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1 OPERATING AGREEMENT 
2 

3 THIS AGREEMENT, entered into by and brtwvn M e w b o u r n e O i l Company 

4 hereinafter designated and 

5 referred to is "Operator", and tr.e senator;, - . i f f . r -artn.-". •..•.her :han Operator, scrr.e'.iires ncre :iaJ-.;r rt:crre-j ic iritis:J'J;..;- herein 

0 aj "Non-Operator". and collectively as "Nisn 0--.-r j:i«rs" 

3 -.VITNESSETH: 

IC WHEREAS, die parties '3 tnis agri-en-.::!: if- ' -v-ru'." .: c;l gas leases j-J.'cr ; i i ar._ t _ .--.teres:; t;:e iar.u ide:v. ..'ied 

15 

16 A R T I C L E I . 
17 DEFINITIONS 
IS 

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

20 A. The term "o i l and gas" shall mea:; t i l . ^as, casinghead gas, gas condensate, and all other -quid cr gaseous hydrocarbons 

21 and other marketable substances produced t.".ercwnh, unkss an intent to limit the inclusive:!ess ci th.s term :s specifically stated. 

22 B. The terms " o i l and gis lea^e". " ?.v.:[ "'.•.-jv.-hr.'i.." s:uii mcar. t r. r_- ci1. . . i : .lies :ovcr:r.^ v a j ' j ar . i 

23 'ying within the Conine: Area wfiich arc cx:::J :•/ :he : >:::;.-; ;c ayrecme:'.:. 

I i C. The term "uii ar.J L;:S .merest; ' " . . . j . i k-c and rr.;r. .rjl • r.;Jrt:t^ .a::J .•• A;:r.;r. 

2* Contract Area which ire owr-.ed hv parties :J :i'.i> ^rcem;nt. 

26 D. The term "Contract Area" shall _;iI j i iiic .JT^S, cii and gas leasehold interests an., ci. a.-:j âs in term's is .nier.je-j to be 

27 developed and operated for oii and L;as purr*';:.: i;r.J.r this ;.:.-f'.-rr.rr:. Such lands, o.i and ,̂ JS leasehold interests and uii sn-j gas .merest; 

28 are described in Exhibit " A " . 

29 E. The term "drilling unit" shall -.'.J-U ;. e ar-a ;:*e-„ :cr the criilin,; ui on-: well by crder or rule c. any siate or 

30 federal body having authority, l l a drilling un;: :s lixeti i>y any such rule or order, a drilling unit siul! Lje :he drilling un:t as cstabiis.'i-

31 ed by the pattern of drilling in the Contract Area ..r as hxed hy express agreement of the Oriliin^ Parties. 

32 F. The term "drillsite" sha'.l mean vhi; oil and gas '.ease fir interest on which a proposed weii is to be located. 

33 C. The terms "Drill ing Party" and "Consenting Pany" shall mean a pany "AIIO agrees to ;cin in and pay its share cf ;iie cost of 

34 any operation conducted under the provisions cf (his agreement. 

35 H . The terms "Non-Drilling Party" and "Non Consenting Parly" shall mean a party who elects not to participate 

36 m a proposed operation. 

37 

38 Unless the context otherwise clearly indicates, words used in the singular include die plural, the plural includes the 

39 singular, and the neuter gender includes the masculine and the lemininc. 

40 

41 A R T I C L E I I . 

42 E X H I B I T S 

43 

44 The following exhibits, as indicated below jnd attached hereto, arc incorporated in and made a part hereof: 

45 (3 A . Exhibit " A " , shall include the following information: 

46 (1) Identification of Lands subject to this agreement, 

47 (2) Restrictions, if any, as to depths, formations, or substances, 

48 (3) Percentages or fractional interests o/ parties lo this agreement, 

49 -W-QU and gf* *n4h*-o't\ and-fias interest* subject *o thia agreement, 

50 (5) Addresses ol panies for notice purposes. 

51 • D. Exhibit " D " , Form of Lease. 

52 E C. Exhibit " C " , Accounting Procedure. 

53 IS D. Exhibit " D " , Insurance. ' 

54 2) E. Exhibit " E " , Gas Balancing Agreement. 

55 BI F. Exhibit "1 ', Non-Discrimination and Certification of Non-Segregated Facilities. 

56 0 G. Exhibit " G " , Tax Partnership. 

57 If any provision of any exhibit, except Exhibits " E " and " G " , is inconsistent with any provision contained inOhe body 

58 of this agreement, the provisions in the body of this agreement shall prevail. ~y 
5 9 : | 
60 t h , 

61 
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1 ARTICLE III. 
2 INTERESTS OF PARTIES 

3 
•1 —fVi—Gtl-ftftii-Gaj lm»fn4.u.*. 

6 - i f wy-pany ewnt-aa ail *n.i-da*-MU*t«t; .JI Cunu^a .Arja. mat-iniereit iiu.i-.«:-»ftau.-u cm pew p • - r ^ ^ . ^ -

7 and during the term hereof as if u were covered by iby '-rip nf rui ami £111 'i i ,i ill'li" rT~h rrrtn i - r>- hr " B " , and the owner ihereo: 

3 thttU he auunii IU owit.wii ifl* royalty-interm nt-mcit- l̂ aw? and tiwtnR'res-t ui tin.- k-xnje »wr fundi*. * 

9 
1C B. Interests of Parties in Costs and ProdiiLt: 

14 forth in Exhibit "A ". In the same manner, tiie parties s;;jil also own all production ot o.. and gas from the Contract Area suojec: to the 

15 payment of royalties to the extent of 1 / 3 t h which sha.I be rcrne as hereinafter set forth. 

16 
17 Regardless oi which party has eontiibmed the leasers) and'or uil and gas interests) hereto on which royalty is due and 

18 payable, each party entitled to receive a share uf production of oil and t;as from the Contract Area shall bcr and shall pay or Oliver, cr 

19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulates hereinabove and shall hold the 

20 other panies free from any liability ihcrclor. No party shall ever be rcs|>onsible, however, on a price basis Higher than the prxc received 

21 by such party, to any other party's lessor or royalty owner, and il any such other party's lessor or rcyahy owner should dcm.ind and 

22 receive settlement on a higher price basis, the f -ir:. : i.:ur:::i.:i:'..j the „::ec:td Iea-.e sh-.l 1 e-r :he n d d i i . r c y j h ; . burden at: r i l \ . Lable ' • 

23 such hi;her price. 

