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• • OPERATING AGKJil'HHNT

TIMS ACIlEliMENT, entered Into this IS Mi . day of____ AUGUST-, 10-2J-, between
GBTTV OIL COMPANY_____

hereafter designated as "Operator", anil the signatory parties other than Operator,

WITNESSETH, THAT: •
Wibmias, the partial to Dili onr«cnwnt era ownen et^il and oai lenici covorlnfl and, 1( ic Imlle&led,

-tinl<ftSotl-ntl*&Ml-btlofe&v6 In the tracts of land described In Exhibit "A", and all parlies 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 aerced as follows: . • s

1. DEFINITIONS

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

them.
(1) The worda "party" and "parlies" shall always mean a parly, or parlies,-to this agreement,

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

. poralc bodies, partnerships, associations, or persons real.

(3) The term "oil and gas" shall Include oil, gas, casinghead gas, gas condensate, and all other liauid or g.ise-
and othar mineral, coatcnporancou.ly produced with raid oil anil gas, including but not limited to tulpbur,' 

ous hydrocarbons,/unless an lnient 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) Tho term "Unit Area" shall refer to and Include all of the lands, oil and gas leasehold inleresls 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 diiiliug of one wail by order or rule of any 

■slate or federal body haying authority. If a drilling unit is not fixed by any such rule or order, a drilling

unit shall bo 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 full

fn the contract. . ,herein

(8) Tho words “equipment" and “materials" as usecy-tan^e-arc synonymous and shall mean and Include all 

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

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

A. Title Examinatler\i

Title examination *hall be made on the drlllsltc of any proposed well prior to cotrjuencemtnt of drilling 
operations, and title examination may be made on acreage' included, or planned to be included. In any pooled unit 
croatod, or plannod to bo created, around auch woll prior to or after commencement or completion of drilling oper­
ations. At the time a well is proposed, tho party or parties contributing the drillsite lease to the unit area 
(and the party or parties contributing other leases which are. or planned to or, included within any pooled unit 
around such well, if examination prior to commencement of drilling operations is deemed advisable by the parties.) 
shall furniah Operator, free of charge, all abstracts, title opinions, and curative material* in it* possession 
covering the dnll&ito (or other leases which may be involved, as uorcioid) . Operator shall also furnish all 
such abstracts, title opinions, and curative materials in its possession free of charge. In the event abstract* 
have not been prepared, or additional abstracts are required for examination o( title, auch abstract* shall b# 

procured by Operator and the cost of *ame shell be charged to the joint account,

* Operator ahall cause title to be examined by attorney* on Ita staff or by outside attorneys employed 
for the purpose. Ho charge shall be made to the joint account for services of Operator's o-'n attorneys and axsmtn 
tion of title, but if title is examined by outside attorneys, then tho fees paid to such outslile attornoy* shall 
bp rhnned to the joint account. Operator shall attempt to procure curative ~e».eria)a to satisfy requirement* rad 
by the examining attorney. Costs incurred l»y Operator in procuring, (including broker* per diem and n»|uinie», coi 
ot reproduction, etc., but expressly excluding coats o( isrvicci rendered by Operator's personnel) shsll a|*ob« 

chargod Vo the joint account.

Cople* of all title opinion* and tit!* reports, toqethor with all curat!material* secured to satiafy 
th* examining attorney's requirements, ahall he -aul>mi 11 rd by 0|<cr«lur to oacli party and oath parly shall then 

notify Operator a* promptly *a poaatbl* whether it apprbvaa title.

Ho woll shall ha drilled on the unit area until after (I) tha title to tha drt)l*ll* hae haan 
above provided, and (?) the title h»a b«*en approved by tha eaemlnlng attorney or Itllo hae been ^

the parti** who no to participate in tho drilling oi tho wall,

*

"Iitriivliliifil Ld:ia,>
limit..'.! i Mil's



l©-'VYMcb-tiiir-nn-nppvovrTt-or-nrt-t-pti-ti;--oi—untiHbTr-pnrtirx-fniHo-ae Ipct-mnothcT-drillsitCT—An~irr-thc-ci»:

drtllsitc fii::l selected, .so also with successive choices if the time comes lh.it the parties Jj^ve^Tmt .approved 

title and arc unable to agree upon an alternate drillsilc, the contract r.haUJu-lh'.t Cease and at that time, coma 
to on end and all parties shall iorfeit their rights and he rcjjov<-tt""rir"fibtli;ations under this contract.

No well other than the first test slud.U>irTlnTicd In the Unit Area until after (I) the title to the lcaso 

covering the lands upon wlngj^-tirrCTTwcll is to be located has been examined by Operator’s attorney, and (3) 

the title hasJjocTr'approvcd by the examining attorney and the title lias been accepted by all ot the parlies 

HvW-ift-tlie-dr-illi tho-euoli.

B. Failure ot Titles

Should any oil and gas lease, or interest therein, be lost through (allure ot Utle, this agreement shall, 

nevertheless, continue In force as lo all remaining leases and interests, and
(1) The parly whose lease or interest is affected by the title failure shall bear alone the entire loss and It 

shall not Be entitled to recover from Operator or the other parties any development or operating costs 

which ft may have theretofore paid, but there shall be no monetary liability on Its part to the other par* 

lies hereto by reason of such title failure; and

(2) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation

. -of the interest which has been lost, but the interests of the parties shall be revised on an acreage basis,

as of the time It is determined finally that title failure has occurred, so that the interest of the parly

whose lease or interest is affected by the title failure will thereafter be reduced in the Unit Area by tho

amount of the interest lost; and , • ' ' . •

(3) If the proportionate interests of the other parties hereto !n any producing well theretofore drilled on 

the Unit Area Is Increased by reason ot the title failure, the party whose title has tatted shall receive 

the proceeds attrtbutable to the increase in such Interests (less operating costs attributable thereto) 

until it has been reimbursed for unrecovered costs paid by it in connection with such well; and

' (4) Should any person not a parly to this agreement, who is determined to be the owner of any Interest In 

•tbi title niiiui lias tailed, pay in any manner any part of the cost of operation, development, or equip- 

• \mcnl, or equipment previously paid under this agreement, such amount'shall be proportionately paid to 

. the party or parlies hereto who in the first instance paid the costs which are so refunded; and 

(5) Any liability to account to a' third party for prior production of oil and gas which arises by reason of 

title failure shall be borne by the party or parties whose title failed in the same proportions in which 

they shared in such prior production.

C. Loss of Leases for Causes Other Than Tide Failure:

If any lease or interest subject to this agreement be lost through failure to develop or because express 

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

term and not be renewed or extended, or if any lease or interest therein is lost due to the fact lhal the produc­

tion Ihcrelrom is shut In by reason of lack of market, the loss shall not be considered a failure of tlllo and alt 

such losses shall be joint losses and shall be borne by all parties in proportion to their interests and there shall 

be no readjustment of interests in the Unit Area. *

1 UNLEASED OIL AND GAS 1NTEIIF.STS

-If-nny-pnrty-owns-an-uhleased-oil-and-nas-inlcrest-in-lhe-Unit-Arear-thal-intcresUctialt-be-trealod-for-lhJ!

purpose ot this agreement as if it were a leased interest under the form of oil andgniioase^aTTached as "Exhi­

bit "B” and for the primary term therein staled, As to such irPjxcsioCtTCorvncr shall receive royalty on produc­

tion as prescribed in the form of oil andj^iJoajirjnached hereto as Exhibit ”0", Such parly shall, howCYtr,
be lUlijecl lo all oLllto-proVIinoruof (hit oiifcemont relating to lemciti to the oKtent Unit U awtti (It* HUM 
interest, tlsasa ara no unloosed interests committed hereto; therefore, there is no Exhibit t

4. lMTEIU'STS OF PANTIES

Exhibit "A" lists all of (he parlies, and their respective percentage or fractional InlcrcsU under thlf 

agreement. Unless changed by oilier provision*, nil costs mul llatillllles Incurred In operations under this ton- 

tract shall be borne unit paid, nnu all eipiipmenl ond malcrial acquired In operations on the Unit Area shall b« 

owned, liy the parties as their interests nrr given In Exhibit "A" Alt production of nil and gas from the Bolt 

Area, subject to the payment of lessor's royalties, shall also In; owned by the parties In llic same nmnncr.

—‘.3 —
“Individual Loss" 
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U tho InloroHl o( any parly In any oil anil pa leaaa covered by IhU fiRreemenl Is subject to an overrldlni 

rvyaliyi prmluvtlon iilymifnii or uth«r «herua ovar and |il>uvo tho usual onu.olgthh (',h) royally, suoh party ihnll
aaaumc and alone hear at) such excess ohlliJ.nllnna and shall nccounl for them tn the owners therco/dnSS^U689 

<?f whether such ^arl^^n^sollin^its^harp of the unit production

5. OrEItATOK OF UNIT

GETTY OIL COMPANYshall be the Operator of 

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

mitted and required by, and within the limits of, this agreement. It shall conduct all such operations in a good 

and workmanlike manner, but it shall have no 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 of employees end their selection, and the hours of labor and the compensation for services 

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

7. TEST WELL *
■* it

On or before the 15th day of____UQ.VSmheE_________  1977 . Opcrator/shall commence the drill­

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

1980' front the West line and 1980' from the North line of 
Section 2-T22S-R34E, Lea County, New Mexico

and shall thereafter continue the drilling of the well with due diligence to a depth of 13,500' or 
a depth sufficient to evaluate the Morrow fonration, whichever is the lesser 
depth,

unless granite or other practically impenetrable substance is encountered at a lesser depth or unless all parties 

agree to complete the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling which give indica­

tion of containing oil and gas in quantities sufficient to test, unless this agreement shall be limited in its ap­

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

formation or formations to which this agreement may apply.

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

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

well shall then be plugged and abandoned as promptly os possible.

8. 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 parlies 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 in the body of this agreement, (he provisions In 

the body of this agreement shall prevail.

