packott
- $.32 Casing Threagd Protectors and Casing Lubricants
. 8.33 _Cemenr pad for rig substrucrure
. - . 534 _All drill string inspecrions, this includes drill string inspections
! 5.35 at the termipnation of the well,
e . 536 _Rataring head & rubhers
. : LT s37 _Corrosion control inhibitors.
538 Degasser, desander, desilter,
539 _24 hour communication,
5.40
S5.41

6. EQUIPMENT, MATERIALS AND SERVICES TO BE FURNISHED BY DESIGNATED PARTY:

The machinesy, equipment. toals, maternals, supphes. Insttuments, services. and labor listed as the (ollowing numsdered

items including any Iransportation required {or such items uniess otherwise specihied. shall be provided at the localion ang at

the expense of the party hereto as designated by an X mark in the appropriate column.

To Be Provided By and
Al The Expense Ot

Hem Operstor Contractor
6.1 Cellar and runways . X
6.2 Fuel {located at X
6.3 Fuel Lines {length X
6.4 Water at source. including required permits X .
8.5 Water well. iIncluding reQuIted DBIIMIIS ... i evaiiiinncansaronns b A
6.6 Water hines. InCluding reQUITEd DEIMITS ... .. . iueiuevonnaneennns X .

6.7 Water storage tanks €apacny . ..o ceas
6.8 Labor 10 operate water weli Of water pump
6.9 Maintenance of waler well il required

6.10 Mais 1or engines and boiiers. Of MOLors and mud pumps

6.11 Transportation of Contractors property

move n ... Actual . Cost.. .. ... ...

Move oul .. Actual Cost.......
€.12 Matecais 1or poxiNg 1IN nig and gerrich
6.13 Soeca: sinngs ol andi pipe and dnii ¢21ars as 1oltons
...Drill pipe larger than 3" and smaller _ _ X

_ .than 33", includiog. appropriate_collars .
..and_handling toals

(Dayworn Contract — Eanpr A — Page 2,
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6.14
6.15

6.16

617

¢.18
8.18
€.20
| 3]
6.22
6.23
.24
6.25
6.26
8.27
6.28
6.29
6.30
&N

Sl %7

6.33
6.34
6.35
6.36

6.37
6.23
6.39
6.40
5.4%
.42
6.4

6.44 Misc, SAngpqreacion expenses above initial move.

Item (Continued)

Kelly (01nts. subs. efevators and shps for use with special drill pipe .. ..

Revised Jaauary, 1982

To Be Provided By And
At The Expense Ot

Operaior Coniractor

X

Deili prpe protectors for Keily jownt and sach soint of gritl pipe
running inside of Surface Casing as required.
for use with normat strings of ani pipe

Onilt pipe pratectors tor Keliy joint and dnill prpe runming
nside ot Protection CasiNg ..........oooiiiiiiiniioeiinianinnnan.

Conng reet with wire hine of sulticient lengtn tor conng at maxmum
dgepth specitied 1n Contract ... et eaceiee e b eaae

Wire ine COre DArrel .. .. . i i i iiiiii i ia e

Convenlional COfe BAMel .. ... .. . iiiiiiiiiiiirirainrinaarenas

pa P2 b P B

ul

Rate of penetration recording gevice

£xtra labor for running anc cementing casing

Casinglools ... ittt

Power casing tongs

TUDING 10018 .. i ettt

Power tuing tong .......... e ettt ttreatvatennentnaiaeans

Swabbing unit with swabbing line

Swab

Swab rubbers ..... B et tieiaiiea et iaiaiacaaanes

Crew Boats. Number

Service Barge .. .. .o et i e

Service Tug Boat

Helicopier service .

Rat HOIE . i e it

Mouse Hoie

Reserve Pits .

Erect ang Dismantie Derrick

L ol R e R A L = =R B 2 Pl Sl e

Upper Kelly COCK oot i iiie st ecaireasannaas

Driing hole for or driving fcr conductor pipe ... .. .oooiaee....

Charges cosi of pongs for pudhc raas

202 Hydril

P > be

Safety valve rto fit all drill pipe having
ID _equal to or larger than drill pips

7. OTHER PROVISI

Signed by the
Partses as correct:

For Contractar .

For Operator .

Dayui-» COtrasr =~ Eamz A4 - paze 3
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EXMIBIT “B” Revi3eo January, 1982
(See Psragraph 0.3)

1. EQUAL EMPLOYMENT OPPORTUNITY

A. Operator is an Equat Opportunity Employer. it 1s agreed as 3 condition of this Contract that uniess any or alt work
performed hereunger 1s exempt under Executive Oroer 11246 (30 Fed Reg 12319) as amendeq. or under the ruies and
regulations 1ssued thereunder, dunng the pertormance of this Contract. the Contracior agrees as foliows:

1. The Contractor wiil not discriminate against any emptoyee or applicant for employment because of race. rehgion. color,
sex or nationai angin. The Contractor will taxe altirmative action to ensure trhat apphicanisare empioyed. and that empioyees are
treated during empioyment, withoul regard to their race. reiigion. color. sex of national origin. Such action shail include, but not
be himited 10 tne following: Empioyment. upgrading. Cemotion. or transfer. recruitment or recruitment advertising: layatt or
termination. rates of pay or other forms of compensation, and selection for traiming. including apprenticesmp. The Conirastor
agrees 1o Post In coNsOicuQus places. avanabie 10 empioyees and applicants 107 employment, notices Lo be provided by the
contracting othicer seting fortn the provisions of this noNaIscnmMiINalion clause

2. The Contractor will. in all solicitations or aavertisements tar emptoyees ptaced by or on behail of the Contracior. state
that alt quaiified applicants will receive consigeration tor empioyment witnout regard to race, reiiqion, color, sex or nationat
ongin.

3. The Contractor will send to each tabor union or representative of workers with which he has a collective barganing
agreement or other contract or understanaing, a Notice to de provided by the agency contracting ofticer. 80vising tne 1apor
unIon or workers representative of the Contractor's cammutments unger Section 202 of Executive Order 1124601 Septemper 24,
1965, and shail post copigs of the notice 1n conspicuous piaces avaabdle t0 employees and apphcants for employment.

4. The Contractor will compiy with alt provisions of Executive Order 11246 of September 24, 1965. and of the ruies,
reguiations, and relevant orders ot the Secretary of Labor.

S. The Contractor will furnisn ali informauan and reparts required by Executive Qrder 11246 of September 24 1965 and By
the rules. reguiations, and orders of the Secretary of Labor, or pursuant thereto, and wiil permit access 1o Nis BOOKS, records. and
accounts by the contracting agency &nd [he Secretary of Labor tor purposes of Investigation to ascertain compliance wiin such
ruies, regulations, and orders.

6. In the event of the Contractor s noncompliance with the nondiscrimination clauses of this Contract or with any 3! such
fules. reguiations. or argers. ths Contract may be cancelied. terminated. of suspended in whole or in part anc the Contracior
may be dectared ineiigibie for turther Government contracts 1 accorgance with procedures authorized in Executive Orcer
11246 of September 24. 1965 and such other sanctians may oe imposed and remedies 1nvoked as pravided 1n Executive Orcer
11246 ot September 24. 1965, or by rule. regulation, or orcer of the Secretary of Labor, or as otherwise provided by law

7. The Contractar will inciude the provisions of Paragraphs 1 througn 7 in every suocontract or purchase order uriess
exemptec by rules. regulations, or orders of Secretary of Labor issued pursuant to Section 204 ot Executive Order 11246 of
September 24, 1965. 50 that such provisIcns wiil be biINding UPON each subcontractor of vengor. The Contractor wiil take such
2chion with respect to any sudconiract or purchase order as the contracting agency may direct as a means of enforcing such
provisions INcluding sanctions for noncampliance. Provided. hawever. that in the event the Contraclor becomes invoivedin. ot
is threatenea wuh Litgauion with 3 suBcontractor of vendor as a result Of such direction by the contracting agency. the
Contractor may request the Uniled States 1o enter 1nto such ihgalion 1o protect the interests of the United States.

