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OPERATING AGREEMENT 

THIS AGREEMENT, entered into this 26th day of JUNE' , 19_2£L, between 

HNG OIL COMPANY : ' ! 
\ 

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 interests in the tracts of land described in Exhibit "A", and all parties have' reached an 

agreement to explore 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 

them. 

(1) The words "party" and "parties" shall always mean a party, or parties, to this agreement. 

(2) The parties to this agreement shall always be referred to as "it" or "they", whether the parties be cor­

porate bodies, partnerships, associations, or persons real. 

(3) The term "oil and gas" shall include oil, gas, casinghead gas, gas condensate, and all other liquid or gase­

ous hydrocarbons, unless an intent to limit the inclusiveness of this term is specifically stated. 

(4) The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of land lying 

within the Unit Area which are owned by parties to this agreement. 

(5) The term "Unit Area" shall refer to and include all of the lands, oil and gas leasehold interests and oil 

and gas interests intended lo be developed and operated for oil and gas purposes under this agreement. 

Such lands, oil and gas leasehold interests and oil and gas interests, are described in Exhibit "A". 

(6) The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any 

state or federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling 

. unit shall be the drilling unit as established by the pattern of drilling in the Unit Area or as fixed by ex­

press agreement of the parties. 

(7) All exhibits attached to this agreement are made a part of the contract as fully as though copied in fu l l , 

in the contract. 

(8) The wcrds "equipment" and "materials" as used here are synonymous and shall mean and include all -

oil field supplies and personal property-acquired for use in the Unit Area. 

.2. TITLE EXAMINATION, LOSS OF LEASES AND OIL AND CAS INTERESTS 

A. Title Examination: 

Eaeh party otlier than Operator jhall promptly submit to Operator, nbotrocla certified (rom beginning to 

recent date, together with all title papers in its possession covering leases and oil and gas interests whichj 

subjecting to this'contract:- All of these abstracts and title records shall be examined for.the benefiLofall par­

ties by Operator's attorneys. 

Operator shall promptly submit'abstracts certified from beginning to recentdate^ together with all title 

papers in its possession covering leases and oil and gas interests which it isxrCbjccling to this agreement, to 

for examination by the latter's 

attorney for the benefit of all parties. " 

All title examinations shall be made without, cbafge. Each examining attorney shall prepare'a;com­

plete title report on each separate tract based^uj5on the abstract record and title papers submitted to him. Each 

title report shall contain a list of fee owj»efs and their interests, shall state the attorney's opinion concerning 

validity of their interests, and^pMnlcontain an enumeration and description of title defects, lf any, a report up-

•on mortgages, taxes, perwHfig suits, and Judgments, and unreleased oil. and gas leases, and a list of . require­

ments, if any, upprTwhlch the examiner's approval of title to the lease or oil and gas interest is contingent. The 

title report'fifiall also contain a specific description of the oil and gas lease being subjected to this contract, 

wjltf*a^tatement of its form, term (which will be satisfactoryif it has a primary term expiring not sooner 

t h a n ) , nmnnnt n f nnyn l l y , ntnti io n f rirlny'rnnlnl pnvmc'ntn. and unumln l d r i l l i n g 

' ' - . "Joint Loss" 
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obligation:) and of cxeeao royalty, oil payments, and ether special burdens.—A copy of each title opinion, and— 

of each supplemental opinion, and of all final opinions, shall be sent promptly to each party. The opiniop^tfl 

the examining attorney concerning the validity of the title to each oil and gas interest and each leasefand the 

amount of interest covered thereby shall be binding and conclusive on the parties, but thcUcceptability of 

leases as to primary term, royalty provisions, drilling obligations, and special burdeffsT shall be a matter for 

approval and acceptance by an authorized representative of each party. 

All title examinations shall be made,-and title reports submitted, within a period of days after the 

submission of abstracts and title papers! Each party shaW Îri good faith, try to satisfy the requirements of the 

examining attorneys concerning its leases and interests, and each shall have a period of days from 

receipt of title report for this purpose. If>hctitle to any lease, or oil and gas interest, is finally rejected by 

the examining attorney, all partigs--s1Iall then te asked to state in writing whether they will waive the title 

defects and accept the leases-^r interests, or whether they will stand on the attorney's opinion. If one or more 

parties refuse to waive title defects, this agreement shall, in that case, be terminated and abandoned, and all 

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

torngy*for are accepted by all parties,- and if all leases are accepted as to primary terms, royalty provisions, 

orilling obligations and special burdens, all subsequent provisions of this agreement shall become operative 

immediately, ond the portico chall proeeed to their performance ac they arc hereinafter doted, 

B. Failure of Title: 

After all titles are approved or accepted, any defects of title that may develop shall be the joint re­

sponsibility of all parties 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 adjustment of, the interests of the parties in the remaining portion of the Unit Area. 

C. Loss of Leases For Other Than Title Failure: 

• I f any lease or interest subject to this agreement be lost through failure to develop or because express 

or implied covenants have not been'performed, ,dr if any lease be permitted to expire at the end of its primary 

- 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 shall be borne 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. 

3.. UNLEASED OIL AND GAS INTERESTS 

.' If any.party'owns an unleased oil and gas interest in-the Unit Area, that interest shall be treated for 

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

Exhibit "B" and for the primary term therein stated. As to such interests, the owner shall receive royalty on 

production as prescribed in the form of oil and gas lease attached hereto as Exhibit "B". Such party shall, 

however, be subject to all of the provisions of this agreement relating to lessees, to the extent that it owns 

the lessee interest. ,• . , 

r . • 4. INTERESTS OF PARTIES 

' Exhibit "A" lists ail of the parties, and their respective percentage or fractional interests under this 

agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under this con­

tract shall be borne and paid, and all equipment and 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 by the parties in the same manner. 

"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, or other charge over and above the usual one-eigthh (Va) 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 Area. 

5. OPERATOR OF UNIT 

™ g - 0 I L COMPANY s h a l l b e t h e 0 p c r a t o r o f 

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 liability 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 

'• The number ef employcca and their oclection, and the hours of labor or.d the compensation for cervieoc. 

performed, shall be determined by Operator. All employees, shall be the employees of Operator. 

7. TEST WELL 

On or before the day of , 19 , Operator shall cnmmencextrTc drill­

ing of a well for oil and gas in the following location: 

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

.'.unless granite or other practically impenotfable substance is encountered at a lesser depth or unless all parties 

agree td complete the well at a.lessef depth. 

Operator shall make rpaionable tests of all formations encountered during drilling which give indlca-

' tloh of containing oilanfl gas in quantities sufficient to test, unless thisagreement shall be limited in its ap­

plication to a sppeflic formation or formations, in which* event Operator shall be required to test only' the 

formation^Bt^formations' to which this agreement may apply. 

in Operator's judgment the well will not produce oil or gas in paying quantities, and it wishes to 

'fjlug and abandon the test as a dry hole. it shall first secure the consent of all parties to the plugging, and the 

^ well ilull then be plugged and abandoned as promptly as uossiblt. '• 

' • >'COSTS AND EXPENSES 

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge all costs . 

and expenses .incurred in the development and operation of the Unit Area pursuant to this agreement and shall -

' charge each of the parties hereto with their respective proportionate shares upon the cost and expense basis 

, provided In the Accounting Procedure attached hereto and marked Exhibit "C":.- If any provision of. Ex-

• hibit "C" should be inconsistent with any provision contained ln the body of this agreement, the provisions In 

. the body of this agreement shall prevail. . • 

. Operator,' at its election; shall have the right from time to time to demand and receive from the other • 

parties payment in advance of their respective shares'of the estimated amount of the costs to be incurred in 

operations hereunder during the next succeeding month, which right may, be exercised only by submission to • ':,. 

each such party of an itemized statement, of such estimated costs, together with an invoice for its share there-

< of. Each such statement and Invoice for the payment ln" advance of estimated costs shall be submitted on or 

before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of 

such estimate within.fifteen (15) days after such estimate and Invoice is received. I f any party fails to pay its 

share of said estimate within said time, the amount due shall bear interest at the rate of twelve percent (LJ/S) 

annum until paid. Proper adjustment shall be made monthly between advances and .actual cost, to the'end ' 

.that each party shall bear and pay its proportionate share of actual costs incurred, and no more. 