Operator, at Its election, shall have the right from lime to lime to demand and receive from the other 

parties payment in advance of their respective shares o( the estimated amount of the costs to be incurred In 

operations hereunder during the next succeeding month, which rigid may be exercised only by submission (o 

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 In advance of estimated costs shall be submitted on or 

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

such estimate within fifteen (15) days after such estimate and invoice is received. If any,party fails,In pay Us
) twfelve 112"V

share of said estimate within said lime, the amount due sfiall bear interest at the rate oi/six percent (<!"',per 

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

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

— 3 —

Revised 1907
* Rrv* SrY'Hnn 71 X Cr*r- nA.t ti1 r-,,-^.,,8 ~8
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9. OPERATOR'S L1F.N

Operator Is given a first and preferred lien on the interest of each parly covered by tills contract, and 

in each parly's interest in oil and pas produced nnd the proceeds (hereof, and upon each party's Interest In ma­

terial arid equipment, to secure the payment of alt sums due from each such party to Operator,

tn the event any party falls lo pay any amount owing by it to Operator os its share at such costs and 

expense or such advance estimate within tile time limited for payment thereof. Operator, without prejudice lo 

other existing remedies, is authorized, at its election, lo 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 sucti party, and each purchaser of oil or gas is authorized to rely upon Operator's statement 

as lo 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 parlies 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 (he lame lien rights as are granted to Oparator in this section. Upon the payment by such delinquent or 

defaulting parly lo 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 parlies and Operator propor­

tionately in accordance with the contributions theretofore made by them,

JO. TERM OF AGREEMENT

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

to this agreement remain or 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 tn 

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

■if (30) o.'iei u'uamiumneni oi tne iirst 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 strati 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 in paying quantities does not result therefrom this agreement shall terminate 

at the end of ninety (90) days after abandonment of such well or wells. It is agreed, however, that the term­

ination of 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 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 and testing of the well; (b) No well shall 
be reworked, plugged back, deepened or sidetracked after it has teen drilled to the 
depth authorized by tho parties participating tterein, except a well reworked, plugged 
back, deepened or sidetracked pursuant to the provisions of Section 12 of this agreement, 
it being understood that the consent to the reworking or plugging back of a well sitall 
include consent to all necessary expenditures in conducting such operations and completing 
and equipping of said well to produce, including necessary tankage,' and consent to deep­
ening or sidetracking shall include all necessary expenditures in the deepening or side­
tracking of the well, including test; (c) Operator shall rot undertake any single project
reasonably estimated to require art expenditure in excess of TEN THOUSAND AMD NQ/100---------
h_~ ~ -—Dollars ($10,000.00)except in connection with a well the drilling, re­
working, deepening, or plugging back of which has been previously authorized by or 
pursuant to this agreement; provided, however, that in case of explosion, fire, flood, 
or otiler 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 shall, uiron request, furnish copies 
of its "Authority for Expenditures" for any single project costing in excess of $10,000-QQ_e
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, 1!. OrKIUTIONS UY l.KSS THAN AI.I. rAItTlKtt#
1 a* 'iwn •emRltllon 01 ft wall ftft«v It hftt boon drlllovl to tho dwpth ftuthoriltd by th« Dftrtlfti

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* Tho pnrtioi rocoiv-
completing, , or lUctraeVln?,

Ing »ueh a notice «ha!l have thirty (30) dayi (except as tt^reworkinn, plufloinK back,** drilling <l'3C|W/,\vUoro 

" ' ‘ “ n, the period shall be limited to (ai-ty-elnht (tB) hours Bxvhulva s( ItHlHrrirtft^Svm*

to participate in the cost of the proposed operation. Failure of a parly receiving such a notice to so reply lo

proposed operation.

If any party receiving such a notice elects not to participate in the proposed operation (such party or

of this section, the party or parties giving the notice and such other parties as shall elect to participate in the 

operation (all such parlies being hereafter referred to ns the "Consenting Parlies") shall, within thirty (30) 

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

ation of the 48-hour period where the drilling rig is on location, as the ease may bo) 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 Parlies in the 

proportions that their respective interests as shown in Exhibit "A” bear to the total interests of all Consenting 

Parties. Consenting Parlies shall keep the leasehold estates involved in such operations free and clear nt oil 

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
--------------------- —--------- .completed, .................... • idot racked *

cost, risk and expense. If ony well drilled,/reworked, deepened,©!-. plugged back/under Ihc 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 and risk, and the well shall then be turned over to Operator and

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

operations for the drilling,/reworking, deepening,-©* 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 Parlies, and the Consenting Parlies shall own and be entitled to receive, in proportion 

to their respective interests, all of such Non-Consenting Parly'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 lo 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, bul not limited lo, slock tanks, separators, treaters, 

pumping equipment and piping), plus 100% of each such Non-Cor.rcnting Party’s share of the cost of 

operation of the well commencing with first production and continuing until each such Non-Consonting 

Parly’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

(D) -2(KUf of that portion of the costs ond expenses of drilling, reworking, deepening,/or plugging hack,

nolleo within which to notify the parties wishing lo do the work whether they elect

it within the period above fixed shall constitute an election by that party not to participate in the cost of the

parties being hereafter referred lo as "Non-Consenting Parly"), then in order to be entitled lo the benefits

300%
•ldetracklng

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

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.

Geo Occtlon 31*A for additional provioidfriA 

of record in ♦ hn dnto Of
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be permitted to use, free of coal, all casing, tubing nud other equipment In the well, but tlu* ownership of nil
. CO«q>l r t Inn HUfCl^,

such equipment .shall remain unchanged; nnd upon nbaiulonmcnl of a well after jiielv/rewmlimit, plwmpn* 
bnck,*m >!Y*|i»r UHlilmi /tli» *<istiVvi"ii’I1 iirtl•» alinM account lor nit «ueh equipment to iho ovvneri thereof, 

with each party receiving its proportionate part In kind or In value. _ '

Within sixty (CO) days after the completion ol any operation under this section, the party conducting 

the operations (or the Consenting Parties shall furnish cacli Non-Consenting Parly with an inventory of
»16tl(4eVl'Mc

the equipment In and connected to the well, nnd an Itemized stalemcnt of the cost of drilling./deepening, 

plugging back, testing, completing, and equipping the well for production; or, at its option, the operating 

parly, in Ilcii of on itemised .tatamont of such coils of operation, may lubmlt a detailed statement ot'monlhly 

billings. Each month thereafter, during the time the Consenting Parlies are being reimbursed as provided 

above, the Consenting Parlies shall furnish the Non-Consenting Parlies with an itemized Statement of alt 

cost! nnd liabilities Incurred In the opcrnllon of the- well, together with a statement of the quantity of oil 

and gas produced from it and the amount of proceeds realised from the sale of the well's working Interest 

production during the preceding month. Any amount realised 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 unreturned costs of the work done 

and of the equipment purchased, in determining when the Interest of such Non-Consenting Parly shall revert 

to it as above provided; if there Is a credit balance it shall be paid to such- Non-Consenting Party.

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
, conplc-lln., or slCetrseXino
drilling,/reversing, dccpcr.'r.f —— p'-.igg'-g bick/cf said well. Thciciier, such Non-Uonscnting Parly shall be 

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 agreement 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 all 

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.
^——completing of said veil and »uch provi7;on> «lao jhall »pply

The provisions of this section shall\havc no application whatsoever to the drilling of the initial test
\ r or uidetrecVlng

"Well on the Unit Area, but shall apply to IhcNreworking, deepening,-op-plugging back/of the initial test well

after it has been drilled to the depth specified in Section 7, if It is, or thereafter shall prove to be, a dry
/conplrted. or •Idttracked,

hole or’non-commcrcial well. and to all other wells drilled./reworked, deepened, op-plugged bock./or pro- 
completed, or oidecracked,

posed to be drillcd/rcworkcd, deepened,-or- plugged back/upon the Unit Area subsequent to the drilling of 

the Initial test welt

13. RIGHT TO TAKE PRODUCTION IN KIND

Each party shall lake 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 nnd producing oper- 
, t sublet to tlic ]3ot |*ar.tor*ph of Section 4 hereof,

nlions nnd in preparing and treating oil for marketing purposes and production unavoidably lost.ytach party

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

due on Ilf 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 parly of Its proportionate 

tlmrc of the production shall be boVne by such parly.

mch * i • t>4 r*«i\Mfcd lor th* 4*1* of
Each party shall cxi'cule/alU division orch*rs!nnd conlriiclsM-....l^,,ui.Uh.U.,Mo lb Interest In produc­

tion from the Unit Aren, nmt shall \>t> entitled lo receive payment direct from the purchaser or puidiAScri 

thereof for Its shore of nil production,

0
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I In hhe oven'; tiny parl.y uh.-ill (oil to make the Ai-rangcmont r, necctinary lo.toko 
In hind, or u'-p.n-.-itvly 0 tr.poue of ito propciil lon.ii e uh.no of tho oil and .j.ia pro­
duced from l lie Unit A too. Operator all.ill have the right, uuliject U> revocation At 
will by the parly owning it, hut not the nhl lijot ion, to pvirchnne finch oil and gas 
or-cell It to others (or the time being at not le»:i than the Market price pre­
vail Incj in tlie nnsa, which r.h.ill In no event ho less than the price which operator 
receives (or Its portion o( the oil and <jau produced front the Unit Area, .All «»n» 
tracts o( oalc by Unit epeifnlnr si Arty ts»h»» IIAUty's «f »nah pll and got
shall ito only (or su«h todBonnble potiodu o( tlmo ns nre coiiuiutenL wUli ths
minilAUffl nspds 8f the industry under, the circumstances, but in no event shall any . 
cuch contract bo (or a period in excess of one year. Any such purchase or sale by 
Operator shall bo subject always to the right of the owner of the production to 
exorcise at any time its right to take in hind, or separately dloposo of. Its 
ehoro o( nil 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 gas production without first giving such other party sixty .
(00) days notice of such intended salo, .

• 14. ACCESS TO UNH? AREA*

. Each party shall have access to (he Unit Area at all reasonable times, at its sole risk, (o' Inspect or 

observe operations, and shall have access al 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, ond shall make available samples of ariy 

cores or cuttings taken from, any well drilled on the Unit Area.

15. DRILLING CONTRACTS

All wells drilled on the Unit Area shall bo drilled on a competitive contract basis at the usual rales 

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, end the rate of such 

charges shall be agreed upon by the parties in writing kefr-re drilling opera'.iar.r. r.ri a.u such

work shall be performed by Operator under the same terms and conditions as shaU.be customary and usual 

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

1C. 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-

plclcd as a producer shall be plugged and abandoned without the consent of all parlies; provided, however,
. within twenty (20) djys after receipt of notice of the proposed abandonment of such veil 

if/all parlies do hot agree to the abandonment of any well, those* wishing to continue its operation shall tender

to each of the other parties its proportionate shore of the value of the well's solvable material and equip*

ment, determined in accordance with the provisions of Exhibit "C", loss (he estimated cost of salvaging and

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

abandoning parties, without warranty, express or implied, as to title or as to quantity, quality, or fitness for uso

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. bul only as to, the intcrvaLor inlcivuls-of.. l)ic-(nrmation_or..formations-lhcn open
.which ejeh abjrtL-'onin.*i p.tri'/ Cr^ircs to ab-intfon,

tojirp.duelion/ 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 tlie percentages of p'arllci* 

pation in the Unit Area of all assignees. There shall be no icadjustincnt'of Interest In Ihc remaining portion 

of tlie Unit Area.

After the assignment, tlie ossignors shall have no further responsibility, liability, or Interest In tho 

operation of or production from the well in Use. Interval or intervals llicn open. Upon request of the assignees, 
Operator shall continue to operate the assigned writ for the orcounl of (he non-abnmlunlng parlies at the 

rates ami charges contemplated by this agreement, phis any additional cost nml charges which may arise o« 

the result of llu* separate ownership of tlie assigned' well.