B. Flling Standard Form 100 (EEO-1) and Development of Aftirmative Action Program.

1. Contractor acknowiedages tnat he may be required to file Stangard Form 100 (EEO-1) promuigated jointly by the Ottice of
Federal Contract Comphance. tne Equal Empioyment Coportumty Commission and Plans for Progress withen thirty (30) days of
contract awarg, if such report has not been filed for the current year ang otherwise COMpIy with or file Such Other compliance
feports as may be requited under Executive Order 11246, as amenoed and Ruies and Reguiations adopted thereunde’

2. Contractor turther acknowledges that he may be required 1o Oevelop a written affirmative aZtion Compliance orogram as
requsred by the Rules ana Reguilations approvea by the Secretary of Labor under authority of Executive Order 11246 ang suoaiy
Operator with a copy of such program it Qperator so requests

C. Nonsegregated Facillties.

Contractor certhies that he goes not mawmtain or prowide for his empioyees any segregated faciities at any of ms
estabiishments. and that ne goes Not permit vis empiovees (0 perform the:r Services at any I0caton, under Ms Control. where
segregated factiihies are maintained Me Certiies further that ne will not maintain or provide 1or nis employees any seqgregaied
faciibes at any of his estaphshments. and that he will Not permit ms empioyees to pertorm their servicas at any location, unaer
fus controi. where segregated facilities are maintained Contractor agrees that a breach of hus certification is a violation of the
Equal Opportunity Clause n this Contract As used tn trus certbication. the term “segregated facihihes” means any waiung
rooms. work areas. rest f00ms and wash rooms, restaurants and other eating areas. ime clocks, locker rooms and other s:orage
Or gressing areas. parking tols, drinking fountans. recreation of entertainment areas. fransportation and housing faciities
provided tor empioyees whiCh are segregated by exphicit direclive or are in tact segregated on the bas:s of race. color, religion,
sex. age or nauona! ongmn, because of habit, locai custom or otherwise: Contractor’'s policies and pracices must assure
appropriate physicai tacdites 1o both sexes He turther agrees that (exceot where he has ablained denticat ceriications from
proposed subcontractors for specific time perioas) he will obtain identical certifications from proposed subconiractors pnor to
the awarg of sudcontracts exceeding $10.000 which are not exempt irom the provisions of Equal Opportunity Clause: that he witl
retain such certlicanons in hus files, and that he wiil forward the following notice 10 such propased subcontractors (excest
where the proposed subconiractors have submitied identical certifications for specific time peanods): “NOTICE TO
PROSPECTIVE SUBCONTRACTORS OF REQUIREMENT FOR CERTIFICATIONS OF NONSEGREGATED FACILITIES A
Cerufication of Nonsegregated Facihities as required by the May 21, 1968. orger on Elimination of Segregated Facilities. Dy the
Secretary of Labor (33 Fed Reg 7804. May 28. 1968). must be submitted prior 1o the award of a subcontract exceeding $18.000
which is not exempt from the provisions of the Equal Opportunity Clause The certification may be submitted eitner tor each
subcontract or {or all subcontracts gunng a penod (1.e., quarterly, semiannually. or annuaily}.”

D. Penaities

Contractor turther understands and agrees 1hat a breach of the assurance contained in Paragraphs A through C adbove
subjects it to the provisions of the Order at 41 CFR Chapter 60 of the Secretary of Labor gated May 21, 1968 In (he ever: of
Contractor s noncompliance with the nondiscrimination clauses of this Contract or with any of such rules. reguiatons or
orders. such noncomphiance shall constitute suthicient grounds. and the parties herelo agree 10 immeaiate cance!iahian of thes
Contract on the basis of such noncompiiance with no furtner obhgation whatsoever on the part of the Operator.

2 LISTING OF EMPLOYMENT OPENINGS

The uncersignea Contractor further agrees. if the value of any contract or purchase order s $2.500 or more that it witl be
bound by the toilowing provisions contained in 41 CFR 50-250 promulgated pursuant to Executive Order No 11701
A. The Contractor. 10 provide speCiai empnasis 1o the empioyment of Qualihed thisadied veterars ang velerans of the Vietnam
€r3. agrees that ali suitable empioyment opermings of the Contractor which exist atthe time ot the execut:on of this Contract ana
those which occur dunng tne performance of this Cantract. INCluding those NGt generatec by this Contract and includ.ng tn3se
occurnng at an estadhshment of the Contractor other than the one wheresn the Contractis beng performed but 8xciuding i~ 2se
of ingependently operaled corporate atfihates shall e offered for ksting at an aporopriate 1I0cal office of the State empio, men:
Service System whnerein Ine 0peMING OCCUrS ANO 10 DFOVIde SUCT repOnsSto such iocatoitice regarding empioyment ope~.ngs ans
fures as may De required Prowidec Thatthis provision shait not apoiy 1o opemings wnich the Contractor hills 11om within tne
Contractor s argamization or are filed purfsuant 10 a CuSlomary and traditignal empigyer-yaisn rieng arrange e~

B. Lisiing of employment Openings with the employment serviCe syslem pursuant 1o this clause shall De made ac ‘eas’
concufrently with the yse Of any otner recruilment service or eHort and snail invoive Ne NOrmal ObHGAtANS when attass i2
placing of a bonatide |0D Order 1nNCIlUCNG INe acceptlance of reterrais of veterans ang nanve'erans The 'ShNg ' e~z o, ~a=r
openings goes not require the Niring Of any particular )00 apphcant or trom any particuiar grous 0* S5 apPLCants o=~ ~21- =3

4
hese:n 18 inte~ged to reieve Ine Coniractor trom any requirements in any Executive Orgers or regulato=s res¥ T3
nNONQiSCHMnation in emptoyment

(Daywork Contract — Exhibit 87}
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PARKER DRILLING COMPANY

RIG 7

DRAWWORKS

Ingersoll-Rand 1500 SCR electric trailer-mounted unit with a
1,500 HP single drum and 1-1/4 in. drilling line.

Ross Hill SCR unit with two (2) Cat D-398 engines running two
(2) Kato 800 KW generators.

MAST AND SUBSTRUCTURE

127 ft. telescoping mast with a hook load capacity of 715,000
1bs. with ten (10) lines on a 22 ft. floor height substructure.

TRAVELING AND ROTARY EQUIPMENT

1. McKissick 350 ton block/hook combination;

I DRIVE GROUP

\ 2. Gardner-Denver 400 ton swivel;
I 3. Gardner-Denver 27-1/2 in. rotary table.
MUD SYSTEM-- -
I 1. One (1) Ellis Williams 9W1000 1,000 HP triplex mud pump
unitized with a General Electric 752 single electric motor;
I 2. Demco single tandum shale shaker;
3. Demco desander with two (2) 12 in. cones:
I 4, Demco desilter with eight (8) 4 in. cones;
I 5. Mud house (20 ft. x 10 ft.);
6. Two (2) mud tanks with 640 bbls. total capacity which
includes shale tank, mixing tank, two (2) agitators in the
I suction pit and one (1) agitator in the shale tank.
WELL CONTROL EQUIPMENT
I 1. N.L. Shaffer 13-5/8 in. x 5,000 1lbs. spherical BOP with
10,000 1b. bottom flange;
I‘ 2. N.L. Shaffer 13-5/8 in. x 10,000 lbs. single BOP;

3-10



Parker Drilling Company
Rig 7
Page 2

WELL CONTROL EQUIPMENT (Cont'd)

3. N.L. Shaffer 13-5/8 in. x 10,000 lbs. double BOP;
4, N.L. Shaffer 160 gal. accumulator with remote control unit;

5. N.L. Shaffer 4 x 2 x 10,000 1bs. choke system on
adjustable stand;

6. Gasbuster (30 in. diameter x 11 ft. high).

INSTRUMENTATION

1. Automatic driller;
2. Mud gauge assembly;
3. Tong torque gauge;
4. Rotary table rpm tachometer;
5. Rotary torque gauge;
6. SPM tachometer; -
7. Weigﬁtwi;d;é;t§rgr

DRILL STRING ~

1. 12,500 ft. of 4-1/2 in. 16.60 1lbs. grade E drill pipe;
2. 8 in. and 6-1/4 in. drill collars; |
3. Related handling equipment.

OTHER EQUIPMENT

1. Air hoist;
2. 300 bbls. fuel tank;

3. 500 bbls. water tank;

4. Crown-0-Matic;
5. Wire line unit;
6. Winterization.

3-11




PARKER DRILLING COMPANY
EQUIPMENT INVENTORY

RIG #38

ITEM DESCRIPTION
DRAWWORKS National 100M
COMPOUND National 3 Engine
ENGINES 3 Waukesha LRZ (412 H.P.)
MAST L.C. Moore 136' 960,000# GNC
SUBSTRUCTURE L.C. Moore 20’
MUD PUMPS OIlwell 1000P (Primary)

EMSCO D-700 (Standby)

MUD PITS 3 ; 8' x 8' x 40’
TRAVéLING EQUIPMENT 350 Ton
ROTARY TABLE EMSCO 27%
WATER TANKS 4 - 500 BBL.
BOP'S 5,000# and 10,000#
DRILL PIPE. - 3-1/2", 4-1/2", 5"

DRILL COLLARS

MISCELLANEOUS

4-3/4" - 9"

Automatic Driller
Drilling Recorder
Trailer House
Crownomatic

Wire Line Unit
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PARKER DRILLING COMPANY
EQUIPMENT INVENTORY
RIG #7

Drawworks: Ingersoll Rand 1500FE SCR electric trailer mounted unit with single
drum 1500 h.p. & 14" drilling line.