21 

2* Nctrting contained in tr:; 111-3 •_• :'.-:-:'V.L.\ -:zw,r.:v.cr.i cx c:.:ss-as;:_1;n:r.e:i: Li .:v.-:ests covere-j ::ere.' 

26 
2? C. Excess Royalties, Overriding i luyal t lc i a:.- Other Payments: 

29 Umess changed by other prov.sjons, :: ::.„• ::;:<.res; ui any party in any least' (.overec, ::ere-> :s s.ibject io an\ royalty. 

30 overriding royalty, production payment cr other burden cn production in excess oi the amount stipulated in Article M.B.. such party so 

31 burdened shall assume and alone tx-ar aii such extv.s ,'.hii£.iiiens and shall indemnify and hold the other par tics hereto Jiarmless from any 

32 and all claims and demands for payment asserted by owners of such excess burden. 

33 

3̂1 D. Subsequently Created Interests: 

35 

3<j I( any party should hereafter create an overriding royalty, production payment or other burden payable out of production 

37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit " A " , or 

38 w a s not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and 

39 accepted obligation of all parties (any such interest being hereinafter referred lo as "subsei|iicmty created interest" irrespective uf the 

40 liming oi its creation and (he party out of whose wurking interest the subsequently created interest is derived being hereinafter referred 

41 to as "burdened party"), and: 

42 

43 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion 

44 of its working interest and/or the prodiution attributable thereto, said other party, or parties, shall.receive said assignment and/or 

43 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party, 

46 or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest; 

47 and. 

48 

49 2. II the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article Vll.B. shall be 

50 enforceable against the subsequently ircjted interest in the same manner as they are enforceable against the working interest of 

51 the burdened parly. 

52 

33 A R T I C L E IV . 

54 T I T L E S 

55 

56 A . Title Examination: 

58 Title examination shall be made on the drillsite o( any proposed well prior to commencement of drilling operations or, if 

59 the Drilling Parties so request, title examination shall be made on the teases and/or oil and gas interests included, or planned lo|b^ includ-

60 ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, Overriding 

61 royally and production payments under the applicable leases. At the time a well is proposed, each party contributing leases am^r/fell and 

62 gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lets* status 

63 reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession of or 

64 made available to Operator by the parties, bui necessary for the examination of the title, shall be obtained by Operalor.-Opeyatpr shall 

65 cause tide to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished io c*$i party 

66 hereto. The cost incurred by Operator in this title program shall be borne as follows: h( x jvj \"\ 
6 7 

68 D Option No. I : Costs incurred by Operator in procuring abstracts and title examination [including prelimihar^;;3^pp^rHcnul. 
69 shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as Pffiv'dc^ffiljrffiTO^^th^Tl 
70 and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside attorneys. L.cf>*ii...n*iiri.H*^ni !" 
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ARTICLE IV 
continued 

1 GS Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination 

2 (including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties 

3 in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-

4 hibit " A " . Operator shall make no charge for services rendered by its suff attorneys or other personnel in the performance of the above 

5 functions. 

? Eacn party shall be responsible for so.:;.'];:,; ^;iraiive tiiatur and ;x>oiiiig amendments c: -vLetr.etits reLjuire^ ,n cor. flection 

3 with leases or oil and gas interests contributed by such party. Operator shall be responsible lor ihe preparation and recording ot pooling 
:) designations or declarations as weil as the concuc; cl hearings ixrfore governmental agencies tur i;,e securing et spac;ng cr pooling orders. 

13 This shall not prevent any party from appearing on :ts own behalf at any sucn hearing 

11 

io 13. Loss of Ti t le : 

18 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be iost through ij.iure cf title, whicn loss results in a 

19 reduction of interest from that shown on Exhibit " A " , the party contributing [lie affected lease or interest shall have ninety (90} days 

20 from final determination of title failure to acquire a new lease or otner instrument curing the entirety cl" the title failure, which jcquisi-

21 lion wil! not be subject to Article VIII.D., and failing to do so, this agreement, nevertheless, shall continue in force as to ail remaining oil 

22 and gas leases and interests: and, 

23 (a) The party whose oil ;nd gas lease or tntere^t is aliectcd by the title failure shall bear aior.e trie entire loss and it snan not be 

2-1 entitled to recover from Operator or [he other parties any dcvel< pmer.: cr operating costs r'.av :-.ave theretofore paid j r ncurred. 

25 but there shaU bc.no additior.il liability us p.,:t lis i;\e oU'.er y.artic*. hereto by rea.< ;̂i U ..;'.<; .-."...re; 

26 (b) There shall be no rctruactivc adjustment .'! expcr.v.'. .:;-_i:rred or revenues rjcei'-o: :rot~ :.".e . "-j'^tion s. t.ie uteres; -M-.K'^ has 

27 been lost, but the interests of the parties shall be revised on jn acreage basis, as ol the tune :: :s determined finalty t:ut tit.e failure rtas oc-

23 currcd, so that the interest ul the party whose n-.:'.e :r :i:;e:. /. altecieu by the '.ii.e :....^r,' v:11 '.tiere-. ;cr be reduced ,r_T.irac: 

29 Area by the amount of the interest lost; 

50 (c) If die proportionate interest of die <,t:i;.r parties l.erctj Si utiy producing in.-.. t.'.erctcMre -ruled or. the Ccutract Area is 

5; increased by reason ol the title failure, the party whose title has tjiicu shall receive the proceeds attnustable ta the increase in such in-

32 tcreil (less costs and burdens juributable thereto) unid i ; lus been reimbursed for unrecovered costs pa.d jy i l in connection wnh such 

33 well; 
34 (d) Should any person not a party to this .igiLcnient, v.hu is determined to be the owner oi arty interest in the title which has 

35 failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties 

36 who bore the costs which arc so refunded; 

37 (ej Any liability lo account to a third parly for prior production of oil and gas which arises by reason of title failure shall be 

38 borne by the party or parties whose tille failed in the same proportions in which they shared in such prior production; and, 

39 (0 No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 

40 claimed by any party hereto, it being the intention of the parties hereto that each shall defend mlc to its interest and bear all expenses in 

41 connection therewith. 