— 7 —



17. Dlil.AY IIHNTAI.S AND SMIIT-IN Wl-I.I, I'AYMHNTS

i'oiui cio

Delay rentals nml r.lnit - lit well |<;iymcntM which may lie re<|ulri.-<l under (lie- terms of tiny lease shall he 

paid liy lln> jKii'ty wlin Ini:: subjected Midi lease to (hi:: agreement. ;i( Its own expense, I'rouf o( i nch payment 

shall be given to Operator nl least ten (10) days |irinr to the mit:il or slnil-in well payment elide. Operator 

shall furnish similar prnof to till other parlies concerning payments it makes in connection with its- leases. Any 

party rn:iy rctpie.ct, and shall lie entitled to receive, proper evidence of till Midi payment*. If, lliriini;h mistake 

or oversight, uny tlelny rental or shut-in well payment Is not paid or Is erroneously paid, and as a result a tease 

Or interest tlierom terminates, there shall be no monetary liability against the party wife failed to make such 

payment. Unless the parly who failed to pay a rental or shul-ln well payment secures a new lease covering the 

some Interest within ninety (SO) days from the discovery of the failure to malic proper payment, the Interest) 

of the parlies shall be revised on an acreage basis effective as of the date of termination of the tease Involved, 

and the party who failed to make proper payment will no longer be credited with an interest in the Unit A.ro# 

on account of the ownership of the luasu which has terminated. In the event the party who. (oiled Vo pay the 

rental or the shut-in well payment shall not have been fully reimbursed, at the time of the loss, from tho pro­

ceeds of the sate ofoll nnd ras uttrlbutnblo to tho lost Interest, calculated on on ucrongo basis, for the develop­

ment and operating'costs theretofore paid on account of such Interest, it shall be reimbursed for unrccovcrcd 

actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled or wells 

previously abandoned) from so much of the following as Is necessary to effect reimbursement:

,(1). Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on 

on acreage-basis, up to the amount, of unrccovcrcd costs;

(2) proceeds, less operating expenses thereafter Incurred attributable to the lost Interest on an acreage 

; basis, of that portion of oil and gas thereafter produced and marketed (excluding production from any 

wells thereafter drilled) which would. In the absence of such lease termination, be attributable to the. 

lost interest on an acreage basis, up to the amount of unrecovcrcd costs, the proceeds of said portion of 

the oil and gas to be contributed bythc other parties In proportion to their respective interests; and

(3) any moneys, up to the amount of unrccovcrcd costs, that may be paid by any party who is. or becomes,

• the owner of the interest lost, for the privilege of participating in Ihe Unit Area ur becoming a parly to

Operator shall attempt to notify all parties when a gas well Is shul-ln or returned to production, but 

assumes no liability whatsoever for failure to do so.

•■10.' PftEi1 -¥e-f*jaeth*9u-

-ShouM-ony jXMMy <k-nro- to cell aUor-ooy-pnri of-*'.;- interoci.* -under— 

tcrcsts in the Unit Area, it shall promptly give written notice to the other parlies, with full infoynflTion con­

cerning its proposed sale, which shall Include the name and address of the prospccllvv^frcrfchascr {who must 
be ready, willing and able to purchase), the purchase price, and all other terrrpxt^hc offer. The other parlies 

shall then have an optional prior right, for a period of ten (10) rjpp^^fuit-r receipt of the notice, to purchase 

on the same terms and conditions the interest which thcnjiiel'party proposes to sell; and, if this optional right 

is exercised, the purchasing parties shall sharclbe^purchascd interest in the proportions. that the interest of 

each, bears to the total interest of altj3»rfTTasing parties. .However, there shall be noprcfercnllal right to pur­

chase in those cases whcrcjpjj'-pariy wishes to mortgage its interests, or to dispose of its Interests by merger, 

reorganijation. cnpi-tfifaiion, or sale of all of its assets, or a sale or transfer of Its interests to a subsidiary or 

parcntrpirifany. or subsidiary of u parent company, or to any company lit which any one parly owns a nta-

SAIX BY OnmYlOR
IS. GI4t,ltG-T-IIIN—tir-Jvtitv—OIMSIIA-T-Orv

• i*11
Should a rale be made by Operator ofyt's rights and Interests, the other parties shall have the right 

within sixty (CO) days after ttic date of Midi sale, by majority vole in interest, to select a nexv Operator, If 

a new Operatin' Is mil so selected. I lie transferee of the present Operator shall assume the duties of anil act as 

Operator. In either ease, the retiring Operator shall nmlinue to serve as Operator, and discharge Its duties 

lit that rapat-ily under Ibis agreement, until -its siieerssnr Operator Is srh.-cled anil In-gins to fiincll"ii. bid tbe 

present Operator shall not In? nliligaleil In cimlliiue the perfnriiianre of its duties fur more limit 1-0 days after 

the sale of Its rights ami IntereMs has been t-nmplelecl,
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10, MAINTENANCE OK UNIT OWNIIUMIIU*

l’*or Die purports of mitllltitlnlng uniformity of ownership In the oil. nml |f;is leasehold Interests covered by 

this contract, oiul noiwithstundini; any other provisions to the contrary, no parly rhnll sell, encumber, transfer 
or make other Olspuiiltltltt of Iti Interest In the luuiei emtir'eee'd' within the Unit Area and In wells, equipment 

and production unless such disposition cavers cllhen * •

(1) the entire Interest of the party In all leases and equipment ami production; or

(2) on equal undivided Interest In all leases and equipment and production In the Unit Area,

Every such sale, encumbrance, transfer ar 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 parlies.

It at any lime the interest of any parly is divided amonc 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 parly's share of the joint 

expenses, and Co 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 

nil contracts or agreements for the disposition of their resppetive 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 3S Operator at any time upon written nottcc of not • 

less than ninety (DO) days given lo all other parties. In this case, all parlies 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 lo its successor 

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

•)•) ^l,,niT_TT'V nn YV*r.w,rT»

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

• -only for Us obligations, and shall be liable only for Us proportionate share of the costs of developing and 

operating the Unit Area. Accordingly, the lien granted by each parly to Operator In Section 9 Is given to se­

cure only the debts of each severally. It is not the intention of the parties lo 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 loose subject to this contract, each and* all of the other 

parties shall be notified promptly, and shall have the right lo 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 lo the interests held at that time by the parties in the Unit Area.

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

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

tive percentage of participation In the unit area to the aggregate of the percentages of participation in the unit 

• .area of all parlies participating in the purchase ot such renewal lease. Any renewal lease in which less than 

nil the parties elect to participate shall not be subject to litis 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 ol Its area or an interest therein. Any renewal lease 

taken before tIre expiration of its predecessor lease, or taken or contracted (or within six (C) months often 

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

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

(ball not tie subject to the prueeinns of this section*,,

Tlte provisions In this sectinn shall apply also and In like manner lo extensions of oil and gas leases-

— ft —
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2-i. suitui;M)i;u or u:asi:s

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

ivrrendcrcd In whole or In part unless ail parlies consent.

However, should any party desire to surrender Its Interest In any lomo or In any pUrtlon 91 ml

Ihap pirllii Oil •***• 9P «sn«sni, ilia party d^lrlna to nurrcnder ilinll nnlt|n, without nmn op Implied
*3ffSRly Of llllft, fill 0/ Us llllefesl Ifl such lease, or portion thereof, and any well, material and equipment 

hich may be located thereon and any rights In production thereafter secured, to the parties not desiring to 

mender It, Upon luch niilgnmont, the assigning parly shall be relieved from all obligations thereafter oc« 

'ulnjf, but riot theretofore accrued, with respect to the oerense dislunec) and the operation of any well there-

1, and the assigning party shall have no further inlercst in the Icate assigned and its equipment and production, 

u parlies assignee shaJl pay to the party assignor th« rooioniblQ tnlvage value of the Inlter’s IntercsS In any 

till and equipment on the assigned acreage, determined In accordance with the provisions of Exhibit "C", 

3 the cstimatod cost of salvaging and the estimated cost of plugging and abandoning. If the assignment Is In 

ror of more Ihon one parly, the assigned Inlercst shall be shared by the parlies assignee in the proportions 

it the interest of each bears to the interest of all parlies assignee.

Any assignment or surrender made under Ihis provision shall nol reduce or change the assignors* or sur- 

iderlng parties’ Interest, as It was Immediately before the assignment, In the balance of the Unit Area; and 

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

as ond provisions of this agreement.

25. ACREAGE Oil CASH CONTK1UUTIONS

If any party receives while this agreement is In force a contribution of cash toward the drilling of a 

I or any other operation on the Unit Area, such contribution shall be paid to the party who conducted the 

’.ing or other operation and shall be applied by it against the cost of such drilling or other operation. If 

contribution be In the form 0/ acreage, the parly to whom the contribution is mode shall promptly execute 

.ssignnient of the acreage, without warranty of littc, to all parlies to this agreement in proportion to their 

rests In the Unit Area at that time, and such acreage shall become a part of the Unit Area and be governed 

It the provisions of this contract. Each parly shall promptly notify all other parties of nil acreage or 

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

*
26. PROVISION CONCERNING TAXATION

—Ench~of~ihe partita hen to elects, under the authority of £-ectforr-tOtf-a-^-of-thc-Intcmat-Rcvemi-<--^Hte>-rvf?-*

, to be excluded from the application of all of the provisions of Subchnplcr IC of Chapter t of Sub^.re A of

nternal Revenue Code of 195-4. If the income tax laws of the state or states in which^the^property covered

•y is located contain, or may hereafter contain, provisions similar to those cp/fitfuicd in the Subchaptcr of

llerhal Revenue Code 0/ 1954 above referred to under which a supilrffelcction Is permitted, each of the
r«ch party aa tint c*» ejection provided fcy

s agrees that such election shall be exercised. +-■ «..«i-***«•»■**
.jITom; Mellon 1.761-3 (b) (2) (11) will apply *nd no party will Hie *n Application under r,--;ul.u Ion* faction

■ n t-tr .L iu.4.;-r.U..U<.u; u,—Uv-1—1l—i-Q-UAi\—iamU*—U*0——CrT
J) U) °r_ till to r«we« ajid «l*ctl

Dctjlnnlng vtih the first tfollowing the effective date of this iujreercnt,
^Operator shall rendep-ftfr^Td valorem taxation all property subject to this agreement which by law 

1 be rendered^ tffsuch taxes, and it stint) pay alt such taxes assessed thereon before they become delin- 

^jOptfrntor shall bill all other parties for their proportionate share of alt tax payments in the manner 

^d-iry-finhibih^G'rT—-——-------------- ----- ------------------------------------------------------------------------  ------------------------

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

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

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

ten finally determined, Operator shall pay Hie assersment for the joint account, together with interest and 

* accrued, and the total cost shall then be nsscsscd against the parlies, am! be paid by them, as provided

ibil "C". 1

— 10 —

*Scc Section 31.L for additional provisions.
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Z7. INSURANCE

At till times while operations are conducted liereumlei', Operator shall comply with llic Workmen’) 

Cominmmitlmi Law ef Him Mini# whsr* \ho operullons mo lielng totuluvled, Opvnilor jlinll also fnny or pros 

vide Imurantc for Die Itettcfll ol the Joint account of llic parties ns may be outlined In Exhibit "1)" attached 

to and made a part hereof. Operator shall require all contractors engaged in work on or (or the Unit Area 

lo comply with the Workmen's Compensation Law o[ the Slate where the operations atc'bclng 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* 

cclves (ho approval of the pdriioit, no tllrooi elinrae iholl bo m»d« by Operator for premlumi paid for sttoh In* 

lurnnea for operator's fully owned automotive equipment. _ ‘

28, CLAIMS AND LAWSUITS

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

Area, or on an aliened cause of action involving title lo any lease or oil and Gas interest subjected to this con* 

tract, it shall civc prompt written nolice of the suit'lo the Operator and all other parties.

The defense of lawsuits shall be under the ccncral direction of a commiltce of lawyers representing the 

parlies, with Operator’s attorney as Chairman. Suits may be settled during litigation only with the joint con? 

sent of all parties. No charge shall bo made for services performed by the staff attorneys for any of the 

parlies, 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 lo and paid by all parties in 

proportion to their then interests in the Unit Area. Attorneys, other than staff attorneys for the parlies, 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 lo 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 I*,., luii.e,' ',r,an a joint' loss unuer prior provisions of this agreement, and all such suils shall be 

handled by and be the sole responsibility of the party or parlies 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 

■ ie within the discretion of Operator so tong as the amount paid in settlement ot any one claim docs not exceed 

one thousand ($1000.00) 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.

