NORTHWEST PIPELINE CORPOIMTION]’,

ONE OF THE WILLIAMS COMPANIES

P O BOX 8800
SALT LAKE CITY, UTAH 84108-0300
801-583-8800

460-85

July 9, 1985

State of New Mexico

011 Conservation Commission
Attn: Mr. Gilbert P. Quintana
P. 0. Box 2088

Santa Fe, NM 87501

Re: Docket No. 21-85, July 2, 1985
Case 8637

Dear Mr. Quintana:

This letter is to reaffirm Northwest Pipeline’s position as presented by Mr.
Warren Curtis, Manager, Land/Proration, in his telephone conversation with you
on the above referenced matter.

Northwest does not have any objections to the compulsory pooling of mineral
interests from the top of the Mancos formation to the base of the Dakota
formation underlying the N/2 of Section 25, Township 25 North, Range 2 West,
N.M.P.M., as presented in the Southland Royalty Company application. Our
concern is that the compulsory pooling order may be directed from the surface
to the Mancos formation and this would be directed solely to our mineral
interests. Therefore, when the pooling order is made please do not include
the formations above the top of the Mancos.

Thank you.
Sincerely,
NORTHWEST PIPELINE CORPORATION

),.ezﬂ/@%—

Darrell L. Gillen
Land Coordinator

DLG:LM:js

295 CHIPETA WAY SALT LAKE CITY, UTAH 84108



southland Royalty Company

SOUTHLAND ROYALTY COMPANY
P.0. Box 570

Farmington, NM 87401

ADD -A:;- CHANGE ___ DELETE _

AFE DATE._S_ 23_'8_5_ NAME _

a
\ 4

AUTHORIZATION FOR EXPENDITURE

SRC « Hill Federal #2

COMPANY NO. _Q;l_
AFE NUMBER _
LEASE/UNIT NO. 9 501536

RECORD 1D

13

ORIGINAL _0_ 0 SUPPLEMENTAL —_

SRC OPERATOR 1

T2

AUTHORITY IS REQ%ESTED T0: Br;;ll & Complete a Gavilan Mancos/ Gavilan Greenhorn-Graneros-Dakota

WILDCAT . —_ DEV. —_
LOCATION: SW/NE, Sect‘icn 25, T25N, R2W, 1710' FNL & 1710' FEL, Rio Arriba County, New Mexicg
ESTIMATED COST .
FOQOTAGE TANGIBLE — 249 PRODUCING TO CASING PT. |
— o o Conductoror Dnve Pipe $ $ |
400’ o @ Casing 9-5/8", 32.30#, H-40, ST&C 6,100 6,100 ‘
1150 - B-1/2", 174, K-55, ST&C [ 9.400 i 9.400 :
6950 o 5-1/2", 15.50#, K-55, ST&C ' 83,100 1 53.100 !
os | | i
08 | | |
T x, !
o7 1 T X
e ———— [+ ] ! i
8000 w2 » Tubing 2-7/8", 6.50#, J-55, EUE \ 30.000 ! “
o 10 Welthead : 9.000 | 1.000 :
o 11 Packer Tubing Anchor 1.100 | '!
s 12 Artificial Lit _Rods, Pump. Pumping Unit f 72,000 | !
es 13 Tank Battery ’ ! 20,000 ! !
w 14 Other Equipment 5.000 | i
. TOTAL TANGIBLE 100% s 205,700 's 69,600 |
. SRC ___a 5000 s 102,850 s 34,800
INTANGIBLE — 248
22 17 Drilling 8100 #.@ $13.00 . $ 105,300 S_105.300
w  Rig, Day Work _2 davs @@ $4500.00 ‘day i 9.000 | 9.000
o s Rig Moving Costs _ ! 4,000 : 4,000
02 2 Completion Rig 7__days @ $3600.00 /day ? 25.200 28.200
s 21 Roustabout & Misceilaneous Labor r 5,000 ' 4,000
os 22 Auto, Trucking, Barge. Tug ? §.000 ' 3.000
os 2 FRoads. Canais, Location. Damages, Cleanup ! 6.000 I 6,000
os 2« Mud, Qil, Water, Chemicals ‘ 38,000 | 32.000
oz 25 Driil Stem Tests ! ’
os 2 Electric Logs & Bond Logs : 25,000 25.000
w 2 Cement, Centraiizer, Scratchers, Service & _Nitrogen : 38,000 i 33,000
w 2 Bits, Fuel : 2,000 2,000
n 2 Rental Equipment : 7,500 7,500
1z 0 Core & Analyses !
1a 1 Bottle Tests & Sidewall Cores j
w 12 Perforate ' 9,000 9,000
s 11 Acid & Frack ‘ 95,000 95,000
.23 1 Geological & Engineering !
7 13 Mud Logger i
w s Cost of Controt insurance (SRC Only) :
w07 17 Miscellaneous & Unforeseen j 37,500 36,000
w22 1 District & Overhead Expense ‘ 3.200 E 2,200
Premium pricing may e used for twoular goods.  39. TOTAL INTANGIBLE 100% I S_415.700 ! 3 33&__;__2!)0
Such il be i ] ' f- ”
S P enarnes. Do you wien 1 fumen mouarem 40, SRC ___a_5000 's 207,850 s 199,100
ang? ; -
i .
vES NO 41. GRAND TOTAL COSTS s 621,400  's 467,800
! 4
42. SRC a 2000 '$ 310,700 '$ 233,900
AUTHORIZATION REQUESTED , (- AUTHORIZATION APPROVED
/ MOUNTAIN STATES NATURAL GAS CORP. - .06250000000
Company
By
, )
EFORE EXAMINER QUINTANA
OIL CONSERVATION DIVISION

_sec EXHIBIT
CASE NO.

NO. 3

83 (]
i
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CAMPBELL & BLACK, pr.A.

LAWYERS
JACK M. CAMPBELL JEFFERSON PLACE
BRUCE D. BLACK
SUITE | - 110 NORTH GUADALUPE
MICHAEL 8. CAMPBELL
WILLIAM F CARR . POST OFFICE BOX 2208
BRADFORD C. BERGE SANTA FE, NEW MEXICO 87501

J. SCOTT HALL
PETER N. IVES
LOURDES A. MARTINEZ TELECOPIER: (505) 9283-6043

TELEPHONE: (505) 988-442]

July 5, 1985
HAND DELIVERED RECEIVED

JUL 5 1985
Mr. Gilbert P. Quintana
Hearing Examiner QIL CONSERVATION DIVIS
0il Conservation Division . 10N
State Land Office Building
Santa Fe, New Mexico 87501

RE: Case 8637: Application of Southland Royalty Company for
Compulsory Pooling, Rio Arriba County, New Mexico

Dear Mr. Quintana:

Pursuant to your request at the July 2, 1985 hearing in the
above-referenced case, I am enclosing copies of three operating
agreements for wells in the same general vicinity as the well
which is the subject of this case. I have marked the appropriate
pages in each of the agreements which set forth the overhead
charges.

If you need further information concerning Southland's
requested overhead rates for the well in the N/2 of Section 25,
Township 25 North, Range 2 West, please advise.

Very truly yours

. L]

-

William F. Carr
WFC/ba
Enclosures

cc: Mr. C. Terry Hobbs



A.A.P.L. FORM 610 - 1977 .
MODEL FORM OPERATING AGREEMENT

e AR Themaman o e et e e

OPERATING AGREEMENT

DATED

January 10 , 19 84 ,

OPERATOR _ SOUTHLAND ROYALTY COMPANY

CONTRACT AREA N/2, Section 35, Township 25 North,

Range 2 West, N.M.P.M.

COUNTY OR PARISH OF_Rio Arriba STATE OF _New Mexico

COPYRIGHT 1977 — ALl RIGHTS RESERVED
AMERICAN ASSCCIATION OF PETROLEUM LANDMEN
APPROVED FORM AAFL NO. 610 - 1977 REVISED
MAY EE ORDERED DIRECTLY FROM THE PUBLISKER
KRAFTRILT PPODUCTS, BOX BOC. TULSA. Ox 74101




cpvo - N TORM OPERATING AGREFMENT - 1e77

GUIGSCE IS THE PREPARATION OF _THIS AGREEMENT:

T Foze - Fillan blonn se apblicable.

2o Freamboe, Pege 1 - Name of Operator.

Artele 11 - Exhibits:
i1 Indicate Exhibits to be attached.
by It ir desived that ne reference be made to Non-discrimination. the reference to Exhibit “F” should
be deleted.

< Aruvcie IV.A - Title Examination -~ Select option as agreed to by the parties.

3. Artcle IVB - Loss of Title - If “Joint Loss" of Title is desired. the following changes should be made:
(a) Delete Articles IV.B.1 and IV.B.2.
(bY Article IV.B.3 - Delete phrase “other than those set forth in Articles IV.B.1 and IV.B.2 above.”
tv) Arucie VILF. - Change reference at end of the first grammatical paragraph from “Article IV.B.2" to
Article IV.B.3)
8. Article V - Operator - Enter name of Operator.

Article VILA - Initial Well:
(a) Date of commencement of drilling.

() Locatior of well.
(c} Cbligation depth.

¢ Alueis VIB.2.(b) - Subsequent Operations - Enter penalty percentage as agreed to by parties.

9. Arncie VILD.1. - Limitation of Expenditures - Select option as agreed to by parties,

100 Arucle VIID.3. - Limitation of Expenditures - Enter limitation of expenditure of Operator for single
project and amount above which Operator may furnish information AFE.

i1, Artele VILE., - Royvalties, Overriding Rovalties and Other Pavments - Enter rovalty fraction as agreed to
]....

partles

AR

120 Arcicle XU - Claims and Lawsuits - Enter claim limit as agreed to by parties.

13, Arucie XII. - Term of Agreement:

ia) Seiect Option as agreed 1o by parties.
(L) If Option No. 2 is selected. enter agreed number of days in two (2) blanks.

4. S:icnalure Pzge - Enter effective date.

bt

ILLEGIBLE




S ACVET D FORM oo - MODEL FORM OPERATING AGREEMENT - 1977

TABELE OF CONTENTS

Articts Titl
1. DEFINITIONS

1I. EXHIBITS

1.

IANS

V.

V1

VIL

Vil

- — E P L2 " Ep-aet I Y tp g o ptngs s

B. INTEREST OF PARTIES IN COSTS AND PRODUCTION

TITLES : .
A. TITLE EXAMINATION
B. LOSS OF TITLE .
1. Failure of Title .
2. Loss by Non-Payment or Erroneous Payment of Amount Due .
3. Other Losses

OPERATOR . e e e
A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR

B. RESIGNATION OR REMOVAL OF OPERATOR AND SELECTION OF SUCCESSOR . .

Resignation or Removal of Operator
Selection of Successor Operator

C. EMPLOYEES . ;

D. DRILLING CONTRACTS

1.
2.

DRILLING AND DEVELOPMENT
A. INITIAL WELL .« ... .
E. SUBSEQUENT OPERATIONS

1. Proposed Operations A

2. Operations by Less than All Parties
C. RIGHT TO TAKE PRODUCTION IN KIND o
D. ACCESS TO CONTRACT AREA AND INFORMATION
E. ABANDOXNMENT OF WELLS

1. Abandonment of Dry Holes

2. Abandonment of Wells that have Produced

EXPENDITURES AND LIABILITY OF PARTIES
A. LIAPILITY OF PARTIES '

B. LIENS AND PAYMENT DEFAULTS

C. PAYMENTS AND .ACCOUNTING ,

D. LIMITATION OF EXPENDITURES _ L

Drill or Decpen . ‘ S .

1

2. Rework or Plug Back

3. Other Operelions . .

ROYALTIES. OVERRIDING ROYALTIES AND OTHER PAYJAENTS
RENTALS. SHUT-IN WELL PAYMENTS AND MINIMUM ROYALTIES
TAXES

INSURANCE

O m

ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

-

A. SURRENDER OF LEASES

B. RENEWAL OR EXTENSION OF LEASES
C. ACREACE OR CASH CONTRIEUTION
D. SUBSEQUENTLY CREATED INTEREST
E. HMAINTENANCE OF UNIFORM INTEREST
F. WAIVER OF RIGHT TO PARTITION

L. I;la)@‘“«l&hi“ NI T S A arer iy e peus

INTERNAL REVENUE CODRE ELECTION
CLAIRNIS AND LAWSUITS

FORCE MAJEURE

" NOTICES

TERM OF AGREEMEXNT

COMPLIANCE WITH LAWS AND REGULATIONS
A, LAWS, REGULATIONS AND ORDInNSs

2 GOVERNING LAW

OTHER PROVISIONS

e LLEGIBLE

Page
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i FORND e o NMODDD FORM OPERATING AGREEMENT - 1977

OPERATING AGREEMENT

THIS AGHREENMENT. entered into by and between Southland Royalty Company

: . hereinafter designated and
referred to s "Qperator”, and the signatory party or parties other than Operator. sometimes hercinafter
referred tooandividuaily herein us "Non-Operator™. and collectively as “"Non-Operators™,

WITNESSETH:

WHEREAS. the parties 1o this agreement are owners of oil and gas leases and or oil and gas in-
ferests In the land ideniified in Exhibit A, and the parties hereto have reached an agreement 10 explore
and develop these leases and or oil and gas interests for the production of oil and gas to the extent and
as hereinafter provided:

NOW., THEREFORE. it is agreed as follows:

ARTICLE L
DEFINITIONS

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

A. The term "oil and gas™ shall mean oil. gas. casinghead gas. gas condensate. and all other liquid
or gaseous hydrocarbons and other marketable substances produced therewith. unless an inient to
Iimit the inclusiveness of this term is specifically stated.

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

C. The term "oil and gas interests” shall mean unleased fee and mineral interests in tracts of
znd Iving within the Contract Area which are owned by parties to this agreement.

D. The term “Contract Area” shall mean all of the lands. oil and gas leasehold interests and oil
rnd gas interests iniended to be developed and operated for oil and gas purposes under this’agreement.
dch lands. oil and gas leasehold interests and oil and gas interests are described in Exhibit “A".

E. The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule
of any sizie or federal body having authority. If a drilling unit is not fixed by any such rule or order,
4 driiling unit shall be the drilling unit as established by the pattern of drilling in the Contract Area
or as fixed by express agreement of the Drilling Parties.

F. The term drillshie” shail mean the oil and gas lease or interest on which a2 proposed well is 1o
be loczted.

<
~
=

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

H. The terms "Non-Drilling Party™ and "Non-Consenting Party™ shall mean a party who elects
rol 1o perticipate in @ proposed operation.

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

ARTICLE IL
EXHIBITS

The following exhibits, as indicated below and attached hereto. are incorporated in and made a

part hereof: ’ .
X A. Exhibit “A". shall include the following information:

(1) Identification of lands subject ‘to agreement,

{2} Restrictions. if any. as to depths or formations,

{3) Percentages or {ractional interests of parties to this agreement.

{4) Oil and cas leases and or oil and gas interests subject to this agreement.

{5) Addresses of parties for notice purposes.

T Bt i, There is no Exhibit B.

X C. Exmiiit ~C7. Accounting Procedure.

X D. Exhibit “D", Insurance.

% E. Exhikit “E7, Gas Baluncing Agreement.

X F. Exhikat “F". Non-Discrimination and Certification of Non-Scgregated Facilities.

If any provision of any exhibit. except Exhibit “E". is inconsistent with any provision contained
in the body of this agreement. the provisions in the bedy of this agreement shall prevail
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ARTICLE II1.
INTERESTS OF PARTIES
. oSN, B o B, N PR TP
P TR T e s s S e TR RS- HL SRS VR SEPS PV TS L )

trezted Jor the purpcse of this agreement and during the term hereof zs if j
under the form of oil anc gas Jease ailached as Exhibit “P-
ceive royelty on procuction ag prescribed -

iezsed interest
“wTU such interest, the owner shall re-
7€ 1orm of oil and gas lezse attached hereto 2s Exhibit
“E". Such partyv_ghall—~owTver. be subject 1o 2]l of the provisions of thiz agreement relzling to lessees,

A Ammr it pviiwme (mp Vpeepp dwmtaesed

B. Interest of Parties in Costs and Production:

Ixhibit A" lists &]) of the pariies ané their respective perceniage or fractional interests under this
zgreement. Unless changed by other provisions. zll costs and liabilities incurred in operstions under
this zgreement shall be borne and paid. and 21) eguipment and mazlerial scquired in operations on the
Cortract Arez shall be owneé by the parties as their interesis zre shown in Exhibit “A™. Al procduc-
{ion of oil anc gas from the Contract Arez, subject to the payment of lessor's royzlities which will be
borne by the Joint Account. shzll also be owned by the parties in the same manner during the term

hereof: provided, however, this shal! nol be deemed an assignment or cross-assignment of interesis cov-
ered hereby.

ARTICLE IV.
TITLES

A. Title Examination:

Title to the drillsite lease, and to any lease or leases covering the drillsite

‘specing unit, shall be examined on & complete abstract record by Operator's

gttorney, &nd Operator shall furnish copies of &1l Title Opinions to Non-Operator.
Any other title examinetion shall be made only by mutual agreement of the parties.

A11 costs and expenses for the title examination and curetive work relative thereto
shell be billed by-Operator to the joint acccunt. The parties shall have a period
of seven (7) days afte" receipt of title opinions to notify Operator of their
approval or rejection of title. Failure to so notify shall be deemed an acceptance
of title.

ILLEGIB

: zhivre ¢f Title: Shoulé any oil and ges inierest or lezse. or nterest therein. be los: 'zroug'*

B. Loss of Title:

lure ©F uie. which Joss resuiif in & recucuion cf inierest from thel snown on Ixhibit VAT I_'.",‘_. -;.:ee-

. L
—ernt. neverineiess. snall conuinue 1N force as o gll rememing ol enc Zet lezses znc _interesie=End
() Trne certy whese oil endé pes lease or interest s zifecied ":;r ine titde fzilure shzll bear zione
1"

tre emliTe S0f: enmg ot snell nol e entitied 1o recover rem COpereicr o lne o'.‘he:* LCS NV CeVeIeDment -
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SORN ede O NTODE D TORN OPFRATING AGREEMENT - 1977

Soedtowhier e have theretotore paid, but there shall be no monctary fability on its
part teotne wther porties hereto for drilling, development, operating or other similar costs by reason of
; Lot oo

cu Tnere <hali be ne retroactive  adjustment of expenses incurred or revenues received from the
vperiion of the interest which has been lost, but the interests of the parties shzll be revised on @n acre-
cIe besiss ws of the time 11 determined finally that title failure has occurred. so that the interest of

o periy whose lease or interest is affected by the title failure will thereafter be reduced in the Contract

Srea Bvothe amount of the interest lost: and

toi 17 e proporuonate interest of the other parties hereto in any producing well theretofore driiled
v the Comiract Aren ir incereused by reason of the title failure. the party whose title has failed shall
receive the proceeds attributable to the increase in such interests (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well;
Wi

(¢t) Should any person not a party to this agreement, who is determined to be the owner of any in-
terest in the title which has failed. pay in any manner any part of the cost of operation. development.
or equipment. such amount shall be paid to the party or parties who bore the costs which are so refund-
ed: and

(e} Any liability to account to a third party for prior production of oil and gas which arises by
reason of title failure shall be borne by the party or partiesin the same proportions in which they shared
in such prior production; and

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

2. Lets by Non-Pavment or Erroneous Pavment of Amount Due: If. through mistake or oversight,
eny rental. shut-in welll pavment, minimum royalty or royalty payment, is not paid or is erroneously
FEid, anc as 2 result a Jease or interest therein lerminates, there shall be no monetary liability against
trie pariy who failed to make such payment. Unless the party who failed to make the required pavment

‘es & new lease covering the same interest within ninety (90) days from the discovery of the fail-
ure 10 maxe proper payment. which acquisition will not be subject to Article VIIL.B.. the interesis of
the poriies shall be revised on an acreage basis. effective as of the date of termination of the lease in-
voived. and the party who fziled 1o make proper payment will no longer be credited with an interest in
the Contract Area on zccount of ownership of the lease or interest which has terminated. In the event

ine loss. from the proceeds of the sale of oil and gas attributzble to the lost interest, calculated on an
Teage Ddasis. for the development and operating costs theretofore paid on account of such interest, it
e reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the
cost of any dry hole previously drilled or wells previously abandoned) from so much of the following
: szry to eifect reimbursement:

(=) Proceeds of oil and ges, less operating expenses. theretofore accrued to the credit of the lost
interesi. on zn acreage basis. up to the amount of unrecovered costs:
(2} Proceceds, less operating expenses, thereafter accrued attributable to the lost interest on an
zcrewge vasis, of that portion of oil and gas thereafter produced and marketed (excluding production
f1cm zny wells thereafter drilled) which, in the zbsence of such lease termination. would be attributable
10 the iosi interest on an acreage basis. up to the amount of unrecovered costs. the proceeds of said
portcn of the oil and ges to be contributed by the other parties in proportion to their respective in-

t€resis: ancg

[
t
‘e
"
]
19
[p]
T
“n s

(¢) Any monies. up to the amount of unrecovered costs. that may be paid by any party who s, or
becomes. the owner of the interest lost. for the privilege of participating in the Contract Area or be-
coming a party to this agreement. '

3. Other Losses: All losses incurred, cther than those set forth in Articles IV.B.1. ard IV.B.2,
ehbouve. shall not be considered failure of title but shall be joint losses and shall be borne by all parties.
i proportion to their interesis. There shall be no readjusiment of inicrests in the remaining portion of
the Contract Area. '

ARTICLE V.
OPERATOR

A, DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

Southland Royazlty Company )
shall be the
Opergior of the Contract Area. and shall conduct and direct and have full control of all operations on
the Contract Area as permitted and required by, and within the limits of, this agreement. It shall con-
duct a)l such operations in & good and workmanlike manner. but 11 shall have no hability as Operator
10 the other parties for losses sustained o labilities incurred. cexecept such as may resull from gross

_ ILLEGIBLE

wee or willful misconduct.
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SO e AR DD FORNM OPTIUATING AGREEMENT - 197~

o Resienatior or Ttemasval of Operator and Sceleetion of Successor:

I T P [ Homove! of Operstor: Operator may resign at any time by giving writtern, otiee

e to Non=Cperutors. 11 Operator terminates its Jegal existence. no longer owns an inferest in the
Jen et Aven. or is o longer capable of serving ax Operator, 1t shall cease 1o be Operator witheut any

Loner by Non-Operator. except the selection of a successur. Operutor may be removed if it fails or
Soruses Lo carry oout 1F dutles hereunder, or becomes insolvent., bankrupt or is placed n roeceivershin,

irmative volte ef two (2) or more Non-Operators owning a majority intercst based on ¢wner-
oo showi on ExBibit AT, and not on the number of parties remaining after exciuding the voiing
or Operator. - Such resignation or removal shall not become effective until 7:00 o'clock AM.
ine st day of the calendar month following the expiration of ninety (90) dayvs after the giving of
resignation by Cperator or action by the Non-Opcerators to remove Operator. unless a sueccessor
v has been sclected and assumes the duties of Operator at an earlier date. Operator. after effect-
of resignation or removal. shall be bound by the terms hereof as a Non- Operator. A ch;mge (Y
& oCeorpOrate nemue or struciuare of Operator or wransfer of Operator’s interest 10 any single subsidiary,
ent or successor corporation shall not be the basis for removal of Operator.

(#]
o
<

a

Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
£rzior shall ke seiected by the Parties. The successor Operator shall be selected from the parties owning

gn interest in the Coniract Area at the time such successor Operztor is selected. If the Operalor that
iz remioved iz

ails to vole or votes only to succeed itself. the sucressor Operator shall be selected .by the
: ote of two (2) or more parties owning a majority interest based on ownersmp as shown
cn Ixhibit “A . and not on the number of parties remaining after excluding the voting interest of the
Operater that was removed,

C. Employees:

The number o7 emplovees used by Operator in conducting operztions hereunder. their selection,
znd the hours of labor and the compensation for services performed. shall be determined by Operator.

znd all such empioyvees shall be the emplovees of Operator.
D. Drilling Contracts:

s drilled on the Contract Area shall be drilled on z competitive contract basis at the usuz
iing in the area. If i1 so desires. Operator may employ its own tools and equipment in the

arges thereior shall not exceed the prevailing raies in the area and the rzte
i s areed upon by the parties in writing before drilling operstions are com-
é L snall be performed by Operator under the same ierms and conditions as are

ke ares in contracts of independent contractors who are daing work of a sim-

ARTICLE VI
DRILLING AND DEVELOPMENT

A Initial Well:

O o before the-30th duy of__March .19 84 Qperstor shall commence the drill-

0f = well jor oi: und gas al the following location:at a legal location in the N¥/4,

SecLlon 35, Township 25North, Range 2 West, N.M.P.M., Rio Arriba
County, Kew Mexico. '

£
-

e
W

and enell therealier continue the drilling of the well with due diligence 1o @ depth of 7,800

2et subsurface or LO a depth sufficient to test the Dakota formztion,

nicnever 1is the lesser depth,

cructicully impenetrable subsionee or condition in the hole. which renders

Llaniie an

Cimpractical. is encountered at a lesser depth. or unless all parties agree to complete or

Cdrilh

senGon the well ¢t Godesser depth.
Oniernte: she'l muene reazsopablie tests of a1l formeaetions encountered during drilling which give in-
G.entien ! cortlaming oil and gas In guantities sufficient to test, unless this agreement shall be hmited
Sa Lt lentiee o nospecihe formotion ne formations. int which event Operator shuall he requived to

Uoonlv the tormotion or fermauons to which this agreement may apply.

Yoo s toe triomonts the welt will pet produce ofb arogos oo aving auaniinies, and it washoes
H M N . . . M . . . o FE
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U N LORAT OPLRATING AGRITMENT - ju--

1T subscauent Oberations:

o Should v pavty hereto desire to drill any well on the Contraet Arew
cioer i the wedi provided tar in Article VAL or to rework, deepen or plug buck u dry hole drilled

Nontoonpense of oIl parties or 4 well jeintly owned by all the partics and not then produeing

Tongyine auantitios, the party desiving to drilll rework. deepen or plug back such o well shall 2ive the
arer rartes writien notice of the proposed operation, specifying the work to be pesformed. (he locu-

a0 ooenesed depths oblertive formation and the estimated cost of the operation. The parties receiv-
can SUCH L olee shall have thirty (30) days after receipt of the notice within which to notify the
i¥hing to do the work whether they elect to purticipate in the cost of the proposed operation.
it o doitling rig is oon location. notice of proposal to rework. plug back or drill deeper may be 2iven
pyoteivipiong and the response period shall be limited to forty-eight (48) hours. exclusive of Saturdav.
undar ¢ leeal holidays. Failure of z party receiving such notice 10 reply within the period above fixed
shall constitute an clection by that party not {o participate in the cost of the proposed operation. Anyv
notice or oresponse given by telephone shall be promptly confirmed in writing.