Drive Group: Ross-Hill SCR unit with 2 Cat D-398 running 2 Kato BOOKW generators.

Mast & Substructure: 127' telescoping mast with a hookland capacity of 715,000 1bs.
on 10 lines and a 22' floor height sub. 18' vertical clearance.

Traveling and Rotary Equipment: McKissick 350 ton block/hook combination, Gardner
Denver 400 ton swivel, and Gardner Denver 27" rotary table.

Mud Systems: 1. Main Pump: One (1) E11is-Williams 9¥1000, 1,000 H.P. Triplex
mud pump utilized with GE 752 single electric motor.
Auxillary Pump: Gardner-Denver PZ-7 - 750 H.P.
Demco single tandum Shale Shaker.
Demco Desander with 2-12" cones.
Defmco Desilter with 8-4" cones.
Mud House (20' x 10') )
Two (2) mud tank system: 640 total bbls. capacity which includes
440 bbls. working mud; 100 bbls. Shale tank; 100 bbls. mixing tank;

Two (2) mud agitators in the suction pit and one (1) mud agitator
in the Shale tank

NoOYOVDWN
. * - . - -

Well Control Eguxpment’

. 13-5/8 x 5,000 1b. W.P. Shaffer Spherical BOP with a 10,000 bottom
flange.

[

2. 13-5/8 x 10,000 1b. W.P. Shaffer single BOP.
3. 13-5/8 x 10,000 1b. W.P. Shaffer double BOP.
4. N.L. Shaffer 160 Gallon Accumulator unit with remote control unit.
5. N.L. Shaffer 4 x 2 x 10,000 choke system on an adjustable stand.
6. Gasbuster 30" 0D x 11° high.
Instrumentation:
1. Automatic Driller
2. Mud Gauge Assemble
3. Tong-Torque Gauge
4. Rotary Table RPM Tachometer
5. Rotary Torque Gauge
6. SPM Tachometer
7. HWeight Indicator

Drill String:

1. 10,100' 3" 15.50# grade E

2. 5, 500" 3" 15.50# grade X-95

3. Twenty Two (22) 4-3/4" drill collars
4. Related handling equipment

Other Equipment:

1. Air Hoist 5. Wireline Unit
2. 500 bbl. water tank 6. MWinterization
3. 300 bbl. fuel tank
4.

Crown-0-Matic
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PARKER DRILLING COMPANY
EQUIPMENT INVENTORY

R;g f38
ey | DESCRITTION )
' DRAWWORKS National 100M
COMPOUND National 3 Engine
ENGINES 3 Waukcsha LRZ {417 H.P.)
MAST L. C. Moore 136" 960,000% GNC
SUBSTRUCTURE - - L. C. Mooxe 20 _
MUD PUMPS oziwezz 1000P (Primany)
- EMSCO D-700 [Szandby)
MUD PITS

_ 3-8 X&' X 40
TRAVELING EQUIPMENT

360 Ton 4
ROTARY TABLE | | EMSCO 27% -
WATER TANKS - ) 4 - 500 BBL.
BOP'S 5,000¢ and 10, 000"
DRILL PIPE 30 gy, 5
DRILL COLLARS 4-3/4m - gn

MISCELLANEOUS | Automatic Dniflen

Dnilling Recorder
Trailen House
Croumomatic

Wine Line Unit
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EXHIBIT 4"
CONTRACTOR FURNISHED SERVICES AND MATERIALS

Services and Materials

Price

Completion Rig - Day Rate/*#=
Mud, chemicals and services : *
Cement and services *
Drillstem and wireline test A *
Logging *
Perforating . . %
Acidizing and frag;uring - ' *
All packers | - *
Reamers aﬁd stabilizers o *
Contractor program management, technical and **
administrative services, field supervision
and personnel, and associated overhead to the
extent not already included as part of the Day
‘Rate for Drilling and Completion of Wells or as
part of the service being provided.
Equipment rentai ) *
Pipe rental (drillpipe and collars) %
Casing crews *
Fishing tools s
Wellhead equipment *
Tubulars and inspection *
Production equipment ' *
*  These items shall be debited to the Payout Account at Parker's actual out of

pocket costs (at current competitive market prices) plus twenty percent (20%).
%k

These items will be debited to the Payout Account on the hasis of actuat
out-of-pocket expenses incurred.

**% My Rate plus twenty percent (20%) where third party rig is utilized.

/52345/
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EXHIBIT "5"

OTHER CHARGES

Roads and locations

Reserve pits

Contract labor (roustabout, welding, etc.)
Transportation and hauling e
Rathole and mousehole

Piledriving ,

Fuel, water gnd power

Rig move

Bits

N REN N B SN S Y | ..oy

Coring and analysis

—
—~—

Swabbing
Miscellaneous supplies

Insurance and -bonds

s

/5266S/
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EXHIBIT "6"

LIMITED ASSIGNMENT OF OIL, GAS § MINERAL LEASES

THE STATE OF NEW MEXICO §
: §
COUNTY OF §

HNG 0il Company, a Delaware corporation‘(herein called "Assignor"), for a valuabie
consideration to Assignor paid by Parker Drilliﬁg Company ("Parker") (referred to
herein as "Assignee'), the receipt’and sufficiency of which is hereby acknowledged,
does hereby GRANT, BARGAI§, SELL, CONVEY, ASSIGN, TRANSFER, SET OVER and DELIVER unto
Assignee‘a mineral interegt (sometimes referred to as the '"leasehold Estate') in and
to the leasehold estate and working interest created by, found in and covered by the
oil, gas énd mineral leases described in Exhibits______ through  attached nereto
and made a part hereof for all purposes (the 'Leases"), insofar as the Leases cover
and extend to the depth interval specified below in the tracts dgscribed
in said Exhibits __ through _ (the ”Lands”);ﬂémgﬁhfiﬁg tﬁe‘eigﬁty-five percent
(85%) of Assignor's right, title and interest in and to (i) the Leases insofar as the
Leases cover the Lands, (ii) all of the oil, gas and other minerals in and under that -
may be produced and saved from the Leases, being one hundred percent (100%) of the
gross production attributable to Assignor's interest from the Leases and Lands, (iii)
all amounts paid or payable as the gross proceeds from the sale of such oil, gas a;d
other minerals sold as such, (iv) all amounts paid or payable under any processing
agreement or by virtue of any processing operations or from any other source as the
net wellhead value of the liquefiable hydrocarbons contained in such.gas, and (v) all
amounts paid or payable under any processing agreement or from any other source on

account of the utilization of such gas for plant fuel and shrinkage, wuntil "payout' as
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provided for in the Agreement dated , by and

between Assignor and Assignee (the ''Agreement”), at which time this Limited Assignment
shall terminate.

A proportionate interest in and title to any equipment, facilities or other
personal ﬁroperty that may now be upon the lands, or that may hereafter be placed upon
the lands, is included within the Leasehold Estate conveyed by Assignor.

The Leasehold Estate assigned herein is limited to the depth interval from the

surface of the ground to the total depth drilled in the Well.

TO HAVE AND TO HOLD the Leasehold Estate unto Assignee, its successors and
assigns, which interest sﬂall continue and remain in fuli force and effect for the
term provided herein.

This Limited Assignment of 0il, Gas and Mineral Leases is made subject in all
respects to the terms and conditions of the Agreement and the Contract Documents (as
such term is defined in the Agreement). Upon the termination of the Leasehold Estate
in accordance with the terms hereof and of the Agreement as provided above, Assignee
shall execute, upon request, such instruments as may be necessary Or 4ppropriate to
evidence such fact of record. | )

No pipeline company or other person purchasing or taking or processing oil, gaS‘dr
other minerals produced from any of the Leases or Lands shall be required tg' take
notice of or keep informed as to the termination of the Leasehold Estate.until the~
actual receipt by it of written notice ffom Assignee advising it of such termination
or change.