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 produced 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 such 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 payment 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 accruing to the working 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 Operator'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 Operator, 

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 richts as are granted to Operator in this section. Upon the payment by such delinquent nr 

defaulting party to. Operator of any amount or amounts on such delinquent indebtedness,'or upon any recovery 

on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid or re­

covered shall be distributed and paid by Operator to the other non-operating parties and Operator propor­

tionately in accordance with the contributions theretofore made by them. 

' . • ' " ' . .20. TERM. OF AGREEMENT ' , 

This agreement shall remain in full force and effect for a3 long as any of the oil and gas leases subjected 

to this agreement remainor are continued in force as to any part of the Unit Area, whether by production, ex­

tension, renewal or otherwise; provided, however, that in. the event the first well drilled hereunder results in '• 

a dry hole and no other well is producing oil or gas in paying quantities from the Unit Area, then at the end . 

of ninety (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 force until such,well or wells shall have been drilled and completed. If production results there­

from' this agreement shall continue in force thereafter as if said first test well had been productive in paying 

quantities, but if production tin 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 this agreement shall not relieve any party hereto from any liability which has accrued or attached ' 

prior, to the date of such termination. , 

/ . - • ' ; 11. LIMITATION ON EXPENDITURES 

Without the consent of all parties: (a) No well shall be drilled on the Unit Area except any well ex­

pressly provided for in .this, agreement and except "any'.veil drilled pursuant to the provisions of Section 12. > ; 

of this agreement, it being understood that the consent to the drilling.of a well shall include consent to all • 

necessary expenditures in the drilling, testing, completing, and equipping of ' the well, including necessary ', \ 

tankage; (b) No well shall be reworked, plugged back or deepened except a well reworked, plugged back or 

deepened pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to 

the reworking, plugging back or deepening of a well shall include consent to all necessary expenditures in, • .. 

conducting such'operations-and completing and equipping of said well to produce, including necessary tank­

age; (c) Operator shall not undertake any single project reasonably estimated to require an expenditure in-

excess nf ' f i f t e e n thousand and no/100—- — • Dollars f t 15.000.00 ) 

except in connection with a well the drilling, reworking, deepening, or plugging back of which has been pre­

viously authorized by or pursuant to this agreement; provided, however, that in case of explosion, fire, flood, 

or other sudden emergency, whether of the same or different nature, Operator may take such steps and incur 

such expenses as in its opinion are required to deal with the emergency and to safeguard life and property, . -

but Operator shall, as promptly as possible, report the emergency to the other parties. Operator ihall, upon 

request,-- furnish' copies "of;. its. "Authority for "Expenditures" . for any single project costing in • ex- ; 

cesW of $5 ,0?- - ; : - ; •• " " ' 
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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 of 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 written notice of the proposed operation, specifying the work to be performed, 

the location, proposed depth, objective formation and the estimated cost of the operation. The parties receiv­

ing such a notice shall have thirty (30) days (except as to reworking, plugging back or drilling deeper, where 

a drilling rig is on location, the period shall be limited to.forty-eight (48) hours exclusive of Saturday 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 proposed operation (such party or 

parties, being hereafter, 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 participate in the 

operation (all such parties being hereafter referred td as the."Consenting Parties") shall, within thirty (30) 

days after the pxpirntion of the notice period of thirty (30) days (or as promptly as possible after the expir­

ation of the 48-hour period where the drilling rig is on location, as the case may be) actually commence work 

on the proposed operation and complete it with due diligence. 

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the 

proportions that their respective 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 Parties.. If 

such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole 

cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this 

section results in a producer of oil and'or gas in paying quantities, the Consenting Parties shall complete and 

equip the well to produce at their sole cost arid risk, and the well shall then be turned over to Operator arid 

shall be operated by it at the expense and for the account of the Consenting Parties. Upon commencement of 

operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 

in accordance with the provisions of this section, each Non-Consenting Party shall be deemed to have relin­

quished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proportion 

to their respective interests, all of such Non-Consenting Party's interest in the well, its leasehold operating 

rights, and share of production therefrom until'the proceeds or market value thereof (after deducting pro­

duction taxes, royalty, overriding royalty and other.interests payable out of or measured by the production 

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

(A) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment 

beyond the wellhead connections (including, but not limited to, stock tanks, separators, treaters,-

pumping equipment and piping), plus 100% of each such Non-Consenting Party's share of the cost of 

operation of the'wel! comrhencing'with first production and contiriuing until each such.Non-Consenting 

Party's relinquished interest shall revert to it under other provisions of this section, it being agreed that 

each Non-Consenting Party's share of such costs and equipment will be that interest which would have 

been chargeable to each Non-Consenting Party had it participated in the well from the beginning of 

the operation; and 

(B) 300$ of that portion of the costs and expenses of drilling, reworking, deepening or plugging back, 

testing and completing, after deducting any cash contributions received under Section 25, and 300% 

of that portion of the cost of newly acquired equipment in the well (to and including the wellhead 

connections), which would have been chargeable to such Non-Consenting Party if it had participated 

therein.- , - - . . . - - -
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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 ownership of all 

such equipment shall remain, unchanged; and upon abandonment of a well after such reworking, plugging 

back or deeper drilling, the Consenting Parties shall account for all such equipment to the owners thereof, 

with each parly receiving its proportionate part in kind or in value. 

Within sixty (60) days after the completion of any operalion under this section, the party conducting 

the operations for the Consenting Parties shall furnish each Non-Consenting Poity with an inventory of 

the equipment in ami connected to the well, and an itemized statement of the cost of dulling, deepening, 

plugging hack, testing, completing, and equipping the well for production: or, at its option, the operating 

parly, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly 

billings. Each month thereafter, during the time the Consenting Parties arc being reimbursed as provided 

above, the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all 

costs and liabilities 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 sale of the well's working interest 

production during the preceding month. Any amount realized from the sale or other disposition of equip­

ment newly acquired in connection with any such operation which would have been owned by a Non-Con­

senting Party had it participated therein shall be credited against the total unrcturned costs of the work done 

and of the equipment purchased, in determining when the interest of such Non-Consenting Party shall reve rt 

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

If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the 

amounts provided for above, the relinquished interests of such Non-Consenting Party shall automatically 

revert to it and from and after such reversion such Non-Consenting Party shall own the same interest in such 

well, the operating rights and working interest therein, the material and equipment in or pertaining thereto, 

and the production 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 !*• 

charged with and shall pay its proportionate part of the further costs of the operation of said well in accord­

ance with the terms of this'agreemenl and the accounting procedure schedule. Exhibit "C", attached hereto. 

Notwithstanding the provisions of this Section 12, it is agreed that without the mutual consent of oil 

parties, no wells shall be completed in or produced from a source of supply from which a well located else­

where on the Unit Area is producing, unless such, well conforms to the then-existing well spacing pattern 

for such source of supply. •" 

The previsions of this setlian shall have ne application whatsoerer to1 the drilling ef the inithjL-t»»t 

.well on the Unit Area, but shall apply to'the reworking, deepening, or plugging^ack-^^^'^mitial test well 

after it has been drilled to the depth specified in Sectiojt_J^JX-4t-1S7"oTthereafter shall prove to be. a dry 

• hole or non-commercial well, andto_jlL*therTveTisdriIled, reworked, deepened, or plugged back, or pro­

posed to be drH]£iL-*ewT5rkeoVdeepened, or plugged back, upon the Unit Area subsequent to the drilling nt 

• •rgTTiilliel teat well.— . 