2. Oneratinng by Less than All Parties: If any party receiving such nolice as provided in Article
VI.B.l. er VIE.l elects not to participate in the proposed operation. then. in order 1o be entitied to
T this article. the party or parties giving thé notice and such other parties as shall elect

( E

vhere the drilling rig is on location. as the case may be) actually commence work on the proposed
oncration and complete it with due diligence. Operator shall perform all work for the account of the
Consernting Parties: provided. however. if no drilling rig or other equipment is on location. and if Op-
s & Non-Consenting Pariy. the Consenting Parties shall either: (2) reguest Operator to perform
reguired by such proposed operation for the account of the Consenting Parties. or (b) desig-
1) of the Consenting Parties as Operator 1o perform such work. Consenting Parties, when
. operations on the Contract Area pursuant to-this Article VI.B.2.. shall comply with all terms
Loccnditions of this agreement.

I jess than 2ll parties approve any proposed operation. the proposing party. immediately after the
expiration of the applicable notice period. shall advise the Consenting Parties of (a) the total interest
o~ the parties approving such operation. and (b) its recommendation as to wheiher the Consenting Par-
1es skhouid procecd with the operation as proposed. Each Consenting Party. within fortv-eight (48)
hours (exciusive of Salurday. Sunday or legal holidays) afier receipt of such notice. shall advize the
wropasing purty of s desive to (@) limit participation to such pariy's interest as shown on Exhibit ~A",
or (L carry 1E proporiionate part of Non-Consenting Parties’ interest. The proposing party. at its
eietiiorn. may withdraw such proposzl if there is insufficient participation. and shall promptly notify
il parites of such decision.

Tre entire cost and risk of conducting such operziions shall be borne by the Consenting Parties in
tne pmizportion: they have elected 10 bear same under the terms of the preceding paragraph. Consenting
:3a1] keep the leaschold estates involved in such operations frec and clear of all liens and
ances of every kind created by or arising from the operations of the Consenting Paries. If such
clon results in @ dry hole. the Consenting Parties shall p}u'g and abandon the well at their sole
wrd expense. I any well drilled. reworked. deepened or plugged back under the provisions

1 1

a7 Rl Avucle results inog oproducer of cil and or gas in payving guantities, the Consenting Parties shall
compiete and eguip the well to produce at their sole cost and risk. and the well shail then be turned
over to Operator and shull be operated by it at the expense and for the account of the Consenting Parties.
Upor comimencement of operziions for the drilling. reworking. deepening or plugging back of any such
well bv Consenting Partiers in accordance with the provisions of this Article. each Non-Consenting Party

e deemed to have relinguished to Consenting Parties. and the Consenting Parties shall own and
e erniitied 1o receive, in proportion to their respective interests. all of such Non-Consenting Party's

¢>2 in the well und share of production therefrom until the procecds of the sule of such share.
cuicujsied a2t the well, or market value thercof if such share is not sold (after deducting production
v, overriéing rovally and other interesis existing on the ctfeciive date hercof. pavable out of

[N

¢ meesared by the production from such well aceruing with respect 1o such Interest uniil it reveris)
Shaad e dhe Wotal o) the following:

(o 100¢ of cuch such Non-Corsenting Party’s share of the cost of any newly acguired surface
cowmpmert neyond the wellheud connections (including., but net limited to. stock tunks. separators.
Seoters. pumping cauipment end piping). plus 1009 of cach such Non-Consenting Purty’s shuare of the
cGst oo operation of the well commencing with first production and continuing until cach such Non-
Caosersins Party™s rehinguished nterest shall revert to it under other provisions of this Article. it being
corevd this cach Non-Consenting Party’s share of such costs and equipment will be that interest swhich
Lo s uave e charceabic 1o cach Non-Consertivz Party hud it partiapetied in the well from the be-

Lol e operation: uand
(v 300 o thot portion of the costs and expenses of drithre reworkma, decpening, o pinconrg
oottt oend cornpichios, witer deducting o coen contribuilons recevea under Srucle VITTCL aad

| “ NIEGIBLE
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L FORN e SN FORN OPFRATING AGREEMENT - 1977

ot thit portion of the cost of newly acauired eguipment in the well (to and including the well-
connections). which would have been chargesble to such Non-Consenting Party if it had purtici-

plterh theren.

Gas production attributable 10 any \on - Consenting Party’s relinguished interest upon <uch Partyv’s
cleeiion, shall he sold to its purchaser. if available. under the terms of its existing gas sales con-
tract.  Such Non - Consenting Party shall direct its purchaser 1o remit the proceeds reccivable from
such sale direct 1o the Consenting Parties until the amounts provided f{or in this Article are recov-
ered from the Non - Consenting Party's relinquished interest. If such Non - Consenting Party has not
contracied for sale of its gas at the time such gas is available for delivery, or has not made the elec-
tionn as provided above. the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party’s share of gas as hereinabove provided during the recoupment period.

Dunir:g the period of time Consenting Parties are entitled to receive Non-Consenting Party's shure

production. or the proceeds therefrom. Consenting Parties shall be responsible for the pavment of-
production. severance, gathering znd other taxes. and all royvalty. overriding royalty and other
vrdens applicable to Non-Consenting Party's share of production.

<
—
=

gom

In the case of any reworking. plugging back or deeper drilling operation, the Consenting Parties shall
be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of
all such eguipment shall remain unchanged; and upon abandrnment of a well after such reworking.
plugging back or deeper drilling. the Consenting Farties shall account for all such equipment to the
owrners thereof{. with each party receiving its proportionate part in kind or in value, less cost of
szivage.

Within sixty (60) davs after the completion of any operation under this Article, the party con-
cuciing the operations for the Corsenting Parties chall furnish each Non-Consenting Party with an in-
ventory of the eguipment in and conneciled to the well. and an itemized stztement of the cost of drilling.
aeepening. pluzging back. testing. completing. and equipping the well for production; or. at its option.
lhe operatling party. Iin ileu of an itemized stalement of such costs of operation. may submit a detziled
siziement ¢f monthly billings. Ezch month thereafter, during the time the Consenting Parties are being
reimbursed zs provided above. the Party conducting the operations for the Consenting Parties shall furn-
~ the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
operztion of the well. together with a siatement of the guantity of oil and gas produced from it and the
emount of rrceeeds realized from the sale of the well's working interest production during the preceding
k. In determining the gquantity of oil and gas produced during any month. Consenting Parties
use incustry accepied meithods such zs. but not Jimited to. metering or periodic well tests. Any
alized from the szle or other cisposition of equmnﬂem newly acquired in connection with any
such operation which would have beer owned by a Non-Consenting Party had it participated therein

be crecdited against ihbe tota! unreturned costs o1 the work done and of the equipment purchasec.
in determining when the interest of such Non-Consenting Party zhall revert 1o it as zbove provided:
and if \here iy & crecdit talence. it shall be paid 1o such Non-Consenting party.

If end when the Consenting Parties recover from a Non-Consenting Party’s relinguished interest
the emounis provided for zbove. the relinguished interests of such Non-Consenting Pariy shall suto-
r:-.a:ica]?;s revert 1o it erd. from end zfter such reversion. such Non-Consenting Party shell own the zame
: vozuch weelll the moterial and equipment in or periaining 1‘1&“0‘0 and the produciion there-
such Non- Co““ nung Party would have been entitled to had it participated in the drilling,
reworring. deepening cor plugging bac:— of said well. Thereafter. such Non-Consenting Party shall be
charced with and shall pay its proporiionate part of the further costs of {he operation of said well in
scearcence with the terms of tf acreement and the Accounting Procedure. attached hercto,

-

Neiwithstending the provisions of this Article VIB.2. it is agreed that without the mutual consent
CHoell pardes, no owells shell be compleled Inoor produced from a source of supply from which a well
jocasled clsewhere on the Coniract Area is producing. unless such well conforms 1o the then-existing

=
well speseing pettern for such source of supply.

Lo optovizons of tnis Article shull have no gpplication whatsoever 1o the drilling of the inntial
vwell deserined in Article VIALD except (a) when Option 2. Article VIILD.1., has bcen selecled. o (b)
orizno. deepering end plugging back of such initial welll if sueh well is or thercafter shall
prove 10 be & dry hole o non-commercial well. ufter havino been drilled to the depth specified in Arucle
VIA

C. Risht to Take Production in Kind: , |LLEG‘B

Larty anoll hicve e ooht to take inodund or separately dispess of s oproportionate shie of

S e as oronucees am s Contract Arvcnn exehosive of j.‘::-).i‘“(.lﬂ which mav be used v ode-
et b wradug s o ratoot anth o pet i cox tregtinn enl Foe o panedn e oo . L
EPRTIIUTI v i s A O Correiaren 30 the WeRine an dind or separide Giseo-

Clloul b an DLty ol Gir proprernGhate share o the prodoection dhLh Lo borne byosoen ey
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Share oy

st kind shall e reguired to puy for only its proportionste shurc
< cbornrtoal Oneratar’s surface facilities which it uses.

Eacn party shall execuie such division orders and contracts as may be necessary for the suie of its
iecest o producton from e Contruet Area, and, except as provided in Article VILD. shall be entitled

i

Toreccive tnyment direct (o the purchaser thereof for itx share of ull production.

Toothe event any party shali fail to make the arrangements necessary 1o take in kind or sepuraieiv

fpose Gl Gt proportionste share of the ol and gas produced from the Contract Area, Operator shall have

theorahitoosublect to the revocation at will by the party owning it. but not the obligation. to purcha csuch
cil and pos or sell it 1o others ut any time and from time to time. for the account of the non- king

pariy &t the best price obilammaile in the area for such production. Any such purchase or sale b_\' Op-
eretor snull be subject alwavs o the right of the owner of the production to exercise at any time its
take in kind. or separately dispose of. ils share of all oil and gas not previously delivered to a
Any purchase or sale by Operator of any other party's share of oil and gas shall be only for
such reasonzble periods of time as are consistent with the minimum needs of the industry under the
ju circumsiances, bui in no event for a period in excess of one (1) vear. Notwithstanding the
Joregoing. Operator shall not make a sale. including one into interstate commerce. of any other party's

sihare of gay proauction without first giving such other party thirty (30) days notice of such intended
sale

In the event one or more parties’ separate disposition of its share of the gas causes split-stream de-
liveries to separate pipelines and or deliveries which on a dav-to-day basis for any reason are not

exzcily egual 1o a party’s respective proportionate share of total gas szles to be allocated 1o it. the
Cananeing or accounzing' oetween the respective accounts of the parties shall be in accordance with
znr Gas Balancing Agfeemem between the pzrties hereto. whether such Agreement is aitached as
Ixmatih "E7U or is a separzte Agreement.

D. Access to Contract Area and Information:

Each party shali have access to the Contract Area at all reasonable times. at its sole risk to inspect
¥ observe operations. and shall have access at reasonable times 1o information pertaining to the de-
velopment or operation thereof. including Operator’s books and records relating thereto. Operator. upon
srall furnish each of the other parties with copies of all forms or reports filed with govern-
menminl ageencies. dally drilling reports. well logs. tank tables. daily gauge and run tickets and reports
,;,; or. hand at the first of each month. and shall make available samples of any cores or cuttings
srom. any well drilied on the Contract Area. The cost of gathering and furnishing information o
Nurn-Operator. other than that specified above. shall be charged to the Non-Operator that requests the
information.

E. Abandonment of Wells:

i Abundonment of Dry Holes: Except for any well drilled pursuant to Article VI.B.2.. anyv well
which has been drilled urder the terms of this agreement and is proposed to be completed as & dry hole
shzll ot be plugged and abandoned without the consent of all parties. Should Ooe,ato:‘. after diligent

seoUneble o oconteet any

kel

» party. or should any v fail to reply within foriv-eight (48) hours
Saiuiday. Surday or legal holidays) afier receipt of notice of the proposal o
abanton s;ch voell. such party shall be deemed to have consented 1o the proposed azbandonment. Al

sach weils shall be plugged and abandoned in accordance with applicable regulations and ai the cost.
i#2 end expense of the parties who participated in the cost of drilling of such well. Any party who ob-

Jeaits o ine plugeing and atbandoning such well shall have the right to tuke over the well and conduc:

further operations in search of oil and or gas subject to the provisions of Article VI.B.

i»

I Abarndonment of Wells <hat have Produced- Except for any well which has been drilled or re-
worked pursuant to Article VILBL.2 hereof for which the Consenting Parties have not been fully reim-

o chorem provided. any well which has beer completed us ¢ producer shall not be plugaeed and

sl donced without the consent of all partes. If ull parties consent to such cbandonment, the well shal
tepaugzeed wnd ubundoned in wccordance with applicable 1‘(*,:;zlalions and «l the cost. risk und expense
aiothe purties heretoo I within thirty (30) dayy afler receipt of notice of the provosed abandonment
Sichowelh wll purties do not agree 1o the abandenment of uny welll those wishing to comtinue its op-

Vi o

contien shilitender to cuch of the other parties its propostionate share of the value of 1the well's salvable

Tal and e@uipment, cetermined in accordunce with the provisions of Exhibit ~C7, less the c.\:m‘.;m-d
et 2?dospiveaing and the estimated cost of plugging and chandoning.  Ezch abandoning party  shall
GrFinn tno ne non-abundoning partics. withoul warrahiiyv, express or implhicd. as 1o Utie or as 1o guunhtity .,
Couiiny, o fitness for use of the cquipment and material. ol of itx interest in the well and related equip

St thweiner With its intcrest in the jeaschold estaie s 16, but only as too the ntervai orantervais of the
SommnT e 1emmatGns tnen oRet to proauctio: I the frterest o tre hnnaoning party iy or mveludes

. o R TR LI S PR . e © geeeemhs e
ol oous Sravieslsosush Rarty shnl encouie and de [EZTH IRV € R SRS L SR
Trmdte e the antervn! oo Preevals o thie tarmiation o e

then open to o pradues

o ol ol Nowr ol so tons thercaiier ool and or s gy prodiuceed trom the interval o antor-

niernInte
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A FORY wle - MODED FORM OPFRATING AGREEMENT - 19r--

sl the tormotyan oy jermaiinns covered thereby. such lease 1o be on the form stiached us Exhibit
"B The assignmenis or Jeases so limited shall encompass the “drilling unit” upon which the well is
S o payments by, and the assignmoents or leases 1o, the assignees shali be in @ rotio based upon
e refanonship of thelr respective percentages of participation in the Contract Avea to the agercpate of
thie percenteces of participation in the Contract Ares of all assignees. There shall be no resdiusiment
oi intuerest oo the remaining portion of the Contract Area.

Thereafter, sbandoning parties shall have no further responsibility. lability. or interest in the op-
cistion of or production from the well in the interval or intervals then open other than the rovuities
rClained in any lease made under the terms of this Article.  Upon reguest. Operator shall continue to
opcrate the assigned well for the account of the non-abandoning parties at the rates and charges con-
wmpinted by this agreement. plus any additional cost and charges which may arise as the result of
vparate ownership of the assigned well.

"J

ARTICLE VII.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several. not joint or collective. Each party shall be responsible
o::if\' for its obligations. and shall be liable only for its propertionate share of the costs of developing
and operating the Contract Area. Accordingly, the liens granted among the parties in Article VILB. are
given to secure only the debts of each severally. It is not the intention of the parties 1o create. nor shall
hiz zoreement be construed ss creating. a mining or other parinership or association. or to render the
pariles liable as pariners.

o e

B. Liens and Pavment Defaults:

Each Non-Operator grants 1o Operator a lien upon its oil and gas rights in the Contract Area. and a
security interest in its share of oil and or gas whe: extracied and its interest in all eguipment. 10 secure
perment of iis share of expense. 1ogether with interest thereon at the rate provided in the Accountin
Procedure atiached hereto as Exhibit “C”. To the extent tha! Operator has a security interest under the
Uriform Commercizl Code of the State. Operator shzall be entitled to exercise the rights and remedies
of a secured party under the Code. The bringing of & suit and the obtaining of judgment by Operator
for the secured indebiedness shall not be deemed an election of remedies or otherwise affect the lien
security interest as security for the payment thereof. In addition. upon defzull by any Non-
¢ oin the payment of its share of experse, Operator shall have the right. without prejudice 1o
or remedies. 1o collect from the purchaser the proceeds from the sale of such Non-Operator's
oil and or gas untl the amount owed by such Non-Operator. plus interest has been paid. Each
purcheser shall e entitied to rely upon Operater's writien siztement concerning the amount of any de-
4 Operaior gx‘aris a like lien and security interest to the Non-Operators 1o secure payment of Op-
erzior’s proportionate share of expense.

17 anxy party fzils or is unable to pay its share of expense within sixty (60) dayvs after rendition of
= satemernt therefor by Qperator. the non-defauiting pariles. inciudéing Operator. shell. upon reqguest by

Orerzlor. pay the unpaid azmount in the proportion that the interest of each such party hears to the in-

a
suck parties. Each party fo paving its share of the unpaid amount shall to abiain reimburse-

ment thereof. be subx'ogated to the security nmghts described n the foregoing paragraph.
C. Pavments and Accounting:

Excert o herein otherwise specifically provided. Operator shall promptly pay and discharge expenses
neurred in the development and operation of the Contract Ares pursuamt to this ugreement and shall
Cherse cach of the partics hercio with their respective proportionate shares upon the expense basis pro-
wrged an the Accounting Procedure uttached hercto zs Exhibit “C™. Operator shall keep an accurate

conre @ the joint account hereunder. showing expenses mmcwrred and charges and credits made ang

Imeretor. ot 3is cleciion, shall have the right from time to time te demand and receive from the

tner omLrties poreer s o sdévance of their respective shores of the estimated amount of the expense to

<4 operetions hercunder during the next succeedn .. menth, which right may be exercised only

asicn o cach suel party of an itemized statement of such estimated expense. together wiid
o mvolee for 11s share thereol, Each sueh statement and imvolce jor the pavment in advance of esi-
e experec chell he submitted on oor before the 26th dav oof the next preceding month., Each rpurty
ol opuy o Operstar 1ty proporuonate share of such extimate within fifteen (15) davs after suaeh es-

vt snd nvenes s cecenved I any party Bds o pay e shore of said estimate within said el the

Cneosb ol te s vterest nxoprevided o Exhinit cC7 unnl o poid DProper baiustment osnidloiw
D e LOVILCTs L G e UL ¢ B E [ATEI S-S ES A S R RS
o DU Gt SR GUC D L] CNPUNSes e e, ana g o

-~ ILLEGIBLE



Mot et bd b s
w o sl W

(&)
>

[V ]
LI B

o
(4%

[STIRRY TSR PR R POt PR N SN RO TORY S @V BN JC B 7% B VORI ST RS B 7\ O B oS B % B I T - - T 5T I )
[T 7o TR IR TS S STRRIN TN SR 3 BRCCT RN I /o B « - SN S I < S LI A B I = I/ 2 I w AR Be P R LR )

N1}
v

Conchl ste o NTODE D FORNM OPFRATING AGREFEMENT - e~

D Lamiation ol Expenditares:

o Without the consent of all parties, no well shall be drilled or deepened. ox-
: or deepened pursuant 1o the provisions of Article VILE.2. ¢f thix Agreement, it being
Coersteod that the consent to the drilling or deepening shall include:

Xount oo No o b Al pecessary expenditures for the drilling or deepening. testing. completing ond
srivsonmz oot the welll including neecessary tankage and or surface facilities.

VoL 20 Al necessary expenditures for the drilling or deepening and testing of the well. When
werl Bas reached its authorized depth. and all tests have been completed. Operator shall give :m-
nedinte notice 1o the Non-Operators who have the right to participate in the completion costs. The parties
teeevine such notice shall have fortyv-eight (48) hours (exclusive of Saturday. Sunday and legal holi-
suvs) in o whieh to eleet 1o participate in the setting of casing and the completion attempl. Such clection.

wien miede. shall include consent to all necessary cexpenditures for the completing and equipping of such

welll inciuding necessary tankage and or surface facilities. Failure of any party receiving such notice
1o reply within the period above fixed shall constitute an election by that partv not to participaie in
tme cesl of 1the completion attempt. If one or more. but less than all of the parties. elect to sel pipe and
10 atlempi & completion. the provisions of Article VILB.2. héreof (the phrase “reworking. deepening or

piueging back™ as contained in Article VI.B.2. shall be deemed to include “‘completing”) shall apply 1o
ihe operziions thereafter conducted by less than all parties. :

“

2. Rework or Plug Back: Without the consent of all parties. no well shall be reworked or plugged
Lack oxeept a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-
&nt it beine understood that the consent 1o the reworking or plugging back of a well shall inciude
10 z]l necessary expenditures in conducting such operations and completing and equipping of
including necessary tankage and or surface facilities.

-
[a]
t
T

=
e

3. Other Operations: Operator shall not underiake any single project reasonably estimaied to require
2 expenciiure in excess of Twenty-Five Thousand Dollars (8 25,000.00 )

2
except ir connection with a well, the érilling. reworking. deepening. completing. recompleting. or plug-

cing back of which has been previously authorized by or pursuant lo this agreement: provided, how-
ewver. ‘nal. in case of explosion. fire. flood or other sudden emergency. whether of the same or different
rzture. Owerator mav take such steps and incur such expenses as in its opinion are required 1o deal with
ine emergency 1o safeguard life and property but Operator. as promptly as possible. shall report the emer-
geney e the other parties. If Operator prepares “Authority for Expenditures” Jor its own use.
Crnerator. ugon reguest. shall furnish copies of its “Authority for Expenditures™ for any single project
ccsiing in excess of __Fifteen Thousand Dollars (¢ 15,000.090 ).

E. Royalties, Overriding Rovalties and Other Payments:

Zzch party shall pav or deliver. or cause to be paid or delivered. all royalties to the extent of
due on its share of procduction and shall hold the other parties free

one-eighth (1/8th) R
:rom any lighility thercfor. 1f the interest of any party in any oil and gas lease covered by this agree-
mernt iz sublect 10 any rovalty. overriding royvalty. production payment. or other charge over and above
tme aiorezaid rovallv, such party shall assume and alone bear all such obligations and shall zccount

Iov oor czuse 1o bhe accounted for. such interest to the owners thereof.

No party shall ever be responsible. on any price basis higher than the price received by such party.
1o Lwrnyoother pariv's lessor or rovalty owner: and if any such other party’s lessor or rovalty owner should
demend and receive setilements on a higher price basis, the party contributing such lease shall bear the

1ovaity burden insofar as such higher price is concerned.
F.  Rentals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum rovalties which may be reguired under the terms of
voiusse shall be paid by the party or parties who subjected such lease to this agreement at jtx or their
cuperse. In the event two or more parties own and hove contributed interesis in the same jease to this
soreement. such parties may designate one of such parties to make said payments for and on behalf of all
suohoporties, Any oparty moy reguest, and shaoll be entitled to reccive, proper evidence of all such puyv-
ments. In the event of failure 1o make proper payment of any rental. shut-in well payment or minimum
wotkhroueh mistake or oversight where such pavment is reguired to continue the lease in jorce.
cnv Joss which results from such non-pavment shall be borne in accordance with the provisions of Article

e
VB2

O ER

4

Opcrator shall notify Non-Operator of the snticipated completion of o shut-in gos wells or the shut-

Cuohoon returt to production of @ oproducn o o welll ut deest five (3) davs fexciudimg Saturduy. Sun-

LoDt dnya g, 0 Gt the curhios! opportunty permticd by arooamstanees, prwos o cuking such aetion

sevanmies no DBobihty for dmlure 1o do osoo In the event o! Hnlure by Operater to <o notify Non-

tor fidlure 1o make tonely poyments

N1 EGIBI E

eLteL o ine doss ol oany jease contmbuted herete hy Non-Operator
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¢ 7 gny shat-in well payment shail be berne jointly by the parties herelo under the provisions of Aricle

'm [

v

G. Taxes:

Beg:nning with the {irst calendar vear after the effective daie herec!. Operator shzll render for aé
vezicTern iaxauon 2ll property subject 1o this agreement which by law should be rendered for such
texes, gnc it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
c:on date. each Non-Operator shall furnish Operator infermation as to burdens (to include, but not be
EA...: ec to. royalties. overriding royalties and production payments) on leases and oil and gas irterests con-
Tibuted by such Non-Operator. If the assessed valuation of any Jeasehold estzte is reduced by reason of iis
SJbJEC' 1 utsiancding excess royalties. overriding royvalties or production pavments, the reduction in
lorem taxes resulting therefrom shall inure to the benefit ¢f the owner or owners of such Jeasehold
iale. an¢ Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such
recduction. Ope ztor shzll bill other pzarties for their proportionate share of all tax payments, it

— e -, e

PR < e "1 EEER - a1 2=
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If Operaior considers any tax assessment improper, Operator may, at its discretion. protest within’

the time and manner prescribed by law, and prosecute the protest to a final determination, unless all

erties zgree to zbandon the protest prior to finzl determination. During the pendency of adminisirative

or judicial proceedings. Operator may elect to pay. under protest. all such taxes and any interest and

penalty. When any such protesied assessment shall have been finally determined, QOperator shall pay

.he tzx for the joint account, together with any interest and penahv accrued. and the total cost shall then
be ascested zgeainst the parties, and be paid by them, g 2

f the ad-velorem taxes are based in whole or in part upon separcte valuations of
_uch party's working interest, then notwithstanding anything to the contrary
herein, charges to the joint account shall be made and paid by the parties hereto
in accordance with the tax value generated by ezch party's working interest.

Ezch partyv shall pay or cause to be paid all production. severance. gathering and other taxes im-
posed upon or with respect 1o the production or handling of such pariy's share of oil and-or gas pro-
cured under the terms of this agreement

H. Insurance:

At z]] times while operztions are conducted hereunder. Operator shall comply with the Workmen's

Compensaiion Law of the Siate where the operations are being conducted; provided. however, that Op-
erztor may be a self-insurer for lizbility under said compensation laws in which event the only charge
trat shzl] be made 10 the joint account shall be an amount equivalent to the premium which would have
been paié hed such insurance been obtained. Operator shall also carry or provide insurance for the
benefit of the joint account of the parties as outlined in Exhibit “D". attached to and made & part hereof.
Operzior shzll require zll coniraciors engaged in work on or for the Coniract Area to comply with the
Werkmen's Compensation Lev of the State where the cperations are being conducted and to maintzin
stuch other insurance at Operator may require.

Ir the event Automobile Public Liability Insurance is specifiec in said Exhibit “D”. or subsecuently
receives the approval of the parties. no direct charge shall be made by Operatcr for premiums paic for

such insurance for Operzstor's fully owned automotive equipment.

~ ARTICLE VIIIL
ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

St
—

The jezses covered by this agreement, insefar as they embrace acreage in the Contract Ares.
6. be surrendered in whole or in part unless all parties consenti thereto.