While the Leasehold Estate granted herein remains in force and effect, Assignor

will, at its own expense, at recasonable periods, upon rcquest of Assignee, furnish to

—

Assignee reports concerning the productivity and longevity of all or any wells in

which Assignee has an interest hercunder, or any unitization or pooling agrcement to

which any of such wells may hereafter become subject, and the quantity of oil, gas and
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other minerals recoverable theréfrom and the projected income and expense attributable
to such wells and the expediency of any change in methods of treatment and operation
of any such wells; of proposed new drilling or development on any of the Lands; of any
proposed abandonment of a well; of any proposed plugging of any well and reopening the
same at a different level; of any proposed method of repressuring; or of any other
proposed action, the decision as to which may increase or reduce the volume of oil, |
gas or other minerals ultimately recoverable from the Leases and Lands, or the rate of
production therefrom, or which may shorten or prolong the period of time required for
the liquidation of the Leasehold Estate.

Assignor will cause to be afforded to any one or more representatives of Assignee
the opportunity at any reasoﬁable time to make such inspection as such representatives
shall deem proper of the Lands and the wells located thereon, and will furnish to
Assignee, if and wnenever requested, such detailed information as Assignee may request
concerning such wells, the operation thereof, and the production and processing of oil
and gas therefrom. Further, Assignee will furnish a monthly report to Assignee, in
such number of counterparts as Assignee may request, showing the quantities of oil,

gas and other minerals produced from the Leases and lLands, the gross proceeds derived
therefrom, the taxes paid with respect thereto, the amounts paid as a consequence of
the Leasehold Estate, the numoer of wells operated, drilled and abandoned and such
otﬁer information as Assignee may reasonably request. ' -

All the covénants and agreements of Assignor herein contained shall be deemed to
be covenants running with the land and shall be binding upon all successors in
interest to Assignor and shall inure to the benefit of all SUCCESSOTS in interest to
Assignee.

The provisions hereof shall inure to the bencfit of and be binding upon the

respective successors and assigns of the parties hereto. All refercences herein to any

of the parties hereto shall include their respective successors and assigns.




Assignor covenants to specially warrant and forever defend all the interests
hereby assigned and conveyed unto Assignee, its successors and assigns, against every
person whomsoever lawfully claiming the same or to claim the same or any part thereof,
by, through, or under Assignor, but not otherwise.

This instrument is made with full substitution and subrogation of Assignee in and
to all covenants of warranty by others heretofore given or made with respect to the
Leases or Lands or any part thereof or interest therein.

Assignor and Assignee agree to execute such other and additional instruments as
may be necessary in order that Assignor and Assignee may fully enjoy all of the

i

respective rights herein granted

EXECUTED this the day of April, 1986, effective from and after the ) day
of April, 1986.

Address: HNG 0IL COMPANY
S08 West Wall Street

" Post Office Box 2267

Midland, Texas 79702 By:

THE STATE OF TEXAS §
§
COUNTY OF §

BEFORE ME, the undersigned authority, on this day personally appeared
, the o

of HNG Oil Company, known to me to be tiie person whose name is subscribed to the
foregoing instrument, and swore to me that he executed the same for the purposes and
consideration therein expressed, in the capacity therein stated, and as the act.and
deed of said HNG 0il Company.

GIVEN UNDER MY HAND AND SEAL OF OFFICE on :pril , 1936.

Notary Public 1n and tor the
State ot Texas

My Commission Expires:

/52425/

6-4



i

COPAS — 1

Recommended v

Cocurcn gt Petraie
KmAB® 601, 20,05 sure

o

Accountonis Socienies

EXHIBIT =7 "

Attached to and made a part of

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS
Definitions

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

*Joint Operations™ shall mean all operations necessary or proper for the development, operation, protection ar.
maintenance of the Joint Property.

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

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

“Non+Operators™ shall mean the parties to this agreement other than the Operator.

“Parties’” shaill mean Operator and Non-Operators.

“First Level Supervisors” shall mean those emplovees whose primary functior. in Joint Operatians is the direc

supervision of other employees and or contract labar directly employed on the Joint Property in a field operat-
Ing capacity.

“Technical Emplovees” shall mean those emplovees having special and specific engineering, geological or othe-
professional »xills, and whose primary function in Joint Operauons is the handiing of specific operatng cona:-
tions and problems {or the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable rexmbursable expenses of Operator's employvees.
“Material™ shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
~Controllable Material” shall mean Material whicn at the time is so classified in the Matenal Classification Manua.

Cal

as most recentiv recommerded by the Council of Petroleum Accountants Societies of North America.
Statement and Billings

Operator shall biil Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month. Sucr bills will be accompanivd Ly statements which 1€ent the author-
1ty tor expenditure. lvase or facthity, and ail (harges ang ¢rediti, summarized by uppropriaie classi: iuns of 1n-
vestment and expense except that ntemy of Coatrollable Material anc unusual charges and creci's snall be sep-
arately idenuined ond fully described in detail

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement. the Qperator mayv require the Non-Operators to advance theu
share of estimated cash outlay for the succeed:ng month’s operation. Opcrator shall adjust each monthly b;llms
to reflect advances received from the Non-Operators.

Each Non-Operator shal. pay 1ts proportion of all bills within fiftcen {13) dsys anter receipt. If pavment is no
made within such ume. the unpaid balance shall bear interest monathly at the rate of twelve percent {121, ) per
annum or the maximum contract rate permitted by the applicable usury laws in the state 1n whick the Joint
Property s Jocated. whichever is the lesser, plus attorney’s fces. court costs, and other costs in connection with
the coilection of unpaid amounts.

Adjustments ' -

Payment of any such bills shall not prejudice the right of any Non-Cperator to prolest or question the correct-
ness thereof; provided. however. all bills and statements readered to Non-Operators by Operator duninz any
calerdar year shall conclusively te presumed to be true and correct after twenty-four (24) months 1oliowsing
the end of any such calendar year. unjess within the said twenty-four (24) month period a Non-Operator takes
wrilten excepuon thereto and makes cla:m on Ofperator for adjustment. No adjustment favorable to Operstor shall
be made unless 1115 made within the same prescribed period. The provisions of this parasrapn shal! not p[c\'cnl
adjusimenis resulting {rom a physical inventory of Controllable Matenal as proviacd dfor in Scction V.

Audits

A. Non-Operator. upon notice 1n writing to Operator and ali other Non-Qpcerutors, shall h:.w- the "\Ll"
rator’s aceount: ard 1ecords reluling to the Jornt Account Jor any calendar yeur within
puriod following the end of suen catendar year, provided. however, the making ol
time for the taking of wrnitten exception 1o and the adjusiments 0! ZCCUURLS Jr PLOY
Section 1. Where tnere ure twa or more Non-Operators, the Non-Opetators shall muke every 1ea
conduct joint or simultancous audils 1n 4 muan which will result an o nurmmun: o ncon 1
tor. Operator shall beur no portion of the Non-Opetdton’ audit cost ancuried uider s paraclapl. Gicss g ev
10 by tne OUperator

auds Ope-
vealommunin
onTend the

Approval by Non-Opcrators

Where un approval ur other wpitement of the Partes by Non-neralois ir onitessiy
uons ¢f thiz Accounting Procroure snd it the aercement 1o which thi: Adccon AU BTN TR
nO CONLIGry Provimons in regard thetelo, Upetator shall notity G Non-Uperators o the Oerater »
the agreement or upproval of @ Mujulily i 1nterest 06 the Non-Upeistors stall Lo contrunntg v wie NutisOFet a-
tors.

1R S FUSSENLE I U S N
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1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

2.

o
b

Rentals and Royalties

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

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

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

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

B. Operator’s cost of holiday. vacation. sickness and disability benefits and other customary allowances paid
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Sectic
1I. Such costs under this Paragraph 2B may be charged on a “when and as paid basis™ or by “percentage as
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of th:
Section 1I. If percentage assessment 1s used. the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed bv governmental authority which ar
applicable to Operator's costs chargeaole to the Joint Account under Paragraphs 2A and 2B of this Sec
tion II.

D

Personal Expenses of those emplovees whose salaries and wages are chargeable to the Joint Account unde
Paragraph 2A of this Section 11

Employee Benefits

Operafor's current costs of established plans for emplovees’ group life insurance. hospitalization. pension. re-
tirement. stock purchase. thrift, bonus. and other benerfit plans of a like nature. apphcable to Operator's labo.

cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section Il shall be Operataor's acius

cost not to exceed twenly per cent (20¢¢)., or the maximum rate most recently recommended by tr

gﬂ-ﬁﬁ},l of Petroleum Accountants Societies of North America.

