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'OPERATING AGREEMENT _
THIS AGREEMENT, entered into this_26th___ day of JUNE, 1978, betwéen
_HNG OIT. COMPANY ‘ i

\
hereafter designated as “Operator”, and the signatory parties other than Operator.
WITNESSETH, THAT:

WHEREAS, the parties to this agreement are owners of oil and gas leases covering and, if so indicated,
unleased mineral inferests in the tracts of land described in Exhibit “A"”, and all parties have' reached an
agreement to ekplore and develop these leases and interests for oil and gas to the extent and as hereinafter
provided; .

NOW, THEREFORE, it is agreed as follows:

1. DEFINITIONS

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

The words “party” and “parties” shall always mean a party, or parties, to this agreement.
The parties to this agreement shall always be referred to as “it” or “they”. whether the parties be cor-
' porate deies.‘partnerships, associations, .or persons real.
.'I'he term “oil and g'aé shall include oil, gas, casinghead gas, gas condensate, and all other liquid or gase-
_ous h)drocarbons unlcss an intent to limit the inclusiveness of thls term is specifically stated.
The term “oil and gas interests” shall mean un]eascd fee and mineral interests in tracts of land lying
_within the Unit Area which are owned by parties to this agreement. .
The term “Unit Area” shall refer to and include all of the lands, oil and gas leasehold interests and oil
and gas m&erests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands oil and gas leasehold mtcrests and oil and gas interests are described in Exhibit “A".
} The term “dnlhng unit” shall mean the area fixed for the drilling of one well by crder or rule of any
state or federal body having authonty If a drilling umt is not fixed by any such rule or order, a dn\hng
. umt shall be the drilling unit as established by the pattern of drilling in the Umt Area or as fixed by ex-
press agreemenl ‘of the parties. .
(All exhibits auac.hed‘to this agreemént are made a part of the contract as fully as though copied in full,
in the contract. ' . . '
.The wcrds “equipment” and *“materials” as used here are synonymous ‘and shall mean and mclude all.
oil {xeld supplxes and personal property - acquired for use in the Unit Area.
o 2. TlTLE E‘(AMINATION LOSS OF LEASES AND OIL AND GAS INTERESTS
A. Tille Examlnaﬁon-

(

. "ues by Operalor s attomeys. o -

Operator shall promptly submit- abstracts cerhned from begmmng to recent da

papers in its possessnon covering leases and ‘oil and gas intercsts whxch S bjecting to this agreement, to

for examination by}he latter's

attomey for the benem of all parties. | K . . o
All txtle exarmnatxons shall be made wnthout cbarge. Each examining atlorney shall prepare a:com-

plete mle report on each separate tract based ugon the abstract record and title papers submitted to hlm Each .
title report shall contam a list of fee ownefs and their interests, shall state the attorney’s opinion concermng
’ vahdxty of therr mteresls and contain an enumeration and dcscription of title defects, if any, nArt‘zpo‘rt up-
‘on mortgages, taxes, pe WHA g suus, nnd judgments, and unreleased oil and gas leases, and a list of. rcquire-
ments, if ‘any. which the exummer s npproval of title to the lease or oil and gas interest is contingent The
title report-Shall also contam a specmc descnptmn of the oil and gas lease being subjected to this contract,

wilkr'a statement of its form, term (which will be satisfactory-if it has-a primary term erpiring not sooner
than )

4 Vg H - 1 nt 4 1 i
¥ tof-royalty—status-ol-delay rental-payments—and- deil)

[

. “Joint Loss"
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acceptability of
s, shall be a matter for

_— P amount of interest covered thereby shall be binding and conclusive on the parties, but th
’ T leases as to primary term, royalty provisions, drilling obligations, and special bur

approval and acceptance by an authorized representative of each party.

All title examinations shall be made; and title reports sub ed, within a period of_____ days after the

submission of abstracts and title papers. Each party shplin good faith, try to satisfy the requirements of the

examining attorneys ‘concerning its leases and inter€sts, and cach chall have a period of . days from

receipt of title report 'fo‘x‘- this p'urpose. If A4© title to any lease, or oil and gas interest, is finally rejected by

the examining attorney, all parti all then be asked to state in writing whether they will waive the title
defects and-accept the leasesGr mteresls or whether they will stand on the attorney’s opinion. If one or more
parties refuse to wair? title defects, this agreement shall, in that case, be terminated and abandoned, and all

abstracts andAflle papers shall be returned to their senders. If all titles are approved by the examining ai-

uﬁ?wmjé_‘\ - ' o, . . ' )

:{l’.‘ ‘.\
ied ﬁ- vt , 41

- ... B. Failure of Title:

Arler all titles are approved or accepted any defects of title that may develop shall be the joint re-
sponsibility of all partles and, if a title loss occurs, it shall be the loss of all parties, with each bearing its pro-
portionate part of the loss and of any liabilities incurred in the loss. If such a loss occurs, there shall be no

. change in, or ad)ustment of, the interests of the parties in the remammg portxon of the Unit Area.

1 . : e . . '

C. Loss of Leases For O(hcr Than Title Failure: _ ) : T o T

If any lease or mterest sub)ect to this agreement be lost through faxlure to develop or because express . - A
or implied’ covenants have not been: performed, ,or if any lease be permntted to cxplre at the end of its primary o

- term and not be renewed or extended, the loss shall not be considered a failure of title and all such losses shall

"be joint losses and shau be berne by all parties in proportion to their interests and there shall be no readjust-

+ ment of interests in the remaining portion of the Unit Area. . o . Lt

v s ) -

3. . UNLEASED OlLﬂ AND GAS INTERESTS

oy
T - , 0 . o .
T t‘.‘ S any party owns an unleased onl and gas interest 1n the Umt Area,’ that interest shall be treated Ior

the purpose of ‘this agreement as if it were a leased interest under the form of oil and gas lease attached as )

Exhiblt “B” and for the primary term therein stated As to such interests, the owner shall receive royalty on
productxon as prescrxbed in the form of oil and’ gas lease attached hereto as Exhibit “B". Such party shall,
however, be sub]ect to all of the provisions of this agreement relating to lessees, to the extent that it owns

the lessee mterest o A

. .4 4 INTERESTS OF PARTIES o Ls

. * Exhibit “A" lists all of the parties, and their respective percentage or fractional interests under this

agreement. Unless changea by other provisions, all costs and liabilities incurred in operations under this con-
" tract shall be borne nnd paid, and all equipment Tand material acquired in operations on the Unit Area shall be
owned, by- the parties as their interests are given in Exhibit “A". All production of oil and gas from the

* Unit Area, subject to the payment of lessor's royalties, shall also be owned bty the parties in the same manner. )

. e

—_—2

*“Joint Loss”
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If the interest of any-party in any oil and gas lease covered by this agreement is subject to an overriding
royalty, production payment, ar other charge over and above the usual one-eigthh (1) royalty, such party shall
assume and alone bear all such excess obligations and shall account for them to the owners thereof out of its
share of the working interest production'of the Unit Arca.

5. OPERATOR OF UNIT
HNG O, COMPANY

shall be the Operator of
the Unit Area, and shall conduct and direct and have full control of all operations on the Unit Area as per-

mitted 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 tiability as Operator to the other parties for losses sustained,
or liabilities incurred, except such as may result from gross negligence or from breach.of the provisions of

this agreement.' :
- 6. EMPLOYEES

All employees, shall be the emp]oyees of Operator.
7. TEST WELL

On or before the. ‘day of 19
ing of a well for oil and gas in the following location:

performed, shall be determined by Operator.

Operator shall commenc

PN

+ -
3 N

'unless gramtc or olher prachcally impe
depth

able substancc is encountered at a lesser depthor unlcss all parties
agree to comp!ele the well ata. Tes, ’

) Operntor ahall make TS _nable tests of all !ormanons encountered during drilling which give indica-
tton of containing oil gas m quanhtles sufficient to test unless this.agreement shall be hmlted in its ap-' ‘
phcatxon toas ic Iormatlon or {formations, in whxch event’ Opera or shall be requnred to test onIy the

1ormation Tormations’ 16 wh:ch this agreement may apply. .
f in Operator’s judgment the well will not produce oil or gas in paying quantities, and it wishes to

Plug and abandor: the test as a dryhole,‘it stlalt first secure the consent o{lall parties to the plugging, and the

ST - cos'rs ‘AND' exrexses IR i o
Except as herein otherwxse spec:ﬁcally provxded Operator shall promptlv pay and dxscharge all costs ,
and expenses, xncurred in thc dcvelopmcnt and opcratxon of the Unit Arca pursuant to thxs agreement and shall -

charge each’ of the partxes herelo thh their respeetive proportlonate shares upon the cost and expense ‘basis
, provnded in -the, Accountmg Procedure attached hereto and marked Exhibit “C" If any provision of. Ex- J”'
- hibit "C" should be inconsxstent with any provision contained in the body of this agreement the provisions in

the body of this’ agreement shall prevan ) ) B ,

Operator at 1ts electlon, sha“ have the nght 1rom time to hme to demand and recewe ﬂ'om the other - “: e
_parties payment in advance of their 'espectwe shares’ of the estxmated amount ‘of the costs to be incurred in *
operatnons hereunder durmg the next succeedxng month whnch nght may. be exercnsed only by submission to- - .

each such party of an ltemxzed statement, ‘of such estxmated costs, topcthcr thh an invoice for its share there- h

belore the 20th day of the next precedmg month. Each party shall pay to Operator its proportionate share of
such estimate within.fifteen (15) dnys after such estimate and invoice is received. If any pnrty fails to pay its
share of sand estimate within said time, the amount due shall bear interest at the rate of - twelve percent (124)° peI

PR}

* annum untll paxd Proper ad:ustment shall be made monthly between advances’ and actual cost ‘te the'end . .
i

s

’ that each party shall bear and pay its proportlonatr share of actual costs mcurred and no more ' . . ey

S 3 —

od” 1967
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. pres ly prov:ded 'o in‘ is "greement and ex cept Jzny

9. OPERATOR'S LIEN

Operator is given a first and preferred lien on the interest of each party covered by this contract, and
in each party’s interest in oil and gas preduced and the proceeds thereof, and upon each party’s interest in ma-
terial and equipment, to secure the payment of all sums due from each suchv party to Operator.

