ATOKA RESERVOIR

PITCHFORK RANCH FIELD

Distribution of Productive Acreage

“Productive
Acreage Under
_Units, Acres

Enron, Pitchfork 34

Fed. Com. No.1 258.95 9.4 52
John L. Cox, Vaca Ridge

4 Fed. Com. No. 2 320.87 11.6 6.3
Enron, Diamond 5

Fed. No. 3 320.87 11.6 6.3
Enron, Madera 32

.
State No. 3 . 320.87° 11.6 6.3
7 B

Enron, Madera 33 . !

Fed. Com. No. 3 . 320.87 11.6 6.3
Enron, Madera 28 '

Fed. Com. No. 2 309.61 11.2 6.1
Enron, Page 3

Com. No. 2 273.02 9.8 5.4
Enron, Madera 33

Fed. Com. No. 4 320.87 11.6 6.3
Meridian, Pitchfork

4 Fed. No. 2 320.87 11.6 6.3

TOTALS 2,766.80 100.0 ... . 545
Productive Acreage Total Reservoir = 5,077.60 Acres§ ol T
BEA/Icd CAMS\PAROT\DISTAIBU:DOG e

ean




ATOKA RESERVOIR

7 PITCHFORK RANCH FIELD

s

or
\/ Volumetric Analysis
A {1 -
2
. WELL

Enron, Pitchfork 34 N

Fed. Com. No.1 2,383.4 9.9 7.0
John L. Cox, Vaca Ridge

4 Fed. Com. No. 2 3,809.0 15.8 T 11.2
Enron, Diamond 5

Fed. No. 3 2,680.2 11.1 7.9
Enron, Madera 32

State No. 3 2,852.8 11.8 8.4
Enron, Madera 33

Fed. Com. No. 3 2,957.0 12.2 8.7
Enron, Madera 26

Fed. Com. No. 2 1,424.0 59 4.2
Enron, Page 3

Com. No. 2 2,762.1 11.4 8.1
Enron, Madera 33

Fed. Com. No. 4 2,546.9 10.6 7.5
Meridian, Pitchfork

4 Fed. No. 2 2,729.8 11.3 8.0

TOTALS 24,145.2 100.0 71.0
OGIP for Total Reservoir = 34,017.4 MMct
A R N

BEA/Icd

4

e
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PITCHFORK RANCH PIELD
ATOKA RESERVCIR

AR 0

LEA COUNTY, NEW HEXICO
PRESSURE DATA
CUH
SITP BHP,PST WET GAS
No WELL DATE psig @ -10493 BHP/Z MMCFE
*+ 1 PITCHFORK 34 9-30-82 8370 10582 7122 34
2 PITCHFORK 34 9-15-384 7498 10650 7146 1178
3 PITCHFORK 34 7- 6-85 6953 3844 6952 2225
+ 4 VACA RIDGE 4 7-10-86 650 935 1010 4103
5 PITCHFORK 34 9-19-86 4416 6274 5683 4552
+ 6 DIAMOND 5-3 10-16-86 6197 8813 6649 4738
* 7 DIAMOND 5-3 10-19-86 6276 8257 6472 4759
*+ 8 MADERA 32-3 1-28-87 5575 7518 6208 5616
9 MADERA 32-3 1-30-87 5650 8064 6403 5641
10 MADERA 32-3 2- 9-87 4085 5763 " 5418 5736
*+ 11 MADERA 33-3 3-17-87 5099 7089 6041 6134
12 MADERA 33-3 4- 9-87 5100 7133 6068 6400
13 MADERA 332-3 5-15-87 3951 5530 5281 68472
+ 14 MADERA 23-2 5-29-87 5950 8409 6534 7028
15 MADERA 28-2 6- 8-387 4877 6896 5964 7176
+ 16 PAGE 3-2 7-29-87 4460 6256 5674 7891
* 17 PAGE 3-2 7~30~-87 4066 6085 5592 7918
18 PAGE 3-2 8-13-87 40838 5797 5442 8123
19 VACA RIDGE 4-2 8-24-87 3700 5230 5118 8297
20 MADERA 32-3 8-25-87 1876 2614 2914 8313
21 MADERA 33-3 8-25-87 3550 5008 4975 8313
22 DIAMOND 5-3 8-25-87 3600 5077 50193 8313
*+ 23 MADERA 33-4 9-23-87 4833 6973 5994 8787
* 24 MADERA 33-4 11-16-287 4135 6162 5624 9646
25 MADERA 33-4 11-19-87 4125 5808 5442 9693
26 MADERA 33-4 11-20-87 4175 5879 5480 9709
27 MADERA 33-4 11-30-87 3003 4247 4450 9866
+ 28 PITCHFORK 4-2 7-25-3882 2994 4226 4425 13313
29 MADERA 33-3 8-20-838 2550 3570 3867 13626
30 DIAMOND 5-3 8§-20-288 2550 3575 3875 13626
31 MADERA 32-3 3-20-88 2700 3747 4001 13626
32 MADERA 233-4 8-20-88 3125 4378 4529 13626
33 PAGE 32-Z 8-20-88 3300 4647 4734 13626
34 MADERA 28-2 8-20-88 3550 4994 4960 13626
35 MADERA 32-3 11- 1-84 1098 1533 1688 18372
36 PAGE 3-2 11- 1-23 1345 1890 2117 18372
37 DIAMOND 5-3 11- 1-89 1653 231 2589 18372
38 MADERA 33-3 11- 1-89 1786 2496 2793 18372
39 MADERA 23-4 11- 1-89 2178 3039 3358 18372
40 MADERA 28-2 11- 1-8% 162 3034 3364 18372
* Measur-=d point.
+ First point for each well.
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AFFIDAVIT
STATE OF NEW MEXICO )

)ss.
COUNTY OF SANTA FE )

I, W. PERRY PEARCE, hereby certify that I caused copies of

the attached Application to be mailed to Enron 0il & Gas Company,

Post Office Box 2267, Midland, Texas 79702; John L. Cox, Post
Office Box 2217, Midland, Texas 79701; Meridian 0il,
Incorporated, Post Office Box 4289, Farmington, New Mexico 87499;
and Transwestern Pipeline Company, Post Office Box 2521,
Texas

Houston,
77001 on November 9,

1989.
FURTHER AFFIANT SAYETH NAUGHT.

w. PE#?* EE@ Ag%éé%??/

SUBSCRIBED AND SWORN TO before me this 27th day of December,
1989. )

1
a N

A, et W

‘1II"
‘i
My Commission Expires:
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OF COUNSEL
William R. Federici

J. O. Seth (1883-1963)
A. K. Montgomery (1903-1987)
Frank Andrews (1914-1981)

MONTGOMERY & ANDREWS
PROFESSIONAL ASSOC ATION
ATTORNEYS AND COUNSELORS AT LAW

SANTA FE OFFICE
325 Paseo de Peralta
Post Office Box 2307
Santa Fe. New Mexico 87504-2307

Telephone (505) 982-3873
Telecopy (505) 982-4289

Victor R. Ortega Edmund H. Kendrick MEMORANDUM ALBUQUERQUE OFFIGE
Jeffrey R. Brannen Jay R. Hone 707 Broadway. N.E
John 8. Pound Deborah J. Van Vieck Suite 500
Gary R. Kilpatric Gary P. Kapan Post Office Box 26927
Thomas W. QOlson Anne B. Hemenway N
William C. Madison Deboran S. Dungan Albuguerque. New Mexico 87125-6927
Waiter J. Melendres Anne B. Tallmadge .
Bruce Herr Kenneth B. Baca l;eel?;hoopr\ye(é%%“;)zidsz_zg777
Robert P. Worcester Robert A. Bassett
John B. Draper Susan Andrews
Nancy Anderson King Paula G. Maynes
Janet McL. McKay Neils L. Thompson
Joseph E. Earnest Nancy A Tayior -
W. Perry Pearce Roa D. Baker FIEPLY TO SANTA Pt OFFICE
Sarah M. Singleton Sheila Scott Harns
Stephen S. Hamilton Elizabeth A. Jaffe
Michae! H. Harbour R. Michael Shickich
Mack E. With Janet W. Cordova
Katherine W. Hail Martin R. Esquive!
Robert J. Mroz Scott K. Atkinson
Richard L Puglisi Catherine £. Pope
Galen M. Bulter

TO: Operators of Wells Within the Pitchfork Ranch Atoka

Gas Pool and Operators of Wells in the Atoka Formation
Within One Mile of that Pool

FROM: W. Perry PearceWS¥
Attorney for Parker Drilling Company

DATE: November 8, 1989

RE: Special Pool Rule Application

The attached application has been filed on behalf of Parker
Drilling Company, seeking to have the New Mexico 0il Conservation
Division adopt prorationing for the Pitchfork Ranch Atoka Gas
Pool. The hearing is currently scheduled to be held by the
Division on November 29, 1989, at the Division's conference room
in the State Land Office Building, Santa Fe, New Mexico. The
Division's hearing for that day is scheduled to begin at
8:15 a.m.

If you have questions on this matter, please do not hesitate
to contact me.

WPP/rmm/119




STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENTRECEIVED
OIL CONSERVATION COMMISSION ‘
NOV - J 1989

IN THE MATTER OF THE APPLICATION
OF PARKER DRILLING COMPANY FOR A OiL CONSERVATION DIVISION
PRORATION AND SPECIAL POOL RULES '
FOR THE PITCHFORK RANCH-ATOKA GAS t
POOL, LEA COUNTY, NEW MEXICO. Case No.

APPLICATION

COMES NOW the Applicant, Parker Drilling Company, and
applies to the Division for special pool rules for the Pitchfork
Ranch-Atoka Gas Pool. 1In support of its application, Parker
Drilling Company states that:

1. Applicant Parker Drilling Co. ("Parker") is a mineral
interest owner in the Pitchfork Ranch Atoka Gas Pool in Lea
County, New Mexico.

2. The Pitchfork Ranch-Atoka Gas Pool was created by
New Mexico Oil Conservation Division Order R-7334 on September 1,
1983. The discovery well for this pool was the Pitchfork "34"
Fed. Com. located in the NW/4 SW/4 of Section 34, Township 25
South, Range 34 East, NMPM, Lea County, New Mexico.

3. The present boundaries of the Pitchfork Ranch-Atoka Gas
Pool encompass the following acreage:

Township 24 South, Range 34 East

Section 28: S/2
Section 32: S/2
Section 33: All

Section 34: w/2




Township 25 South, Range 34 East
Section 3: NE/4, W/2
Section 4: All
Section 5: N/2
Section 10: N/2

4. The transporter and/or the purchaser of gas from the
wells in the Pitchfork Ranch-Atoka Gas Pool is in each instance
Transwestern Pipeline Company.

5. The wells in the Pitchfork Ranch-Atoka Gas Pool are in
a common source of supply and are in pressure communication.

6. In order to prevent waste and in order to protect the
correlative rights all interest owners in the Pitchfork
Ranch-Atoka Gas Pool, it is necessary to regulate the production
of gas from the wells in the pool through the adoption of special
pool rules that institute gas prorationing for the pool, with
allocation of allowable being accomplished on a surface acre
basis.

WHEREFORE, Applicant requests that after notice and hearing:

1. The Division adopt the Special Pool Rules for the
Pitchfork Ranch-Atoka Gas Pool to institute gas prorationing for
the pool based on‘a'SUtface acreage basis.

2. That the Division grant such other and further relief

as it deems appropriate.

APPLICATION - Page 2




Respectfully submitted,

MONTGOMERY & ANDREWS, P.A.

Post Office Box 2307
Santa Fe, New Mexico 87504-2307
(505) 982-3873

WPP/90

APPLICATION - Page 3
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THE.

AGREEMENT
Dated
July 21, 1986
Between
PARKER DRILLING COMPANY, LTD.
( and
HNG OIL COMPAﬁY‘ N

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




SEEE-

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,la Delaware
corporation (“HNG,' Parker and HNG being collectively referred to hereinaftgr,as the
"Parties"), whereby Parker agrees to drill and complete certain wells on oil and gas
leaseholds in Lea andtﬁady Counties, New Mexico, as provideé 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 Parker, all under

W%he 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').
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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) oil 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.

4,1 Term. 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 deséribed 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.

5.1 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 geoldgical, engineering, and economic data
available to it, updated to a current basis, in order to locate the prospects
available for drilling the o0il, 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 Sect#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
iof fhis Agréement.

(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 (hereinafter 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 prosecute 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 heréto 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'operator 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 Qperator 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 pursuvant to this

Agreement or plugged and abandoned. If 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 connected to such well or into storage tanks,
as the case may be, regardless of whether such well may be classified as a shut-iﬁ
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 is 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 consented 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 PafoutAU;ifnéé-tﬁé originéliwell iocation,
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. If, 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 térms 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 debi;ed_to the Payout Account. As to actual
drilling opefations contemﬁiated hereunder, in the event of a conflict between the
terms of this Agreement and the terms contained in fhe 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
due, 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 prevailing in the Area.

(e) If Parker and HNG shall mutually}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.

§.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
depth of 16,000 feet (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 ﬁotvsubject to any lien (except the lien of
current ad valorem taxes not in default) or encumbrance that has not been effectively
and enforceably subordinated to Parker's Interests to be assigned hereﬁnder, that
there are no other 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 ASsignments.