42 

43 2. Loss by Non-Payment or Erroneous Payment nf Amount Due: If, through mistake or oversight, any rental, shut-in well 

44 payment, minimum royally or royally payment, is nut paid or is erroneously puid, and as a result n lease or interest therein terminates. 

45 there shaU be no monetary liability against the parly who failed lo make such payment. Unless the party who failed to make the requited 

46 payment secures a new lease covering ihc same interest within ninety (90) days from the discovery of the failure to make proper payment, 

47 which acquisition will not be subject to Article VIII.IJ., the interests of the panics shall be revised on an acreage basis, clfective as of the 

48 date ol termination cA the lease involved, and the party who tailed to make proper payment will no longer be credited with an interest in 

49 the Contract Area on account of ownership of the lease or interest which has terminated. In the event the parly who failed lo make ihe 

50 required payment shall not have been fully reimbursed, at the time of ihc loss, from the proceeds of (he sale of oil and gas attributable lo 

51 the lost interest, calculated on an acreage basts, lor the development and operating costs theretofore paid on account of such interest, it 

52 shall be reimbursed for unrecovered actual custs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled 

53 or wells previously abandoned) from so much uf the following as is necessary lo effect reimbursement: 

34 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to ihc credit of the lost interest, on .in acreage basis, 

53 up to the amount of unrecovered costs; 

56 (h) Proceeds, less operating expenses, thereafter accrued attributable tn the lost interest on an acreage basis, ol that [ortion of 

57 oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease 

38 termination, would be attributable to ihe lost interest on .ui acreage basis, up to the amount of unrecovered costs, ihc proceeds of said 

59 portion of the oil and gas to l>e contributed by the other parties in proportion to their respective interests; and, 

60 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any pany who is, or becomes, the owner of the; interest 

61 lost, lor the privilege of participating in ihe Contract Area or becoming a party to this agreement. ^ 

62 
63 3. Other Losses: A l l losses incurred, other than those set forth in Articles IV .B . l . and IV.D.2. above, shall be joui£*1osses 

64 and shall be borne by all panics in proportion to their iniercsts. There shall be no readjustment of interests in the remaining noition of 

65 the Contract Area. Hz\ 

66 ^ 
67 
68 
69 
70 
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1 

2 

3 
4 A . De*ignition acid Responsibilities of Operator 

M e w b . ? : : r n » C i l C o r - . a r v shad be the 

Operator ol one Contract Area, and shiL conJ.;a a:iu circct anu have full control o: ail operations cr. trie Contract Area as permitted and 

; required by, and within the iim:LS c: this agreement. It shall conduct all such operations .n i good and w::<maniike manner, but it shad 

9 have no liability as Operator to the oilier parties losses sustainec or liabilities incurred, excp; s_n as msv result trcm gross 

13 negligence or willful misconduct. 

'.2 B. Resignation or Rcniordi oi 0->cr3tor and '<'.e:tion •/: Successor: 

A R T I C L E V . 

O P E R A T O R 

1 j Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator 

17 may be removed if it fails or refuses to carry out its dunes hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the 

IS affirmauve vote of two (2) or more Non Operators owning a majority interest based on ownership as shown on Exhibit " A " remaining 

19 after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A . M . on the 

20 first day of the calendar month following the expiration of ninety (90) days after the giving of notice ol resignation by Operator or acuon 

21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 

22 date. Operator, after effective date of resignation or removal, shall be buunJ by the terms hereof as a N- .".-Operator. A change of a cor-

23 poratc name cr structure ol Operator cr transfer cl Operator's interest to any single subsidiary, pare-.: cr successor corporation shall net 

2-1 be the basis icr removal cf Operator. 

26 2. Selection cf Successor Operator; Li;^n [..„• resign^t.^n j r removal cf Operator, a lucc-ss^r operator snail L-e seie-cted by 

27 the parties. The successor Operator shall be selecti'd irom the parties owning an interest :r. th ; CJ:U:_C: Area i t tr.e time sucn successor 

23 Operator is selected. The successor Operator s,".ail ê selected by 'Ji: affirmauve vote of two 121 cr more parties owning a majority interest 

29 based on ownership as shown on Exhibit " A " : provided, however, if an Operator which, has been removed tads to vote or votes oniy to 

30 succeed itself, the successor Operator shall be •eicLteii by the affirmative voie oi two [2) or more parties owning a majority .ntcres: uaseo 

l \ on ownership as shown on Exh.bn " A " rciu-nniii; Jticr e*ci..d.ni; the voting interest ol die Operate trial was removed, 

32 

33 C. Employees: 

3*1 

35 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and die 

36 compensation for services performed shall be determined by Ojierator, and all such employees shall be the employees of Operator. 

37 

38 D. Drilling Contracts: 

39 

40 All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so 

4V desires. Operator may employ its own tools and equipment in ihe drilling ol wells, but its charges therelor shall not exceed the prevailing 

42 rates in the area and the rate oi such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and 

43 such work shall be performed by Operator under the same terms and conditions as arc customary and usual in the area in contracts of in-

44 dependent contractors who are doing work of a similar nature. 

45 

46 
47 
48 
49 A R T I C L E V I . 

50 D R I L L I N G AND D E V E L O P M E N T 

51 

52 A. Initial Well: 

53 

34 On or before rhe 1 s t day of J a n u a r y , 19 98 , Operator shall commence the drilling of a well for 

55 oil and gas at the following location: 

56 

57 

58 

59 

60 «wi shall thereafter continue the drilling of the well with due diligence to a d e p t h s u f f i c i e n t to 

61 adequately test the Morrow formation, anticipated t o t a l depth being 
62 11,200'. 
63 
64 
65 unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling i 

66 countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. 

67 

68 Operator shall make reasonable tests of all formations encountered during drilling which give indication pf( containing'oil and 

69 gas m quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or fdrr^at^^^which 

70 event Operator shall be required to test only the formation or formations lo which this agreement may a p p t y ^ j ^ f ' ^ ' " 

1,980' FSL and 1,850' FWL of Section 15-21S-26E, Eddy County, New Mexico 
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A J O T C L E V I 

continued 

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

2 welt as a dry hole, the provisions of Article V I . C l . shall thereafter apply. 