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Cnl
such Material shall be purcnased for or transferred to the Joint Property as mayv be required for tmmediate use
and is reasonaoly practicul and consistent with efficient and economical operations. The accurmuiation of sur-
plus stocks shall be avotded.

Transportation

Transportation ot employees and Material necessary for the Joint Operations but subject to the foilowing himita-
tions:

A. If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge sha..
be made to the Joint Account for a distance greater than the distance from the nearest rehazle suppiyv store

-- recognized bargze termnal. or railwuy receiving point where like material 1s normally available, univas agreec
to by the Parues.

B. If surplus Mater:al 1s moved 1o Operator’s warehouse or otner storage point. no charge shali be made to the
Joint Accuunt for a distance greaier than the distunce 10 ihe nearest reliable suppiy store. revuamized barge
termuinal. or rauway recciving po:nt unless azreed to by the Parties. No chiige snall Be made o the Joint Ac-
count jor moving Materisl to other properiies belonging tu Operator. unjess agreed 1o by the Parties.

C. In the application of Subparagrapns A and B above. there shall be no equaiization of actual gross trucking «ast
of KK or less excluding accessorial charges. .

S4 .
Services .
The cost of contract services. equipment and Glihities provided by outside sources. excep! services excluded by
Paragraph 9 of Section II and Paracraph 1. 12 of Secttor 111, The cost of professionai consuliant services and con-
ract services of technical personnel directly engaged on the Joint Property 1f such charges are exciuded from the
Overhead rates. The cost of protessionai consuliart services or contract services of dechnical persornnel not di-
rectly engaced on the Joint Property shall not be charged to the Joint Account unless previously azrced 1o by
the Parties.

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Accourt for use of Operator owned cguipment ané faci'siws al rates com-
mensurate with costs of ownersnip and operation. Such raies shall include cosis of maintenance, repairs. ot ver
operating expense. insurance. taxes. depreciation. and I1nterest on investment not to exceed ¢izht per cont {8¢5)
per annum. Such rates shall not exceed averase tommercial rates currently prevaibng in the :mniemate area
of the Joint Property.

B. In ,cu of charzes in Paragraph TA atove Operutor may elecl 10 Use GVEruge COMMUrciu mutes srevailinn i
the immedtate area of the Joint Property less 207, For sutomotive equipnmivnt. Operator muv vive! o Lise rates
published by the Perroleum Miote: Transpurt Assouauon,

Damages and Losses to Joint Property

All costs ur expenses neeessary for the rtenatr or replucenient of Jutnt Propeity -
auvs oF lurstsancurted by fue. Hooad, sturm faeitl, gecteent, of Oher culsC, ONCED those vl
gross neghboence oo walltual nusconauct. Operator shal furnsh Nos-Oparaior wilien notae o)
HICUITed as 500N 4> pracicable arter o ropurt tneice! har been dceccivea by Operator,

Legal Expense

Expense of handhinz, investicatineg and seetlin hitio: G Chaims g Nt
MU amounts Dad e settlement ol clauns incaties 1 o resagiting om o opoatens una
nectasaty to protect wr recover the Jort Progertv, except o o CRatoe tor setvices of Oga
ar fers OF eXPense of outmde altornes s stabl e muce Unidess prooviousiv a2tee @ o by the 0 :
eapense s cunsidered 10 Be envered by the overnead provisions of Scenon [ Wnless omnerne waiaor to Uy the
Parties. except us provided 1n Section L Paravrapn J

v Qrens g
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- . 10. Taxes

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

tion thereof, or the producuon therefrom, and which taxes have been paid by the Operator for the benefit of th
Parties. :

11. Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men’s Compensation and or Employers Liability under the respective state’s laws, Operator may, at its electior
include the risk under its self-insurance prograrm and in that event, Operator shall include a charge at Operator :
cost not to exceed manual rates. .

12. Other Expenditures
Any other expenditure not covered or dealt with in the foregoing provisions of this Section II. or in Section II!
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.
I 1I. OVERHEAD R
1. Overhead ~ Drilling and Producing Operations
: . i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall chargs
o ) dnlhing and producing operations on either:
. ( X ) Fixed Rate Basis. Paragraph 1A, or :
= { ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties. such charge shall be in lieu of costs and expenses of all office:
and salaries or wages plus applicab.e burdens and expenses of all persannel. except those airectly chargeabie
- under Paragraph 2A, Secuion Il. The cost and expense of services from outside sources i connection witn
matters of taxauon. traffic. accounting or matters before or involving governmental agencies snall be considerec
3s included in the Overhead rates proviced {or in the above selected Paragraph of thus Seciton ill unless sucn
cost and expense are agreed o by the Parties as a direct charge to the Joint Account.
ii. The salaries. wages and Personal Expenses of Technical Employees and or the cust of proiessional consultan:
services and contracl services of tecnnical personnel directly employed on the Joint Property shali () shal.
. not ( X) be covered by the Overhead rates.
A. Overhead - Fixed Rate Basis
' (1) Ogpecrator shall charge the Joint Account at the following rates per well per month:
t Drilling Well Rate $§__5,A27.00

Producing Well Rate S___583,00

(2) Apphication of Overnesd - Fixed Rate Baais shill be as foliows:
(a) Drnillirg Well Rate

- . [1] Crarges tor onshore drilling wells shal] begin on the date the well ts spuceed wnd ter
the cate tne dniling or compiction rg is released. whichever 1s later, excep: tnat no charge snail
be made during suspension of drilling operations for fifteen (13) or more consecutive days.

[2] Charges for oftshore drilling wells shall begin on the date when dnlling or completion vquipment

I arnives on location and termirate on the dale ithe drilling or complclion equipment moves off loca-

ng suspen-

P
tion or rig 1y reieased. wWhichever ocCurs Iirsi. except L no charge shall be made Sur
- s . - .
sion of drili:ng operations for fifteen t13) or more conseculive éays

- {3] Crarges for wells undergoing any iv¥pe of workover or recompietion for a period of five {3) con-

secutive dayvs or more shail be made at the drilling well rate. Such charges-skai!l be apphied for
the period from date workover operations, with rig. commence througn date of r:5 reiease. except
that no charge shall be made during suspension ot operations tor fifteen (15) or more cansecutive
days.

(b) Producing Well Rates

[1] An acuve weli either procduced or injecied into for uny portion of the monih sku!ll te vonsidered
as a one-well charge 1or the entire month.

[2] Each acuve completion in a multi-completed well in which production is no: commincled down
hole shall be considered as a one-well churge providing eich complelion is consiguive a separate
well by the governing regulatory authornty.

{3) Anracuve 2as well shut in because of overproduction o {uilure of purchazer 1o 1us
ton stall be considerced as a one-weil charge providing the £3s weil 15 directiy cont
monent saies vutlet.

‘it produc-
Welvd 10 o pere

[4] A one-wvil charge may be made tor the month an which plugeing une abae:
are completed on any well.

L opersliinis

137 Al other mactive wells (trciuming But not bBmiud o mucinve wells covered iy

Toanawanie.
leuse allowable, trunsterred ai.owable, o) s8aii DOT Guaaly

DooVeitesd o

13) The weli rotes shuil be adjusted as o1 e nest day vl AR vt soar wellowing
Luleement 1n wnich this Avcounting loceau:e s» sftacned. Tio wajuatment so,,
PIVit e sate cusiontdy o use By the perecentast 1t e O aereasy 1 thy
Ciude truteum wana Gus Production Workers 1o (80 Lasi caovtic

. : proceasta ar shown by the andey o average Wi kit L al [N

: uon Workers as published by the Unitad States Depariment o Lae

cyutvalent Canudian mdexs as publistied by Statistics Cantida, ws alips

the rates currentiy an use. plus 0f MInUs the vompuivg guloainiert

ARSIV

s
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Svad oot Latase
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B. Overhead - Percentage Basis

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

Percent ( %) of the cost of Development of the Joint Property exé]usxve of costs
provided under Paragraph 9 of Section II and all salvage credits.

(b) Operating

e _Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the mun-
eral interest in and to the Joint Property.

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

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

2. Overhead - Major Construction * TO BE NEGOTIATED

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of {ixed assets, and any other project clearly discernibie as a fixed asset required for the development ar.d
operation of the Joint Property, Operator shall either negouiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the follow:ing rates for any Major Construction project in excess

of § * :
A. _____* % of total costs if such costs are more than $___ % but less than § * : plus
B. ___* % oftotal costsinexcessof S___* __ but less than §1,000.600; plus

, C. —_* 5 of total costs in excess of $1,000,000.

