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ey @ OPERATING AGREEMUENT )
THIS AGREEMENT, entered Into this_15th . day of - _AUGUSTL , 1972, between
GETTY OIL COMPANY i 2

hereafter designated us "Operator”, and the siun‘:\lory i\:\rﬁcs other than Opuealory - y

WITNESSETIL, THAT: o '
WIIBRBAB, the parties te (hls agreement are owners of il and gas leases covering ond, It 160 Indlealed,
unlensed-mineral-latorests In the tracts of land deseribed In Exhibit "A", and all parties have reached an

sgreement to explore and develop these Jeases and inlerests for oil and gas to the extent and as hereinalter
provided; ) i

NOW, THEREFORE, it is agreed as follows: . "N E :
g . 1. DEFINITIONS ’ .
As used in this agrecment, the following words and terms shall have the meaniiigs heré aseribed o

.

them.

(1) The words "party” and "parties" shall always mean a parly, or partles, 1o this agreement,
(2) The partles to thls agreement shall always be referred to'as “it" or “they™, whether the partles be coc-
.. porale bodies, partnerships, associations, or persons real. . '

(3) The term “oil and gas" shall Include oil, yas, casinghead gas, gas condensate, and all other liauid or gase-
2nd other mineralws, contezporancously proc¢uced with said oil and gas, incleding but not linited to sulphur,
ous hydrocarbons,Aimnless an intent 1o limit the inclusiveness of this term is specifically stated.

(4) The term "“oil and gas inlerests” shall mean unleased fee and mincral interests in tracts of land lylng
within the Unit Area which are owned by parties to this agreement.

(5) The term “Unit Area" shall refer to and Include all of the lands, oil and gas leasehold inleresls and oil
and gas interests intended to be developed and operated for oil and gas purposés under this agreement.

Such lands, oil and gas leaschold Interests and oil and gas interests are described in Exhibit “A", -

(6) The i{ecm “2rilling unit"” shall mean the area fixed for the duilling of one well Uy order or rule of any

~slaie or federal body having authorily. 1f a drilling unit is not fixed by any such rule or order, a drilling

Aunit shall be the drilling unit as established by the paltern of drilling in the Unit Arca or as fixed by ex-
press agreement of the parties,, ' ' ’ '

(7) Al exhibits attached to this agreement are made a part of the contract as fully as though copled In full

in the contract, bereln

(8) The words “cquipment” and “malerials” as usedHrere-are synonymous and shall mean and Include all
oll field supplies and personal propc'rly acquired for usc in the Unil Arca,

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

A. Title Examinations

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling
operatfons, and title examination may be made on 3cresge included, or planned to be included, In any pooled unit
cresteod, or plennod to ba created, around such vell prior to or sfter commencement or canpletion of drilllng ogac~
stions. At the time a well i1s proposed, tho Farty or parties contributing the drillaite lclselt.o the unit ln:
(.n:i the party or partics contributing other leases Vhich are, or planned to or, included victhin any pooled unit
around such well, 1f cxamination prior to commcncement of darilling operations 1s deemec advisable by the parties,)
shall furnish Opecrator, free of charge, all abstracts, title opinions, and curative materiale 1n fta possevsion -
covering the drillcito {or otker lecases which may be involved, 83 arorc3did). Operstor shall also (urnish all
such abstracts, title opinions, and curatlive materials in its poascssion (ree of charge. In the event abstrects
have not been prepared, or additional abstracts are requirved for cxamination of title, such sbstracts shall be
procured by Opcrator and the cost of same shall be charqged to the joint account,

‘ operator shall cause title to be examined .by attorneys on its staff or by outside attorneys employed
for the purpose. No charge shall be made to the )oint account [or services ol Operator's osn attorneys and axsnin
tion of title, but 1f title 13 examined by outside altorncys, then the fers paid to such outside.attorneys ihall
be charaed to the joint accownt, Opcrator 3hal) attempt to pProcure curative =sterials tlo sstisly requirements mad
Ly the examining attornay. Costs incurred by Operator in procuring, (including bLroaers per Jdicm and exjonies, cos
ot reproduction, etc., bul expressly excluding costs ol sarvices rondercd by Operstor’s porsunnol) 3hall slio be
chargod Lo the joint account,

Coples of all title opinfans and title reports, toqethor with all curatise motarfsls sacured to sacisfy
the examlning attorney'e requirementa, ahiall L .suLmitted by Ojcratue Lo oach party and oach party shall .lh"‘
notlfy Operator ss promptly as possible whather 1L appruves Litla,

3 B . ’ 4
Mo woll shal) he drillnd on the uwnit arna untl) aftar (1) the titlo to the Jdeldlalte hinn ‘"md':”:?: ot
shove provided, and (7) the titde has hiren approved by the axanluling attorney or Litlo lhiea Leen sccoptle Y
the partios vho at10 to participsto in Uhe driliing of thu vell,

—) —

.
’ “Individunt Loay”
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drillsite firil selecled, o ulso with successlve cholces I the time comes that the parties s

title and are unable to agree upon an alternule drin;i(c, the contract shall_in-titease and at that time, coma
to an end and all parlies shall forfeit their rights and he re 'bvrkm;‘:s under this conlract,

No well other thun the first test sh: -rﬂmhlhc Unit Arca until after (1) the title to the lcase .
covering the Jands upon whig ml:{:e located has been examined by Operator's altorney, and (2)
the title has wm’\i’; the cxamining attorncy and the title has been accepted Ly all of the parties
w{mﬁ:}:gﬁmm:wmng—mw

B. Failurc of Titles : '

Should any oil and gas lease, or Interest thereln, be lost through faflure of title, this agrccm_‘cnl shall,
nevertheless, continue in force as to all remaining leases and intecesls, and .
(1) The parly whose lease o.r interest §s affected by the title failure shall bear alone the entlre losz and ft

shall not Be entitled to recover from Operalor or the other parties any development or operaling cosls .
which it may have theretofore paid, but lhcn‘: shall be no monclary liability on Its partl to lhe.olhcr par-

{ics hereto by reason of such title failure; and -
(2) There shall be no relroactive adiustmcnt. of expcnscs.incurrod or revenues received from the operatlon
~of the interest which has been lost, but the interesls of the parties shall be revised on an acreage basis,
as of fhe time it is defcrmined 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 Arca by the
| amount of the intercst lost; and . . . .
(3) If the proportionate interests of the other partles herelo In any producing well theretofore drilled on
the Unit Area Is increased by reason of the title fallure, the party whose title has failed shall recelve
the proceeds attributable to U{\e increase In such Interests (less operating costs atiributable thereto)
until it has been recimbursed for unrecovered costs paid by it in connection wilh such wellf and
“(4) Should any person not a party to this .agreement. who is determined to be the owner of any lnterést in
. .-‘.1'..'. Litde wiiicii lias falled, pay in any manner any part of the cost of operation, development, or equip-
” '.mcn_l. or equipment previously paid under this:agreen';ént. such amount’'shall be proporlionateiy pald to
. the parly or parties 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 rcason of
{itle failure shall be borne by the party or parties w).\os-é title failed in the same proportions in which
they shared in such prior production.
C. Loss of Leases for Causes Other Than Title Failure: . g
If any lease or interest subject to this'agrccmcnt be lost through failure lo dcvcl;ap or because express
or implied covenants have not been performed, or if any Jease be permitied to Acxplre al the end of ils primary
term and not be renewed or extended, or if any lease or inferest therein is Jost due to the fact thal the préduc-
lon therefrom is shut In by reason of lack of market, {he loss shall not be considered a faflure of title and all
such Josses shall be joint losses and shall be borne by all parlies in proportion to their interests and there shall
be no readjustment of interests in the Unit Area, . ' '
3. UNLEASED OIL AND GAS INTERESTS
—!I’-nn):-pdr«ly-ownsq‘m-unleased—oil-and-nas-inlcrcsl-in-lho-Unil-Arc;\.—-lhal—inlcrcst-shall-:;u’e’al_og;h/f-_khﬁ
purposc of this agreement as if it were a Jeazed interest under the form of oil and pas leaacaTfached as “Exhl-
bil “B" and for the primary term thercin stated, As to such inter 'lnﬁtm;;-s/h;lcll:-kmivc royally on produc-
tion as prescribed in the IOWUunsﬂmﬁas Exhibit “B", Such parly'ahall. however,

Lo subjeet 10 8l of tho-provTions of (his oceement relating to lervcen to the arieal Wit It swhi \he lened i
Inlerest, thara are no wuzleased interests committed hereto; thercfore, there is no Exhibit
COINTERESTS OF PARTIES ’

Exhibit "A"™ lists all of (he parlics, and their respeelive percentape or fractional Inlerests under this
npreement,  Unless clmiu:c\l by other provisions, all costs and Habillties neurred in op(-rnlldns under thily cone
traet shall be burne and paid, and all equipment ond material acquired fn operations on the Unit Arca shall bo
owned, iy the partics as their interests are given In Exhibit "A™ Al productlon wf oll and gy from the unit
Area, subject o the payment of leszor's royalties, shall adso be owned by the parties In (he rame munnen

ST
. “Indleldun] Logy"
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1f tho nterest of any party In any oll antd gos ledea eovered by (hly agresment s subjeet to an sverelding
royatiy, produviion paymuny, or vther eherye pyver and pbove tha ueual onusolgthh (14) reyally, such party shal

assume und alone hear all wuch exeess obllitallons and xhall neesunt for thein to the owners umcoysf"ﬂi.“;"ie“

¥ =

of whether sych party in selling its share of the unit production

5. OPERATOR OF UNIT
GETTY OIL COMPANY shall be the Operator of

the Unit Arca, and shall conduct and direct and have full control of all opecrations 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 lo the other parties for losses sustained,
or liabilitics incurred, except such as may result from gross negligence or from breach of the provisions of

this agreement,
6. EMPLOYEES

The number of employees and thelr selection, and the hours of labor and the compensatlon for services
performed, shall be determined by Operator. All employees shall be the employees of Operator..
7. TEST WELL * =
On or before the_15th _dayof___Novemher 1977 , Operalor/shall commence the drill-

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

1980' from 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 formation, whichever is the lesser
depth,

unless granite or other practically impenetrable substance is encountered al a lesser depthor unless all parties
agree to complete the well at a lesser depth. )

Operator shall make reasonable tests of all formatior;s 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 agrecement 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 sccure the consent of all parties to the plugging, and the
well shall then be plugged and abandoned as promplly as poss'ible.b

8, COSTS AND EXPENSES
Except as herein otherwise. specifically provided, Operalor shall promptly pay and discharge all costs
and expenses incurred in the devclopnhent and operation of the Unit Area pursuant to this agrecment and shall
charge each of the parties hereto with their respective proportionate shares upon the cost and expense basis
provided in the Accounting Procedurc altached herelo and marked Exhibit “C". If any provision of Ex-
hibit “C" should be inconsistent with any provision contained in the body of this agreement, the provisions in
the body of this agreement shall prevail,

Opcrator, at its election, shall have the right from lime to time to demand and receive from the other
parties payment in advance of their respective shares of the eslimated amount of the costs to be incurred in
operations hercunder during the next succeeding month, which right may be exercised only by submission 1o
cach such partly of an ilemized statement of such estimaled costs, togelher with an invoice for its share there-
of. Each such statement and invoice for the payment in advance of estimated costs shall be submilted on or
before the 20th day of the next preceding month, Each party shall pay to Operator ils proportionate share of
such estimate within fiftecen (15) days after s‘uch eslimate and invoice is received. Iltnag][:;\éty fails(lr\ Pay its
share of said estimate within said time, the amount due Jhall bear interest at the rate of/a's percent (kt?éfpcr
annum until paid. Proper adjustment shall be made monthly between “advances and actual cost, to the end
that cach party shall bear and pay Its propertionale share of actual costs incurred, and no more,

S
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9. OPERATOR'S LIEN

Operslor Is given a first and preferred lien on the interest of cach party covered by Lhis contract, and
In cach party's interest In oil and pas produced and the proccnhs thereof, and upan cach party's Inlerest In ma«
terial and equipment, to sccure the payment of all sumeé’ due from each such party to Operator,

In the event any parly (ails to pay any amount owing by it to Operator as its share of such costs and
expense or such advance estimate within the time limited for payment thereof, Operator, withoul prejudice lo
other existing remedies, is authorized, al ils election, to collect from the purchaser or purchasers of oll or gas,
the procceds accruing to the working interest or inlerests in the Unil Arca of the delinquent partly up to the
smount owing by such party, and cach purchase‘r of oil or gas Is authorized to rcly upon Operalor's stalement
as to the amount owing by such party.