3 

4 

5 
0 3. Subsequent Operations: 

S 1. Proposed Operations: 5hcuid any partv hereto desire :o dnil anv well on the Contract Area j'.he: than the wed provider 

- (or in Article VI.A. , or to rework, deepen or p.uc, back a dry hole drilicu at the joint expense oi ali parties cr a well joint.;.- owned by ad 

-0 the parties and not then producing in paying quantities, the p-irty desiring to drill, reword, deepen cr plug back such a wed shad give the 

' i other parties written notice of the proposed operation, specifying the work to be performer. :he location, pressed depth, cbiective forrm-

- - ticn and the estimated cost ci Lne operatic.". 1 H' " - r - e - . c i v m: a rc::ce s: -.. •: ' ~ .rt'-' rec-:.:-: r: tr.e - • : t i . -

16 the period above fixed shall constitute an electien b\ t iui party not to participate in the cost c! the proposed operation. Any notice or 

1 ' response given by telephone shall be promptly confirmed in writing. 

IB 
19 
20 
21 If all parties elect to participate in such a proposed operation. Operator shall, within ninety (90; days alter expiration oi the notice 

22 period of thirty (30) days (or as promptly as pcsi.Lle after the expiration of the forty-eight hour *>criod when a drilling ng is on loca-

23 lion, as the case may be), actuary commence the proposed operation and complete it with due diligence at the risk and expense ol al! par

ties hereto; provided, however, said commence:"..-'::! -te :ii..y oe extended '.itxiii written notice ol same ! .~per-:of to tr.e other parties, 

for i period of up to thirty (30' —Lii.onai day:, :, .'". the .>[ . : : i . r. -: Cper.i'.jr, S'.:-h jdd:::o::„l tn: e ts ; e-'.ci:ably itecessary io ofta.n 

permits from governmental ^it'.cntiL-s, .>ur:.:ce rui-'its !:it...-jnig right-i-of-way; nr appropriate drilling e^-.pment, or to comp.etc titie ex-

2. ammjlicn or a:nlive nutter :e::u.red l;)r title* ..; :••... : ..cert a rue. X;.; withstand ute, ttte tv:ce majeure 'revisions s. Article X I , i! 'die 

actual operation nns no; been ccir.rr.enu'O with::. i..e provued dnciuuing any exter.s.on thcreo: ai e::tical.\ permittee herein; an,. 

29 \{ any party hereto still desires to couduc. '>.»d c>pet.'.-.i.,r.. v.r;r.:r. t'.unce prutvismg satv.c must be resu.iv. tte_ to U'.e -.u'lcr parties in accor-

:0 dance with the provisions hcrec-:' as :: no prior ;-r-.:; i / _ l ; : . ; j t-..-n made. 

33 

34 2. Operations by Less than AH Parties: If any party receiving such notice as provided in Article M . D . I , or V I I . D . l . (Option 

35 No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits ol '.his Article, the party or parties 

36 giving the notice and such other parties as shall elect to participate in the operation shail, within ninety (90) days after the expiration ol 

37 the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is 

38 on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all 

39 work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 

40 a Non-Consent ing Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-

41 lion lor the account of the Consenting Parties, or (b) designate one (I) of the Consenting Panies as Operator to perform such work. Con-

42 sent ing Parties, when conducting operations on the Contract Area pursuant to this Article VI.11.2., shall comply with all terms and con-

43 ditions of this agreement. 

44 

45 
46 
47 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 

48 notice period, shall advise the Consenting Parties of the total interest of the panics approving such operation and its recommendation as 

49 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 

50 (exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-

51 ticipation to such party's interest as shown on Exhibit " A " or (b) carry its proportionate pad ol Non-Consenting Parties' interests, and 

52 failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, die time permitted for 

53 such a response shall not exceed a total of lorty-eight (4R) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party, 

54 at its election, may withdraw such proposal if there is insuEficicnt participation and shall promptly notify all parties of such decision. 

55 

56 

57 

58 The entire cost and risk of conducting such operations shall be borne by the Consenting Panies in the proportions they have 

59 elected to bear same under the terms of ihc preceding paragraph. Consenting Parties shall keep the leasehold estates involved j n such 

60 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the ConsentinrParties. 

61 K such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location^! their 

62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resultj^jh a pro-

63 duccr of oil and/or gas in paying quantities, die Consenting Parties shall complete and equip the well to produce at their sole cosc.i'itd risk, 

64 l-K 
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ARTICLE VI 
continued 

1 and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-

2 lies. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 

3 in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties, 

4 and the Consenting Panics shall own and be entitled to receive, in proportion to iheir respective interests, all of such Non-Consenting 

j Party's interest in t i . . well and share of production therefrom until the proceeds of the sale of such snare, calculated at the well, or 

£ market va'uie tr.erco! d such share is nut so'.*!, latter „ - e s ; v ; production taxes, excise taxes, roya'.tv, rv .err ing roviitv anta other in-

7 tcrcsts not excepted by Article I1I.D. payable cm <--l • r measured by ihe production from such weil accru.ne, with respect :J such interest 

= until it reverts, shall ecuai the t'.".-d i i ihe I..11., 

o 

10 
i : 

Consenting Party s rennquisne-- interest stun ;e.er; to .t under otner provisions oi tfus Article, it bem^ agree*, ttta: eat.:'. Non-

16 Consenting Party's share of such costs and equipment wiil be that interest which would have been chargeable to such Non-Consenting 

17 Party had it participated in the well from the beginning of che operations-, and 

18 

19 

20 

21 (li) ^ 0 0 " cl that portion of the costs and expenses of drilling, reworking, deepening, plugging luck, testing and completing, 

22 after deducting any cash contributions received um.hr Ari.rlc VI I I .C . snd 300 ol that portion o; ;..e >ost of ncwiv acquired equip-

23 ment in the weil (to and including the wellhead C'.f'i e^ticnt', which would have been .h.irjeaf.e io y j ; t . Consent::'i'artv :i it had 

1\ participated t.'.ereiu. 