13. RIGHT TO TAKE PRODUCTION IN KIND 
' S»bJ*et Lo.UKi -ttrtrrlolona or A r t l c l 6 . n l of Ow AMlgrront. U i i l ^ w a S t ' t o vhich th l« Oporrtlri* AjMeamvt-li-. 

iLtactrtKi.each party'shall take in kind or separately dispose of its proportionate share of all oil and gas pro­

duced from the Unit Area, exclusive of production which may be used in development and producing oper­

ations and in preparing and treating oil for marketing purposes and production unavoidably lost. Each party 

shall pay or deliver, or cause to be paid or delivered, all royalties, overriding royalties, or other payments 

due on' lis share of such production, and shall hold the other parties free from any liability therefor. Any 

extra expenditure incurred in the taking in kind or separate disposition by any party of ils proportionate 

share of the production' shall be borne by such party. 

. Each party shall execute all division orders and contracts of sale pertaining lo its interest in produc­

tion from the Unit Area, and;shall je entitled to receive payment direct from the purchaser or purchaser-

thereof for its share of all production. 
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In the event any party shall fail to make the arrangements necessary to take in kind or separately 

dispose of its proportionate share of the oil and gas produced from the 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 ' 

shall in no event be less than the price which Operator receives for its portion of the oil and gas produced 

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 

all oil and gas not previously delivered to a purchaser. Notwithstanding the foregoing, Operator shall not 

make a sale into interstate commerce of any other party's share of cas production without first giving such 

other party sixty (60) days 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 parties 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 cuttings taken from any well drilled on the Unit Area. 

1$. DRILLING CONTRACTS 

All wells drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates 

prevailing in the area. Operator. If it so desires, may employ its.own tools and equipment in the drilling 

of wells, but its charges therefor shall not exceed the prevailing 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 same terms and conditions as shall be customary and usual 

in the field in contracts of independent contractors who are doing work of a similar nature.. 

16. ABANDONMENT OF WELLS 

No well, other than any well which has been drilled or reworked pursuant to Section 12 hereof for 

which the Consenting Parties have not been fully reimbursed as therein provided, which has been com­

pleted as a producer shall be plugged and abandoned without the consent of all parties; provided, however, 

if all parties do not agree to the abandonment of any well, those wishing to continue its operation shall tender 

to each of the other, parties its proportionate share of the value of the well's salvable material and equip-

"' ment, determined in accordance with the provisions of Exhibit "C'. 'less the estimated cost of salvaging and 

the estimated cost of plugging and abandoning. Each abandoning party shall then assign to the non-

abandoning parties, without warranty, express or implied, 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 

the leasehold estate as to, but-only as to, the interval or intervals of the formation or formations then open 

to production.. The assignments'so limited shall encompass the "drilling unit" upon which the well is located. 

The payments by, and the assignments to, the assignees shall be in a ratio based upon the relationship of 

their respective percentages of participation in the Unit Area to the aggregate of the percentages of partici­

pation in the Unit Area of all assignees. There shall be rio readjustment of interest in the remaining portion 

of the Unit Area. 

After the assignment, the assignors shall have-no further responsibility, liability, or Interest in the 

operation of oi production from the well in the interval or Intervals then open. Upon request of the assignees, 

Operator shall continue to operate the assigned well for the account of the non-abandoning partie- at the 

rates and charges contemplated by this agreement, plus any additional cost and charges which may arise as 

the result of the separate ownership of the assigned well.' 
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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 operation 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 i f , through mistake or oversight, any rental or shut-in well payment is not paid 

or is erroneously paid. The loss of any lease or interest therein which results f rom a failure to pay or an er­

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

interests in the remaining portion of the Unit Area. I f any 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 hereto of the date on which any gas well located on 

the Unit Area is shut in and the reason therefor. -

18. PREFERENTIAL RIGHT TO PURCHASE 

Should any par t j dcjire to sell all or any part of it.i intcruts undei this contract, or it J lights amL-ii)'-

terests in the Unit Area, i t shall promotly give written notice to the other parties, with f u l l MprrrtaUon con­

cerning its proposed sale, which shall include the name and address of the prospectiy^>--puTchaser (who must 

be ready, wil l ing and able to purchase), the purchase price, and all other terrjaa-tifthe offer. The other parties 

shall then have an optional prior right, for a period of ten (10)dayS*^fter receipt of the notice, to purchase, 

on the same terms and conditions the interest which theoihtTrparty proposes to sell; and, i f this optionalright 

is exercised, the purchasing parties shall sharejfc€"purchased interest in the proportions that the interest of 

each bears to the total interest of ajl^jwrfcmising parties. However, there shall be no preferential right to pur­

chase in those.cases where_any"'party wishes to mortgage its interests, or to dispose of its interests by merger, 

reorganization, cojjserTfSation, or sale of all of its assets, or a sale or transfer of its interests to a subsidiary or 

parentcjwTTjany, or subsidiary of a parent company, or to any company in which any one party owns a ma-

j<fmy of the Block. -

19. SELECTION OF NEW OPERATOR 

Should a sale be made by Operator of its rights and interests, the other parties shall have the right 

within sixty (60) days.after the date of such sale, by majori ty vote in interest, to,select a new Operator. I f 

a new Operator is not so 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 Operator, and discharge its duties 

in thai capacity under this agreement, unti l its successor Operator is selected and begins to function, but the 

present Operator shall not be obligated to continue the performance of its duties for more than 120 days after 

the sale of its rights and interests has been completed. 

— 8 — 
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20. MAINTENANCE OF UNIT OWNERSHIP 

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by 

this contract, and notwithstanding any other provisions to the contrary, no party shall sell, encumber, transfer 

or make other disposition of.its interest in the leases embraced within the Unit Area and in wells, equipment 

and production unless such disposition covers either: 

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

(2) an equal undivided interest in all leases and equipment and production in the 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 or 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 of such party's interests within 

the scope of-the operations 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 ninety (90) days given to all other parties. In this case, all parties 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, prescribed .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. 

22. LIABILITY OF PARTIES 

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

'. only for its obligations, and shall be liable only for its proportionate share of the costs of developing and 

operating the Unit Area. Accordingly, the lien granted by each party to Operator in Section 9 is given to se­

cure only the debts of each severally". It is not the intention of the parties to create, nor shall this agreement 

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

• 23. RENEWAL OR EXTENSION OF LEASES 

-"' If any party secures a renewal of any oil and gas lease subject to'this contract, each and all of the other 

parties shall be notified promptly, and shall have the right to participate in the ownership of the renewal lease 

by paying to the'party who acquired it their several proper proportionate shares of the acquisition cost, which 

shall be in proportion to the interests held at that time by the parties in the Unit Area. 

If Lome, but less than all, of the parties, elect to participate in the purchase of a renewal lease, it shall 

be owned by the parties who elect to participate therein, in a ratio based upon the relationship of their respec­

tive percentage of participation 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 parties elect to participate shall not be subject to this agreement. 

, Each party who participates in the purchase of a renewal lease shall be given an assignment of its pro­

portionate interest therein by the acquiring party. 

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

covered by the'expiring lease or cover only a portion of Us area or an interest therein. Any renewal lease 

taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after 

the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted for 

more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and 

shall not be subject to the provisions of this section. 

The provisions in this section shall apply also and in like manner to extensions of oil and e..i ' 

— 9 — 
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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. Upon 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 lease 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 assigned 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 interest 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 i l was immediately before the assignment, in the balance of the Unit 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 ot the acreage, without warranty of title, to all parties to this agreement in proportion to their 

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 contributions it may obtain in support of any well or any other operation on the Unit Area. 