(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. Wifhinffﬁi}i;‘(sbj dafsvofifhe exécution of this
Agreement, and as évcohdition 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 abpropriate county clerk, but subject to this Agreement, and in
the form attached hereto as Exhibit "6", a Limited Assignment of Q0il 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 0il 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 services.furnished 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 fhafVtheﬁéeie-coﬁeidefation receiQed 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 Oil 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 paid to Parker under the Limited

Assignments of Oil 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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(9) At such time as net revenﬁes from the Limited Assignments of 0il and
Gas Leases assigned to Parker hereunder for the series of twenty-two (22) wells
less all applicable severance, ad valorem (including property taxes paid with
respect to the Interests), windfall profit, and other taxes, but not federal
income taxes, equal all debits, including all interest hereunder, charged to the
above account by Parker, which time shall constitute ''payout" for the twenty-two
(22) well series, the Limited Assignment of 0il and Gas Leases shall terminate
and Parker shall execute, within thirty (30) days, such instruments as may be

necessary or appropriate to evidence such fact of record. Such termination shall

be effective as of 7:00 A.M. the day following payout. Under no circumstances
shall Parker be required to reconvey or release any portion of the Limited
Assignments of Oil and Gas Leases until payout, except as otherwise specified in
this Agreement. ("h, Conderied [OC 5"/ ;9 ~~«_)

(10) All production from the wells drilled hereunder shall be paid for by
the purchaser of production by payment to HNG, who shall immgdig;g}y@pgx_gorﬂi o
Parker the percentage of revenue due Parker on the Interests. HNG shall be
entitled to deduct from revenue due on the Limited Assignments of 0il and Gas
Leases only that amount which reflects Parker's proportionate share of (i)
gathering and transportation charges, (ii) all royalties and overriding
royalties, and (iii) all applicable severance, éd valorem, windfall profit, and
applicable taxes, and (iv) direct operating expenses for producing wells as
provided below. HNG shall issue to Parker debit memoranda reflecting any said

deductions concurrent with payments in accordance with the Limited Assignments of

0il and Gas Leases. Parker shall have the right to audit all matters relating to
payments made pursuant to this paragraph 10 in accordance with the Accounting

Procedure attached hereto as Exhibit 7.
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(11) Subject to the requirements of any existing operating agreement, HNG
shall serve as Operator of record and Parker shall be the Project Manager of each
well drilled and completed hereunder. HNG, as Operator, shall perform all of the
customary and required duties of the Operator and shall operate said wells in
accordance with the laws of the State of New Mexico, the rules and regulations of
the New Mexico 0il Conservation Division or other appropriate governmental
agency, and the Accounting Procedure attached hereto as Exhibit 7, subject to any
prior and conflicting agreements affecting said wells. If HNG should resign or
be removed as Operator prior to payout for a series of well locations, then
subject to existing operating agreements, Parker shall have the right to succeed
HNG as Operator, or, if it elects not to do so, the deéignation of the successor
Operator ;hall be subject to the prior written approval of Parker.

(12) All of HNG's portion of direct operating expenses of operating a
producing well shall be shared by the Parties prior to payout in proportion to
their respective interests in the revenue from the wells (i.e., eighty-five
percent (85%) by Parker and fifteeh-péfééhfg(lé%jrbyiHNG).W "Operating expenses"
shall mean costs incurred in producing and marketing oil or gas from completed
wells, including (i) labor, fuel, equipment, and other repairs, including
materials, supplies, and similar items incidental to and incurred in maintaining
established production from commercially productive wells; (ii) utility charges;
(iii) ad valorem and severance taxes; (iv) gathering and transportation charges;
(v) insurance expense; and (vi) compensation to we}l operators or others for
services in conducting such operations.

5.10 Force Majeure. No party shall be liable to any other party, its

subsidiaries, affiliates, or any person, firm, or corporation in privity with such
other party, its subsidiaries, or affiliates, for any delays or damage or any failure

to act hereunder (other than the failure to pay money) that may be due, occasioned, or
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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 officiél purporting to exercise
authority or control respecting the activities and operations contemplated hereunder,
or due, occasioned, or caused, directly dr iﬁdirectly, 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 0il 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 Agrcement, in
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good faith, in a workmanlike and prﬁdent manner, in conformity with accepted and
prudent oil and gas industry standards of operations, in full compliance in all
material respects with all federal, 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 hereuhdef, 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 :hereunder, 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,vor 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 personnel, and 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 necessary,
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 recompleted or reworked in such well until Such time as HNG éhall 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
'cbhﬁiﬁhé“ié_éctrue; 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 economicllevel 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 éoséible 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 maximm 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 Agréements.

(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 stcps 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 défehse 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 adver€e 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 Agreement or the proceeds of production therefrom in any manner whatsoever,

and of any proceeding instituted with respect thereto.

6.10 Metering. Gas produced from each well drilled hereunder shall be - - - - —-

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

6.11 Acquisffioﬁs 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 Oil and Gas Lease described in

Section 5.9 above. This Section 6.11 shall not apply, however, to any~joinr 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 pfovide 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 shal 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 thgirw}§@§§§ﬁshq}}antrbe
diminished from the coverages and limits of the policies shown on Exhibit 8 attached
hereto. Parker acknowledges 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_undef 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 pafties 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 ©dditional insurance coverage for their respective interests
hereunder.

6.13 Aliowables. HNG, as Operator, shall take all reasonable steps to maintain
the allowables of all wells drilled pursuant to this Agreement, and the total
V g}}pwgb}e;rqf each field in which any such well is located, as high as possible.

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 belong.to HNG.

6.16 Joint Interest Owners. This provision 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 rightsf”bbligatioﬁs;’and payments of HNG andvthe 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 event 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 #tird party charges attributable to the Non-Agreement Parties so
participating. The rates and charges applicable to the competitive AFE's shall
be adjuéted 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 actuél out of pocket'césﬁkédgésdiﬁéu;fedAiﬁ>drilling éuch
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?zég;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-consenfing” Non-Agreement
Parties' interests (or eighty?five 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‘foAParker 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
"non-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 paragraphs 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 locations 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) A1l 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 énd 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:

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.

.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 éonvey without warranties of title, either express or implied, except for tﬁe
limited warranty set forth in the form of Limited Assignment of 0il and Gas Leases set
forth in Exhibit 6, such title to all of the oil, gas, and other mineral leases upon
which wells are-fo'béEGf{iléd”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

-27-




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 pe;tinent 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

and information that may be acquired by Parker from HNG under the terms of this
Agreement will not be disclosed-except‘to 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 thérefrom as soon as equipping of the well is completed.

9.12 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 having appropriate jurisdiction or, té the knowledge 6f>Hﬁé;~;hr;§¥éﬂéa.‘<
against or affecting HNG or the oil 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 respects:

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 undgr 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 that 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. |

7

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. The 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 «ovenant, representation, warranty, agreement, oOr |
condition contained in this Agreement or the Contract Documents, except those
enumerated in Section 11.1 above, which failure or refusal continues for a period of
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 of 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 they 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 well 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-weiisffﬂék—if héé de;iénétéd 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 éash the cost (as shown on the accounts being
maintained pursuant to Sectiqn 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
Documents, and if such failure shall continue unremedied after any notice and
opportunity to cure that may be expressly provided for 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 Faillure 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 aaméges 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
Agfeement and Parker shall relinquish its rights and interests in any well locations
and drill sités 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 and the difference between the 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 percent (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

Parker's purchasers from wells drillqd and completed pursuant to this Agreement for
any consecutive two g;) month period are less than fifty percent (50%) of HNG's and
Parker's pro rata shére of the delivery capacity of such wells, Parker shall have the
right, upon éhirty (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.

oo 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 where 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 Inferest Rate. ‘Regardless of any provision herein contained,

Parker shall never be entitled to receive, collect, or-apply, as interest on any
amounts due to 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, Colle;tgjwozrappliesras interest, any such excess, such amount that
would be excessive interest shall be deemed a partial prepayment of the principal
debit balance of tﬁé éﬁcount 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 éontingency, 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 ¥e 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 partieg; shpersedes 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 aﬁy 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 shall, or ghall be
deemed to classify Patkér 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

pcrforinance is 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
purpose of 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
the request of either 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 WHEREQF, HNG and Parker have executed this Agreement, effective

July 21, 1986.
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ATTEST:

L,

{  
» Ll l/

.
}%/(;ii:%;*//

ASsistant Secratary et

Address:

Eight East Third Street
Tulsa, Oklahoma 74102

AJTEST

L/JOW/%

ant qccretary

," )‘e"'
ST

Address:

508 West Wall Street
Post Office Box 2267

- -Midland, Texas

79702

PARKER DRILLING COMPANY, LTD.

: , %
2 W.” Linn ”

HNG OIL COMPANY

By:
ea Collins,
President
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THE STATE OF @Qiiaﬁm:vms
§
cowty oF _Qulooo §

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 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 PARKER DRILLING COMPANY, LTD.

- '

[
; .
Ty

GIVEN UNDER MY HAND AND SEAL OF OFFICE, this |SF day of () %!gi' , 1986.
1":'/.' .‘ )
O A B

._ \) | meumh@ Kamd um

SR Notary Publig in and for the
. ‘ State of

My commission expires: \O’q - gq

THE STATE OF TEXAS

COUNTY OF v Abev L.

wn W N

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

GIVEN UNDER MY HAND AND SEAL OF OFFICE, thisZ 4 day of k«dfv;/ , 1986.
rZ4

/

’

Notary /PubIrc in and for the
State of Texas Jeyee 05.34:'07

My commission expires: £ -30-#9
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EXHIBIT "2

APPROVED SERVICES VENDOR LIST

I.. Completion Rig
A. Carr Well Service, Inc.
B. Monument Well Servicing

C. Pool Well Servicing Company

D. X-Pert Well Service, Inc.

IT. Mud, Chemicals and Services

A. IMCO Service;
B. "Bresser Maécobar Group
C. N L Baroid
D. Milpark
E. Maverick Mud Service, Inc.

I1I. Acidizing, Fracturing, Cement and Services, Float Equipment
A._ Halliburton Services
B. The Western Company of North America
C. Dowell Division of Schlumberger

Iv. Wireline Services ) -

Dresser Industries, Incorporated

Welex

~Zone Perforators, Inc.

A.

B

C. Schlumberger Companies
D

E. - R&M Wireline Service

F

The Dia-Log Company

EXHIBIT "2




V. Drillstem and Wireline Test
A. Halliburton Services
B. Johnston Testers
C. Duke Services
D. Kuydendall Wireline Service Co., Inc.
VI. Packers
(TA. Otis Engineering Corporation
B. Baker 0il Tools, Inc.
Y'C. Guiberson Division
VII. Equipment ahd Pipe rental
A. Land & Mérine Rental Cémpany
B. - 0D Rentals
C. Trio Equipment, Inc.
D. Petco Fishing & Rental Tools
E. Donham 01l Tool Co., Inc.

VIII. Casing Créws

A. Earnest Power Tong Service

B. Sherman Power Tongs, Inc.

C. Bob's Casing Crews, Inc.
IX. Fishing Tools

A. ‘Petco Fishing & Rental Tools

B. -Dotco Fishing Tools

X. Tubular Inspection
A, Curley}s Inspection Service, Inc.
B. AMF Tuboscope, Inc.
C. Midessa Inspection Service, Inc.
D. ICO, Universal Tubular




XI. Liner Equipment
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 Janusry, 1982
INTERNATIONAL ASSOCIATION OF DRILLING CONTRACTORS

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

10: Parker Drilling Company, Ltd,
P, 0. Box 6950
Odessa, TX 79767

Please submit tid on this dotling contract form for performing the work outiined below, upon the terms ang for the consideraton sm forth, with the
understanding tnat if the bid 13 accepted by

this instrument will constitute a contract petween us. Your tid should De mailed or OCelivered not later than PM on
19 to the tol ]

- . * * » *
THIS AGREEMENT, made and entered into On the date hereinatier set forth Dy and Detween (he parties herewn designated as "Operator™ ang “Contractor”.
oreraton: _HNG 011 Company .

Address: P.O. _Box 22A7
Midland, TX 79702

CONTRACTOR: Parker Drilling Company
Address: P. 0. Box 6950
Odessa, TX 79767

IN CONSIDERATION of the mutuat promises. conditions and agreements Nerein contained ang the specifications and soecial provisions sel forth in

FExPipit “A” angd Exnidn B’ sttatnec hateto and made a part hereot, Operator engages Contracior as an ingependent Contraclor 1o onll the herernatier aes.
ignatea well or wells 1n search of 0« Of gas on a Jaywork basis.

For purposes hereof the term “Jaywork basis™ means Contractor shail furmsh equipment. (3bor, and perform services as herein pronded. for a specileg
Sum per gay unger the direction. supesvision and control of Operator iwhich term i1s deemea fo i any empioyee. agent. or su tractor
engaged by Qperator lo direct anihng cperations) When operating on & daywark Bas:s. Cantractor shail e fully pa«d 8t the apphicadle rates of payment ana
assumes only the 0b/1galions and hadulities siated heremn Excep! for such 0bhigations and hadiities specitically assymed py Contracror, Operator snait pe
solely responsile and assumes 11301ty for il consequences of 0pesa1:0NS by DOMH parties whiie 0N & daywork Dasis. INCludIng resuts and ail OINes 1Sxs
or habilitres incurred 10 ot incident 1o such opesations

1. LOCATION OF WELL:

Weill Name
and Numpber _AS designated bv_HNG 0il Companv under its 22 well agreement with Parker
Parishr DYIIring Company, Ltd. (the ngreementg

County: _Lea & Eddy Siate: _N_gLnglLQ______Name

Well location and .
land gescription: As designated per the Agreement

1.1 Additional Well Locations or Areas: __AS designated per the Agreement

{

Locations gescribed above are for weil and contract identtfication onily and Contractor assumes no l:abiiity whatsoever 1or a proper survey of 10cation
staxe on Operator’'s lease.