In the event any party fails to pay any amount owing by it to Operator as its share of such costs and
expense or such advance estimate within the time limited for pa'ymcnt thereof, Operator, without prejudice to
other existing remedies, ‘is authorized, at its election, to collect from the purchaser or purchasers of oil or gas,
the proceeds aceruing to the wo\rking interest or interests in the Unit Area of the delinquent party up to the
amount owing by such party, 'and each purchaser of oil or gas is authorized to rely upon dperator's statement
as to the amount owing by such party. .

In the event of the neglect or failure of any non-operating party to promptly pay its proportionate part

of the cost and expense of development and operation when due, the other non-operating parties and Qperator,

within thirty (30) days-after the rendition of statements therefor by Operator, shall proportionately contribute

to the payment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled
to the same lien rights as are granted to Operator in this section. Upon the payment by such delinquent or
defaultmg party to _Operator of any amount or amounts on such delinquent mdebledness Or upon any recovery
on beha]{ of the non- operatmg parties under the lien conferred above, the amount or amounts so paid or re-
covered shall be dlstnputed and paid hy Operator to the other non-operating parties and Operator propor-

tionalely in accordance with the contributions theretofore made by them.

e . .18, TERM. OF %GREE\!ENT

This ngreement shnll remain in lull force and effect for as long as any of the oil and gas leases sub;ected
to this agreement remain-or are contxnued in force as to any part of the Unit Area, whether by production, ex-
tension, renewal or otherwise; provided, however, that in. the event th'e first well drilled hereunder results in
a dry hole and no other well is producmg oil or gas in paymg quantntxes from the Unit Area, then at the end
of nmety (90) days after abandonment of the first test well, this agreement shall terminate unless one or .
more of the parties are then engaged in drilling a well or wells pursuant to Section 12 hereof, or all parties
have agreed to drill an- additional well or wells under this agreement in which event this agreement shall con-
tinue in {orce until such well or wells shall have been drilled and completed If prnduction results there-
from’ this agreement shiall contmue in force thereatter as if said first test’ well had been productive in paying
quantities, but if productxon in paying quantities does not result therefrom this agreement shall terminate
at the end of ninety (90) days after abandonment of such well or wells. It is agreed, however, that the term-
ination of - thxs agreement shall not relieve any party hereto from any habxhty which has accrued or attz\ched

prior, to the date of such termlnation. .' L . '

11 LIMITATION ON EXPENDXTURES .
Without the consent of all partxeS' (a) No well shall be drmed on the Unit Area except any well ex-

A :‘:.

of thxs agreement it bemg understood that the consent to the drxllmg of a well sha] include consent to al
tankage (b) No well shall be reworked, plugged back or deepened except a well reworked vlugged back or
deepened pursuant to the provmons of Sectlon‘12 of this agreement it being understood that the consent to
the reworl-ung, p]uggmg back or deepening of a we]l shall mclude consent to all necessary expenditures in,
conductmg suchl operatxons and completmg and equippmg of. saxd well to produce, including necessary tank-
age; (c) Operator shall not undertake any sxngle pro;ect reasonably estimated to require an expenditure in-

excess of___fifteen thousand and no/100= Dollars ($_15,000.00 ) -

except in connection wlth a well the dri‘lhng, reworking, deepcnlng, or p!ugglng back of which has been pre- .

vlously nuthorized 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 nuture, Operator may take such steps and incur
.,uch expenses as in its opinion are required to deal with the emergency and to safeguard life and property,

but Operator shall as promptly as possnb]e, report the emergency to the other parties. Operator ;hall upon

‘request “furmsh cop'es of its. "Authonty for Expendltures"'for any single pro;ect costmg in - ex-

rell drmed pursuant to '.h provisions of Section 12

.

necessary expendxtures m the drxllmg, testmg, completmg. and equipping of “ the. W°11 including necessary <
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'12. OPERATIONS BY LESS THAN ALL PARTIES

If all the parties cannot mutually agree upon the drilling of any well on the Unit Area other than the
test well provided for in Section 7, or upon the reworking, deepening or plugging back of a dry hole drilled
at the joint expense'or all parties or a well jointly owned by all the parties and not then producing in paying
quantities on the Unit Area, any parly or parties wishing to drill, rework, deepen or plug back such a well
may give the other parties writien notice of the proposed operation, specifying the work to be performed,
the location, proposed depth, objective formation and the estimated cosi of the operation. The parties receiv-
ing such a notice shall have thirty (30) days (except as to reworking, x‘)lugging back or drilling deeper, where
a drilling rig is on IOéation“the period shall be limited to.forty-eight (48) hours exclusive of §aturday or Sun-
day) 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. Failure of a party receiving such a notice to so reply to

it within the period above fixed shall constitute an election by that party not to participate in the'cost of the
. proposed operation. )

If any party receiving such a notice elects not to participate in the proposéd operation (such party or
parties, being herecafter. referred to as “Non-Consenting Party"), then in order to be entitled to the benefits
of this section, the party or parties giving the notice and such other parties as shall elect to participale_in the -
operation (all such parties being hereafter referred to as the.“Consenting Parlies") shall, within thirty (30) .
days after the expiration of the notice period of thirty (30) days (or as promptly as possible after the expir-
ation of the 48-hour period where the drill.ing. rig is on location, as the case may be) actually commence work
on the proposed operation and complete it with due diligcnc;.-. .

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportions that their respécti&c interests as shown in Exhibit “A” bear to the total interests of all Consenting
Parties. 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 Parfies. . If
such an operation results in a dry holé, the Consenting Parties shall plug a;1d abandon the well at their sole
cost, risk and expense. If an)" well drilled, reworked, deepened or plugged back under the provisions of this
section ‘results in a producer of oil and/or gas in paying quantities, the Consentilng.Parlies shall complete and
equip the weli to produce at their solg cost and risk, ar;d the well shall then be turned over to Operator and
shall be operated by it at the expense and for the account of the Consenﬁﬁg«?arties. 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 section, each Non-Consenting Party shall be deemed to have relin-
quished to Consen\ing Parties, and ihe bohsenting Parties shall own aﬁd be entitled to receive, in proportion -
to their respective interésls, all of such Non-Consenting Party's interest in the well, its leasehold operating. g
rights, and share of ‘production therefrom until'the proceeds or market value thereof (after deducting pro-

. duction taxes, rovalty, overridin royalty and other.interests payvable out of or measured hy the nroduetion-- -
s Al A Pa)l R v -

ion

“from such well accruing with respect to such interest’ until it reverts) shall equal the total of the following:

{A) léb% ot> eac):n 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 1009% of cacix such Non-éonsenting Party's share of ‘the cost of
6perat-ion'of the well comrhencing 'with first production and continuing until each such.Non-Consenting S
Party's relinquished interest shall revert to it under other provisions of thisl section, it being agré;:d that
each Non-Consenting P:irty's share of such Eosts and equipmént will be that interest which would have
been chargeable to each Non-Consenting Party had it participated in the well from the beginning of

the operation; and

(B) 300% of n;at portion of the costs and expenses of drilling, reworking, 'dcepcning or plugginﬁ backl
testing and completing, after deducting any cash contributions received'under Section 25, and 3009
of that portion of the cost of newly acquired equipment in the well (to and including the wellhead

‘ Eo‘nnectioﬁs). which would havé t;een char‘g;:ablo to' such Non-Consenting Party if it had participated *~
therein,. : Co ' ST - N

RN '
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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 own'(-rship of al}
) such cquipment 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 equipment to the owners lhvuof

L ' . . with cach party receiving its proportionate part in kind or in value.