20. FOIICE MAJEURE

If any party !s rendered unable, wholly or in part, by force majeure to carry out Us obligations under 

this agreement, oilier than the obligation io make money payments, that party shall give lo all other parties 

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

obligations of the parly giving the notice, so far as they arc affected by the force majeure, shall be suspended 

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

diligence to remove the force majeure as quickly as possible.

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

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

all such difficulties shall be handled shall be entirely within the discretion of the parly 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 parly claiming suspension,

30. NOTICES
'!

All notices nutlinrljrd or required between llic parties, and required by any ol the provisions of this 

agreement, shall, unless otherwise specifically provided, he given In writing by Untied Mater, mall or Western 

Union Telegram, postage or charges prepaid, and addressed In Ihe party lo whom the notice Is given ol U*‘
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D. At lefi3t fcwonty-four [7\) hours prior to conducting any testing, 
coring, logging, completing or abandoning operations, Operator shall 
notify the other parties participating in the costs thereof so that they
mAy hflvo a r«i>>fB«antA(iivo m-oeane uo wlunaas avion tioeuu or operations ii
thoy bo dosira.

E. If any party hereto shall create any overriding royalty, production 
payment or other burden against its working interest production and if 
any other party or parties shall conduct non-conscnt operations 
pursuant to any provisions of this agreement and, as a result, become 
entitled to receive working interest production otherwise belonging to 
said non-participating party, the party entitled to receive the working 
intaraot graduation of tha non-partioipating party shall receive the

production frea find clear of burdans against such production which may
have been created subsequent to this agreement and the non^partlaipcitinq 
party creating aueh subsequent burden shall save the participating party 
or parties harmless with respect to said burden or burdens and will bear 
same at his own expense.

F. The parties hereto recognize that this agreement shall be subject to 
all valid and applicable State and Federal laws, rules, regulations and 
orders, and the operations conducted hereunder shall be performed in 
accordance with said laws, rules, regulations and orders. In the event 
this agreement or any provision hereof is, or the operations contem­
plated hereby are, found to be inconsistent with or contrary to any such 
laws, rules, regulations or orders the latter shall be deemed to 
control and this agreement shall be regarded as modified accordingly 
and as so modified shall continue in full force and-effect.

G. Nothing herein contained.shall grant, nor be construed to grant, 
Operator the right nor authority to waive or release any rights, 
privileges, or obligations which Non-Operators hereunder may have under 
Federal or State laws or under rules, regulations or orders promulgated 
under such laws in reference to oil, gas and mineral operations on 
tracts offsettinq or adjacent to the area covered by this agreement,
as for example but without limitation, Operator shall not have the 
right to waive any rights which Non-Operators may have in reference to 
the location, operation, or production of wells on tracts offsetting 
or adjacent to the area covered hereby.

H. Notwithstanding anything contained herein to the contrary, in the 
event any well drilled hereunder is plugged and abandoned, all tubular 
goods which are a part of said well shall be subject to the right of 
the party procuring and furnishing same for joint operations hereunder 
to receive such goods in kind at the well site, such option to be 
exercised by notice in writing to Operator prior to abandonment. In
the event such option is exercised, the remaining party or parties hereto 
shall be credited with their proportionate shares of the value of such 
goods as provided in the attached Accounting Procedure.

I. An election by any party hereto to complete a well at the original 
objective depth or horizon of any operation conducted hereunder, whether 
such operation be the drilling of a new well or the re-entering, deepening, 
sidetracking or plugging back of a well, shall take precedence over an 
election to complete a well at a lessor depth or horizon than the original 
objective depth or horizon or drill a well to a deeper depth or horizon.

J. No party to this agreement shall propose the drilling of more than one 
well at a time nor shall any party to this agreement propose the drilling of 
a well during the time that another well is being drilled except: (1) by
the mutual consent of all parties hereto; or (2) if one or more of said pro­
posed wells are obligations necessary for the maintenance of any leasehold 
interest on acreage covered by this agreement.

K. After this agreement has been in force for one (1) year, Operator shall 
be subject to removal by an affirmative vote for such removal of the majority 
according to interest of the owners of the working interest in the Unit Area; 
provided that said vote for removal shall be preceded by the Non-Operator 
who, in good faith, believes that Operator is not reasonably prudent in the

1 ?h
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given only u/hon received by the purlyto whom such notice is directed and the time for such parly to give any 

notice in response thereto .shall run from me dale the originating notice i# received. The second or nny re­

sponsive notice shall be deemed given when deposited in the United Slates mall or with Die Western Union 

Telegraph Company, with postage or charges prepaid. Each parly shall have Die right to change its address 

at any time, and from lime to lime, by giving written notice thereof to all other parties.

31. OTHER CONDITIONS, IF ANY, AKEi

A. Notwithstanding any praviainn ta thn aentsapy appaaring in sections 
7, 11 and 12 hereof, agreement to drill, deepen or sidetrack any well 
shall not be deemed agreement to the setting of production string casing 
and attempting to complete the well as a producer of oil and/or gas 
but shall be considered consent only to drill to the production string 
casing point. The term "casing point" as used herein shall mean the 
point of attempted completion of the well and shall not occur until 
after the authorized well depth has been reached and Operator shall have 
completed making all required tests* therein including electric logging 
of the well. When said well has reached casing point, Operator shall 
give immediate telegraphic notice to all other parties hereto partici­
pating in the costs of drilling, deepening or sidetracking said well.
Each party receiving such notice shall have a period of forty-eight (48) 
hours (exclusive of Saturday, Sunday, and legal holidays) after the 
receipt of such notice to inform Operator whether it wishes to participate 
in the cost of setting production string casing and making a completion 
attempt. Failure of a party receiving such notice to so reply within 
the period above -fixed shall be deemed an election by that party not to 
participate ■ in such completion attempt. If no party elects to participate 
in the completion attempt, the Operator shall plug and abandon the well 
at the expense of all parties who participated in the drilling, deepening 
or sidetracking of such well. If one or more but less than all of the 
sard parties elect to participate in such completion attempt, the pro­
visions of Section 12 hereof shall apply to the operations thereafter 
conducted by less than all the parties. The costs and liabilities 
incurred in reaching casing point shall include shutdown time incurred 
pending a decision to plug and abandon or attempt a completion and shall 
remain the obligation of all parties who originally consented to the 
drilling, deepening or sidetracking of such well. The costs so paid shall 
not be included in the costs to be recouped under Section 12 hereof by 
the parties participating in the setting of production string casing 
and completion attempt.

The option herein provided not to participate in the completion attempt 
shall also be available to Operator. When Operator does not participate in 
such completion attempt, it shall have the right, but not the obligation, 
to be Operator of such operation. If Operator declines to act as operator, 
then the parties bearing the cost of such operation shall designate one of 
their number to operate same in the capacity of "Interim Operator" and 
thereafter the Operator named herein shall not have any control or super­
vision over such operation thereafter conducted. After said well is cither 
plugged and abandoned or completed as a producer of oil and/or gas, the 
Operator named herein shall assume all subsequent operations'and thereafter 
discharge its duties in that capacity under this agreement.■

B, Notwithotnnding any of the provisions of Sections 11, 12 and 31.A here­
of, approval of the "Authority for Expenditure" proposing a particular 
operation shall not constitute the approving party as a Consenting Party (as 
defined in Section 12 hereof) to the operation if less than all parties 
hereto qualified to participate in the operation approve the AFE until said 
approving party (a) has been notified in writing that less than all such 
parties have consented to the operation and (b) lias notified Operator in 
writing that it agrees to be a Consenting Party to the operation as one 
participated in by less than all parties.
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operations hereof, furnishing in writing tho terms under which said 
Non-Operator is prepared to act a3 Operator. Such removal oholl be 
effective upon giving net lOflB u|\«n BOrdnys written notico thereof to 
Operator, oxoautod by ouch majority of parties hereto so voting for ■ 
rcrcoval* and upon tho acceptance in writing of the successor Operator 
of the duties and responsibilities as Operator. Similarly, and in the 
same manner, a Non-Oporator shall havo tho oamo privilege after one . 
year of operations by the new Operator.

31 I. FARMOUT TERMS

1. It is recognized and agreed, as evidenced by its execution and 
delivery of this agreement, that Mesa Potroloum Co. and Southland 
Royalty Company, herein referred to as "Farmout Parties" do hereby 
farmout all of its right, title and interest in and to the proration 
unit or units established for the first commercially productive well 
drilled hereunder (subject to the reservations hereinafter set out as 
to overriding royalty and optional reversionary working interest) plus 
50% of its right, title and interest in the remainder of the Unit Area 
as described in Exhibit "A" to Getty Oil Company and Belring Petroleum 
herein referred to as "Farmin Parties" upon the following terms and' 
conditions:

1. If Farmin Parties bear the working interest participation 
of Farmout Party and participate in the drilling of the initial 
test well (or a substitute test well as herein permitted) in 
accordance with the provisions of Section 7 hereof to the objective 
depth or any greater depth as permitted in Section 31.1.6 hereof, 
and completes same at any depth as a well capable of producing 
oil and/or gas in commercial quantities, Farmin Party shall become 
entitled to the following:

(a) All of Farmout Party's working interest in and to 
the oil and gas which may be produced, saved and 
marketed from the proration unit established for 
the initial well in accordance with rules of the 
Oil Conservation Commission of the State of New 
Mexico (subject to the provisions hereinafter set 
out as to overriding royalty and optional rever- . 
sionary working interest);

(b) Fifty percent (50%) of Farmout Party's working 
interest in the Unit Area described in Exhibit "A" 
hereof not situated with said initial well proration 
unit; and

(c) Recordable'assignments executed by Farmout Party 
assigning to Farmin Party, without warranty of 
title, either-express or implied, subject to the 
provisions of this Operating Agreement, all of its 
respective leasehold rights under the leases de­
scribed in Exhibit "A" and within said initial well 
proration unit and 50% of its leasehold rights in 
the Unit Area under the leases described in Exhibit 
"A" and outside said initial well proration u.hit*
The assignment shall be limited to the depths and 
horizons situated above- the geological stratigraphic 
equivalent of the producing horizon in the earning 
or initial test well.

In the assignment to Farmin Party, Farmout Party 
shall reserve an overriding royalty in an amount 
which shall entitle Farmout Party to l/16th of 
0/0ths of all oil'land gas that may be produced 
from the land within the surface boundaries of the 
initial well prorntion unit or units established 
for the aforementioned well, ,



(1) Said overriding royalty shall be in addition to the presently 
effective royalties, production payments» and other like interests 
in the production, iC any. Said overriding royalty shall be free
and clear of all production, gathering, compression, dehydration,
trucking, transportation, marketing, and treating or other costs 
and taxes except production or severance taxes. In the event 
Farmout Party's oil and gas leasehold interest in the lands covered 
by the leases contributed by it as described in Exhibit "A" shall 
be less, than 50% of the full oil and gas leasehold interest in said 
lands, then the overriding royalty to be reserved by Farmout Party 
shall be proportionately reduced. The preoantage of overriding 
royalty interest of eaon Farmout Party is reflected in Exhibit "A",

.. ..Part II, Column Hi

2. In the event Farmin Party (1) drills the initial test well1, bro- 
vided for in Section 7 hereof to the objective depth in accordance ‘ 
with the terms hereof and completes same as a dry hole, or (2) en­
counters mecnanical difficulties in the initial test well resulting 
in permanent loss of the hole prior to reaching the objective depth, 
or (3) encounters, prior to reaching the objective depth, heaving 
shale, domal formations, excessively high-pressure water sands, 
cavity, or similar formations where returns are lost or other impen­
etrable formations through which Farmin Party is unable to drill 
after diligent effort by appropriate and customary means, the, in 
any' such events, Farmin Party may drill successive substitute test 
wells, in lieu of the initial test well, at mutually agreeable loca­
tions upon the same terms and conditions as is provided for the 
initial test well in Section 7 hereof, provided that the first such 
substitute well be commenced within 30-days after plugging and 
abandoning the initial test well and that each successive substitute 
test well thereafter be commenced within 30-days after plugging and 
abandoning the preceding substitute test well.