-3 An election not to juracijuic ;n the dtiUmi; c ttie Jee,,.er.i;'u ot a weU shall be cieeiv.ed an election, net . j paructpate :r\ any re-

29 working or plugging back operation proposed in sc.:; „ we.i, i r portion thereof, to whicn the initial Non-Consent eiect.cn appheo that is 

39 conducted at any time prior to full recovery ny the Consenting parties ol the Non-Consenting Party's recoupment account. Any such 

31 reworking or plugging back operation conducted ounng the recoupment period shall be deemed part of the cost of operation of said well 

32 and there shall be added to ihe sums to be recouped hy the C msenimg Parties one hundred percent (100%; oi that portion of the costs ol 

33 ihc reworking or plugging back operation which would have been chargeable to such Non-Consenting Pany had it participated therein. If 

34 such a reworking or plugging back operation is proposed during such re-coupmcnt period, the provisions oi this Article VI.D. shall be ap-

35 pticable as between said Consenting Parties in said well. 

36 

37 

33 

39 During the period of time Consenting Panies arc entitled to receive Non Consenting Party's share of production, or the 

40 proceeds therefrom. Consenting Parties shall be responsible (or the payment of all production, severance, excise, gathering and other 

41 taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Parly s share of production not excepted by Ar-

42 tide III.D. 

43 

44 

45 

46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free 

47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 

48 abandonment of a well alter such reworking, plugging back or deeper drilling, ihc Consenting Parties shall account for all such equip-

49 meni to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 

50 

51 

52 

53 Within sixty (60) days after the completion nf any operation under this Article, the parly conducting the operations (or the 

54 Consenting Parties shall furnish each Non-Consenting Party with an inveniory of the equipment in and connected io the well, and an 

55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, i t its 

56 option, the operating party, in lieu of an ilemi/ed statement of such costs of operation, may submit a detailed statement of monthly bill-

57 ings. Each month thereafter, during the lime the Consenting Panics arc luring reimbursed as provided above, the party conducting the 

58 operations for the Consenting Parties shall lurnivh the Non Consenting Parties with an itemiied statement of all costs and li.iliilities in-

59 currcd in the operation ol the well, together with a statement of the quantity of oil and gas produced from u and the amount of,proceeds 

60 realized from the sale of the well's working interest production during ihe preceding month. In determining the quantity of ut^and gas 

61 produced during any month. Consenting Parties shall use industry accepted methods such as, but not limited lo, metering or)pcriodic 

62 well tests. Any amount realised from the sale or other disposition ol equipment newly acquired in connection with any such' operation 

63 which would have been owned by a Non Consent ing Parly had it participated therein shall be credited against the total unrctumcd costs 

64 of ihe work done and of the equipment purchased in determining when the inicrcst of such Non-Consenting Party shall rcverllt 

65 above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Parly. 

66 

67 

68 

69 

70 
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ARTICLE VI 
continued 

1 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for above, 

2 the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-

3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 

4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging 

J back of said well. Thereafter, such Non-Consenting Party shall he charged with and sha'J pay its proportionate part cf the further costs of 

6 '.he operation of said well in accordance with ihe 'Lrms r.t this agreement and the Accounting Prc<^-_:e attached hereto. 

10 Notwithstanding the provisions of this Article VI .DC, it is agreed tnat without the mutual consent rl J:. parties, no weils snail 

1: be completed in or produced !rom a source of simpi;. ircim wit ch a -.veil located elsewhere cn the Cuntrart Are; s tire-ducinc, un.ess suet: 

12 weii ccniorms to ;::e ihen-cxis;n:,: wed spacirii' ..•:er:t : r i i i i :.'.:rcc •.; i . : : ' ; 1 ! . ' . 

• o -.i'.c provisions o; mis Art.cie sna.i ;;avt ;.o appuc-ti. ti wristscevcr :o the uniimg et tne in.::^. we., -escr.jec .r. .\r:i;.e VI.A. 

17 except (a) as to Article V I I . D . l . (Option No. 2), A selected, or (b) as to the reworking, deepening and plugging ^ack of such initial well 

18 after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole cr. if in/dally completed for pro-

19 duction, ceases to produce in paying quantities. 

2C 

3. Stand-By Time: When a well which has been drilled cr deepened has reached its authorized depth and ail tests have been 

completed, and the results thereof furnished to the rttrtiLS, standby costs incurred pending response to ; party's nct.ee proposing a 

reworking, deencr.ir.g, plugging Lac'-t or completing , peration in such a well stuli be charged and borne as ran o: t.'ie drd.ir.g or deepen

ing operation jus; completed. Stand-by costs sub^enuent to ail parties responding, or expiration cl the rc;rcnse tune permitted, wn.chever 

first occurs, and prior to agreement as to the participating interests of all Consenting parties pursuant to tne terms of trie second gram

matical paragraph ci Article Vi.Fi.2. shad be cnarged to and borne as part of the proposed operation, ., the proposal is subsequently 

withdrawn because of insufficient participation, such siaru-hy costs snail be allocated between the Consent rg Parties ;"- tne proportion 

each Consenting parry's interest as shown or. ii*.'.... ;t L>e:.rs : i ti.e :..;a. interest as shown on Exr.it:.'. cl ail Consenting Par

ties. 

33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 

also be applicable to any proposal to dircctionally control and intentionally deviate a well from vertical so as to change the bottom hole 

location (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 

mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that docs not own an interest in the 

affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 

to its interest in the sidetracking operation) of the value of that portion of the existing well lore to be utiliu-d as follows: 

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 

the initial drilling of the well down to the depth at which the sidetracking operation is initiated. 

49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 

(b) If the proposal is lor sidetracking a welt which has previously produced, reimbursement shall be on the basis of the well's 

salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 

provisions of Exhibit " C " , less the estimated cost ul salvaging and the estimated cost of plugging and abandoning. 

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 

shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and 

receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time 

incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand

by costs shall be allocated between the parlies taking additional time to respond on a day-to-day basis in the proportion each ejecting par

ty's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all the electing parties. In all other in

stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. 