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

3. Amendment of Rales

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma~
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property: how -
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely dispos.cion
of idle and. or surplus Material, such disposal being made either through sale to Operator or Non-Operator. division .n
kind, or sale to outsiders. Operator may purchase. but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Mater:al not purchased by the Opera-
tor shall be agreed to by the Parties.

1. Purchases -

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

Transfers and Dispositions

.
i
L

Material furnished to the Joint Property and Matenal transferred from the Joint Property or disposed of by the
. Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-
- - - counts: -

A. New Material (Condition A)
(1) Tubular goods. except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of guantity transferred. equalized 1o the lowest
published price f.0.b. railway receiving point or recognized barge terminal nearest the Joint Preperty
. where such Materal s normally available. :
(2) Line Pipe

{a) Movement of less than 30.000 pounds shall be priced at the current new pnce.‘m effect at date of
movement, as listed by a rchable supply store nearest the Joint Property where such Material 1s nor-
mally available. .

graph 2A (1) of this Section 1V,

(3) Other Material shall be priced at the current new price. in effect at date of movement, as Iisted by a reliable
5 supply store or f.0.b. railway recciving point nearest the Joint Property where such Mater:ai s normally
available.

B. Good Used Matenal (Condition B)

Material 1n sound and serviceable condition and suitable for reuse without reconditioning:

i {b) Movement of 30.000 pounds or more shall be priced under provisions of tubular gouds pricing in Para-
i

(1) Material moved to the Joint Property

! (a) At seventy-five percent (757 ) of current new price. as determined by Puragraph 2A of tias Section IV

(2) Material moved from the Joint Property

(a) At seventy-five percent (737, ) of current new price. as detesmined by Parucraph 2A of this Sechon IV,
if Material was originally charged 1o the Joint Account as new Material, or

-

—_—
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1.

{b) at sixty-five percent (657 ) of current new price. as determined by Paragraph 2A of this Sec?
IV, if Material was originally charged 10 the Joint Account as good used Matenal at seventy-five p
cent (73% ) of current new price,

The cost of reconditioning. if any, shall be absorbed by the transferring property.
C. Other Used Matenial (Condition C and D)
(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function unt:
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the recewving property. pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

Condition D

All other Material. including junk. shall be priced at a value commensurate with its use or at prevailin:
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall t
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Conditton D Material under procedures normally utilized by the Operator without prior approva
of Non-Operators.

D. Obsolete Material

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

E. Pricing Conditions

(2

~—

. twencv-<ive cents
(1), Loading and unloading costs may be charged to the Joint Account at the rate of mummxxf‘:.s per

* hundred weight on ail tubular goods movements. in hieu of loading and unloading cosis susiained, when
actual hauling cost of such tubular goods are equaiized under provisions of Paragraph 5 of Section [I.

{2) Mater:al involving erection costs shall be chargea at applicable percentage of the current knocked-dowr
price of new Material,

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies. strike:
or other unusual causes over which the Operator has ro cuontroi. the Operator mayv charge the Joint Account for the
required Maternial at the Operator’s actual cost incurred in providing sucn Material. 1n making 1t suitable for use.
and 1n maving it to the Joint Property: provided notice in woning ts turnusped o Non-Operatars of the proposee
charge prior to billing Non-Operators for such Mateiral. Each Non-Operator shall have the right. by so electing anc
notifsing Qperator within ten days atter receiving notice Irom Operatar, to furnmisn in kind all or par: of his share
of such Matenal sustabie for use and acceptable to Cperutor.

Warranty of Material Furnished by Operator

Operator does not warrant the Matenosi turntsned. It case of defective Juteral, ercdiz shall pot be passed to the
Joint Account unul adjustment hus peen receivec oy Operator rem the manulacturers or their agen:s

V. INVENTORIES .
Operato; shali mamtain aelutlee 1ceord. ot Cuntroiiudic Materizl
Periodic Inventories. Nolice and Representation

e when
HIRMY

Avecunt
(0

Reconciliation and
Riconctiiation of &
shall be turnished
justmients shall be
held sccouniubic 0f

Special Inventories

Specril Inventones May be taken wael
be the duty of the party seiling 1o no
place  In such cases. Bath tho scller are the puidnuser snah e pons

Expense of Conducting Periodic Inventéries

Ty expunse oi conducting peredie lnventeries €22l not pe G v 1o e et Necennd weees
Parties

[T
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EXHIBIT ''8"

INSURANCE

The parties agree that the following insurance shall be purchased and maintained
during the course of the Agreement.

1. Each participant {Parker and HNG) shall maintain its own Workman S
Compensation and Automobile Liability insurance.

2. Parker shall procure and maintain General Liability and Excess Liability
Insurance with coverage limits up to $25,000,000. This insurance shall name the
participants as additional insureds as their interests appear herein and the premium
shall be charged to the Payout Account. It is understood that a lower limit of

coverage may be agreed upon by the parties if the premium is unreasonably high or the
limit is not available. ;

3. HNG shall procure and maintain Operator's Extra Expense Insurance (including
Well Control Coverage) for its own account to cover its assumed liabilities under the
agreements ;pertaining to this project. It is understood that Parker reserves the

option to purchase a separate policy for well control coverage. The premium for such
separate policy shall be charged to the Payout Account.

4. With respect to the insurance coverage required to be carried by HNG on
behalf of HNG and Parker, as referenced in Section 6.12(b) of the Agreement, HNG shall

carry insurance with coverages and limits required by the terms of any appllcable
joint operating agreement and reasonably acceptable to Parker.

/5611S/
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WELL

Owen Mesa "25" Fed. Com. No., 1
13,090' TD

Gulf "5" Fed. No. 1
12,650" TD

Diamond "5" Fed. No. 3
14,100 TD

Gobblers Knob "30" No. 1
11,550 TD

Jewel "2" State No. 1
15,470" TD

White City "14" Fed. No. 2
12,225" TD

Madera "32" State No. 3
14,100' TD

EOG/PARKER AGREEMENT WELLS

COUNTY/STATE LOCATION

Eddy/NM 1,980" FSL & 760' FWL
Sec. 25-245-29E

Eddy/NM 2,310" FNL & 660’ FEL
Sec. 5-25S5-29E

Lea/NM 660’ FNL & 2,230’ FWL
Sec. 5-25S5-34E

Eddy/NM 2,180" FSL & 1,980’ FWL
Sec. 30-22S8-26E

Lea/NM 1,980" FSL & 660’ FWL
Sec. 2-25S5-34E

Eddy,/NM 1,650 FSL & 1,650’ FEL
Sec. 14-25S-26E

Lea/NM 1,650 FSL & 2,310' FWL
Sec. 32-24S5-34E

FIELD/FORMATION

Owen Mesa/Atoka

Rustler Bluff/Atoka

Pitchfork Ranch/Atoka

Happy Valley/Morrow

Pitchfork Ranch/Morrow

White City/Morrow

Pitchfork Ranch/Atoka

P&A

P&A

DATE:
SPUD
D
COMPLETION
FIRST SALES

03/23/86
05/21/86
05/29/86
11/07/86

06/25/86
05/12/86
05/19/86
12/18/86

08/07/86
09/16/86.
09/23/86
10/07/86

09/17/86
10/10/86
10/14,/86

09/26/86
11/17/86
11/28/86
04/14/87

12/03/86
01/09/87
06/11/87

12/06/86
01/13/87
01/20/87
01/30/87
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Fort "7" Fed
12,311’ TD

Owen Mesa "2
12,860' TD

Madera "28"
13,945' TD

WELL

. Com. No, 1

6" Fed. Com. No.

Fed. Com. No.

Fed. Com. No.

Page "3" Com. No. 2

14,110" TD

Madera "33"
14,000" TD

Fed. Com. No.