26. PROVISION CONCERNING TAXATION 

Each of the parties hereto elects, under the authority of Section 761(a) of the Internal Revenue Code of 

1954, to be'excluded from the application of all of the provisions of Subchapter K of Chapter 1 of Subtitle A of • 

the Internal Revenue Code of 1954. - If the income tax laws of the state or states in which the property covered 

hereby is located contain, or may hereafter contain, provisions similar to those contained in the Subchapter of 

the Internal Revenue Code of 1954 above referred to under which a similar election Is permitted, each of the , 

parties agrees that such election shall be exercised. Each party authorizes and directs the Operator to execute 

such an election or elections on its behalf and to file the election with the proper governmental office or 

agency. If requested by the Operator so to do, each party agrees to execute and join in such an election. 

Operator shall render for. ad valorem taxation all property subject to this agreement which by law 

should be rendered for. such taxes, and it shall pay all such taxes l a w f u l l y assessed thereon. 

Operator shall bill/all other parties for their proportionate share "of all tax payments in the manner 

provided in Exhibit "C".' 

If any tax assessment is considered unreasonable by Operator, it may at its discretion protest such valua­

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

all parties agree to abandon the protest prior to final determination. When any such protested valuation shall 

have been finally determined, Operator shall pay the assessment for the joint account, together with interest and 

penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as provided 

in Exhibit "C". - • 
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27. INSURANCE 

At all times while operations are conducted hereunder, Operator shall comply with the Workmen's 

Compensation Law of the State where the operations are being conducted. 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 '.vith the Workmen's Compensation Law of the State where the operations are being conducted and 

to maintain such other insurance as Operator may require. 

. In the event/Automobile Public Liability Insurance is specified in said Exhibit "D", or subsequently re­

ceives the approval of the parlies, no direct charge shall 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 alleged 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 all other parties. 

* The defense of lawsuits shall be under the general direction of a committee of lawyers representing the 

parties, with Operator's attorney as Chairman. Suits may be settled during litigation only with the joint con­

sent of al! parties. No charge 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 employed in lawsuits involving Unit Area operations only with the consent of all parties; if outside counsel 

is employed, their fees and expenses shall be considered 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 instance where the loss which may result from the suit is treated as an 

individual loss ratherthan a joint loss under prior provisions of this agreement, and all such suits shall be 

handled by and'bc the sole responsibility of the party or parties concerned. 

Damage claims caused by and arising out of operations on the Unit Area, conducted for the joint ac­

count of all parties, shall be handled by Operator and its attorneys, the settlement of claims of this kind shall 

be within the discretion of Operator so long as the amount paid in settlement ol any one claim does not exceed 

one thousand (S1000.00) dollars and, if settled, the sums paid in settlement shall be charged as expense to 

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

29. FORCE MAJEURE 

. I f any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under 

this agreement, other' than the obligation to make money payments, that party shall give to all other parties 

prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the 

obligations of the party giving the notice,- so far as they are affected by the force majeure, shall be suspended 

during, but no longer than, the continuance of the force majeure. The affected party shall use all possible 

diligence to remove the force majeure as quickly as possible. 

The requirement.that any force majeure shall be remedied with all reasonable dispatch shall not require 

the settlement of strikes, lockouts/or other labor difficulty by the party involved, contrary to its wishes; how 

all such difficulties shall be handled shall be entirely within the discretion of the party concerned. 

The term "force majeure" as here employed shall mean an act of Cod, strike, lockout, or other industrial 

disturbance" act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, gov­

ernmental restraint, unavailability of equipment, and any other cause, whether of the kind specifically enum­

erated above or otherwise, which is not reasonably within 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 

agreement, shall, unless otherwise specifically provided, be given in»writing by United States mail or Western 

Union Telegram, postage or charges prepaid' and addressed to the party to whom the notice is given at the 
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addresses listed on Exhibit "A". The originating notice lo be given under any provision hereof shall be deemed 

given only when received by the party to whom such notice is directed and the time for such party to give any 

notice in response thereto shall run from the date the originating notice is received. The second or any re­

sponsive notice shall 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 time, by giving written notict thereof to all other parties. 

31. OTHER CONDITIONS, IF ANY, ARE: 

31-A. TAXES ON PRODUCTION 

At and during such tine or times as Non-Operator is exercising the right to take 

in kind or separately dispose' of i t s proportionate part of the production as set forth 

in Section 13 hereof, Non-Operator shall pay or arrange for the payment of a l l pro­

duction, severance,.gathering, sales or similar taxes imposed upon such part. 

At and during such time-or.times as Operator or any other party is purchasing 

or selling another Non-Operator's proportionate part of production, as set forth in 

said Section 13, Operator or the party or parties receiving or selling said production, 

shall pay or arrange for the payment of a l l production, severance, gathering, sales or 

similar taxes imposed upon such party and shall deduct the amount of tax so paid from 

any proceeds due the'owner of such production. 

31-B. BURDENS (3"iEATED SUBSEQUENT TO THIS AGi=lEErffiNT 

Notwithstanding,anything herein to the contrary, i f any working interest owner 

shall, subsequent to the execution of this agreement, create an overriding royalty, 

production payment, net proceeds interest, carried interest, or any other interest out 

of i t s working interest (hereinafter called "subsequently created interest"), such sub­

sequently created interest shall be specifically made.subject to a l l the. terms and pro­

visions of this agreement. I f the working interest owner from which such subsequently 

. created-interest is created (a) fa i l s to pay when due i t s share of costs and expenses 

chargeable hereunder, and i t s share of production accruing hereunder is insufficient 

to cover such costs arid 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 

"Section .24 hereof, br'otherwise withdraws from this agreement, the subsequently created 

interest shall be chargeable with a pro-rata portion of a l l costs and expenses hereunder,, 

in the same manner as i f such subsequently created interest were a working interest, , 

and operator shall have, the right to enforce against such subsequently created interest 

the lien and a l l other rights granted in Section 9 hereof for the purpose of collecting 

costs and expenses chargeable to the subsequently created interest. • 
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31-C FAIR EMPLOYJffiNT PRACTTCRS 

3h connection with the performance of work under th i s Operating Agreement, 

.Operator agrees to comply f u l l y with a l l provisions of Executive Order H246 of 

September 2U, 1 9 6 5 . A copy, of the Equal Employment Opportunity Provision'as set 

out i n said order is , attached hereto as. Exhibit "E». 

3 1 ~ D * COMPLIANCE- WITH ALL LAWS, RULES AND Rrom„-nHS • 

• Operator agrees to comply f u l l y with a l l applicable laws, rules, and regulations 

pertaining to opeVations 'conducted pursuant to th i s agreement. 

•31-E. .DISPOSITION OF PRODUCTION 

! . Trie.right to take production in ' k ind as set out i n Section 13 i s subject 

to the pr ior c a l l on. production retained by Phi l l ips P e t r o W Conpany under .' 

A r t i c l e X I I - o i t h e -Assignment and Agreement to which th i s Operating Agreement"is . " 

attached.'-,- , ' • - ' . 

12.a 
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EXHIBIT "A" 

w n ? / ^ P A f l T 0 F OPERATING AGREEMENT DATED 
i f , S J £ Y . ? F J U N E ' 1 9 7 8 ' B Y A W BETWEEN HNG OIL COMPANY 
AS OPERATOR AND PHILLIPS PETROLEUM COMPANY/ AS NON-OPERATOR 

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 XVIII-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 
Ox „ue parties shall be those reassigned to Phillips 
and are owned by'Phillips; a l l other interest is owned 
by operators. 