C. T A K I N G PRODUCTION I N K I N D : 

/have the r i gh t to x<**J?:n,">v' 
Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced frofn /the Cqflt/ict Area, 

exclusive of production which may be used in development and producing operations and in preparing and (rratiogibij aria gas for 

marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separateJisjiaritiori by any 

party of its proportionate share of the production shall be borne by such party. Any party taking its share of prcKluctioAjhJftf?5ball be 
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1 required to pay lor only its proportionate share of such part ol Operator's surface facilities which it uses. 

2 

3 Each party shall execute such division orders and contracts as may be necessary for the sale oi its interest in production from 

4 the Contract Area, and, except as provided in Artie!: '.'11.LJ., shall be entitled to receive payment directly :rc:n the purchaser thereof Icr 

* its share of i l l production. 

in the event any party siiail fail to make the i.'r,nge:iier.r.5 ticccs^ar; t j take in kind or separately o.st-eSvt .'.s prcpGriicrate sr.aie 

the oif p^o\juct§ftfom the Contract Area Operator shad have the right, subject to the revocation al v 

the obligation, to purchase such oil'or scil i r to others .it any lime 3nd from time to tunc, lor the acccont c; tr.c non-taking party at the 

best price obtainable in 'die area for such production. Any such, purchase or saiC by Operator shall be S'ab;cct a.wa;,: 

owner ot thf r»rruction i/j tierrtsc at an', t i r e • • • " i ak: r -v r"-rJt :.1-'•;>•-.•; •; - ; 1 il "t c . 

16 In the even: one or more parties' separate disposition ol its share ol ihc gas causes split-stream deliveries ;c separate pipelines and.or 

17 deliveries which on a day-to-day basis lor any reason arc not exactly equal lo a parly's respective proportionate share of total gas sales to 

13 be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing 

19 agreement between the parties hereto, whether sucli an agreement >s attached as Exhibit " I d " , or ,s a separate agreement. 

20 

21 D. Access to Contract Area and Information. 

22 

23 Each party shall have acce.o to the Contract A: .; ..: ad reasj;,ai;,e nines, at its see cost and ;o cr orsc-e op era Lor..1.. 

2-1 and shall have access at rcascnai ic times lo inlorm.iL.c:; perlau'.-.n^ lo tne -eveiopment or cpcraii-ii in erect, .:',,. uuing Op error's ixx-io 

2 ' and records rcialing thereto. Operator, upon request. ,-r.a.i lurmsii eacr. ol the otiicr parties wuii copies a;i torms or reports :,lcd witr. 

20 governmental agencies, catty ending rcjKirts, we.! .oc,'., tan.-, tah.^j, ua;iv gauge and run t.c^ets and re;* . ts ^. st.*-*, on nan., ;'. toe tirst 

27 each month, and ihail make available samples cores ir OL:;I;;U,S taken Irani any wed drilled cn ti e CLT.tract Area. Tr.e cost r,i 

23 gathering and furnishing ir.lo.-r-.alini m Non-0 "••'-.;> r, tinr 'ha:: 'hat speuhed ab;r. e. so. iii l>e c h.tr " do Nun <'.'•: t r,. t v .nat rc-

29 quests the information. 

50 

31 E. Abandonment of Wells: 

32 

33 1. Abandonment ot Dry 1 .dev. Except lot -ny well drilled or deepened pursuant to Article VLB.2., any well which has been 

34 drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned 

35 without the consent of all parties. c " ould Operator, after diligent effort, be unable to conlact any party, or should any party laii to reply 

36 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt ol notice ol the proposal to plug and abandon 

37 such well, such part; 'hall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in 

38 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost ol drilling or deepening 

39 such well. Any party who objects to plugging and abandoning such well shall have the right io take over '.he well ind conduct further 

40 operations in search of oil and/or gas subject lo the provisions of Article VI D. 

41 

42 2. Abandonment of Wells thai have Produced: Except (or any well in which a Non-Consent operation has been conducted 

43 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a 

44 producer shall not be plugged and abandoned without the consent ol all parlies. II all parties consent lo such abandonment, die well shall 

45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense ol all the parties hereto. If, within 

46 thirty (30) days after receipt ol notice of the proposed abandonment ul any well, all parties do not agree lo die abandonment of such well, 

47 those wishing to continue its operation from the interval(s) of ihc formaiion(s) then open lo production shall tender lo each of the other 

48 parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions ol 

49 Exhibit " C " , leu the estimated cosl of salvaging and ihc es lima led cost ol plugging and abandoning. Each abandoning party shall assign 

50 the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or litness for use of die equipment and 

51 material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-

52 tcrval or intervals of the formation or formations then open to production, tt 4he iftte*eat of the ttbundofting f»My ia ot includes "i t »»d 

53 gat inures!, auch party ahall aawenta an.l ilrlnicr xn Ihi; non.iiliiantloninu. party or pirliaa an oil and gat lean,, iiniilwl la tha intan al or in. 

54 ttrvaU ol the forrnaUon or lorm niont Mirn npi-n lo production, for a tarn, at one (1) yaar inti ro lung thormdnr n oil anj.'or pn il pro, 

5 5 . 1 . , ™ , ! t r » w . I h , ; „ l . r . , . l . . . i n , . . , . 1 , » l f ^ r m . l . n , , r,, . h ^ r - L y , . . . r h I . , I , , n n i l l , f m m n l , ^ h ™ l T t P . l u h i l 

56 

57 

58 

59 4 , . 

60 

61 

62 A:1 

63 Xf-

" I 
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conlinucxl 

1 The assignments or leases so limited shall encompass the "drilling unit" upon which the well is located. The payments by, and die 

2 assignments or leases to, die assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the 

^ Contract Area to the aggregate oi the percentages ol participation in the Contract Area of all assignees. There shall be no readjustment oi 

4 interests in the remaining portion of the Contract Area. 

Thereafter, abandoning parties shall h :'-e n > 

trie well in the .ntcrvai or inter.a.j then open i :;ier 

quest, Operator sri3il continue to operate the ass::, 

templated ay this agreement, pius any addit.onai c._ 

weil. Upon proposed abandonment cf the product 

repurchase its prior interest :n i;:e weii (usn'.i; ttte .. 

visions herco;. 

permanently plugged and abandoned unless anu until ail panics Iiavini; the rigiu to c^"--ct :..rther otvut,,. ns therein h-r.c IK1 en notifiec 

of the proposed abandonment and alfcrded the oppttr: .-my to e.eci to take user the weii in -coor,.j::ce * i ! the provisions c! tins Artich 

VI . Id. 