. o . , Within sixty (60) days after the completion of any operalion under this section, the party conducting
. ", S ; ll\.o aperations for the Consenting Parties shall furnish cach Non-Consenting Party with an inventory of
' the equipment in and connected to the well, and an itemized statement of the cost of dnlhing, decpening.
plugping back, testing, L'on';pl(-lin;:. and equipping the well for production: or, at its option, the operating
party, in licu of.an itemized statement of such costs of operation, may submi't a detailed statement of monthly
billings, Each month thercafter, during the time the Consenting Parties are bc'ing reimbursed as provided
above. the Conscnting Parties shall furnish the Non-Consenting Parties with an itemized statement of all
costs and Iinbililic;s‘ incurred in the operation of the well, together with a statement of the quantity of oil
and gas produced from it and the amount of proceeds realized from the «ale of the well's working interest
.p:oducﬁon during the preceding month, Any amount realized from the sale or other disposition of equip-
ment newly acquired in éonncction with any such operation which would have been owned by a Non-Con-
senting Party had it participated therein shall be credited apainst the total unreturned costs of the work done
and of the equipment purchased, in determining when the interest of such Non-Consenting Party shall revert

fo it as above provided: if there is a credit balance it shall be paid to such Non-Consenting Party.

If and wht;n the Consenting Parties recover from a Non-Consenting Party's relinquished interest the
amounts provided for above, (h.e relinquished interests of such Non-Consenting Party shall automatically
revert to it and from an§ after such reversion such Non-Consenting Party shall own the same interest in such
well, the operating rights and working interest therein, the material and equipment in or pertaining thereto,
and tfue ;;roduclion therefrom as .such Non-Consenting Party would have owned had it participated in the
drilling. reworking, deepening or plugging back of said well. Thereafter, such’ Non-Consenting Party shall n-
charged will;: and shal{ pay its proportionate part of t}\c further costs of the operation of said well in accord-

v ance with the terms of ‘this agreement and the accouhling procedure schedule, Exhibit “C*", attached hereto.
' 1

Noththslandmg the provxsnons of thls Sechon 12, 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 elsc-

,

|

WE

P
%;

where on the Unit Area is producing, unless such.well conforms to the then-existing well spacing pattern
- for such source of supply. -

"

"Z»

o

2=

,-well on the Unit Area, but shall apply to the reworking, deepening, or blu‘f;ginlg b; T initial test well
after it has been drilled to the depth specified in Scetion

" hole or non-commercial well, and to

. or thereafter shall prove to be. a dry -

ells drilled, reworked, decpened, or plugged back, or pro-
"+ - posed to be dril tked, ‘deepened, or plugged back, upon the Unit Area subsequent to the drilling of

13. RIGHT 1'0 TAKE PRODUCTION IN KIND
© Sudject Lo.the provisions of JArticle.XIXI of the Assignment and Lcreemnt. to which this Opern.Lng A&rce:um.-h_
‘i attached, each party shall take in kind or separate]y dispose of its proportionate share of all oil and gas pro-

duced {rom 1he Unit Area exclusxve of production” which may be used in development and producing oper-
. ations and in preparing and treatmg oil for markehng purposcs and production unavoidably lost. Each party
*shall pay or deliver, or cause to be pald or delivcred all royalties, overriding royalties, or other payments
duc on'its share of such produchon, and shnll hold the other parties free from any liability therefor. “ Any
‘e extra expenditure inwrred in the taking in kind or separate disposition by any party of its proportionat
share of the production’ shall be borne by such party.

. Each party shall execute all dlvnsion orders and conlracls of sale pertaining to its interest in prodm-
tlon from the Unit Area, and, sha]l e entmed to receive paymcnt direct from the purchaser or purchisers
&hereof for its shnre of all producﬂon. .
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In the event any party shall fail {o make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Unit Area, Operator shall have the
; : right, subject to revocation at will by the party owning it, but not the obligation, to purchase ‘such oil and

gas or sell it to others for the time being, at not less than the market price prevailing in the area, which *

vma e s e = v M —— s e I

shall in no event be less than the price which Operator receives for its portion of the oil and gas prcduced
- ' Lot from the Unit Area. 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
. ) ail oil and gas not previously delivered to 3 purchaser. Notwithstanding the foregoing, Operator shall not
' make a sale into in(grstate commerce of .any oiher party's share of gas produétion without first giving such
other party sixty (60) cfays notice of such intended sale.

14. ACCESS TO UNIT AREA

Each party shall have access to the Unit 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. development
or operation thereof, including Operator’s books and records relating thereto. Operator shall, upon request,
furnish each of the other Jparﬁes with copies of all 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 cullings laken from any well drilled on the Unit Area. .

\ v

15. DRILLING CONTRACTS

Al weﬁs drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates
prévai!ing in the area. Operator, if it so desires, may employ i1s.own tools and equipnient in the drilling
of wells, but its charges therefor shall not exceed “the prc\‘railing rates in the field, 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“aame terms and conditions as shall be customary and usual
in the field in contracts of in;!epehdem‘ contractors who are doing work of a similar-nature.

e 16. ABANDONMENT OF WELLS

No well, other than any well which has been drilled or reworked pursuant to Section 12 hereof for
which the Conse.nling Paﬁies have not been fully reimbursed as therein provided, which has been com-
pleted as a producer shall be plugged ;.md abandoned without the con;cnt of all parties; provided, however,
if all parties do not agree to the abandonment of any weﬂ,‘ those wishing to continue its operaiion shall tender
to each of the other parties its proportionate share of the value of the well's ‘salvable mater)ial and equip-

* ment, dete-mined in accordance with the provisxons of Exhlbil “C", less the estimated cost of salvaging and
the estimated cost of pluggmg and abandoning. Each abandomng party shall then assign to the non-
abandomng parties, wnhoul warranty, express or tmphed as to title or as to quantity, quality, or fitness for use
of the equipment and material all of its interest in the well and its equipment, together with its interest in

eac i)

a3 !\::
w"" KN "«,:
4 the leasehold estale as to, but- only as lo, the interval or intervals of the formation or [ormatnons then open
to production. The assxgnments so limited shall encompass the "drmmg unit’” upon which the well is located.
The payments by, and the assxgnmonts to, the nssngnces shall be in a raho based upon the relationship of
their respective percentages o{ partxcnpauon in the Umt Area to the aggrcgate of the percentages of partici-
pahon in the Umt Area ot all assignees. "There shall be no rcad)ustment of interest in the remmmng portion
of the Unit Arcn.

After the assignment, the assignors shall have-no furthér responsibility, liability, or interest in the
! operation of or production from the well in the interval or intervals then.open. Upon request of the assignees,
. i - - . . 3
e e } Operator shall continue to operate the assigned well' for the account of the non-abandoning parties at the

rates and charges contemplated by this agreement, plus any additionu} cost and charges which méy arise as

; IR PR the result of the separate ownership of the assigned well’

e . - —
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS

Each party shall pay all delay rentals and shut-in well payments which may be required under the
terms of its lease or leases and submit evidence of each payment to the other parties at least ten (10) days

prior to the payment date. The paying party shall be reimbursed by Operator for 100% of any such delay

"rental payment and 100% of any such shut-in well payment. The amount of such reimbursement shall be

charged by Operator to the joint account of the parties and treated in all respects the same as costs incurred
in the development and operar',ion of the Unit Area. Each party responsible for such payments shall diligently
attempt to make proper payment, but shall not be held liable to the other parties in damages for the loss of
any lease or interest therein ir; through mistake or oversight, any rental or shut-in well payment 1s not paid
or is erroneously paid. The loss of any lease or interest therein which results from a failure to pay or an er-

roneous payment of rental or shut-in well payment shall be a joint Joss and there shall be no readjustment of

_ interests in the remaining portion of the Unit Area. If an)" party secures a new lease covering the terminated

interest, such acquisiton shall be subject to the provisions of Section 23 of this agreement.

Operator. shall promptly notify each other party hercto of the date on which any gas well located on
the Unit Area'is shut in and the recason therefor. - '

18. PREFERENTIAL RIGHT TO PURCIASE

be réady, willing and able to purchase), the purchase price, and all other terma the offer. The other parties

shall then have an optional prior right, for a period of ten (10) day<s after receipt ‘of the notice, to purchase,
on the same terms .and conditions the interest Wthh ‘the pthef party proposes to sell; and, if this optional right
is éxercised, the purchasing partxes shall share_the purchased interest in the proportions that the interest of
each bears ta the total interest of all purhasing parties. However, there shall be no preferential rlght to pur-
chase in those.cases where pms~party wishes to mortgage its mterests. or to dispose of its interests by merger,

reorganization, copsefidation, or sale of all of its assets, or a sale or transfer of its interests to a subsidiary or
‘parent rrpany, or subsidiary of a parent company, or to any company in which any one party owns a ma- -

3 tuof th taal
JOFY-

- 19. SELECTION OF NEW OPERATOR

Should a sale be made by Operator of ‘its r'ights and interests, the other parties shall have the right

, within sixty (60) cays.aficr ‘.hc date of such sale, by majority vote in interest, to select a new Operator. If

a new Operator is not s0 selected the transferee-of the present Operator shall assume the duties of and act as
Operator. ‘In either case, the retiring Operator shall continue to, serve as Opnrator, and discharge its duties
in that capacity undcr this agreement, until its successor Operator is selected and begins to function, but the
present Operator: shall not be jobligatéd to con‘tinuéithe performance of its duties for moré than 120 days after
the sale of its rights and interests has been completed.