AREA AND ADDRESSES OF THE PARTIES 

HNG OIL .COMPANY- (Operator) . 
. ' P. 0. BOX "2267 
MIDLAND, .TEXAS 797O2 •'" 

PHILLIPS FETROLEUM COMPANY 
- 4001 PENBROOK 

'• ODESSA, TEXAS 79762 i'.. 



r i lODUCXIlS Hfl RKV.-TEX. A (Z-G<) EXHIBIT "B" 

ATTACHED .TO AND MADE-A PART 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. U i o r , In rantlderstlon . P o l l . - ft ) Io hand psld re rstpl of »hleb It her* acknowledged, snd of th* m-*!Us* herein provided and of ths agreement* of the leste* herein contained, hereby grsnU. In 
and IrU «ielu»fv«ly onto lata** for th* purpoa* of lB**atlgatlag, exploring, prosi-scllng, drilling, mining and operating for -ad producing ol], [ u , and -Jl 
other mineral*. Injecting i « . waUrs. othsr f luid*, and atr Into *ob*urf*e« strats, laying pip* tin**, storing oil , building Ur\Vt. power »u»Uon», utspbon* llnsz. 
•nd other itructur-s and things th*r*oa to produce, u v i , uka car* of, tr**t, pre c—1. atur* OTMI Lraniport **Id mineral* and olhar prod or L» msnufactursd there­

from, and hooslm and otherwU* carter for It* employs**, th* following dsscriosd land 1n_ _County, T u u , to-wit; 

EXHIBIT "tP 

Notwithstanding the reference to " o i l " and 'other minerals'* 
t h i s lease shal l cover ^as and a l } associated l i q u i d 
hydrocarbons on ly . 

ibject to the Other pro«Ulor>^^*r^n^oVLal rT»d^^t r^ i 
and as long ti«rr».'L*r aa oi l . f t * , er othtr mineral (• produced from Hid land or land with which 

S. T^s rayallU* U t * f f « l *>• ^ H M A M . ;*» cf. 6*1. and OB O&sf U^uid hydroc srt*>n* saved at th* well, one-eighth of that produced and **vsd f r o a 
Mid land, aaxnr to b* delivered at the wrl ls or lo th* credit of lessor In th* pip* l ln* to which th* wellt mar be connected. I rwor ' i I n U m l In either ca*s thai) 
bear Ita p report too of any *ip»n»rt for Lresling of] to msk* It mark* tab!* aa crude; <t>) on gat. Including csslngbesd E*a and all gssoius *ubiUncrt, produced 
from maid land and sold or owe off th* p*»r-iL»*s or Irs th* msnutacturs of gasolln* or other product therefrom, thr roarVet valur at thf moutb or tha « r l l of 
on*-»lghth of lb* • *» ao mold or otaed. provWad thai or) f U aold at th* well* lb* ruyelty ibs l l b* ons-elghth of th* amount m l l i + d from iuch aula; Ic) OB 
•JI other minerals enloed and m s r W u d , ofs-sUbta. * I l i * r la kind or vi lus at th* w*ll or mint , a l fr***«'a election, eiespt that on tulpbtir the roraltr 
ahaJI b* On* Dollar llt.OQ) p«r lonf Um: an4 (dl at aor tint*, either b*fnrr or after the e^plradnn of th* pr lmdr j Urm of th i i ]•«**. If Ihtr* (a a | u well or wella 
»n,th« abu<« land (and for tft* porSP**a of thl* claua* Id) th* U r m " f u wel l" aball Include well* capable of producing natural a?aa, oondrniat*. d l i t l l l aU or aor 
| i i#Out tubal ane* and wetla clantfted u | u w»lla b» any BOW *rn mental authorltr) and — L —- " " _ — — -- »— - i — » • 
any ft««ifrww fwrwurtHer may pmy o* Undrr mn aymual m a l l y e»jual to the amount of Q£ 
carr thta tewae h j the p«rty rrtak*nf *uet> p«ym»»\I or letwler. «JM1 if *urh paymeni or (mil*t u ma'le. i l nh»JI tie cun-ctrrrH unMer all pi 
b»i/W pee/tucwd tmm tA* te»M») pr*n>i — tn paying qvantilte* (or onr I I I year fmm lhe flat* awn payment or Under i * mule, and in like manner Butn^juenl ann< 
royally p^yrrwnle A i r be m*»te> o< imdrrei l and i l b* meietctefed un-Wr all prnvitiim* r»f Ihi* le*«e thai | a» w 1 *lng fnim Ihe Iraoetl premier* in payi 
quaniitUpi dunna any annual p i * * i U>« »hi«h H M K royally M paid or WrwWfwd; Mictt royalty may ba |>atd ot tend*wl f{H1^IIJl**'j|fflWJji|f^TaMi^p^^2T'¥ftT^Tnffmlf* 
p«yree«il or te«Maw o# de-ley reniala, er*d mh<n there i« a ahul-m f aa wv|| or welU on (Kr leuMHl premie** if thU leaae ta no! cr.ru 1 nurd in I or re tinder BUM* other pru-
viaton Ihersof. tt aftall fM^enhebw* w l m u e tn foerr for a penod of rurwty (!*t>l day* hum In* ta«t date on which a |aa well (ocated on the leaded prrmi-M-i i t ahut in . A M 
or for ninety I90> day* lotlrywint the dale- lo *fi*rf> tho taww a continued in force by *om* Other provision Ihefof . aa the c u t may be. within which ninety day period CX 3* 
I — in or may ateijr*— farreuacbr craay nxnrnrao* or m u n x th* payracct or tender of the royalty aa herein provided • 

^ a h a t j r i 1 fore* for a term of I /ear 1 th i i dat* (called "pr lnjarr Urtn**), 

O 
O 

inciuar wrm «B|IBI>IW OI pmjucini nmurai a u f n n g r n n u , aiiiuiaw wr maj 

ind *urh well or- w»U» are innt In before or after production therefrom. l"»»e* or A •> 

Irnilrr u made, i l nhall iie tiin-cfrred under all pro\)«n>n* of thia tea^e thai faa I * 

. r M bervfry VTw t̂ect the r ixh t to pool or on ft lee thla leaaa, th* land *o*«r«ct by I t or any part thereof with any other land. I**a*, leue*. miner*] eatataa 
*r pert* thereof for OW prodortlo* of et l . ga*. or any other tnineraU. UalLa pooled for oil here-Jnder ahall not **ce<rd forty (40) acres plua ft U> It ran re of Un per 
ewnt (10%) Uafrwnf, and »alt» pooled for btfrrandVr ahall not rtreed a l l hundred forty (6*0) acre* plua a tolerance of u n per c«nt (10%) thereof, provided that 
tt any Federal or Stale law. Caaroti** ord*r. roW OT r r t u U l t o n »h»ll brourib* a apMlnv pattern for th* drv*lopm*nt of th* Arid or aJlorai* a prodacini aHowahl* OB 
ocr*«r* per well, t h m any eocb oalU M T eencwwi* M cnocb additional Mrrajr* M may b* ao prescribed or u may b* uaed In iuch allocation or allowable. Lr***a 
ahall fit* o r H v n cult de*fm»tion« to the roonty fo •bleb th* prrtslaeo ar* located. Sucb u n l u may b* dealrnaud either before or a fUr th* completion of welU. 
D r l l l l n f opamtlos* aod cmd^ctlo* oa aay port of l b * pooled •etwajrt ahall b« IrraUd aa If tucb d r i l l l n r operaUon* * t r t upon or tuch production * u f rom th* land 
dexHbed (a this |e*o* wb*th*r th* «e*tl or well* b» loc*Ud on th* land co**r*d by tbl* l«a*t or sot. Th* entlr* aercafr pooled Into a unit abatl b* treaUd for all 
irsrpcw**. « c * p l th* p*,ta«ftt of royall*** cm praSocMcm f r o m th* pooled onlU aa I f It *cra Included (n thla leua. In lieu of th* royalties herein provided, lector ahall 
r«v»te* oa pradottlen f rom a onlt ao pooled only each portion of th* rofsJtr etlpalated b*r*In as th* amount of his ftcreace placsd In th* unit or hla royalty InUroat 
therrla oo aa acreage b*«ia brara to the totsJ s*r*«c* so pooled I D th* particular onlt involved. -