However. should@ any party desire to surrender its interest in any lease or in any poriion thereod, and
o.rer cariies do not agree or conseni thereio. the parly desiring tc surrender shell assign, without exgress

¢ implied warranty of title, all of its interest in such lease. or portion thereof, and ary well. material and |

guipment which mey be loczted thereon and any rights in production ihereafter securec. 10 thesparties
rc: esiring to surrender it. If the interest of the assigning party includes an oil and gas interesi, the as-
s:gning perty shall execute and deliver 1o the party or paruies not desiring 1o surrender an oil and gas
lezse covering such oi} anc gas interest for a term of cne year and so long thc—reaﬁer as oil and’ or gas

. -~

t J

is produced from the Jand covered thereby, soorTTore— T o et e Tt e
Upon such assignment, the assigning parly shall be relieved {rom nl] obligations thereaftler accruing.
t.t mot theretofore accrued. with respect to the acreage zssigned anc the operzation cf any well therecn.

anc the zssigning party shzll have no further interest in the lezse assigned and its equipment and pro-
cuclior ciner inan lhe rovalties relained in any lease made under the terms of this Arl:ci&.’fThe ‘partes

iG the parly zssignor he reasonzble szivegr velue of the leier's ““e"e<‘.31 ary wells
izl she'l

he felermined on .—C‘(.C.‘C... €

: the zesizned screage. The value of &l
nrovisicns of Ixhibit “C. less the esiimated cos: of szivaging &nc ine esuim atec cost of plug-
Il

\ne assignment is 1n favor o more 1nen One DETIV, the zssigned interesi shail

afancening.

HIFRIRIF
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PNV e pvhies ssinte oy the propertions that the interest of cach bears fo the interest of ol

e pasi2niec

Aoy assanment or surrenaer made under thas provision shall not reduce or change the assiznor's or

: Ting DAarties’ anterests as iU was immediately before the assignment. in the bulance of the Contract
Srcws ond the Gereanze asazned or surrendered. and subscequent operations thercon. shall not thercufter

pBIeCt to ke terms and provisions of this agreement.

Renewal or Extensian of Leases:

—-
jap

It any pany secures o renewal of any oil and gas lease subject 1o this Agreement. all other parties
e be notified promptly. and shall have the right for a period of thirty (30) days following receipt
<1 such notice in which to elect to participate in the ownership of the renewal lease. insofar as such
cvast witects lands within the Contract Area. by paying 1o the party who acguired it their several proper
soopertionate shares of the acguisition cost allocated to that part of such lease within the Contract Areu.
-winch shsll be in proportion to the interests held at that time by the parties in the Contract Area.

1f some. but jess than all. of the parties elect to participate in the purchase of a renewal lease, it
shall be owned by the parties who elect to participate therein. in a ratio based upon the relationship of
tneir respective percentage of participation in the Contract Area to the aggregale of the percentages
c? participation in the Contract Area of all parties participating in the purchase of such renewal lease.
~ny renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a renewal lease shall be given an assignment of its
rroportionate interest therein by the acquiring party.

The provisions of this Article shall apply to renewal leases whether theyv are for the entire interest
covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewaz] lease
tzken before the expiration of its predecessor lease. or taken or contracted for within six (6) months after
“-e expiration of the exisiing lease shall be subject 10 this provision: but any lease tzken or contracted
iy omore than six (8) months after the expiration of an existing lease shall not be deemed a renewal
izzze and shall not be subject 1o the provisions of this agreement. b

The provisions in this Article shall apply also and in like manner to extensions of oil and gas

i£zses.

C. Acreage or Cash Contributions:

While this agreement is in {orce. if any party contracts for a contribution of cash toward the drilling
. well or @ny other operation on the Contract Area. such contribution shall be paid 1o the party who
conducted the drilling or other operation and shall be applied by it against the cost of such drilling or
2iner operztion. If the contribution be in the form of acreage. the party to whom the contribution is
made shall promptly tencder zn assignment of the acreage, without warranty of title, to the Drilling
Zzriles In the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto
rilling Purties and sccept such tender. such acreage shall become a part of the Contract Area and
verned by the provisions of this agreement. Tf Jess than all parties hercto are Drilling Purties and

ot fuch lender. such acreage shall not become a part of thie Contract Area. Each party shall prompt-
coonovify ell other parties of all acreage or money contributions it may obtain in support of any well or
zny other operation on the Contract Area.

]
!

1 any party contracts for any consideration relating to disposition of such party’s share of substances
sroduced hereunder. such consideration shall not be deemed a contribution as contemplated in this
~racle VIIDC

D. Subsequently Created Interest:

Notwithstanding the provisions of Article VIILE. and VIII.G. if any party hereto shall, subseguent
cxeculion of this agreement, create an overriding rovalty, production pavment. or netl proceeds inter-
~ 7., which such interests are hereinafter referred to as “subseguently created interest”. such subseguently
ceaied interest shall be specifically made subject to all of the terms and provisions of this agreement. as
Claawss : ’
1. If non-consent operations are conducted pursuant {o any provision of this agreement. and the
Lotvoconductung such operations becomes entitled 1o receive the production atiribuisble to the interest
<t of which the subseguently created interest is derived. such party shall receive same free and clear
<uen subsequenily ereated interest. The party creaumg same shall bear and pay all such subseqguently

Ceetet nteresis and shelandemniiy and noldé the other parties hereto free and harmless from any and

.. ILLEGIBL

resulting therefrom
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—

v owner af the terest fram which the subsequently erceated interest is demved (1) fals 1o

2 pav. when Guel 1ts share ol expenses chargesbie hereunder. or (2) clects to abandon a well under pro-
S wsiens of Articie \ EChereels or (3) ddects to surrender o lease under provisions of Article VIILA

< nereod. 1ne subseguently crested interest shall be chargeable with the pro rata poruon of ull expenses
= Boreander nothe same manter ax if such interest were o working interest. For purposes of collecting
¢ such chargeuble cxpenses, ihe party or parties who receive assignments as a result of (2) or (3) shove
shull hove the right 1o enforee all provisions of Article VIIB. herco! ugainst such subsequently created
{ nterest, ’

G E. Maintenance of Uniform Interest;
]

12 For :he purpose of mainiaining uniformity of ownership in the oil and gas leasehold interestz
13 covered by this zgreement., and notwithstanding any other provisions to the contrary. no party shall
14 selll encumber. transfer or miake other disposition of its interest in the leases embraced within the Con-
15  1ract Arez and in wells. equipment and production unless such disposition covers either:

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

18

19 2. an equal undivided interest in all leases and equipment and production in the Contract Area.
20

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

22  pressly subject 1o this agreement. and shall be made without prejudice to the right of the other parties.

2z If. at any time the interest of any party is divided among and owned by four or more co-owners,
23 Operator. &t its discretion. mayv reguire such co-owners to appoint a single trusiee or agent with full
26  authority to receive notices, approve expenditures. receive billings for and approve and pay such party's
27 share of the joint expenses. and to deal generally with, and with power 1o bind. the co-owners of such
28  partyv’s interesis within the scope of the operations embraced in this agreement: however. all such
29  co-owners sihall have the right 10 enter into and execute all contracts or agreements for the disposition
30 of their respective shares of the oil and gas produced from the Contract Area and they shall have the
31 right 1o receive. separately. rzyment of the sale proceeds hereof.

F. Wativer of Right to Partition:

3 If permitted by the laws of the stale or states in which the property covered hereby is located. each
36  party herelo owning arn undivided interest in the Contract Area waives an) and all rights it may have

37 io partition and have set zasice 1o it in severalty its undivided interest therein.

38

38 E—ProferemtretRiptrrtotarre

30

13 S T T T T T e e T T T T T e st S St et btk et ot 203
<2 interesiy in ]c Comiract Arez. 1t shall promptly give written notice 10 the other parties. Withee T 1nfor-

<2 mation conceirning its p:'opo'sec’ szle. which shall include the name and address of e Trospective pur-
esdy. willing and able to purchase). the purchase g4
<3 the coffer. The other parties shall then have an optional prior 1

i reccipt of the notice. to purchase on the same terms angesch

12 chzser {(who must be r =€ and a] oLher terms of
a period of ten {10) dayvs afier

itions the interest which the othor pariv

<7 proposes 1o selll and. it this right i.g «Z7c1sed. (he purchasing parties shall share the pur-
15 Ubesed erest in the proportions thyl-t rest of each bears to the total interest of all purchasing
<G pames LG preferemia] right to pusrchase in those cases where any party wishes

ispose of its interests by merger. reorganization. consolidation. ar sale

31 of &l o: asfels 1o a subsidiary or parent company or to a subsidiary of a paven
32 o T T T T T T T T T T T T RO T e et bl

33

34 ARTICLE IX.

38 INTERNAL REVENUE CODE ELECTI

36

T This sureement 18 not intended 1o create. and shali not be construed to ereate. a relationship of part-
HE nerafap 00 wn Lssociztion ol wiolit between or among the parttes hereto. Notwithstending any piro-

AU vistong herein thol the richis end hebilities hereunder sre several and not joint or collective. or that this

cnd operations necunder shsll not constittle u purtnership. if. {or Federal income tax pur-

G aereem
7] poses, his corcement and the operations hercunder are regecded as @ partnership, coch party hereby
1o be excluden from the applicuetion of @l of the provisions of Subchapier “KR7. Chupter
#4 1 Subbile AT of the Internzi Revenue Code of 1934, us permitted and authorized by Section 761 of
63 the Cade ornd the regulutions promulested thercunder. Operator is wuthorized and directaed 1o exectite on

aifected ciecels

I

65 benuli of cach party hereby ;:fio('u-d such evidence of this clection as moav be reguired by the Seeretury

i et e Treesury of the Unned States or the Federst Internal Revenue Servieg. including speaiticails. but
i crobhyeougs gr bmutetar . wlloof the returny, ststements, on¢ the dalnoreguired by Foedesal Do -
Loty L TRT O NIGGG Ther e e setiemient That ta L Loty tenobe sitectoed aivee Dnther evidenoe of
L s Cieolne . cach: sdeh pLriy srndloexecute suel documents Lo tnrsh o sueh otber eviaenee s may e
T ClT e : Foeaciy: el Revenue Scrvive 6 ns ot b Leressary to evidencee thix clection. No

~ NIECIRIE
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socbopant o s uive gy nntices o tohe o other action inconsistent with the election made hereby.
ooy presor o or future ineome tax lfaws of the state or states in which the Contract Area is located or
- . co e dews of the United States contuin provisions similar to those in Subchapter "R5
Chaptier 1. Subtitic A7 of the Internal Revenue Coce of 1954, under which an election similar 1o that
provideo By Scetion 761 o1 the Code is permitied. ecach party hereby affected shall make such cleciion as
may be permitted or reg

ired by such taws. In making the foregoing election. each such party stutes that
the income demved by such party from Operations. hereunder can be adequately determined without the
computatior of partnership tuxiable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Operater may settle any single da?gﬁge claim_or suit arising from operations hereunder if the ex-
pendiiure does not exceed hree cusand and no/100 Dollarz
($__3,000.00 ) and if the payment is in complete settlement of such claim or suit. I{ the amourt
reguired 1or settlement exceeds the above amount. the parties hereto shall assume and take over the
further handling of the claim or suit. unless such authority is delegated to Operator. All costs and ex-
pense of handling. setiling. or otherwise discharging tuch claim or suit shall be at the joint expense
{ the parties. If a claim is made against any party or if any party is sued on account of aniy matter
arising from: operations hereunder over which such individual has no control because of the rights given
Opecrator by this agreement. the party shall immediately notify Operator., and the claim or suit shall
be treated as any other claim or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE
If ary pariy is rendered unable. wholly or in part. by force maijeure to carry out its obligations
under this azreement. other than the obligation to make money payments, that party shall give to all
other pariies promp: written notice of the force majeure with reasonably full particulars concerning it:

thereupon. ie obligations of the party giving the notice. so far as they are affected by the force majeure.
shzll be suspended during. but no longer than. the continuance of the force majeure. The affected party
shzall use all reasonable diligence to remove the force majeure situation as quickly as practicable.

The reguirement thzt any f{orce majeure shall be remedied with all reasonable dispatch shall noi
recx:ire the setilement of sirikes. lockouts. or other labor difficulty by the party involved. contrary to its
wishes' hovw all such difiiculiies shall be handled shall be entirely within the discretion of the party
conceryied.
he termy forece majeure”. as here emploved. shall mean an act of God. strike. lockout. or other
: : lsturbance. act of the public enemy. war. blockade. public riot, lightning. fire. storm, {lood.
explosion. governmental action. governmentzl delay. restraint or inaction, unavailability of eguipment.
and an) Ciher czuse. whether of the kind specifically enumerated above or otherwise. which is not
reasonébly within the control of the party claiming suspension. '

ARTICLE XII )
NOTICES

All notices zuthorized or required between the parties. and required by any of the provisioens of
this agreement. unless otherwise spéciﬁca?ly provided, shall be given in writing by United States mail
or Wesiern Union telegram, postage or charges prepaid. or by teletype. and addressed to the pariv 1o
whom the notice is given at the addresses listed on Exhibit “A". The originating notice given under any
rprovision hereol shall be deemed given onlv when received by the party to whom such notice it directed.
arnd the tme for such party 1o give any notice in response thereto shall run from the date the originat-

s received. The second or any responsive notice shall be deemed given when deposited in
the United Siates mail or with the Western Union Telegraph Company, with postage or charges prepaid,
or when scrt by teletvpe. Each party shall have the right to change i1tr address at uny time, and from
..... S 1o Ume. by wiving written notice hereof to zll other parties.

*

Nz onolice

ARTICLE XIIIL.
TERM OF AGREEMENT

Tihir woreement shall remuin in full force and effect &s 10 the oil und gas Jeases and or ol und gas in-
ierests subjecied hereto for the period of time selected below: provided. however. no party hereto shall
cver e construed as havine any right, title or interest in or to uny lease. or oil und gus interest con-
tributed by any other party bevond the term of this agreement,

oo Onuar Neo b So long as any of the ol and cus Jeuses subjec! e this goreement remuain or are cun-

coavin 0 tecee us o any part on the Contrae Srcas whoether v pioduciion, extension. renewal or othe: -

Vo

woise, anCo o a0 dong as obl and o gax production cobtinues trom ony lesse or ol and cas interest,

ILLEGIBLE
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2 ;:r‘.cu':—‘:n‘;' provision of this agreement. results in production of oil and or gas in payving gL slics. ihis
coveoneny shallocomtinue in force €0 long as any such well or wells produce. or_ss=Tupable of produc-
5 sen,oand tor un additional period of . days from cessation of_ul~gToduction: provided. however.
3 11, piior to the expiration of such additional period. onc oueeeTe of the parties hereto are engaged in
6 dniling or reworking a well or wells hercunder_tiee"agreement shall continue in force until such op-
T werations have been completed and if _preddCuion results therefrom, this agreement shall continue in
8 irrce as provided herein. In Ue=Tvent the well described in Article VI.A.. or anv subseqguent well
8 drilied hereunder _se=lis in 2 dry hole, and no other well is producing. or capuble of producing oil
10 ! -~—7rom the Contract Area. this agreement shall terminate unless drilling or reworking opera-
]} R LR L NI T L8 DR Aesee faomvme btV Ay, F n\s--v-\r‘nmv—v«ﬁmﬁ Al e R MA\1
12 l
13 It is agreed. however. that the termination of this agreement shall not relieve any party hereto from
14 any hability which has accrued or attached prior to the date of such termination.
15
16 ARTICLE XIV.
17 COMPLIANCE WITH LAWS AND REGULATIONS
18
18 A. Laws. Regulations and Orders:
20
21 This agreement shall be subject to the conservation laws of the state in which' the committed
22 acreage is located. to the valid rules. regulations. and orders of any duly constituted regulatory body of
23  said stale: and to all other applicable federal, state, and local laws. ordinances. rules. regulations. and
24  crcers.
25
26 B. Governing Law:
27
28 The essential validity of this agreement and all matters pertaining thereto. including. but not lim-
29 ited to. matters of performance, non-performance. breach. remedies, procedures, rights, duties zné in-
30 terpretation or construction. shall be governed and determined by the law of the state in which the
31 Contract Area is located. If the Contract Area is in two or more states, the law of the state where most
32 of the land in the Contract Area is lJocaled shall govern.
33
34 ARTICLE XV.
35 OTHER PROVISIONS
36
37
38
39
40
41
22
43
14
45
46
47
48
49
50
51
52
33
54
55
56
57 .
56
54 -
&0
61
62
63 -
64
63
66.
67



EXHIBIT "A"

nttechec to and made part of that certain Operating Agreement dated January 10, 1984
ty end peztween Southlanc Royzlty Company, Operator, and Jerome P. McHugh & Associates,
Dugan Production Corporation, Kenai 0il & Gas Inc., Northwest Pipeline EXXW¥NY, and
Crectone tnergy Corporeation, Non-Operators. Corporation

I. LARDS SUBJECT TO THIS AGREEMENT:

Township 25 North, Range 2 West, NMPM
Section 35: N/Z
Rio Arriba County, New Mexico

IT. RESTRICTIONS AS TO DEPTH OR FORMATION:

This Agreement shall be limited to the Gallup and Dakota formations.

ITI. PERCENTAGES OR FRACTIONAL INTERESTS OF THE PARTIES TO THIS AGREEMENT:

WI BPO W1 APO

Southland Royalty Company 79.8828125 % : 76.66015625 %
Northwest Pipeline X)X Corporation 9.375 % 9.375 %
Kenai 0i1 & Gas, Inc. * -0- % 3.22265625 %
Jerome P. McHugh & Associates 4.833984375% 4.833984375 %
Dugan Production Corporation 4,736328125% 4.736328125 %
Crestone Energy Corporation ' 1.171875 % 1.171875 %

*The working interest of Kenai 0i1 & Gas; Inc. is subject to a Farmout Letter
Agreement by and between Kenai and Southland Royalty Company.

IV. OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT

A. Lessor : Augustus P. Loring III et ux.
Lease Date : May 23, 1980
Description : N/2N/2, SWNE, SENW, Section 35, T25N-R2W
Acres : 240.00
Committed by : Dugan Production Corporation 12.5%
Jerome P. McHugh & Associates 37.5%
Kenai 0il & Gas 50%
B. Lessor : R. L. Davisson et ux
Lezse Date : June 12, 1880
Description : N/2N/2, SWNE, SENW, Section 35, T25N-R2W
kcres : 240.00
Committed by : Dugan Production Corporation 12.5%
Jerome P. McHugh & Associates 37.5%
Kenai 0il & Gas, Inc. 50%
C. Lessor : Charles A. Shear
Lease Date : May 23, 1980
Description : N/2NE, SWNE, Section 35, T25N-R2W
Acres : 120.00
Committed by : Dugan Production Corporation 12.5%
Jerome P. McHugh & Associates 37.5%
Kenai 0il & Gas, Inc. 50%
D. Lessor : Charles A. Shear
Lease Date : May 23, 1980
Description : N/ZNW, SENW, Section 35, T25N-R2W
Acres : 120.00 :
Committed by : Dugan Production Corporation 12.5%
Jerome P. McHugh & Associates 37.5%
Kenai 0i1 & Gas, Inc. 50%

Hewr Fec =z (GLP/DK)
=222198-00
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V.

Lessor : Carl L. Burley

Lease Date : May 23, 1980

Description : R/2NE, SWNE, Section 35, T25N-R2W

Acres : 120.00

Committed by : Dugan Production Corporation 12.5%
Jerome P. McHugh & Associates 37.5%
Kenai 011 & Gas, Inc. 50%

Lessor : Unleased Mineral Interest

Lease Date :

Description : N/2NW, SENW

Acres : 120.00

Committed by : Crestone Energy Corporation 100%

Lessor : Richard L. Davisson, Jr., & Charles A. Rheault, Jr.,
Co-Executors

Lease Date : August 21, 1981

Description : N/2N/2, SWNE, SENW, Section 35, T25N-R2W

Acres ' : 240.00

Committed by

Lessor : Rita L. Willis and Bank of Oklahoma, NE
Lease Date : December 19, 1978

Description : N/2N/2, SWNE, SENW, Section 35, T25N-R2W
Acres : 240.00

Committed by

Lessor : Wayne L. Hatley, Sr., et ux
Lease Date : October 22, 1981
Description : N/2N/2, SWNE, SENW, Section 35, T25N-R2W

Acres
Committed by

: Southland Royalty Company

: Southland Royalty Company

1 240.00
: Southland Royalty Company

100%

100%

100%

Lessor : Kirby Exploration Company

Lease Date : February 7, 1983

Description : N/2N/2, SWNE, SENW, Section 35, T25N-R2W

Acres : 240.00

Committed by : Southland Royalty Company 100%

Lessor : USA, NM-43760

Lease Date : April 1, 1981

Description : SE/4NE/4, Section 35, T25N-R2W

Acres : 40.00

Committed by > Southland Royalty Company 100%

Lessor: : USA, WM-01385

Lease Date :

Description : SW/4KW/4, Section 35, T25N-R2W

Acres : 40.00

Committed by : Northwest Pipeline Epwpexy Corporation 75%
Dugan Production Corporation 25%

ADDRESSES OF PARTIES TO THIS AGREEMENT:

Scuthland Royalty Company Northwest Pipeline EEZREXLY Corporation
410-17th Street 1125 - 17th St., Suite 2140

Suite 1000 Attn: Land Department
Denver, Colorado 80cz02 Denver, CO 80202

Jerome P. McHugh & Associates Crestone Energy Corporation
Atin: Jim Fullerton Attn: Randall C. Thompson
650 South Cherry Street, Suite 1225 718 - 17th St., Suite 520
Denver, Colorado 80222 Denver, CO 80202

Kenzi 0il and Gas, Inc.
Attn: Dave Sullivan
717-17th Street, Suite 2000
Denver, (Colorado 80202
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Attached to and made a part of .t..h.a.t__._c.e.r;t.a.in._Q.Qe.ta._t.]'ﬂg~Agr eement_...

dated January 10, 1984 by _and between Southland_Royalty. Company,
Operator._and Jerome P. McHugh & Associates. Dugan Production
Corporation, Kenai 0il & Gas Inc.. Northwest Pipeline Ba&XKs¥¥ Corporation
and Crestone Energy Corporation, Non-Operators.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
1. Definitions
“Joint Property™ shall mean the real and personal property subject to the agreement to which this Accounting
Procedure is attached.

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

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

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

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

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

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
~Material” shall mean personzl property, equipment or supplies acquired or held for use on the Joint Property.

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

>

Statement and Billings

Operater shzll bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint .~.ccou:‘.t for the preceding month. Such bills will be accompznied by statements which identify the author-
ity for expenditure. lease or fzcility. and all charges and credits, summarized by appropriate classifications of in-

arately iden :Jec cnd fully described in Cletall

3. Advances and Payments by Non-Operators

Trless otherwise provided for in the agreement, the Operator may req.,‘zre the Non-Operztors to advance their
share of estimatec cash outlay for the succeeding month's operation. Operator shall adjust each monthly biiling
10 refiect advances received {rom the Non-Operators.

Each Non-Cperator shali pay its proportion of all bills within fifteen (13) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (129 ) per
zrnnum or the maximum contract rate permitted by the applicabie usury laws in the stzte in which the Joint
Proper:v is iocated, whichever is the lesser, plus attorney’s fees, cour: costs, and other costs in connection with
the collection oI unpaid amoants.

4. Adjustments

of zny such bills snall not prejudice the right of any Non-Cperator to protest or question the correct-
nereof: provided, however, all bills and statements rendered to Non-Operators by Oper.:tor cduring an:
jercer )ea shzll conclusivelyr be presumed to be true and correct after twenty-four (24) months following
the ené of any such calendar vear, unless within the said twenty-four (24) month period 2 Non-Operzior takes
writien exception thereto and makes claiin on Operator for adjustment. No adjusiment favorable to Operator shall
b:— mzde uniess it is made within the same prescribed period. The provisions of this paragraph shall not preven:
Jivsimenis restliing from o physical inventory of Controllable Material as provided for in Section V.
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orn-Operzlor, upon notice in writing to Operzator and zll other Non-Operators, shall have the right 10 audit Ope-
=t zccounts and recerds relating to the Joint Account for any czlendar year within the twenty-iour (21) month
‘pliowing the end of such celendar vear; provided, however, the making of an audit shall not extend the
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lime for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Secu:ior I Where he'e are 1w or more Non-Operators, the Non-Operators shall maka every r°a<onao]c effort 1o

int or simultaneous audits in & manner which will result in a minimum of inconvenience 10 the Opera-
or shall bL‘.l no poriion of the Non-Operators’ audit cost incurred under this paragraph unless azreed

Oneralor.

by Non-Operators

approval or other agreement of the Parties or Non-Operators is expressly required under other sec-

ie Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains

v provisions in regerd thereto. Operator shall notify a2l Norn-Operzicrs of the Operator’s proposal, and

ement or approval of & majority in interest of the Norn-Cgerziors sizll be controiling on all Non-Opere-
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II. DIRECT CHARGES

Operwie: =nell churge the Joint Accoun: with the follow:ing items:

Rentals and Rovalties

Lcuse rentals and royvalties poid by Operator for the Joint Operations.

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

of Join: Operations.
Szlaries of First Leve] Supervisors in the field.

Seziaries and wages of Technical Emplovees directly employved on the Joint Property if such charges are
excluded irom the Overhead rates.

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

C. Expenditures or contributions made pursuant tc assessments imposed by governmental authority which are
applicable 10 Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion II.

D. Personal Expenses of those emplovees whose salaries and wages are chargeable 1o the Joint Account under
Pzragraph 2A of this Secuon IL

Employee Benefits

Operator’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 like nature, applicable to Operator's labor
cost chargeable 10 the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’'s actual
cost not to exceed twenty Rexzexx60Xkx-three percent (23%) or the rate most‘recent1¥
REﬁSH@F”de“ by the Council of Petroleum Accountants Societies of America {"COPAS")
Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
sucn Malerial shzll be purchased for or transierred 1o the Joint Property as may be required for immediate use
and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be avoided.

Transportation

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

A. 1f Marerial i moved to the Joint Property from the Operator's warehouse or other properties, no charge shall !
be made to the Joint Account for a distance greater than the distance from the nearest reliable supplyv store,
reccgnized barge terminal. or railway receiving point where like material is normally available, unless agreed
to by the Parties.

B. If surplus Mzterial is moved 1o Operator's warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store. recognized barge
terminal. or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties.

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of *m= or less excluding accessorial charges.

Ser\'l‘%‘égo

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Parzzraph 8 of Section IT and Paragraph 1. ii of Section III. The cost of professionzal consuhant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the -
Ove:nezd rates. The cost of professional consuliant services or contract services of technical personnel not di-
rectiv engaged on the Joint Properiy shall not be charged to the Joint Account unless previously agreec 1o by
the Partes. .