’

—8 —

“Joint Loss”
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20. MAINTENANCE OF UNIT OWNERSHIP

For the purpose of maintaining uniformivty of ownership in the oil and gas leasehold interests covered by
this contract,-and notwithstanding any other provisions to the contrary, no party chall sell, encumber, transfer
or make other disposition of-its interest in the leases embraced within the Unit Area and in wells, equipment
and production unless such disposition coyers cither:

(1) the entire interest of the 'party in all Jeases and equipment and production; or

(2) an equal undivided interest in all leases and equipment and production in the Unit 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 rights of the other parties.

If at any time the interest of any party is divided among and owned by four OT more CO-OWners, Opera-
tor may, at its discretion, require such co-owners to appoint a'single trustee or agent with full authority to re-
ceive 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 or such party's interests within
the scope oi-the operatnons ‘embraced in this contract; however, all such co-owners shall enter into and execute

“all, contracts or agreements for the disposition of their respective shares of the oil and gas produced from the

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

_21. RESIGNATION OF OPERATOR

Operator may resign from .its duties and obligations as Operator at any time upon written notice of not
less than mncty (90) days given to all other parties, In this case, all parhes to this contract shall select by
majority. vote in interest, not in numbers, a new Operator who shall assume the responsibilities and duties, and
have the rights, prescnbed for Operator by this agreement. The retiring Operator shall deliver to its successor

all records and information necessary to the discharge by the new Operator of its duties and obligations.

, L2z, LlABlLlTY OF PARTIES

The liability of lhe parties shall be several, not joint or collective Each party shall be responsible

only for its obhgahons and shall be liable only for its proportxonale share of the costs of developmg and
operatmg the' Unit Area. Accordmg\v the lien granted by each party to Operator in Section § is given to se:
cure only the debts of each severally. It is not’ the intention of the parhes to create, nor shall this agreement

be construed as creating, a mining or other partnership or association, or to render them liable as partners.

v © . - 23, RENEWAL OR EXTENSION OF LEASES
It any party secures a renewal of any oxl ‘and gas lease subJect to this contract. each and all nf the other“
parties shall be notxhed promptly. and chall have the right to partlclpate in the ownershlp of the renewal lease )
by paymg to the party who acquxred it thcxr "cvcral proper propomonate shares of the acquisition cost, which
shall be in proportron to the mterests held at that tlme by the parties i in the Unit Area.

If ‘rome, but less than all of the partxcs‘ elect to parncxpate 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 relatxonshlp of their respec-
tive percentage of part:cxpahon in the unit area to the aggregate of the percentages of participation in the unit
area of all parties participating in the purchase of~ such renewal lease. Any renewal lease in which less than

all the par(ies elect to participate shall not be subject to this agrécment.

-Each party who’ partxcxpates m the purchase of a renewal lease shall be given an assignment of 1ts pro-

"por‘honate mterest therein by the acqumng party
Thc provxsxons of this section shall apply to renewal leases whclher they are for the cntxrc interest
covered by (hc expiring \ease or cover only a poruon of its arca or an interest therein. Any renewal lease
taken beforc the cxpxratxon of its prederessor lease, or taken or contracted for within six (6) months after
the expirahon of the existing lease shall be subject to this provision' but any lease taken or contracted for
more than srx (6) months after the expxratlon of an exlshng ]ease shall n5t be deemed a renewal lease and -
Ashall not be sub:ect to thc provmons of thxs scctlon

The provisions in this scetion k‘ all apply also and in like manner to extensions of oil and g
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24. SURRENDER OF LEASES

" The leases covered by this agreement, in so far as they embrace acreage in the Unit Area, shall not be

surrendered in whole or in part unless all parties consent.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties not agree or consent, 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 desiring to
surrender it. Upeon such assignment, the assigning party shall be relieved from all obligations thereafter ac-

cruing, but not theretofore accrued, with respect to the acreage assigned and the operation of any well there-

- on, and the assigning party shall have no further interest in the'leas'e assigned and its equipment and production.

The parties assignee shall pay to the party assignor the reasonable salvage value of the latter's interest in any
wells and equipment on the eksiéned acreage, 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 is in
favor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions
that the interest of each bears to the in(erest of all parties assignee. .

Any assignment or surrender made under this provision shall not reduce or change the assignors’ or sur-
rendering parties’ interest, as it was immediately before the assignment, in the balance of the Unil Area; and

the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter be subject to the .

* terms and provisions of this agreement.

25. ACREAGE OR CASH CONTRIBUTIONS

If any party receives while_this agreement' is in force a contribution of cash toward the drilling of a
well or any other operation on the Unit Area, such contribution shall be paid to the party'who conducted the,
drilling or other operation and shall be applied by it against the cost of such drilling or other operation. If
the contribution be in the form of acreage, the party to whom the contribution is made shall promptly execute
an assignment of the acreage, without warranty of title, to all parties to this agreement in proportion to theirl
interests in the Unit Area at that time, and such acreage shall become a part of the Unit Area and be governed
by all the-provisions of this contract. Each party shall promptly notify all other parties of all acreage or
money contnbuhons it may obtain in support of any we)l or any other operation on the Unit Area.

26 PROVISION CONCERNING TAXATION

Each'of the parties hereto elects under the authorxty of Section 761(a) of the Internal Revenue Code of
1954, to be excluded from the apphcatron of all of the provisions of Subchapter K of Chapter 1 of Subtitle A of -
the Interna! Revenue Code of 1954, - If the income tax laws o' the state or states in which the p'ropert:} covered

hereby is located contam or may hereaffer eontam, provisions similar to those confained in the Subchapter of

the Interhal Revenue Code of 1954 above referred to under vhich a similar election ls permitted, each of the .

part:es agrees that such e]echon shall be exercxsed Each party authorizes and directs the Operator to execute
such an election or electrons on its behalf and to me the election with the proper governmental ‘office or

agency It requested by the Operator so o do eaeh party agrees to execute and )om in such an election.

Operator shall render for ad valorem taxatxon all property subject to this agreement whrch by law

: should be rendered for. such taxes, and 1t shall pay all such taxes lawfully assessed thereon.

Operator shall bill’ all other partres for their proportmnate share of all tax payments in the manner )
provided m Exhibit “C”

it any tax as«'essment is considered unreasonnble by Operator it may at its discretion protest such valua-
tion within the time and manner prescrrbed by law, and prosecute the protest to a final determination, unless

all parhes agree to abandon the protest prxor to final determination. When any such protested valuation shall

+ have been t‘mally determmed Operator shall pay the assessment for the joint account, together with interest and

penalty accrued, and the fotal cost shall then be as=e<<ed against the partres, and be paid by them, as provided
in Exhibit “C",
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27. INSURANCE

At all times while operations are conducted hereunder, Operator shall coinpiy with the Workmen's
Compensation _Law: of the Staie where the operations are being conducted. Operator shall also carry or pro-
vide insurance for the benefit of the joint account of the parties as may'be outlined in Exhibit “D" attached
to and made a part hereof. Operator shall require all contractors engaged in work on or for the Unit 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 eventrAutomobi]e Public Liability Insurance is specified in said Exhibit'*D”, or subsequently re-
ceives the approval of the parties, no direct charge ghall be made by Operator for premiums paid for such in-

surance for operator’s fully owned automotive equipment.

28. CLAIMS AND LAWSUITS

If any party to this contract is sued on an aiieged‘cause of action arising out of operations on the Unit

Area, or on an alleged cause of action involving title to any lease or oil and gas interest subjected to this con-

tract, it shall give prompt written notice of the suit to the Operator and a]i other parties.

*  The defense of l‘awsuits shall be undgr the general direction of a committee of lawyers representing the
parties, with Operator’s attorney as Chaiirman. Suits may be settled during litigation o;ﬂy with the joint con-
sent of al! parties. No ;:harge shall be made for services performed by the staff attorneys “for any of the
parties, but otherwise all expenses incurred in the defense of suits, together with the amount paid to discharge
any final judgment, shall be considered costs of operation and shall be charged to and paid by all parties in -

+ proportion to their then interests'in the Unit Area. Attorneys, other.than staff attorneys for the parties, shall
be empioyea in Jawsuits involving Unit Area operations only with the consent of all parties; if outside counsel

is employed, their fees and expenses shall be considefed Unit Area expense and shall be paid by Operator and

“ charged to all of the parties in proportion to their then interests in the Unit Area. The provisions of this

paragraph shall not'be applied in any insfance where the loss which may result from 'the suit is treated as an
individual Issé ratiier’tiian a joint loss under prior provisions of this agreement, and all such suits shall be
handled by and be the sole responsibihty of the party or parties concerned.

Damage claims caused by ‘and arising out of operations on the Unit Area, conducted for the Jomt ac-
count of all parhes shall be handled by Operator and its attorneys, the sett]ement of claims of this kind shall
be within the discretion of Operator so Jong as the amount paid in settlement ot any one claim does not e\(cecd
one thousand (51000 00) dollars and. if settled, the sums paid in settlement shall be charged as expense to

and be paxd by all parties in proportion to their then interests in the Unit Area.