^ U —On COO'' il . n. Vise q £ O a C
net proceeds received from the'saie'of productlon'from the first“com;: 
mercially productive well drilled hereunder (whether same be the .initial 
test well or a substitute test well), less presently effective royalties, 
production payment, overriding royalties, (including those retained here­
in by Farmout Party), shut-in royalties, and production or severance 
taxes, 100% of the cost and expense, both tangible and intangible, of 
locating, drilling, equipping (including but not limited to all casing, 
surface equipment and personal property used in connection therewith), 
testing and completing said well for production and operating said well 
during such recovery period, Farmout Party shall be notified accordingly 
in writing. Further, if said first commercially productive well re-^ 
quires side tracking at any point in order to effect completion thereof, 
such sidetracking shall, for the purposes of computing payout, be con­
sidered as recoupable drilling and/or completion operations in connection 
with said well. It is understood that the costs heretofore referred to 
will be computed in accordance with the Accounting Procedure attached 
hereto and marked Exhibit "C" and Operator will furnish to the Farmout 
Party quarterly payout status reports.

4. Within forty-five (45) days after Farmout Party has received the 
payout notice described in the immediately preceding paragraph, Farmout 
Party shall have the option of:

(a) Converting its- overriding royalty interest in production 
from the proration unit'for said initial test well which 
earns the assignment to the working interest specified for 
such party in Column III, Exhibit "A", Part 2, without 
bearing any of the costs of drilling, completing, equipping 
and operating such initial test well prior to such election, 
or

\
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(b) retaining its overriding royalty interest in production from the
UKifc fetf wall. whiah in whitih

event, Column II, Part II, Exhibit "A", shall be deemed to be 
revised to credit Farmin Party with the interest of such non^ 
converting party on the same basis as prior to payout. The re­
tained overriding royalty shall be free and clear of all pro­
duction, gathering, compression, dehydration, trucking, trans­
portation, marketing, treating, or other costs, and taxes, except 
production of severance taxes.

Such election to' convert tha overriding royalty interest shall

become effeotive as of 7100 A,M, loaal time whora the well is
situated, on the first day next following the day during whiah 
the above described recovery shall have oocurrad.

5. All operations in.the Unit Area, subsequent to the drilling and 
completion of the first commercially productive well drilled hereunder 
and outside of the proration unit or units created for said well, shall 
be conducted subject to the terms and provisions of the Operating Agree­
ment and shared in proportion to the interests shown in Column III, 
Exhibit "A", Part II, except as otherwise provided herein.

6.. In the event Farmin Party fails to timely commence or drill the 
initial test well (or substitute test well permitted hereby) provided 
for in Section 7 hereof, its only penalty for failure to do so shall 
be failure to earn the acreage and rights specified in Section 31.1.1 
hereof. Nothing herein contained shall be construed as between Farmout 
Party and Farmin Party to prohibit Farmin Party from voluntarily drill­
ing the initial test well provided for in Section 7 hereof or any 
substitute well provided for herein below the objective depth set forth 
in said Section 7.

7. Notwithstanding anything herein to the contrary, if Operator runs 
a velocity survey and/or continuous velocity log in the initial test 
well (or substitute therefore) for the account of Farmin Party, it is

onrl i a ■! nf ♦•Ha ^ K<-\ — r’CC tC
out Party. However, Farmout Party shall have the right to receive any 
such velocity survey and/or continuous velocity log that might be made 
by paying their prorata share of the cost.

J, It is understood that Getty Oil Company, as Operator, and Belring 
Company, as Non-Operator, shall earn the Farmout Party's acreage based 
on its percentage of participation under the initial test well. Assign­
ments from Farmout Parties shall be made on this basis.

K. Upon execution of this Operating Agreement by all parties named as 
signatory parties herein. Operator shall endeavor to secure, for the 
account of the parties hereto at the usual rates prevailing in the area, 
a rotary drilling rig capable of drilling and running casing to the 
objective depth provided for in Section 7 hereof. However, in the event 
Operator is unable to secure such rig in sufficient time to comply with 
the drilling commencement date specified in said Section 7, Operator 
shall have no liability^to the other parties hereto for losses sustained 
or liabilities incurred.
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L. Provisions Concerning Taxation.
t

(fi) internal nsvemio Provision, Each party hcroby agrees not to elect to 
be excluded from the application of all or any part of the provisions of 
Suhchaptcr K of Chapter 1 of Subtitle A of the Internal Revenue Code of 195a 
as amended (hereafter referred to in this Section as "Code") or similar' 
provisions of any applicable state laws. The parties recognize that they are 
a partnership for income tax purposes and agree .that they shall be treated as 
a partnership for income tax purposes only. Operator shall be responsible for 
the filing of the required partnership returns; however, a copy of such returns 
Shall be furnished to the other party at least fourteen (14) days prior to the 
date of filing. Any required or specified partnership elections shall be made 
on such returns. Allocations of gains and losses and of costs, expenses, and 
tax-credits for incomo tax purposes, as well as any olectlons or tax accounting 
procedures expressly provided for shall be in accordance with the provisions 
set forth herein.

(b) Tax Partnership Provision. Each party agrees that for income tax 
purposes the gains and losses from dispositions of property (other than an 
oil and gas property as defined in Code Sec. 614) and all classes of costs, 
expenses (including depreciation) and tax credits, shall be allocated to each 
party in any applicable income tax return in accordance with the provisions 
set forth herein:

Definitions as Used in this Section-

The term "Respective Contributions" shall mean each party's 
contribution to the expenses incurred hereunder.

"Respective Contributions" as the term applies to the adjusted 
basis of property shall mean:

the party's adjusted basis of the property as defined in 
Code Section 1011 at the time such property was made 
subject to the provisions of this Agreement.

plus the portion of the costs incurred hereunder.

plus or minus any depreciation, cash or other basis 
adjustments which are allocated to the party under this 
Agreement.

Operating and Maintenance Expenses. Operating and maintenance 
expenses shall be allocated to each party in accordance with its Respective 
Contributions to such expenses.

(d) Intangible Drilling and Development Costs and Exploration Costs. 
Intangible drilling and development costs and exploration costs shall be 
allocated to each party in accordance with its Respective Contributions to 
such costs. Any subsequent recapture of intangible costs under Code Section 
1254 shall also be allocated to the party who was- initially allocated such 
costs.

(e) Depreciation and Amortization. Depreciation shall be allocated to 
each party in accordance with its Respective Contributions to the adjusted 
basis of the property in a depreciation vintage account (both ADR and i.'on-ADR) 
as defined in the Regulations to Code Section 167 and as may be adjusted for 
ordinary and extraordinary retirements. Amortization shall be allocated to 
each party in accordance with its Respective Contribution to the adjusted 
basis of the item.

(f) DepJction and Gain or Loss on Oil and Gas Properties. As provided 
in Code Section 613A '(c) (T) (D), depiction on and gain or loss upon 
disposition of an oil and gas property are to be computed separately by each 
parly. The parties desire that depiction and gain or loss be shared among the 
parties so as to take account of the variation between the deplctablc tax 
basis of the property to the partnership and its fair market value at the time 
of contributions as authorized by Code Section 704 (c) (2) and the regulations 
thereunder. Each party agrees that Litis is to he accomplished by allocating 
the adjusted depletable tax basis of each partnership oil and gas property 
contributed to the partnership to each party according to its proportionate 
Share of the adjusted basis contributed to the partnership as authorized by 
Code Section G13A (c) (7) (0).



In the event that the adjJstod depletablc tax basis of oil and gas 
properties is not permitted to be allocated as specified above for the purpose 
of computing depletion, then in the alternative the adjusted deplotablo tax 
basis of each oil and gas property shall be allocated according to the capital 
Interest 1n the partnership as to such property and the capital interest 
1n the partnership for such purpose as to each such property shall be considered 
to be owned by the parties hereto in tho ratio in vdiich the expenditure giving 
rise to the depletable tax basis of each such property has been contributed 
as of tho end of the year to the respective party's capital accounts.

(g) ADR Retirements. (1) Ordinary Retirements. The additon to the 
reserve for depreciation account required by an ordinary retirement as defined 
in the ADR (Asset Depreciation Range) Regulations Section 1.167(a)-ll to the 
Code shall be made to the reserve for depreciation of the appropriate vintage 
account(s). For purposes of determining a party's allocable share of the 
remaining basis in a vintage account(s), its allocable share of the basis shall 
be reduced by the amount of proceeds, if any, from ordinary retirements allocated 
to it under this Agreement.

(ii) Extraordinary Retirements. Gains and losses 
from extraordinary retirements, to the extent recognized by the partnership 
for income tax purposes, shall be allocated to each party in the same manner 
as proceeds, if any, from extraordinary retirements are allocated.

(h) Non-ADR Retirements. Gains and losses from non-ADR retirements, to 
the extent recognized by the partnership for income tax purposes, shall be 
allocated to each party in the same manner as proceeds, if any, from said 
retirements are allocated.

(i) Investment Tax Credit. For purposes of investment tax credit only, 
the basis of Section 38 property shall be allocated to each party in accord­
ance with its Respective Contributions to qualified investment in Section 38 
property as defined in the applicable provisions of the Code. If permitted
by law, the tax partnership shall elect to treat qualified progress expenditures 
as qualified investment under Code Section 46. Any restoration of investment 
tax credit required by a subsequent disposition of qualified investment shall 
be allocated to the party(ies) who initially received or was allocated the 
investment tax credit on such qualified investment.

(j) Other Costs, Expenses, and Tax Credits. All other classes of costs, 
expenses and tax credits not falling within the paragraphs above shall be 
allocated to each party in accordance with its Respective Contributions to 
such costs, expenses and tax credits.

(k) Method of Accounting. The accrual method of accounting shall be 
adopted by the tax partnership and such accounting shall be maintained on 
a calendar year basis.

(l) Tax Elections. The partnership shall elect (1) to expense as incurred 
all intangible drilling and development costs,•pursuant to Code Section 263(c),
(2) to apply the tax depreciation provisions of Regulations Section 1.167 (a)-ll 
(Class Life (ADR) System) to the Code and to use the maximum accelerated tax 
depreciation method and shortest permissible life authorized by law with 
respect to all depreciable assets regardless of their qualifications as ADR 
Property, (3) to deduct currently all research and experimental expenses as 
permitted by Code Section 174, and (4) in the event of the transfer of a 
party’s interest; or, in the event of the distribution of property to any 
party, to elect in accordance with the applicable Regulations, to cause the 
basis of the property to be adjusted for Federal Income Tax purposes as 
provided by Code Section 734 and 743, provided the parties so agree.

Any other significant tax partnership elections, allocations or 
reporting procecures not provided for herein, or any change to the provisions 
sot forth above, shall be made by the parties in accordance with the 
provisions of the Agreement.

It is the intent of each party that the provisions of Section (b) shall 
be limited in their application to matters relating to income taxes and shall 
not in any way change, amend or affect the substantive rights and obligations 
of the parties otherwise contained in the Agreement.