I . I f . prior to dftrtrarry of o i l . v**, or otbsr colnsrsls on u i d tend or land pooled therewith leiae* tbould dr i l l and abandon a dry Hot* or hole* thereon, or I f . 
• f u r di*«reery of Oil. faa . or other mioersU. th* production therwof thcnjTd from any cauae, th>* leaae t b t l l not terminate If laaaee cotnmenc*t rework In 
additional d r i l l m t operauon* within si«lf t$C) daya there*ftar, " " ' 1 " " ' ' 1 

I f a dry hole Is completed and abandoned al 
LpTlrnBrj, u m ar.d prior t o diaoovrry of o i l , **». or othar minaral on aald land or land pooled therew" 

r r _ _ _ w i t h . .10 SaaaaaBEsaaVaaTBaB O p e r a t i o n * a r * n w . 
m r j tn order to a rep the leaae fn fore* dor In*; i b* remainder of th* primary Urm. Jf, at th* expiration of the primary term, o i l , sa*, or other mineral l l not ba ln i 
produced cm t * M land or land pooled therewith bat less** la then ena-*red \ p operation* for d r l l l l n i , t n in ln j , or reworking of any well or tnlns thereon, t h i i leaae 
ahall remain In fore* ao lone a* dr l l l !n». m l n l n f . or r r w o r k l n i operation* ar* pro*ecut*d (wbcthrr on tbe u t n i or different welli) with no ceaaetlon of mar* than 
**>ty (fO) eonaecotlv* day*, and t f they rcauh Is prochinlcm. so Ions th^reaJur «s o i l , vas, or otLer mineral I * produced from aald land or land iwJad '.herewith. In 
th* * * * M a w*tl or well* p rodwInf o i l OT t%% In ps j i r .1 fluanttlle* thoyld b* brought In on adjatrnt land arid wi th in thre* hundred thirty <3S0> f e d o! and drain* 

- Inv lb* leased prrcila**, !«**#* arrees to d r i l l *ocb offart well* aa a reasonably Prodent operator woold dr i l l trnd*r the sain* or almllar elrtonuUoeea. 

L t s t n ahaJI hsr* f r e* v t * of o i l . tras. and wstor frots said land, newpi v i l t l f rom Usaor*a w»Ut and tanks, for al l operation* twmndsr , Inelodlns; T-»PTS» 
n r l n r . prssssr* mslnunanc*. cy«tln(, and ssroodsry rseovsry opera tion 1. and th* royalty ahall b* computed a f U r deducting any so oaed. I^-»»e* aball har* 
the riffht at any t tm* dor lnr or a f u r th* nplrmtlon of thla l e u * to remott ' all propertr and fliturw* placed by Ie**ee on aald land. Including the right to 
draw and rwoxre* *11 ca*lng 

I . Th* r lgbU Ot *rch*r party rWrrunoer may b* aaalgned In whole or In part ancl the provmon* hereof ahall a iUnd to th* betr*. • « » c u w n . 
trator*. tu imaa in . and assign*, hot no change or dleftlon lo ownership of th* land. 

non* hereof ahall eitend to th* betra, n t f u i o n . sdmlnl*-
altlea, ho*.ever accompllthed. ahall operate to •nlarge 

or ro\altles ahall he binding upon lease* for any Ut* obligation* or dtmlnlah the right* of te***r. No *ncb change or dlr t t lon In th* ownership of the land, EB 
purpoa* until aucb person a<qolrW *"T ' n U r - ^ t _ b ^ ^ 

. laignment of thl* lease. I D whole 
gstlon* hereunder, snd. I f lessee- or aaslgnvf Of pert or parts hereof _ . _ _ 
BaaTaiwaaawjwBMSETflfw f 4 ] | f^, comply with any r*rovl»lon of the Irate, aucb default 

It covert a part of said Isnd* opon wbUb lease* or any as t ime* thereof ahall I B D B B Q S B B S B 
" " . . ierit 

iball not affect thia lease In ao far 1 
. _ _ _ . " — r — ' — — , * * * * ^ H ' i f f n * ' T M B 1 ' — — — — — — 
iJrsse* ihatl not be liable for delsy* or dr faulU In l u performance of any aKreement or covenant hereunder du* to fore* majeure. The U r m "force majrur*" 

as employed herein shall mean: any act of Cod Including but not limited to i t a rmi , flood*, wsahouU, landtUdr*. and l ightn ing: acU of tbe public enemy; wars, block-
ade*, inwrrectlons or r io ts : strike* or lockout*; epidemic* or Quarantine regylatfont-, lew*, act*, order* or requetw of federal, *taw. municipal or other jrovernment* ' 
or governmenul omcrrs or agenu ondrr color of authority: freight embargoes or failure*: eiheuatlon or unavailability or delay* In delivery of any product, labor, 

'service, or maUrlal. I f lessee Is reouired, ordered or direr ted by any federal, eUte or municipal law, eierutlv* order, rule, regulation or request enacted or promul­
gated under color of authority to csaar dr i l l ing operation*, reworking operation* or producing operation* on the land covered by thl* leas* or If 1 ret re by fnrce 
mslrure Is prevented from conducting dr i l l ing operations, reworking riperaliottt or producing oprration*. thrn unti l *urh l im* *t inch law. order, rule, revulstlon. 
rwquest or fore* majeure U terminsUd snd for a period of ninety (00) days after turn termination each snd every provlaion of thia Irate that might operate u 
UrmlnsU It or the e*uir conveyed by It shall be *o*p*ndrd and Inoperative and this traa* ahall continue In f u l l force. I f any period of suapenslon occurs during 
the primary U r m , the time thereof *hstl b* added lo euch term. , „ 

10, t***or hereby wsr r snu and stress to defend lb* t i t le to aald land, and agr*** that t****«, at Its option, may dtseharr* •»y ._Ut 1 mortsrsg*. ot 
other'Hen open said land, and In th* event less** doss ao, f t ahall be *ul>ror*Ud to sucb lien with th* right to enforr* asms and apply B B a W T T i g roraltiss 
arcrulDg b*r*onder towsrd ta t t t fvtng same. Without tmpslnnent of test**'* right* undrr th* warrsnty In the *v*nt of fallur* of l i t )* , it la agreed that, t f 
IsMor owns an InUrett In asld land less than th* entlr* fs* almpl* cats is. then the rovaltle* to b* paid lessor ahall W reducsd proportion aUly : 
abould any on* or enor* of th? parties nsmed abov* as lessors f s l l to n r e u U this Iras*. It ahall nevertheless b* binding upoo th* party or parties ex seating 

*** t t * r r r IU/b!* iuecrssor* snd ssstgna. ahall havs th* right at any Om* to •urrendcr thl* lest*. In whole or In part, to le-taor or bl» hrir* and assigns by 
delivering or mailing a release thereof to the lessor, or by placing a releas* thereof of record tn ths county In which ssld Isnd It tltuat.-d^- thereupon lea*** ahsJl b* 
relieved from all obligation*. e*prr*«ed or implied, of thl* sireement sr. to ths acreage so • u m n d e r c d . I 
U i J B M e a a T C & e f a U I K a M 

U l WrTKEfiS WHEP.EOF. w* l i r a th* day and yaar ftnt abm« wrl t tsn . 
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THE STATE OF TEXAS 

COUNTY OF _ _ 

..County, TCXM, on thla BEFORE ME, the undersigned authority, a Notary Public in and for 

day personally appeared _ ; known to me to be the person whose name ia 

subscribed to the foregoing instrument, and acknowledged to roe that.... he executed the same for the purposes and consideration 
therein expressed. - . 