29. FORCE MAJEURE

it an‘y party is rendered unable, wholly or in part, by force majéure to carry out its oliiigations under
this agreement, other’ ihaix the obligation to make money payments, that party shall give to all other parties
prompt written notice of the force majeure with reasonably full pérticuiars concerning it; thereupon, ‘the
;obiigéiion's of the party giving the notice; so far as they are affected by 't}ie force majeure, shall be suspended
‘during, but no Ionger than the contmuance of thc force majeure. The affected party shall use all possible
dxhgence to remove the force mzajeure as quickiy as possible. '

The requu‘emer\t that any force majeure shall be remedied with all reasonable dispatch shall not require

the settiement of stnkes, lockouts,  or other labor dxmculty 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.

Thg term “force majeure” as here employed shall mean an act of God, strike, lockout, or other industrial )
‘disturbnnce; z;ct of the public enemy, war, biéckade public riot, lightning, fire, storm, flood, explosion, gov-
ernmental restraint, unavailability of equipmcnt and any other cause, whether of the kind specifically enum-
erated above or otherwnse. which 1s not reasonably thhm the control of the party claiming suspension.

30. NOTICES

+, :All notices authorized ‘or required between the parties, and required by any of the provisions of- .this
greement shall, unless oiherw:se specmcaiiy provided, be given m.,wntmg by United States mail or Western

Umon Telegram. postape or chnrges prepaid, and addressed to the party to whom the notice is given at the

P
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‘any proceeds due the owner of such production.
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The originating notice to be given under any provision hereof shall be deemed

given only when received‘by the p'arty to whom such ndtice is directed and the time for such party to give any

addresses listed on Exhibit “A”.

notice in response thereto shall run from the date the originating notice is received. The second or any re-
sponsive notice chall be deemed given when deposited in the United States mail or with the Western Union
Telegraph Company, with postage or charges prepaid. Each party shall have the right to change its address

at any time, and from time to hme by giving written notic? thereof to all other parties.

31. OTHER CONDITIONS,‘ IF ANY, ARE:

31-A. TAXEu ON PRODUCI‘ION

| ‘At and durmg sud\ tme or times as Non-Operator is exercising the rlght to take
in kind or separately dispose of its proportionate part of the production as set forth
:'gn Section l3lh'ereof, Non-Operator shail pay or arrange for the payment of all pro~
duction, severance, gathering, sales or similar taxes imposed upon such part.

v At,and _during such time:or.times as Operator or any other party is purchasing

'-or selling another Non—Operator s proportmnate part of production, as set forth in
. said’ Sectmn 13 Operator or the party or parties receiving or selling said production,
' shall pay or arrange for the payment of all production, severance,'gathering, sales or

- similar taxes imposed upon sudm‘party and shall deduct the amount of tax so paid-from

31-B. BURDH\JSCREATEDSUBSEDUFNI"IO THIS AGREEMENT

Notw:.thstandmg anythmg herem to the contrary, if any workmg 1nterest owner

shall subsequent to the executmn of thls agreement, create an overrldmg royalty,

productlon payment, net proceeds mterest, carrzed interest, or any other interest out

of its working interest (hereinafter called subsequently created mterest"), such sub-

'sequently created mterest shall be specxfxcally made subJect to all the. terms ‘and pro—

VlsiOnS of thls agreement. If the worklng interest owmer frcm which such subsequently

,icreated lnterest is created (a)- falls to pay when due its share of costs ‘and exvenses

chargeable hereunder, and its share of pmductlon accrumg hereunder is 1nsuff1c1ent

B

'to ‘cover 'such costs and expenses, or (b) elects to go nonconsent under Section 12, or

(c) elects to abandon a well under Section 16 hereof ’ elects to surrender a lease under .

-

'Sectlon 24" hereof, or’ othervuse wxmdraws fmm thls agreement, the subsequently created

mterest shall be chargeable w1th a pro—rata portlon of all costs and expenses hereunder. ,

in the same manner as if such subsequently created- interest were a workmg 1nterest, ,
and operator shall have the r1ght to enforce agamst such subsequently created interest
the lien and all other rights granted in Section 9 hereof for the purpose of collecting

costs and expenses chargeable ‘to thel su‘bsequently created interest. ™
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31-C. FAIR mpwnmr PRACTICES

In connectlon with the perfoma.nce of work under this Operatmg Agrcement,

QJerator agree.; to comply i’ully with all provisions of Exccut:we Order 112[;6 of

September 24; 1965. A copy. of the Equal Employment Opportunlty Provision as set

out in said order is. attached hereto as, Exhibit "E",

31-D. C(MPLIANCE WITH ALL LAUS, RULES AND REGULATIONS -

Operator : agree., to comply fully with all appllcable laws, rules and regulations

perta:m:.ng to operations conducted pu_ suant to this agreement., ‘

31-E. DISPOSITION OF PRODUCTION

[

'Ihe rlght t.o ta.ke p*'oductlon in kmd as set out in Sectlon 13 is subject

to the pr1or call on product:.on retamed by P}uJ_llp.,

[N

Petrolenm Company under

.ﬂ.rticle XII 01. the Aqsn.gnment and Agreement to wh:.ch this Operatmg Agreenent is
att.ached. e S i :




1]

This ngfeement may be signed in ct;unterpart, and shall be binding upon the parties and upon their heirs,
successors, representatives and assigns.
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.EXHIBIT "AY

ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT GATED
. THE 26TH DAY OF JUNE, 1978, BY AND BETWEEN HNG OIL COMPANY
AS OFERATOR AND PHILLIPS PETROLEWM CGMPANY AS NON-OFERATOR

AREA‘AND DEPTHS SUBJECT TO THIS OPERATING AGREEMENT

The area covered by this Operating Agreement shall be
the area reassigned to'Phillips pursuant to the pro-
visions of Article XVITI-H of the Assignment and Agree-
"ment to which this Operating Agreement is attached as
-~ an agreement. This Operating Agreement shall cover the
"' “depths: conveyed by such reassignments. -The interests : -
" "of the parties .shall be those reassigned to Phillips :
and are owned by Phillips; all other interest is owned

P . - . Lo A

HNG OIL COMPANY: (Oporator) . . . . .7

. T PJ*0. BOX'2267 - .. . AP - B
~ MIDLAND, TEXAS 797027, . R

PHILLIPS FETROLEUM COMPANY ..
- 4001 PENBROOK .. - L o
(“ODESSAy TEXAS 79762i,,. .. . .o

it
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. the primery term, the time thereof shall be added to such term.
)

PRODUCERS #8 REV.-TEX. A (264} EXHIBIT "B"

ATTACHED ‘IO AND MADE-A PAKRT OF OPERATING
AGREEMENT DATED THE 26TH DAY OF JUNE, 1978,
BY AND BETWEEN HNG OIL COMPANY AS OPERATOR AND

PHILLIPS PETROLEUM COMPANY AS NON-OPERATOR.

1. Lassor, {n conslderstion of _ e e Dollere (§ )
{c hand pald, receipt of which is bere ukno-ltd.-d and of the royaltiee bereln provided and of ths agreementa of the sre bereln contained, henhy granws, lrasen
and Jets exclusively onto lesses for the purpoes of {nveatigating, exploring, prospectny, dérilliog, mining and opornln. for snd producing ofl, gas, and all
othst minerals, injecting gas, watern, other flulds, asd sir inw sobeurface strata, laying plpe lines, storing ofl, bullding tanks, power sistions, uhpben- line:,
and otber atructures and hings therson to produce, aave, take care of, treat, process, sture and transport sald minerals and other products manufactured there-

trom. snd houslng and ctherwise cariog for 1ta employess, the following dmeribed 1land In

County, Texna, to-wit:

EHIBIT "B

totwithstaniing the reference to "0il" and 'other minerals™
this Jease shall cover gas and all associated liquid
hydrocarbons only.

Pry R 2y wa-n‘.-‘; vr.-‘-.,‘ EAT .‘_\;‘ e

G AT m.,-. %unﬂ
ubject to the otber pm'hlonu

W Year
3 h “abs |n "o force for u term ol%!mm this date (called “primary term™),
and as long theresfier a0 oll s or other miners! lu nrvdu«-d from nld land or land with which sald land {3 (. alc
s