In the event of the neglect or failure of any non-operating party to promptly pay Its proportionate part
of the cost and expense of development and operation when due, the other non-operating parties and Operalor,
within thirty (30) days after the rendition of statements therefor by Operalor, shall proporliona!cl} contribute
to the payment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled
to the same llen rights as are granted to Opumto'r In this section. Upon the payment by such dellnquent or
defaulting parly to Operator of any amount or amounts on suc'h delinquent indebledness, or upon any recovery
on behalf of the non-operating parties under the lien conlerred above, the amount or amounts so paid or re-
covered shall be distributed and pald by Operator to the other non-operating parties and Operator propor-
tionalely in accordance with the contributions theretofore made by them,

10. 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, w_hclher by producﬁon', ex-
tenslon, renewal or otherwise; provide‘d, however, that In the event the first well drilled-hereunder results in
a dry hole and no other well is producing oil or gas In paying quantities from the Unit Area, then at the end
o8 aluel, (337 Jays adied susnuonment or tne 1rst test well, this agreement shall terminate unless one or
more of the parties are then engaged in drilling a well or wells pursuant to Section 12 hereof, or all parties
have agreed to drill an additional well or wells under this agreement, in which event this agreement shall con-
tinue in force until such well or wells shall .have been drilled and complcted. If produclion resulls there-
from this agreement shall continue in force thereafter-as if sald first test well had been produclive In paying
quantities, but {f production in p'nylng quantities does not result therefrom this agreement shall terminate
al the end of ninety (90) days after abandonment of such well or wells. It is agreed, howevcer, that the term-

ination of this agreement shall not relieve any parly hereto from any liability which has accrued or altached
prior to tha 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 0 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 been drilled to the
depth authorized by the parties participating therein, except a well reoworked, plugged
)_Dack, deepened or sidetracked pursuant to the provisions of Scction 12 of this agreement,
it being understood that the consent to the reworking or plugging back of a well shall
include consent to all necessary expenditures in conducting such operations and completing
angl 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 rnot udertake any singlé project
reasonably estimated to require an expenditure in excess of TEN THOUSAND AND NO/100--—--~
s e Dollars ($10,000.00)except in connection with a well the drilling, re-
working, deepening, or plugging back of which has heen previously authorized by or
pursuant to this agreement; provided, however, that in case of explosion, fire, flood,
or other sudden emergency, whether of. the same or different nature, Operator may take
swh steps and incur such expenses as in its opinion are required to deal with the
emergency and to safequard life and property, but Operator shall, as promptly as possible,
report the emergency to the other parties. Operator shall, upon request, furnish copics
of its "Authority for Expenditures" for any single project costing in oxcess of $10,000.00.
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‘ 12, OPERATIONS 1Y LESS THAN ALL PARTIES *
' et ypen eomplation of & woll aftes Lt hae boon drilled to the dupth authorlzed by the parties

11 all the parties\eannot mulually agrea upon the drilling of any well an the Unlt Area o

. or sldetracking
dualwell-prowided—for—imSection=% or upon the reworking, deepening,ox plugping baek/of a thy hole drilled

al the Jelnt oxponse of ull\pariies or n/wvl? )nl:ny owned by all the vnrueu and nol uu\v)’nreauanu h\t a‘yl‘ng
etrae
quantities on tha Unit Arci\ any party or puriles wishing to tl|I|I/| uwork ‘duopen, s& plug bwk/mth 8 wel

may give the other parties writlen nolice of the proposed operation, specifying the work to be performed,

the location, proposed depth, objective formation and the cstlmaled cost of the oparation, Tho p-nlun recelv=

oting siderracking,
Ing such a notlee shall have thirly (30) days (excepl as lq’roworkinu. plugging back,es drilling dwp;rlwhon

n drlll‘lnu r:e is on \oen!lon. the perlod shall be Hmlted o torty-elght (48) hours exvivsive of Briurdny, en Buns
dn;ﬁ"n(w, recoipt 8? the notlea within which to notify the parties wishing to do the work whether they eleet

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

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

If any parly recciving such a notice elecls not to participate in the proposed operation (such parly or
partics being hereafter referred to as "“Non-Consenting Parly"), then in order to be entitled to the benefits
of this scction, the party or partics giving the notice and such other parties as shall elect to parlicipate in the
operalion (all such parties being hereafter referred lo as the “Consenting Parties™) shall, within thirty (30)
days after the expliration of the notlce period of thirty (30) days (or as promptly as possible after the explr-

ation of the 48-hour period where the drilling rig is on location, as the case may bc) actually commence work
on the proposed operation and complete it wilth due diligence.

The enlire cost and risk of conducting such operations shall be borne by the Consenting Parlties in the
proportions that their respective interests as shown in Exhibit “A" bear to the tolal ir;lbresls of all Consenting
Parties. Consenting Parties shall keep the lecasehold estates Involved in such operations free and clear of a0l

hens and encumbrances of every kind created by or arising {rom the operations of the Consentling Partles, If

such an operation results in a dry hole, (hq_Co_r;serang _Rarljes shall_plug and_abandon the well at _their sole

completed

or -ndntrncked
cost, risk and expense,

seclion results in a producer of oil and/or gas in paying quantities, the Consenting Parties shall complele and
cquip 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 expen:e and for the account of the Consenting Parties,
eting

. or sidctracking
operations for the drilling, /rewmkmg, deepening, o= plugging bnck/or any such well by Consenting Partles

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

Upon commencement of

quished to Consenting Partles, and the Consenting Parties shall own and be entitled to receive, in proportion
to their respeclive interests, all of such Non-Consenting Parly's interest in the well, its l'caschold operating
rights, and share of production therefrom until the proceeds or market value théreof (after deducling pro-
duction taxes, roynlly,*:vcrriding royall;tmd other inlcrcs(:*payablc out of or measured by the production

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

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

beyond (hc wellhead connections (including, bul not limited to, stock tanks, scparalors, trealers,
pumping equipment and piping), plus 100% of cach such ‘Non-Consenting Parly's share of the cost of
operation of Lhe well commencing with first production and conlinuing until cach such Non-Copscntlng
Parly's relinquished inlerest shall revert to It under other provisions of this seclion, it being agreed that
ciach Non-Consenting Party's share of such costs and equipment will be thal interest which would have
been chargeable to cach Non-Consenting Party had it participuted in the well from the beginning of
the operation; and ’ '

sldetracking
(B) 3004- of that portion of the costs and cxpcnses of drilling, reworking, deepening, /or plugging hack

testing and completing, after deducting nny cash conlributions received under Section 25, and 400%
of that portion of the cost of newly 1cmh|cd cquipment in the well (to and Including the wellhead

connections), which would have been clnr| eable to such Non- Cumumnr Parly If It had parllcipated
thereln,

* Beo Bection 31.A for sdditional provinidﬁd‘
" of record in

An thn Anta of
v

If any well drilled Jreworked, ‘deepencd,or- plugged back/\mder the provisions of this

s
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) \ complcting, . or sldetraching,
In {he cune of nny/n-wurl(ln('. plupgling back, owndecper drillin./npmn\\uu the Conzenting 'aitles &I\nll

Le permibited to use, free of cost, all caslng, tublng nud other cauipiment In the well, but the swnership of all

complelion attempy,
such cquipment shall rem .\ln \mdmnrul and upon abandonment of a well alter sueh/ rewan i, Munging

baek,an dvepier deilling /m. ug“n‘vm\n" Nartles :hnu socotint for nll such equipment lo the owners theeeol,
with each parly recelving lts proportionate part ln kind of In value.

Withln sixly (G0) days after the complction of any operation under thls section, the parly conducting
the operations for the Consenting Parties sholl furnish cach Non-Consenting Pdrty with an l.f;:t‘:\:?:!lh:f
the cquipment in and conneeted to the well, and an ltemized slalement of the cost of drilling, /decpcnlng’.
plugging back, testing, completing, and cquipping the well for production: or, at its oplion, the operating
parly, in Heu of ;m Itemizod statamant of sugh easts af operation, may submit a detalled stolement ol monthly
billings. Each month therealter. during the time the Consenting Parties are b&lr'\g reimbursed as provided
above, the Consenling Partles shall furnish the Non-Consenting Parties with an Itemized stalement of all
costs and labllitles Incurred In the operatlon of the: well, locc'lhcf with a stalement of the quanlity of oll
and gas produced from it and the amount of procecds realized from the sale of the well's working Interest .
production during the pr'eccdlng month. Any amount realized from the sale or other disposition 2)( equip= «
ment newly acquired in connection with any such operation which would have been owned by a Non-Cono
scnhng Parly had it participated lhercln shall be credited against the total unreturned costs of the work done
and of the cquipment purchased, In determining when the Interest of such Non-Consenting Parly shall revert

1o it as above provided; if*there Is a credit balance §t shall be paid to such Non-Consenting Parly.

If and when thc. Consenting Parlies recover from a Non-Consenling 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 rig‘\ts and working interest therein, the malerial and equipment.in or pertaining therelo,
and the produstion thereirsm as such Non-Consenling Party would have owned had it participated In the
or :h‘letnc\unn
. 2€2DInlAF e s ning baan ":: 53!d weil. Thaicaiicr, such NWon-Consenting 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 accounﬁng proccdure schedule, Exhibit “C", a\lnched hereto.

Notwithstanding the provisions of this Section 12 it is agrecd that without the mulual consent of all
parﬂes 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 lhe then-existing well spacing pattern
for such source of supply.