(m) Stnto Income tax. In tho ovant any other elections And procedures 
are required or become available other than those listed for Federal income 
Tax purposes, the parties agree that the partnership will make all necessary 
elections and reports to minimize State Income Taxes.

(n) Ad Valorem Taxes. Beginning with the first calendar year after the
effective date of thla Agreement, Operator shall make and file with proper 
taxing authorities all necessary ad valorem tax renditions and returns and 
Shall settle all valuations and pay all taxes arising therefrom before they 
become delinquent. If the Interest of any party Is subject to a separately
assessed overriding royalty Interest, production payment or other interest
in excess of one-eighth (1/8th) royalty, then such party shall notify 
Operator of such interest prior to the rendition date and such party's tax 
allocation shall be reduced accordingly.

(o) Production Taxes. Each party receiving in kind or separately
disposing of all or part of its share of all oil and gas produced hereunder
shall pay or cause to be paid all production, severance and other taxes 
imposed upon or with respect to the production of such Unitized Substances 
and shall indemnify the other party against any liability for such payment; 
provided, however, that the party paying or causing to be paid such taxes on 
behalf of or for the benefit of any Royalty Owner shall be reimbursed by 
such Royalty Owner for the amount of such taxes attributable to the Royalty 
Owner's share of such production and shall have a lien on such Royalty Owner's 
oil and gas rights to secure payment thereof.



A.flvP, u, pom mo •

This agreement may be signed in counterpart and shall be 

binding upon the parties and upon their heirs, suaaeBsoro, repre­

sentatives and assigns.

GETTY OIL COMPANY

VICTOR E BARTLETT ATTORNEY-IN-FACT.

OPERATOR

ATTEST: BELRING COMPANY

 BY: '

ATTEST: SOUTHLAND ROYALTY COMPANY

BY:

ATTEST:' MESA PETROLEUM CO.

BY :

NON-OPERATOR



STATE OF OKLAHOMA ) 

COUNT* OF TULSA ) SS

The foregoing instrument was acknowl*,wa v, *
acknowledged before me this

i5”'ty wew s*ctu“-»in >», 

, D61a„al;6 cotpor,tlM>( on
>; Aprporftt;ionr 
|- • i in AJisrca ; ?
U\Vu:!'wy/ /

MyJ'oommission expires •December 23, IS^/**

Biruta Sherwood 
Notary Public
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This agraomcnt may ba signed in counterpart and shall-bo 

binding upon tho parties and upon their hoirn, successors, repre­

sentatives and assigns.

GETTY OIL COMPANY

BY

OPERATOR

ATTEST: BELRING COMPANY

BY;

AZTEC OIL & .GAS COMPANY

BY:
C.’ J. Cask^J V5.ee President 

MESA PETROLEUM CO.

BY:

NON - OPERA TOR



I
COUfrrY Off . . X • • •
- BEFORE MR, tho undci^gncd, a Notary Public in^d for said County 

and State, on this day of , 19 , personally
npponrod

^identical person who subscribed tho rmmu oT~~
, to mo known to bo tho

to tho foregoing instrument, as its .
__________ _and acknowledged to me that lie executed
the same ns the froo and voluntary act and deed of such corporation, for 
the uses and purposes therein set forth.

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

My.Commission Expires:

Notary Public

NEW MEXICO ACKNOWLEDGMENT 
(Attorney-in-Fact)

STATE OF X
X SS:

COUNTY OF X

The. foregoing instrument was acknowledged before me this _____

day of :, 19, by 

as Attorney-in-Fact on behalf of ________________________________________ ‘

My Commission Expires:

Notary Public

STATE OF 

COUNTY OF

TEXAS X

X
TARRANT I

SS;

BEFORE ME, the undersigned, a Notary Public in and for said County
and State, on this ~7/Z day of October__________, 1977 , personally
appeared c. J. CASKEY___________________________ , to me known to be the •
identical person who subscribed the name of AZTEC OIL & GAS COMPANY,
a Delaware corporation,__________ . to the foregoing instrument, as its
Vice President and acknowledged to me that he executed 
the same as the free and voluntary act and deed of such corporation, for 
the uses and purposes therein set forth.

/* ‘O \
/GIVEN prider.’my hand and seal of office the day and year last above

written.'"'" V /
•, o-.. ,A\>'V !,'X\ /£■ :

My Commission ..Expires 
"■ T-:

September-30, 1978

STATE OF 

COUNTY OF

-'7 Notary Public

SS • OO %

BEFORE ME, the undersigned, a Notary Public in and for said County
, an^ State, on this day of ■  , 19_________________________ , personally
•appeared '̂ j to me known to be the
identical person who subscribed the name of

._____________________________________  to the foregoing instrument, as its
______ ________________ __________ i and acknowledged to me that ho executed
the same as the free and voluntary act and deed of such corporation, for 
the uses and purposes therein set forth,

GIVEN under my hand and seal of office the day'and year last above 
written,.



This agreement may be signed in counterpart and shall be 

binding upon the parties and upon their hoirs, successors, repre­

sentatives and assigns.

GETTY OIL COMPANY

rtA.'uL'btj

OPERATOR

BEI.RING COMPANY, A Texas Limited Partner- 
BY: Belco Petroleum Corporation, ship

Its Sole/General Partner

BY:

v

ATTEST;

f/AV/,________
D. Bt -Martin , ' Attorney~in-Fact

! /

Y
AZTEC OIL i, GAS COMPANY

BY:

ATTEST: MESA PETROLEUM CO.

BY:

NON-OPERATOR

i



STATE OF TEXAS I 

COUNTY OF HARRIS I

i

D, B. MARTIN, known to me to be the por»on wh»»* ttHIH# ** #ub*pril>ed to Cho

foMgoing instrumant, oq AttorMy-ln-I'ttOt Of IlalftB Petroleum Corporation, a 

corporation, and acknowledged to me that he executed the same for the purposes 

and consideration therein expressed, in the capacity stated, and as the act 

and deed of said corporation.

GIVEN UNDER MY HAND AND SEAL OF OFFICE, this the z&^day of

197 7.
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Attached to and made part of that 
certain Operating Agreement dated 
August 15, 1977, between GETTY OIL 
COMPANY, as Operator, and BELRING 
COMPANY, ET AL, as Non-Operator, 
and covering lands in Lea County, 
New Mexico

PART I

Unit Area: Section 35-T21S-R34E and Section 2-T22S-R34E,
Lea County, New Mexico, from the surface down 
to the geological stratigraphic equivalent of 
the total depth drilled in the first commer- 

. daily productive well drilled hereunder.
■ 9-

Names and Addresses of the Parties:

G

0

GETTY OIL COMPANY 
P. 0. BOX 1231 
Midland, Texas 79702 
Attention: Mr. H. 0. Woods, Jr.

BELRJNG"COMPANY CtiEt-C CoriLPOMtnQ^

tjT icLluiclui'i uunuAiiy ^UO 6H1 Tf JV JOl
Midland, Texas 79702 7/ft,uAJOuuHn 0" I 7 Lili Tmi'bMb
Attention: Mr. Ben L. Wolfe

SOUTHLAND ROYALTY COMPANY O{o M O / <-

3rl00~wall Towers Woot 15 30 0 AJ> "A" t^LOC-r-C,
Midland, Texub 79?02Attention: Mr. 0. G.-Maar l^noT

MESA PE«lt5LEUM CO. ^

Suite 1000, Vaughn Building „ ' ' ’ 0
Midland, Texas 79702 sn*
Attention: ' Mr. Robert H. NorthingfcoW5



3IT "A", PART I [Continued)

Leasehold Interests Committed to the Agreement;

Each of the following Oil and Gas Leases are committed 
to this Agreement insofar and only insofar as they cover 
the Unit Area hereinabove described:

Lessor________________ Lease Date

Lease Contributed by Getty Oil Company

1) State of New Mexico 6-01-73
LG-1-207

Lease Contributed by Mesa Petroleum Co,

2) State of New Mexico 4-01-73
LG-1146

Net Acres
Committed Base Royalty

(100%)

489.00 1/8

(100%)

160.00

Lease Contributed by Belrinq Company (100%)'

3) State of New Mexico 1-01-74 320,00 1/8
LG-1487

Lease Contributed by Southland Royalty Company (100%)

4) State of New Mexico 
LG-723

3-19-68 320.00 1/8

Excess Burdens

Recording Reference 
Lea County,, New Mexico 
Miscellaneous Records 

Volume Page

232 474



EXHIBIT "A" PART II

■centile Interest 
■f the Parties

:ty Oil Company

-F+rtg^Company

thland Royalty-Company

■a Petroleum Co.

I

Participation in Initial
Test Well to Payout

II

ORRI in Test Well
Until Payout

/

III

Working Interest After 
Payout of Initial Test 
Well & Subsequent Wells

60.44499% -
49.19069% ^

39.55501% - 32.19023%

- 1.55159 * 12.41272% ^

. .77580 * 6.20636%
100.00000% 100.00000%

Net Revenue Interest 
After Payout

43.04185%

28.16645%

10.86113%

5.43057%
87.50000%

IV

Computed on the basis that Mesa Petroleum and Southland Royalty 
elect to convert their ORRI to a working interest after payout 
of the initial test well.

1 leases contributed have 1/8 base royalty with no burdens)
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Attached to and node a part of tlie Operating Agreaiient 
. ‘ ■ between GETTY Oil. COMPANY, as Operator, and BEL,RING

COt 1PANY, ET..M., as fton-Operntor dated '
‘ August 15, 1977____________ •

ACCOUNTING PROCEDURE 
‘ . ' JOINT OPERATIONS

I. GENEUAL PROVISIONS
I

1. Definitions

"Joint Property" shall mean the real and persona! property subject to the agreement to which this Account 
Procedure Is attached.

"Joint Operations" shall moan all operations necessary or proper for the development, operation, protection .- 
maintenance of the Joint Property.
"Joint Account” shall mean the account showing the charges paid and credits received in the conduct ot the Jc 
Operations and which arc to bo shared by the Parties,
"Operator" shall mean the parly designated to conduct the Joint Operations.
"Non-Operators" shall mean the parties to this agreement oilier than the Operator.

i"Parties" shall mean Operator and Non-Operators. . .
"First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the dir 
supervision of other employees and/or contract labor directly employed on the Joint Property in a field oper 
Ing capacity.
"Technical Employees" shall mean those employees having special and specific engineering, geological or oil 
professional skills, and whoso primary (unction in Joint Operations is, the handling of specific operating con 
lions and problems for the benefit of the Joint Property.
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property 
"Controllable Material" shall mean Material which at the lime is so classified in the Material Classification Mam
“* “‘2J* riIC"t!y r???IT-.T.*? P. d ? ^ •)'* Emr>1 Pnlmini>rr> A rennnl anle Qrw-i/jI J p c n f SJnrtVi

2. Statement and Billings ’
Operator shall bill Non-Operators on or before the last day of each month for Ihcir proportionate share of l 
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the aulh( 
Ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of i 
vestment and expense except Ui3t items of Controllable Material and unusual charges and credits shall be sc 
aralely identified and fully described in detail.

3. Advances and Payments by Non-Opcrntors
Unless otherwise provided for In the agreement, the Operator may require the Non-Operators to advance th« 
share of estimated cash outlay for the succeeding month's operation. .Operator shall adjust each monthly billi 
to rcflccL 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 r 
made within such time, the unpaid balance shall bear interest monthly at the rote of twelve percent (12$ ) r 
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joi 
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and olher costs in connection wi 
the collection of unpaid amounts.