Equipment and Facilities Furnished by Operator twelve percent (12%

A. Operator shzll charge the Joint Account for use of Operator owned equipment and facilities at rates com
mensurate wiih costs of ownership ané operation. Such rates shall include costs of mainienance. repairs, other

f e
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cperating expense, insurance. taxes. deprecigtion. and interest on investment not to exceed erghtrprrer—53
rer annum. Such rates shall not exceed average commercial rates currently prevailing in the immecdiate area
of tne Joint Properiy. ‘ ]

B.. In .eu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in
-he ymmecdiate area of the Joint Property less 209, For automotive equipment, Operator may elect 10 use raies
rublished by the Petroieum Motor Transport Association.

Damages and Losses to Joint Property
costs or expenses necessary for the repair or replacement of Jeint Property made necessary because of dam-

s o lossez incurreé bv fire, {lood. storm. theft, accident. or other cause, except those resulting from Operator's
oss negligerce or willful misconduct. Operator shail furnish Non-Operator written notice of damages or losses

currcé as soon as practiczble after a report thereof has been received by Operator.
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Legal Expense

Expense of hancling, investigating and settling litigation or claims. discharging of liens. payment of judgments

arnd amounts pzié for settlement of claims incurred in or resulting from operatio_ns under the agreemen! or

nececssaTy 10 proiect or recover the Joint Prope:riyv, excep: that no charge for services of Operator's legzl sia
uniess previousiv agreed tc by the Parties. All other leg

s:ons of Scceirer IIT unless oinerw:se wgreed 1o by the

‘ves or experse of outside altorneyvs shall be mace
so o if consicered to be covered Ty ine over:
. except &f provided in Section 1, Peragraph
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taxc: ¢f every kind and nalure assessed or levied upon or in connection with the Joint Properiy, the opera-

iron thereof. or the production therefrom, and which taxes have been paid by the Operator for the benefit of he
Puries,

Insurance

Net premiun s paid for.insurance required to be carried for the Joint Operations for the protection of the Par

Ties.

In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for W ork-

men's Compensation and or Employers Liability under the respective state’s laws, Operator may, &t its clection,

include the risk under its self-insurance program and in that event, Operator shall include a c‘u.ge at Operaior's
cost not to exceed manual rates.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section IIL
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operano.‘-

III. OVERHEAD

Overhead - Drilling and Producing Operations

i.

P
oy

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

{ XX ) Fixed Rate Basis, Paragraph 1A, or

{ ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shzll be in lieu of costs and expenses of all offices
and salaries or wages pius applicable burdens and expenses of all personnel, except those directlv chargeable
under Pzragraph 24, Section II. The cost and expense of services from outside sources in connection with
matters cof taxation, Lrafﬁc accounting or matters befcre or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

The szlaries, wages and Personal Expenses of Technical Employees and or the cost of professional consulian:t
services and contract services of technical personnel directly employed on the Joint Property shall () shall
not (X ) be covered by the Overhead rates.

Overhead - Fixed Rate Basis

(1) Operator shzll charge the Joint Account at the following rates per well per month:
Drilling Well Rate $_3,500.00
Producing Well Rate s_320.00

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

1] Charges for.onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (13) or more consecutive days.

[2] Charges for oifshore drilling wells shall begin on the date when drilling or completion equipmen:
arrives on locstion and terminate on the date the drilling or completion equipment moves oif loca-
jon or rig is released, whichever occurs first, except that no charge shall be made during suspen-
] of ¢rilling cperations for tifieen (13) or more consecutive days

n 2

on
harges for wells undergoing any type of workover or recompletion for a period of five (3) con-

(z1 ¢
secutive days or more shzll be made at the driiling well rate. Such charges shall be applied ior
the pE'lOC {rom dale workover operations, with rig. commence tnrough date of rig release, excep:
that no czarge shell be made during suspension of operations for fifieen (13) or more consecutlive

.
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(b) Procucing Well Rates

{1} An active well either produced or injected into for any portion of the month shall be consider
as & one-well charge ifor the entire month.

L)

a
] Ezc h active completion in a multi-compleied well in which production is not commir gl ¢ down
hall be considered as a one-well charge providing each completion is considerec & separate
a.e,l h ithe governing regulatory authority.

~
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[3] An iractive gas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall be considered &s & one-vwell charge providing the gas well is directly connecied 10 a per-
manent sales Oudel.

- 3

[4] A one-well charge may be made {or the month in which plugging and abandonment operaiions
re compieted on any well

XIS

[3] Al other inactive wells (including but not limited 1o iractive wells covered by unijt aliowabdle.
lease allowable, transferred aliowable, ete.) shzil not qualify for an overhead charge.

(3) Trhe wel .all be acjusied as of the {irst day of April each year foliowing ithe effeciive cute of the
zgreeme ich this .Accoummg Procedure is attached. The adjustment shall be computed by muiti-

urrently in use by the percentage increazse or decrease in the average weeily carnings of

encar yvear
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and Gas Production Workers for the last calendar vear comparecd to the ¢
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Lo Uperator fnsld charge the Joint Account at the following rates:
ta) Development

Percent ( ¢ ) of the cost of Development of the Joint Propez="exclusive of costs

provided under Pc.ragvapn of Section 11 and all salvage credits.
(b) Operating

— _Percent ( “¢) of the cost of Operatmg the

unaer Pa rar'raph\ 1 and 9 of Section II, all salvage ¢

for secondary recovery and all taxes and assessm

eral interest 1in and 1o the Joint Property.

Uint Property exclusive of costs provided
#(s, the value of injected substances purchased
S which are levied, assessed and paid upon the min-

Application of Overhead - Percentage B«Tis shall be as follows:

For the purpose of determining «Tges on a percentage basis under Paragraph 1B of this Section III, de-
veicpment shall include all weis 1n connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wel Involving the use of drilling crew and equipment; also, preliminary expernditures
necessary in preperation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as_zToducer. and original cost of construction or installation of fixed assets, the expansion of fixed
asseteNd any othe' DrOJeCL clearly dlccermble as a fixed asset except Ma;or Construc’uorx as defined in

ol 3 Wal Yy a v ey
Iu._:.(_du - Ve weslT oL Sy w oy REEr I ey u-..L. AT T LA e oet-teuy ciean v ry Ao ey vy r"-“-““‘b
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Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operz:ion of the Joint Propertv Operator shall either negotiate a rate prior to the beginning of construction, or shal
charge the Joint Account for Overhead b¢sed on the following rates for any Major Construction project in exces

of §_*% .
A, ** e of total costs if such costs are more than $ ** but less than S_*i____; plus
5. ** ¢ of total costs in excess of $ ** *___but less than $1,000,0600; plus

C. ** ¢ of total costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one projiect. For the purpose of this paragraph, the component parts
of = :mz]e project shall not be treated separately and the cost of drilling and workover wells shall be excluded.

3. Amendment of Rates

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property: how-
ever. at Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle 2nnd or surplus Material, such disposal being made either through szle to Operator or Non-Operator, division in
kind. or szle to outsiders. Operztor may purchase, but shall be under no obligation to purchase, interest of Non-Operza-
tors in surplus condition A or B Material. The disposal of surplus Controllabie Material not purchased by the Operz-
tor shzll e zgreed 10 by the Parties.

jH
ce

1. Purchases

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

n

Transfers and Dispaositions
Nzterial furnished to the Joint Property and Material ¢ .‘_ferred from the Joint Property or disposed c¢f bty the

r. unless otherwise agreec 10 by the Partles, shall be priced on the following bases exclusive of cash dis-

w Material (Condition A)
{2) Tubhular goods, e\cept lxxﬂe mpe shzll be priced at the current new price in effect on date of movement on z
meaximum Carloac - >

skt -semrerires Weight basis, ‘egard]ess of qhantlt\' transferred, equalized to the Jowes:
published price f.0.b. railway recenmg point er——erozmimed——rrme—temaswer nearest the Jomt Property
where such Material is nermally available.

(2) Line Pipe

(2) Movement of less than 30.000 pounds shall be priced at the current new price. in effuct at date of
movement, as listed by a reliable supply store nearest the Joint Prcoperty where such Material is nor-
mally available.

it) Movement of 30.000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV,

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

supply store or {.0.b. railway receiving point nearest the Joint Property where such Material is nermaily

available.

Goocd Used Material (Condition B)

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

<
—

G

(1) tiaterial moved to the Joint Property
(a) At seveniyv-five percent (757 ) of current new price, as determined by Paragraph 2A of this Section IV.
{21 Nlaterial moved from the Joint Property

raph 24 of this Section IV,

te1 At seventy-five percent (73% ) of current p ‘ice. as determined by Par

3 new ag
niaterial was originally charged ic tne Jo L Account a3 now Matericl. or

Ve
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(b} at sixty-five percent (657 ) of current new price. as determined by Paragraph 2A of this Section

IV, 17 Material was originally charged to the Joint Account as good used Material at scventy-five per-
cent (75%) of current new price.

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

Material w hlch is not in sound and serviceable condition and not suitable for its original functien until
after reconditioning shall be priced at {ifty percent (509;) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property. pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

{2) Condition D

All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-

pese of Condition D Material under procedures normally utilized by the Operator without prior cpproxal
of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justifv a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material.
E. Pricing Conditions twenty f]ve Cents ( 5)
(1) Loading and unloading costs may be charged to the Joint Account at the rate of Hiicesr -EREARATL 1
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustamed when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

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

Premium Prices

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

Warranty of Material Furnished by Qperator

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

V. INVENTORIES
Operator shzll maintain detailed records of Controllabie Material.
Periodic Inventories, Notice and Representation
At reasonzble intervals, Inventories shall be tzken by Operator of the Joint Account Controllable Material.
Written notice of intention te tzke inventory shall be given by Operator at least thirty (30) days before any inven-
tory iz 10 begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
1o be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.
Reconciliation and Adjustment of Inventories
liation of & physical inventory with the Joint Account shall be made, and a list of overages and shoriages
~ished t0 the Nen-Operators within six months following the taking of the inventory. Inventory ac-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operzator shall be
neid accountable only for shortages due to lack of reasonatle diligence.

Special Inventories

Special Inventories may be taken whenever there is any sale or chanﬁe of interect in the Join* Prome'u it shal

—

plzce. In such cases, both the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Periodic Inventories

= expense of concucting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
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10 &nc rege part of inatl certain OUperating Agreement dated January 1C, 15984
Tween Southlend Royalty Company, Operator, and Jerome P. McHugh & Associates,

J-tion Cerporation, Kenai 011 & Gas Inc., Northwest Pipeline EXKYEXY and
Energy Corporation, Non-Operators. Corporation
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EXKIEIT D

INSURANCE PROVISIONS
OF OPERATING AGREEMENT

-

¢r thel) cerry or provide for the benefit of the Joint Account of
g TYDES énd emounts of insurenCe as are shown below.

workman's Compensetion Insurence to cover full liability under
the wWerkmen's Compensetion Law of the Stzte where the operations
ers bsing conducted.

n
{

(z) Employer's Liability Insurance with & limit of not less than
£100,000 for eaccidental injuries or- dezths of one or more
employees as 2 result of one accident.

Comprehensive Generel Lizbility Bodily Injury Insuraznce with
1imits of not less than $250,000 for accidental injury or death of
one person, and $£500,000 Tor accidenta]l injuries or deaths of
more than one person as a result of one accident, and not less
then $£100,000 for damages to or destruction of property as a
result of one accident.

———
[#V)
~—

Auiomobile Public Liebility Bodily Injury Insurance with limits
of not less than $250,000 for the accidental injury or ‘deeth of
one person and £500,000 for accidental injuries or deaths of more
then one person as & result of one accident; and Automobile Public
Lizbility Property Damege Insurance with a2 1imit of not less than
£100,000 for damage to or destruction of property as z result of
one accident,

——~
N
e

The premiums peid or &lloceated for all such insurance except Auto-
‘le shzll be chercec es operetion expense. No insurance, other than
+ cnown zbove, shzll be carried for the benefit of the Joint Account
ept by mutuel consent of the parties.

ot I}
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Hawk Federal #2 Well

N Section 35, T25N, R2W
Rio Arriba County, NM
NM-63202



ASLECNED 10 EnC WeSe par ¢ 7 that certein Uperating Agreer dated Januaryrxo 193¢
Sy &Nt Setween Southlend auyelty Company, Operator, and Jerwae P. McHuah & Asso€1a{és
Dugan Progduction Corporation, Kenai 011 & Gas Inc., Nortnwest Pipeline KEXHLEN and
~resiing Inercy lorporation, hon-Operators. Corporation
EXHIEIT E
GAS BALAKCING PROVISIONS
OF OPZRATING AGREEMINT

N

-

withstending any provision to the contrary in this Operzting
, 17 eny party(s) hereto tekes and disposes of less than its
e interest share of gas (including ceshinghead gas) during any
monih, &ny or &11 other party(s) shall hazve the right to dispose
o7 the gas produced under the following provisions:

—t 1 1
M O M
Yy M (D
3

o 0w ¥’
-t v (DO

Qoo
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o

Tinitions., For the purpcses hereof, the term "Cumuletive
neans the amount by which the cumuletive volume of gas taken by
ess then the cumulative volume that party is entitled to take
its percentace interest; the term "Cumulztive Overlifi” means
y which the cumulative volume of gas tzken by & party exceeds

O o n
b ¥ BT RN RN
we
0O .3

o
o

gtive volume thzt party is entitled to take according to its
e interest; the term "Underlifter" means & party credited with
g Underlift; and the term "Overlifter” means & perty charged with

u
percent
Cumuleti
Cumulet

(b) Operator's Stztements. On or before the end of each cezlendar
menth, Operator shall Turnish the parties hereto a Statement showing the
totel volume of gas taken by each party during the preceding montn, the
cumulative volume teken by each party as of the end of that month, and the
Cumuletive Underlift or Cumulative Overlifi, if any, of each party as of
thz-end of that month. -

nt Ezlancing. By giving written notice to Operztor and all
other pariies neretc &t least 15 days before the beginning of a czlendar
month, &n Underlifter shall be entitled to take during that month its full
percentage interest share of ges plus a meke-up volume equal to its
Cumulative Underlift, provided thet such make-up volume shall never exceed
25% of the total volume of gas which the other parties would otherwise be
entitled to teke during the month azccording to their percentage interests,
eand proviced that the richt to take make-up volumes hereunder shzll be
subordinzte 1to the right of any party to teke its full percentage interest
shere of czs from time to time in order to sziis{y the deliverzbility
requirements of its ges contract. IT two or more Underlifters are to make
vp Cumuiztive Underiifts during the same month and the volume available for
meke-up is inzdequzte, the volume aveilabie for make-up shall be shared by
such Unceriifters in proportion to their interests, as set forth on Exhibit
"A" to the Opereting Agreement. The volums of ogas taken by such
Unceriifiers for meke-up during the month shell be deducted from the
volumes the other parties hereto would otherwise be entitled to take
hersuncer, in proportion to the Cumulative Overlifts of such other

- S
serties. Meke-up volumss shzll be appliied asgainst Cumulative Underlifis
arc Cumulative Overlifis on & first-in-Tirst-out basis.

(d) Final Belencing. If this Operating Agreement should terminate
or if ces proguction hereunder should permenently cezse before all parties
hereto heve achieved bazlance under Parazoreph (c) above, then finel balance
shel) be achieved through & cash settlemsnt (without interest) coordinated
by cperetor bstween Qverlifiers and Underlifters. At opsrztor's request,
eech Overlifter shell) pey Cperator a2 cash sum equzl to (i) the Overlivter's
volume of -Cumuletive Overlift multiplied by the wellhead price per unit
volume ecutelly received by the Overlifter for such cges, minus (ii; al
sevmenis meade by the Overlifter on such gas pursuant to Paragréaph (e)
S~z iow. 1T there wes no such price psr unit volume beceuse the Overlifter
took such czs for its own purposes insteed of selling it, the price used in
=he zhove czlculation shell be the preveiling wellhead price.in the field
&1 the time (or closest to the time) such gas was tzken by the Overlifter.
Liter 21) Overlifters heve peid Operetor es hereinzbove provided, Operator
chzll Cisiribute the cogregate sum received to the Underlivters in
proportion tc their Cumuletive Underlifts. I eny price used to-ca]cu}ate
-he Cistributed sum is subject to refund pursuant to orders or reguzliions
¢t “he Deperiment of Inzrgy cr eny cther reguletory authority having
surisdiction over cee orices, ezch Unceriifier, prior to receiving its
Ehare 07 tne Cistributicn. sheil infemnify the aopresriete (verlifier
srzinst the Uncerlifier's proporiicnzie part of eny refund {inclucing
icierest tnzreon) which the Overlifter {s recuired to meke. AL the time
Fire’ z:zlercing hes besnocompisted, thic Agfresmant shell Termanels
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7) Costs eznd Expenses.

; Fayvmernts or Profuction. fetn party shell pey 2l production,

ceveranie lzyet on cas that 3t merkets. Royalties, overriding
s, croduction payments anc cther such pevments for which & party is
¢ by leese or by contract shell be paid by that party as if it were
es. Zeacn perty hereto shall indemnify end hold harmless the other
heretc egeinst &l c1aims Jesses or liabilities arising out of its
1o Tuifill such obligetions. '

-
-

Regercdless of the volume of gas actually

©any periy nereto, £acn such party shall bear costs and expenses &s

se **ov1oed in thws Opere

els. Regardless of

ting Agreement.

the volume of gas actua11y teken

=
her minerals separ

nosuch party shell shere in the production of crude
ated from the gas in normal lease
e provided in this Operzting Agreement.

Hawk Federal #2 Well

Ni; Section 35, T25N, R2W
Rio Arriba County, NM
NM-6303



EXEIZIT "F"
Atteched to end made part of that certain Operating Agreement cdated January 10, 1884
by and petween Southlanc Royalty Company, Operator, and Jerome P. McHugh & Asso’ciadteé
Dugen Production Corporation, Kenai 0il1 & Gas Inc., Northwest Pipeline E¥XE¥KY and’
Creszone tnergy Corporation, Non-Operators. Corporation

EQUAL DTFLOYMEINT OPPORTUNITY PROVISION

ng the periormance of this contract, the Operator agrees as follows:

-. The Operator will not discricinate agzinst any explovee or zpplicant
fcr exployment because of razce, coler, religion, national origin or
sex. The Operator will tzke zffirmative zction to ensure that appli-
cents zre empleoyed, and that empleyees are treated during empleyment
wvithout regard to their race, color, religion, national origin cor
sex. Such action shazll include, but not be limited to the following:
Zzyleyment, upgrading, demotion, or transfer, recruitment or recruit-
ment advertising; layoff or termination; rates of pay or other forms
oI ccmpensation; and selection for training, including apprenticeship.’

¥

ne Operator agrees to post in comspicuous places, svailable to
explovees znd zpplicants for employment, notices to be provided for
the contracting officer setting forth the provisions of this non-
discrimination clause.

2. The Operator will, in 211 solicitatioms or advertisements for
expleoyees placed by or on behalf of the Operator, state that all
cualified zpplicants will receive consideraztion for employment without
regard to race, color, religiocn, naticnzl origin or sex.

send to each labor union or representative of

2., The Operztor will

ich it hes 2 collective bargzining agreement or cther
eT

i

3
workeTs with wh
é tanding, z notice to be provided by the agency
ng oificer, advising the lzbor urion or workers' representa-
) or's comrnitments under Section 202 of Executive

texber 24, 1965, and shzll post copies of the
uous places available to employees and azpplicants

rator will comply with 2ll provisions of Executive Order 11246
ember 26, 1865, znd of the rules, regulations, znd relevant
cf the Secretary of lLzbor.
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furnish 211 infcrzation and reports reguired by
1246 of September 24, 1965, and by the rules regu-
rs cf the Secretary of lebor, cr pursuant thereto,
ccess to its books, records, znd zccounts by the
v znd the Secretary of Labor for purposes of in-
certzin coopliance with such rules, regulations,
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e iz Ixecutive
he Secretezry cf Labor, or as otherwise provided by law.

Operazer will include the provisiens of paragrephs (1) through

in every subcontract or purchezse order unless exempted by rules,

ions, cr crders of .the Secretzry of lazbor issuved pursuant to
<

O e

a 204 of Executive Orcder 11246 of SepteZber 24, 1965, so thea

sicas will be binding upon each subcontractor or vender.

T vill take such action with respect to0 &ny subcontract
oréer zs the contracting zgency mey direct as z means cf
uch provisions inclucding sanctioms for nen-cezpliance:

hewever, that in the event the Operater decemes involved in,
zemed with, litigetion with 2 subcontracicr or vender as &

l zion by the <o < the QOperzter z=ey
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vTETelsr egtknowledges that T may be required to file Standaré Forzm 100 (ETOL)
Trooulfetec jeintly bty the Cffice of Federzl Centract Coopliance, the Equal
imrlewment COpportunity Commission and Plans for Progress with Joint Reperting
vo=mittee, federzl Depor, Jeffersonville, Inciana, within thirty (30) days of
tne cate ¢l centract ewerdéd if such repert nas not been filed for the current
vezr and ctherwise comply with or file such other compliance reports as mav

te Iuriner reguired under Executive Orcder 11246, zsg apencded and Rules and Regu-
lzticng acepted thereunder.

cceveater Ifurther zcknowlecdges that he meay be required to develop a written
eiiirzative

icn compliance prograx as reguired by the Rules and Regulztions
N Secretary of Lzbor under zsuthority of EZxecutive Orcer 11246,
urrliv Non-Operztors with & copy of such program if -they so request.
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

GUIDANCE IN THE PREPARATION OF THIS AGREEMENT:

1. Title Page - Fill in blank as applicable.
2. Preamble, Page 1 - Name of Operator.

3. Article II - Exhibits:
(a) Indicate Exhibits to be attached.
(b) If it is desired that no reference be made to Non-discrimination, the reference to Exhibit “F” should
be deleted.

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

5. Article IV.B - Loss of Title - If ““Joint Loss"” of Title is desired, the following changes should be made:
(a) Delete Articles IV.B.1 and [V.B.2.
(b) Article IV.B.3 - Delete phrase “other than those set forth in Articles IV.B.1 and IV.B.2 above.”
(¢) Article VILF. - Change reference at end of the first grammatical paragraph from ‘“Article IV.B.2” to
“Article IV.B.3.”

6. Article V - Operator - Enter name of Operator.

7. Article VLA - Initial Well:
(a) Date of commencement of drilling.
(b) Location of well.
(c) Obligation depth.

8. Article VI.B.2.(b) - Subsequent Operations - Enter penalty percentage as agreed to by parties.

9. Article VILD.1. - Limitation of Expenditures - Select option as agreed to by parties.

10. Article VII.D.3. - Limitation of Expenditures - Enter limitation of expenditure of Operator for single
project and amount above which Operator may furnish information AFE.

11. Article VILE. - Royalties, Overriding Royalties and Other Payments - Enter royalty fraction as agreed to
by parties.

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

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

14. Signature Page - Enter effective date.
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

Article

L
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XVL
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A.AP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

1 OPERATING AGREEMENT
2
3 THIS AGREEMENT. entered into by and between Southland Royalty Company
4 . hereinafter designated and
5 referred to as "Operator”, and the signatory party or parties other than Operator, sometimes hereinafter
6 referred to individually herein as “Non-Operator”, and collectively as “*‘Non-Operators”,
7
8 WITNESSETH:
9
10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas in-
11 terests in the land identified in Exhibit A", and the parties hereto have reached an agreement to explore
12 and develop these leases and or oil and gas interests for the production of oil and gas to the extent and
13 as hereinafter provided:
14
15 NOW, THEREFORE, it is agreed as follows:
16
17 ARTICLE L
18 DEFINITIONS
19
20 As used in this agreement. the following words and terms shall have the meanings here ascribed
21 to them:
22 A. The term “oil and gas” shall mean oil, gas, casinghead gas. gas condensate. and all other liquid
23 or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to
24 limit the inclusiveness of this term is specifically stated.
25 B. The terms “oil and gas lease”., ‘lease” and “leasehold” shall mean the oil and gas leases cov-
26 ering tracts of land lying within the Contract Area which are owned by the parties to this agreement.
27 C. The term "oil and gas interests” shall mean unleased fee and mineral interests in tracts of
28 land lying within the Contract Area which are owned by parties to this agreement.
29 D. The term “Contract Area’ shall mean all of the lands, oil and gas leasehold interests and oil
30 and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
31 Such lands. oil and gas leasehold interests and oil and gas interests are described in Exhibit “A”.
32 E. The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule
33 of any state or federal body having authority. If a drilling unit is not fixed by any such rule or order,
34 a drilling unit shall be the drilling unit as established by the pattern of drilling in the Contract Area
35 or as fixed by express agreement of the Drilling Parties.
36 F. The term “drillsite” shall mean the oil and gas lease or interest on which a proposed well is to
37 be located.
38 G. The terms Drilling Party” and “‘Consenting Party” shall mean a party who agrees to join in
39 and pay its share of the cost of any operation conducted under the provisions of this agreement.
40 H. The terms *“Non-Drilling Party” and "Non-Consenting Party” shall mean a party who elects
4] not to participate in a proposed operation.
42
43 Unless the context otherwise clearly indicates, words used in the singular include the plural, the
44 plural includes the singular, and the neuter gender includes the masculine and the feminine.
45
46 ARTICLE IL
47 EXHIBITS
48
49 The following exhibits, as indicated below and attached hereto, are incorporated in and made a
50 part hereof:
51 [X] A. Exhibit “A”, shall include the following information:
52 (1) Identification of lands subject to agreement,
53 (2) Restrictions, if any, as to depths or formations,
54 (3) Percentages or fractional interests of parties to this agreement,
55 (4) Oil and gas leases and . or oil and gas interests subject to this agreement,
o6 (5) Addresses of parties for notice purposes.
57 [ B. Exhibit “B”, Form of Lease. There is no Exhibit "B" to this Agreement. &
58 [X] C. Exhibit “C”, Accounting Procedure. <
59 [X] D. Exhibit D", Insurance. s
60 (X] E. Exhibit “E”, Gas Balancing Agreement.
61 Y] F. Exhibit “F”, Non-Discrimination and Certification of Non-Segregated Facilities.
62
63 If any provision of any exhibit, except Exhibit “E”, is inconsistent with any provision co ned
64 in the body of this agreement, the provisions in the body of this agreement shall prevail.
65 £
66
67
68 _
69 lea ol s aenhity.ag ngre o5 1Y '!-'M:

{

Le1ceot when sutharrag wwere oy e

-3
(=]

! mgrcan Assaciauun of Pegareun g !