The provisions of this section sha

completing of said well and such provisions aleo shall apply to the'
llQavc no application whalsoever lo the drilling of the initial test

r videtracking

" -well on the Unit Area, but shall apply to th‘reworking, deepening, -em plugging back/ol the initial test well

afler it has been drilled to the depth specified in Section 7T, if It is, or thereafter shall prove lo be, a dry

:onpltted or -lde\ru:)ud,

hole or’non-commercial well. and to all other wells dnllcd,/rcworkcd deepened, o+ plugged bock, /or pro-
completed, or eidecracked,

posed to be dnllcd/re\vorkcd deepened, or mucccd b:.ck/ upon the Unil Arca subsequent to the drilling of
the Initial test well, '

13 RIGHT TO TAKE PRODUCTION IN XIND

Each party shall take In kind or scpan(cl'y dispose of its proportionate share ol all oil and gas pro-

duced from the Unit Area. exclusive of production which may ba used in’ development and producing oper=
..uh)ecr. to the 1dot paraarsph of Section 4 hereol,
alions and in preparing and treating oil for marketing purposes and production unavoidably lost tach parly
shall pay or deliver, or cause to be pald or delivered, all royalties, overriding royaltles, or other payments
due on it share of such produclion, and shall hold the other parties free from any )iabllity therefor. Any
extra expenditure incurred in the taking In kind or separate disposition by any parly of [ts proportlonale
thare of the production shall be borne by such party

such } As may De required for the sale of
Each party ghall c‘urulc/..u. division orderstnnd contrucls wnlurpontuining=lo ity Interest In produce

flon from the Unly Aren, and shll Lie entitled to recefve puyment direct from the purchaser or purchaser?
thereof for s share of all production,

e e
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In the cvent any party shoall {all to make the dvrangements neceunary to toke
{n kind or geparately dlspone of fty proportionate share of the oll awd gag pro-
dueed frvom the unit Aced, Gperator shall have the right, wubjcer Lo revoeation n_t
will Ly the party uwning ft, but not Lhe ehligation, to pucchany aweh oll and gay
or' coell 4t to others for Lhe time belmy at not lenan than the mavket pelee pre-
vallling in the arwea, which ahall in no cvent be less Lhan the price which Operator
receives for ity portiun of the oil and gas produccd (rom the Unit Avea, . ALl gons
tracts of onalc by Uniu Gpegntor of ARy BVheY PAVUY's uhave of guah oll and gas
ghall Lo only for augh xoagonalle periods of time as arve eonulstent with the
minfinum neads of the indusiry undér the clreumstances, but in no cvent shall any
tuch contract be for a period in excess of one year, Any'such_purchasc or sale by
Operator shall be subject always to the right of the owncr of the productlon to
cxorcise at any time Llts right to takc in kind, or scparatoly dlaposo of, [ts
shore of all oil and gas not previcusly delivered ke 5 purchiser. Notwithstanding
the foregoing, Operator shall not make a sale into intefstatc commcrcq_of any
other party's share of gas production without first giving such other partY sixty .
(60) days notice of such intended sale, . :

14, ACCESS TO UNIT AREA*

Fach parl.y sh'all'h.ave access to the Unit Arca at all reasonable times, at tts sole risk, lo' Inspect or. .
observe operatlons, and shall have access al reasonable times to Information pertaining 1o the development
or operation thercof, including Operatar's books and records relaling thereto. Operator shall, upon request,‘
furnish cach of the other parties with copies of all drlllihc- reports, well logs, tank lables, daily gauge and
run tickets and reports of stock on hand at the first of cach month, ond shall make available samples of ady
cores or cultings taken from. any well drilled on the Unlt Arca,

o 15. DRILLING CONTRACTS

AN wells drilled on the Unit Area shall be drilled on a cgmpelil.ive"contracl basls at the usual rates
prevalling in the area. Operator,.if it so desires, may employ its own tools and equipment in the drilling
of wvrells, but §is charges therefor shall not exceed the prevaillng rates In the fierd, i.!n.d the r2ic of such
charges shall be agreed upbon by the parties In writing hefore Aritiag oporstione ard

TLUSON LV SMMaiacaemo spa ducn

work shall be performed by Operator under the same terms -and conditions as shall be customary and psua.l
in the fiedd in contracts of independent contractors’ who are deing work of a similar nature,

16, ABANDONMENT OF WELLS

No well, ol)\er than any well which has been drilled or reworkied pursuant to Section 12 hercol for
which the Consenting Parties have not bcep fully reimbursed as therein provided, which has been com-
pleted as a produt:er shall be plugged and abandoned without the consent of all partics; provided, however,
if/aﬁl;:i'l‘ic!s\::c‘:t;'w{z:?();rgé‘ylfa ?l:\tccgb;;%eoi:t‘ncon‘l ?l‘;;; ﬁgf\?ih‘i"c‘”&f&s?.’?'lff?'éﬁ?i‘nﬁé isl‘;cgp:‘;';}ion s'hall ler_\dcr
16 each of the other partles lts proportionate share of the value of the well’'s salvable materlal and cqulp-
ment, determined in accordance with the provisions of Exhibit “C", less the estimaled cost of salvaging .an‘d
the cstimaled cost of plugging and abandoning.  Each sbandoning party shall then assign to the none
abandoning parties, without warranty, express or implled, as to tlile or as to quantity, quallty, or fitness for use

of the equipment and malcriai. all of fis interest in the well and its cquipment, together with its Interest In
the Jeaschold estate as to, bul_only as to, the ipferyalor inlcu-z]s_ol...ll,\c.iormnlinn_or.-.formallons-lhc.n_.bpcn
<

A vhich cach JLUACOMIRT PATEy Cesires to dbancoa,
lg_m'_p_d.ucuon/ The assignments so hmited zhall encompass the “*drilting unit” upon which the well is located.
The payments by, and the assignments to, the cssignees shall be in a r.\'iio based upon the rclali_qnshlp of
theie respective percentages of participation in the Unit Area to the apgregate of the pereentages of partlcle

pation in the Unit Arca of all assignees. 'I‘hc_rc shall be no readjustiment of Interest In the remaining portion
of the Unit Arca. ’

Afler the assignment, the ossignors shall have no further responsibility, Jiability, or Interest In the
operation of or production from the well in the Inllcrv.\lor intervals then open. Upon request of the assignees,
Operatar shall continue to operate the aszipned woh for the necount of the non-abanduning porties al the
votes and charges contemplated by this apgreement, plus any addiliona) cost and charges which may arlse of
the resull of the separate ownerzhip of the nsstpned” well,

“~ " ; ., X .
. . —n
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17, DELAY RENTALS AND SUHUT.IN WELL PAVMENTY '

Deluy rentals wnd shut-ln welf payments which may be regudved under the terms of sny lease shall Yo

\p.\hl by the party who hins subjected such lease (o this npreement, at s own expeose, Proal of cach payment

il Le (:lvv:-n to Operator ut least ten (10) days prioe to the rental or shut-in well payment date. Operator
thall furnlsh similar prauf to al) other parties concerning payments it makes in connection with its teases, Any
patty may request, amd shall be entitled to reccive, proper evidente of all such paymwenty, I, theoupgh mirtnke
or oversipht, uny delny rental or shuteln well payment Is not paid or Is erroncously patd, iand as a result a lease
or inferest therein terminates, there shall be no monctary liability ajvinst the party who failed to make such
payment. Unless the party who falled o pSy a rental or shut-In well payment secures a n-c\v leasc covering the
some Iinterest within nincty (90) days {rom the discovery of the failure to make proper payment, the Interusts
of the parties shall be vevised on'an sereape basis effective as of the date of termination of the lease involved,
ond the party who (ailed to make proper payment will no Jonger be credited with an interest in the Unit Aroa
on account of the ewnership of the luave whieh her terminated. In the event the-partly who. falled 1o pay the
rental or the shul-ln well payment shall net have been fully reimbursed, at the time of the loss, from tha pro-
cceds of the sale ofoll and aas ntiributablo o tho lost Interest, calculated on on ucreage basly, for the develop.
ment and operating ‘cosls (heretolore paid on account of such interest, it shall be rciml;urscd for ‘unrccovered
actual ¢osts therclofore paid by it (bul not for its share of the cost of any dry hol'c previously drilled or wells
previously abandoned) from <o much of the lollov;ing as Is necessary Lo effect reimbursement:
_(1). Proceeds of oil and gas. less operating expenscs, lherelo!o.rc accrucd to the credit of the lost interest, on -~
" an acreage-basis, up to the amount of unrecovered costs; .
(2) proceeds, less opérallng'cxpcnscs thereafter Incurred aftributable to the lost Interest on an acreage
) :basls, of that portion of oil and gas thereafter produced and marketed (excluding production from any
wclls. thercafter drilled) which would, in the absence of such Jease termination, be altributable to the.
lo;l interest o.n an acreage basis, up {o the amount of unrecovered costs, the proceeds of said portion of
the ofl and gas Lo be contributed by-\.hc other parties In proportion to théir respective interests; and
(3) any moneys, up to the amount of unrecovered cosls, that may be paid by any party who is. or becomes,
. the owner of the interest Josy, for I.hc' privilege of participating in the Unil Area ur becoming a partly lo
v cunsisact,

. Operalor shall atlempt to notify all 'parlies when a gn§ well §s shut-in or returned to production, but
assumes no liability whatsoever for failure to do so.

P REFERENFIA UG H T P8PSR CHASE

&)maMhWHMMHWMWMHMF&JMMMMNh
terests in the Unit Area, it shall promplly give written notice to the other parties, with full infacse
cerning its proposed sale, which shall Include the name and address of the prospective &

‘chaser {who must
be ready, willing and able to purchase). the purchase price, and all other ter

shall then have an optional prior right, for a period of ten (10) d

“on the same terms and conditions the interest which the a1t

the offer., The other parties
Titer receipt of the notice, 1o purchase

party proposcs to scll: and, if this oplio'nnl right
is cxercised, the purchasing parties shall share

cach- bears to the total inlcrcsy
chase in those cases where asyParty wishes to mortgage its interests, or to dispose of its Interests by merger,

purchased interest in the proportions. that the interest of

wasing parties. Yowever, there shall be no preferential right to pur-

reorganization, ca dution, or sale of all of ils asscls, or a sule or transfer of iis interests to o subsidiary or

py “Tany, or subsidinrj of u parcnt company, or to any company in which any one party owns a_ma.
Aol thastonl’ .

. . -~

SALY. Y OIPPATOR
19, GRLBGTF RN AAG PRG0N
. ;All . ’
Sheuld a zale Le made by Opurator of Ais riphts and interests. the other partics shall have the right
within sixty (60) days after the date of such sale, by majority vale in interest, 1o seleet » new Operator, I
nonew Operatoe Ix not so selected. the transferee of the present Operator shall assume the dutices of and act as
Operatar, In either ense, the retiving Operator shall continue to serve as Operatar, and dischavge its dutles
I thal capacity under this agreement, untilits successor Operator Is selected and beging 1o functing, hut the
presest Operatae shall ant be abligated to contlnne the peclormanee of fte duties for more than 120 days ofter

the wale of s vights il Inferests g been completed, .