Given under my hand and seal of office this.. : day of . A. D. I B -

Notary Public^ -County, Texas. 

THE STATE OF TEXAS 

COUNTY OF 

BEFORE ME, tbe undersigned authority, a Notary Public in and f o r . 

day personally appeared. .and.. 

-County, Texas, on thia 

his wife, both known to me to be the persona whose names are subscribed to the foregoing instrument, and acknowledged to me 

that they executed the same for the purposes and consideration therein expressed; and the said 

baring been examined by me privily and apart from her husband, and having the aame fully explained to her, she, the sale? 

. : : , acknowledged such Installment to be her act and deed, and de­
clared that she had willingly signed the aame for the purposes and consideration therein expressed, and that she did not wish to 

' retract it. . 

Given tinder my band and seal of office this...- . day 'of.. , A. D. 19.. 

Notary Public,.... _ „ County, Texaa. 
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....County, Texas, on this 

THE STATE OF TEXAS 

'\ COUNTY. o?_: 

BEFORE ME, tbe undersigned authority, a Notary Public in and for... 

" day personally appeared : —. and , 
his wife, both known to me to be the persons whose names are subscribed to the foregoing instrument, and acknowledged to me 

-that they executed the same for.the purposes and consideration therein expressed; and the aald..— — — 

having"'jmn%MmTn^Ty~m~e~ privUy and-apart from her husband, and having the Bame fully explained to her, she, the said 

; ; : _ , acknowledged such instrument to be her act and deed, and de-
elired that she had willingly signed the same for the purposes and consideration therein expressed, and that she did not wish to 
retract it. 

Given nnder my hand and aeal' of offiee this -.— day of... , A. D. 19 . 

Notary Public Ci 
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EXHIBIT " C " 

Attached to and made a part of ..f^ra.'t.Wil.Ai^e.em^ 
-dflylof...June.,...197.8,_ty„M 
J,or._and..PhxUips.JPetrpleum Co 

ACCOUNTING PROCEDURE 

JOINT OPERATIONS 

I . GENERAL PROVISIONS 

1. Definitions 
"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting 
Procedure is attached. 

"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 
maintenance ol the Joint Property. 

"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint 
Operations and which are to be shared by the Parties. 
"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators" shall mean the parties to this agreement other than the Operator. 
"Parties" shall mean Operator and Non-Operators. 

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

"Technical Employees" shall mean those employees having special and specific engineering, genWical 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. 

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

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

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

' Advances and Payments by Non-Operators . 

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

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

Adjustments .. / . . . ' > 
Payment of any such bills shall not prejudice the right of any Non-Operator to' protest or question the correct­
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any 
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following 
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator tikes 
written exception thereto ahd makes claim on. Operator for adjustment. No adjustment favorable to Operator shall 

. be made unless it is made within the same prescribed period. . The provisions of this paragraph shall not prevent 
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V. 

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

Approval by Non-Operators • 
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec­
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains* 
no contrary provisions in regard thereto, Operator shall notify all Non-Operator.-; of the Operator's proposal, and -

' the ar>reomcn1 or approval of 0 majority in•interest ofthe Non-Operators i In 'ontrollmc on al; Non-Opera­
tors. 
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I I . DIRECT CHARGES 

Operator shall charge the Joint Account wi th the following items: 

1. Rentals and Royalties 

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

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

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

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

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
employees whose salaries and wages arc chargeable to the Joint Account under Paragraph 2A of this Section 
I I , Such costs under this Paragraph 2B may be charged on a "when and as paid basis" or by "percentage as­
sessment" on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this 
Section I I . I f 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 lo Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec­
tion I I . 

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

3. Employee Benefits 

Operator's current co i t i of established plans for employees' group life insurance, hospitalization, pension, re­
tirement, stock purchase, t h r i f t , bonus, and other benefit plans of a like nature, applicable to Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I shall be Operator's actual 
cost not to exceed twenty per cent (20%). 

4. Material 

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 

economic;! eperntion.":. The accumulation of sur-and is reasonably practical and consistent wi th efficient 
plus stocks shall be avoided. 

5. Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the following l imi ta­
tions: 

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

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost 
of $200 or less excluding accessorial charges. 

6. Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by 
Paragraph 9 of Section I I and Paragraph 1. i i of Section I I I . The cost of professional consultant services and con­
tract services of technical personnel directly engaged on the Joint Property i f such charges are excluded from the 
Overhead rates. The cost of professional consultant services or contract services of technical personnel not d i ­
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, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%) 
per annum. Such rates shall .not exceed average commercial rates currently prevailing in the immediate area 
of the Joint Property. 

B. . In iieu of charges in Paragraph 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. 

8. Damages and Losses to Joint Property 

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

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 i n or resulting f rom operations under the agreement or 
necessary to protect or recover the. Joint Property, except that no charge for services of Operator's legal staff 
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. A l l other legal 
expense is considered to bo covered by the overhead provisions of Section I I I unless otherwise .- •. i d to by the 
Parties, except as provided in Section I , Paragraph 3. 



Taxes 

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

Insurance , 

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

Other Expenditures 

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

I I I . OVERHEAD 

Overhead - Drilling and Producing Operations 
i . As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge 

drilling and producing operations on either: 
( X ) Fixed* Rate Basis, Paragraph IA, or 

' • ->_'' • ( : ) Percentage' Basis, Paragraph IB. 

' Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices 
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable 

. under Paragraph 2A,. Section I I . The cost and expense of services from outside sources in connection with 
. . matters of taxation,-traffic, accounting or matters before or involving governmental agencies shall be considered 

,'as, included in the Overhead rates provided for in the above selected Paragraph of this Section II I unless such 
• '• cost and expense are agreed to by the Parties as a direct charge to the Joint Account. 

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

A'. Overhead - Fixed Rate. Basis 

" (1) Operator shall charge the Joint Account at the following rates per well per month: 
{.*'•".•• Drilling Writ1 Rate's '2578- ._ 

Producing Well Rate $ 318. • . 

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

- (a) 'Drilling Well Rate • . !. ' i ' ' . ' * ; . ' ' 
[1] Charges for onshore'drilling wells shall begin on the date the well is spudded and terminate on 

the date the drilling or completion rig is released, whichever is later, except that no charge shall 
. be made during suspension of drilling operations for fifteen (15) or more consecutive days. 

[2] Charges for ,offshore drilling,wells shall begin on the date when drilling or completion equipment 
, •* arrives pn location'ahd terminate, on the date the drilling or completion equipment moves off loca­

tion or rig is released, whichever occurs first, except that no charge shall be made during suspen­
sion of drilling operations for.fifteen (15) or more consecutive days 

[3] Charges for wells undergoing.any type of workover or recompletion for a period of five (5) con­
secutive days or more shall be macie at the drilling well rate. Such charges shall be applied for 

. the period' from' date workover operations, with rig/commence through date of rig release, except 
. - • • that no charge shall be made during suspension of operations for fifteen (15) or more consecutive 

•. • . . • .days. , •-. ; •. •-{,• • . ; . . - ' • \ , . ' . , , - ' . - . ' . . , , . • 

'(b) Producing. Weli'Rates • ' ' '-• ' ' ' 
[1] An active well either produced or injected into for any portion of the month shall be considered 

as a one-well charge for the entire month. ,• 
. [2] Each active completion in.a multi-completed well in which production is not commingled- down 

. , hole shall'be. considered as;a one-well charge providing each completion is considered a separate 
, , " well by the governing regulatory authority. 