. Tir royaliles Lo Le paid bs leesre are. (33 on ol and oo other Uquid bydrocartons saved at the well, onreuhth of that produced and saved from
sald land, same to be dellvered at the wells or to the credit of lessor in the plpe line to which the wells may be connecled, lrisor’s Interest in either case aball
bear 1ta proportion of sny espenses for trveting ofl 1o toake it marhetable aa erude: (b) on gas, Including casingbead gas and all gescuus substances, produced
from sald land asé s0ld or sed Cf the Jrvmlaes or In the menulacture of ruollno or other produet therefrom, the market value at the mouth of the well of
oneelgith of the gas e0 wid or waed. provided thal on gas wold at the wells the ruyaity ehall be oneelghth of e amount reallsed from such asle; ic) oo
all other minersls mion! and mazies ora-alglid, eltder [ kInd or value at the well or mine, sl irssee’s election, eicept that on aulphur the royalty
shall be One Dollar ($1.00) per Jong Wwn: and {d) at soy time. elther befare or after the etpiration of the primary term of this jease, if there fa & gas well or wells
o0 U sbuse land (end (or e Duriowm of this clsuse (d) the term “gar well” sball include wells capable of gmﬂuelnl naturs! gas, condensate, distlllate or any
gaweous rubalance and wolls claruified as gas wells by any governmental suthority) snd such well o7 wells are shot In b fgrg_n_!.' r)roduetlnn therefrom, Jmser or

any awighew hermuwier may pay or nder an mlmﬂly tqlul o the amount of K U ’r"‘“‘---rﬂ"".-'-u‘u or in th r
der this lrass by the perty mabing wuch peyment or | peymenl of tender e cunvidered under aft pru\umn- of this lease that gas 18
prothuced (rom the prempen 1n paying quentities lor nno m year from the date such pavmml or tendar 1n made, and in hhe manner sulrequent snnuel
n;"ly plyfn-ﬂlﬁ ey b' made ot londered and H will bw dored uniler all pi of this lease thal gan wu 1eing precduceml from the leased x
guantition ‘:‘vz" J perwd So¢ whut wxh roysity 1 peil or Lanidered; wrh n{nky may ta paicd o1 tendered EI T VIV AR VTN VT TR T Voo g 13
peyroent or drley nnuh and when there 1o 8 shut-in gas well or wells on the leared premiaes if this lesae w nol continued 10 lorre under sotne olther pro-
visioh thereol, 1t ahsll Arvenihelme tontnue ) force for 8 penod of runety (M) days frum the last date on which & gas well located on the leased premuoes 1 shut sn,
or for mety 190) days Ion»-w e dale 10 which this leew B'continued 1n force by some other provinion thersol. as the case may be, within which ninety day period
of 2y aamign mey otmlh-pcymnluundﬂrn meydlyuh-nm provided
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PR )
bereby groated lb' right to pool or onftice this lense, the land coversd by It or any part therrof with any other land. lesse, leases, mineral num
o um thervs? (ov the prodoction of cil, ges. or any otber minersls. Usnits pooled for of]l hereunder shall not exceed forty (40) acres plus a tolersnce of ten
st (109%) rrenf, and ualts pocled for gus bervunder eball not waceed 2ix bundred forty (840) ncres plus a tolerance of ten Der cent (10%) thereof, provided thn
H apy Federnl or Slsts law, Execvlive order. role or regulstion shall rr-tﬂh » opazing pattern for tha development of the firld or aliccata & producing sllowabls on
scresge per well, then nay soch units ;ay embrece o mocd additional acrvage as may be 30 prewcribed or as mey be used In such allocation or allowable. Lesase
aball fle writm cait designstions in de county In wbich the premisew are located. Buch uniis mey be deaignated elther before or after the completion of wells,
Drilling operatioss aod prodaoction on soy part of the pooled acrvarye shall be treated as {f such drilling operations were upan or sueh production was from the Jand
dencrided [n this lrese MM e well or welle bw Jacated on the land covered by this lease or nol The entire acreage pooled into » unit sball be treated for all
purposes, €3cepl he on 4 from (be pooled onlt. as 1€ 1t wern Included in this lease. In lirs of the royaliles bereln provided, lessor shall
rwceive oo wu!tx!len from a cﬂh oo pooked only sach portion of the rosalty stipnlated herein as the amount of bls acreage placed In the unit or hls royalty interest
therein oo an ecrvage basia drars 10 the total scrvage 8o pooked In the particular wnit involved, -
§. 11, prior o dutv-'n of oll, gss, or otber minesals on sald lend or Iand pooled therswith lesses should drill and abandon & dry bole or Boles thereon, or H.
i production tdereof ahould cesse lrom any csuse. this lease sbell not terminste If lasare commencas nwor\ln

S - PR ! . It & dry hole ll mmplelcd und abandoned time dunn
C - 2 51imary, U and prior to Giscovery of oil, wws. OF Aher minars) on said tand or land pooled therewith, no Mownunn- ® necer
..r, in order 10 Reep the lesee In force duylnh. the remainder of the primary term. If, at the expiration of the primary term, oil, gas, or other mineral is not being

produced on sald land or land pooled therewith but lreses is than engaged In operations for drilling, mining, or reworking of any well or tine thereon, this lease
shall remain In force so long 89 drilllag, mining. or reworking owmmm ety prosecuted (whether on the same or diTerent wellt) with no ceesstion of more thas
eirty (€0) consecutive days, snd f they reault In profurtion, o long thereafiar as 0ll, ¥as, or viher minersl Is produced from said land or fand toaied therewith, in

wvent » well or wells producing ofl or xas In peying qusntities should be brouaht in on adjecent Ixnd and within three hundred 1hirty (330) feet of and drain.
- Ing the lessed pretolaps, leverw srews to drill soch offeet wells se & tessonably prodent operator wonld drill under the aume of similar circumstances,

T, Lasses shal) have frve use of ofl, yrus. and water from sald land, wxeemt v-m {from lesso?s wells and tanks, for all opersifons hmnd". In:lndh\:
roring. Dreescre msintmsnce. eycling, and sacondary recovery operations. and the royalty shall be computed after deducting any so L
the right at any time doring or sfier the udnlloﬂ of this lense to remove nll propertr snd Axtures placed by Jessee on said hnd. Includln' !.ht rubt eo

» 1H n
an :"a‘n-"m:':n: ola‘dM' p-m Seveonder may be ssslgned In whole or In part an u- roviaions hereof ahsll axtend to the hetre
socomears, and bt mo shange or dlvhlon fo ownerhip of the land, o roy
u:- ob"nllom or dlmlnhh un rln 10 o{ bevser. Mo such change or divlsion in the ownership of the land
purpose until person  acgoirin Intervet has fo. Jessre with the lmlmmml or_[natru

axeculors. mAmMinis
however -ecomnlhhrd shall operats to enlarge
©pon }m for any
» n 2

mssignment o n D
ations hereunder, snd, I k\m or suignee ef blﬂ cr pnm heno{ B O SN T LI

X PR 5% RS
fsil to comply with an provision of the jease, such default shol} not afect lhl- ense ln a0 hr [

covers s part of nld Isnanpon bessee or any assignee thereof ahall b - - . —— ——— T — - - — " -
1t eov 9. l:u be liable ler dvhn or d'hu{ In ita performance of any axreement or covenant hereunder dus to force majeure. The term “force majeurs™

as employed honln l" mnn any act of God Including but not limited to storms, washouts, landsl!des, and lightning ; acta of the public enemy; wars, block
ades, insurrections of riots: strikes or lockouta: epldemies or guarantine regulati orders or requeata of federal, atate, munliclpal or other governmenta
,or governmental officers or sgents under color of aothorlty ; freight embargoes or stion or unavailability or delays in delivery of any product, labor.
‘service, or material, If lessee Is required, ordered or directed by any federal, etate or municipsl ) executive order. rule, regulation or request enacted or promule
gated under color of acthority to cesse drilling operations, reworking operations or producing operstions on the Jand rovered by this lease or it lraser by foree
majeure ls prevented from condueting drllllnr operations, reworking operations or producing opcrations, then untll such time o8 sireh law, order, rule, reyulation,
vequest or force majeure s terminsted and for a perlod of ninely (00) daye lu-r such termination each and every provison of this lease that might operate to
terminate it or the estale conveyed by It shall be svspended und Incperntl d this lrase shall continue In full force. If any period of suspenslon oceurs during

ot herthy warranis snd agrees to defend the ﬂtlc 0 uM l , and sgrers that lessee, at (s apntian, may dlscharpe any tax, mortgage, or
other « 1. opon sald land, and in the event lmees does 80, ft ahall be ted to such llen with the right to enforce same and apply royaities
eecruing bereunder loward astisfving same. Without m\pnlmmt of ln-n- vl.hu under the -unnty |n lhv event of fallure of mln. It la agreed that, tf
lamsor owns en Interest in aald 1and lees than the entire fee simple estate, then the rovalties r-ld lessor shall he reduced proportionstely;
sbould any one or more of the parties named above aa lessors fall to executs this Tesse, it shall nevcrlhrlnl h- binding upon the party or parties executing

l“ Loasee, [ta/bis suceensnrs and assigns, ahall have the rigbt at any time to surrender this lnu. o 'bcll or In part, to lessor or hls helrs and sssigns by
dcll"ﬂnr or mailing & relesse thereo! to the l:uor. or by placing a release thereof of record {n the goyn hk dald situet~4; thereupon leasse -bn]l be
1eved lmm all cbl!ll\lnn- n m-«l or imolied this » rm'h\ L) 0 the neresge o0 surrendered, r"uh"w.* Laigial 14 e D R e
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IN WITNESS WHEEEO? we sign the day and year first above written,
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»TBESTATAEOF'I;ExAS B } o : .
“. BEFORE ME. the underaxgned nuthority, 8 Notary Public in and for.

'»‘"“‘ SN

B Lt.hlt they exccuud the same for. tbe purpoul “and comldent(on thereln expreued and the said

_ retract it .