—f
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20, MAINTENANCE O UNI'T O\YNERRINE®
I'or the purpose of maintalnlng unlformlty of ownership In the ofl and gras Jeasehold Interests covered by

(hls contract, ond notwithstunding nny other provisions lo the contrary, no party shall sell, encumber, transtes
or make other Wiupuultion of tia interest In the luuses erabraesd within the Unly Avea and In wells, equipment

nnd produetlon unluss such disposition covers elthert . et

(1) the _cnlirl: interest of the parly In all leases and equipment and production; or
(2) an equal undivided Interest in all leases ond equipment and production In the Unlt Area,

Every such sale, encumbranee, transfer or other disposition made by any parly shall be made expressly
subject to this agreement, and shall be made without prc)udlcé to the rights of the other parlies,

If at any time the interest of any parly is.dividcd among and ownced by four or more co-owners, Oper:-_
tor may, al its discretion, require such co-owners to appoint a single trustee or agent with {ull authority to re-
celve notlees, affprove expendltures, recelve billlngs for and approve and pay such party's share of the jolnt -
expenses, and lo deal generally with, and with power to bind, the co-owners of such parly's Inlerests within
the scope of the operations embraced in this contract; however, all such co-owners shall enter into and exacute
all contracls or agreements for the disposilion of their resppelive shares of the oil and gas produced from the

Unl_l Area and they shall have the right to reccive, separately, payment of the sale procceds thereof,

pos .

21. RESIGNATION OF OPERATOR

.. ‘Operator may resign Ir<;m Jqts dutles and'obligallons as Operator at any time upon \v;iltcn notice of not *
less than nincty (90) days given lo all other parlies. In this case, all parties to this contract sh:;_ll sclect by
majority vote in interest, not in numbers, a new Operator who shall assume the responsibilities and duties, and
have the rights, prescribed for.0pcr9}or by this agreement,, _The reliring Operator shal] deliver Yo ils successor
all records and informalion necessary (o the discharge by the new Operator of its duties and obligations.

. .. * L

29, LIAMITITY AT W nminna
e a U s s et
- .

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

- -only ft')!' its obligations, and .shall be liable only for its proportionate share of the cosls of developing and

operaling the Unit Area. Accordingly, the lien granled by each parly to Operator In Scction 9 s given to se-
cure only the debts of each severally, It Is not the intention ol the partics to create, nor shall this agreement

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

23. RENEIWAL OR E_XTE.\'SION OF LEASES *

If any paru.r sccures a renewal of any oil and gas Jease subject to this contr;-acl, cach and all of the other
parties shall !}c nolified promplly, and s);all have the right lo participale in the ownership of the renewal lease
by paying to the party who acquired il their several proper proportionate shares of the acquisition cost, which
shall be in proportion to the interests held at lh:f( time by the parties in the Unit Arca..

]f some, but Jess than all, of the parties electl to participale in the purchase of.a renewal lease, il shall
be owned by the parties who elect to participate therein, in a ratio based upon the relationship of thelr respee-
tive percentage of participation in the unit area lo the aggregale of the percentages of parlicipation in the unit

arca of all parlies participaling in the purchase of such renewal lcase. Any rencwal lease in which less than

s~

all the parties elect to participate shall nol be subject to this agreement, -

« Each party who participates in the purchase of a renewal Jease shall be given an assignment of its proe
portionale inlerest therein by the acquirll\g.patly.

.

The provisions of this scction shall apply to renewal leases whcﬂ.\cr they are for the entire Interest
covercd by the expliring lease or cover only a portion of Its arca or an interest therein, Any rencwal lease
taken Lefare the expiration of fts predecessor lease, or taken or contracted for within six (G) months after
the expiration of the existing Jease shall be subject to this provision; .hu( any lease tuken or contracted for
more than six (6) months after the expivatlion of an existing Jease shall not be decmed porenewal lease und
shall not he subiject 1o the proviions of this sectlon;

The provisions in this seetion shall apply nlso nnd In ke manner to extensiony of oll und s leases:

) vy,
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21 SURRENDER O LEASES

The lcases covered by this ogreement, In so far ns they cinbrace acreage in the Unit Arca, shall not be
wreendered In whole or In part unless all parties consent.

However, should any parly desire to su}rcnder Its interest In nny lonse oF In any nerilen \Herawt, pnd
ther parties nni sgreo or cansenl, the party desleing (@ surrender shall asslyn, withoul express ’qr Impled
Arranly ol tile, all of Its lutetest In suek lease, or portion thercol, and any well, malccial and equipment
‘hich may be Jocaled thercon and any rights in production thercafter st.:'lcurml, to the parties nol desiring to

irrender {l. Upon such nssignment, the assignlng parly shall be relleved (rom all obligations thercaller age
ving, bul nol (herelofora accrued, wilh respeel to (he acreare asslyned snd the speeation of any well there-

1, and the assignlng party shall have no further interest in the leate assigned and its equipment and production
1e parties assignee shall poy lo the parly nssignor the rensonabla salvage value of the Iatler's lalerest In any
tlls and equipmenl_on the assigned acreage, delermined In accordance with the provisions of Exhibit “C*,

3 the estimated cost of salvaging and the eul}nnud cost of plugglng and nbandonling. If the assignment Js in

vor of more (han one parly, the assigned Inleresl shall be shared by Lhe parlies assignee in the proportions
il lhel interest of each bears lo the inlerest of all parlics assignee.

Any assighment or surrender made under lhis provision shall not reduce or change the assignors' or sur-
wering parties' Interest, as it was Immediately before the assignment, In the balance of the Unit Area; and

acreage assigned or surrendered, and subsequent operalions.thercon, shall not thercalter be subjecl to the
ms gnd provisions of this agreement,

25. ACREAGE ORI CASH CONTRIDUTIONS

If any parly receives while this agreement is In force a conlribulion of cash loward the drilling of a
lor any other operalion on the Unit Area, such conlribution shall be paid to the parly who conducted (he
ling or other operalion 2nd shall be applied by it against the cost of such drilling or other operation. 1
conlribution be In the form of acreage, the parly to whom the contribution is made shall prempltly execute

ssignment of the acreage, without warranty of litle, to all parlies lo this :\gn-emen( in proportlion lo their

cests In the Unit Area at that lime, and such acreage shall become a part of the Unil sArca and be governed

Il the provisions of this contract, Each parly shall promplly nolily all'other parlies of all acreage or

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

*
26, I'HOVISION CONCENNING TAXATION

Whrwmmwmthmi&d—scdhﬁm(-a—)—v(-thc—ini:rn:l—ﬂcvmue—@%
, lo be excluded from the applicalion of all of the provisions of Subchapter I of Chapleryﬂne A ol

aternal Revenue Code of 1954, If the income tax Jaws of the state or slales in which |he“froperty covered

:y is located conlain, or may herealter contain, provisions similar to :ho.)ommn the Subchapter of

wlerhal Nevenue Code of 1954 above referred Lo under which a simild® clection s peemitted, each of the
Lach prrty n"»r: that the &uenad claction provided bty

s agrees thal such election shall be exercised. Fereheree SESUIPAOTEIES SRBITIRIE [UPUY - DUSr DOP I S entur st 7}

anonu rpe'.l.cn 1,761~ l(b)(ﬂ(ll) ul\l 1m-h, on:l no, p.—‘; viil llle an spplication under Regulations ':cuen

P e lools

EXTIRT PR eT N ”,\\_I.N'*H-lwnnmm—‘
-S(b) {3)(1) or (11} to reveke aaid eloclh;:/‘
PSR # NPV Pt L O

mw&-)j/‘-—vﬂm—mds-ﬁmm-qm-v—io—e-em‘-—nmv—:vmﬁ—ﬂmn-m—hc:hon

Deginning vith the llrst tox—~Tor following the elfectlve date of this agreeraont,
IOPNJlﬂr Shaltﬂm)lc',l T ad valorem taxation all properly subject lo this agreement which by law
lbe;w such taxes, and it shall pay all such taxes assessed thercon Lelore they become delin-

_Optrator shall bill all other parties for their proportionale share of all lax payments in the manner
red-mFxhibit-u G

any tax assessment §s cunsidered unreasonable Ly Operator, it may at its discretion prolest such valua-

ithin the time and manner preseribed by Jaw, and prusecute the prolest to a final determination, unless

ties agree to abandon the prolest prior lo final delerinination. When any such prolested valualion shall
zen finally determined, Operalor shall pay tie assersment for the joint account, topether with interest and

r accrued, and the total cost shall then be assessed apainst the parties, and be paid by them, as provided
ibit g™, . |

—10 —

*See Section 3l.L for additional provisions.
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27. INSURANCE s

AU thnes while operations are conducted hereunder, Operalor shall comply with (he Workmen'y
Compenrution kaw of thy Hlute Wwhere e operatlons sve Lelng conducted,  Operator whall also carry or pros

vide Insuranee tor the bhenetit of H\o Jolnl aceount of the partivs as may be outlined In Exhibit “D" allached

1o and made a part hercof.  Operator shall require ‘all contractors engaged in work on or for the Unit Area

fo comply with the Workmen's Compensation Law of the Stale where the operations are'being conducled and
to maintain such other insurance as Operator may requlire,
In the event Aulomobile Public Liability Insurance is specified in said Exhibit D", or subsequently res

celves the appreval of the parties, no dirgel ehnrge rhall be made by Qporalor fep Pf!ﬂ\_lun\i pald for sueh I
suranca for operator's fully ewned sulemotive equipment. ' '

28, CLAIMS AND LAWSUITS ' '

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

Area, or on an alleged cause of aclion involving title to any lecase or oil and gas interest subjcclcd'l'o this con-

“tract, it £hall glve prompt written notice of the suit'lo the Operator and all other parties.

The defcnse of lawsuits shall be under the general direction of a commillce of Jawyers representing the
parties, with Operator’s attorney as Chairman. Suits may be scttled during htigation only with the joint cons
sent of all parties. No charge shall be made for services performed by the staff atlorneys for a.hy of the
parlies, but otherwise all expenses incurred in the delense of suits, logether with the amount paid to discharge
any {inal judgment, shall be considered costs of operation and shall be charged to and paid by all parties in
proporlion to their then inlerests in the Unit Area. Attorneys, other than slaff attorneys for the parl'ics, shall
be employed in laixlsuils involving Unit Area operations only with the consent of all parties; i.{ uut;ide counsel
is employed, their fees and expenses shall be considered Unit Area expense and shall be paid by Op;:rator_and
charged to all of the parties in pfoporlion to their-then interests in the Unit Area. The provisions of this
paragraph shall not be applied in any instancc.wherc the loss vrhich may result from the suil is {reated as an
.uau.._..._. Jves Cutii€r Anan a jolinit 08 unuer prior provisions o( this agreement, and all such suils shall be
handled by and be the sole responsibility of the party or parllcs concerned. .

Damage claims caused by and arising out of operalions on the Unit Area, conducted for the joint ac-
count of all parties, shall be handled by Oper:;lor and ils allorneys, the settlement of claims of this kind shall
e within the discretion of Operalor so long as the amount paid 1n setllement ol any one claim does not exceed
une thousand (5.1000.00) 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 Inlerests in the Unit Area.