2. COMMENCEMENT DATE:

Contractor agrees 10 use best elforts to commence operations fof the dniliing of wetl by the __B€T the Agreement day ot
19 or
3. DEPTH:
3.1 Well Depth: The well(s} shali be drilled to depth of approximately feet. orto1ne

formation, whichever is geeper. but the Contractor shail not be required hereynder to dnii Said weti{s| Deiow a Manmum
depth of 16 3 000 _ teet, uniess Contractor and Ogerator mutually agree to grill 10 a greater depth.

4. DAYWORK RATES:
Contractor shalt be paid at the following rates tor the work performed hereunder,
4.9 Mobilizstion: Operator shail pay Contraciar a modihzalion tae of :_A_QLML,QQS_I__ o: a modihzalian gay rate
per day. This sum shall be due and payabie in full &1 the ime Ine 1ig is NYGed LD Or posilioned 31 the well site ready to soud Mobdh L inciuge
Trucking, Transportation and Crane Service to Move In and Rig Un

and
l.2 Demobilization: Operator shall pay Contractor a gemobitization tee 71 3 Ac tual_gg_t_ 0% 3 AemMOCiZaNON day rate Qurn3 tea’ 30wh of

, 930 00 perday, provided howave- th2t no demobiiization ‘ee $hall be fayadle !f the contract is terminated due 10 the (G132 105s OF destrue-
tion of the ng Demodiization shall include i ! ! i S

and Ser Qur
4.3 Movwing Rate. During the btme 1Re 11Q 1S 10 LrANS:1 10 OF frOMm a drl sile Of Detween dnitl Sites, commencing on
pay Contractor a sum af Sﬂ.@o__ per twenty-lour (24) haue day
4.4 Operating Day Rate: For work performeg per twenty-lour {24) nour Say wilh five (5 man crew (Ne 0peraling das 1ate $£3 L2
Deptn intervals

.. Operator sna.

From To .- WIthGUY Dl Pipe With Drill Pipe

0 1D $_~ 5,B0Q.QO0 %\ percay s . 5,800.00_ D% Cay
3 L\— — 4 pet cay H e Zay
3 per gay e e &' C2-

Using Operator s arii pioe $ NIA _ peraay

(Caywors Cantract — Page 1

Exhibit "3"
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Revised January. 1932

It unger the above calumn “With Dnill Pipe” na day rates are specitied. the daywork rate per twanty-four hour day when drill pipe 18 1n use shail e the
4p0licadie daywark rate specified in ihe column “Whtnout Dol Pipe” plus compensatian 1of any antl pipe actuatly uses 3t the rates specibed Deiow,
computed on the basis of ihe maximum drtll pipe 1n use at any time durning each twenty-lour day.

DRILL PIPE RATES PER 26HOUR DAY
Directional or

Straight Hole Slze Qrade Uncontrolisbie Deviated Hole Size Grade
3. per H. $ par .
per #t. 3. per .
s. per ft. 3 per .

Drilt pipe shail be considered in use not only wnen in actuai use but aiso while it is barng DiLked up or 1aid down. Wien drstl pipe 1S StanaIng 1n the
derrick, it shali not be consideres 1n use. provided. however, that If Contractor furmisnes special strings of drifl pipe. gt colar, and hancing tools as
provided for in Exnibit “A”, ihe same shall De considered in use at all imes when on 10calon or until released by Operatos. In no event shall fractions of an
hour be considered in camputing the amount of e dril PIDe 8 (0 use but SUCA time Shail be computed L the neacest hour, vith thurty minytes ar more
being considered a full hour and less than thirty minutes not to be counted.

Operating rats will begin when the aniiing unit 18 rigged up at the drilling location. or positioned over the Iocation Gunng manne wosk. and ready 1o
commence Operations; and will cease when the ng 1s ready to be moved otf the locatan.

4.5 Repair Aste: In the avent it is necessary to shut down Contractor's rig for repairs. exciuding routine rig servicing whiie Contractor 1s periorming

daywors hereunder, Contractor shall be auon at the ! ie daywork rate {or each penod of shutdown fime ud to 2 maumum of
hours 1or any one repart job ang atotal of 2% hours for mach thirty (30) day perod. Thereatier, Cantraciar snall be

compensatad st arate of § per twenty-lour (24) hous day. Normal servicin i ti
of drill line shall not be inciuded in computing the numder of hours of SHUIJOwN time
4.6 Standdy Time Rate with Crews: § 4. _3_9 30. 0_ .0__ per twenty-four (24) hour day. Standby time shail be defined to include time when the rg 1S
shut down aithough in 10 begin of operations but Contractor s waiting on orgers gf Operator or On matenals, services or other items (0 De

{urrishea by Operator.

4.7 Force Majeure Rate: siLilQ_._QO__ per twenty-four {24) hour day lor any continuous period that normal coerations are suspended of
cannot be carcied on due to cand. for force Il as defined in Paragrapn 16 hereot It 1s. however. understood that Operator can reiease the rigin

accorgance with Qperator's nght to dicect S10pgage of the work, stfective when condions will perout the g (o be Maved trom (e 10Cation

4.8 Reimbursadle Costs: Qperator shail reimburse Contractor fof the cosis af matenal, equipment. work of services wmnch are 10 be furnisned by
Operator as provided tor hergn but which for convenience are actuaily turnished by Contractor at Operator's request, plus _L percent tar such
cost of hanaling.

4.9 Revision In Rates: The rates andior payments heretn set torth due 1o Contractor trom Operator shall be revised to reflect the change 1n costs it the

costs of any of the items hereinatier tisted shalt vary by more tnan _No Ay percent trom the costs thereo! on the date of ths Contract of By the same
percent attar the date ol any revision pursuant 1o this paragraph:

{a) Lapor costs. inciuging all beneints, of Contractor s personnel;

(d} Contractor’'s cost of insurance premiums;

K (c} Contractor's cogt of tuel, the cost per galton/MCF baing SN LA :

@ Co 3 cost of g. when .

(#) ¥ Operalor requires Contracior ta increase of Cecrease the number of Conlractor's personnel,

{t) Contractor s cost of Spare par's and supplies with the uncerstanding tNat SUCh Spare parts ang supphes constitute percent of
1he Operauing Rale and that the parties srall use the U.S Bureau of Labor Statislics Oiltield Dnliing Machinvery and EQuipment Whoiesate
Price incex (Code No. 119102) to determune 10 wnat extent a price vanance has ocCurred in Satd SDare parts and suophies

{g} U thece 1s any Qe 1 teg o 1eg s 10 the area 10 which Cantractor 1s wOrKing or other unforeseen. unusual event that alters
Contracicr's financiat burden.

5. TIME OF PAYMENT: As per the Agreement
[ WY P WY i s V-V Loatiazl LY TSV W W i patisiactons ) (1-CY el hak LICTTY LY.V > EXY PV

chargea QMraciorn. payment becomes due Dy Operator 10 Contractior as 1ollows

5.1 Payment tor ma n_dnithing ang other wark performed at apaticabie day rates. and ali other apphicadie charges Snall Be Jue uIIN gresenta:
tion of invosce therelor upon comp L _mobiiization, completion of 1he well. Or at tne end of the MONIN 1N WK SUCH WOrk was pesicr™eg or athet
charges are incuried, whichever shat tirsi occy O:Ces May De Mmaies 10 Operator 21 agaress hereinabove snown, uniess Operator soes neredy ges-
ignute that such invoices shali be malied as toliows:

5.2 Any sum or sums not paid within Gays alter the date of invoice shai erest at the rate ol
percent per or the iegal rale, whithever i8 {ess, ffom such date unui pana.
5.3 Attorney's Fesa: It this Contract 13 placed in the hands of an attorney for collection of any sums due hereunder. of S Nt on $3me. Of suMs

due hergunder are collected through bankruptCy oOr probate proceedings. then Operator agrees (Nat there shall De added 10 the amoun

SL006-and-CoelE
¥

& TERM: As per the Agreement

£-4-Dutation-ohC Ioe-Contiactshali i loicae-and-slleciuntibanin, ate L8360 DOINE WL DL ol Psrabpdan
a

. commencing on the dale specihed in Paragraph 2 above.
tension of Term: Operator may extend the 1erm of trus Conlract for wetl(s) or for a period of
days prior Lo compietion of the well then being drilied of by

() By Either Party:
tion of the rig, or a ma,or breaka:

n grving of writien notice, either party may terminate this Contract when canditions of force majeure. total 1oss or destruc-
with indefinite repair time necessilale stopping operalions hereunder.

{d) By Operaior: Notwilhstanthag the provssions of Paragraph 3 with respect to the deptn to be drilled. Operator shall have the right 10 direct the
sioppage of the work {0 be performed by ractor hereunder 3t any ime pHor to reaching the specihigd depth, and even 1nough Contractor nas mage ng
detault hereunder In such event Operator shale:mburse Contractor as set forth tn sub-paragraph 6.4 nereol.

{c) By Coniractor. Notwithstanding the pr. 1on of Paragrapn 3 with respect to the depin to be driiled. in the event Operator shati Desome 1nso!-
vent. of De adjudicated a bankrupt, o file. by way of pelira) Of answer. @ debtor’'s petition of other gleading seering ol Operaior s deats unger
any bankrupicy or 0eblor's reliet taws now or hereatter previnyyng. or if any Such be hied against Operator. o7 1n case a receiver be appointe3 of Operator or
Operators propeny, of any part thereo!. or Operator's atiaws Beplaced in the hands ol 3 Creditor s Commitiee, CORtrastor May. at tis 0DLON 2iect 1o
te/minate further pertarmance of any work ynder this Contract ang Ntractor’'s rnght to compensation shait be as set torth s subparagraon 6 ¢ nereo’ In
adation to Contractor's nght 10 terminate pertormance hereunder. DpetalQr hereby expressly agrees 10 protect. indemnly 3nd save Con‘raztor harmiess
trom any claims. gemands and causes of achon, inctuding all costs of defe .in tavor of Operator. Operator's joint venturers or Other parties arising out
of any driling commitmenis of obi:gations contained in any lease. farmout agr: ent or othar agreement. which may be atfected Dy such terMination of
pectarmance heteunder

6.4 Early Tarmination Compensation:

{8} Prior to Commaencemaent: in the event Operator terrmunales this Contract pnor ta mencement of operahions mereyndes Ope-a:57 snav dDay

Contractor as hquidated damages anc not as a penaity 3 sum eQual 1o the Standdy Rate with Crews MALLiCIe 4 6, 107 2 penog of Gays

oraiump sumot $

(®) Prior 1o Spudding: I SUCH terMINALON SLCws alter commencement of ORETaloNs Dut DHOS 10 thENS JaGNG Of tne wel. Ooeraisr 8Fa.. day 1o
Contracior i1he sum ol the foltowsng (1)l expenses reasonably and necessanly inguired and (o be sncurred by Co C10f Dv 183SONCHIRe Conrr st a~2 oy
reason of the premature terminatan of the work. 1ncluding the expense O rilhng of other Crew MEMBDE!S and Sude/visn 0:relln a55.gnez 1z tne s 3 D
Ten percent (10%«) of the amount OF SUCH rerMBDYrSadie exgenses. SNA13 A SUMCAICUIAIED al the $1an0Dy rale 10f At Hime IS IPE Jate USI~ W™ 27 Sortral
10f cOMmMences any Operalions hereunder 0Own 10 SuCh Gate SUDSEQUENt 10 the Gate ¢l te*mination as wi' attord Contrastar
s 119 and equipment proviaed Nowever ) this Cantrach 1s 107 3 term of More than one wek of tor 3 penod of hme Dderd >
30011100 10 the above the lorce Majeure tate 1835 any unneces$sary 1abor H1Om thal date suDsequent 10 1€rMination LOON which Conlr
maniing nis g and eQuipment until the end of the term oOf

G LR R R P
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(€) 1t such termination occurs after the spudding of ihe weil. Operator shall pay Contractor (1) the amount for alt spplicable daywark rat
all other tharges anc rermbursements Sue 1o Contractor: Dut 1n NO vent 3Rall SUCh Sum, exclusive ! ImMBursements due, be tess
earneq for days at the appucable day rate “Without Dnill Pipe” and the actual amount due or ¢
rales: or at the aiection of Cantractor and in lieu of the foregaing. Operator shatl pay Contractor |
be incurred Dy reason of thes Contract and by reason of Such premature ter|
Conlract 1$ lor a term ot More than one well or for a penod !
unnecessary tabor trom the gate of termina

G 1 accordance wiln the above
nses r@asonadly and necessanty rncyrred ana 1o
us 3 lump sum ol § — provided. however. if tmis

rator snaf pay Contracior, in addition 10 the abovs. the i0rce Mmajeure rate 1238 any
e and of lho term or

7. CASING PROGRAM:

Contracior shaii driil @ well suthcient in si1ze to set. at the approximate depths indicaled, the size casing specified in the casing program promsions of
Exhitat A7 Operatar shall have the gt [0 Oesignate the POINLS 3l which casing will be set and the manner of setung. cementing ana testing. Operator
may modity the Casing DrOgram. however. any such modiication which matenally increases CoOniracior's hazards or costs Can onty be made by mutuat
consen: ot Qperator anc Contractor and upon agreement 3s Lo the acaincnal compensation to be paio Conltfactor as a resuit thereol.

8. DRILLING METHODS AND PRACTICES:

8.3 Contractor shall maintain welt controt eauupment in good condition Bt ait limes and shail use all reasonadle means 10 control and prevent fres and
Blow-outs andg 10 pratect the hole.