AKTICLI - V I I . 

rj iuis A M ; LIABILITY OL PAMTILS 

Liability of Parties: 

'•• B. Liens and Payment Detau.tj: 

>2 Each NonOpcralor grur.ts to Operator a lie:1 '., i us < il ..nd ;MS rigbss in the Cotv.rac; Area, a:.- : icCurny inter es', in ns share 

5v cl oil and/or gas when extracted and its interest in .<il niiiipmcn:, to secure payment cl -ts share o! expense, tcr'eUicr with interest thereon 

34 at the rale provided in Exhibit " C " . To inc extent that Operator lias a security in-ertst under the Uniterm Commercial Code of the 

35 stale, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit jnd tiie ob-

36 taining ol judgment by Operator for the secured nuLbicdnc:.'. shall not be deemed un election of remedies or otherwise aflcct the lien 

37 rights or security interest as security for the payment thereof, hi addition, upon default by any Non-Operator in the payment o! its share 

38 of expense, Operator shall have the right, without prejudice lo other rights or remedies, to collect from the purchaser the proceeds from 

39 the sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each 

40 purchaser shall be entitled to rely upon Operator's written statement concerning the amount ol any default. Operator grants a like lien 

41 and security interest to the Non Operators to secure payment ol Operator's proportionate share o: expense. 

42 

43 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition cf a statement therefor by 

44 Operator, the non-default ing parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion thj t 

45 the interest of each such party Ifcars to the interest uf all such panics. Each party so paying its share of ihc unpaid amount shall, to obtain 

46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 

47 

48 C. Payments and Accounting: 

49 

50 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the development 

51 and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-

52 lionate shares upon the expense basis provided in Exhibit " C " . Ojxtralor shall keep an accurate record of the joint account hereunder, 

53 showing expenses incurred and charges and credits nude and received. 

54 

55 Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance 

56 of their respective shares of the estimated amount of the expense to be incurred In operations hereunder during the next succeeding 

57 month, which right may be exercised only by submission to each such party ol an itemized statement of such estimated expense, together 

58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 

59 on or before the 20th day of the next preceding mouth. Each party shall pay to Operator its proportionate share of such cstimise within 

60 fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the.amount 

61 due shall bear interest as provided in Exhibit " C ' until paid. Proper adjustment shall be made monthly between advances and>ctual ex-

62 Dense to the end that each party shall l>car and pay its proportionate share of actual expenses incurred, and no more. ' ] ' " ' , 

63 fcH," 
64 D. Limitation of Expenditures: 

65 

66 1, Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled"prVdiJcpencd 

67 pursuant to the provisions ol Article VI.B.2. of this agreement. Consent to the drilling or deepening shall included/l ) \ . . 
• i >'\ ; 

70 
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1 LM Option No. 1: A i l necessary expenditures 

2 necessary tankage and/or surface faciiiiies. 

3 

4 13 Option No. 2: Al l necessary expenditures fcr the drilling or deepening and testing ol the weil. When such well has reached its 

5 aulhoriied depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice 

6 to the Non-Operators who have the right to participate m the completion costs. The parties receiving such notice shall have tony-eight 

7 (AS) hours (exclusive of Saturday, Sunday and legal i. ...d.iys) iu wnich to elect to participate in the setting ed casing and ihc completion al-

S tempt. Such election, when made, shall include consent to all necessary expenditures tor the completing and equipping ol such well, in-

9 eluding necessary tankage and,or surface facilities /-dure of any party receiving such notice to reply wiih:.-. the period JOOV; lined shail 

10 constitute an election by that party not to participate in tne cost of the completion attempt, if one or more, - i t : less than all c!" :;:e parties. 

11 elect to set pipe and lo attempt a completion, the prov.sions of Article VI.0.2. hereof (tne phrase "reworking, deepening cr plugging 

12 back" as contained in Article VI.D.2. shall be dee:r."d ':> noluJe "completing") shall apply to the operations thereatief conducted by less 

1 • than ad par:ict. 

A R T I C L E V I I 

continue*] 

; drilling or deepening, [citing, completing -r.d equipping of the we';!, including 

lb f i g g e d oaCK pursuant to the prov.s.ons ul An.e.e '. '..^ 2. o; t/.ij agreement. Consent tJ ihe revvorri.ttg or pegging oac*. a wed sha.. 

17 include all necessary expenditures m conducting such operations and completing ~nu equipping of saiu well, including necessary tankage 

18 and/or surface facilities. 

19 

20 3. Other Ope-'lions: Without the consent nl .dl parties, Operator shall not undertake any Single project reasonably estimated 

21 to require an expenditure in excess ol F i f t y T l i c t i s a n c i a n d NO/ 100 Pillars IS 50 , 0 0 0 • 0 0 ; 

22 except in connection with a weil, the drilling, rewv.rk.ng, deepening, completing, rccornpletiug, or pluming back of which has been 

23 previously aulhoriied by or pursuant lo ihis agreement; provided, however, that, in case ol explosion, tire, i'luod cr other sudden 

24 emergency, whether of the same or different nat .;[•_•. Operator ma\ take such steps and incur such cxrcr.ies as in its opinion are required 

25 to deal with the emergency to satcguard iile an.. ; mportv Operator, as promptly as possible, shall retxtrt the emergen.--, to the other 

2b parties. H Operator prepares an authority :\>r expi-:i.j:tu;e AH:) tor its own use, Op<r:;tor shad furnish „ny Nun-Oi .cat or ;c requesting 

27 an information copy thereof for any smgie proji-.: ..ostmg m excess ,>: T h i r t y T n o u s a n d n o / L O u 

23 Dollars S 3 0 , 0 0 ^ - O H ; M ; ]v,s -.:,.,:. : .incint set .cn:. aKne .n this paragrrp -. 

30 E. Rentals, Shui-in Weil Payments and Minimum li'ivaines: 

3; 

32 Rentals, shut-in well payments and niinnntnn royalties which may be rcquirco under the terms of any lease shall be paid by the 

33 party or parties who subjected such lease to ibis aipeetnent .it its or their expense. In ihe event two or more parties own and have con-

34 tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments lor and cn 

35 behalf of all such parties. Any party may request, and shall be entitled io receive, proper evidence of all such payments. In the event oi 

36 failure to make proper payment ol any rental, shut in well payment or minimum royalty through mistake or oversight where such pay-

37 ment is reouired lo continue the lease in lorcc, any loss which results from such non payment shall be borne in accordance wiih the pro-

38 visions of Article IV.B.2. 