: 29, FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure {o carry oul its obligalions under
this agreement, other than the obligalion {o make money payments, that party shall give lo all other parties
;'arompl writlen nolice of the force majeure with reasonably full particulars conccrnin‘d it; thercupon, the
obligations of the parly giving the notice. so far as they are alfccled by the force majeure,’shall be suspended
during, but no longer than, the continuance of the force majeure. The affecled party ‘shall use all possible
diligence to remove the force majeure as quickly as possible, )

The rc'qui'n'-cmcnt that any force majeure shall be remedicd with all reasonable dispatch shall nol require
the scttlement of strikes. lockouts. or other labor difficully by the party involved, contrary fo jls wishes; how
all such difficultics shall be handled shall be entirely within the discretion of the party concerned,

The term “force majeure™ as here employed shall mean an act of God, strike, fockoul, or other fnduslrlal
disturbance, nct of the public enemy, war, blockade, public riol, lightning, fire, storm, flood, explosion, gov-
ernmental restraint, unavailability of equipment, and any other cause, whether of the kind zpecifically enums

crated above or otherwise, which §s not reasonably within the control of the parly claiming suspension,

0. NO'H("! S

Al notices authorlzed or required Lictween lhe partles, nnd required by any of the prov] Jons of (his
agreement, shall, unless olherwise specllically pravided, he plven In wiithg by Unlted States mall or Weslern
Unlon Telepram, pastape or charpes prepald, nnd nddvessed 1o the party to whom the notlee ts plven nt the

o Y s '
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D. At least twenty-four (24) hours prior to conducting any testing,
coring, logging, completing or abandoning operations, Operator shall
notify the other parties particiﬁating In the costs thereof so that the
may have a rapvasantalive presank e witnasa puph tegus ox eparations 1¥
thay 8o dasira. ' P '

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 recceive the working
intarast production of tho non=partioipating party shall receive tha
production frea and clear of burdens against suoh production whieh may
have been created subsequent to this agweement and the non-garELdipnhing
party ereating sueh 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 he 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 offsetting 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. 1In

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 pafty heréto 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,
sxdet;acking or plugging back of a well, shall take precedence over an
clgCthn to complete a well at a lesser 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 agrcement propose the drilling of
a well during the time that another well is being drilled exéept: (1) by
the mutual consent of all parties hercto; or (2) if one or morc of said pro-
posed wells are obligations necessary for the maintenance of any lcasehold
interest on acreage covered by this agreement.,

K. Af;er this agreement has been in force for one (1) year, Operator shall

be subgect to removal by an affirmative vote for such removal of the majority
accoydlnq to interest of the owners of the working interest in the Unit Area;
provicded 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
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addresses fiated on Exhibit "A"  The orljlanting notlee to be glyen under any provixlon hervo! shill ba deemed
given only when recelved Ly the party ‘to whomn such natice is direcled undl(hc time for such party to give any
notice in response therelo shull run from wne date the originating nollce is received. The second or nny re-
sponsive notice shall be deumed glven when deposited in the Unlted $tates inail or with the Western Union
Telegrauph Company, with postage or charges prepald. Euch parly shall have the right to change ils address
al any time,.nnd from time lo lime, by glving written notice thercof to all other parties,

a1, OTHER CONDITIONS, IF ANY, ARE:

A, Notwithstahding any provimieon t8 ehe eentrary appearing in Bectlens
9, 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 tc 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 immecdiate 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
said 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
rnot 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 operatian. 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 thercafter conducted. After said well is either
plugged and abandoned or completed as a producer of oil and/or gas, the

Operator named herein shall assume all subsequent operations-and theroafter
discharge its duties in that capacity under this agreement. "

B. Notwithstanding any of the provisions of Secticns 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 oporation and (b) has 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 hercof, furnishing in writing the terms under which said
Non-Operator is propared to act as Operator. Such removal shakd be
cffective upon-g&ving nod isag ahan Bordays written notiece thoraoof to
Gperator, oxcouted by such majority of parties hereto so voting for
removal, and upon the acceptance in writing of the successor Operator
of the duties and responsibilities as operator. Similarly, and in tha

same manner, a Non-QOperator shall have tha gama privilage after one
yaar of oparations by the new Operator,

31 Y. FARMOUT TERMS

I. It is recognized and agrecd, as evidenceéd by its exacutlon and
dalivery of this agraeement, that Mesa Potroloum Co, and Seuthland
Reyalty €ompany, 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 intecrest) 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 pernitted) 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
0il and/or gas in commercial quantities, Farmin Party shall become
entitled to the following:

(a) All of Farmout Party's workinag interest in and to
the oil and gas whici may be produced, saved and
maxketed 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 leaschold rights under the leases de-
scribed in Exhibit "A" and within said initial well
proration unit and 50% of its leasechold rights in
the Unit Area under the leases described in Exhibit
"A" and outside said initial well proration upit,
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 entitlec Farmout Party to 1/16th of
8/8ths of all oil'land gas that may be produced
?rom the land within the surface boundaries of the
initial well proration unit or units cstablished
for the aforementioned well,




(1) Said overriding royalty shall be in additio: toliie Eresentty
- Lhar 8 interests
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and elear of all produol:{on, gathering, compression, dahydration,
trucking, transportationh, marketing, and treating or other costs
and taxes except production or severance taxes. In the event
Farmout Party’s oil and gas leasshold interest in the lands oovered
by the leases aontributed by it as described in Exhibit "A" sghall
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 proportionataly reduced, The precentage of overrid#nq
royalty interest of each Farmout Party is reflected in Exhibit "A",
.Part II, Column II,

2. In the event Farmin Party (1) drills the initial test well oro- .
vided for in Section 7 herecof 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.

2, Uzon zuch tims 2 Pasmin r:ftv'has rospwarad oub of © otkz g the
net proceeds received from the sale of production 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

l2d
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(b) rectaining its overriding royalty interest in production from the
progatdon udib for maid wall whish aaxneaihe awsignmany, in whiah
event, Column II, Part II, Bxhibit "A", shall be deamed to be
revised to credit Farmin Party with the interest of such nhon-
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.

Buch election te' eonvert the overriding royalty intersst shall

become effective as of 7:00 A.M. local time whara the well {s
situated, on the firet day next following the day during which
the abeve described recovery shall have oacurred.

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.I.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
mndergtnnd that i+ ie nat+ intended that same bo furnishad froo 4o Parm-
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 0il 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., lowever, 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.




] . ‘ . ‘
L. Provisions Concerning Taxation.

]
(A{ Interna) Nevenug Proviaien, Each party heroby agrees not to elact to
ha oxciuded from the appifcation of all or any part of the provisions of
Subchapter K of Chapter 1 of Subtitle A of the Internal Revenue Code of 1954
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 fourtecen (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-cradi{ts for income tax purposas, as well as any olections or tax accounting

procedures expressly provided for shall be in accordance with the provisiens
set forth herein. ' 2

(b) Tax Partnershio Provision. -Each party agrees that for income tax
purposes the gains and losses frcm 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-

(i) The term "Respective Contributions” shall mean each party's
’ contribution to the expenses incurred hereunder.

(ii), "Respective Contributions" as the term applies to the adjusted

basis of property shall mean:
(}b 1) 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.

(2) plus the portion of the costs incurred hercunder.

(3) plus or minus any depreciation, cash or other basis

adjustments which are allocated to the party under this
Agreement.

(c) 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 Drillina 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
cach party in accordance with its Respective Contributions to the adjusted
basis of the property in a depreciation vintage account (both ADR and Hon-ADR)
as defined in the Requlations to Code Section 167 and as may be adjusted for
ordinary and extraordinary retirements, Arortization shall be allocated to

each party in accordance with its Respective Contribution to the adjusted
basis of the item.

(f) Depletion and Gain or Loss on 0il and Gas Properties. As provided

in Code Section G13A (c) (7) (D), deplction on and gain or 10Ss upon
disposition of an oil and gas property are .to be computed separately by cach
party. The parties desire that depletion and gain or loss be shared among the
parties so as to take account of the variation between the depletable tax
basis of the property to the partnership and its fair market value at the time
of contributions as authorized by Code gcction 704 (c) (2) and the requlations
thereunder.  Each party agrees that this is to he accomplished by allocating
the adjusted depletable tax basis of cach partnership oil and gas property
contributed to the partnership Lo cach party according to its propartionate
share of the adjusted basis contributed to the partnership as authorized by
Code Section G13A (c) (7) (D).




In the event that the adjUsted depletable 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 depletable tax
basis of each 011 and gas property shall be allocated according to the capital
interest in the partnership as to such property and the capital intcrest
in the partnership for such purpuse as to each such property shall bt considered
to be owned by the parties hereto in the ratic in which the expenditure giving
rise to the depletable tax basis of each such property has been contributed
as of the end of the year to the respective party's capital accounts.

(g) ADR Retirements. (i) 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)-11 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.

1

(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 investmant 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. A1l 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.

(1) 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)-11
(Class Life (ADR) System) to the Code and to use the maximum accelerated tax
depreciation method and shortest permissible 1ife 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
set forth above, shall be made by the parties in accordance with the
provisions of the Agrecment.

It is the intent of each Party that the provisions of Sectfon (b) shall
be 1imited 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 partics otherwise contained in the Agrecment.




(m) State Incomg Tax. In the cvent any other elections and procedures

are requived or begome 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 Stata Income Taxes.

(n) Ad Valorem Taxes. Beginning with the first calendar year after the

effective date of this Agreement, Operator shall make and file with proper
taxing suthorities 211 necessary ad valerem tax renditions and returns and
Shall settle all valuations and pay all taxes ariging therafrom bafore they
boecome 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. FEach 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 parfy 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
0il and gas rights to secure payment thereof.




4 

& v s—— i 2 i At —_ —

. ."A:"A";‘P'L.I FORM 610 ' . w3 .

This dg;ceemer;t may be signed in counterpart and shall be

binding upon the parties and upon ‘their heirs, successors, ropre-
sentatives and assigns,

GETTY OIL COMPANY

Bm es E /gm//:%m[

YICIOR E BARTLETT

ATTORNEY-IN-FACT.

OPERATOR

ATTEST: BELRING COMPANY
BY:

ATTEST: SOUTHLAND ROYALTY COMPANY
BY:

ATTEST:’

MESA PETROLEUM CO.

BY;

NON-OPERATOR




. .\".‘ N

")..\

AN 'L X S
".- C/‘ ‘-.,__/“',..-'--’.' S
MyJ‘cdir'"-nlssion expires -
December 23, 1978, ,444~3Z§: /A

. N

STATE or OKLAHOMA )
) ss: . : .
COUNTY op TULSA ) .

The foregoing instrument wag acknowledged befpye me thig

25Eh - g&y of Auguse. 1977, by victer E. Bartlete, Attorney in ract

4 Delaware corporation, on behalf of said

@%nﬁqtﬁy 011 Compaan
q rporatlon

¢
"lu.n.,n\

Biruta Sherwood
Notary Public

av
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This &grcomcnu may ba signed in esunterpart and shall-be

binding upon tho parties and upon their heirs, successors, repre-
sentatives and assigns.

(GETTY OIL COMPANY

BYIZ/,( Ttn € PBonebets

‘“OPERATOR

ATTEST: BELRING COMPANY

BY:

AZTEC OIL & GAS COMPANY

, VJce President

ATTEST:

" 'MESA PETROLEUM CO.

BY:

NON-OPERATOR

<
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LOU"TY oy . ) ;

<" DBEFORE ME, tho uridct’cjncd, a Notary Public 1ngxd for said County
and State, on this day of ¢ 19 , personally
appearad

, Lo mo known to hao tho

widentical person who subscribed the namo of
to the foregoing ingstrument, as ity .
and acknowledged to me that he exccuted

the same as the frec and voluntary act and dccd of such corporation, for
the uses and purpose, therein sct forth,

. GIVEN under my hand and seul of office the day and year last above
vritten,

My .Commission Expires:

Notary Public
NEW MEXICO ACKNOWLEDGHENT

(Attorney~in~Fact)
STATE OF . X
X 88:
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 TEXAs [
- X sss
COUNTY OF TARRANT ]

BEFORE ME, the undersigned, a Notary Public in and for said County
and State, on this 777 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 Délaware corpvoration, _to the foredgoing 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.