8.2 Subtect ta the terms heceot. ang at Qperalar's cost. at ail imes durnng the drilling of the wail, Qoerator shall have the nght tg ceatral the mug
program. and tne orithing 1luid must be of a type and have ¢h. 1STCS ANG De M. by Contractorin e with the ficanons shown in
Exhibit “A”,

8.3 Contractor w:lt conguct operations 1o comply with ail laws, ruies. orders, and regulations. Federatl, S1ate. and Local. wiich are apoticadle 1o Con.
tractor. Contractor's business, equipment, and personnel engaged In operalions covered by this Contract, including dut not fiMited 1O those set forth in
Extipst "8

8.4 Contractor shatl keep and turnisn to Operator an accurate record of tne work performed and tarmations critled on the tADC-APi Dady Drubing
Report Form of oiher form acceptasie to Operator. A legibie copy of said torm signed by Contractar's representative snait be furmishea by Contraciar to Op-
73101

8.5 if requasted by Operator, Comrac\or shall turnish Operator with copy of delivery tickets covering any matenal or supplies proveded 8y Operator
and received by Caontraclor.

#. INGRESS, EGRESS, AND LOCATION:

Operaior hereoy assigns to Contractor all necessary rights of ingress and egress wiih respect 10 the fract on which tne well (s to be located for tne per-
tormance By Contractor of alt work contempsated By this Contract. Should Contracior be denied tree access to the tocation (0 any reason not reas0nalty
within Contracior's controt, any lime iost by Contracior as a resutt of such denat shali be paig for at ihe apphicadie rate.

10. SOUND LOCATION:

Operalor shall prepare a souna location adequate In size and capabte of properly sudpoming the grilling rig. and shall be responzibie for a conauctor
p'pe pregram adequate 10 prevent sou and sub-5oid wash out. Itis recogmzed tnat Operator has superior kKnowiedge of Ine 10calon and Access routes 10 the
iocation. ano must adwise Contractor of any sub-surtace condiions. 0* OEStUTHONS wiich Contractor MIGht 2NCOUNIar while &N 1OuUle 10 112 10CaTON OF

471G operalions hereunder. In the event sud-surface con@itions Cause a cratering or snitting of the location surface. or H seades cond:t'ons drove

- unsaustactory 10 properly suppon the 1g dunng manne gperations hereunder. ang 0SS 0f damage 10 IN¢ 1Y or 1S assoZiated equIDMent resuits tnese’rom.

Operator 3nail. without tegard 10 othet provis10ns ot thus Contract. inciuding Paragrach 14 Y nereof, reimburse Contractor 10 the extent not cavered By
Contractor s insurance. for alt SUCN iCSs Or GamagQe inciuding paymeni of force majeure rate gurning repaur andiof dernabilization i applicasre.
11. EQUIPMENT CAPACITY:

It apohicaote hereuncer. operahions shall not de attemoled where canal or water deplhs are 1n excess of N/A
fee:. or uncer any atner £3NCLIONS wNICh exceed tne Capacity of the equipment specihed 10 be useg hereunder Contractor snall maxe hinai gec:son as 1o
wher an UTeration of altempliec OPeration wouwio excerD 1he Capacily O speciheO squipment.
12. TERMINATION OF LOCATION LIABILITY:

When Cantracilor nas comptiec with ai obiigations o! the Contract regarding restaratian at Qoeratar's location. Operatar shall thereatier de nadve tar
d3mags € prus ety DersONai injury of death of ary oerscr whICh OCCu’s s resus of conadiions of the lacaticn and Cenltractdr shali be rensven of such
tiatinty. provized nowever it CONtractor sha'l subsezueily reerter uDoOn the 10CANON tOr any reascn. InCluding removal of the 115, any term of 1ne Contract
re:anng 10 sucn reentry achivity snalt become apphicaote Gurning such period.

13. INSURANCE:

During ihe nie of this Contract. Contractor shail at Contractor's esDense mantain with an sNsurance COMpany Qr COMPanes aulharnzas 10 ¢
business in the state wnere the work is 10 de Serformea or tNTough a Self-iNSurance Drogram. iINSUrance Coverages of the xing and in the am2uis set torth
i Exndei AT Tontracior shaH. if requested 10 0% 50 by Operatdr. procure oM the COMDany Of COMDAanies whnhing said INsurance a cermhicate o° cethizates
that sa 1nsurance «§ 1 full force and ettect and that 1he same sHall not be cancelled or Matenally changed without ten (10) days par westtes nelice 10
Operator For habilies assumed nereunder by Contractor. its insurance shah be engorsed 1o provide tnat the underwriters waive Iheir nghRt 3° subrogation
aganst Operator Qperator wiil. as well. Cause 1S INsurer 10 waive sudrogation against Contractor for hadihty It assumes.

14. RESPONSIBILITY FOR LOSS OR DAMAGE:

14.1 Contractor's Surface Equipment: Contracior shall assume liabifity at all times. for damage to or destruction of Contractor's surface equipment,
inciuding dut nat hmited 1 all drihing tools. Machinery. ana apphiances fof use abave the surface regardiess of when or haw such gamage of gestruction
occurs. and Operator snall be under no hiability 1o reimburse Conteactor for any Such 1055 excep: 10ss of damage under the provisions of Paragrapns 10 or
143

14.2 Contractor's In-Hols Equipment: Ogerator snait assume liability 3t al smes lor damage to or desiruction of Contractor s in-hole equipment,
including dut not hmited to, deill pige. dnili collars. and toal joints, and Operator shall rexmburse Conluclcl tor the value of any Such jOss or damage. the

value 10 be determined Uy agreement between Contractor ana Operator as current fepan cost or QZ percent of current new uolacemem costot
such equ:pment delivereC Lo the well Site.

14.3 Contractor's Equipment — Environmental Loss or Damags: Notwrihstanding the provisions of Paragrach 14 1 above, Operator shalt assume
hatiiny at ah hmes tor 0amage 1o or gestruction of Contractor's eQuipment Cause0 Dy exPOSUrE 1O Mighly COITOSIve OF OtNErwisSe Gestruclive eiements,
sncluding those i1ntroduced into the crithng fiuid.

14.4 Operator's Equipment: Operator snait assume tiabsisty at all times for damage to or destruction of Operator's equioment. including dut nct imited
10 casing. tuding. wetl head equipment, and plaiform if appiicadle, and Contractor shau De under no lrabibity 10 reimpurse Operator 10r any Susn 1088 Of
damage

14.5 The Mole: In ihe event the nole should be lost or gamaged. Operator snail be solely responsibie lor such Samage 10 of 1033 of 1he hote. nSiuting
the casing therein.

14.5 Underground Damage: Operator agrees to defend and indemmnfy Contractor for any ang alt claims against Contractar resylting 72~ goeranons
under this Contract on account of injury 10, gesiruchon of. or 108s or smpairment of any proderty rightin Of to o1l as. OF OINEr MINEI2! SUBSIaNIe 0 wat=r 1
at ihe trme of the act 07 OMISSION CAUSING SUCR INjUrY, destruchion. 0SS Of IMDairment. Sa1d SUESIance had Not been reduced 10 PhysiCal PISSESSIIN 3DTve
the sur'ace of the earth. angd for any 10ss or damage [0 any formapan, sirzata. or reservor beneatn the surface of the eartn. .

14.7 Inspection of Matertais Furmished by Operator: Contractor agrees 10 visually snsDeCt ali malenals turnisned by Onerator before us.Ag same and
10 nolily Operator ot any apparent Gelects thesen Contractor shatl not be habie 10¢ any J0ss Or damage resulting irom the use of matena s ‘o mishes B,
Cpesator

14.8 Contractor's indemnilication of Operator Contracior agrees 1o protect. detend. indemnity, and save Operator. 1ts othicers. arreclors emc.orees
and |2int owners harmiess trom and against 3 C:aiMs, demands. and causes of aCHOn Of evey A ind ard CRATACIE wilhiiul ML ANC WPt re33° 3
CeuSE Grcausas (hereol OF the negiigence of any Darty 0° parhies. ansing in CONNECHION nerewith in lavar ot Conltracicr s emzio,ees0rC
1actors of |1heir empioyees 0r CONTasior s invilees, 0n account of oG Iy imury Ceath or damage 10 Droperty 1S juTicialiv gele’mines .’va The momLlac,
hnts of Insurance required hereunder of of the :ngemnilies volLtarily and Mulually assume~ unarr £3+307ap™ 14 Btwnicn Contracttora~s Coe 2tz
251e¢ wili De SUDOArIES e1iNe’ Dy avaiiabie 130ty INSUrance. uNGer wNICH INE iNSU°er Fas NO 1Gr* OF SUTOGINGN AGANST INe MIEmAtEes =042
selt INSurey N $3r Of wNOIG exCeea INE MATIMUM LIMiTS perMHTed UNDEr ADDHCAVIE law 1115 3gree 3 tRAISA 1 NSUrANCE rEQu /AT eSO ICE " ¢55%3
aulomat cally De amended {0 CONIGIM 1O the MANIMUM MONE1a*y LS DefMitlec under Such 1awn

149 Operators Indemmification of Contractor Ope-ator agrees 1o project. getend indemnity ang save Contractar 15 ofhcers g f I Jadb-S Y 22 3
anc j0n) Owners Rarm.ess I10M 370 35308t 3il Cla M LSMINTS ANT Causes 01 ATHON O every nirS ANO (R3% 2720 A IRDLI LM NIFL RS :
Cause Of CAUSAS tNEreCt 0 1N NeCHGENnCe CF any Nany OF Dallies ATiSING 1t CONNEZLON herewitn in Tavor ot Ogerat it ¢ e Cyees 3t O
of thest empioyees O ODEIATOr S (Avitpes Gthe’ N3N (NOse Cariies [eNLhag 1N Daragraon 14 8 un aCLSUNT O 00 'y Miu’y RN 23732
13 JUCCad Y Gelermined 'Nal the manetary Iim.?s Of INSUrance *eJuited Nereunge’ 0° OF 1he InJer NILies vCiuNta’t 311G MUludily ASSCMET L
149w en Coniracior ang Operatsr nereDy a5ree w Il 08 SUCDOMEC BIINEr Dy 3vaualie gD 'ty -PeLra= T 3~J. - a™ (R INE NS “as =2
UGN 354 AR 1L NTeMMItee O vSIUATAM Y S8 1 INSLED 1P DAY Of WROiE) 2rr e TRE MIJuIMuT™ (UlE neenottad SNTer a0TTal v !A (AL }
inSutante 1eQuiIreMeEnts OF indamMnities SNail automaticaily De amended tc CO~10fMN 1S 1Ne Tax:Mum Monelass »Mif§ Jerm:
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14.10 Liability for Wild Wait: Operator shatt ba liabie for the COS1 Of Tegaming CONLIOL 0 any wild well, 83 weil as for cost of removal of any gedns. ang
shall indemnify Contractor in ths regard

1y P and C. instion: Notwithstanding anyihing to the contrary contained herein. exceol the provisions ol Paragraohs 10 and 12.1t1s
undersiood and agreed by and between Contractor and Qperator that the responsiiitty 10 pollution and contamination Shat e as (0lows
() Unless otherwise proviced harein, Contractor shall assurs ail responsibiity for. inciuding control and removat af. and protect. detend and save
harmiess Operator from and against all ¢laims, demands 3ng causes of aChion of every king and character ansing from poHULION OF CONTAMINALION, WMCD
onginates above the surface of the lang ar water fram soilis of fuels. lubricants. MoOtar 0ils, nOrMal water base drihing fludd. H1pe doge. Dants solvents.
Daliast. bilge and garbage, except unavoidadle polivtion from uservo pits, whotly in Conlractor's possassion and control and girectly associated with
Contractor's equipment and facibities

®} Operator snat assume ait responsiBinty for. including controt and removal of, and protect, delend. indemnrly and save Contracior Rarmiess
from and against all glaims, demands, and causes of action of every kind ang characier ansing direcily o indirectly from ai orher polluhion of
contamingtion whiCh may occul dunng the conduct of operattons hereunaer, inciuding But not fimeted 19, that which Mmay result trom lire, Diawout.
cratenng. seepage or any other uncontrolled fiow of oil, gas, water or Other SuBSIanCe, A3 well as. the use or di3p0sHIon Of O emuisian, o1l base of
chemicaily ireated onihing thads, cont ated ot Qs. lost 4 ang Hish recovery matenais ang fiwmds.

(c) in the event 3 third party S an act o/ which resuits in poilution or contamination for which eriher Contractor or Oderator. for
whom such party 1s performing work, is held 10 be legally hable. ine responsidsiity therefor shail be considered. as Detween Contractor and Operator (o be
the samae as if the party 10 whom the work was pectormed nad performed INe same and ail of the obligations respecuing detense. ingemaity. Noiding
harmiess ang imitatian of responsibibity and liadiidy, as set fofth 1n (a) and (b} aDOve. 3hail De specifically applred.

14.12 Consequential Damages: Neither party shall be iable 10 the oiher for \, indirect or ntial Camages resulting from ar arsing out of
ts Contract, including, without iimnation, 10ss of profit or business interruplions, however same May be caused.