4. Adjustments
Payment of any such hills shall not prejudice the right of any Non-Operator to protest or question the corrcc 
ness thereof; provided, however, nil bills and statements rendered to Non-Operators by Operator during 
calendar year shall conclusively be presumed to he true and correct after twenty-four (21) months followii 
the end of any such calendar year, unless within the said twenty-four (21) month period a Nnn-Opeia|or Ink 
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator sh; 
be made unless it is made within the same prescribed period. The provisions of this paragraph :.l»all not prevc 
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

5. Audifs • *
A. Non-Operator, upon notice In writing to Operator and all olher Non-Operators, shall have (lie rir.lii in audit 0|“ 
valor's accounts and records relating to the .Joint Account foi any calendar year within the twenty-four (21) mnu 
period following the end of such calendar year; provided, however, the making of an audit shall uni extend tl 
time for the Inking of written exception to and the adjustments of accounts as provided for in I'.iingraph 4 of lh 
.Section 1. Where then? are two or more Nun-Oporalmr., the Non-Operators shall make every n .ir.onahlc effort 
conduct Joint or simuhaneons audits in a m,inner which will result *n a minimum of iiironvciiienrc to Ho: Oper: 
lor, Opel aim* shall hear no portion id the Kbn-( Iper-iims’ audit cost incurred under this paragraph unlets 
lu l»y the Operator, #

Approval by Nmi-Opcnthmf

Where an approval nr oilier iigrremenl of Ihr Parties or Nun-Opemlnrs Is expressly required iiiuln other ^ 
thins of till;; Amuiultni* Pioeediire and If Hie agnvmeut tu winch the. Aemunlim: Procedure is alt ached 
no contrary pmvisiims In rep,aid Ili»«i*«*!«», Operator shall notify all Nmi-Operatnni of flu* Operapiopur-a^^ 
the (ip,reelilent or jqipnivid of n innjm ity in interesl ul the Nun tipei.dun; shall he cuidinlltiif; nil 1

0.
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Operator shall charge the Joint Account with the following Items!

1, ItCHtlllS imtt Hoynltics

l-caso rentals and royalties paid by Operator for the Joint Operations.

2< liotior
A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property In the condu' 

of Joint Operations. •

(2) Sitlnt'lc* of First hove! Supervisors In tha field.
(3) Snlmlo! nnd wnuo« of Teelmleiil Employees tllteelly employed on llie Jelnt l'l'opoi’ly If sneli tliai'GM w

excluded from the Overhead rntosi ,
D. Operator's cost of holiday, vacation, sickness nml (Usnhlllty bcncflls and other customary allowance! paid t 

employees whose snhtrles nnd wages arc chargeable to the Joint Account under Paragraph 2A of this Sccllo
II. Such costs under this Paragraph 213 may be charged on a “when and as paid basis" or by “percentage a: 
cessment” on the amount of salaries ond wages chargeable to lhe Joint Account under Paragraph - 2A of th 
Section II. If pcrcentaEc 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 ai 
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2D of this See
lion II. .

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

3. Employee Benefits

Operator’s current costs of established plans for employees' group life insurance, hospitalization, pension, re 
tirement, slock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s lobe 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator's actu; 
cost not to exceed twenty per cent (20%).

!. Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Onl 
such Material shall be purchased for or transferred to the Joint Properly as may bo required for immediate us 
and is reasonably practical and consistent with efficient and economical operations. The accumulation of sue 
plus stocks shall be avoided.

5. Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following liniita

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

B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to th 
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized burg 
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 lo 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 cos 
of $200 or less excluding accessorial charges.

0. Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded b; 
Paragraph 9 of Section II anti Paragraph 1, ii of Section III. The cost of professional consultant services and eon 
tract services of technical personnel directly engaged on the Joint Properly if such charges arc excluded from th 
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di 
rcctly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to b; 
the Parties.

7. Equipment and Facilities Furnished liy Operator

0.

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rales com 
mcnstiralo with costs of ownership and operation. Suclt rates shall include costs of maintenance, repairs, olhc 
operating expense. Insurance, taxes, depreciation, and interest on investment not lo exceed eight per cent (B%’ 
per annum. Suclt rales shall not exceed average commercial rales currently prevailing in the immediate arc; 
of tile Joint Property.

B. . In lieu of charges In Paragraph 7A above, Operator may elect to use average commercial rates prevailing Ii
the immediate area of the Joint Property less 20',;.. For automotive equipment, Operator may elect lo use rate: 
published by the Petroleum Motor Transport Association.

Damages hud Bosses to Joint Properly

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam 
ngos or losses incurred by lire, flood, storm, theft, accident, or other cause, except those resulting from Operator1: 
gross negligence or willful misconduct. Operator shall furnish Non-Operator written nolice of damages or lossc: 
Incurred as soon as practicable lifter a report thereof lias been received by Operator.

I.rgnt Expense'
Expense of handling, Investigating unit settling litigation or claims, discharging of liens, payment of Judgment* 
and iiiuimntx paid for settlement of claims incurred in or resulting from operations under lint agreement aj 
necessary to prutert or recover the Joint Properly, except that no charge for service:! of Operator's legal 
or fees or expense of outside alturoeys shall he made unless previously agreed lo by the Parlies. All ulhei _
expense Is considered lo be covered by the overhead provisions of Section ill unless otherwise agreed i 
Parlies, except as provided in .Section !, Paragraph ii.

by "'u



• All luces of every kind unit nature assessed or Icvleil upon or In cnnnrellon with the Joint Properly, the opci'n- 
tion (hereof, or ihu production therefrom, nml which faxes have been paid by the Operator for the benefit of Dio 
l’nrlle.1.

11. Iimirnnco . .

Not pi'ondums paid for Insurnneo required to be carried for the Joint Opcriitlons for the protection of the Par- 
tier.. In the event Joint Operations are conducted in a statu in which Operator may act as self-insurer for Work­
men's Compensation and/or Employers Liability under the respective stale'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 rales.

12. Other Expenditures

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

III. OVERHEAD

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

drilling and producing operations on cither:

CX0 F*xcd Rate Basis, Paragraph 1A, or 
( ) Percentage Basis, Paragraph IB,

Unless otherwise agreed to by l"he Parties, such charge shall be in lieu of costs and expenses of all offices 
and salaries or wages plus applicable burdens and expenses ot all personnel, except those directly chargeable 
under Paragraph 2A, Section II. The cost and expense ot services from outside sources in connection with 
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered 
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such 
cost and expense are agreed to by the Parties as a direct charge to the Joint Account, 

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

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $2 . SCO. 001
Producing Well Rale $2S0.00’

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

(a) Drilling Well Rale

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on 
the dale the drilling or completion rig is released, whichever is later, except '.hat 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 dale when drilling or completion equipment 
arrives on location and terminate on the date the drilling or completion equipment moves off loca­
tion or rig is released, whichever occurs first, except lhat no charge shall be made during suspen­
sion of drilling operations for lifteen (15) or more consecutive days

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

(b) Producing Well Rates •

[1] An active well either produced or injected into for any portion of Ihe month shall bo considered 
os n one-well charge for the entire month.

[2J Eaclt 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 regulnlory authority.

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

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

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

(3) The well rales shall be adjusted us of Ihc first day of April each year following the effective dale of tho 
agreement to which this Accounting PrmJduic is attached. The adjustment shall he computed by multi­
plying the rate currently itt use by the percentage increase or decrease in the average weekly earnings of 
Crude Petroleum and (las I't'iiducliuti Workers for the last calendar year compared to the calendar year 
preceding us shown by the index of overuse weekly earnings of Crude Petroleum and flic; f ields Prodtie-

• lion Woeiierti ns published by Ihe United Males Peparlmenl of led sir, llnrcaii ofd.ahnr .'ilatlsllea, or Ibo
etpdvulenl (limmlitui Index ns published by Mulislirs Canada, ax applicable. The adjusted rrde.1 shall bo 

i (ho rules currently In use, plus nr minus the romputeil adjustment.



1). Overlie,’id - Percentngo Hauls
(1) Operator shall rli!ir|jo (lie Joint Account nt lliu following rnloil

(n) •Duvflapnient

IVrconl ( of the coal of Development of the Joint Property exclusive of costs
provided under Paragraph I) of Section II anil nil salvage credit!. ,

•, (b) Operating ■ ' ' ' ' *
-------------------— Torconl ( %) of Hut com of Opcrnllmi lliu Joint Properly exclusive of eoxis provided
Under Paragraphs 1 and 9 of fleet inn II, all salvage credits, the value of injected substances purchimutl 
foe xecnndui'y recovery niui nil tuxus and niwoKxmuiitit wlileli nro levied, assessed und paid upon the mln- 

; . cral Interest in nnd-to the .Joint Property.

(2) Application of Overhead - Percentage Flash shall be as follows:
For the purpose of delcrmininfi charges on a percentage basis under ParaGraph IB of this Section lit. de­
velopment shall include all costs In connection with drilling, rcdrilling, deepening or any remedial opera­
tions on any or all wells Involving the use of drillini: crew ami equipment; also, preliminary expenditures 
necessary in preparation for drillini; and expenditures incurred in abandoning when the well is noi com­
pleted as a producer, and original cost of construction or installation of fixed assets, llie expansion of fixed 
assets and any other project clearly discernible as a fixed asset, except Major Construction ns dci ned in 
Paragraph 2 of this Section 111. All other costs shall bo considered ns Operating.

2. Overhead - Mnjor 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 ns n fixed asset required for the development and 
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning ot construction, or shall 
chargo the Joint Account for Overhead based on the following rales (or any Major Construction project in excess 

of _________ :
A. _5________ % of total costs If such costs arc more than $.25.,.000but less than $ JL£).Q.,:Q.QQ___________________ ; plus
B. _2________ % of total costs in ex'cess of $100, Finnbut less than $1,000,000; plus
C. _1_______ % 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 bo treated separately and the cost of drilling und workover wells shat) be excluded.

,3. Amendment of Kates

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

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

Operator is responsible tor Joint Account Material and shall make proper and timely charges and credits for all ma- 
icriiii inoven.vi.ii aiiociing the Joint Property. Operator aha!! provide a!! Material for use an 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 ot Non-Opera­
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera­
tor shall bo agreed to by the Parties.

1. Purchases

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

2. Transfers ami Dispositions
Material furnished lo the Joint Property and Material transferred from the Joint Propcrly'or disposed of by the 
Operator, unless otherwise agreed to by the Parlies, 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 dale of movement on a 

maximum carload or barge load weight basis, regardless of cpimitity 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 he priced at the current new price, In effect at date of 

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

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

(3) Ollier Material shall l>e priced nt the current new price, in effect jit dale of movement, as listed by a reliable 
.supply store or f.o.b. railway receiving point nearest the Joint Properly where such Material is normally
available.

IJ. Good .Used Material (Condition II) • ...

Material In smtiiil and .serviceable roiullti.in amiLnillahle for reuse without rreonilHIonlng:

(1) Material moved to the Joint Properly i
(a) At seventy-five permit (75';,' ) of nmvnl new price, ns delrrmim'd by Paragraph 2A of Ihi:; Mcrlf"‘| *'r'

(2) Material moved from the Joint Properly

(a) At seventy-five permit (75';) of eiirrelil new price, as determined by Par.'igrapli 2A of tills M1'1•**ml 
If Materia! was originally clanged to the Joint Account as new Material, or
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III sixty-five permit (Kf>) of ciirmil nrw print, nt; dclmulin'tl by l'lirintr.-iiili 15A of Oils Section 
IV, if MiiU'iiiil vr;is originally charged. to lilt Joint Account mi gnod usml MlilviUil ul nuvciily-flvo pop* 
Ct'lll (73V») of IMIlTl'til How price.