GIVEN under my hand and seal of offlce the day and ycar last above
wrlttqn.'- o

S Wl | ) :
7. ""_,..,\\ : - 7// .
September 50, 1978 : Ly gy 71 € ALl o

/Notary Public
STATE OF X :
. X. Ss; o . . S s
COUNTY OF X :

DEFORE ME, the undcrolgnud, a Notary Public in
and State, on this day of -
' appeared

identical person who subscribed Che name of
" to the foregoing instrument, as Lto
h

o i and acknowlcdged to me that he executed
Lhe ;

same as the tree and voluntary act and deed of such corporation, for
the uses and purposcs Lthcln seb forth,

and for said County -
r 19 , personally
, to mc known to be the

GIVEN under my hand and seal of office the day'and year last abovo
written,. .
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This agrecement may be signed in counterpart and shall be

binding upon the parties and upon their heirs, successors, recpre-

sentatives and assigns.

GETTY OIL COMPANY

OPERATOR

SS¢

//7' Z

v
ATTEST:

W/IZi %//———
7

ATTEST:

N O

N-OPERATOR !

BELRING COMPANY, A Texas Limited Partner-
BY: Belco Petroleum Corporation, ship

Its Sol eneral Partner
‘ﬁﬁﬂ;ﬂ«f :

BY:

L ‘Martain, Attorney—xn;Factl,
AZTEC OIL & GAS COMPANY Y
BY:

MESA PETROLEUM CO.

BY:

—tc.ano®w s =




s 1
. 'STATE OF TEXAS [ ?

COUNTY OF IARRIS [

HHFORE MRB, the undersignad uuthorit'y, on thils day personally appetred
D. B, MARTIN, known to me to be tha porason whuuw nams ip subgeribed to tha
fovegoing instrument, as Atterneyninwfagt of Nelas Petreleum Gorporation, a
corporation, and acknowledged to me that hc executed the same for the purposes

and consideration therein expressed, in the capacity stated, and as the act
and deed of saild corporation.

GIVEN UNDER MY HAND AND SEAL OF OFFICE, this the A% day of M
1977.

@[M Ll /M'

Notary Public, Harris&tounty‘ Texas.”




EXHIBET “é“

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

A. 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-
cially productive we%éfdrilled hereunder.

0. o

B. Names and Addresses of the Partids:

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

¢ !:WMPANY MITCHELL Eneesy (oﬁpomaa)

T Feliluléwn Duilidany W%ﬁmq@ UI'”AM

Midland, Texas 79702 1k&+aeectwﬂ1D?1UT*T731F?nuommo
Attention: Mr. Ben L. Wolfe

970/
} Aee~s .
SOUTHLAND ROYALTY COMPANY G/o MULIA/#/‘)IOIL:D'IC_,
: 2t 2300 V. "AY Rds¢
rdrand——rexas~?940
Att —yeay MDD T970%
MESA PEPROLEUM CO ey Dweb""&“‘/—
- ammeasﬂ P,
Suité 1000, Vaughn Bulldlng p )
Midland, Texas 79702 10 Boy 1% - .

Attention: ~ Mr. Robert H. Nortﬂ!%g&*?P 71702



3IT "A", PART I (Continued)

Leasehold Interests Committed to the Agreement:

Zach of the following Oil and Gas Leases are-committed
to this Agreement insofar and only insofar as they cover
the Unit Area hereinabove described:
Recording Reference
Lea County, New Mexico
Net Acres . Miscellanecus Records

Lessor Lease Date Committed Base Royalty Excess Burdens Volume Page ._

Lease Contributed by Getty 0il Company (100%)

1) State of New Mexico 6-01-73 489,00 1/8 -
LG-1207 ) i
Lease Contributed bf Mesa Petroleum Co, (100%) .
' EXPIHRED |
2) State of New Mexico 4-01-73 160.00 —~1/8 : - 282 474
LG-1146 . — ‘ -
Lease Contributed by Belring Company (100%)
3) tate of New Mexico 1-01-74 320,00 1/8 - - =

LG-1487 | - i
¥ | ®

Lease Contributed by Southland Royalty Company (100%) i

4) State of New Mexico 3-19-68 320,00 ) 1/8 ; - ) -
LG-723 :




I

‘centile Interest Participation in Initial
f the Parties Test Well to Payout
:ty 0i1 Company 60.44499%
FimgCompany 39.55501%
thland Royalty- Company -
a Petroleum Co. -

100.00000%

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)

/

EXHIBIT “"A" - PART II

IT

ORRI in Test Well
Until Payout

1.55159
.77580 °

/

ITI

Working Interest After

Payout of Initial Test
Well & Subsequent Wells

49.19069% W

32.19023%
* 12.41272% v~

*  6.20636% ¥
100.00000%

Iv

Net Revenue I[nterest
After Payout

43.04185%
28.16645%
10.86113%

5.43057%
.500
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" EXHIBIT — * &"

Attached to and made a part of the Operating Aqreanent

between GETTY OTL, COMPANY, as Operator, and BLLRINC

CO A, LT AL, .a5 Hon-Opcrator dated ~ . '
Auqust 15, 1977 .

: ACCOUNTING PROCEDURE
. ' JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

“Joint Property' shall mecan the rcal and pcrsom! property :ubjcct to the agreementl to which thlu Accounl
Procedure Js atlached,

“Jolnt Operations" shall me:m JI\ operatlons neccssnry or proper for the dcvclopment operation, protection :
mainfenance of the Joint Property.

“Joint Account” shall inean the account showing the charges paid and eredits reccived in the conduet of the Jc
Operations and which arc to be shared by the Parlies,

“Operator” ‘shall mean the parly designated to conduct the Joint Operallons.
“Non-Operators” shall mecan the parxlcs to thls agreement other than the Operalor,
“Parties" shall mean Opecralor nnd Non-Operators, . .

“First Level Supervisors” shall mean those employees whose primary function in Joint Operahons is the dir
supervision of other cmployecs and/or conlract labor dircctly employed on the Joint Property in a field oper
ing capacity.

“Technlca) Employees” shall mean thosc employees having special and specific engincering, geological or ofl
professional skills, and whose primary function in Joint Opcrutions is. the handllng of specific operating con
tions and problems for ‘the benefit of the Joint Property.

“Personal Expenses"” shall mean travel and other reasonable reimbursable expenses of Operator's employees.
“Material” shall mean personal property, equipment or supplics acquired or held for use on the Juint Property.
“Conlrollable Material” shall mean Malerial which at the time s so classified in the Material Classification Mam

sz micst mezoatlly rosemmoandad by (ha Canneil af Patraleum Arcanntante Saninlise af Narth Amaripa,
Statement and Bnllmga :

Operator shall bill Non-Operators on or before lhc lns‘ day of ecach month for their proporhonnl‘ share of
Joinl Account for the preceding month. Such bills will be accompanied by stalements which itdentifly the authe
Ity for expenditure, lease or facility, and all charges and credits, summarized by approprinte classifications of i
vestment nnd expensc cxcept that items of Contrellable Material and unusual charges and credits shall be se
arately identified and fully described in detail. T : :

Advances and Payments by Non-Operators

Unless otherwise providad for In the agreemnent, the Operator may require the Non-Operators 1o advance (h
share of estimated cash outlay for the succeeding month's operation. Operulor shall adjust each inonthly billi
{o reflect advances received from the Non-Operalors.

Each Non-Operator shall pay its proportion of all bills within fiftecen (15) days after reccipt. If payment is r
made within such time, the unpaid balance shall bear interest monthly at the rote of twelve percent (124) ¢
annum or the maximum contract rate permitted by the .|ppl|c1hlu usury laws in the state in which the Joi
Property is Jocated, whichever is the lesser, plus attorney’s lccs court cosls, and other cosls in connection wi
the collection of unpaid amounts,

.

Adjusiments

Payment of any such bills shall not prejudice the right of any Non-Operator to prolest or question the correc
ness thereof; provided, however, all bills and stalements rendered 1o Nen-Operators by Operator during a:
calendar ycar shall conclusively be presumed to be true and cerreet after twenty-four (24) mouths followin
the end of any such calendar year, unless within the siid twenty-four (24) month period a Nen-Operator tak
writlen exceplion therclo and makes claim on Opuerator for adjustment. No adjustinent favorable to Operalor sh:
be made unless it is made within the same preseribed period, The provisiung of this paragraph whall not preve
adjustiments resulting from a physical inventory of Controllable Material as provided for in Scetion V,

Audils . !

A. Non-Opcerator, upon notice in wrlting to Operator and all other Non-Operators, shall have (lxc right 1o aodit Qp
rator's accounts and reeords relating to the Joint Avcount for any eolendie year within the twenty-four (21) mon
period following the end of such ealemdar year; provided, however, the malingg of an audit shall pat extend
time for the taking of writlen exception to and the adjustments of secounts as provaded forin Pacageaph 4 of th
Soection 1 Where there soe two o more Non-Operatorns, e Noan-Operators shall mahe every roasanable effort

conduat joint ar simuliancons audits in o manner whic ‘\ \\nll vresult i aomininoom of ineonvenienee to the Opers:

tor, Operador shall hear no portion of the Non- ()p-x e audhit ot menrred under this pioaprapl undess npree
fu by the Oper .\lm.

Approval by Nan-Operntors

Where an anproval or olher ppecement of 1||l' Parthe or Non-Operators Is expressly n-qulu-al wiler other M
tians of this Aceomnting Procedore aod I the aprcement toowhneh thise Aveoundingg Proeedure in ol el cunls “.I.:
no contrary provisions I vepand theeeto, Opeeitor shadl notity a1t MonsOpevator ol Do Opersidog s peops -, -“':..
the apreement or npprovaed of oonegority e interest of the Non Operators cladb e contolling on ,.n Nim-t!

T |




operator shall charge the Joint Aceount with the following Hemst

I DIRECT CUARUKA

1. Rentals and Roynltles

2

3.

4

BN

Leate rentanls and voyollics paid by Operator for the Jolnl Opcm(lons.
Yabor '

A. (1) Salavies and wapes of Operalor's fic)d cmployu.s dircelly ecmployed on the Joint Pnopc;ly In the condu
of Joint Qperalions, .

(2) Sularies of Plret Javel Suporvinors In {ha fleld, ' ‘

(3) Salarles and wayes of Teehnlenl Employees direolly employed on the Jalnl Preperty |f sueh eharges a
excluded from the Ovurhiead rnles, |

Operator's cost of holldny, vacation, slekness and digability beneflts and alher customary allowances paid !
employces whoset salavies nnd wapes are charpeable to the Joint Account under Paragraph 2A of this Seclie
1. Such costs under this Paragraph 21 may be charged on a “when and as paid busis" or by “percentage a:
sessment” on the amount of salurics and wages chargeable to the Joint Account under Paragraph-2A of th
Section 1I, 1{ percentage assessment is used, the rate shall be based on the Operator's cost experience,

Expendilures or contributions made pursuanl to assessments imposed by governmental authorily which ar

applicable to Operalor's costs chargeuble to the Joint Accounl under Paragraphs 2A and 2B of this Sec
tion 11,

B

(2]

D

Personal Expenses -of those employces. w}'csc sﬂar\cs and wages are chargeable to tha Joinl Account undc
Paragraph 2A of this Section II. -

Employce Benelits

Operator's current costs of established plans for employeces' group life insurance, hospitalization, penslon, re
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labc
cost chargeable to the Joint Accounl under Paragraphs 2A and 2B of this Section II shall be Operalor's actu:
cost not to exceed twenly per cent (20%).