14.13 indemnity Obligstion: Except as otherwise expressly limited hermin, it 1S the intent of parties heretd that all indemmity oblrgalions anc:or
lisbilities assumed Dy such parties under terms ol thus Contract. including. withoul hmitation. paragrapns 14 1 through 14.12 hereol. be witnayl hmit @ng

withoul regard 10 the causs Of causes thereol (INCluOING pre-existing . INe unseawar S Ot any vessel or vessels Strct hability, or the negn.
gence of any parly or parties, whether such negiigence De sCie. JOiNt Of CONCurrent, active or passive. The terms and provisions of paragrasns 14 1 througt
14.12 snail have NQ 2pDIICaNiON to Claims or causes of action assaried ag [o] orC by reason of any agreement of incemnity with a Der-

SONn OF entity nOt 3 party hereto,
15. NO WAIVER EXCEPT IN WRITING:

1t is fully unders1ood and agreed that nane of the requicements gt thes Coatract shall be considered as waived Dy either Darly unless the same 1§ done
in wnting. and then only Dy the persons executing this Contract, or other duly authonized agent or representative of the pany.
18. FORCE MAJEURE: -

Naither Operator nof Contractor shail be habie 1o ine other for any detays of damage or any failyre 10 act due. nccasioned of taused Dy reason of any
laws. rules, requiations or orders promuigated by any Federal. State, or Locai governmental Dody OF Ine rules, reguiations, of orders of any putic Body of
othciai purporing to exercise authornty or conlros r. 1ng the op: herepy. 7Q the procurance of use ol 100!S and equipment. or
due. occasioned or caused by strikes. action of 1ne eiements. water conomons nadihity 10 OBtaiN tuel o OLher Crhical Materials. or Other Causes Deyona
the conirol of the pany atlected thereDy. In the event that either party hereto is rendered unabdie, wholly or 1n Dart. by any of Inése causes 10 Carry Oul Its
obiigat:on unger this Cantract. it 1§, agreed thal such party shail give notice ang detais of Force Majeure 1a wrting 1o (he otner pacty as dramptly as
possibie after its occurrence. In Such cases, the obligations of the party giving the notice shall de suspended during the continuance of any inabuity $0
taused except that Operaior shail be obnhgated (o pay 10 Contractor ihe Force Majeutre Rate provioed tot in Paragraph 4.7 above.
i7. INFORMATION CONFIDENTIAL:

Upon written request by Operator. information obtained by Contracior in the conduct of drilling operations on this well. including. but not hmited to.
geptn, tormations penetrated. the resuils ot coring. lesting. ana surveying. Shall be considered conhigential and shall not be drvuiged by CoNIracior or fis
empioyees. 10 any person. Iirm. or Corporation other tnan Operator s designated reoresentatives.

18. SUBCONTRACTS 8Y OPERATOR:

Operalor may empioy other CONractors 1o pertorm any ol the operations or services 10 be proviced of Deftormed Dy it ACCOrAing 10 Exmoit ~A
19. ASSIGNMENT:

Neither party may assign this Cantract without the prios written consent of the other. and prompt natice of any Such mtent 10 assign $Nail e given 10
the other party. In the event of Such assignment. the ass,grung party shaH remadn nable 10 the Olhet party as 3@ guarantor of the perfarmance Dy the assigree
of the terms of this Contract If any assignment s made that materialty alters Conteactar s hinancial burgan, Contraclor § COMPENSALAN SNA.: DE aCius'eS
o give elfect to any increase or decrease in Conlracior's operating costs.

20. MOTICES AND PLACE OF PAYMENT:

All notices 10 e Given with respect to thits Contract uniess oiherwise prowded 10 SHall be given 1O the Cantractor And (O the Operator respectively at
the addresses hereinadove shown. All sums payadie nereunder to Contracior snaki be payapie al s adgress hereinabove SNown uniess DInerwise
specithes nerein
21, SPECIAL PROVISIONS: Refer to the Agreement for any items left blank.

SEE ATTACHED PROVISION SHEET

22. ACCEPTANCE OF CONTRACT:

The taregoing Contract 1s agreed to and accepted by Operator this day ol 19
operaton: __HNG O1L COMPANY
By
Title
The toregoing Contract 1a accepiec Dy ihe ynoersigned as Contracton ims gayof 9

whICNh 1S ettective Jate Of ths agreement SubjeC! 10 fig availabiily And SUDIRCT 1O 21 OF 115 1@rMS AND DIOVISIGNS wilh thE UNJE SI3T2.75 *7a" L~ €55 53 2
Coniract :s thus execuled by Operator withun

days of the 3oove date Contractor snatl De in N0 Manne! DOUNI Dy ts s Snaturenerery

CONTRACTOR. __PARKEPR DRIITING COMPANY 1TD. . .
By I
Titte '
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SPECIAL PROVISIONS

1. Rig supervisory personnel namely (1) toolpusher and (2) drillers
shall pot 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 hole deivation survey
tools (thco) are required, Operator will pay an additional charge
over amfl 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 spool.

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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EXHIBIT “A” Revised Janusry, 1382

To Daywork Contract dated .19
Operator HNG_0IL COMPANY Contractor __PARKER DRILLING COMPANY

Well Name and Number

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

Size Weight Approximate Sefting Deptn
Conauctor . ths./ft, ft
Surtace . _As Directed by HNG Ibs./M. fl
Protection n. ibs./ft. .
Oil String in s/ ot
Liner in. los /it
| Tubing : n. 1bs./ft. 1t
’ 2. MUD CONTROL PROGRAM (See Par. 8.2)
- . Y - : Depth interval
(fL) Welght Viscosity Water Loss
From To Type Mud {ibs./gal) (Secs) {cc)

As Directed by HNG

- .
BTN i e o b BT -

Other mud specilications:

~
~

g —3 INSURANCE (See Par. 13) Per the Agreement

ancewtnhmutsof § . covering all of Contractor's empioyees work:ng unaer this agr

3.2 Comprenensive Public Liamiity insurance or Pubiic Liapiity Insurance with limits of §
deathorimuryolanyonepersonanag S for each accidem

3.3 Comprenensive Public Liability Property Damage insurance or Public Liability Pro;
of § for each accident and $

3.4 Automobiie Pubhc Liatiitty Insurance with hmits ot §
S foreach accigent. and Autom

of$ . foreach accident

3.5 In the eveni Operanons are over water fractor shall carry in aggion 10 the Statutory Workmen's Compensatian

{ ) ) : tnsurance. engorsements coves aoiity under the Longshoremens § Harbor Warkers' Compensation Act a=g
- Maritime hatuhity inciu maintenance and curewntn imts of $ _____________ for death Of injury 1o one

Damage Insurance with imits
regate per pohcy

{or the death or injury of each person and
ughe Liabdity Property Damage Insyrance wuith bmits

- .. person and $ for any one accident.
< 3.6 Other insarince
4. EQUIPMENT, MATERIALS AND SERVICES TO BE FURNISHED BY CONTRACTOR:
i The machinery. equipment. tools. materials, supphes. instruments. services ang labor herernatter histed. inCluding any
N - transportation required for such items, snail be provided at the location at the expense of Cantractor uniess Otherwise notea
hereon.
b 4.1 Drifling Rig:
N Complete driling ng. designated by ContractorastusRigNo. _____~~_ _ the mayor items of equipment being

Drawworks: . See Artached Inventory Sheet
{Maxe and Modgsl)

Cawa -

Engtnes: Make, Model. and H.P.
No. on Rig
Pumps: No. 1 Make. Size. and Power
No. 2 Make, Size. and Power
Mud Mixing Pump Make. Size. and Power
Borers: Number. Make M P. and WP.
Dernck or Mast: Make, Size, and Capacity

Subdstruclure Size and Capacity
Rotary Drnive Type
Qrut Pipe. Size in 1. Size in 1
Dnit Coilars Numner and Size
Blowout Preventers

Size Series or Tesi Pr. Mane & Mode! Number

B O P Ciosing Unu:
B O P Accumulator

(Daywork Contract — Exnidit A = Page 1,
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4.2 Derrick imbers Revised January. 1982
4.3 Normai sirings of drill pipe and gnil collars specihed above.

4.4 Conventional anitt indicator

4.5 Circulating mud pus

4.8 Necessary pipe racks and ngging up maternal.
4.7 Normal storage fcr Mud and Chemicals.
4.3 InoESnae

4.9 (2) Toolpushers far 24 hour supervision
4.10 Tm]pu:hpvq trailer

5. EQUIPMENT, MATERIALS AND SERVICES TO BE FURNISHED BY OPERATOR:

The machinery, equipment, t00!s. matenals. supphies. INstruments. services and 1abor hereinatter histed. including any
transpontation required for such items, shall be provided at the Jocaton at the expense of Operator uniess otherwsse nategd
hereon.

$.1 Furnish and maintain adequate roadway and/or canal to location, rnight-ot-way, including ngnis-oi-way ior iuel ang
water lines, nver crossings. highway crossings, gates ana cattle guards
Stake location, ctear and grade location, and provide turnaround. incluging surtacing when necessary.
Test tanks with pipe and htlings.
Mud storage tanks with pipe and hthngs.
Separalor with pipe and frttings
Labor 1o connect and aisconnect mud tank. test tank, and separator
Labor to disconnect and clean test tanks and separator.
Doiting mud, chemicats, (0st Circulation malenats and other additives
Pipe ang connections tor ol circuiating ines.
Labor 10 fay, bury and recover oIl circulating hnes.
Ornihing bits, reamers. reamer cutters, stabihizers and speciat tools
Contract fishing 100! services ang tool rental
Wire ine core bits Or heads ang wire hne core catchers requ-red
Conventional core bits and core catchers.
Diamong core barrel with head
Cement and cemenling service
.17 Electricat and Gamma-Neutron ang Micro 1ogging services.
4 5.18 Directionar. catiper, or other special services
R 5.19 Gun or jet perforaung services
e 5.20 Expiosives ana shooting devices
— T $.21 Formation testing. Nydraulic fractunng. acidizing and other related services
, ’ $.22 Equipment for dnil stem testing
5.23 Mud togging services
5.24 Sigewall conng service
5.25 Wetding service tor welding bottom joints of casing. guide shoe. float shoe. float coliar and in connection with n-
stailing of weil head equipment i required
5.26 Casing. tubing lines. screen, ftoat collars guide and float shoes ang associated equipment
5.27 Casing scratchers and centranzers
5.28 Well head connections ano ail equipment 1o be instalied in or on weil Or on the premises lor use in CONNeCHoNn with
testing, completion and operation of well
5.29 Special or added storage for mud and chemicals.
__ 5.30 Casinghead. APl senes. 10 conform 1o that snown for the biowout preventers spectfied 1n Paragraph 4.1 above
5.31 Biowout preventer testing packott
5.32 Casing Thread Protectors and Casing Lubricants
533 _Cement pad for ri g sphsrructure
- . s34 All drill string inspections, this includes drill string inspections
5.35 at the rerpmination of the well,
. . 536 _Rotating head & rubhhers
. ) : 537 Corrosion control inhibitors.

538 _Degasser, desander, desilter.
539 _24 hour communication,

5.40
5.4

wN

A d o a@®aOine

NANEKELON LD

g L e

b

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

The machinery, equipment. tocls, matenals, supphes. instruments. services. and labar listed as the following numbered
items including any transporiation required 1or such ilems uniess otherwise specitied. shall be provided at the iocalion ang at
the expense Of the party hereto as designated by an X mark 1n the appropnate column.

To Be Provided By and
At The Expense Ot

Item Operastor Coniractor
- 6.1 Celar and runways ........... e X
6.2 Fuel pocated at X
6.3 Fuel Lines (lengtn X _
6.6 Water al spurce, including fequired permats X —
6.5 Water well including reQuIted PeIrMIS ... ... .ureennveeannsnesnnn b4 o
6.6 Water hines. inCluding fequited permts .......... e X

6.7 Water storage tanks capacly . ...
6.8 Labor o Operate water well OFf walef QUMD ... .., . .. .iincennens -
6.9 Maintenance of water well. sfrequired .......... ... .. il X
6.10 Mats for engines and Doiiers. Or MOLors ang Mud pumps —— -
6.11 Transportation of Contractor s property
Moven ...Actual . Cost... .., .................... ... — X
Move out ,.Actual COSE i o e X
6.12 Maternais for boxing in rigang dernicx ... L. L. N e ———— . X
6.13 Soec:al strings of artl pipe and drdt catiars as follows
_.Drill pipe larger than 5" and smaller _ _ _ X
'\ _ .than 33", including_appropriate_collars . ._ L

_and_handling tools

fDayworn Contract — Esnpi: A — Fage 2,
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Revised January, 1982

To Be Provided By And
Al The Expense Ot

Item (Continued) Qperator Contractor

6.14 Kelly (oints. subs. elevators and ships for use with spectat drill pspe ...,

.15 Onh pipe proteciors {or Keilly joint ang each joint of onil pipe
runming nsice of Surface Casing as required.
for use with normal stnngs of gl pipe ... ....ceennnne.. vesenans

6.16 Dnil pipe protectors for Kelly joint and drill pipe running
inside Of Protection Casing .. ... ueieeiirnrenieoneneenavennns

6.17 Coring reet with wire Line af sufficient lengtn for Conng at maximum
depth specified 1n Contract .. .

6.18 Wire hne core barrel ... ............. Ceieeiraeaaaas fereieneaaieas
6.18 Conventional COTE DAl ... ... ...ciueiineiinnecrrasnisseananas
6.20 Rate of penetration recording dewvice ... 3, L €T
6.2% Extra 1abor for running ang cementing casing
B.22 CasiNg LOOIS ...ttt e it anaaaaaaas
$.23 Power casing tongs ..
.24 TUDING 100IS Lottt rinarteeeraaarararanenanesasnnenns
6.25 Power tubing tong
6.26 Swabbing unit with SWabBING NG ... .. ... viiennannianannenonins
6.27 Swab ............... DU
6.28 Swabp lubnicator ..
CTe ' . .29 Swab rubbers ..... . :
. 6.30 Crew Boats. NUMDEr ... iieiiiiicaeenreareeanns
. 8.31 Service Barge ..........iieln.. .
— &~ 8.32 Service Tug Boat
H . 6.33 HeliCopIer ServICe ... . ..o i ittt iirirennnianeaninenns
- 6.3 RatHOIE ... e e e
N 6.35 Mouse Hole
. 6.36 Reserve Pits
8.37 Erect ano Dismantte Dernch ... .. it
8.38 UpPper Kelly COCK .ottt ettt ieeane e eiaaeaenannns
£.39 Dulling nole tar ar ariveng tc: conductor pipe
§.40 Charges. cosi ot bonds 10r pudkc 1038s .......
841 200 Hydril — X
642 Safety valve to fig all drill pipe having
( i - . 643 ID_equa} ta or larger than drill pipe

e 6.44 Misc, transpqrcati e initi ve.
4 Mise . Rhanspe! tion expenses above initial move X

F-x mebe b D Ieivee b e [ [pebe Ia b e dat B Ppa B I e ]

e .
AY

’

Signed by ihe
Parties as correct.
For Contractor . _.