[T PP,

[* N BN 2

[MCEE SN IR I SV VRN R R ]
[ R Y

[T 1}
w12 e O

N

[4 IV I TS TR STRRG TR [ 6 1]
oc w

©w

Vi RN s P ORAT OPERANVEING NGREPANEN D L e

ARTICLE I
INTERESTS OF PARTIES

RS :
S —— e p— T ' 2

oom nd oot and gas leese wrhnened b

Geeosl et o onie ol ThRe provisions of this qaveement celilio ot L
B. Interest of Parties in Costs and Production:
Colete G oo parties and thelr vespective pevcentage or fractional interests under this

tiess ooiutoea ov other provizions. all costs and liabilities incurred in operations dnde.
vopacd, and all equipment and matertal acguived in operations on the

Shall e warroehoa stk partiox as therr nterests are shown in Exhibit CAT AT prodoo-

Teorn oot cll o Les oo e I Lot Avews fubject to the payment of lessars royvalinos  ee———
S0 nis e swmed by o the parties o the ame manner daorinzg the lerns

PNy . v soShall o ot be deemed an assignment or ¢rods-sssisnment ¢ Q5t~ oo

ARTICLE 1V.
TITLES

A. Title Examination:

Recognizing that the o0il and gas leases committed hereto are all currently
producing in other lands or formations not committed to this agreement, there
shall be no raquirement for current examination of title to all leases and oil
and gas interests committed hereto; however, at the option of Operator, title
to the leases and o0il and gas interests covering the drillsite for the proposed
well may be examined by an attorney selected by Operator on a complete abstract
record prior to drilling the initial test well hereunder. A copy of the examin-
ing attornev's opinion shall be sent to each party prior to drilling. A good
faith effort to satisfy the examining attorney's requirements shall be made by
the party or parties owning the leases(s) to which such requirements apply.

The cost of any such title examination shall be borne by the party or
parties owning the drillsite lease(s), unless such party or parties furnish
Operator an existing title opinion showing clear leasehold title in such party
or parties and Operator has elected only to obtain supplemental current title
examination. In such case the cost thereof shall be borne by the party or
parties bearing the cost of the drilling of the initial test well and shall be
considered a part of the cost of drilling such well. No charge shall be made,
however, for any title examination made by an attorney who is an employee of
‘a party hereto.

|
|

 ILLEGIBLE

B. Loss ol Title:

U Futlure of Title: Should any o1l and gas interest or lease. or interest therein, be lost through

fariure or title. whioh foss osulls o o o= duction of interest trom that shown on Exhibit “A™, this agree-
ment, everthedess Sl cosrpeee iy foree g to adl remaining oil and cas leases and interests, and
{a) Tre paity "ninose u s owas boeeeopontesest s arffected by the ttle faulure shall bear alore

S et pss s Dt st s ta e T e oom Operator o the other parties any developmesr
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or operating costs which it may have theretofore paid. but there shall be no monetary liability on its
part to the other parties hereto for drilling, development, operating or other similar costs by reason of
such title failure; and

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the
operation of the interest which has been lost, but the interests of the parties shall be revised on an acre-
age basis, as of the time it is determined finally that title failure has occurred, so that the interest of
the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost; and

(¢) If the proportionate interest of the other parties hereto in any producing well theretofore drilled
on the Contract Area is increased by reason of the title failure, the party whose title has failed shall
receive the proceeds attributable to the increase in such interests (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well;
and

(d) Should any person not a party to this agreement, who is determined to be the owner of any in-
terest in the title which has failed, pay in any manner any part of the cost of operation, development,
or equipment, such amount shall be paid to the party or parties who bore the costs which are so refund-
ed; and

(e} Any liability to account to a third party for prior production of oil and gas which arises by
reason of title failure shall be borne by the party or parties in the same proportions in which they shared
in such prior production; and

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

2. Loss by Non-Pavment or Erronecus Payment of Amount Due: If, through mistake or oversight,
any rental, shut-in well payment, minimum royalty or royalty payment, is not paid or is erroneously
paid, and as a result a lease or interest therein terminates, there shall be no monetary liability against
the party who failed to make such payment. Unless the party who failed to make the required payment
secures a new lease covering the same interest within ninety (90) days from the discovery of the fail-
ure to make proper payment. which acquisition will not be subject to Article VIII.B., the interests of
the parties shall be revised on an acreage basis, effective as of the date of termination of the lease in-
volved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event
the party who failed to make the required payment shall not have been fully reimbursed. at the time of
the loss, from the proceeds of the sale of 0il and gas attributable to the lost interest, calculated on an
acreage basis, for the development and operating costs theretofore paid on account of such interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the
cost of any dry hole previously drilled or wells previously abandoned) from so much of the following
as 1s necessary to effect reimbursement:

(a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost
interest, on an acreage basis, up to the amount of unrecovered costs;

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

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

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

ARTICLE V. g
OPERATOR !‘

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

Southland Royalty Company shall ] f the
on

0

Operator of the Contract Area, and shall conduct and direct and have full control of all operat§
the Contract Area as permitted and required by, and within the limits of, this agreement. I'ru

duct all such operations in a good and workmanlike manner, but it shall have no lxablh/g/ A:Iéﬂtor
gross

to the other parties for losses sustained or liabilities incurred, except such as may reSult
negligence or willful misconduct.

Poxaet wiven a
1
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B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice
thereof to Non-Operators. If Operator terminates its legal existence, no longer owns an interest in the
Contract Area, or is no longer capable of serving as Operator, it shall cease to be Operator without any
action by Non-Operator, except the selection of a successor. Operator may be removed if it fails or
refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership,
by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit “A”, and not on the number of parties remaining after excluding the voting
interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M.
on the first day of the calendar month following the expiration of ninety (90) days after the giving of
notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor
Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after effect-
ive date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of
a corporate name or structure of Operator or transfer of Operator’s interest to any single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
erator shall be selected by the Parties. The successor Operator shall be selected from the parties owning
an interest in the Contract Area at the time such successor Operator is selected. If the Operator that
is removed fails to vote or votes only to succeed itself. the successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown
on Exhibit “A”, and not on the number of parties remaining after excluding the voting interest of the
Operator that was removed.

C. Employees:

The number of employees used by Operator in conducting operations hereunder, their selection,
and the hours of labor and the compensation for services performed. shall be determined by Operator,
and all such employees shall be the employees of Operator.

D. Drilling Contracts:

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

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the st day of October , 19&. Operator shall commence the drill-
ing of a well for oil and gas at the following location:

NESW, Section 35, Township 25 North-Range 2 West, N.M.P.M.

Rio Arriba County, New Mexico

and shall thereafter continue the drilling of the well with due diligence to

a depth of 8000' subsurface or to a depth sufficient to adequately
test the Dakota formation, whichever 1s tne iesser Jupin.

unless granite or other practically impenetrable substance or condition in thg hole, which ;‘ders
further drilling impractical, is encountered at a lesser depth, or unless all parties agree to comp‘,’ﬁ;te or
abandon the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling which
dication of containing oil and gas in quantities sufficient to test, unless this agreement shall be,
in its application to a specific formation or formations, in which event Operator shall bfe\
test only the formation or formations to which this agreement may apply.

If, in Operator’s judgment, the well will not produce oil or gas in paying quantities; afd
to plug and abandon the well as a dry hole, it shall first secure the consent of all pac
plug and abandon same as provided in Article VI.E.1. hereof. .

R e L L ULV e
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B. Subsequent Operations:

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

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article
VI.B.1l. or VIL.E.1. elects not to participate in the proposed operation, then, in order to be entitled to
the benefits of this article, the party or parties giving the notice and such other parties as shall elect
to participate in the operation shall; within sixty (60) days after the expiration of the notice period of
thirty (30) dayvs (or as promptly as possible after the expiration of the forty-eight (48) hour period

~where the drilling rig is on location. as the case may be) actually commence work on the proposed

operation and complete it with due diligence. Operator shall perform all work for the account of the
Consenting Parties: provided, however. if no drilling rig or other equipment is on location., and if Op-
erator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform
the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-
nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties, when
conducting operations on the Contract Area pursuant to this Article VI.B.2.. shall comply with all terms
and conditions of this agreement.

If less than all parties approve aﬁy proposed operation. the proposing party. immediately after the
expiration of the applicable notice period, shall advise the Consenting Parties of (a) the total interest
of the parties approving such operation. and (b) its recommendation as to whether the Consenting Par-
ties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48)
hours (exclusive of Saturday. Sunday or legal holidays) after receipt of such notice. shall advise the
proposing party of its desire to (a) limit participation to such party’s interest as shown on Exhibit “A",
or (b) carry its proportionate part of Non-Consenting Parties’ interest. The proposing party, at its
election. may withdraw such proposal if there is insufficient participation. and shall promptly notify
all parties of such decision.

v

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in
the proportions they have elected to bear same under the terms of the preceding paragraph. Consenting
Parties shall keep the leasehold estates involved in such operations free and clear of all liens and
encumbrances of every kind created by or arising from the operations of the Consenting Parties. If such
an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost. risk and expense. If any well drilled, reworked. deepened or plugged back under the provisions
of this Article results in a producer of oil and or gas in paying quantities, the Consenting Parties shall
complete and equip the well to produce at their sole cost and risk. and the well shall then be turned
over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties.
Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such
well by Consenting Parties in accordance with the provisions of this Article, each Non-Consenting Party
shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and
be entitled to receive, in proportion to their respective interests, all of such Non-Consenting Party’s
interest in the well and share of production therefrom until the proceeds of the sale of such share,
calculated at the well. or market value thereof if such share is not sold (after deducting production
taxes, royalty, overriding royalty and other interests existing on the effective date hereof, payable out of
or measured by the production from such well accruing with respect to such interest until it r?erts)
shall equal the total of the following: *

(a) 100% of each such Non-Consenting Party’s share of the cost of any newly -acquired @rface
equipment beyond the wellhead connections (including, but not limited to. stock tanks, sep&ators
treaters, pumping equipment and piping), plus 100% of each such Non-Consenting Party's shar_ of the
cost of operation of the well commencing with first production and continuing until each suct

Consenting Party’'s relinquished interest shall revert to it under other provisions of this Avtfﬂ? i
agreed that each Non-Consenting Party’s share of such costs and equipment will be that/a Iiziest %lch
e be-

would have been chargeable to each Non-Consenting Party had it participated in the weIL
ginning of the operation: and

(b)_3009% of that portion of the costs and expenses of drilling reworking, deepening,’ or pl}xgg’mg‘ o

back, testing and completing, after deducting any cash contributions received under Article YIILE ., and.
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1 3_OQ_% of that portion of the cost of newly acquired equipment in the well (to and including the well-
2 head connections), which would have been chargeable to such Non-Consenting Party if it had partici-
3 pated therein.
4
5 Gas production attributable to any Non - Consenting Party’s relinquished interest upon such Party’s
6 election, shall be sold to its purchaser, if available, under the terms of its existing gas sales con-
7 tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from
8 such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
9 ered from the Non - Consenting Party’s relinquished interest. If such Non - Consenting Party has not
10 contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
11 tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
12 Consenting Party’s share of gas as hereinabove provided during the recoupment period.
13
14 During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share
15 of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of
16 all production, severance, gathering and other taxes, and all royalty, overriding royalty and other
17  burdens applicable to Non-Consenting Party’s share of production.
18
19 In the case of any reworking, plugging back or deeper drilling operation. the Consenting Parties shall
20  be permitted to use. free of cost, all casing, tubing and other equipment in the well. but the ownership of
21  all such equipment shall remain unchanged: and upon abandonment of a well after such reworking,
22 plugging back or deeper drilling, the Consenting Parties shall account for all such equipment to the
23 owners thereof, with each party receiving its proportionate part in kind or in value, less cost of
24 salvage.
25
26 Within sixty (60) days after the completion of any operation under this Article, the party con-
27  ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
28  ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling,
29  deepening, plugging back. testing. completing, and equipping the well for production; or, at its option,
30 the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed
31 statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
32 reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
33 ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
34 operation of the well. together with a statement of the quantity of oil and gas produced from it and the
35 amount of proceeds realized from the sale of the well’s working interest production during the preceding
36 month. In determining the quantity of oil and gas produced during any month, Consenting Parties
37 shall use industry accepted methods such as, but not limited to, metering or periodic well tests. Any
38 amount realized from the sale or other disposition of equipment newly acquired in connection with any
39  such operation which would have been owned by a Non-Consenting Party had it participated therein
40  shall be credited against the total unreturned costs of the work done and of the equipment purchased.
41 in determining when the interest of such Non-Consenting Party shall revert to it as above provided;:
42 and if there is a credit balance, it shall be paid to such Non-Consenting party.
43 ’
44 If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest
45 the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
46  matically revert to it, and. from and after such reversion, such Non-Consenting Party shall own the same
47 interest in such well. the material and equipment in or pertaining thereto, and the production there-
48 from as such Non-Consenting Party would have been entitled to had it participated in the drilling,
49 reworking, deepening or plugging back of said well. Thereafter. such Non-Consenting Party shall be
50 charged with and shall pay its proportionate part of the further costs of the operation of said well in
51 accordance with the terms of this agreement and the Accounting Procedure. attached hereto.
52
53 Notwithstanding the provisions of this Article VI.B.2,, it is agreed that without the mutual consent
54 of all parties, no wells shall be completed in or produced from a source of supply from which a well
55 located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing
56 well spacing pattern for such source of supply.
57 d
58 The provisions of this Article shall have no application whatsoever to the drilling of the initial
59  well described in Article VLA. except (a) when Option 2, Article VILD.1., has been selected, @r (b)
60 to the reworking, deepening and plugging back of such initial well, if such well is or thereafte?‘?‘\all
61 prove to be a dry hole or non-commercial well, after having been drilled to the depth specified in* cle
62 VLA. :
63 .
64 C. Right to Take Production in Kind:
65 :
66 Each party shall have the right to take in kind or separately dispose of its proportionité ihare of
67 all oil and gas produced from the Contract Area, exclusive of production which may bewi
68 velopment and producing operations and in preparing and treating oil for marketing, .
69 production unavoidably lost. Any extra expenditure incurred in the taking in kind or se‘p_z-‘ufa‘tef”d'iﬁspp"-.:'
70  sition by any party of its proportionate share of the production shall be borne by Such: - pABEY . Ao




A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

W0 =3I M U e W N

VU O s e b e s e e B b e W O W W O L0 L0 GO GO L0 DY BRI RO DD B DO DD RO DI DI b= e ke b e gt b s et e
O = 5 © 0 -3 O U1 o COBD = O @O0 DD O~ O WD TDH U WD O WOM=-1D WU b W — O

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

Each party shall execute such division orders and contracts as may be necessary for the sale of its
interest in production from the Contract Area, and. except as provided in Articie VILB., shall be entitled
to receive payment direct from the purchaser thereof for its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Contract Area, Operator shall have
the right, subject to the revocation at will by the party owning it, but not the obligation, to purchase such
oil and gas or sell it to others at any time and from time to time, for the account of the non-taking
party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
erator shall be subject always to the right of the owner of the production to exercise at any time its
right to take in kind, or separately dispose of, its share of all oil and gas not previously delivered to a
purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for
such reasonable periods of time as are consistent with the minimum needs of the industry under the
particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the
foregoing, Operator shall not make a sale, including one into interstate commerce, of any other party’s
share of gas production without first giving such other party thirty (30) days notice of such intended
sale.

In the event one or more parties’ separate disposition of its share of the gas causes split-stream de-
liveries to separate pipelines and or deliveries which on a day-to-day basis for any reason are not
exactly equal to a party's respective proportionate share of total gas sales to be allocated to it, the
balancing or accounting between the respective accounts of the parties shall be in accordance with
any Gas Balancing Agreement between the parties hereto, whether such Agreement is attached as
Exhibit “E". or is a separate Agreement.

D. Access to Contract Area and Information:

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

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VI.B.2.. any well
which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent
effort, be unable to contact any party. or should any party fail to reply within forty-eight (48) hours
(exclusive of Saturday. Sunday or legal holidays) after receipt of notice of the proposal to plug and
abandon such well, such party shall be deemed to have consented to the proposed abandonment. All
such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost,
risk and expense of the parties who participated in the cost of drilling of such well. Any party who ob-
jects to the plugging and abandoning such well shall have the right to take over the well and conduct
further operations in search of oil and or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
worked pursuant to Article VI.B.2. hereof for which the Consenting Parties have not been fully reim-
bursed as therein provided, any well which has been completed as a producer shall not be plugged and
abandoned without the consent of all parties. If all parties consent to such abandonment, the weMpshall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and efpense
of all the parties hereto. If, within thirty (30) days after receipt of notice of the proposed abandofpnent
of such well, all parties do not agree to the abandonment of any well, those wishing to continue ﬁop-
eration shall tender to each of the other parties its proportionate share of the value of the well’s siﬁrable
material and equipment, determined in accordance with the provisions of Exhibit “C", less the es ted
cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning part -khall
assign to the non-abandoning parties, without warranty, express or implied. as to title or as‘ti;z:_iiuamlty
quality, or fitness for use of the equipment and material, all of its interest in the well and._re?ted equlp-

ment, together with its interest in the leasehold estate as to. but only as to, the interval or mtm‘ ofthe

formation or formations then open to production. If the interest of the abandoning party. i& 2‘des
*.

an oil and gas interest. such party shall execute and deliver to the non-abandoning part

oil and gas lease, limited to the interval or intervals of the formation or formations then open to produc- ..

tion, for a term of one year and so long thereafter as oil and or gas is produced from the jnterval-or integm: .

-~
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1 vals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit
2 “B”. The assignments or leases so limited shall encompass the *drilling unit” upon which the well is
3 located. The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon
4 the relationship of their respective percentages of participation in the Contract Area to the aggregate of
5 the percentages of participation in the Contract Area of all assignees. There shall be no readjustment
6 of interest in the remaining portion of the Contract Area.
7
8 Thereafter. abandoning parties shall have no further responsibility, liability. or interest in the op-
9 eration of or production from the well in the interval or intervals then open other than the royalties
10 retained in any lease made under the terms of this Article. Upon request, Operator shall continue to
11  operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
12 templated by this agreement, plus any additional cost and charges which may arise as the result of
13 the separate ownership of the assigned well.
14
15 ARTICLE VIIL
16 EXPENDITURES AND LIABILITY OF PARTIES
17
18 A. Liability of Parties:
19 _
20 The liability of the parties shall be several. not joint or collective. Each party shall be responsible
21 only for its obligations. and shall be liable only for its proportionate share of the costs of developing
22 and operating the Contract Area. Accordingly, the liens granted among the parties in Article VILB. are
23  given to secure only the debts of each severally. It is not the intention of the parties to create, nor shall
24 this agreement be construed as creating, a mining or other partnership or association, or to render the
25 parties liable as partners.
26
27 B. Liens and Payment Defaults:
28
29 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a
30 security interest in its share of oil and or gas when extracted and its interest in all equipment, to secure
31 payment of its share of expense. together with interest thereon at the rate provided in the Accounting
32 Procedure attached hereto as Exhibit “C"”. To the extent that Operator has a security interest under the
33 Uniform Commercial Code of the State, Operator shall be entitled to exercise the rights and remedies
34 of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator
35 for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
36 rights or security interest as security for the payment thereof. In addition, upon default by any Non-
37 Operator in the payment of its share of expense, Operator shall have the right, without prejudice to
38 other rights or remedies, to collect from the purchaser the proceeds from the sale of such Non-Operator’s
39 share of oil and or gas until the amount owed by such Non-Operator. plus interest has been paid. Each
40 purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any de-
41  fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-
42  erator’'s proportionate share of expense.
43
44 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of
45 a statement therefor by Operator, the non-defaulting parties, including Operator, shall, upon request by

46  Operator, pay the unpaid amount in the proportion that the interest of each such party bears to the in-
47  terest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain reimburse-
48 ment thereof. be subrogated to the security rights described in the foregoing paragraph.

30 C. Payments and Accounting:

51
52 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses
33 incurred in the development and operation of the Contract Area pursuant to this agreement and shall

charge each of the parties hereto with their respective proportionate shares upon the expense basis pro-
35 vided in the Accounting Procedure attached hereto as Exhibit “C”. Operator shall keep an accurate
56 record of the joint account hereunder. showing expenses incurred and charges and credits made and

57 received, -

4 4

39 Operator, at its election, shall have the right from time to time to demand and receive fror_i; the
60 other parties payment in advance of their respective shares of the estimated amount of the expej to
61  be incurred in operations hereunder during the next succeeding month, which right may be exercise@®only
62 by submission to each such party of an itemized statement of such estimated expense, togethez, :With
63 an invoice for its share thereof. Each such statement and invoice for the payment in advance dsti-
64 mated expense shall be submitted on or before the 20th day of the next preceding month',,;__"g@ arty

65 shall pay to Operator its proportionate share of such estimate within fifteen (15) days after s c"@xes-
66 timate and invoice is received. If any party fails to pay its share of said estimate within _‘sgg t 5, the
67 amount due shall bear interest as provided in Exhibit '"C” until paid. Proper adjustmerﬁw be
68 - made monthly between advances and actual expense to the end that each party shall M___
69 proportionate share of actual expenses incurred, and no more. o
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D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, ex-
cept any well drilled or deepened pursuant to the provisions of Article VI.B.2. of this Agreement, it being
understood that the consent to the drilling or deepening shall include:

X Option No. 1: All necessary expenditures for the drilling or deepening. testing, completing and
equipping of the well, including necessary tankage and or surface facilities.

W 0 =3 N D b W N -

10 [ Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When
11  such well has reached its authorized depth, and all tests have been completed, Operator shall give im-
12  mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties
13  receiving such notice shall have forty-eight (48) hours (exclusive of Saturday. Sunday and legal holi-
14 days) in which to elect to participate in the setting of casing and the completion attempt. Such election.
15 when made. shall include consent to all necessary expenditures for the completing and equipping of such
16 well, including necessary tankage and.or surface facilities. Failure of any party receiving such notice
17  to reply within the period above fixed shall constitute an election by that party not to participate in
18 the cost of the completion attempt. If one or more, but less than all of the parties, elect to set pipe and
19 to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase ‘'reworking, deepening or
20 plugging back” as contained in Article VI.B.2. shall be deemed to mclude ‘completing”) shall apply to
21 the operations thereafter conducted by less than all parties.

23 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged
24 back except a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-
25 ment, it being understood that the consent to the reworking or plugging back of a well shall include
26 consent to all necessary expenditures in conducting such operations and completing and equipping of
27 said well, including necessary tankage and or surface facilities.

29 3. Other Operations: Operator shall not undertake any single project reasonably estimated to require
30 an expenditure in excess of ___{wenty Five Thousand and no/100s--Dollars ($_25,000.00 )
31 except in connection with a well, the drilling, reworking. deepening, completing, recompleting. or plug-
32 ging back of which has been previously authorized by or pursuant to this agreement: provided, how-
33 ever, that, in case of explosion, fire, flood or other sudden emergency, whether of the same or different
34 nature. Operator may take such steps and incur such expenses as in its opinion are required to deal with
35 the emergency to safeguard life and property but Operator. as promptly as possible. shall report the emer-
36 gency to the other parties. If Operator prepares “Authority for Expenditures” for its own use,
37 Operator, upon request, shall furnish copies of 1ts “Authority for Expenditures” for any single project

38  costing in excess of __IWenty Five Thousand & no/100s--------- Dollars ($ 25,000,000 )
39

40 E. Royalties, Overriding Royalties and Other Payments:

41

42 Each party shall pay or deliver, or cause to be paid or delivered. all royalties to the extent of
43 one-eigth (1/8th) due on its share of production and shall hold the other parties free

44 from any liability therefor. If the interest of any party in any oil and gas lease covered by this agree-
45 ment is subject to any royalty, overriding royalty, production payment, or other charge over and above
46 the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account
47 for or cause to be accounted for, such interest to the owners thereof.

49 No party shall ever be responsible, on any price basis higher than the price received by such party,
50 to any other party’s lessor or royalty owner: and if any such other party’s lessor or royalty owner should
51 demand and receive settlements on a higher price basis, the party contributing such lease shall bear the
52 royalty burden insofar as such higher price is concerned.

53

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

55

56 Rentals, shut-in well payments and minimum royalties which may be required under the terms of

57 any lease shall be paid by the party or parties who subjected such lease to this agreement at its o*their
58 expense. In the event two or more parties own and have contributed interests in the same leasem this
59 agreement, such parties may designate one of such parties to make said payments for and on behal#of all
60 such parties. Any party may request, and shall be entitled to receive, proper evidence of all suciﬁ ay -
61 ments. In the event of failure to make proper payment of any rental, shut-in well payment or m'_‘ um
62 royalty through mistake or oversight where such payment is required to continue the lease izf]

63 any loss which results from such non-payment shall be berne in accordance with the provisions of-«

64 IV.B.2 -’if._::"; -

65 . . o}

66 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well ér ti& s’hut-

67 ting in or return to production of a producing gas well, at least five (5) days {(excluding Sa.tﬂ
68 day and holidays), or at the earliest opportunity permitted by circumstances. prior to taki
69 but assumes no liability for failure to do so. In the event of failure by Operator to so notlfy ‘Non-r B

70 Operator, the loss of any lease contributed hereto by Non-Operator for failure to make n,mely PaYBERLS -

n
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¢f anv shutl-in well pavment shall be borne jointly by the parties hereto under the provisions of Article

IV.B.3.
G. Taxes:

Beginning with the first calendar vear after the effective date hereof. Operator shall render for ad
valorem taxauon all propertv subject to this agreement which by law should be rendered for such
taxes. and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
ditiors cate. each Non-Operator shall furnish Operztor information as to burdens (to include, but not be
limitec¢ to. royalties, overriding rovalties and production payments) on leases and c¢il and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leasehold estate is reduced by reason of its
being subject to outsianding excess royalties. overriding rovalties or production payments, the reduction in
ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold
estale, and Operator shall adjust the charge 1o such owner or owners so as 1o reflect the benefit of such
reduction. Operator shall bill other parties for their proportionate share of all tax PaYINents . rhemrimfirii— .

If Operstor considers any tax assessment improper. Operator may. at its discretion. protest within
the time and manner prescribed by law. and prosecute the prolest to a final determination. unless all
parties agree 10 abandon the protest prior to final determination. During the pendency of administrative
or judic:al proceedings. Operator may elect to pay. under protest. all such taxes and anv interes: and
penalty. When any such protested assessment shall have been finally determined. Operator shall pay
the tax for the joint account. together with any interest and penaltv accrued. and the total cost shall then
be assessed against the parties, and be paid by them. S==me=mmi=—=——eely | 57 +he ad-valorenm

Faxes are based in whole or in part upon separate valuations of each party's work-
ing J:.nFerest, then notwithstanding anything to the contrary herein, charges to
the joint account shall be made and paid by the parties hereto in accordance
with the tax value generated by each party's working interest.

Each party shail pay or cause to be paid all production. severance. gathering and other taxes im-
posed upon or with respect to the production or handling of such party's share of oil and.'or gas pro-
cduced under the terms of this agreement.