Material ¢ '

Material purchased or furnished by Operator for use on thc Joint Properly as provided under Section 1V. Onl
such Material shall be purchased for or transferred to the Joint Properly as may be required for immediate us

and is reasonably practical and consistent wnh efficient and cconomlcal operations.. The accumulalion of sur
plus stocks shall be avoided.

Transportation

Transportation of employees and Malerial necessary for the Joint Operations but subjcct to the following limita

tlanes

A. If Material is moved lo the Joint Property from the Operator's warehouse or other properties, no charge sha!
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply storc

recognized barge terminal, or railway receiving poinl where like material {s normally available, unless agree
to by the Parties.

B. If surplus Material is moved to Operalor's warchousc or other storage point, no charge shall be made to th
Joint Account for a distance grealer than the distance to the necarest reliable supply slore, 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 propertics belonging to Operator, unless agreed to by the Parlies,

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.

Servlces

The cost of contract services, equipment and utilities provided by outside sources, except services excluded b:
Paragraph 9 of Scction Il and Paragraph 1. ii of Section I1I. The cost of professional consultant services and con
{ract services of technical personnel directly engaged on the Joint Property if such charges are excluded from th
Overhead rates. The cost of professional consultant scrvices or conlracl services of technical personnel not di

yeelly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to b
the Parties. .

Equipment and Facilities Furnished by Opcr:.nlor d

A. Operator shall charsie the Joint Account for use of Operator owned equipment and facilities at rates com
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, othe
operaling expense, insurance, taxes, depreciation, and interest on investiment not to exceed cight per cent (85%
per annum. Such rales shall nol exceed average commercial rales currently prcv.nlm(, in the immediale are:
of the Joint Properly,

B.. In Jicu af charpes In Paragraph TA above, Operator may clect lo use average commercial rates prevailing b

the immediate area of the Joint Property less 204, For automotive cquipment, Operalor may clect (o use rale:
published by the Petrolewm Motor 1rimsport Assoclation.

Dammnges nnd Losses (o Joinl P'roperly

All cosls or expenses necessary for the repaic or replacement of Jolnt Property made necessary beeause of dam-
npes or Josses incarred by tire, flood, storm, theft, accident, or other eanse, except those resulting (rom Operator':
rross neplipence or williul misconduet, Operator shall furnish Nnn-()pur::lor writlen nolice of damapes or losse:
Ineurred as soon as practicable after noreport thercol has been received by Operalor,

Legnal Expenso® )!.

Yxpense of handling, Investipating ind -vmm. Hlpation or ¢l ulm"(ll seharping of ens, |mymcnl af Judgments
md mounts paid foe settement of etaims incareed Inoor resalting from aperations under (he apreeime nt or
necessnry o proteel or recover the Joint Peoperly, exeept that no charge oe serviees of Operator's lepol "“f{
or fees or expense of outside altorneys shall beomade anlese previousty npeeed Lo by the Pacties, Al ullul ""
expense xeonsideved to be coversd by (he overhed provisions of Section M unless olheerwise npreed o Y
Partles, except nyg provided fn Seetfon [ Parpenph o, e

|
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1.

‘Luxes

Insuranco

Not premluma pakl for Insuranco required to be carrled for the Jolnt Operatlons for the prolection of the Mare
fies. In the event Jouint Operations are conducled in o state in which Operator may aet as self-lnsurer for \Worl-
men's Cumpcunliou .'tml/or Employers Liability under the respective state's liws, Operator may, at its election,
Include the risk under its self-insurance program and Jn that event, Operator shall include u charge at Opcralors
cost not to exceed manual rates.

Other Expendilures

Any other expenditure not covercd or dcali with In the forepoing provisions of this Scction II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operalions.

I, OVERIIEAD

Overhead - Dnlhng and Producing Operations

§. As compensation for administrative, supcrvislon office services and warchousing cosh Opcralor sha]l charge .

drilling and producing operations on cither:

<) Fixed Rate Basis, Paragraph 1A, or i

( ) Percentage Basis, Paragraph 1B, .
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdcns and expenses of all-personnel, except those directly chargeable
under Paragraph 2A, Scction II. The cost and expense of scrvices from oulside sources in conncectlion 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 sclected Pavagraph of this Section III unless such
cosl and expensc are agreed lo 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 pro!essnonal consultant

services and contract services of technical personnel directly employed on the Joint Properly sha]] ( ) 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 monlh

Drilling Weli Rate $ 2 "‘iLQJ
Producing Well Rale § 250 00
(2) Application of Overhead - Fixed Rale Basis shall be as follows: N

(a) Drilling Well Rate

[1] Charges for onshore drilling wells shall begin on the date the well is spuddcd and terminatle on
the date the drilling or completion rig is released, whichever is Jater, excepi that no charge shall
be made during suspension of drilling operations for fifteen {13) or rnore consccutive days.

[2) Charges for offshore drilling wells shall begin on the date when drilling or completion equipment

_ arrives on Jocation and terminate on the date the drilling o1 completion equipment moves off Joca-

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

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

(b) Producing Well Rates . . 4

[1) An active well cither produced or injected inlo for any portion of the month shall be consldered
os n onc-well charge for the entire month,

[2] Each active completion in a multi-completed well in which production is nol commingled do“n,

hole shall be considered as a onc-well charge providing cach completion ‘is considered a scpavate
well by the governing regulatory authorily.

[3) An inactive gas well shut in because of overproduction or failure of purchaser (o take the produc-
tion shall be considered as a onc-well charge providing the gus well is divectly connected 1o a per-
manent sales outlet,

{4) A onc-well charge may be made for the month §n which plugging and abandonment operations
are completed on any well,

[5) All other inactive wells (including bul not limited to Inactive wells covered by unit allowable,
lease allowable, transferred allowable, cte.) shall not qualify for an overhead charpe,

(3) The well rates shall be adjusted s of the figst day of April each year following the effeclive date of the

npreement to which this Accounting Procddure is attached, The adjustment shall he computed by multi= i

Pyl the rate currently in wse by the pereentage increase or deere in the nveragie weeldy earningis of
Crude Petroletnmy amnd Gas Preoduction Worleers for the Jast ealendar venr compared to the ealendar year
preceding ns shown hy the indes of averge weeldy coningseof Ceade Petraleum il Gas Fields Produc-
tlon Waovkers ns pubbshed by the United States Department of Labor, Darvean of oabore Statistios, or the
ecqgulvadent Conndinn ndes ag published by Stotisties Conada, g nppdicabile, The ndjusted enten lh.lll bu
the rntesi cuvvently Inouse, plas or o mlous e computed djoatinent,

e — I

ANl tnxes of every kind and nature nssessed or levled upon or In connection with the Joint Properly, the apera-

;i‘on Illn.-n:uf, or the production therefrom, and which taxes have been poid by the Operator for the benefit uf the
nrties.




i
13, Overhead = Percentugo Dol .
(1) Operutor shall charge the Joint Account nt the following rolest
(n) -Doveloprment '

e DPereent (9L al the conl of Develapment of the Joint Property exclusive of cosls
provided under Paragraph 0 of hlcllun I and all ‘.llv.u ¢ credits, :

\ (L) Operating : 8 . v

-Nereent ( 44) of tha cmu of Operating the Jalnt Properly exclusive of eoxts provided

under Maragraphs | and 9 of Scetion 11, all salvage credits, the value of Injected substances purehnsetl

s for loc‘ondlu‘y recovery und all tuxos and assesamonty which mo levied, assoysed and pudd upon the mln..
. cral Interest in and.to the Joint Property.

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

For the purpose of determining charypies on a percentage basis under Paragraph 1B of this Section 11, deo.
velopment shall include all costs In connectlon with drilling, rulrillinn, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and mmpmcn. ; also, preliminary expenditures
necessary in preparvation for drilling and expenditures incurred in abandoning when the well is not com-
"pleted as a producer, and original cost of construction or inslallation of fixed auscts, the expansion of fixed
asscls and any other project clearly discernible as a fixed asset, except Major Construction as des ned in
Paragraph 2 of this Scction 111, All other costs shall be considercd as Operating,

2. Overhead - Major Construction ' o

To compensate Operator for overhcad costs incurred in the construction and installation of fixed assels, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed assct required for the development and
aperation of the Joint Property, Operator shall eithei negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess
of $.253:000 . _..%

A, S % of totul costs if such costs are more than $25,000______but less lhan $.100,000
B. _2______ % of total costs in excess of $.10Q,000 ____but less than $1,000,000; plus

C. .1 ______9% of total cosls in excess of $1,000,000,

Tolal cost shall mean the gross cost of any one .pro]ccl For the purpose of this paragraph, the component parts
of a single project shall not be lrcalcd scparately nnd the cost of drilling und workover wells shall be cxcluded.

3. Amendment of Rates

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

: plus

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCH'ASES. TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Accounl Material and shall make proper and timely charges and credits for all ma-
icrai Movemenis aticcling the Joint l'roparty. Cparalor shall presida efl Material Lov use on the Joint Property; Sow-
ever, al Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and/or surplus Malerial; such disposal being made either through sale to Operalor or Non-Operator, division in
kind, or sale to-outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surpluc condition A or B Material, The disposal of surplus Controllable Malerial not purchased by the Opera-
tor shall be agreed to by the Parties. ’

1. Purchases

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

2, Transfers and Dispositions

Material furnished to the Joint Property and Materfal transferred from the Joint Property or disposcd of by the
Operator, unless otherwise auccd to by the Parties, shall be pnccd on the following bases exclusive of cush dis-
counls: .

A. New Material (Condition A) %

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movemenl on a
maximum carload or barge load weight basis, yegardless of quantity transferred, cqualized to the Jowest
published price f.0.b, railway recciving point or recognized barge lerminal nearest (he Joint Property
where such Material is normally .n’xil.lblc. -

(2) Line Pipe C ¢
(a) Movement of less than 30,000 pounds shall be priced at the current new price, In cf!ccl al dale of

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

(b) Movement of 30,000 pounds or more shall be priced under provisions of {ubular r;ouds pricing in Para-
craph 2A (1) of this Section 1V, .