L For Operator

Day . s ComMral: ~ Earss & o pg3e 2
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EXMIBIT B~ Revised Jaauary. 1982
(See Paragraph 8.3)

1. EQUAL EMPLOYMENT QPPORTUNITY

A. Operator 15 an Equal Opportunity Employer. It 1s agreed as 3 conditton of this Contract that uniess any or all work
performed hereuncer 18 exempt uncer Eaecutive Orger 11246 (30 Fed Reg 12319) as amended. or under the fules ang
regulations tssued thereunder, dunng the performance of this Contract, the Contractor agrees as lotlows:

1. The Contractor will not discriminate against any empioyee or applicant for employment because of race, religion. color,
sex or nationaiong:n. The Contractor wiii take affirmative action toensure that applicants are empioyed, and that amployees are
treated during empioyment, without regard (o their race. reirgion, CoOlof. sex or national orngin. Such achon shaliinclude. dut not
be imited to the foliowing: Empioyment, upgrading, gemotion, or transter. recrustment or recruitment advertising; jayot! or
termination; rates of pay or other forms of compensation. and selection for training. including apprenticestup The Contrastor
ggrees 10 DASt I CONSDICUQUS places. avalable 1o emptoyees and apphcants f0r employment, natices to be provided Dy the
contracting otfficer setting forth the provisions of tis nondiscrimination ¢lause.

2. The Contractor will, in ail solictations or agvertisements for empioyees placed by or on behait of the Contractor. state
that ail quahfied appiicants wili receive consideration for empioyment without regard o race, rehgion, ColOf. sex or nationat
ongin.

3. The Contractor will send to each labor union or representahve of workers with wnich he has a coliective bargs:ning
agreement Or other contract or understanding. a notice t0 be proviged Oy the agency contracting otticer, advising (ne 1apor
umon or workers representative of the Contractor's cammitments unger Sectian 202 of Executive Orger 11246 0f Septernber 24,
1965, and snhaii post copies of the Notice in conspicucus places available 10 employees and appiicants {or empioyment.

4. The Contractor will comply with all provisions of Executive Order 11246 0t September 24, 1965, ang of the ruies.
reguiations, ang relevant oraers of the Secretary of Labor.

5. The Contractor witt furrish all information and reports required by Executive Qrder 11246 of September 24, 1965. and by
the rules, requiations. and oraers of the Secretary of Labor. or pursuant thereto. and will permit access to nis baoks. recoras. and
accounts by the contracting agency and the Secrelary of Labor for purposes of investigation to ascertain compliance with such
rules, regulations, and graers.

6. In the event of the Contractor s noncompiiance with the nondiscnmination clauses of this Contract or with any 3t such
rules, regulations, or orders, this Contract may be cancelied, lerminated. or suspended in whoie ot in part anc the Contractar
may be declared inehigible for further Government CORIracts 1n accordance with procedures authonzed in Executive Orcer
11246 of September 24, 1965. and 3uch other sanchions may be imposed and remedies \nvoxed as provided in Executive Oroer
11246 of September 24, 1965, or by rule, requlation, or orcer of the Secretary of Labor, or as otherwise proviged by law

7. The Contractor will anciude the provisions of Paragraphs 1 through 7 in every subcontract or purchase order uniess
exempted by rules. reguiations. of orders of Secretary of Lador issued pursuant to Section 204 of Executive Order 11246 of
Septemper 24, 1965. 50 Inat such provisicns will be binding UPON each subcantractor or vendor. The Contractor will take such
acton with respect 10 any subconiract or purchase order as the contracting agency may direct as a means of enforcing sucn
provisions inciuding sanctions for noncompliance. Provided. however. that in tne event the Contractor becomes invoivedin, ot
is threatened with 1hgalion with a subcontractor of vendor as a result of such direction by the contracting agency. the
Contractor may request the United States 1o enter into such htigaton 10 protect the interests of the Uniteg States.

B. Filing Standard Form 100 (EEO-1) and Development of AHirmative Action Program.

1. Contractor acknowiedges Inat he may be required to hile Stangarg Form 100 (EED-1) promuigated jointiy by the Othee ot
Federal Contract Compiiance. the EQual Employment Opportunity Commission ang Plans for Progress within thirty (30) days of
contract awarc. if such report has not been liled or the current year angd otherwise COmMply with Or file such other compuance
reports as may be required under Execytive Order 11246, as amenged and Ruies and Regulations adopted thereunder

2. Contractor further acknowledges that he may be required 10 develop a written athirmative action comphance 0r0gram as
required Dy tne Rutes and Regutalions approved by the Secretary of Labor under authority of Execulive Order 11246 ana suopiy
Operator with 3 copy of such program it Operator $0 requests

C. Nonsegregated Facillties.

Contractor ceruties that he does not maintain or provide for his empioyees any segregated faciites a: any of ms
establishments. and that he does nol permit his employees (O cerform their services at any locanon, under s Control. wnere
segregatec tacihiies are mantainea He ¢certihes further that he will not maintain of prowvide (07 nis employees any segregaien
facilities at any of his estaclishments. and that he will not permit s employees to perform thew services af any 10cation. unger
his control. wnere segregated taciibies are maintained Contractor agrees 1nat a breach of fes cerihication 15 3 violation o! the
Equat Opportunity Clause in trus Contract As used in this certification. the term “segregated facilibes” means sny waing
rooms. work areas. rest rooms and wash rooms, restaurants and other eating areas. hime clocks, locker rooms ang other storage
or dressing areas. parking lots. drinking fountains. recreation of entertainment areas. 1ransporation and housing facihties
provided tor empioyees which are segregated by exphicit Qirective Or are in tact segregated on the dasis of race. Coior, rehgeon,
sex. age or matonal orgin, because of habu, local custom or otherwise: Contractor's policies and practices must assure
appropnate physical jacilvies to both sexes. He turther agrees that {except where he has odbtained identical certihcations from
proposed suticontractors tor specific ime periods) he will obtain identical cerhifications from proposed subcontractors pnor to
the award of subcontracts exceeding $10.000 which are not exempt from the provisions of Equal Opporiunity Clause: that he witl
retain such certificanons n his fites. and that he wiit forward the foliowing notice 1o such proposed subcontractors (excedt
where the proposed subcontractors have submitted identical ceruhcations lor specific time penods):. "NOTICE TO
PROSPECTIVE SUBCONTRACTORS OF REQUIREMENT FOR CERTIFICATIONS OF NONSEGREGATED FACILITIES. A
Certsfication of Nonsegregated Facihties as required by the May 21, 1968. orger on Elimination of Segregated Faciiities. by tne
Secretary of Lador (33 Fed Reg 7804, May 28. 1968). must be submitted prior 10 the award of a subcontract exceecing $10.000
which is not exempt from the provisions of the Equal Opportunity Clause The certificatian may be submitted either tor each
subconiract or for ali subcontracts during a8 penod (r.e., quarterly, semiannuaily, or annuaily).”

D. Penatties

Contractor turther understands and agrees that a breach of the assurance contained in Paragraphs A through C above
subjects it 10 the prowisions of the Order at 41 CFR Chaoter 60 of the Secretary of Labor dated May 21, 1968 {n the ever: of
Contractor s noncomphance with the nondiscnmination clauses ot this Contract or with any of such ruies. regutations or
orgers. such noncomphance shati constitute sutficient grounds. and the parties Nereto agree 1o iMmesiate canceilahon of tms
Contract on the basis of such noncomphiance with no further ophigation whatsoever on the part of the Operator.

2. LISTING OF EMPLOYMENT OPENINGS

The undersigned Contractor further agrees. if the value of any contract or purchase order s §2.500 or more that it wili pe
bound by the loliowing pravisions contained in 41 CFR 50-250 promulgatec pursuant 10 Executive Order No. 11701
A. The Contractor. 10 provide special emphasis 10 the empioyment of qualired disabled velerans and veterans of tne Vietna™
era. agrees that all suitabie employment openings of the Contractor whuch exist atthe time of the execyuhon ot tis Contracta~3a
those which occur dunng tne performance of 1his Contract. inclucing those not generated by this Conlract and nciud.ng thsse
occurning at an estadlishment af the Contractor other than the ane wherewnthe Caontractis be.ng pertormed but excludiag inIse
of independentiy operated corporate attuiates. shalt be oftereg for sting at an appropriate iccal office of tne Stateempiavment
ServiCe SYSIeMm whnecein the CoRMNG SCCUrS and 1O Drovide such feponsto such iocat ottce regarading emogyment gpen . n3s ans
hires as may De required Provideg That thus prowision sNali not apdiy 10 openngs which tne Contracror hils from witnin tne
Coniractor s organization or are Lied Pursuant 1o a CustoMary ang 1raditonal employer-unten Mnng arrangemen:

B. Listing of employment openings witn the employment service system pursuant to this clause snait be made a° teas:
concurrentty with the use 0! any otner recrutment service Or ef1ort and $hail Mvoive NG NOrMal ODHGANoNs wM LR N3z~ 17 tne
placing of a ponatide jOD order inciuding the acceplance of referrais ol velerans and nonve:erans Tne PSiNg St e™s Sy e
openings 0oes NOt require Ine ninng of any particular JOD APOECANT OF 10M Ay partiCL1ar §rous 6' (32 aPRHCANTS 422 ~21” =3
herein 1s intenged to reaeve tne Contractor from any requirements 1n any Executive Orgers of regulatidns re3
AONGiscmMination in employment

{Dayworx Contract — Exhibit "B7)
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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.

DRIVE GROUP

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
lbs. with ten (10) lines on a 22 ft. floor height substructure.

TRAVELING AND ROTARY EQUIPMENT

1. McKissick 350 ton block/hook combination;

2. Gardner-Denver 400 ton swivel;

3. Gardoer-Denver 27-1/2 in. rotary table.
MUD SYSTEM-- -

1. One (1) Ellis Williams 9W1000 1,000 HP triplex mud pump
unitized with a General Electric 752 single electric motor;

2. Demco single tandum shale shaker;

3. Demco desander with two (2) 12 in. cones:

4. Demco desilter with eight (8) 4 in. cones;

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

suction pit and one (1) agitator in the shale tank.

WELL CONTROL EQUIPMENT

1. N.L. Shaffer 13-5/8 in. x 5,000 lbs. spherical BOP with
10,000 1b. bottom flange;

2. N.L. Shaffer 13-5/8 in. x 10,000 1bs. single BOP;
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Parker Drilling Company
Rig 7
Page 2

WELL CONTROL EQUIPMENT (Cont'd)

3. N.L. Shaffer 13-5/8 in. x 10,000 1lbs. double BOP;
4. N.L. Shaffer 160 gal. accumulator with remote control unit;

5. N.L. Shaffer 4 x 2 x 10,000 lbs. 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;

74. Rotary table rpm tachometer;
5. Rotary torque gauge;
6. SPM tachometer;

7. Weight indicator.

DRILL STRING ~

1. 12,500 ft. of 4-1/2 in. 16.60 lbs. 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

——— 3

RIG #38

ITEM - DESCRIPTION
DRAWWORKS National 100M
COMPOUND National 3 Engine
ENGINES 3 Waukesha IRZ (412 H.P.)
MAST L.C. Moore 136' 960,000 GNC
SUBSTRUCTURE L.C. Moore 20'
MUD PUMPS O0Ilwell 1000P (Primary)

EMSCO D-700 (Standby)

MUD PITS 3 - 8' x 8' x 40'
TRAV%LING 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_3/411 - g

Automatic Driller
Drilling Recorder
Trailer House
Crownomatic

Wire Line Unit
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| o PARKER DRILLING COMPANY
EQUIPMENT INVENTORY
RIG #7

Drawworks: Ingersoll Rand 1500E 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.

l Mast & Substructure: 127' telescoping mast with a hookland capacity of 715,000 1bs.
on 10 iines 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) E17is-Williams 911000, 1,000 H.P. Triplex
mud pump utilized with GE 752 single electric motor.