H. Insurance: .

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

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

ARTICLE VIIIL.
ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

A. S-rrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties do not agree or consent thereto. the party desiring to surrender shall assign. without express
or implied warranty of title, all of its interest in such lease. or portion thereof. and any well. material and
equipment which may be located thereon and any rights in production thereafter secured. to th'.'e';parties
not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest. the as-
signing party shall execute and deliver to the party or parties not desiring to surrender an oil::a_nd gas
lease covering such oil and gas interest for a term of one vear and so long thereafter as oil and.or gas
is produced from the land covered thereb}'.mmmhm
Upon such assignment, the assigning party shall be relieved from all obligations thereafter accruing.
but not thereiofore accrued, with respect to the acreage assigned and the operation of any well thereon,
and the assigning party shall have no fyrther interest in the lease assigned and its equipr'nemvand pro-
duction other than the roya’iies retained in any lease made under the terms of this Article. The parties
assignee shall pay to the party assignor the .easonable salvage value of the latter’s interest in.any wells
and equipment on the assigned acreage. The value of all material shall be determined in accordance
with the provisions of Exhibit “C”. less the estimated cost of salvaging and the estimated cost of plug--
ging and abandoning. If the .ssignment is in favor of more than one party. the assigned interest shall
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1  be shared by the parties assignee in the proportions that the interest of each bears to the interest of all
2  parties assignee.
3
4 Any assignment or surrender made under this provision shall not reduce or change the assignor's or
5 surrendering parties’ interest, as it was immediately before the assignment, in the balance of the Contract
6 Area: and the acreage assigned or surrendered, and subsequent operations thereon. shall not thereafter
T be subject to the terms and provisions of this agreement.
8
9 B. Renewal or Extension of Leases:
10
11 If any party secures a renewal of any oil and gas lease subject to this Agreement. all other parties
12 shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt
13 of such notice in which to elect to participate in the ownership of the renewal lease. insofar as such
14 lease affects lands within the Contract Area. by paying to the party who acquired it their several proper
15 proportionate shares of the acquisition cost ailocated to that part of such lease within the Contract Area,
16  which shall be in proportion to the interests held at that time by the parties in the Contract Area.
17
18 If some. but less than all. of the parties elect to participate in the purchase of a renewal lease, it
19  shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of
20 their respective percentage of participation in the Contract Area to the aggregate of the percentages

21 of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
22 Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

24 Each party who participates in the purchase of a renewal lease shall be given an assignment of its
25 proportionate ir “erest therein by the acquiring party.

26

27 The provisions of this Article shall apply to renewal leases whether they are for the entire interest

28 covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease
29  taken before the expiration of its predecessor lease, or taken or contracted for within six (6).months after
30 the expiration of the existing lease shall be subject to this provision: but any lease taken or contracted
31 for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
32 lease and shall not be subject to the provisions of this agreement,

33

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

36

37 C. Acreage or Cash Contributions:

38

39 While this agreement is in force. if any party contracts for a contribution of cash toward the drilling

40 of a well or any other operation on the Contract Area. such contribution shall be paid to the party who
41 conducted the drilling or other operation and shall be applied by it against the cost of such drilling or
42  other operation. If the contribution be in the form of acreage. the party to whom the contribution is
43  made shall promptly tender an assignment of the acreage. without warranty of title, to the Drilling
44 Parties in the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto
45 are Drilling Parties and accept such tender, such acreage shall become a part of the Contract Area and
46 be governed by the provisions of this agreement. If less than all parties hereto are Drilling Parties and
47  accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt-
48 ly notify all other parties of all acreage or money contributions it may obtain in support of any well or
49  any other operation on the Contract Area.

31 If any party contracts for any consideration relating to disposition of such party’s share of substances
52 produced hereunder, such consideration shall not be deemed a contribution as contemplated in this
53  Article VIII.C.

54

55 D. Subsequently Created Interest:

56

57 Notwithstanding the provisions of Article VIILE. and VIII.G.. if any party hereto shall. subsﬁuent

58 to execution of this agreement, create an overriding royalty. production payment, or net px'oceedsﬁlter—
59  est. which such interests are hereinafter referred to as ‘‘subsequently created interest’, such subse ently
60 created interest shall be specifically made subject to all of the terms and provisions of this agxeemghﬁ as
61 follows:

62 -5
63 1. If non-consent operations are conducted pursuant to any provision of this agreement, ?gthe
64 party conducting such operations becomes entitled to receive the production attributable m'/me" rest

65 out of which the subsequently created interest is derived. such party shall receive same freg anﬁ ciear
66  of such subsequently created interest. The party creating same shall bear and pay all such: :ab ugmtlv

67  created interests and shall indemnify and hold the other parties hereto free and harmless fmm_}n’y@nd
68 all liability resulting therefrom.

11 -
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2. If the owner of the interest from which the subsequently created interest is derived (1) fails to
pay. when due. its share of expenses chargeable hereunder, or (2) elects to abandon a well under pro-
visions of Article VI.E. hereof. or (3) elects to surrender a lease under provisions of Article VIILA.
hereof, the subsequently created interest shall be chargeable with the pro rata portion of all expenses
hereunder in the same manner as if such interest were a working interest. For purposes of collecting
such chargeable expenses. the party or parties who receive assignments as a result of (2) or (3) above
shall have the right to enforce all provisions of Article VIL.B. hereof against such subsequently created
interest.

E. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests
covered by this agreement, and notwithstanding any other provisions to the contrary. no party shall
sell. encumber, transfer or make other disposition of its interest in the leases embraced within the Con-
tract Area and in wells, equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and production in the Contract Area.

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

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

F. Waiver of Right to Partition:

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

Grres corRiehtto-farel
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interest~wa the Contract Area. it shall promptly give written notice to the other parties, with £ nfor-
mation concerninP=ig proposed sale, which shall include the name and address of the=firospective pur-
chaser (who must be ready™~willing and able to purchase). the purchase pwe® and all other terms of
the offer. The other parties shall R Jiave an optional prior_pight: tor a period of ten (10) days after
receipt of the notice. to purchase on the same s apa~rdnditions the interest which the other party
proposes to sell: and. if this optional right _jis=e%ercis€t™~ihe purchasing parties shall share the pur-
chased interest in the proportions_the e interest of each bearS™te.the total interest of all purchasing
parties. However, there sh be no preferential right to purchase in those (¥ses where any party wishes
to mortgage its_iweeTests, or to dispose of its interests by merger, reorganization, coMeelidation, or sale
of all ge=€Obstantially all of its assets to a subsidiary or parent company or to a subsidiary oI™spgarent
S aca oA LM - 12 a0y o e - Lt R

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create. a relationship ofépart-
nership or an association for profit between or among the parties hereto. Notwithstanding ani@pro-
visions herein that the rights and liabilities hereunder are several and not joint or collective, or thgg this
agreement and operations hereunder shall not constitute a partnership, if. for Federal income ta";ggur-
poses, this agreement and the operations hereunder are regarded as a partnership, each party ff_greby
affected elects to be excluded from the application of all of the provisions of Subchapter "K', Ghapter
1. Subtitle A", of the Internal Revenue Code of 1954, as permitted and authorized by Section “'YIG‘I of
the Code and the regulations promulgated thereunder. Operator is authorized and directed to execute on
behalf of each party hereby affected such evidence of this election as may be required by thé ,Sjiretary
of the Treasury of the United States or the Federal Internal Revenue Service, including specgjic:gl,y,-.but
not by way of limitation, all of the returns. statements. and the data required by Fed.g‘raL % 32-
tions 1.761. Should there be any requirement that each party hereby affected give fu : S

this election, each such party shall execute such documents and furnish such other evidence as méy. be

required by the Federal Internal Revenue Service or as may be necessary to evidence.this election. No._ -

_12 -
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such party shall give any notices or take any other action inconsistent with the election made hereby.
If any present or future income tax laws of the state or states in which the Contract Area is located or
any future income tax laws of the United States contain provisions similar to those in Subchapter “K'.
Chapter 1. Subtitle "A", of the Internal Revenue Code of 1954. under which an election similar to that
provided by Section 761 of the Code is permitted. each party hereby affected shall make such election as
may be permitted or required by such laws. In making the foregoing election, each such party states that
the income derived by such party from Operations hereunder can be adequately determined without the
computation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single damage claim or suit arising from operations hereunder if the ex-
penditure does not exceed Three Thousand & no/100S--==cs-e-cccccmeanano ======== Dollars
($ 3,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount
required for settlement exceeds the above amount. the parties hereto shall assume and take over the
further handling of the claim or suit. unless such authority is delegated to Operator. All costs and ex-
pense of handling. settling. or otherwise discharging such claim or suit shall be at the joint expense
of the parties. If a claim is made against any party or if any party is sued on account of any matter
arising from operations hereunder over which such individual has no control because of the rights'given
Operator by this agreement. the party shall immediately notify Operator, and the claim or suit shall
be treated as any other claim or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part. by force majeure to carry out its obligations
under this agreement. other than the obligation to make money payments, that party shall give to all
other parties prompt written notice of the force majeure with reasonably full particulars concerning it:
thereupon. the obligations of the party giving the notice, so far as they are affected by the force majeure,
shall be suspended during. but no longer than. the continuance of the force majeure. The affected party
shall use all reasonable diligence to remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not
require the settlement of strikes. lockouts. or other labor difficulty by the party involved. contrary to its
wishes; how all such difficulties shall be handled shall be entirely within the discretion of the party
concerned.

The term “‘force majeure”. as here employed. shall mean an act of God. strike, lockout. or other
industrial disturbance. act of the public enemy. war. blockade. public riot, lightning, fire, storm, flood.
explosion. governmental action, governmental delay. restraint or inaction, unavailability of equipment,
and any other cause, whether of the kind specifically enumerated above or otherwise. which is not
reasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

All notices authorized or required between the parties, and required by any of the provisions of
this agreement. unless otherwise specifically provided, shall be given in writing by United States mail
or Western Union telegram. postage or charges prepaid. or by teletype. and addressed to the party to
whom the notice is given at the addresses listed on Exhibit "A”. The originating notice given under any
provision hereof shall be deemed given only when received by the party to whom such notice is directed.
and the time for such party to give any notice in response thereto shall run from the date the originat-
ing notice is received. The second or any responsive notice shall be deemed given when deposited in
the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid,
or when sent by teletype. Each party shall have the right to change its address at any time, and from

time to time, by giving written notice hereof to all other parties. -
ARTICLE XIII -

TERM OF AGREEMENT w
T

This agreement shall remain in full force and effect as to the oil and gas leases and or oil and gas in-
terests subjected hereto for the period of time selected below: provided. however, no party heretd_shall
ever be construed as having any right, title or interest in or to any lease. or oil and gas mferesf ton-
tributed by any other party beyond the term of this agreement. :

(¥ Option No. 1: So long as any of the oil and gas leases subject to this agreement remain Er aé~con-

tinued in force as to any part of the Contract Area, whether by production. extension, rene -

wise, and/or so long as oil and/or gas production continues from any lease or oil and gas mterest

-13 -
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—  Option No. 2: In the event the well described in Article VI.A., or any subsequent well drilled
under any provision of this agreement. results in production of oil and or gas in paying quantities, this
agreement shall continue in force so long as any such well or wells produce, or are capable of produc-
tion. and for an additional period of days from cessation of all production: provided. however.
if. prior to the expiration of such additional period. one or more of the parties hereto are engaged in
drilling or reworking a well or wells hereunder. this agreement shall continue in force until such op-
erations have been completed and if production results theretrom, this agreement shall continue in
force as provided herein. [n the event the well described in Article VI.A.. or any subsequent well
drilled hereunder, results in a dry hole. and no other well is producing. or capable of producing oil
and or gas from the Contract Area. this agreement shall terminate unless drilling or reworking opera-
tions are commenced within__ _____ days from the date of abandonment of said well.

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

ARTICLE XIV. :
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the committed
acreage is located, to the valid rules, regulations. and orders of any duly constituted regulatory body of
said state: and to all other applicable federal. state. and local laws. ordinances, rules. regulations. and
orders.

B. Governing Law:

The essential validity of this agreement and all matters pertaining thereto. including. but not lim-
ited to. matters of performance. non-performance. breach. remedies. procedures, rights. duties and in-
terpretation or construction, shall be governed and determined by the law of the state in which the
Contract Area is located. If the Contract Area is in two or more states. the law of the state where most
of the land in the Contract Area is located shall govern.

ARTICLE XV.
OTHER PROVISIONS
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ARTICLE XVL
MISCELLANEOUS

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

respective heirs, devisees,

legal representatives, successors and assigns.

This instrument may be executed in any number of counterparts, each of which shall be considered

an original for all purposes.

IN WITNESS WHEREOF, this agreement shall be effective as of __8th day of __May

19 84 .

OPERATOR

SOUTHLAND ROYALTY; COMPANY

éﬁ/ C.C. Parsons, Attorney-in-Fact

NON-OPERATORS

Fred F. Dueser, Gameral Parther

Fred F. Dues&r, Agent & Attérney-in-Fact

Hawk Federal #3
SRC #501328-00

MESA GRANDE RESOURCES

By:
READING & BATES PETROLEUM COMPANY

By:

HOOPER, KIMBALL & WILLIAMS, INC.

By:

APPROVED
AS TO FORM

<:7‘Zi f>/&¢1/jiq 4»14£:> AsTo %;%;:

.VL McClymond (ﬁevneral PartnexSTOIN
IBEX PARTNERSHIP

PC, LTID.

TEREST

ADMINISTRATION

By:
@/ L. McClymond, #&gent & Attorney-in-Fac

KENAT OIL AND GAS, INC.

By:

Plver el 31530 4ULA X Putr e, L3rgmen !




Hawk Federal #3
SRC #501328-00

DUGAN PRODUCTION CORPORATION

By:

JEROME P. McHUGH & ASSOCIATES

By:

CRESTONE ENERGY CORPORATION

By:

WARREN CLARK TRUST, MABEL REED, TRUSTEE

By:

TESTAMENTARY TRUST UNDER THE WILL OF
WARREN CLARK, MABEL REED AND H.M.
REED, TRUSTEES

By:

CAROLYN CLARK QATMAN

By:




EXHIBIT "A"

Attached to and made a part of that certain Operating Agreement
dated May 8, 1984, by and between Southland Royalty
Company, Operator, and Mesa Grande Resources, et al, Non-Operators.

I. - LANDS SUBJECT TO THIS AGREEMENT:

Township 25 North, Range 2 West, NMPM
Section 35: S/2

containing 320.00 acres, more or less,
Rio Arriba County, New Mexico

IT. RESTRICTIONS AS TO DEPTH OR FORMATION:

This Agreement shall pertain and apply only to those 0il and gas interests in and
to the Gallup and Dakota formations.

[IT. INTERESTS OF THE PARTIES TO THIS AGREEMENT:

Southland Royalty Company 32.8125 %
Mesa Grande Resources 34,3750 %
Reading & Bates Qil Company 8.3333333 %
Hooper, Kimball & Williams, Inc. 8.3333333 %
PC, Ltd. 3.9021830 %
Ibex Partnership 3.9021830 %
Dugan Production Corporation 3.662109375%
Kenai 0i1 and Gas, Inc. 2.1484375 %
Jerome P. McHugh & Associates 1.611328125%
Crestone Energy Corporation .3906250 %
Warren Clark Trust .2034500 2%
Testamentary Trust Under the Will

of Warren Clark .1068100 %
Carolyn Clark QOatman .2187074 %

IV. OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT
A. Lessor : Augustus P. Loring III et ux
Lease Date : May 23, 1980
Description : NWSE, NESW, Section 35, T25N-R2W
Acres : 80.00 .
Committed by : Dugan Production Corporation 12.5%
Jerome P. McHugh & Associates 37.5%
Kenai 011 and Gas, Inc. 50%
B. Lessor : R.L. Davisson, et ux
Lease Date : June 12, 1980
Description : NWSE, NESW, Section 35, T25N-R2W
Acres : 80.00
Committed by : Dugan Production Corporation 12.5%
Jerome P. McHugh & Associates 37.5%
Kenai 0il and Gas, Inc. 50%
C. Lessor : Charles A. Shear
Lease Date : May 23, 1980
Description : NWSE, Section 35, T25N-R2W
Acres : 40.00
Committed by : Dugan Production Corporation 12.5%
Jerome P. McHugh & Associates 37.5%
Kenai 0il and Gas, Inc. 50%
D. Lessor : Charles A. Shear
Lease Date : May 23, 1980
Description : NESW, Section 35, T25N-R2W
Acres : 40.00
Committed by : Dugan Production Corporation 12.5%
Jerome P. McHugh & Associates 37.5%
Kenai 0il and Gas, Inc. 50%



Lessor

Lease Date
Description
Acres
Committed by

Lessor

Lease Date
Description
Acres
Committed by

Lessor

Lease Date
Description
Acres
Committed by

Lessor

Lease Date
Description
Acres
Committed by

Lessor

Lease Date
Description
Acres
Committed by

Lessor

Lease Date
Description
Acres
Committed by

Lessor

Lease Date
Description
Acres
Committed by

Lessor
Lease Date
Description
Acres
Committed by

Lessor

Lease Date
Description
Acres
Committed By

: Carl L. Burley

: May 23, 1980

: NWSE, Section 35, T25N-R2ZW

: 40.00

: Dugan Production Corporation

Jerome P. McHugh & Associates
Kenai 0i1 and Gas, Inc.

: Unleased Mineral Interest

. NESW, Section 35, T25N-R2W
: 40.00
: Crestone Energy Corporation

Co-Executors

: August 21, 1981

: NWSE, NESW, Section 35, T25N-R2W
: 80.00

: Southland Royalty Company

: Rita L. Willis and Bank of Oklahoma, NE
: December 19, 1978

: NWSE, NESW, Section 35, T25N-R2W
: 80.00 -

: Southland Royalty Company

: Wayne L. Hatley, Sr., et ux

: October 22, 1981

: NWSE, NESW, Section 35, T25N-R2W
: 80.00

: Southland Royalty Company

: Kirby Exploration Company

: February 7, 1983

: NWSE, NESW, Section 35, T25N-R2W
: 80.00

: Southland Royalty Company

: USA, NM-43760

: April 1, 1981

: NESE, Section 35, T25N-R2W
: 40.00

: Southland Royalty Company

. USA, NM-01385
. NWSW, Section 35, T25N-R2W

: 40.00
: Mesa Grande Resources

Dugan Production Corporation

: USA, SF-081296

; S/2 SW/4, Section 35, T25N-R2W
: 80.00
: Reading & Bates Petroleum Company

Hooper, Kimball & Williams, Inc.
PC, Ltd.

Ibex Partnership

Warren Clark Trust

Testamentary Trust

Under the Will of Warren Clark
Carolyn Clark Qatman

12.5%
37.5%
50%

100%

: Richard L. Davisson, Jr., & Charles A. Rheault, Jr.,

100%

100%

100%

100%

100%

75%
25%

33.333333%
33.333333%
15.608732%
15.608732%

.813800%

.427240%
.874830%



N. Lessor : USA, SF-079339

Lease Date :

Description : S/2, Section 35, T25N-R2W

Acres : 80.00

Committed By : Mesa Grande Resources 100%

ADDRESSES OF PARTIES TO THIS AGREEMENT:

Mike Wallace

Mesa Grande Resources
1200 Philtower Building
Tulsa, Oklahoma 74103

Eric Koelling

Reading & Bates Petroleum Company
3200 Mid Continent Tower

Tulsa, Oklahoma 74103

Mr. Kingsley Durant

Hooper, Kimball and Williams, Inc.
125 High Street

Boston, MA 02210

PC, Ltd.
P.0. Box 911
Breckenridge, Texas

Ibex Partnership
P.0. Box 911
Breckenridge, Texas

Tommy Roberts

Dugan Production Corporation
P.0. Box 208

Farmington, New Mexico 87499

Dave Sullivan

Kenai 0il and Gas, Inc.

1675 Larimer Street, Suite 500
Denver, Colorado 80202

Kent Craig

Jerome P. McHugh & Associates
650 South Cherry Street

Suite 1225

Denver, Colorado 80222

Randall C. Thompson ‘
Crestone Energy Corporation

718-17th Street, Suite 520

Denver, Colorado 80202

Warren Clark Trust
Mabel Reed, Trustee
P.0. Box 1846

Austin, Texas 78767

Testamentary Trust Under the Will of Warren Clark
Mabel Reed and H.M. Reed, Trustees

P.0. Box 1846

Austin, Texas 78767

Carolyn Clark Oatman
P.0. Box 1846
Austin, Texas 78767



EXHIBIT "B"

Attached to and made a part of that certain Operating Agreement
dated May 8, 1984, by and between Southland Royalty Company,
Operator, and Mesa Grande Resources, et al, Non-Operators.

There is no Exhibit "B" to this Agreement.



COPAS — 1974

Recommended by the
Council of Petroleum

KraAE 601, $sti°8x 74101 Accountants Societies

%

Attached to and made a part of .._that certain Operating Agreement dated
May 8, 1984, by and between Southland Royalty Company, Operator
and Mesa Grande Resources, et al, Non-Operators.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

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

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

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

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

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

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

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

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

2. Statement and Billings

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

3. Advances and Payments by Non-Operators

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

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

4. Adjustments

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

5. Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Operator.

6. Approval by Non-Operators

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

SRC #501328-00



II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:
1. Rentals and Royalties

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

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

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

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

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

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

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

3. Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not 1o exceed dwempper—rem—t20e—~ twenty-three percent (23%) or that percentage most
Qecm’ggryﬂreconmended the Council of Petroleum Accountants Societies of America (COPAS).

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

plus stocks shall be avoided.

5. Transportation

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

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

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

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of%or less excluding accessorial charges.

6. Services
The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by
the Parties.

7. Equipment and Facilities Furnished by Operator
A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maint@; reRal h %)
operating expense, insurance, taxes. depreciation, and interest on investment not to excee .
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area -
of the Joint Property.
B.. In iieu of charges in Paragraph 7TA above, Operator may elect to use average commercial rates prevailing in

the immediate area of the Joint Property less 20¢;. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

8. Damages and Losses to Joint Property

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

9. Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Section III unless otherwise agreed to by the
Parties, except as provided in Section [, Paragraph 3.



10.

11.

12.

L

e i

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.

Taxes

Insurance

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

Other Expenditures

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

Hl. OVERHEAD

Overhead - Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
( XX) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and;or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not (XX) be covered by the Overhead rates.

-

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

Drilling Well Rate $_3500.00
Producing Well Rate $ 350.00

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

(a) Drilling Well Rate

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

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

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days.

(b) Producing Well Rates

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

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

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

[4]1 A one-well charge may be made for the month in which plugging and abandonment operations
are completed on any well.

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

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

—3—
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:
(a) Development

— _— Percent ( %) of the cost of Development of the Joint Property exclusive 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 min-
eral interest in and to the Joint Property.

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

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

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall 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 §_ **%x :
A, __*** o of total costs if such costs are more than $ Fkx but less than $ *kk ; plus
B. __**%x 9, of total costs in excess of $ but less than $1,000,000; plus

C. _x%xx___¢, of total costs in excess of $1,000,000.

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

3. Amendment of Rates

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

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

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

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

2. Transfers and Dispositions

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

A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or—arge-toxd- weight basis, regardless of quantity transferred, equalized to the lowest

published price f.0.b. railway receiving point«ss=sesogmiees-—barge—termmmed~ nearest the Joint Property
where such Material is normally available.

(2) Line Pipe

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

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

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

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV.
(2) Material moved from the Joint Property ‘

(a) At seventy-five percent (75% ) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material, or

. . —4 —
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(b) at sixty-five percent (65¢:) of current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50¢ ) of current new price as determined by Para-

graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

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

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material

is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by

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

. . ek _

(1) Loading and unloading costs may be charged to the Joint Account at the rate of ~fsétreer—eempamiiiys=per

hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

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

Premium Prices

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

Warranty of Material Furnished by Operator

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

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

Periodic Inventories, Notice and Representation

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

Reconciliation and Adjustment of Inventories

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

Special Inventories

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

Expense of Conducting Periodic Inventories

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.

** Twentv-five cents (25¢) or the rate most recentlv recommended by COPAS.

-
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EXHIBIT D

INSURANCE PROVISIONS
OF QPERATING AGREEMENT

Cperetor shall carry or provide for the benefit of the Joint Account of
the parties the types and amounts of insurance as are shown below.

(1) Workmen's Compensation Insurance to cover full liability under
the Workmen's Compensation Law of the State where the operations
are being conducted.

(2) Employer's Liability Insurance with a2 limit of not less than
$100,000 for accidental injuries or deaths of one or more
employees as a result of one accidént. .

(3) Comprehensive General Liability Bodily Injury Insurance with
1imits of not less than $250,000 for accidental injury or death of
one person, and $500,000 for accidental injuries or deaths of
more than one person as a result of one accident, and not less
than $100,000 for damages to or destruction of property as a
result of one accident.

(4) Automobile Public Liability Bodily Injury Insurance with limits
cf not less than $250,000 for the accidental injury or death of
one person and £300,000 for accidental injuries or deaths of more
than one person as a result of one accident; and Automobile Public
Liebility Property Damage Insurance with a limit of not less than
£100,000 for damage to or destruction of property as a result of
one accident.

The premiums paid or allocated for all such insurance except Aute-
mobile shall be charged as operation expense. No insurance, other than
thet shown above, shail be carried for the benefit of the Joint Account
except by mutual ccnsent of the parties.



EXHIBIT E
GAS BALANCING PROVISIONS
OF OPERATING AGREEMENT

Notwithstanding any provision to the contrary in this Operating
Agreement, if any party(s) hereto takes and disposes of less than its
percentage interest share of gas (including cashinghead gas) during any
calendar month, any or all other party(s) shall have the right to dispose
of 100% of the gas produced under the following provisions:

(a) Definitions. For the purposes hereof, the term “"Cumulative
Underlift" means the amount by which the cumulative volume of gas taken by
a party is less than the cumulative volume that party is entitled to take
according to its percentage interest; the term "Cumulative Overlift" means
the amount by which the cumulative volume of gas taken by a party exceeds
the cumulative volume that party is entitled to take according to its
percentage interest; the term "Underlifter" means a party credited with
Cumulative Underlift; and the term "Overlifter” means a party charged with
Cumulative Overlift.

(b) Operator's Statements. On or before the end of each calendar
month, Operator shall furnish the parties hereto a Statement showing the
total volume of gas taken by each party during the preceding month, the
cumulative volume taken by each party as of the end of that month, and the
Cumulative Underlift or Cumulative Overlift, if any, of each party as of
the end of that month.