(3) Other Matevial shall he priced al the curvent new prive, in effeel st dale of movement, as listed by a relinble

Ssupply store or fo.h. railway receiving point nearest the Joint Propecly where such Material is narmally
avillable,

3. Good Used Material (Cowlition 1) ¢
Muterlal In sl und servieeable condition and®sultable for reuse without reconditloning:
(1) Materiad moved 1o the Joint Property . i
() Al seventy«five pereent (T6%) of current new price, ns determined by l‘.nul"-'l'“ LA "{ this Seethon ¥
(2) Mauterial moved from the Jolnt Property

V.
(1) AL seventy-flve pereent (750 ) of caerent new pelee, ns defermbned by Pavageaph 2A of (his Secthon :
I Mutevlol wua ovigivatly lh.u,-ul 1o the Joint Acconnt us new Materind, o




g el e ® ' il
- Y '\q' l
o D) ab sixty-flve poeent (65454) uf current new price, ng determined by Pavipeaph 2A of tily Seetlon
IV Materlal was oclghnally eharped 1o the Juint Account na oot used Miterial ad suventy=flvo pees
unl (194%) of vurrent new priee
The cost of reconditioning, 1t uny, sholl be nbesrbed by the ansterrlng property,
C. Other Used Malerial (Condition € and D)
(1) Conditlon C

Malerial which is not ln sound and serviceable condilion and not smlnblo for Ix unlulnnl funetion wntil
after rummllllonlm_ shatl be priced st fifty pereent (5044) of current new price as determined by Para-
gruph 2A of this Scction 1V, The cont of reconditioning xhall be churged o the roceiving praperly, pras
vided Cangitlon € value plus cost of veconditioning dues not exceed Conditlon 13 value,

Condition D

All other Material, including junk, shall be priced al a value cominensurate with ils usc or at prevalling
prices. Malerial no Jonger suilable for ils original purpose but usable for sume other purpose, shall be
priced on.a basis comparable with thal of jlems normally used for such other purpose. Operator may dis-
pose of Condition D Muterial under procedures normally utilized by the Operator without prior approval
of Non-Operators,

D. Obsolete Malerial

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

E. Pricing Condilions f

(1) Loading and unloading cosls may be chargcd to the Joint Account at the rale of fiftcen cenis (15¢) per
hundred weight on all tubular goods movements, in licu of loading and unloading costs sustaincd, when
actual hauling cost of such tubular goods are equalizcd under provisions of Paragraph § of Section 11,

(2) Malerial involving ercclion costs shall be charged at applicable percentage of the current knocked-down
price of new Materlal

(2

~r

3, Premium Prices

Whenever Malerial is not readily obtainable al published or listed prices because of national emergencics, sirikes
. or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
‘required Material at the Operater's aclual cost incurred in providing such Material, in making it suitable for use,

and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed

charge prior to billing Non-Operators for such Malerial. Each Non-Operzator shall have the right, by so electing and
notifying Operator within ten days after receiving notice {rom Operater, to furnish in kind all or part of his share
of such Material suitable for use and acccptable to Operator,

4. Whnorranty of Material Furnished by Opcrnlor

Opetaior dues not warrant the Material furnished. In case of defcclive Material, credit shall not be passed lo the
Joint Account unlil adjustment has been received by Opcralpr from the manufacturers or their agenis.

: V. INVENTORIES
The Operator shall maintaln detailed records of Controllable Material,
1. Periodic Inventories, Nofice and Representafion

Al reasonabie inlervals, Inventories shall be taken by Operator of the Joint Account Controllable Malerial,
Wrillen notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is to begin o that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
o be represented at an inventory shall bind Non-Qperators to accept the inventory taken by Operator,

2. Neconciliation and Adjustment of Ilwcnlorlcs_
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 Inventlory, Inventory ad-

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

3. Special Inventories .
Special Inventories may be taken whenever (here §s any sale or change of interest in the Joint Property. It shall

_be the duty of the party selling (o notify all other Parlics as quickly as possible alter the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

4. Expense of Conducting Periodic Inventorics

I’l:he icxpcnsc of conducum, periodic Inventories shall not bc charged to the Joint Account unlcss agreed to by the
arlies,




EXHIBIT "D"

Attached to and made a pért 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 OI third parcties resulting Lrom 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.
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EXUIRIT "B"

GNS NATANCING AGREEMENT

Attached to and made a part of the Operating Agrecment .
between QMTY OTL COMPANY, as Operator
and DOLRTNG COPRNY, ET AL as -

) ' Non-Operators, dated _ Auquat 15, 1977+ .. |

1, The parties to the Operating Agreement to which this gas
balancing agrecment is attached own the working interest in the gas
rights underlying the Unit Area covered by such aprecment in accordance
with the percentapges of pavticipation as sct forth in Exhilbdc "A", Part
I, to the Operating Agrcement,

2. In accordance with the terms of the Operating Agreement,
each party thercto has the right to take its sharc 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 has contracted to sell
its gchare of gas produced fvom the Unit Area to a purchaser vhich is .
unable at any time while the Operating Agrecement is in cffect to take
the share of gas attributable to the interest of such party, the terms
of this btalancing agrecement shall automatically become effectlve.

3. During the period or perinds 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 Mexios.Qil.Conservationy/ and snzIT beCommission
entitled to take and deliver to its or their purchaser all of such gas
production. All parties hereto shall share in and owm the liquid
hydrocarbons recovered from such gas by lease cquipment in accordance
with their respective interests and subject. to the Onerating -Agreement
to which this agrcement is attached, but the party or parties taking
such gas shall own all of the gas delivercd to its or their purchaser.
Each partv unahle ro mocshic: 11, shuve of the gas produced shall he
sredited witl ungerproduction equal to its full share of the gas
produced undetr the Operating Agreement, less its share of gas used in
lease operations, vented or lost. The Operator will maintaid a current
account of the gas balance between the parties and will furnlsh all
par reto 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 thercfrom.

.

4. Ac_all times while gas is produced from the Unit Area, each
party hereto will make settlement with the respegtive royalty owners to
whom they are each accountable, just as if each party were taking or
delivering to a purchaser its share, and {ts 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 voyalry owners to whom each
party is accountable. The term "royvalty ower" shall include owmers of
royalty, overriding royalties, production payments and similiar intevrests.

5. Tt 1s the intent that each party be entitled to gas produced
in the proportion that i{ts ownership interest beara to the sum of the
ownership interests. It is the intent that the Unit Operator have “the
duty of controlling gas well production and the tesponsibility of
administering the provisions of this_upreement, Unit-Oporator shall
causc deliveries to be_made_to—ehe—gas purchasers at _such rates aa may
be required to gpive effect to the intent that the pre productien accounts

oT=aFI-Partles are to be hrouﬁh; fnto hoalance urder the proviafons
— = =

. contained herein,
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H 6., To plve cf,;:l to the Intent of thix apreement, the Unte

Operator nhindl be goveraed by the rodtowing rightt ol vauh pavtyd

()  When the well'n curvenl productlon i Lean than the well
allowable due to efther the wapaciiy of the well to praduce or the

Unit Operator eausing rhe well to produce bulow atlowabls in ordee .
to proparly balance well allownble overproductiont .

(1)  Fach underproduced pavey (a party who las taken o
losaor veluma of pns than the quantity such party is herein
entitled) shall have the right to take a preater amount of
gas than Lts propartionate shave ol The well™s current peo
doction, provided that the right to take such greater amount
shall be in proportion that ics {nterest bears to the total
iuterest of all_underproduced pactics desiring to take more
than their proportionate share of the well's current produc-
tion.

(2) Each overproduced party (a party who has taken a
greater volume of gas than the quantity such party i{s herein
entitled) shall reduce its respective take in the proportion
that such party's interest bears to the total {nterest of all
overproduced parties, but in no event shall any overproduccd
party be required to reduce its take to less than fifty
percent (50%)of such overproduced party's proportionate share

(b) When the well's current pxoduction is lens than the well

allowable due to combined pipeline tdkes or for reasons other than in
subparagraph (a) above: — NG —_—

(1) Each undeé}roduced party Xhall have the right as in
subparagraph (a)SF) above.

(2) Each overproduced party shnli reduca {ts respective

" take in the proportioén that such party's\interest'bears to

the total interest of all overproduced pargies, but in no
event shall any overproduced party be reauiysd te zcduza {ts
take tu lews than ity percent (50%) of such overpro-

duced party's proportionate share of thc}gEIl.allowable.:>

(¢) 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
8 greater amount of gas than {its preoportionate 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 allowables

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

(d) The Unit Operator, at the request of any party, may produce

‘the entive well stream, 1€ necessary, for o deliverability test not to
exceed seventy-two (72) hours duratfon required under such requeésting
party's pas sales contract and may overproduce in any other saituation

provided that such overproducing would be conslstent with prudent oper~
ations, .

11
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7. Eoah pavty taking pan phall furnluh, or ¢oaule o ho furntnhod,

the Unit Oparator a monthly statemept pf_gpovg tnken,  AfLer conmencoment
of produation, Unlt Operntor shall furnfsh a curvent account monthly of

the pav balance between parties hercto tneluding the total quantlty of
gao produced, the portion thercol uscd In Untt Operations, vented or
lout, and the total quantity ol gas dellvared to n mavket,

8+ Ench bnrty tnking and/og dalivaring gnl.to ftn purehavoy shall °
poy any and all production taxea due on such gas,

9. The provisions of this agreement shall be separatcly applicable
to the end that production from one rescervoir in a gag

well may not be utilized for the purposc of balancling underproduction
from other rescrvoirs.

to ea

10. When gas aales from a reservoir in a gas well permanently

rcease, Unit Operator shall he responsible to determine the ang;;gssguntlng
of underproduction and overproduction and each overproduced party shall™
account to and compensate ¢ roduced party with a sum of money
equal to the amount(petus esy applicahle taxes, by any

over uced party (rom '115;:::21__hgg_paLL_nL_Lhn—toxa¢—eumulatlve
volume of gas produced whi€h the underproduced party was entitled to .
t

%ks_ﬂ;ﬂ_nfymcﬂt for sdch overproduction shall be in the order of |
accrual,

—————

.AkaLUlﬂf7L_falb;t4

| Redv fae fo stle ot
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BURGUNDY OIL & GAS OF NEW MEAICO, INC.

RESIGNATION OF OPERATOR

WHEREAS, Burgundy Oil & Gas of New Mexico, Inc. (“Burgundy’) has entered into that certain
Purchase and Sale Agreement (“PSA”) dated May 9, 2016, effective as of Maych 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 Propertics, as more particu

PSA.

WHEREAS, pursuant to the terms and provisions of the PSA, Burgundy inte
its position as Operator under the respective Operating Agreements covering ¢

Properties.

NOW, THEREFORE, effective as of May /ééﬁ' 2016, Burgundy hereby

larly described in such

nds to and shall resign
one or more of such

resigns its position as

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

Properties (as defined in the PSA):

(a)

b)

(c)

Dated this /élf’/’ day of May, 2016.

Tel. (432) 684-4033

Operating Agreement and Farmout Agreement (Grama Ridge Unit) d
between Getty Oil Company, as Operator, and Belring Company et

ated August 15, 1977,
al, as Non-Operators,

covering the following tracts of land in Lea County, New Mexico: Section 35, T-21-S,

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

Operating Agreement (East Grama Ridge Unit, Getty “36” State No

1) dated February 8,

1979, between Getty Oil Company, as Operator, and Phillips Petrolewm 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 &
Inc., as Operator, and Trinity Bay Oil & Gas, Inc. ct al, as Non-O
following tract of land in Lea County, New Mexico:

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

|

Gas of New Mexico,
perators, covering the

BURGUNDY OIL & GAS O NEW MEXICO, INC.

By: A St i A
Printed Name:  /oads S 7o

Tite: Ve [red f'/rr’jg,’/’_‘

BTA EXHIBIT £} :

Fax (432) 683-8720 401 W. Texas, Suite 1003

Midland, Texas 79701