2. Auxillary Pump: Gardner-Denver PZ-7 - 750 H.P,
3. Demco single tandum Shale Shaker.
4. Demco Desander with 2-12" cones.
5. Demco Desilter with 8-4" cones.
6. Mud House (20' x 10') :
7. 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.
( Well Control Equipment:
1. 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" OD 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. MWeight 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 Eng<ine
ENGINES 4 - 3 Waukesha LRZ {412 H.P.)
MAST | o o L. C. Hoone 136' 960,000¢ GNC
SUBSTRUCTURE - - = L. C. Moore 20’
MUD PUMPS © Oitwert 10007 (Primary)
2 - EMSCO D-700 {Standby)
MUD PITS | ‘ 3-8"X§ X 40
TRAVELING EQUIPMENT 360 Ton
ROTARY TABLE | - S EMSCO 27%
WATER TANKS L ) ' 4 - 500 BBL.
BOP'S 5,000% and 10,000¢
DRILL PIPE - | 3", 4", 5"
DRILL COLLARS _ 4-3/4" - 9"
MISCELLANEOUS '  Automatic Driller
Drilling Recorder
Traifen House
Crownomatic

Wine Line Unit
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EXHIBIT 4"
CONTRACTOR FURNISHED SERVICES AND MATERTIALS

Services and Materials Price

Completion Rig - Day Rate/*#%#*
i Mud, chemicals and services *
Cement and services | _ %
I Drillstem and wireline test ' *
Logging *
I Perforating { . *
i Acidizing and fras;uring . : *
All packers | ~ %
! Reamers aﬁd stabilizers - *
Contractor program management, technical and k%
3(, administrative services, .field supervision
and personnel, and associated overhead to the
extent not already included as part of the Day
i
|
:
i
i

Rate for Drilling and Completion of Wells or as
part of the service being provided.

Equipment rental %
Pipe rental (drillpipe and collars) *
Casing crews *
Fishing tools £
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%).
I *¥* These i1tems will be debited to the Payout Account on the basis of actual
out-of-pocket expenses incurred.
i **% [uy Rate plus twenty percent (20%) where thivd 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

—— L] L N S L\ L] % LB/

Coring and analysis

L
—

Swabbing
Miscellaneous supplies

Insurance and -bonds

/5266S/
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EXHIBIT "6"

LIMITED ASSIGNMENT OF OTL, GAS § MINERAL LEASES

THE STATE OF NEW MEXICC §
: §
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 intere;t (sometimes referred to as the "Leasehold Estate") in and
to the leasehola estate and working interest created by, found in and covered by the
oil, gas Qnd mineral leases described in Exhibits _ through _ 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 tracts described .

in said Exhibits __ through _ (the "Lands"), amountingrthe eighty-five percent
(85%) of Assignor's rignt, 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

accomnt of the utilization of such gas for plant fuel and shrinkage, until "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.property 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 shall continue and remain in full force and effect for the

term provided herein.

This Limited Assignment of 0il, Gas and Mineral leases is made subject in all
Tespects 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 d4ppropriate 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 lLeasehold 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 reasonable periods, upon rcquest of Assignee, furnish to

T — s

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

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

which any of such wells may hereafter become subject, and the quantity of oil, gas and
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other minerals recoverable therefrom 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 whenever 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 Lands, 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, driiled 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 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 assiuns.




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
respective rights herein %ranted. :

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

Address: HNG OIL COMPANY

508 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 Uil Company, known to me to be tile person whose name 15 subscribed to the
foregoing instrument, and swore to me that he executed the same for the purposes and

consideration thereln expressed, in the capacity therein stated, and as the act.and
deed of said HNG 0Oil Company.

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

Notary Public in and tor the
Stute of Texas

My Commission Expires:

/52425/
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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 Accountin
Procedure 1s attached.

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

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

“Operator” shall mean the party designated to conduct the Joint Operations.
“Non<Operators™ shall mean the parties to this agreement other than the Operator.
“Parties’” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean ihose emplovees whose primary functior, in Joint Operations is the direc:
supervision of other employees and or contract labor directly employed on the Joint Property in a field operat-
Ing capacity.

“Techrical Emplovees” shall mean those emplovees having special and spectfic engineering, geological or other

professional sxills. and whose primary funclion in Joint Operauons 15 the handling of specilic operaung condi-
tions and proolems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employvees.
“Material” shall mean personal property, equipment or supplics acquired or held for use on the Joint Property.

“Controllable Material”™ shall mean Material which at the time 1s so classified 1n the Material Classification Manuai
as most recently recommended 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 montn. Sucn bills will be acesmpanied Ly statements which i€entiiv the author-

1ty for expenditure. lvase or 1uc und ail (harges ang ceredits. summarized by uppropriaie classiiications of in-

vestment and expense except thai :ems of Controliable Material anc unusual charges and crecits shall be sep-
ately wdenuiied and fully deseribed in detail

Advances and Pavments by Non-Operators

Unless otherwise provided for in the agreement. the Operator may require the Non-Uperators 1o advance then
share of estimated cash outlay for the succeed:ng month’'s operation. Opcrator shall adjust each monthly bxllms
to reflect advances received from the Non-Operators.

Each Non-Gperator shal. pay i1ts proportion of all bills within niftcen (13) days atter receipt, If p avment is not
made w:thir, such time. the unpaic balance shall bear interest monthly at the rate of twelve pc'ccrt | . ) per
annum or the maximum contract rate permutted by the apphcable usury laws in the state in which lhe Joint
Property 1s located. whichever 1s the lesser, plus attorney’s tees. court costs, and other costs 1n connection wilh
the coilection of unpaid amounts.

Adjustments : -

Payment of any such bills shall not prejudice the right of any Non-Cperator 1o protest or question the correet-
ness thercof; provided. however. all bills and statements rendered to Non-Operators by Operator duning any
calendar year shall conclusively te presumed to be truc and correct after twenty-four (24) months 1oliowing
the end of any such calendar year. unless within the said twentv-four {24) month penod a Non- Op\-ra.o‘ takes
written exception thereto and makes claim on Ogcrator for adjustment. No adjustment favorable 1o Operator shall
be made unless it 1s made within the same prescribed period. The provisions of this paragrapn sha!! "o( pxcvcm
adjustmenis resulting {rom a physical inventory of Controllable Material as proviavd ior in Scction \'.

Audits

A. Non-Opcrator. upon notice 1r writing to Opetator and all other Non-Operators, shatl have the ke 1e
rator’s account: and recorgs reluting to the Joirtt Account tor any calencar yveur within the twont
period following the end of sucn cuiendar year. provided. however, the muking ol att ua

ume for the iaking of wrilten exceplion to and the adjustlments 0f aCCOUNLS as Prov.ded tor in [.. Labat -‘ [T
Section [ Where tnere are twa or mote Non-Operators, the Non-Opetators shall muke every rvasornbie ofiort 10
conduct joint or simultancous audits 10 o munrer which will 1esult in o mrmun o ronve e nee o s Qe
tor. Operator shall bear no pottion of the Non-Uperdtofs sudit cost meuried under s paraatapl, un.s

to by the Operator.

uzi;: O;w.

Approval by Nen-Opcrators

Whete an approvel ur other agicement of the Parties 0 Non-Oneratos ix oxniessiy 1oL
ttons ¢f thi: Accounting Procedure und 1t the aercement te whieh thes Arcountiee B ovedurs -
no contrary Provisions in regurd theteto, Uperator shall oty ol Noa-Operators o thy
the apreement or approval of a majui ity in anlerest 0 ke Non-Upetulols »hell Le contioineg
tors.

—1—
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1.
!

: 2.
i 1
i

3.

4.

3.

1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

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 Property in the condu:
of Joint Operations.

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

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

B. Operator's cost of holidav, vacation, sickness and disability benefits and other customary allowances paid *
emplovees whose salaries and wages are chargeable to tne Joint Account under Paragzraph 2A of this Seclic
II. Such costs under this Paragraph 2B may be charged on a "when and as paid basis™ or by "‘percentage a-
sessment”’ on the amount of salanes and wages chargeable to the Joint Account under Paragraph 2A of th.
Section II. 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 chargeaoble to the Joint Account under Paragraphs 2A and 2B of this Se:
tion II.

D. Personal Expenses of those emplovees whose salaries and wages are chargeable to the Joint Account unde
Paragraph 2A of this Section 1L

Emplovee Benefits

Operafor's current costs of established plans for emplovees’ group life insurance. hospitalization. pension. re-
tirement. stock purchase. thrift, bonus. and other benefit plans of a tike nature, applicable to QOperator's labc
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Secuon Il shall be Cperator’'s actus
€ost not 10 exceed twenty per cent {20°¢)., or the maximum rate most recently recormiended by tr
gﬁ'f?ﬁ}il of Petroleum Accountants Societies of North America.

Material purchased or furnished by Operator for use on the Joint Property as provided under Secciton 1V. Oni
such Material snall be purchasea for or transierred to the Joint Property as mayv be required for immediate us
and is reasonanly practicul and consistent with efficient and economical operations. The accumuiation of sur
plus stocks shall be avoided.

Transportation

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

A. If Material is moved to the Joint Propesty 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 rehatie supply store
recogrized barze terminal. or rarlwuy receiving point where like material is normally avauadle. unicas agreec
to by the Parues.

B. If surplus Mauter:al 1s moved to Operator's warehouse or other storage point. no charge shali be made to th
Joint Accoun: for a distance greater than ke distance to ine nearest rehiable suppiy stare. reveanized barg:
termunal. ar rauway recciving point unless aareed 10 by the Partues. No cnuige shull Se.made to the Joint Ac
count ior moving Materiul 10 other propertiv: belonping v Operator. uniess agreed o by the Parties.

C. In the apphcation of Subparagrapns A and B above. there shall be no equaiization of actual gross wrucking vost
of STCH or less excluding accessonal charges. R

4 .
Services

The cost ¢f contrac: services, equ:pment and utithties provided by outside sources. cxcep! services excluded by
Paragrapn 9 of Secuon 1l and Parasreph 1. 12 of Secutior 111, The cost of professional consuliant services and con-
tract services of technical personnei directly engigea on the Joint Property il such charges are exciuded from the
Overhead rates. The cost of proressionai consuliant services or contract services of dechnical personnel not di-
rectly engaged on the Joint Property shall not be charged 1o the Joint Account unless previously aarced to by
the Parties.

Equipment and Facilities Furnished by Operator
A. Operator shall charge the Joint Accourt for use of Operator owned eguipment and facilities at rates com-
mensurate with costs of ownership and operation. Such raies shall include costs of maintenance, yepairs, oltacr

operauing expense, insurance. taxes. depreciation. and interest on investment not to exceed cizht per cont (8¢ )

per annum. Such rates shall not exceed average commercial rates currently prevaibng in the :mimeaiate area
of the Joint Property.

B. In .cu of charzes in Paracraph 7A wbove, Operotor may eleet 10 use Lveruge tOmmeraiui mites prevaihire 1
the immediate area of the Joint Property less 207, . For automotive equipment. Operator muv cieet 10 Use rates
published by the Petioleum Jotor Tratsport Assouauon.

Damages und Losses to Joint Property

All costs or expenses Neeessary for ihe rebutr ar replucement of Juint Prope iy mude neces:ary e,
aees or lo:sus tneurred by fue, Hlaod, storn fuetl, grewent, 0 other cause, eNCept 1Rose tesultng
pross neghzence o willtul misconauct. Operotor shadd furnsh Nos-Operator ien
meurred as s00R as Pracicuable arter g noport meieo! has been received by Operater

ISR TN U

UMD Lt

Whie oo

TR

Legal Expense

Eapense of hanabrez iavesteating and setthol hhzation or cams absetess o bend g
and wmounts paid tor settloment ol clams atcaried 15 or resuing from opaanens o
necessaty to protect or recover the Jornt Progeily, encept tiut o chatoe tor services of Op
or fees OF CNPUnse of oulsicic ttorneys ~tall b maae undess previonsiy aaieee to he thee 17
CXPENSE 15 CORSIgUred 1o e coveted by the pveinesd provisions of Seclion 11
Parties, except as provided n Scection 1 Parazrapn 3
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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 !he production 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 even: 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 program and in that event, Operazor shall include a charge at Operator's
cost not to exceed manual rates.

12. Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II. or in Section 111
and which 1s incurred by the Operator in the necessary and proper conduct of the Joint Operations.

. .A—-a.—&--ﬁ-w.'~-. .
e

ul. OVERHEAD

1. Overhead - Drilling and Producing Operations

. i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall chargs
B drilling and producing operations on either:

{ X ) Fixed Rate Basis. Paragraph lA, or
= ) Percentage Basis, Paragraph 1B,

Unless otherwise agreed to by the Parties. such charge shall be 1n heu of costs and expepses of all ofiices
and salaries or wages plus applicab.e burdens and expenses of all personnel. except those airccily chargeabie

- _under Paragraph 2A. Section 1. The cost and expense of services from outside sources in connection witn
matters of taxation. traf{fic, accounung or matters before or involving governmental agencies snall be considerec
as included 1n the Overhead rates provided for in the above selected Paragraph of this Sect:on ill unless sucn
cost and expense are agreed 1o by the Parties as a direct charge to the Joint Account.

ii. The salaries. wages and Puersonal Expenses of Technical Employees and or the cost of professional consultan:
services and contruct services of tecninical personnel directly employed on the Joint Property shali { ) shai.
L not ( X) be covered by the Overhead rales.

A. Overhead - Fixed Rate Basis

(1) Opcrator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate $__5.622,.00
Producing Well Rate § jéJ jols}

{2) Application of Overnead - Fixed R..u B.ms sn..‘ll be as fcliows:
{(a) Dnlling Well Rate

-- . [1} Crarges tor onshore drilling welis shall beg:n on the date the well 15 spudced wnd term:nate on
the cale tne dniling or compicuon ng is released. whichever 13 later, excep: tnat no charge snall
be made during suspension of drilling operations for fifteen {13) or more consecutive days.

[2] Charges for offshore drilling wells shall begin on the date when dniling or completionr vguipniviit

arrives on location and termirate on the date ihe drilling or compliction equipment moves off loca-
suspen-

tion or rig is> reieascd. whichever occurs nirst. except tnat no ¢narge shall be made €
sion of drilling operations for tifteen (13} or moare consecutive cays

- {3] Crarges for wells undergoing any type of workover or recompietion for a period of five (3) con-

secutive davs or more shail be made at the drilling well rate. Such crarges-shail be applied for
the period from date workover operauons, with rig. commence LnTousn Gate of r:g release, excep!
that no charge shall be made during suspension ot operations tor fifteen {15) or more cansecutive
days.