3

2

4

1

COUNTY/STATE

p=q

&

Eddy/

I\

Eddy/NM

Lea/NM

Lea/NM

Lea/NM

Lea/NM

EOG/PARKER AGREEMENT WELLS

LOCATTON

660’ FSL & 2,310’ FEL
Sec. 7-24S-29E

1,350" FNL & 1,880' FEL
Sec. 26-24S-29E

1,980' FSL & 660’ FWL

Sec. 33-24S-34E

660’ FSL & 2,200’ FWL
Sec. 28-24S-34E

660’ FNL & 2,080’ FWL
Sec. 3-25S-34E

2,308’ FSL & 1,980’ FEL
Sec. 33-24S-34E

FIELD/FORMATION

Malaga/Atoka

Wildcat/Bone Spring

Pitchfork Ranch/Atoka

Pitchfork Ranch/Atoka

Pitchfork Ranch/Atoka

Pitchfork Ranch/Atoka

DATE:
SPUD
TD
COMPLETION
FIRST SALES

10/22/86
11/21/86
12/03/86
03/20/87

12/31/86
03/12/87
06/18/87

01/23/87
02/27/87
03/07/87
04/09/87

03/10/87
04/23/87
05/12/87
05/30/87

05/17/87
07,/06/87
07/16/87
07/31/87

07/19/87
08/26/87
09/15/87
11,/20/87

e
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Parker Drilling Company, Ltd.
Eight East Third Street
Tulsa, Oklahoma 74102
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Attn: Mr. James W. Linn
President
Re: Agreement between
HNG 011 Company and
Parker Drilling Company, Ltd.
dated July 21, 1986
Gentlemen:

HNG 0il Company ("HNG') and Parker Drilling Company, Ltd. (''Parker") are,

concurrent with the execution of this letter agreement, entering into an Agreement

dated July 21, 1986 which provides for the drilling and completing of certain wells in

Lea and Eddy Counties, New Mexico (the "Agreement"%. HNG and Parker hereby agree that -
.. -.the two wells described on Exhibit "A' hereto (the '"Subject Wells') shall ge covered

by and subject to the terms of the Agreement and HNG shall promptly after execution of

the Agreement provide Parker with title opinions and assignments of interests therefor

as provided in the Agreement. With reference to costs incurred in the drilling and

completing of the Subject Wells, Parker shall reimburse HNG for the actual costs

incurred by HNG in drilling and completing said wells by payment to HNG in the
following manner:

1. Payment of ten percent (10%) of such costs within thirty (30) days from the
date of this letter agreement.

2. Payment of the balance of such costs on or before January 1, 1988.

Commencing with the date of this letter agreement, the unpaid balance owed to HNG
hereunder shall accrue interest at the interest rate set forth in Section 5.9(b)(4) of
the Agreement.

With reference to charges and costs associated with the drilling and completing of
the Subject Wells, Parker shall have the right to debit the Payout Account provided
for under the Agreement, effective as of the date of this letter agreement, as follows:

1. Charges relating to the utilization of Parker rigs for the drilling and

completing of the Subject Wells shall be calculated in accordance with the
Daywork Drilling Contract attached as Exhibit "3'" to the Agreement.

Exhibit "A"




Parker Drilling Company, Ltd.
July 21, 1986
Page 2

2. All other charges relating to the drilling and completing of the Subject
Wells shall be debited to the Payout Account based upon the actual costs

incurred by HNG in the drilling and completing of the Subject Wells.

If you are in agreement with the above, please indicate your agreement in the

manner provided below.

Sincerely,

Ted Collins, Jr?
President

AGREED AND ACCEPTED THIS ‘
23 day of \\. Do . 1986.

( U
PARKER DRILLING éOMPANY, LTD.

(L__<;;2251_<;5§§;* :zzgﬁéffif‘
_By;~James W. Linn - , e
Jii///(/bresident ~ e e e e

/55535(a)/




EXHIBIT "'A"

Gulf 'S'' Federal #1, 2310' FNL § 660' FEL Sec. 5, T-25-S, R-29-E, Eddy County,

New Mexico. Takeover date 2/5/36.

Owen Mesa "25" Fed. Com ¥l - 1980' FSL

& 760" FWL Sec. 25, T-24-S, R-29-E,

Eddy County, New Mexico. Spud date 3/23/86.

/5553S(b)/
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Oil & Gas Company

P.O. Box 1188 Houston, Texas 77251-1188 (713} 853-6161
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September 9, 1987

Parker Drilling Company, Ltd.
Eight East Third Street
Tulsa, Oklahoma 74102
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Attn: Mr. James W. Linn
President

Re: Agreement between
HNG 0i1 Company and
Parker Drilling Company, Ltd.
dated July 21, 1986

Gentlemen:

Reference is made to that certain letter agreement between Enron 0il & Gas Company
(successor in interest through merger to HNG 0i1 Company) (”Enron”) and Parker Drilling
Company, Ltd. (”Parker”) dated July 21, 1986 (the “Letter Agreement”), a copy of which
is attached hereto as Exhibit “A”, under which the two (2) wells described on

"Exhibit “A” to the Letter Agreement (the ”“Subject Wells”) were placed under the terms
of the captioned agreement between Enron and Parker dated July 21, 1986 (the “Drilling
Agreement”). Enron and Parker hereby agree to rescind the Letter Agreement effective

as of July 21, 1986. In order to give effect to such rescission, Enron and Parker
hereby agree as follows:

1. Enron shall repay to Parker all amounts previously paid to Enron by Parker in

accordance with paragraphs 1 and 2 of the first paragraph of the Letter
Agreement,

2. With the exception of tubular materials which have been debited to the Payout
Account provided for under the Drilling Agreement in accordance with
paragraph 2 of the Amendment To Farmout Agreement Dated July 21, 1986,
Regarding Lea and Eddy Counties, New Mexico by and between Parker, Enron and
Terry Oilfield Services, Inc., Parker shall remove from the Payout Account
provided for under the Drilling Agreement all amounts previously debited to
the Payout Account by Parker in accordance with the second paragraph of the
Letter Agreement together with associated interest charges.

3. Parker shall pay to Enron the net proceeds received by Parker from the sale of

production from the Subject Wells which are attributable to Parker’s interests
in the Subject Wells.

Part of the Enron Group of Energy Companies




Parker Drilling Company, Ltd.
September 9, 1987

Page 2

Parker shall assign to Enron all of Parker’s right, title and interest in the
Subject Wells. The interests in the Subject Wells to be assigned by Parker to
Enron shall be equal to the interests previously assigned by Enron to Parker
in the Subject Wells less the interests previously assigned by Parker to Terry
0ilfield Services, Inc.

Enron shall reimburse Parker for all actual costs incurred by Parker
subsequent to the completion of the Subject Wells as such costs are currently
reflected in the Payout Account under the Drilling Agreement. All such post
completion charges reflected in the Payout Account which are attributable to
the Subject Wells, together with associated interest charges, shall be removed
from the Payout Account by Parker.

If you are in agreement with the above, please indicate your agreement in the
manner provided below.

AL e

Charles W. Niesepape?!L/
Senior Vice President, Finance

AGREED AND ACCEPTED THIS
Z= day of Seorte Lo~ , 1987,

PARKER DRILLING COMPANY, LTD.

By&:éjff;;;%Q"fé/éw/

acy”T. Holﬁ

President

15LPC
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ASSIGNMENT OF OPERATING RIGHTS AND WORKING INTEREST

THE STATE OF OKLAHOMA )
) ss.

COUNTY OF TULSA )

Parker Drilling Company, Ltd., an Oklahoma corporation (herein
called "Assignor"), for a valuable consideration to Assignor paid
by Enron 0il & Gas Company ("Enron") (referred to herein as
"Assignee"), the receipt and sufficiency of which is hereby
acknowledged, does hereby GRANT, BARGAIN, SELL, CONVEY, ASSIGN,
TRANSFER, SET OVER and DELIVER unto Assignee its interest (sometimes
referred to as the "Interest") in and to the operating rights and
working interest created by, found in and covered by the o0il, gas
and mineral leases described in Exhibit "A" attached hereto and
made a part hereof for all purposes (the "Leases"), insofar as the
Leases cover and extend to the depth interval specified below in
the one tract described in said Exhibit "a" (the "Lands"),
amounting to one hundred perxcent (100%) of Assignor's right, title
and interest in and to (i) the operating rights and working
interest created by, found in and covered by the Leases insofar as
the Leases cover the Lands, (ii) all of the o0il, gas and other
minerals in and under that may be produced and saved from the
Leases, being one hundred percent (100%) of the gross production
attributable to Assignor's interest from the Leases and lands,
(iii) all amounts paid or payable as the gross proceeds from the
sale of such o0il, gas and other minerals sold as such, (iv) all
amounts paid or payable under any processing agreement or by virtue
of any processing operations or from any other source as the net
wellhead value of the liquifiable hydrocarbons contained in such
gas, and (v) all amounts paid or payable under any processing
agreement or from any other source on account of the utilization of
such gas for plant fuel and shrinkage.

A proportionate interest in and title to any equipment,

facilities or other personal property that may now be upon the

AL PPy 9

£ O N RIERY



Lands, or that may hereafter be placed upon the Lands, is included
within the Interest conveyed by Assignor.