(c) Current Balancing. By giving written notice to Operator and ail
other parties hereto at least 15 days before the beginning of a calendar
month, an Underlifter shall be entitled to take during that month its full
percentage interest share of gas plus a make-up volume equal to its
Cumulative Underlift, provided that such make-up volume shall never exceed
25% of the total volume of gas which the other parties would otherwise be
entitled to take during the month according to their percentage interests,
and provided that the right to take make-up volumes hereunder shall be
subordinate to the right of any party to take its full percentage interest
share of gas from time to time in order to satisfy the deliverability
requirements of its gas contract. If two or more Underlifters are to make
up Cumulative Underlifts during the same month and the volume available for
make-up is inadequate, the volume available for make-up shall be shared by
such Underlifters in proportion to their interests, as set forth on Exhibit
"A" to the Operating Agreement. The volume of gas taken by such
Underlifters for make-up dur:"g the month shall be deducted from the
volumes the other parties hereto would otherwise be entitled to take
hereunder, in proportion to the Cumulative Overlifts of such other
parties. Make-up volumes shall be applied against Cumulative Underlifts
and Cumulative Overlifts on a first-in-first-out basis.

(d) Final Balancing. If this Operating Agreement should terminate
or if gas production hereunder should permanently cease before all parties
hereto have achieved balance under Paragraph (c) above, then final balance
shall be achieved through a cash settlement (without interest) coordinated
by operator between Overlifters and Underlifters. At operator's request,
each Overlifter shall pay Operator a cash sum equal to (i) the Overlifter's
volume of Cumulative Overlift multiplied by the wellhead price per unit
volume acutally received by the Overlifter for such gas, minus (ii) all
payments made by the Overlifter on such gas pursuant to Paragraph (e)
below. If there was no such price per unit volume because the Overlifter
took such gas for its own purposes instead of selling it, the price used in
the above calculation shall be the prevailing wellhead price in the field
at the time (or closest to the time) such gas was taken by the Overlifter.
After all QOverlifters have paid Operator as hereinabove provided, Operator
shall distribute the aggregate sum received to the Underlifters in
proportion to their Cumulative Underlifts. If any price used to calculate
the distributed sum is subject to refund pursuant to orders or regualtions
of the Department of Energy or any other regulatory authority having
jurisdiction over gas prices, each Underlifter, prior to receiving its
share of the distribution, shall indemnify the appropriate Overlifter
against the Underlifter's proportionate part of any refund (including
interest thereon) which the Overlifter is required to make. At the time
final balancing has been completed, this Agreement shall terminate.




(e) Payments on Production. Each party shall pay all production,
exise or severance taxes on gas that it markets. Royalties, overriding
royalties, production payments and other such payments for which a party is
obligated by lease or by contract shall be paid by that party as if it were
taking gas.  Each party hereto shall indemnify and hold harmless the other
parties hereto against all claims, losses or liabilities arising out of its
failure to fulfill such obligations. :

(f) Costs and Expenses. Regardless of the volume of gas actually
taken by any party hereto, each such party shall bear costs and expenses as
otherwise provided in this Operating Agreement.

(g) Other Minerals. Regardless of the volume of gas actually taken
by any party hereto, each such party shall share in the production of crude
0il, condensate and other minerals separated from the gas in normal lease
facilities, as otherwise provided in this Operating Agreement.




EXHIBIT "F"

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

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

1.

The Operator will not discriminate against any employee or applicant
for employment because of race, color, religion, national origin or
sex. The Operator will take affirmative action to ensure that appli-
cants are employed, and that employees are treated during employment
without regard to their race, color, religion, national origin or
sex. Such action shall ir:_ude, but not be limited to the following:
Employment, upgrading, demotion, or transfer, recruitment or recruit-
ment advertising; layoff or termination; rates of pay or other forms
of compensation; and selection for training, including apprenticeship.
The Operator agrees to post in conspicuous places, available to
employees and applicants for employment, notices to be provided for
the contracting officer setting forth the provisions of this non-
discrimination clause.

The Operator will, in all solicitations or advertisements for
employees placed by or on behalf of the Operator, state that all
qualified applicants will receive consideration for employment without
regard to race, color, religion, national origin or sex.

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

The Operator will comply with all provisions of Executive Order 11246
of September 24, 1965, and of the rules, regulations, and relevant
orders of the Secretary of Labor.

The Operator will furnish all information and reports required by
Executive Order 11246 of September 24, 1965, and by the rules regu-
lations, and orders of the Secretary of Labor, or pursuant thereto,
and will permit access to its books, records, and accounts by the
contracting agency and the Secretary of Labor for purposes of in-
vestigation to ascertain compliance with such rules, regulatioms,
and orders.

In the event of the Operator's non-compliance with the non-discrimina-
tion clauses of this contract or with any of such rules, regulations,
or orders, this contract may be cancelled, terminated or suspended

in whole or in part and the Operator may be declared ineligible for
further Government contracts in accordance with procedures authorized
in Executive Order 11246 of September 24, 1965, and such other
sanctions may be imposed and remedies invoked as provided in Executive
Order 11246 of September 24, 1965, or by rule, regulation, or order

of the Secretary of Labor, or as otherwise provided by law.

The Operator will include the provisions of paragraphs (1) through

(7) in every subcontract or purchase order unless exempted by rules,
regulations, or orders of the Secretary of Labor issued pursuant to
Section 204 of Executive Order 11246 of September 24, 1965, so that
such provisions will be binding upon each subcontractor or vendor.

The Operator will take such action with respect to any subcontract

or purchase order as the contracting agency may direct as a means of
enforcing such provisions including sanctions for non-compliance:
Provided, however, that in the event the Operator becomes involved in,
or is threatened with, litigation with a subcontractor or vendor as a
result of such direction by the contracting agency, the Operator may
request the United States to enter into such litigation to protect the
interests of the United States.




v
i

Operator acknowledges that it may be required to file Standard Form 100 (EEO1l)
promulgated jointly by the Office of Federal Contract Compliance, the Equal
Employment Opportunity Commission and Plans for Progress with Joint Reporting
Committee, Federal Depot, Jeffersonville, Indiana, within thirty (30) days of
the date of contract award if such report has not been filed for the current
year and otherwise comply with or file such other compliance reports as may

be further required under Executive Order 11246, as amended and Rules and Regu-
lations adopted thereunder.

Operator further acknowledges that he may be required to develop a written
affirmative action compliance program as required by the Rules and Regulations
approved by the Secretary of Labor under authority of Executive Order 11246,
and supply Non-Operators with a copy of such program if they so request.



A.ADP.L FORM 610 - MOuEL FORM OPERATING AGREEMenT - 1977

“1 W e WO

-3 D DO DDA NN D W A B R B P B P e B B W W W W W W W W WY RN DN N BN e ket b e s bl s e e

.19

ARTICLE XVIL
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their
respective heirs, devisees, legal representatives, successors and assigns.

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

IN WITNESS WHEREOF. this agreement shall be effective as of day of

OPERATOR
SOUTHLAND ROYALTY COMPANY

By: R Sl S W

.r C.C. Parsons, Attorney-in-Fact

NON-OPERATORS

azod 3 NORTHWEST PIPELINE CORPORATION

_ iy
e e s A it —
ASSISTANT SECRETARY g

READING & BATES PETROLEUM COMPANY

By:

HOOPER, KIMBALL & WILLIAMS, INC.

By:

PETROLEUM CORPORATION OF TEXAS

By:

IBEX PARTNERSHIP

By:

KENAI OIL AND GAS, INC.

By:
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ARTICLE XVL
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their
respective heirs, devisees, legal representatives, successors and assigns.
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This instrument may be executed in any number of counterparts, each of which shall be considered
an original for all purposes.
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IN WITNESS WHEREOF, this agreement shall be effective as of _ 8th  day of __May
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o
©o

W W W Wwow
N~ O

By:

[J- I ]
[~ IR ]

HOOPER, KIMBALL & WILLIAMS, INC.

W W w
w o 3

By:

won
Lol =]

PETROLEUM CORPORATION OF TEXAS

o e
W

By:

e
(3}

Lo
o I~

IBEX PARTNERSHIP

(S 3
SO W >

By:

[3 3 IS ]
W N -

KENAT OIL AND GAS, INC.

[S. 4}
(S I

By:

w
[«

[ = B = R e T = R > T =2 S = R - RS RS IS ]
WO I O O W WO O 0

3@ 3RS denldvifg A s snaY

(=]
©

‘ XCed! WhEn Jgthored s Wity gy * e.

70 HaWk FEdera] #3 [L‘mu of Assoc:ation o Pamowum . anamen |
SRC #5013728-00 '




Hawk Federal #3
SRC #501328-00

-15-B

By:

DUGAN PRODUCTION CORPORATION

By:

JEROME P. McHUGH & ASSOCIATES

CRESTONE ENERGY CORPORATION

By:

MWARREN-CLARK TRUST, MABEL REED, TRUSTEE
WARREN MALCoLM CLAK( MABEL KEs

ASENT ¢ TTD EY 1A FAact
By: mz I@\)

TESTAMENTARY TRUST UNDER THE WILL OF

N CLARK, MABEL REED AND H-M
TRUS/T W (. Ozh’fnﬂn\)
' /‘4 LT
By: 7)7&&2 ﬁwé

CAROLYN CLARK OQATMAN
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2 MISCELLANEOUS
3
4 This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their
5 respective heirs, devisees, legal representatives, successors and assigns.
6
7

This instrument may be executed in any number of counterparts, each of which shall be considered
8 an original for all purposes.

10 IN WITNESS WHEREOF., this agreement shall be effective as of __8%th day of __May
11 1984 .

13 OPERATOR

15 SOUTHLAND ROYALTY COMPANY

17
18 ‘ By: (/i;//<7442£i<»;4va—

4 C C. Parsons, Attorney-in-Fact

" i

24 NON-OPERATORS

26 MESA GRANDE RESOURCES

29 By: .

31 READING & BATES PETROLEUM COMPANY

34 By:

37 HOOPER, KIMBALL & WILLIAMS, INC.

By:

42 PETROLEUM CORPORATION OF TEXAS

45 By:

47 IBEX PARTNERSHIP

50 By:

53 KENAT OIL AND GAS, INC.

By:
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70 H aWk F Edera ] #3 Lmer af Asszciauun st Famalewt. Laogmen |

SRC #501328-00
_15-A .



DUGAN PRODUCTION CORPORATION

By:

JEROME P. McHUGH & ASSOCIATES

By:

CRESTONE ENERGY CORPORATION
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WARREN CLARK TRUST, MABEL REED, TRUSTEE

By:

TESTAMENTARY TRUST UNDER THE WILL OF
WARREN CLARK, MABEL REED AND H.M.
REED, TRUSTEES

By:

CAROLYN CLARK OATMAN

By:
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ARTICLE XVL
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their
respective heirs, devisees, legal representatives, successors and assigns.

This instrument may be executed in any number of counterparts. each of which shall be considered
an original for all purposes. )

IN WITNESS WHEREOF, this agreement shall be effective as of _ 8th day of _ May
19.84 .

OPERATOR

SOUTHLAND ROYALTY COMPANY

By:////;gv&/m-/

éh/ C.C. Parsons, Attorney-in-Fact

NON-OPERATORS

MESA GRANDE RESOURCES

By:

READING & BATES PETROLEUM COMPANY

By:

HOOPER, KIMBALL & WILLIAMS, INC.

By:

PETROLEUM CORPORATION OF TEXAS

By:

IBEX PARTNERSHIP

By:

KENAI OIL AND GAS, INC.

By:

Hawk Federal #3

SRC #501328-00
. -15-A
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DUGAN PRODUCTION CORPORATION

By:

JEROME P McHUMW
e AT N

BYI T e o —

CRESTONE ENERGY CORPORATION

By:

WARREN CLARK TRUST, MABEL REED, TRUSTEE

By:

TESTAMENTARY TRUST UNDER THE WILL OF
WARREN CLARK, MABEL REED AND H.M.
REED, TRUSTEES

By:

CAROLYN CLARK OATMAN

By:
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ARTICLE XVIL
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their
respective heirs, devisees, legal representatives, successors and assigns.

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

IN WITNESS WHEREOF. this agreement shall be effective as of __8th  day of ___May
1984 .

OPERATOR

SOUTHLAND ROYALTY_ COMPANY

e

5%( C.C. Parsons, Attorney-in-Fact

Y

NON-OPERATORS

MESA GRANDE RESOURCES

By:

READING & BATES PETROLEUM COMPANY

By:

HOOPER, KIMBALL & WILLIAMS, INC.

By:

PETROLEUM CORPORATION OF TEXAS

By:

IBEX PARTNERSHIP

By:

KENAI OIL AND GAS, INC.

By:
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ARTICLE XVL
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their
respective heirs, devisees, legal representatives, successors and assigns.

This instrument may be executed in any number of counterparts, each of which shall be considered

an original for all purposes.

IN WITNESS WHEREOF. this agreement shall be effective as of __8th day of __May

19_84 .

ATTEST:

William H. Long
Assistant Secretary

Uil @7

Hawk Federal #3
SRC #501328-00

OPERATOR

SOUTHLAND ROYALTY COMPANY

e (Ao

/ C C. Parsons, Attorney-1n Fact

o

NON-OPERATORS

MESA GRANDE RESOURCES

By:
READING & BATES PETROLEUM COMPANY

By:

HOOPER, KIMBALL & WILLIAMS, INC.

By:

PETROLEUM CORPORATION OF TEXAS

By:

IBEX PARTNERSHIP

By:

KENAI OIL AND GAS INC.
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DUGAN PRODUCTION CORPORATION

By:

JEROME P. McHUGH & ASSOCIATES

By:

CRESTONE ENERGY CORPORATION

By:

WARREN CLARK TRUST, MABEL REED, TRUSTEE

By:

TESTAMENTARY TRUST UNDER THE WILL OF
WARREN CLARK, MABEL REED AND H.M.
REED, TRUSTEES

By:

CAROLYN CLARK OATMAN

By:
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ARTICLE XVI
MISCELLANEOUS

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

respective heirs, devisees,

legal representatives, successors and assigns.

This instrument may be executed in any number of counterparts, each of which shall be considered

an original for all purposes.

IN WITNESS WHEREOQF, this agreement shall be effective as of __ 8th  day of __May

19.84 .

OPERATOR

SOUTHLAND ROYALTY COMPANY

el s

4« C.C. Parsons, Attorney-in-Fact

NON-OPERATORS

MESA GRANDE RESOURCES

By:

* READING & BATES PETROLEUM COMPANY
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HOOPER, KIMBALL & WILLIAMS, INC.

By:

PETROLEUM CORPORATION OF TEXAS

By:

IBEX PARTNERSHIP

By:

KENAI OIL AND GAS, INC.

By:
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SRC #8N1328-NN




DUGAN PRODUCTION CORPORATION

By:

JEROME P. McHUGH & ASSOCIATES

By:

CRESTONE ENERGY CORPORATION

By:

WARREN CLARK TRUST, MABEL REED, TRUSTEE

By:

TESTAMENTARY TRUST UNDER THE WILL OF
WARREN CLARK, MABEL REED AND H.M.
REED, TRUSTEES

By:

CAROLYN CLARK OQATMAN

By:

Hawk Federal #3
SRC #501328-00
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A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

GUIDANCE IN THE PREPARATION OF THIS AGREEMENT:

1. Tite Page - Fill in blanks as applicable.
2. Preamble, Page 1 - Enter name of Operator.
3. Artcle II - Exhibits:

(a) Indicate Exhibits to be attached.

(b) If it is desired that no reference be made to non-discrimination, the reference to Exhibit “‘F’’ should be deleted.

4. Article IIL.B. - Interests of Parties in Costs and Production - Enter royalty fraction as agreed to by parties.

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

6. Article IV.B. - Loss of Tite - If “*Joint Loss’’ of Title is desired, the following changes should be made:
(a) Delete Articles IV.B.1 and [V.B.2.
(b) Article IV.B.3 - Delete phrase ‘‘other than those set forth in Articles IV.B.1 and IV.B.2 above.”
(c) Article VILE. - Change reference at end of the first grammatical paragraph from ‘‘Article IV.B.2"’ to *‘Article IV.B.3.”
(d) Article X. - Add as the concluding sentence - ‘*All claims or suits involving title to any interest subject to this agreement shall be
treated as a claim or a suit against all parties hereto.”’

7. Article V - Operator - Enter name of Operator.

8. Artcle VLA - Initial Well:
(@) Date of commencement of drilling.
(b) Location of well.
(c) Obligation depth.

9. Article VI.B.2.(b) - Subsequent Operations - Enter penalty percentage as agreed to by parties.

10. Artcle VI.C. - Taking Production in Kind - If a Gas Balancing Agreement is not in existence nor attached hereto as Exhibit *‘E”’, then use
Alternate Page 8.

11. Article VILD.1. - Limitation of Expenditures - Select opu’oﬁ as agreed to by parties.

12. Article VIL.D.3. - Limitation of Expenditures - Enter limitation of expenditure of Operator for single project and amount above which
Operator may furnish information AFE.

13. Article IX. - Internal Revenue Code Election - Delete this article in the event the agreement is a Tax Partnership and Exhibit *‘G”’ is at-
tached.

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

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

16. Article XIV.B - Governing Law - Enter state as agreed to by parties.

17. Signature Page - Enter effective date.

~iton Authotized -0 aiiting gy “"i
{ Amencan Assucistin uf Pelroieum Lanamen §
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between__S0Uthland Royalty Company

hereinafter designated and
referred to as ‘‘Operator’’, and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein
as ‘‘Non-Operator’’, and collectively as ‘‘Non-Operators’’.

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in
Exhibit *“A’’, and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
production of oil and gas to the extent and as hereinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

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

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

B. The terms ‘“oil and gas lease’’, ‘‘lease’” and ‘‘leasehold’’ shall mean the oil and gas leases covering tracts of land
lying within the Contract Area which are owned by the parties to this agreement.

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

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

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

F. The term *‘drillsite’’ shall mean the oil and gas lease or interest on which a proposed well is to be located.

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

H. The terms ‘‘Non-Drilling Party’’ and ‘‘Non-Consenting Party’’ shall mean a party who elects not to participate
in a proposed operation.

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

ARTICLE 1L
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
® A. Exhibit *“A"’", shall include the following information:
(1) Identification of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases and/or oil and gas interests subject to this agreement,
(5) Addresses of parties for notice purposes.
PPt iiporreoi-mee. There is no Exhibit "B" to this Agreement
. Exhibit ‘‘C"’, Accounting Procedure.
. Exhibit ‘D", Insurance.
. Exhibit *‘E’’, Gas Balancing Agreement.
. Exhibit *‘F*’, Non-Discrimination and Certification of Non-Segregated Facilities.
. Exhibit *‘G’’, Tax Parmership.
If any provision of any exhibit, except Exhibits ‘‘E”’ and ‘‘G’’, is inconsistent with any provision contained in.ghe body
of this agreement, the provisions in the body of this agreement shall prevail. ‘
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ARTICLE IIL.
INTERESTS OF PARTIES
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and during the term hereof as if it were covered by the form of gil and.gasslas pires ICEYRDI B |, and the owner thereof
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B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and Liabilities incurred in operations under this agreement shall be borne and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
forth in Exhibit ‘*A’’. In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the
payment of royalties to the extent of 1/8 of 8/8 which shall be borne as hereinafter set forth.

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any other party’s lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand and
receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to
such higher price. )

Nothing contained in this Article HI.B. shall be deemed an assignment or cross-assignment of interests covered hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any rovalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article II1.B., such party so
burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereafter create an overriding royalty, production payment or other burden payable out of production
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit **A’’, or
was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and
accepted obligation of all parties (any such interest being hereinafter referred to as ‘‘subsequently created interest’’ irrespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred
to as ‘‘burdened party’’), and:

1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion
of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or
production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party,
or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest;
and,

2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Artcle VII.B. shall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of
the burdened party.

ARTICLE IV.
TITLES

A. Tide Examination:
.

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operatiesis or, if
the Drilling Parties so request, title examination shall be made on the leases and/or cil and gas interests included, or planned to e includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, everriding
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and@rbil and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lezse status
reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possess:on of or
made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator,Opgmm:' shall
cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furmsbed"fb eich party

hereto. The cost incurred by Operator in this title program shall be borne as follows: ) g LSS ; :
- 3»
shut-in gas royalty opinions and division order title opinions) shallhesdnpaiend T O '1 e e
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ARTICLE IV
continued
X Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination
(including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties
in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-
hibit “*A’’. Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above
functions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders.
10 This shall not prevent any party from appearing on its own behalf at any such hearing.

D G0 O WD W RN e

12 No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above
13 provided, and (2) - hGReeppetitdbinihatiosiniogeiiicsttintiniitlochotubocininsoptadaiiintlint il onittiit i ot bt -
14 el *

15

16  B. Loss of Title:

17

18 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a

19 reduction of interest from that shown on Exhibit *“A’’, the party contributing the affected lease or interest shall have ninety (90) days
20  from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
21 tion will not be subject to Article VIIL.B., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil
22 and gas leases and interests: and,

23 (@) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be
24 entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred,
25 but there shall be no additional liability on its part to the other parties hereto by reason of such title failure;

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

30 (c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is
31 increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
32 terest (less costs and burdens attributable thereto) unul it has been reimbursed for unrecovered costs paid by it in connection with such
33 well;

34 (d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title which has
35 failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties
36 who bore the costs which are so refunded;

37 (e) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be
38 borne by the party or parties whose title failed in the same proportions in which they shared in such prior production: and,
39 (f) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest

40 claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in
41 connection therewith.

43 2. Loss by Non-Payment or Erroneous Pavment of Amount Due: If. through mistake or oversight, any rental, shut-in well

payment, minimum rovalty or royalty payment, is not paid or is erroneously paid. and as a result a lease or interest therein terminates,
45 there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required
46 payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment,
47 which acquisition will not be subject to Article VIIL.B., the interests of the parties shall be revised on an acreage basis, effective as of the
48 date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in
49  the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
50  required payment shail not have been fully reimbursed. at the time of the loss, from the proceeds of the sale of oil and gas attributable to
51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it
52 shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled
53 or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

54 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis,
55 up to the amount of unrecovered costs;

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

59  portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and, 5
60 (¢) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of dréimerest
61 lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. .
62 B
63 3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2. above, shall be joitt"losses

64  and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining ion of
65  the Contract Area. ¥

*The Parties have had a period of seven (7) days after receipt of title opinjon(s) "
to notify Operator of their approval or rejection of title. Failure t0..80.00LAf Y mwe
shall be deemed an acceptance of title. ;
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

Southland Royalty Company shall be the
Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross
negligence or willful misconduct.

B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators.
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the
affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit ‘‘A’’ remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o’clock A.M. on the
first day of the calendar month following the expiration of ninety (90) days.after the giving of notice of resignation by Operator or action
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
porate name or structure of Operator or transfer of Operator’s interest to any single subsidiary, parent or successor corporation shall not

. be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest
based on ownership as shown on Exhibit ‘*A’’; provided, however, if an Operator which has been removed fails to vote or votes only to
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based
on ownership as shown on Exhibit ‘°A’’ remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the
compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
dependent contractors who are doing work of a similar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the Ist day of November , 19 85 , Operator shall commence the drilling of a well for
oil and gas at the following location:

at a legal location in the N/2, Section 25, Township 25 North - Range 2 West, N.M.P.M.

and shall thereafter continue the drilling of the well with due diligence to ' A
a depth of 8000 feet subsurface or to a depth sufficient to adequately -
test the Dakota formation, whichever is the lesser. N

unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling unpraaxzd is en-
countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. CERES v

Operator shall make reasonabie tests of all formations encountered during drilling which give indication of cc;um—xingoxl and
gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or fommna’:;. in whxch
event Operator shall be required to test only the formation or formations to which this agreement may apply -
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ARTICLE VI
continued
If, in Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the
well as a dry hole, the provisions of Article VI.E.1. shall thereaiter apply.

B. Subsequent Operations:

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

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if the
actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
dance with the provisions hereof as if no prior proposal had been made.

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

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

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involvegin such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consentiqi_?artia.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location; at their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resultﬁfin a pro-
ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cossadd risk,
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ARTICLE V]
continued

and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party’s interest in the well and share of production therefrom untl the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article IIID. payable out of or measured by the production from such well accruing with respect to such interest
until it reverts) shall equal the total of the following:

(a) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Party s share of the cost of operation of the well commencing with first production and continuing until each such Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting
Party had it participated in the well from the beginning of the operations; and

(b) _300 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
after deducting any cash contributions received under Article VIII.C., and 300 % of that portion of the cost of newly acquired equip-
ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had
participated therein.

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

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

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free
of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged: and upon
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an
itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its
option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly biil-
ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount ofproceeds
realized from the sale of the well's working interest production during the preceding month. In determining the quantity of oil and gas
produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering o periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturaed costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall reva’t‘to it as
above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party.
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ARTICLE VI
continued

If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging
back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

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

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI.A.
except (a) as to Article VILD.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-
duction, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party’s notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequenty
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party’s interest as shown on Exhibit ‘A"’ bears to the total interest as shown on Exhibit ‘**A’" of all Consenting Par-
ties.

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a *‘deepening’” operation shall
also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein called *'sidetracking’’), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right to participate in 2 proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal
to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

(a) If the proposal is for sidetracking an existing dry hole. reimbursement shall be on the basis of the actual costs incurred in
the initial drilling of the well down to the depth at which the sidetracking operation is initiated.

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

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each elgsting par-
ty’s interest as shown on Exhibit ‘“*A’’ bears to the total interest as shown on Exhibit ‘*A’’ of all the electing parties. In ‘other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND: _% ;

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from,tiw Area,
exclusive of production which may be used in development and producing operations and in preparing and trenniga! and gas for
marketmg purposes and production unavo:dably lost. Any extra expend:ture incurred in the takmg in kind or sepamuhsm by any
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ARTICLE V1
continued
required to pay for only its proportionate share of such part of Operator’s surface facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from
the Contract Area, and, except as provided in Article VILB., shal be entitled to receive payment directly from the purchaser thereof for
its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not
the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the
best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil not previously
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable periods of
time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess
of one (1) year.

In the event one or more parties’ separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and/or
deliveries which on a day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share of total gas sales to
be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing
agreement between the parties hereto, whether such an agreement is attached as Exhibit *‘E’’, or is a separate agreement.

D. Access to Contract Area and Information:

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

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2,, any well which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
operations in search of oil and/or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a
producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other
parties its proportionate share of the value of the well’s salvable material and equipment, determined in accordance with the provisions of
Exhibit *C”", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign
the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit
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ARTICLE V1
continued
required to pay for only its proportionate share of such part of Operator’s surface facilities which it uses.

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

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil and gas produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it,
but not the obligation, to purchase such oil and gas or sell it to others at any time and from time to time, for the account of the non-
taking party at the best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to
the right of the owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil and gas
not previously delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil and gas shall be only for such
reasonable periods of time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event
for a period in excess of one (1) year. Notwithstanding the foregoing, Operator shall not make a sale, including one into interstate com-
merce, of any other party’s share of gas production without first giving such other party thirty (30) days notice of such intended sale.