S

COUNTY OF

THE STATE OF TEXAS 0
f

BEFORE ME, the undemgned authority, a Notary Publicin and for County, Texas, on this

day personally SPDEﬂNd . sts crreeniorse senennes oy KIOWN t0 me to be the percon whose name is
subscribed to the foregoing mntmment, and acknowledged to me that ..
therein expresued i .

.. he executed the same for the purposes and consideration

, A. D. 18.

Given under my hand and seal of office this.......- day of

Notary Pnh"r' (‘xmnty. Texas.

" THE STATE OF TE'X.AB }
COUNTY OF.

BEFORE ME, the undersigned authority, a Notary Public in and for

Ccunty, Texas, on thia

* day penonally appeared. and
his wife, both known to me to be the persons whose names are subscribed to the foregoing instrument, and acknowledged to me

v.ha‘ they executed the same for the pnrpoues and consideration therein expressed; and the said

wife of the said
lumng been examined by me pnvﬂy n.nd apart from her husband, and having the same fully explained to her, she, the said

acimowledged such instrument to be her act and deed, and de-
‘elared t]{mt ahe had willmg]y mgned the same for the parposes and eousidemion therein expressed, nud that she did not wish to
‘retract it. |

JA.D. 19

Given under my hand and seal of office this day of

Coun't,v. Ten.‘.

ST " Notary Public
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COUNTY OF.

County, Tens,A on this

“d rsonally, a: enr'd i an
h:z wx:;c, both {nogz\ to me to be the persons whose names are subscnbed to the !oregomg instrument, and acknowledged to me

DRI " ‘wife of the mald..... :
hnvlng been enmlned by me prlvlly lnd apart from her husband, and hiv'h ng the same fully explained to her, |he. the maid

acknowledged such {nstrument to be her act and deed, and de. .
clared that she had w:llmgly signed the same for the purposes and consideration therein expressed, nnd that she did not wish '.o

day of.... . : A D19

‘Given under ’my hand and seal of office this

2 o : ‘. .- -

S ‘ . Notary Public,....
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_day'..of...JuneA,.,r197.8_.*by~._aod.‘.b.etween NG, Cil. _Company.. as_..Ope. -
tor._and Phillips_Petroleum (
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ACCOUNTING PROCEDURE
JOINT OPERATIONS

c . I. GENERAL PROVISIONS
R 1. Definitions

n L o “Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting
. Y Procedure is attached.

A N *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 10 be shared by the Parties,

“Operator shall mean the party designated to conduct the Joint Opcratvons
“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 funetion 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 spccmc 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 thé 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 =~ - : - s

Operator shall bill Non- Operators on or before the last day of each month for their proporhonnte 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-
J arately identified and-fully descnbed in detail.

3. Advances and Payments by Non-Operators .

.Unless otherwise provided for in the agreement, the _Operator may "eqilire the Non- Operators to advance their
share of estimated cash outlay for the succeeding month's. operatxon. Operator shall adjust each monthly billing
to reflect advances received from the Non-<QOperators. R -

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt. If payment is not..
N 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 attorneys fees, court costs, and other costs in connechon with
i the collectxon of’ unpald amounts. , . . .
@.L’;g“:"f“ 1.4 Ad]ustments .o T - N ‘ . ' . - © .
Atchgiied

Payment of 'any such bills shall not pre;udxce the rlght of any Non Operator to* protest or questnon 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 sald twenty-four (24) month perijod a Non-Operator takes
written exception theretorand makes claim on Operator for adjustment. No adjustment favorable to Operator shall
. be made uniess 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 nohce in wntmg 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 wrrtten exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section 1. Where theré are two or more Non-Operators, the Non-Operators shall make-every reasonable effort to-
- couduct jolm or. simultancous audits in a manner which will result in a minimum of inconvenience to the Opera-
ST tor. Operator shall bear no portion of the Non-Operators audit cost mcurred under this paragrnph unless agreed
Vo 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-
L tions of this Accounting Procedure and if .the agreament to which this Accounting Procedure is attached contains’
'_ | no contrary provxsxons in regard thereto, Operator shall notify all Non- Oper-no-f of the Operator’s proposal, and -
KIER ’ " the agreement or ‘approval of a majority in"interest ot the Non-Operators st i v controthng on ali Non-Opera-
tors. - i
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. : : II. DIRECT CHARGES 2
g Operator shall charge the Joint Account with the following items: §
1. Rentals and Royalties . . : ’g
: Lease rentals and royalties paid by Operator for the Joint Operations. ‘;
i 2. Labor
) A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct ;!;
i of Joint Operations. . ,

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

A

fromgs

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are

G T

¥

excluded from the Overhead rates. ) &t

i B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to ,,I
) employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section o

1I. Such costs under this Paragraph 2B may be charged on a “when and as paid basis" or by “percentage as- : ’LA‘

sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Scction 11 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 H. ‘

Tt D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under ’}»

C . Paragraph 2A of this Section IL’ ’ 2

- hd . ): A

e e T, T 3. Employee Benefits o

‘ e ;-,i,- "'}‘; " Operator’s current costs of cstablished plans for employees' group life insurance, hospitalization, pension, re- :,"

] R ) tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor =

g ‘-F'.:‘ T L cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section Il shall be Operator's actual jur.
o coorEl cost not to exceed twenty per cent (205). . ’

- N ;," "‘1 . R
C e LR T

4. Materinl

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 cfficient and economical sperations, The accumulation of sur-
plus stocks shall be avoided. . .

& amea

5. Transportation

Transportation of employees and Material n‘ecessary 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 {or 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 app]'ication of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges.

6. Services
_‘The cost of contract services, equipment ‘and utilities provided by outside sources, except services excluded by
Faragraph 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 maintenance, repairs, other
operating expense, insuranze, taxes, depreciation, and interest on investment not to.c.xcegd eight. per cent (89%)
per annum. Such rates shall.not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

S . B. In :xieu of charges in ‘Paragraph 7A 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. .

B

8. Damages and Losses to Joint Property

e ‘ e All.costs or expenses necessary. for the repair or replacement of Joint Property made necessary because of dam-
L ’ T * ages or losses incurred by fire, flood, storm, theft, accident, or other cause, exccpt. those rqsultmg from Operator's '

Lo ‘ gross negligence or willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses
- " sncurred as soon as.practicable after a report thercof has been received by Operator. !
J

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 o
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parnoz«x All other legal
expense is considered to be covered by the overhead provisions of Section IIT unless otherwiv «¢d to by the
Parties, except as provided in Scetion I, Paragraph 3. .

—_
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CoL T M) Drxllmg Well Rate - - ,." "

10. Taxes

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

11. Insurance
"Net premiums paid for, insurance requjred 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 Operators
cost not to exceed manual rates. .

12. Other Expendntures

Any other expendnture 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,

1II. 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 6n either:
- ( X ).Fixed’ Rate Basis, Paragraph 1A, or
Lo ’ -{‘f; (-9 Percentage Basis, Paragraph 1B. ) )
7 Unless .otherw:se 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,mcluded 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

R . services -and contract services of technical personnel directly employed on the Jomt Property shall ( ) shall

not (X ) be covered by the Overhead rates.

A Overhead Fixed Rate. Basxs

oy

(1) Operator ‘shall charge the Joint Account at the followmg rates per well per month A . T
Drxllmg Well' Rate $ 2578, - . .
Producmg Well Rate 3_318’

(2) Apphcatnon o{ Overhead Fixed Rate Basxs shall be as tollows s

4, -

- 1] Charges for onshore” dr:llmg 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 dr:llmg operatxons for ilfteen (15) or more consecutxve days

[31 Charges for wells undergomg any type of workover or recompletxon for a period of five (5) con-
- " “secutive days or more shall be made at the drxllmg well rate. Such charges shall be applied for
. " the perxod‘ from’ date workover operations, with rig,"commence through date of rig release, except
e Lo that no c..arge s‘lall bc made dunng suspen.»xon of opcratxor° for fifteen (15) or more consecu-ve
: c. . - days. . ' e B P '
"(b) Producmg Well Rates + H"}. Tl
[1] An active well either produced or mJected into for any portxon of the month shall be considered

N . - " as a one-well charge for the entire month, .
[2] Each active complehon in.a multi-completed ‘well in _which production is not commingléd- down

i . . hole shall-be.considered ‘as:a one-well charge provxdmg each completion is considered a separate
D S - well by the governing regulatory authority.

[3] Af inactive gas well chut in because of overproduction or failure of purchaser to take the produc-
R " tion shall be considered as a one-well charge provndmg the gas well is directly connected to a per-
L, fmanent sales outlet. ;... - . AR \ .

V“x S “[4] ‘A one- well ¢harge may be- made for the month in whxch pluggmg and abandonment operations
© . are completed on uny well, R .