Tlic cost of m‘tm<Ullonint!i If lilty, slmll be nbroi'bcil by llio transferring property, 
C. Other Used Material (Cunilllion C mid D)

(1) i' Condi lion C . •

Material wlilch Is not In sound iiml serviceable comlilion nntl nol miilnblo for lln original ftmrllon tntlll 
nfler reconditioning slmll bu privet! til fifty percent (JO',,',) of current now price :is determined by I’nrn- 
grnph 2A of this Section IV. Thu oolil of rocandlllunliiii kIiiiII bo clwii'iioel to lliu rooolvlnfl properly, pro­
vided Condition C value plus cost of rccundlllonlnii dues not exceed Condition 1! 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 sbme oilier purpose, shall be 
priced on .a basis comparable with that of items normally used for such other purpose. Operator may dis­
pose of Condition D Material under procedures normally utilized by the Operator without prior approval 
of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material 
is nol 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 cosls may be charged to the Joint Account at the rale of fifteen cents (lSg) per 
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when 
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

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

3. Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes 
. or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the 
'required Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, 
and in moving it lo the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed 
charge prior to billing Non-Operators for such Materia!. 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 lo Operator.

4. Warranty of Material Furnished by Operator

Cpeidivir does nor warrant me 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 lake inventory shall be given by Operator at least thirty (30) days before any inven­
tory is lo 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-Operaiors to accept the inventory taken by Operator.

2. Reconciliation ami 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 duo to lack of reasonable diligence.

3. Special Inventories

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

4. Expense of Conducting Periodic Inventories

The expense of conducting periodic Inventories shall nol be charged to the Joint Account unlc'ss agreed to by the 
Parlies.



EXHIBIT D

Attached to and made a part of Operating Agreement dated 

August 15, 1977_, between GETTY OIL 

COMPANY, as Operator, and BELRING COMPANY, ET AL, 

covering lands in LEA COUNTY, NEW MEXICO.

Unit Operator shall carry Workmen's Compensation 
Insurance meeting the requirements of law. Pre- 
mimums for such insurance coverage shall be 
charged to the joint account. No other insurance 
will be carried by Operator for benefit of the 
Joint Account.

All damage or injury to the Unit Area or property 
thereon shall be borne by the parties hereto in 
proportion to their interest therein. The liabil­
ity, if any, of the parties hereto in damages for 
claims growing out of personal injury to or death 
of third parties or injury to or destruction of 
propercy of third parties resulting from the 
operations conducted hereunder shall be borne in 
proportion to their interests in the Unit Area 
property, and each party indivudually may acquire 
such insurance as it deems proper to protect it­
self against such claims.



EXHIBIT "F,"

GAS BATANCING AGREEMENT

Attached to and node a part of the Operating Agreement 
between ®ITV OTb COMPANY, as Operator 
anil DELKDJG COMPANY, ET AL as

NQn-oparntors, dated . August 15. 1977.* ..

1, The parties to the Operating Agreement to which this' gas 
balancing agreement is attached own the working interest in the gas 
rights underlying the Unit Area covered by such agreement in accordance 
with the percentages of participation as set forth in Exhlb.lt "A", Part 
I, to the Operating Agreement,

2, In accordance with the terms of the Operating Agreement,
each party thereto has the right to take its share of gas produced from 
the Unit Area and market the name. In the event any of the parties 
hereto is not able to market its share of gas or ha3 contracted to sell 
its chare of gas produced from the Unit Area to a purchaser which is 
unable at any time while the Operating Agreement is in effect to take • 
the share of gas attributable to the interest of such party, the terms 
of this balancing agreement shall automatically become effective,

3. During the period or periods when any party hereto has no
market for Its share of gas produced from the Unit Area, or its pur- ■ •
chaser is unable to take its share of gas produced from the Unit Area,
the other parties shall be entitled to produce each month one hundred
percent of the allowable gas production (including lawful tolerances)
assigned to such Unit by the New’13Gxlcci.-Qil..ConserYatipr'.Vl and snail beCoarnission

entitled to take and deliver to its or their purchaser all of such gas
production. All parties hereto shall share in and own the liquid
hydrocarbons recovered from such gas by lease equipment in accordance
with their respective interests and subject, to the Onerating Agreement
to which this agreement is attached, but the party or parties taking
such gas shall own all of the gas delivered to its or their purchaser
Each partv unnto ° market lt» snare of the gas. produced_§ha 1 1 he
credited with uiiuerproauction equal to its ful_l_shate_of—ch£_gas
produced uncTSr the Operating Agreement, less its share of gas used in
lease operations, vented or lost. The Operator will maintain a current
account of the gas balance between the parties and wi11 furnish alT
pal~TTg~g—hereto monthly statements showing the total quantity of gas
produced, the amount used in lease operations vented or lost, and the
total quantity of liquid hydrocarbons recovered therefrom.

Ac all times while gas is produced from the Unit Area, each 
party.hereto will make settlement with the respective royalty owners to 
whom they are each accountable, just as if each party were taking or 
delivering to a purchaser its share, and its share only, of such gas 
production, exclusive of gas used in lease operations, vented or lost.
Each party hereto agrees to hold each other party harmless from any and 
all claims for royalty payments asserted by royalty owners to whom each 
party is accountable. The term "royalty ovaier" shall include owners of 
royalty, overriding royalties, production payments and similiar interests.

5. It is the intent that each party he entitled to ga3 produced 
in the proportion that its ownership interest bears to the. sun of the 
ownership interests. It is the intent that the Unit Operator hnvc'tho 
duty of contrdlling gas veil production and the responslbl ilty of 
administering the provisions of this—agreement, Unit•Operator shall 
cause deliveries to he made_to—Che—fna purchasers at such rates an may 
be required to give effect to the intent that the g .TS plod uc t ion accounts 
otar11es are to be brought Into balance under the provisions 
contained herein. " •

'I



(1) Each underproduced party (a party who him taken a 
lessor volume of gns than the. quantity Much party Is herein 
entitled) shall have the right to take a greater nm^un^of 
f.fts than tta proportionate abate o'l the wc.n’s current pro 
doctlon, provided that the rlghc to take such greater amount 
nhall be in proportion that its Interest hears to the total 
interest of all nndcrnrodnroil parties dcslrlne to take more 
than their proportionate shave of the well'a current produc­
tion.

(2) Each overproduced party (a party who has taken a 
greater volume of gas than' the quantity such party is herein 
entitled) shall reduce its respective cake in the proportion 
that such party's interest bears to the cotal Interest of all 
overproduced parties, but In no event shall any overproduced 
party be required to reduce its take to less Chan fifey 
percent (50%)of such overproduced party's proportionate share 
of therigil1 s current product ioftT^>- •

(b) When the well's current production Is lens than the well
allowable due to combined pipeline t\kcs or for reasons other than In 
subparagraph (a) above: ' X'

(1) Each underproduced partynhail have the right as in
subparagraph (a)(^.‘) above. \

(2) Each overproduced party shallXreduce its respective 
take in the proportion that such party's\lntercst'bears to 
the total Interest of all overproduced parties, but In no 
event shall any overproduced par tv be requV<»d te reduce Its 
taka tv leas than Ilfty percent (50%) of such overpro- 
duced party's proportionate share of the'^eTl allowableT^

(c) When the well's current production is equal to or greater than 
the well allowable:

(1) Each underproduced party shall have the right to take 
o greater amount of gas chan Its proportionate share of the 
well allowable, provided that the right to take such greater 
amount shall be in proportion that its interest bears to the 
total interests of all underproduced parties desiring to take 
more than their proportionate share of the well allowable.-

(2) Each overprodu.-ad party shall have the right as in 
subparagraph (a) (2) above.

(d) The Unit Operator, at the request of any party, may produce 
the entire well stream, if necessary, for a dellvcrability test not to 
exceed seventy-two (72) hours duration required under such requesting 
party's gas sales contract and may overproduce In any other aituatlon 
provided that such overproducing would be consistent with prudent oper­
ations.

I
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7i Knoll party inking non iih.nl l furnish, or viimiir to liu rnrninlaid, 

tliu Unit 0|uirnUir n moilth\y ntiil.rnmiil nf I'.n.'i Ukun. After rommiMici'iBUUC 
of |i rod uc Han, Unit Opdrutor nlmll f urn I ah n current account monthly of 
the p,nti balance tie tween part ten hereto tin: luil I nj; the total quantity of 
p,;iu produced, tho portion thereof uned In Unit Operations, vented or 
lout, and the total quantity of gas delivered to n market,

a. Each party taking and/or tlalivni'ing gao to ita purehnuor nhall

pay any and all production tnxiisduo on nucli gna,

9. The provisions of this agreement shall be separately applicable 
to earh reservoir to tbe end that production from one reservoir in a gn3 
veil may not be utilized for the purpose of balancing underproduction 
from ocher reservoirs.

10. When gas sales from a reservoir in a gas well permanently 
cease, Unit Operator shall he responsible to determine the final accounting 
of underproduction and overproduction and each overproduced party shall

<

lit



BURGUNDY OIL & GAS OF NEW ME a ICO , INC.

7. CCCE

RESIGNATION OF OPERATOR

! r

' -X IUuS;'
ATj

WHEREAS, Burgundy Oil & Gas of New Mexico, Inc. (“Burgundy”) has e itered into that certain 

Purchase and Sale Agreement (“PSA”) dated May 9, 2016, effective as of March 1, 2016, between 

Burgundy et al, as Sellers, and Black Mountain Operating, LLC (“BMO”), as Purchaser, covering all of 

such Sellers’ oil and gas leasehold working interests in the Properties, as more particularly described in such 

PSA.

WHEREAS, pursuant to the terms and provisions of the PSA, Burgundy intends to and shall resign 

its position as Operator under the respective Operating Agreements covering one or more of such 

Properties.

resigns its position as
NOW, THEREFORE, effective as of May /^^2016, Burgundy hereby 

Operator under each of the Operating Agreements listed below and covering an^ one or more of the 

Properties (as defined in the PSA):

(a) Operating Agreement and Fannout Agreement (Grama Ridge Unit) coated August 15, 1977,

between Getty Oil Company, as Operator, and Belring Company et 
covering the following tracts of land in Lea County, New Mexico 

R-34-E; and Section 2, T-22-S, R-34-E.

b)

al, as Non-Operators, 

: Section 35, T-21-S,

(c)

Operating Agreement (East Grama Ridge Unit, Getty “36” State No[ 1) dated February 8, 

1979, between Getty Oil Company, as Operator, and Phillips Petroleum Company et al, as 

Non-Operators, covering the following tract of land in Lea County, New Mexico:

Depths from the Surface down to the Base of the Pennsylvanian formation in 

Section 36, T-21-S, R-34-E.

Operating Agreement dated April 1, 1994, between Burgundy Oil & Gas of New Mexico, 
Inc., as Operator, and Trinity Bay Oil & Gas, Inc. et al, as Non-Operators, covering the 

following tract of land in Lea County, New Mexico:

S/2 of Section 25, T-21-S, R-34-E.

Dated this day of May, 2016.

BURGUNDY OIL & GAS Olf NEW MEXICO, INC.
By: AK SC/A/ux^______
Printed Nni,nc: /m(> A'-t/fo M______

Title: lAv /a-3 ~ .

I aa
X.__„ .... ......

401 W. Texas, Suite 1003

EXHIBIA

Midland, Texas 79701Tel. (432) 684-4033 Fax (432) 683-8720