D. Access to Contract Area and Information:

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

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article V1.B.2., any well which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
operations in search of oil and/or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a
producer shail not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost. risk and expense of all the parties hereto. If, within
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other
parties its proportionate share of the value of the well’s salvable material and equipment, determined in accordance with the provisions of
Exhibit **C”’, less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign
the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-

duced from the interval or intervals of the formation or formations covered thereby, susiisssmsssnssinmisssssnaimsshainiy
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ARTICLE VI
continued
1 *“B”". The assignments or leases so limited shall encompass the *‘drilling unit’’ upon which the well is located. The payments by, and the
2 assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the
3 Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of
4  interestsinthe remaining portion of the Contract Area.
5
6 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from
7 the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
8  quest, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
9 templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
10 well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
11 repurchase its prior interest in the well (using the same valuation formula) and partcipate in further operations therein subject to the pro-
12 visions hereof.
13
14 3. Abandonment of Non-Consent Operations: The provisions of Article VL.E.1. or VLE.2. above shall be applicable as between

15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be
16  permanently plugged and abandoned uniess and until all parties having the right to conduct further operations therein have been notified

17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article
18  VIE.

20 ARTICLE VIIL
21 EXPENDITURES AND LIABILITY OF PARTIES

3 A Liability of Parties:

25 The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
27 among the parties in Article VIL.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor
28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners.

30 B. Liens and Payment Defaults:

32 Each Non-Operator grants to Opgrator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share
33 of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon
34 at the rate provided in Exhibit “‘C’". To the extent that Operatcr has a security interest under the Uniform Commercial Code of the
35  state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
36 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
37  rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share
38  of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
39 the sale of such Non"Operator s share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
40  purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any default. Operator grants a like lien
41  and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense.

43 If any party fails or is unable to pay its share of expense within sixty (00) days after rendition of a statement therefor by
Operator, the non-defaulting parties, including Operator, shall. upon request by Operator, pay the unpaid amount in the proportion that
45  the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain

46  reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph.

47

48 C. Payments and Accounting:

49 .

50 Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development

51  and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
52 tionate shares upon the expense basis provided in Exhibit ‘‘C'’. Operator shall keep an accurate record of the joint account hereunder,
353  showing expenses incurred and charges and credits made and received.

55 Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance
56  of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
57  month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together
58  with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
59  on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimése within
60 fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, tﬁc amount
61 due shall bear interest as provided in Exhibit *‘C’” until paid. Proper adjustment shall be made monthly between advances andrqctual ex-
62 pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. -

63 w2

64 D. Limitation of Expenditures: R

65 i

66 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well dnﬂéﬁ‘df’dtepened

67  pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall mclu(ea
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ARTICLE V11
X Option No. 1: All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including
necessary tankage andfor surface facilities.

0 Option No. 2: All necessary expenditures for the drilling or deepening and testing of .the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice
to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties,
elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase ‘‘reworking, deepening or plugging
back’’ as contained in Article VI.B.2. shall be deemed to include ‘‘completing’’) shall apply to the operations thereafter conducted by less
than all parties.

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or
plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage
and/or surface facilities.

3. Other Operations: Without the_consent of all parties. Operator shall not undertake any single project_reasonably estimated
to require an expenditure in excess of__IWenty-five Thousand and No/100's-=p,. s_25,000.00 )
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non ator so requestmg
an information co;()jv thereof for any single project costing in excess of_iwenty- five Thousand and No/100's
Dollars (3

) but less than the amount first set forth above in this paragraph.
E. Rentals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-
visions of Article IV.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production
of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment
shall be borne jointly by the parties hereto under the provisions of Article IV.B.3.

F. Taxes:

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

&

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and- “Mmanner
prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final deter-
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes-and any
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for thejbtat ac-
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as
provided in Exhibit **C"". E

..4”

.s,y»e

T 5t Putreeain L m;mnn

-10-



O W N O D W e

BB W W W W W W W W W W NN D N NN B BY = e ke e = s e s e e
EREBURAGRIRRRREIEBURIURURNREES® I e —~0

42

e

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

ARTICLE VII
continued

G. Insurance:

At all tumes while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of
the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit **C’", Operator shall
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit *‘D’’, attached to and made a part
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen’s compensation
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.

In the event automobile public liability insurance is specified in said Exhibit ‘D™, or subsequently receives the approval of the
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, eusim
Iowsemomirerire e ereToemeEinimeiy’  {pon such assignment or lease, the assigning party shall be relieved from all
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
party assignor or lessor the reasonabie salvage value of the latter’s interest in any wells and equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit ‘‘C’’, less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

B Rl

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor’s or surrendering
party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area: and the acreage
assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this
agreement.

B. Renewal or Extension of Leases:

If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly. and
shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the
renewal lease, insofar as such lease affects lands within the Contract Area. by paying to the party who acquired it their several proper pro-
portionate shares of the acquisttion cost ailocated to that part of such lease within the Contract Area, which shall be in proportion to the
interests held at that time by the parties in the Contract Area.

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties
who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area
to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

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

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease takess-or con-
tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be gibject to

the provisions of this agreement. ~r
The provisions in this Article shall also be applicable to extensions of oil and gas leases. ‘?‘?i
i
C. Acreage or Cash Contributions: _..;_

sargh other
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other quraé_oﬁ*aild”:éhaﬂ be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the part}t@wfﬁitﬁe con-
tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Partisﬂ i tﬁémf >

e3npen

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of &wal_or

grored o abthng ov the
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ARTICLE VIII
continued
said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possibie, be
governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions
it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

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

D. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no
party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells,
equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and production in the Contract Area.

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

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

E. Waiver of Rights to Partition:
If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an

undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided
interest therein.

Slvomidewrpaamenden bl e L S .
Area, it shall promptly give written notice to the other parties, with full information concerning its proposed sale, whia include the

name and address of the prospective purchaser (who must be ready, willing and able to purchase
of the offer. The other parties shall then have an optional prior right, for a peri
ses to sell; and, if this optional right is exercised, the purchas-
rtions that the interest of each bears to the total interest of all purchasing par-
ntial right to purchase in those cases where any party wishes to mortgage its interests, or to
dispose of its ¥ merger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-

e e s T T P T D P === TP oy

ase price, and all other terms
ays after receipt of the notice, to purchase
on the same terms and conditions the interest which the other
ing parties shall share the purchased interest in
ties. However, there shall be

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax
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 1, Subtitle **A™’, of the Internal Revenue Code of 1954. as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required:by the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the-Contract
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter *‘K’", Gb'a ter 1,
Subtitle *“A"’, of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Code is per-
mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foregaiiﬁg elec-
tion, each such party states that the income derived by such party from operations hereunder can be adequately determined wgiﬁput the
computation of partnership taxable income. e &

BUNNRR 1Y
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ARTICLE X,
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure

8_3.,.0.0.0...0.0_) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is

“sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given

Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than
the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force
majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable
diligence to remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes,
lockouts. or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely
within the discretion of the party concerned.

The term “‘force majeure®’, as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of
the public enemy, war, blockade, public riot, lightning, fire, storm, flood. explosion, governmental action. governmental delay, restraint
or inaction, unavailability of equipment. and any other cause, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the control of the party claiming suspension.

ARTICLE XIIL
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to
the parties to whom the notice is given at the addresses listed on Exhibit ‘*A’’. The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties.

ARTICLE XIII.
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the
period of time setected below; provided. however, no party hereto shall ever be construed as having any right, title or interest in or to any
lease or oil and gas interest contributed by any other party beyond the term of this agreement.

O Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any part
of the Contract Area, whether by production, extension, renewal or otherwise.

X! Option No. 2: In the event the well described in Article VIA., or any subsequent well drilled under any provision of this
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additional period of _120 days from cessation of all production; provided,
however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-
tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the
well described in Article VLA, or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, qr capable
of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back oi‘rework
ing operations are commenced within 120 days from the date of abandonment of said well. ,(‘
Sy

It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability ;:hrh has
accrued or attached prior to the date of such termination. .

WREN SO IHE 8 Aty oy
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-
dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach,
remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which
the Contract Area is located. If the Contract Area is in two or more states, the law of the state of New Mexico
shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-
ting or adjacent to the Contract Area.

With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resuiting directly or indirectly from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator’s share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or
application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the **Crude Oil Windfall Profit Tax Act
of 1980, as same may be amended from time to time (‘*Act’"), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information
which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

ea N wiling wy
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ARTICLE XVL
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees,
legal representatives, successors and assigns.

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

IN WITNESS WHEREQF, this agreement shall be effective as of 10th__ day of May 19858

OPERATOR

SOUTHLAND ROYALTY COMPANY

By:
ﬁx C. C. Parsons, Attorney-in-Fact
pil

NON-OPERATORS

READING & BATES PETROLEUM COMPANY

HOOPER, KIMBALL & WILLIAMS, INC.

PC, LTD.

IBEX PARTNERSHIP

WARREN MALCOLM CLARK

By:
Mabel Reed, Agent & Attorney-in-Fact

TESTAMENTARY TRUST UNDER THE WILL OF
WARREN CLARK, MABEL REED AND W.W. OATMAN,
CO-TRUSTEES

Mabel Reed

W.W. Oatman
CAROLYN CLARK OATMAN

-15- SRC - Hill Federal #2
SRC #501536-00
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MOUNTAIN STATES NATURAL GAS CORPORATION

RALPH GILLILAND

DUER WAGNER, JR.

DUER WAGNER, III

SRC - Hill Federal #2
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EXHIBIT "A®

Attached to and made part of that certain Operating Agreement dated May
1985 by and between Southland Royalty Company, as Operator, and
Reading & Bates Petroleum Company et al, as Non-Operators.

10,

LANDS SUBJECT TO THIS AGREEMENT

Township 25 North - Range 2 West, N.M.P.M.

Section 25: N/2

Containing 320.00 acres m/1

Rio Arriba County, New Mexico

RESTRICTIONS AS TO DEPTH OR FORMATION

This Agreement shall

pertain and apply only to the Gallup (Gavilan

Mancos) and Dakota formations.

INTERESTS OF THE PARTIES TO THIS AGREEMENT

Southland Royalty Company
Reading & Bates Petroleum Company
Hooper, Kimball & Williams, Inc.

50%
12.499999875%
12.499999875%

PC, Ltd. 5.8532745%
Ibex Partnership 5.8532745%
Warren Malcolm Clark .305175%
Testamentary Trust Under the Will

of Warren Clark .160215%
Carolyn Clark Oatman .32806125
Mountain States Natural Gas Corporation 6.25%
Ralph Gilliland 3.125%
Duer Wagner, Jr. 2.90625%
Duer Wagner, III .21875%

OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT

A.

Lessor:
Lease Date:
Description:
Acres:

Committed By:

Lessor:
Lease Date:
Description:
Acres:

Committed By:

Lessor:
Lease Date:
Description:
Acres

Committed By:

USA, NM-03991

April 1, 1948

NE/4, Section 25, T25N-R2W

160.00

Southland Royalty Company 100%

USA, SF-081296

April 1, 1948

N/2NW/4, SE/4NW/4, Section 25, T25N-R2W
120.00

Reading & Bates Petroleum Company 33.333333%

Hooper, Kimball & Williams, Inc. 33.333333%
PC, Ltd. 15.608732%
Ibex Partnership 15.608732%
Warren Malcolm Clark .813800%
Testamentary Trust UWO

Warren Clark .427240%
Carolyn Clark Oatman .874830%
USA, NM-03742
April 1, 1948
SW/4NW/4, Section 25, T25N-R2W
40.00
Mountain States Natural

Gas Corporation 50%
Ralph Gilliland 25%
Duer Wagner, Jr. 23.25%

Duer Wagner, III 1.75%



ADDRESSES OF PARTIES TO THIS AGREEMENT

Southland Royalty Company
410-17th Street, Suite 1000
Denver, Colorado 80218

Reading & Bates Petroleum Co.
3200 Mid-Continent Tower
Tulsa, Oklahoma 74103

and

Reading & Bates Petroleum Co.
1125-17th Street, Suite 2300
Denver, Colorado 80202

Hooper, Kimball & Williams, Inc.
125 High Street
Boston, Massachusetts 02110-2721

and

Hooper, Kimball & Williams, Inc.
c/o George Owens, Attorney-at-Law
Owens & McGill, Inc.

1606 First National Bank Building
Tulsa, Oklahoma 74103

PC, Ltd.
P.0. Box 91
Breckenridge, Texas 76024

Ibex Partnership
P.0. Box 9
Breckenridge, Texas 76025

Warren Malcolm Clark,

Mabel Reed, Agent & Attorney-in-Fact
P.0. Box 1846
Austin, Texas 78767

Testamentary Trust Under the Will of

Warren Clark, Mabel Reed and W.W. Oatman, Co-Trustees

P.0. Box 13846
Austin, Texas 78767

Carolyn Clark QOatman
P.0. Box 1846
Austin, Texas 78767

Mountain States Natural Gas Corporation
P.0. Box 1362
Tulsa, Oklahoma 74101

Ralph Gilliland
P.0. Box 2708
San Antonio, Texas 78299

Duer Wagner, Jr.
2906 Texas American Building
Fort Worth, Texas 76102

Duer Wagner, III
2906 Texas American Building
Fort Worth, Texas 76102



EXHIBIT "B"

There is no Exhibit "B" to this Agreement
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EXHIBIT *“¢

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

May 10, 1985 by and between Southland Royalty Company, as Operat
and Reading & Bates Petroleum Company et al, Non- memns‘_era o

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

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

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

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

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

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

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

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

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

Statement and Billings

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

Advances and Payments by Non-Operators

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

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

Adjustments

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

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless agreed
to by the Operator.

Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains

‘no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and

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

—1— SRC - Hill Federal #2
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II. DIRECT CHARGES
Operator shall charge the Joint Account with the following items:
1. Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.
2. Labor

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

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

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

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

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

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

3. Employee Benefits

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

coﬂrmttoemmed!'!!’g!!!!!ﬂ!i!!! twenty-three percent (23%) or that percentage most

s &gg§%ﬁ1y recommended by the Council of Petroleum Accountants Societies of America (COPAS)
Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use

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

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

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

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

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of or less excluding accessorial charges.

6. Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by
the Parties.

twelve percent (12%)

7. Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at r
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs,
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed .
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

B.. In lieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 209%. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

8. Damages and Losses to Joint Property

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

9. Legal Expense
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operator’s legal staff
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Section III unless otherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.

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

10. Taxes

11. Insurance

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

12, Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduect of the Joint Operations.

II. OVERHEAD

1. Overhead - Drilling and Producing Operations

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

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

( ) Percentage Basis, Paragraph 1B. _
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

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

services and contract services of technical personnel direetly employed on the Joint Property shall ( ) shall
not ( X) be covered by the Overhead rates.

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

Drilling Well Rate $ 3538-88
Producing Well Rate $ 39U,

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

(a) Drilling Well Rate

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

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

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from daté workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days.

(b) Producing Well Rates

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

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

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

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

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

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

—3—
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(a) Development _
_—  Percent ( %) of the cost of Development of the Joint Propert usive of costs
provided under Paragraph 9 of Section II and all salvage credits.

(b) Operating

———Percent ( %) of the cost of Operating the Jgi® Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage cregi#®the value of injected substances purchased
for secondary recovery and all taxes and assessmeg®hich are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

(2) Application of Overhead - Percentage Ba#® shall be as follows:
For the purpose of determining chs#¥es on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all ge#®S in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all we volving the use of drilling crew and equipment; also, preliminary expenditures
necessary in prgpsfation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as ge#bducer, and original cost of construction or installation of fixed assets, the expansion of fixed
asseig®Nd any other project clearly discernible as a fixed asset, except Major Construction as defined in

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall 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 § ** :

A. ____** 9, of total costs if such costs are more than $ ** but less than $ ** : plus
B. ___** 9 of total costs in excess of $ ** but less than $1,000,000; plus

C. ___** 9, of total costs in excess of $1,000,000.

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

3. Amendment of Rates

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

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

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

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

2. Transfers and Dispositions
Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-
counts:
A. New Material (Condition A)

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

(2) Line Pipe

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

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

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

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property .
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV.
(2) Material moved from the Joint Property ’

(a) At seventy-five percent (75% ) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material, or

**To be Negotiated if necessary 4
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(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (76%) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by Para-

graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

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

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by
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 *

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

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

3. Premium Prices

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

4. Warranty of Material Furnished by Operator

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

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

1. Periodic Inventories, Notice and Representation

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

2. Reconciliation and Adjustment of Inventories

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

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

4. Expense of Conducting Periodic Inventories

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.

*twenty—five cents (.25) or that percentage rate most recently recommended by COPAS.




Attached to and made a part of that certain Operating Agreement dated
May 10, 1985 by and between Southland Royalty Company, as Operator,
and Reading & Bates Petroleum Company et al, Non-Operators.

EXHIBIT D

INSURANCE PROVISIONS
OF OPERATING AGREEMENT

Operator shall carry or provide for the benefit of the Joint Account of
the parties the types and amounts of insurance as are shown below.

(1) Workmen's Compensation Insurance to cover full liability under
the Workmen's Compensation Law of the State where the operations
are being conducted.

(2) Employer's Liability Insurance with a limit of not less than
$100,000 for accidental injuries or- deaths of one or more
employees as a result of one accident.

(3) Comprehensive General Liability Bodily Injury Insurance with
1imits of not less than $250,000 for accidental injury or death of
one person, and $500,000 for accidental injuries or deaths of
more than one person as a result of one accident, and not less
than $100,000 for damages to or destruction of property as a
result of one accident.

(4) Automobile Public Liability Bodily Injury Insurance with limits
of not less than $250,000 for the accidental ihjury or death of
one person and $500,000 for accidental injuries or deaths of more
than one person as a result of one accident; and Automobile Public
Liability Property Damage Insurance with a 1imit of not less than
$100,000 for damage to or destruction of property as a result of
one accident.

The premiums paid or allocated for all such insurance except Auto-
mobile shall be charged as operation expense. No insurance, other than
that shown above, shall be carried for the benefit of the Joint Account
except by mutual consent of the parties.



Attached to and made a part of that certain 0
May 10, 1985 by and between Southland Royalty
and Reading & Bates Petroleum Company et al,

perating Agreement dated

Company, as Operator,
Non-Operators.

EXHIBIT E
GAS BALANCING PROVISIONS
OF OPERATING AGREEMENT

Notwithstanding any provision to the contrary in this Operating
Agreement, if any party(s) hereto takes and disposes of less than its
percentage interest share of gas (including cashinghead gas) during any
calendar month, any or all other party(s) shall have the right to dispose
of 100% of the gas produced under the following provisions:

(a) Definitions. For the purposes hereof, the term "Cumulative
Underlift" means the amount by which the cumulative volume of gas taken by
a party is less than the cumulative volume that party is entitled to take
according to its percentage interest; the term "Cumulative Overlift® means
the amount by which the cumulative volume of gas taken by a party exceeds
the cumulative volume that party is entitled to take according to its
percentage interest; the term "Underlifter" means a party credited with
Cumulative Underlift; and the term “Overlifter" means a party charged with
Cumulative Overlift.

(b) Operator's Statements. On or before the end of each calendar
month, Operator shall furnish the parties hereto a Statement showing the
total volume of gas taken by each party during the preceding montn, the
cumulative volume taken by each party as of the end of that month, and the
Cumulative Underlift or Cumulative Overlift, if any, of each party as of
the-end of that month. - '

(c) Current Balancing. By giving written notice to Operator and all
other parties hereto at Teast 15 days before the beginning of a calendar
month, an Underlifter shall be entitled to take during that month its full
percentage interest share of gas plus a make-up volume equal to its
Cumulative Underlift, provided that such make-up volume shall never exceed
25% of the total volume of gas which the other parties would otherwise be
entitled to take during the month according to their percentage. interests,
and provided that the right to take make-up volumes hereunder shall be
subordinate to the right of any party to take its full percentage interest
share of gas from time to time in order to satisfy the deliverability
requirements of its gas contract. If two or more Underlifters are to make
up Cumulative Underlifts during the same month and the volume available for
make-up is inadequate, the volume available for make-up shall be shared by
such Underlifters in proportion to their interests, as set forth on Exhibit
"A" to the Operating Agreement. The volume of gas taken by such
Underiifters for make-up during the month shall be deducted from the
volumes the other parties hereto would otherwise be entitled to take
hereunder, in proportion to the Cumulative Overlifts of such other
parties. Make-up volumes shall be applied against Cumulative Underlifts
and Cumulative Overlifts on a first-in-first-out basis.

(d) Final Balancing. If this Operating Agreement should terminate
or if gas production hereunder should permanently cease before all parties
hereto have achieved balance under Paragraph (c) above, then final balance
shall be achieved through a cash settlement (without interest) coordinated
by operator between Overlifters and Underlifters. At operator'’s request,
each Overlifter shall pay Operator a cash sum equal to (i) the Overlifter's
volume of Cumulative Overlift multiplied by the wellhead price per unit
volume acutally received by the Overlifter for such gas, minus (ii, all
payments made by the Overlifter on such gas pursuant to Paragraph (e)
below. If there was no such price per unit volume because the Overlifter
took such gas for its own purposes instead of selling it, the price used in
the above-calculation shall be the prevailing wellhead price in the field
at the time (or closest to the time) such gas was taken by the Overlifter,
After al) Overlifters have paid Operator as hereinabove provided, Operatgr
shall distribute the aggregate sum received to the Underlifters in
proportion to their Cumulative Underlifts. If any price used to calculate
the distributed sum is subject to refund pursuant to orders or regualtigns
of the Department of Energy or any other regulatory authority having
jurisdiction over gas prices, each Underlifter, prior to receiving its
share of the distribution, shall indemnify the appropriate 0yer11f§er
against the Underlifter's proportionate part of any refund (including
. interest thereon) which the Overlifter is required to make. At the time

‘final balancing has been completed, this Agreement shall terminate.




(e) Payments on Production. Each party shall pay all production,
exise or severance taxes on gas that it markets. Royalties, overriding
royalties, production payments and other such payments for which a party is
obligated by lease or by contract shall be paid by that party as if it were
taking gas. Each party hereto shall indemnify and hold harmless the other
parties hereto against all claims, losses or 1iabilities arising out of its

failure to fulfill such obligations. -

(f) Costs and Expenses. Regardless of the volume of gas actually
taken by any party hereto, each such party shall bear costs and expenses as
otherwise provided in this Operating Agreement.

(g) Other Minerals. Regardless of the volume of gas actually taken
by any party héereto, each such party shall share in the production of crude
0il, condensate and other minerals separated from the gas in normal lease
facilities, as otherwise provided in this Operating Agreement.




Ailaciied LO and iiade d part of tnail certain Uperating Agreement dated
May 10, 1985 by and between Southland Royalty Company, as Operator,
and Reading & Bates Petroleum Company et al, Non-Operators.

EXHIBIT "F"

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

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

1.

The Operator will not discriminate against any employee or applicant
for employment because of race, color, religion, national origin or
sex. The Operator will take affirmative action to ensure that appli-
cants are employed, and that employees are treated during employment
without regard to their race, color, religion, natiomal origin or
sex. Such action shall include, but not be limited to the following:
Employment, upgrading, demotion, or transfer, recruitment or recruit-
ment advertising; layoff or termination; rates of pay or other forms
of compensation; and selection for training, including apprenticeship.
The Operator agrees to post in conspicuous places, available to
employees and applicants for employment, notices to be provided for
the contracting officer setting forth the provisions of this non-
discrimination clause.

The Operator will, in all solicitations or advertisements for
employees placed by or on behalf of the Operator, state that all
qualified applicants will receive consideration for employment without
regard to race, color, religion, national origin or sex.

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

The Operator will comply with all provisions of Executive Order 11246
of September 24, 1965, and of the rules, regulations, and relevant
orders of the Secretary of Labor.

The Operator will furnish all information and reports required by
Executive Order 11246 of September 24, 1965, and by the rules regu-
lations, and orders of the Secretary of Labor, or pursuant thereto,
and will permit access to its books, records, and accounts by the
contracting agency and the Secretary of Labor for purposes of in~
vestigation to ascertain compliance with such rules, regulatioms,
and orders.

In the event of the QOperator's non-compliance with the non-discrimina-
tion clauses of this contract or with any of such rules, regulations,
or orders, this contract may be cancelled, terminated or suspended

in whole or in part and the Operator may be declared ineligible for
further Government contracts in accordance with procedures authorized
in Executive Order 11246 of September 24, 1965, and such other
sanctions may be imposed and remedies invoked as provided in Executive
Order 11246 of September 24, 1965, or dby rule, regulatiom, or order
of the Secretary of Labor, or as otherwise provided by law.

The Operator will include the provisions of paragraphs (1) through

(7) in every subcontract or purchase order unless exempted by rules,
regulations, or orders of “the Secretary of Labor issued pursuant to
Séction 204 of Executive Order 11246 of September 24, 1965, so that
such provisions will be binding upon each subcontractor or vendor.:
The Operator will take such action with respect to any subcontract

or purchase order as the contracting agency may direct as a means of
enforcing such provisions including sanctions for non-compliance:
Provided, however, that in the event the Operator becomes involved in,
or is threatened with, litigation with a subcontractor or vendor as a
result of such direction by the contracting agency, the Operator may
request the United States to enter into such litigation to protect the
interests of the United States.




Operator acknowledges that it may be required to file Standard Form 100 (EEOLl)
promulgated jointly by the Office of Federal Contract Compliance, the Equal
Employment Opportunity Commission and Plans for Progress with Joint Reporting
Committee, Federal Depot, Jeffersonville, Indiana, within thirty (30) days of
the date of contract awvard if such report has not been filed for the current
year and otherwise comply with or file such other compliance reports as may

be further required under Executive Order 11246, as amended and Rules and Regu-
. -.lations adopted thereunder. ‘ )

Operator further acknowledges that he may be required to develop a written
affirmative action compliance program as required by the Rules and Regulations
approved by the Secretary of Labor under authority of Executive Order 11246,
and supply Non-Operators with a copy of such program if -they so request.



STATE OF NEW MEXICO

ENERGY axo MINERALS DEPARTMENT

OIL CONSERVATION DIVISION
TS o S o
July 26, 1985 SANTA FE, NEW MEXICO 87501
(505) 827-5800
Mr. William F. Carrxr Re: CASE NO. ‘8537
Campbell & Black ORDER NO.__p.7ag2
Atborneys at Law .
Post Office Box 2088 Applicant:
Santa Fe, New Mexico :
—Southland Royalty Company

Dear Sir:

Enclosed herewith are two copies of the above-referenced
Division order recently entered in the subject case.

Sincerely, ///7

R. L. STAMETS
Director

RLS/fd
Copy of order also sent to:

Hobbs OCD X
Artesia OCD ¥