(b) Producins Well Rates

{1] An acuve weli either produced or injecied into for wny portion of the montk :hull be cansidered
as a one-well charge 1or the entire month.

[2] Each scuve completion in a multi-completed well in which production is not commincled down
hole shall be considered as a one-well churge providing each completion s considvive & separate
well by the governing regulatory authonty.

[3] Anractive zas well shut 1n because of overproduction or fuiiure of purchaser 1o tuxe thye proguc-
tion srall be considered as a one-weil charge providing the 223 weil 1s directiy cor
manunt saies vutlet,

Clod o o per-

{4] A one-wcil charge may be made tor the month In WHICH R0k a0 abahan
are compleivd on any well.

el operslions

13] Al other inactive wells (including kut not : :
leuse allowabie, transterred sl.owatle, cle ) siieli DO guaary o

it oLliawatie

13) The weli rates snail be odjusted as of tne frst day vl Apnib eadh vear
woteement 1o wnich Ris Accounting Proceau:e s attaoneg, Tl vt
Poving The rale cunentdy gn use tyv e percentitt ImUIvise Ny ey
Ciuae Potruicum ano Gus Production Wargers Bet 106 Jasi Can :
preceding s shown by the indey of gverage Weesis caimnus od Ulaen B
tion Worsers as published by the Usated 3tates Dopartment ot Lae
cquttvalent Chanadian andex a~ pubbistied by Statistics Caniag,
the rates currentiv an use, plus of MInUs he Cumputed asujustment

e eiiveinvge
boe oo

Tt wal bl

Palved o Late:

Nkt ThU ani et falvs aftail Lo

—_3—
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2.

L

B. Overhead - Percentage Basis )
(1) Operater shall charge the Joint Account at the following rates:
(a) Development

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

(b) Operating

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

(2) Application of QOverhead - 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, redriiling, 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 1s 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 defined in
Paragraph 2 of this Section II1. All other costs shall be considered as Operating.

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 fixed assets, and any other project clearly discernible as a fixed asset required f{or the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess
of § H

A. ___*__.% of total costs if such costs are more than § * butlessthan$___ * = plus
B. _ _* < of total costs in excess of $___* _ but less than $1,000.000; plus
C. —__*_ <, 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 paris
of a single project shall not be treated separately and the cost of drilling and workover wells shall be exciuded.

Amendment of Rates

The Overhead rates provided for in this Section 11l may be amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

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

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 Jomr
Account when adjustment has been received by the Operator.

Transfers and Dispositions

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

A. New Material (Condition A)

(1) Tubular goods. except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carioad or barge load weight basis, regardless of quantity transferred, equalized 1o the lowest
published price f.o.b, railway receiving point or recognized barge terminal nearest the Joint Prcpen\
where such Matenal 1s normally available.

(2) Line Pipe

(a) Movement of less than 30.000 pounds shall be priced at the current new prlcollr' cffect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such \L.un.al IS nor-
maliy available.

(b} Movement of 30.000 pounds or more shall be priced under provisions of tubular goods piicirg 1n Para-
graph 2ZA (1) of this Secuon IV.

(3) Other Material shall be priced at the current new price. tn effect at date of movement, as I:sted by a rehiable
supply store or f.0.b. railway receiving point nearest the Jownt Property where sucn Material is normally
available.

B. Good Used Material {Condition B)
A\ateral in sound and serviceable condition and suttable for reuse without reconditioning:
(1) Material moved to the Joint Property
(a) At scventy-five percent (737 ) of current new price. as dt‘lz::mlncd by Puragraph 2A of thus Seetion [V
(2} Material moved from the Joint Property ' ) ’

(2a) Al seventy-five percent (757 ) of current aew price. as determined by Parueraph ZA of this Scchon IV,
if Matenal was oniminally chaiged 1o the Joint Account as new Materal, or

-— —
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{b) at sixty-five percent (657 ) of current new price, as determined by Paragraph 2A of this Sect
IV. uf Matenial was originally charged to the Joint Account as good used Matenal at seventy-five p
cent (V3% ) of current new price.

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

| (1) Condition C

1

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 (507¢) of current new price as determined by Para-
grapna 2A of this Section IV. The cost of reconditioning shall be charged to the recesving properiy. pro-
vided Condition C value plus cost of reconditionung does not exceed Condition B value.

(2) Condition D

All other Material. including junk, shall be priced at a value commensurate with its use or at 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 normaily used for such other purpose. Operator 1nay dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approvs
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 jusufy 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
. twenty ents
- - - . . ¢« (1) Loading and unloading costs may be charged to the Joint Account at the rate of TIRXKKE | per

* hundred weight on ail tubular goods movements. 1n beu of loading and unloading costs susiained. whern °
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 3 of Section II.

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

3. Premium Prices

Whenever Maternial is not readily obtainable at published or listed prices because of national emergencies. strike:

or other unusual causes over which the Operator has no control the Operator mayv charge the Joint Account for the

. required Material at the Operator’s actual cast incurred i providing sucn Material, 1n making 1t suitable for use

} and in moving it to the Joint Property: provided notice 1n writing 1s furnished to Non-Operators of the proposec

charge prior to bilhng Non-Operators for such Mateiial. Eacn Non-Operator shall have the right. by so elecuing anc

notifying Operator within ten days atter recesving notice from Operator, 1o furmsn in kind all or par: of his share
of such Materal suitabie for use and acceptable tu Cperutor.

( 4. Warraniy of Material Furnished by Operator

Operator does not warrant the Matenai surmisnec. In case of defective Jauter:al, ered:t shall not be passed to the
Lowme - - . - Joint Account unuil adjustment hus peen recemvee vy Operator fremnt the manuiacturers or their agents.

V. INVENTORIES -
o " The Operato: shali maittain aetutlve tecord- of Cuntroiiudic Materizl. -
A 1. Periodic Inventories, Notice and Representation
Acecunt
K . Sty nnliee o - LT OLAVEN O St hens (Rl

- ¥t belin se

: 2. Revonciliation and Adjustment of Inventuries - -
Roconcibation of & phesicul invente
shall be turnished to the N
Justme
held accountabic on

! 3. Special Inventories

Specnd Inventoiies may be tiken whenever
be the duty of the party scihng to no:
place  In such cares. poin e

the seller as
4. Expense of Conducting Periodic Inventories

shall rot te Lo ool tu T Suntt Ndtunnd wtnees




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 applicable
joint operating agreement and reasonably acceptable to Parker.

/5611S/



EOG/PARKER AGREEMENT WELLS

WELL COUNTY/STATE LOCATION
Owen Mesa "25" Fed. Com. No. 1 Eddy/NM 1,980" FSL & 760' FWL
13,090' TD Sec. 25-24S8-29E

Gulf "5" Fed. No. 1 Eddy/NM 2,310’ FNL & 660’ FEL
12,650' TD Sec. 5-255-29E

Diamond "5" Fed. No. 3 Lea/NM 660’ FNL & 2,230' FWL
14,100 TD Sec. 5-25S5-34E

Gobblers Knob "30" No. 1 Eddy/NM 2,180’ FSL & 1,980’ FWL
11,550" TD Sec. 30-22S5-26E

Jewel "2" State No. 1 Lea/NM 1,980' FSL & 660' FWL
15,470' TD Sec. 2-25S5-34E

White City "14" Fed. No. 2 Eddy/NM 1,650’ FSL & 1,650’ FEL
12,225 TD Sec. 14-255-26E

Madera "32" State No. 3 Lea/NM 1,650’ FSL & 2,310’ FWL
14,100' TD Sec. 32-245-34E

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
TD
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

ST A T,
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WELL

Fort "7" Fed
12,311' TD

Owen Mesa "2
12,860’ TD

Madera "33"
13,960" TD

Madera "28"
13,945" TD

Page "3" Com
14,110 TD

Madera "33"
14,000’ TD

. Com. No. 1

m:

Fed. Com. No.

Fed. Com. No.

. No. 2

Fed. Com. No.

Fed. Com. No.

3

2

4

COUNTY/STATE

Eddy/NM

Eddy/NM

Lea/NM

Lea/NM

Lea/NM

Lea/NM

EQOG/PARKER AGREEMENT WELLS

LOCATION

660’ FSL & 2,310' FEL
Sec. 7-24S5-29E

1,350’ FNL & 1,880’ FEL
Sec. 26-24S5-29E

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 SALE

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
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Parker Drilling Company, Ltd. X '2§ P
Eight East Third Street g Wi -
3 m:f'/ h OSSR AN Y

Tulsa, Oklahoma 74102

Attn: Mr. James W. Linn

President
Re: Agreement between
HNG 0il 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 71, 1986 which provides for the drilling and completing of certain wells in

Lea and Eddy Counties, New Mexico (the "Agreement'). HNG and Parker hereb ‘agree that -
. _'the two wells described on Exhibit "A'" hereto (the "Subject Wells') shall be 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 relatin
Wells shall be debited to
incurred by HNG in the dri

If you are in agreement with th
manner provided below.

Sincerely,

g to the drilling and completing of the Subject
the Payout Account based upon the actual costs
lling and completing of the Subject Wells.

e above, please indicate your agreement in the

Gl G o

Ted Collins,

President

AGREED AND ACCEPTED IHIS
A2 day of \ Ll

( U
PARKER DRILLING AOMPANY, LTD.

T — //_ -"‘C\

_By:-James W. iihn"
;ﬁi,/‘//fresident , -

. 1986.

;

/5553s(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 2/5/86.

Owen Mesa '25" Fed. Com 1 - 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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ENRON

Oil & Gas Company

P.O. Box 1188 Houston, Texas 77251-1188 (713) 853-6161

September 9, 1987

TR AT LA X PR TR A T DA
-

Parker Drilling Company, Ltd.
Eight East Third Street
Tulsa, Oklahoma 74102

Attn: Mr. James W. Linn

President
Re: Agreement between
HNG 0il 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 0il1 Company) (”Enron”) and Parker Drilling
Company, Ltd. (”Parker”) dated July 21, 1986 (the ”"Letter Agreement”), a copy of which

-~ 1is attached hereto as Exhibit ”A”, under which the two (2) wells described on

777 "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

4. 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.

5. 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. A1l 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.
Sincerilz,/ ‘/;///

Charles W. lph'esepape’l ~
Senior Vice President, Finance

AGREED AND ACCEPTED THIS )
= day of Sgprede— 19870 T

PARKER DRILLING COMPANY, LTD.

By%7 okl
ary”T. Holley

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 O0il & 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 %ssignee its interest (sometimes
referred to as the "Interest") in and to the operating rights and
working interest created by, foundjin 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

055 6PPpos
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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
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 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 ?ull substitution and subrogation
of Assignee 1in and to all cofenants of warranty by others
heretofore given or made with respebt 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 :{%ny—_éef , 1987, effective

from and after the ;9$! day of 5;%x*{__45/ , 1987.
z

ATTEST: PARKER DRILLING COMPANY, LTD.

By: DA%/
é{??. Hol

President




STATE OF OKLAHOMA )
) ss.
COUNTY OF TULSA )

Before me, the undersigned, a Notary Public, in and for said County
and State, on this S 7A 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.

I

Uy
ROV // ;
T . > 3
AN PN 8 %%otary Public

FE v e
My commission expires:

N ety




EXHIBIT "A"

Attached to and made a part of Limited A551gnment of Operating
Rights and Working Interest dated J@?ﬂﬁqujéa’ 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.
1



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 percent (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 propeity that may now be upon the

Cop ¥ /83203 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 fhe total depth drilled in the
Owen Mesa "25" Fed Com #1 Well.

TO HAVE AND TO HOLD the Intereét 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 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 respective rights herein

granted.

EXECUTED this the f9££ day of ,ﬁ;yvaa_gg/, , 1987, effective
- P2

from and after the 2% day of Z;;/4.~(f>f , 1987.

ATTEST: PARKER DRILLING COMPANY, LTD.

Prégsident
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STATE OF OKLAHOMA )

COUNTY OF TULSA )

Before me, the undersigned, a Notary Public, in and for said County
and State, on this T4 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.

NP RR U ; Notary Public

fSﬁA?{fh 3

[ S PR RS IS I
My . commlssion explres:

Sk /e
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EXHIBIT "A"

Attached to and made a part of Limited Assignment of Operating
Rights and Working Interest dated Serloy b~ A4, 1987, by
and between Parker Drilling Company, ILtd., Assignor and Enron Oil &
Gas Company, Assignee.

HNG Lease No.: 0004183-000 (107-03)

Federal Serial No.: NM-59386

Date of Lease: November 1, 1984

Lessor: United States of America
Lessee of Record: HNG 0il Company

Description of Acreage: SW/4 NW4, NW/4 SW/4, S/2 S/2

Section 25, T-24-S, R-29-E,
Eddy County, New Mexico

Number of Acres: 240.00
Mineral Interest Covered: Full
HNG Lease No.: 0004186-000(107-07)
Federal Serial No.: NM-65408
Date of Lease: April 1, 1986
Lessor: United States of America
Lessee of Record: HNG 0Oil Company - 50%
Santa Fe Energy Co. - 50%
Description of Acreage: NE/4, N/2 NW/4, SE/4 NW/4, NE/4

SE/4 N/2 SE/4 Section 25,
T-24-S, R~-29-E,
Eddy County, New Mexico
Number of Acres: 400.00
Mineral Interest Covered: Full

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.