(5] All other inactive wells (including but not llmlted to inactive wells covered by unit allowable,
T+« . "lease allowable, transferred allowable. ete.) shall not quallty for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year followmg the cffective date of the
agreement to which this Accountmg Procedure is attached. The adJustment shall be computed by multi-
plying the.rate currently in use by. the percentage increase or decrease in the averare weekly earnings of

o * - . Crude Petroleum and .Gas Production ' Workers for the last calendar year compared to the calendar year
* preceding as‘show/n 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 Lebor Statistics, or th
equivalent Canadian index as puhhc‘ ~d by Statistics Canada, as applicable The adjusted rates shal! -

the rates’ currently in use, plus.or minus the computed adjustment. .
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the fo)lowmg rates:
(a) Development

e 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 purchascd

for secondary recovery and all taxes and assessments which are levred assessed and pand 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, deepemng or any remedial opera-
t{ions on any or ail weils mvmvm;> ihe use of drilling crew aind equipinent; also, preliminary expendilures
necessary in preparation for drilling and expenditlures 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 des.ned in
Paragraph 2 of this Section III All other costs shall be considered as.Operating.

2. Overhead - MuJor 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 .;omt Account for Overhead based on the following rates for any Major Construction project in excess

- 3. Amendmcnt of Rates

- of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in

of §_* . *To be negotialed
TAC : % of total costs if such costs are more than § but Jess than § ; plus
B. _ - % of total costs in ecxcess of $ but less than $1,000,000; plus-

C. G 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
'oi a single project shall not be treated separately and the cost of drilling and workover wells shall be excluded

_ 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 .

Opcrator is rcsponsxb]c Tor 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

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 K ’
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. Mater)al transferred from the Jomt Property or disposed of by.the
Operator, unless otherwzse agreed to by the Parties, shall be priced on the Iollowmg bases exclusive of cash dis-
counts: .

CA. New Material (Condmon A)

(1) Tubular goods, except hne pipé, shall be prlced at the current new price in effect on date of movement ona
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.0.b. railway receiving point or - rccogmzed barge terminal ncarest the Joint Property
where such Malerml is normally. available. .

Line Pipe

(a)y 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 Jomt Property where such Material is nor-,
- mally avaxlable ! .

(b) Movement o{ 30,000 pounds or more shall be priced under provisions of tubular goods prncmg 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 f.0.b, railway receiving pomt nearest the Joxnt Property where such Material is normally
available.

B. Good Used Material (Condmon 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 o) of current new price, as dctermmed 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 M..wnal was .originally charged to the Joint Account as new Material, or .

(2)

Nt

“(3)




i ;}7_. held. accountable only for shortages. due to lack of reasonable dxhgence

(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section
1V, if Material was originally charged to the Joint Account as good used Materia) at seventy-five per-
cent (759 ) of current new price.

The cost of reconditioning, if any, shall be absorbed ﬁy 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 1o the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value,
Condition D

All other Material, including junk, shall be priced at a value commensurate with its use or at 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. Opcrator 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 1o 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 Condzhons

(2)

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢).per-
hundred weight on ali tubuiar 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 mvolvmg erection costs shall be chargcd at apphcablo percentage of the current knocked- down

- price of new \dnlenal

3. Premium Pnces

or other unusual causes over which the Operator has no control, the Oj..rator 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 . @ writing is furnished to Non-Operators of the proposed
charge prior to billiag Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and
notifying Operator within ten days aiter 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 Fumished by Operator,

‘Whenever Material is not reédiiy obtainable at published or listed prices because of national emergencies, s!ri‘keS ’

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to'the

Joint Account until adjusiment has been received by Operator from the manufacturers or their agents.

' i

s V. INVENTORIES o B
- The Operator shall mamtam delaxled records ot Controllable Material. ‘ ’

1. Periodic lnventones, Notice and Represen(auon
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 mventory shall bind Non-Operators to accept the inventory taken by Operator.

2, Reconciliation and Adjustment of Inventories . ‘ K mo : -

Reconciliation’ ot a physical inventory with the Joint Account shall be made, and a hst of overages and shortages .

rshall 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 shan be

N Specxal !nven{ones . - PN o . ; Co. . . o

Specxal Inventorles 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 Partics 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. . .

B

4. Expense of Conducting Periodic Inventories , . .

The expense of conductmg penodxc Inventories shall not be charged to the Jomt Account unless agreed to by the
" Parties.- . B . - -

£
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B EXHIBIT "pu

ATTACHED TG AND MADE A PART OF OPERATING AGREEMENT DATED
THE 26TH DAY OF JUNE, 1978, BY AND BETWEEN HNG OIL COMPANY .
. AS OFERATOR AND PHILLIPS PETROLEUM COMPANY AS NON-OPERATOR

. INSURANGE

Operator shall carry Worlomen's Compensation Insurance to comply fully with the

Wor}anenfs Cc_nnpensa".‘.ion Act or acts applicable to all operations conductec here~

under, provided Uperator may qualify as a self-insurer if permitted under such
SRR 'act or acts. Ko other insurance shall be carried by the Operator for the benefi
©» ~ ., ‘of the parties hereto except by mutual consent of the parties,

" B - . ’
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“tates, .

ATTACHED TQ AND MADE A PART OF OPERATING AGREEMENT DATED THE 26TH DAY

OF JUNE, 1978, BY AND BETWEEN HNG OIL COMPANY AS CPERATOR AND PHILLIPS
FETROLEUM COMPANY AS NON-OPERATOR. E4

N

¥qua) Embloyment Opportunity Provision

During the performance of this contract, Operator (_HNG OIL COMPANY
agrees as follows:

1. The Operator will not discriminate against any employees or applicant for employ-
ment because of race, color, religion, sex, or national origin. The Operator will
take affirmative action to ensure that applicants are employed, and that employees
are treated during employment, without regard to their rece, color, religion, sex, or
national origin. - Such action shall include, but not be limited to, the following:
employment, upgrading, demotion, or transfer; recruitment or recruitmemt 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

by the contracting officer setting forth the provisions of this nordiscrimination
clause, ' :

2, The Operatorﬂwill, 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, sex, or national

origin, K

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

L. The Operator will coﬁﬁly with a1l provisions of Executive Order 11246 of September

2L, 1965, and of the rules, regulations, and relevant orders of the Secretary of
labor., - K - : . ’ ’

5. The Opérator’wil] furnish all information and‘reports required by Executive Order

- "11246 of feptember 24, 1965, and by the rules, regulations, and orders of the Secretary

of labor, ~r pursuant thereto, and will permit access to his books, records, and
Accounts by the contracting agency and the Secretary of labor {6r purposes of investi-
gation to aacertain compliance wi@h such rules, regulations, and orders.,

6. In the event of the Operator's noncompliance with the nondiscrimination clauses

of this contract or with any of such rules, regulations, or orders, this contract °
'nay be cancelled, terminated, or suspended in whole or in part, and the Operstor may
be declared ineligible for further Govermment 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
2. 1965, or by rule, regulation, or order of the Secretary of labor, or as ctherwise
.provided by law, : - ° o B - : . : :
7. 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

" Ph. 1965, so that such provisions will be binding upon each subcontractor or vendor. "

“The Operator will take such action with respect to ary subcontract or purchase order

;as the ‘contricting agency may direct as a means of enforcing. such provisions including
- zanctions for noncompliance: .Provided, however, that in the event the Operator becomes

involved in, or is threatered with, litigation with a subcontractor or vendor as a
result of such direction by the contrecting agency, the Operator may request the
.United Ctates .to enter into such litigation to protect the interests of the United
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Operator acknow]edgeq that it may be requ1red to file Standard Form 100
(ERO-1) ‘promulgated jointly by the Office of Federal Contract.Compliance, the

a2

¢

Faqual imployment Opportunity Commission and Plans for Progress with Joint

Reporting Committee, Federal Depot, Jeffersonville, Indiana, within thirty (30)
days of thc;date of contract. award if sueh report.has not been filed for the
current year and otherwise comply with or file such other compliance reports as
may be required undnr Executive Order 11246, as amended and Rules and Regulations

ddoptcd thereunder.

affirmative action compliance program as required by the Rules and Regulations’

approved by the Secretary of Labor under authority of Executive Order 11246 and
,upply Non-Operators with a copy of such program if they so request

B

Onerator asqures Non-Operators that it does not and will not maintain or
provide for its” employees .any segregated facilities at any of its establishments,
and“that it does 'not and will not permit its employees to perform their services

at any location,. under its con*rol, ‘where segregated facilities are maintained.
it -is understood that theé phrase "segregated facilities" includes
facilities wh1ch are in fact segregated on a basis of race, color, religion, or
-national origin, because of habit, lecal custom or otherwise
undprstood ‘and agreed that malntaining or providing segregated facilities for its
employees or permitting its employees to perform their services at any locatien.
segrepated facilities are maintained is a violation of
the equal oppo"tunlty c]ause requ:red by Executlve Order 1]2&6 of September 2,

-For this purpose,

under its’ control where

] .-‘ cowmld

a1d Lon-Opermtors.

- LY

Wt

R

1968, and ‘thé provisions of the equal -

v

It is further

.

. ae

Operator ’urther understanda and agrees that a breach of the assurance
hnreln contained subjects it to the provisions of the Order.at 41 CFR.Chapter
60.of .the Secretary of Labor dated May 21,

opportunlty clause- enumerated in contracts between the United States of America.

Operator‘further acknowledges that he may be required to develop a written

Vhoever knowlnrly and willfully makc any false, fictitlous or fraudulent
repregcntation may be Jiable to criminn] prosecutnon under 18 U a.C 8 1001.. -

EREN