The interest assigned herein is limited to the depth interval
from the surface of the ground to the total depth drilled in the
Gulf "5" Federal #1 Well.

TO HAVE AND TO HOLD the Interest unto Assignee, its successors
and assigns, which interest shall continue and remain in full force
and effect.

All the covenants and agreements of Assignor herein contained
shall be deemed to be covenants running with the land and shall be
binding upon all successors in interest to Assignor and shall inure
to the benefit of all successors in interest to Assignee.

The provisions hereof shall inure to the benefit of and be
binding upon the respective successors and assigns of the parties
hereto. All references herein to any of the parties hereto shall
include their respective successors and assigns.

Assignor covenants to specially warrant and forever defend all
the 1interests hereby assigned and conveyed unto Assignee, its
successors and assigns, against every person whomsoever lawfully
claiming the same or to claim the same or any part thereof, by,
through, or under Assignor, but not otherwise.

This instrument is made with full substitution and subrogation
of Assignee 1in and to all covenants of warranty by others
heretofore given or made with respect to the Leases or Lands or any
part thereof or interest therein.

Assignor and Assignee agree to execute such other and
additional instruments as may be necessary in order that Assignor
and Assignee may fully enjoy all of the respective rights herein

granted.

EXECUTED this the 9% day of :{égfv__ée/ + 1987, effective

from and after the 9 e day of gigf{__ fc~ o+ 1987.
_— =

PARKER DRILLING COMPANY, LTD.

By @77%//\/
df;F' Hol

President

ATTEST:
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STATE OF OKLAHOMA )

) ss.
COUNTY OF TULSA )

Before me, the undersigned, a Notary Public, in and for said County
and State, on this G 7 day of , 1987,
personally appeared Gary T. Holley, President o# Parker Drilling

Company, Ltd., known to me to be the person who executed the within
and foregoing instrument, and acknowledged to me that he executed
the same as his free and voluntary act and deed for the uses and
purposes therein set forth.

Given under my hand and seal of office the day and year last above
written.

e e c s
,'. ,-‘."‘ t ’ ") - . »
RN R AR PN . otary Public

: [ AT )
. "My commission expires:

< skl




EXHIBIT "A"

Attached to and made a part of Limited Assignment of Operating
Rights and Working Interest dated ;y&afv%yjéa’ G, , 1987, by
and between Parker Drilling Company, Ltd., Assignor and Enron 0il &
Gas Company, Assignee.

Enron Lease No.: 0055699-000

Federal Serial No.: NM-15302

Date of Lease: January 1, 1973

Lessor: : United States of America
Lessee of Record: Chevron U.S.A. Inc.
Description of Acreage: T-25-S, R-29-E

Section 5: E/2

Limited in depth from the
surface to the base of the Atoka
formation or 13,000', whichever
is the lesser depth.



ASSIGNMENT OF OPERATING RIGHTS AND WORKING INTEREST

THE STATE OF OKLAHOMA )
) ss.

COUNTY OF TULSA )

Parker Drilling Company, Ltd., an Oklahoma corporation (herein
called "Assignor"), for a valuable consideration to Assignor paid
by Enron 0il & Gas Company ("Enron") (referred to herein as
"Assignee"), the receipt and sufficiency of which 1is hereby
acknowledged, does hereby GRANT, BARGAIN, SELL, CONVEY, ASSIGN,
TRANSFER, SET OVER and DELIVER unto Assignee its interest (sometimes
referred to as the "Interest") in and to the operating rights and
working interest created by, found in and covered by the o0il, gas
and mineral leases described in Exhibit "A" attached hereto and
made a part hereof for all purposes (the "Leases"), insofar as the
Leases cover and extend to the depth interval specified below in
the one tract described in said Exhibit "A" (the "Lands"),
amounting to one hundred percent (100%) of Assignor's right, title
and interest 1in and to (i) the operating rights and working
interest created by, found in and covered by the Leases insofar as
the Leases cover the Lands, (ii) all of the o0il, gas and other
minerals in and under that may be produced and saved £rom the
Leases, being one hundred percent (100%) of the gross production‘
attributable to Assignor's interest from the Leases and lands,
(iii) all amounts paid or payable as the gross proceeds from the
sale of such o0il, gas and other m%nerals sold as such, (iv) all
amounts paid or payable under any p%ocessing agreement or by virtue
of any processing operations or from any other source as the net
wellhead value of the liquifiable hydrocarbons contained in such
gas, and (v) all amounts paid or payable under any processing
agreement or from any other source on account of the utilization of
such gas for plant fuel and shrinkage.

A proportionate interest in and title to any equipment,

facilities or other personal property that may now be wupon the

Cop ¥ /B3 o3 1
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Lands, or that may hereafter be placed upon the Lands, is included
within the Interest conveyed by Assignor.

The Interest assigned herein is limited to the depth interval
from the surface of the ground to the total depth drilled in the
Owen Mesa "25" Fed Com #1 Well.

TO HAVE AND TO HOLD the Interest unto Assignee, its successors
and assigns, which interest shall continue and remain in full force
and effect.

All the covenants and agreements of Assignor herein contained
shall be deemed to be covenants running with the land and shall be
binding upon all successors in inte;est to Assignor and shall inure
to the benefit of all successors in interest to Assignee.

The provisions hereof shall iﬁure to the benefit of and be
binding upon the respective succeséprs and assigns of the parties
hereto. All references herein to ;ny of the parties hereto shall
include their respective successors and assigns.

Assignor covenants to specially warrant and forever defend all
the interests hereby assigned and conveyed unto Assignee, its
successors and assigns, against every person whomsoever lawfully
claiming the same or to claim the same or any part thereof, by,
through, or under Assignor, but not otherwise.

This instrument is made with full substitution and subrogation
of Assignee 1in and to all covenants of warranty by others
heretofore given or made with respect to the Leases or Lands or any
part thereof or interest therein.

Assignor and Assignee agree to execute such other and
additional instruments as may be necessary in order that Assignor
and Assignee may fully enjoy all of the respective rights herein

granted.

EXECUTED this the £9£5 day of ;é;,77a_gg,/ 1987, effective

from and after the 2% day of ‘Z;;/4_~(k:/ , 1987.

ATTEST:

o LT

PARKER DRILLING COMPANY, LTD.

arx - o] e

Prégident




STATE OF OKLAHOMA )

COUNTY OF TULSA )

Before me, the undersigned, a Notary Public, in and for said County
and State, on this FAA day of , 1987,
personally appeared Gary T. Holley, President “of Parker Drilling
Company, Ltd., known to me to be the person who executed the within
and foregoing instrument, and acknowledged to me that he executed
the same as his free and voluntary act and deed for the uses and
purposes therein set forth.

Given under my hand and seal of office the day and year last above
written.

SR I PR ‘ ; Notary Public

.": ‘SF?AI,") 14;‘ 7
; F1ATD coy ) )
My .commlsslion explres:
VoS,
v

S5/




EXHIBIT "A"

Attached to and made a part of lelted A551gnment of Operating
Rights and Working Interest dated Sorop st~  PF, 1987, by
and between Parker Drilling Company,‘Ltd., Assignor and Enron 0Oil &
Gas Company, Assignee.

0004183-000 (107-03)
NM-59386

November 1, 1984

United States of America
HNG 0Oil Company

SW/4 NW4, NW/4 SW/4, S/2 S/2
Section 25, T-24-S, R-29-E,
Eddy County, New Mexico
240.00

HNG Lease No.:

Federal Serial No.:
Date of Lease:

Lessor:

Lessee of Record:
Description of Acreage:

Number of Acres:

Mineral Interest Covered:

HNG Lease No.:
Federal Serial No.:
Date of Lease:
Lessor:

Lessee of Record:

Description of Acreage:

Number of Acres:

Mineral Interest Covered:

Full

0004186~000(107-07)
NM~-65408

April 1, 1986

United States of America
HNG 0Oil Company - 50%
Santa Fe Energy Co. - 50%
NE/4, N/2 NW/4,
SE/4 N/2 SE/4 Section 25,
T-24-S, R-29-E,

Eddy County, New Mexico
400.00

Full

SE/4 NW/4,

NE/4

Insofar and only insofar as the above described leases cover that
interval from the surface of the ground to the total depth drilled
in the Owen Mesa "25" Federal Com #1; and insofar and only insofar
as the above described leases cover one tract of land described as
the W/2 of Section 25, T-24-S, R-29-E, NMPM, Eddy County, New
Mexico.