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

.• i' .Vmanent sales outlet: r.,;-v . • '. - • . . - . ' , 
. [4] A one-well charge may be made for the month in which plugging and abandonment operations 

are completed on any well. ' 
[5]"All other inactive wells (including but not limited to Inactive wells covered by unit allowable, 

- i • ' lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi­
plying the .rate currently in use by. the percentage increase or decrease in the average weekly earnings of 

•• Crude Petroleum and .Gas Production, Workers for the last calendar yearcompared to the calendar year 
, " preceding as shov/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 Labor Statistics, or thi 
' equivalent Canadian index as puhlnhrd by Statistics Canada, as applicable. The adjusted rates shall • 

the rates currently in use, plus or minus the computed adjustment. 



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

(a) Development 
Percent ( %) of the cost, of Development of the Joint Property exclusive of costs 

provided under Paragraph 9 of Section I I 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 I I , all salvage credits, the value of injected substances purchased 
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min­
eral interest in and to the Joint Property. 

(2) Application of Overhead - Percentage Basis shall be as follows: 
For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I , de­
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera­
tions on any or airweiis involving the use of drilling crew cn'iu equipment; aisu, preliminary expenditures 
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com­
pleted as a producer, and original cost of construction or installation of fixed assets, the expansionA>f fixed 
assets and any other project clearly discernible as a fixed asset, except Major Construction as dei.ned in 
Paragraph 2 of this Section I I I . All other costs shall be considered as. Operating. 

2. ' Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex­
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and 
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall 

. charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess 
of <t » .• : *To be negotiated 

' A."- % of total costs if such costs are more than $ but less than $ ; plus 
B. _: % of totai costs in excess of $ but less than $1,000,000; plus-
C. % of. total costs in excess of $1,000,000, 

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

3. Amendment of Rates 
The Overhead rates provided for in this Section I I I may be amended from time to time only by mutual agreement 

' between the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 

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

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

 s 

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

2. Transfers and Dispositions 

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

' -A. New Material (Condition A) ' -
(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a 

maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest 
published price f.o.b. railway receiving point or-recognized barge terminal nearest the Joint Property 
where such Material is normally.available. 

• (2) Line Pipe 
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of 

movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-, 
mally available. ' ' • ' • 

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

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

B. Good Used Material (Condition B) 
Material in sound and serviceable condition and suitable for reuse without reconditioning: 
(1) Material moved to the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV. , 

(2) Material moved from the Joint Property 
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV, 

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

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

(1) 'Condition C 

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

(2) Condition D 

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

D. Obsolete Material 

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

E. Pricing Conditions 
(1) Loading and unloading costs may be charged to the Joint Account al the rate of fifteen cents (15a),per 

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

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

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

4. Warranty of Material Furnished by Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

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

•to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator. 

2. Reconciliation and Adjustment of Inventories 

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages 
• . shall be furnished.to the Non-Operators within six months following the taking of the inventory. Inventory ad­

justments shall be made by Operator with the Joint Account for overages and. shortages, but Operator, shall be 
;'," , held accountable only for shortages,due to lack of reasonable diligence. " . ' 1 

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

4. Expense,of Conducting Periodic Inventories 
The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the 
Parties.' ' - ' • . • . . 
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ATTACHED TO AMD MADE A PART OF OPERATING AGREEMENT DATED THE 2.6TH DAY 
OF JUNE, 1978, BY AND BETWEEN HNG OIL COMPANY AS OPERATOR AND PHILLIPS 
PETROLEUM COMPANY AS NON-OPERATOR. '• 

Kqun.) Employment Opportunity Provision 

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

1. The Operator w i l l not discriminate against any employees or applicant for employ­
ment because of race, co3or, religion, sox, or national origin. The Operator w i l l 
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 recruitment advertising; 
layoff or termination; rates of pay or other forms of compensationj and selection for 
training, including apprenticeship. The Operator agrees to post in conspicuous 
places, available to employees and applicants for employment, notices to ba provided 
by the contracting officer setting forth the provisions of this nondiscrimination 
clause. 

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

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

4. The Operator w i l l comply with a l l provisions of Executive Order 11246 of September 
24, 1965, and of the rules, regulations, and relevant orders of the Secretary of 
labor. ' 

5. The Operator "will furnish a l l information and reports required by Executive Order 
13?46 of f.eptember 24, 1965, and"by the rules,, regulations, and orders of the Secretary 
of Labor,"ir pursuant thereto, and w i l l permit access to his books, records, and 
accounts by the contracting agency and the Secretary of Labor for purposes of investi­
gation to nacertain compliance with 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 Operator may 
be declared ineligible for further Government contracts in accordance with procedures . 
authorized in Executive Order 11246 of September 24, 1965, and such other sanctions 
may be imposed and remedies invoked as provided in Executive Order 11246 of September 
?k. 1965, or by rule, regulation,- or order of the Secretary of Labor, or as otherwise 
.provided by law. ' ' ' .. 

7. The Operator w i l l include the provisions of paragraphs (1) through (7) in every • 
subcontract or purchase, order unless exempted by rales, regulations, or orders of the 
Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of September 
?U. 1965, so that-Mich provisions w i l l be binding upon each subcontractor or vendor. 
The .Operator w i l l take .such action'with respect'to airy subcontract or purchase order 

/.IF the contracting agency, may direct as a means of enforcing- such provisions including 
- sanctions for noncompliance: .Provided, however, that in the event the Operator becomes 
involved in, or is threatened.with, litigation with a subcontractor or vendor as a 
result of 3uch direction by the contracting agency, the Operator may request the 
United Ct.ites to enter into such litigation to protect the interests ol the United 
.''.tatcs.. 
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Operator acknowledges that it,may be required to f i l e standard Form 100 
(EEO-1)-promulgated j o i n t l y by'the Office of Federal Contract Compliance, the 
Kqual £>r,p3oyment Opportunity Commission and Plans for Progress with Joint 
Reporting Committee, Federal Depot, Jeffersonville, Indiana, within t h i r t y (30) 
days of the. date of contract, award i f such report ha3 not been f i l e d for the 
current year and otherwise comply with or f i l e such other compliance reports as 
may be required under Executive Order 11246, as amended and Rules and Regulations 
adopted thereunder. • , . 

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

.. Operator assures.Non-Operators that i t does not and w i l l not maintain or 
provide for its*employees any segregated f a c i l i t i e s at any of i t s establishments, 
and :that i t does not and w i l l not permit i t s employees to perform their services 
at any location,"-under i t s control, where segregated f a c i l i t i e s are maintained. 
-For this purpose', i t - i s understood that the phrase "segregated facilities'', includes 
f a c i l i t i e s 'Which' are in fact segregated on a basis of race, color, religion, or 

• national, origin, .because of habit,' local custom or otherwise.- I t i s further . 
'understood and agreed that maintaining or providing segregated f a c i l i t i e s for i t s 
employees or permitting i t s employees to perform their services at any location, 
under its'control where .-.egrcpated f a c i l i t i e s are maintained is a violation of , 
• the equal; opportunity cl ause - required by Executive Order 11.246 of September 24, 
19'>5*.: ..,*'-"• ' "'' ̂' ' ' .'. . ;. .. - 1 ' . • ' •• 

Operator further understands and agrees that a breach of the assurance 
herein contained subjects i t to the provisions of the Order, at 41 CFR Chapter 
60,of .the Secretary of Labor dated May 21, 1968, and the provisions of the equal • 
opportunity clause enumerated in contracts between the United States of America, 
•and Non-Operators.', , 

Whoever, knowingly and w i l l f u l l y makes any false, f i c t i t i o u s or fraudulent 
representation may be liable.to criminal, prosecution under 18 U.3;C. § 1001.. 

•!•£.; .*' 