39 

40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production 

41 of a producing gas well, at least live (5) days {excluding Saturday, Sunday and legal holidays), or tit the earliest opportunity permitted by 

42 circumstances, prior to taking such action, but assumes no liability lor failure to do so. In ihc event of failure by Ojxtraior to so notify 

43 Non-Operator, the loss of any lease contribulcd hereto by Non-Opcraior for failure to make limcly payments of any shut-in weil payment 

44 shall be borne jointly by the panics hereto under tbe provisions ol Article 1V.H.3. 

45 

46 F. Taxes: 

47 

48 Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property 

49 subject to this agreement which by law should be rendered (nr such taxes, and it shail pay all such taxes assessed thereon before they 

50 become delinquent. Prior lo the rendition date, each Non-Operator shall furnish Operator information as to burdens (lo include, but not 

51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-

52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, ovcr-

53 riding royalties or production paymcnls, the reduction in ad valorem taxes resulting therefrom shall inure io the benefit of the owner or 

54 owners of such leasehold estate, and Operator shall .idjust the charge to such owner or owners so as to reflect the benefit of such reduc-

55 tion. If the ad valorem taxes arc based in whole ur in part upon separate valuations of each party's working interest, then notwithstanding 

56 anything to the contrary herein, charges to the jmnt account shall be made and paid by the parties hereto in accordance wiih the tax 

57 value generated by each party's working interest. Operator shall lull the oilier parties lor their proportionate shares of all tax payments in 

58 the manner provided in Exhibit " C " . 

59 J>. 

60 l l Operator considers any tax assessment improper, Operator may, at its discretion, protest within ihc time anq^inutvrver 

61 prescribed by law, and prosecute the protest to a final determination, unless al! parties agree lo abandon the protest prior to fifjyl detcr-

62 mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxc^and any 

63 inicrest and penalty. When any such protested assessment shall have been finally determined. Operator shall pay the tax for the^jbfhl ac-

64 count, together with any interest and penalty accrual, and the total cost shall then be assessed against ihc parties, and l>c paid by[thcm. as 

65 provided in Exhibit " C " . 

66 
67 Each parly shall pay or cause to be paid all production, severance, excise, gathering and ether taxes imposed upon crewiih J 

68 the production or handling of such party's share of oii and/or gas produced under the terms of this agreement, hi 

i crewrth^pect li 

« \lU-3%7 
70 ^S^MSL 
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AJITICLE VII 
continued 

1 G. Insurance: 

2 

3 At all times while operations ire conducted hereunder, Operator shall comply with the workmen's compensation law of 

4 the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-

5 pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit " C " . Operator shall 

6 also carry or provide insurance for the benelit of the joint account of the parties as outlined in Exhibit " D " , attached to and made a part 

7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation 

8 law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 

9 

10 In the event automobile public liability insurance is specified in said Exhibit " D " , or subsequently receives the approval of the 

11 parties, no direct charge shall be made by Operator for premiums paid for such insurance (or Operator's automotive equipment. 

12 
13 A R T I C L E V I I I . 

14 ACQUISITION, M A I N T E N A N C E OR TRANSFER OF INTEREST 

15 

16 A . Surrender of Leases: 

17 

18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole 

19 or in part unless all parlies consent thereto. 

20 

21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not 

22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all ol its interest in 

23 such lease, or portion thereof, and any well, material and equipment which may b-c located thereon and any rights in production 

2-1 thereafter secured, to the panics not consenting u> such surrender. If the interest of the assigning partv is ur includes an oil and gas in 

25 terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering 

26 such oil and gas interest for a term of one ( l ) year and so long thereafter as oil and/or gas is produced from tne land covered thereby, such 

27 lease to be on the term attached hereto as Exhibit " D " . Upon such assignment or lease, the assigning p3rty shall be relieved from all 

28 obligations thereafter accruing, but not theretofore accrued, with respect to ihc interest assigned or leased and the operation ol any well 

29 attributable thereto, and the assigning pany shall have no further interest in the assigned or leased premises and its equipment and pro-

30 duction other than the royalties retained in any lease made under the terms of this Anicle. The party assignee or lessee shall pay to ihe 

31 party assignor or lessor the reasonable salvage value ol the latter's interest in any wells and equipment attributable to the assigned or leas-

32 ed acreage. The value of all material shjll be determined in accordance with ihc provisions of Exiiibit " C " , less the estimated cost of 

33 salvaging and the estimalcd cost of plugging and abandoning. If the assignment or lease is in favor ol more than one party, the interest 

34 shall I K shared by such parties in the proportions that the interest of each bears to the total interest of all such panics. 

35 

36 Any assignment, lease or surrender made under ilus provision shall not reduce or change the assignor's, lessor's or surrendc ig 

37 party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage 

38 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 

39 agreement. 

40 

41 D. Renewal or Extension of Leases: 

42 * 

43 H any party secures a renewal of any oil and gas lease subject to this agreement, all other panics shall be notified promptly, and 

44 shall have the right for i period of thirty (30) days lollowing receipt of such notice in which to elect lo participate in the ownership of the 

45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to ihc parly who acquired il their several proper pro-

46 portionale shares of the acquisition cost allocated to ihat part of such lease within the Contracl Area, which shall be in proportion to the 

47 interests held at that lime by the parties in ihc Contract Area. 

48 

49 I ' some, but less than all, of the parties elect io participate in the purchase of a renewal lease, it shall be owned by the parties 

50 . who elect to participate therein, in a ratio based upon ihc relationship of their respective percentage of participation in ihe Contract Area 

51 to the aggregate of ihc percentages of participation in the Contract Area of all parties participating in the purchase of such renewal tease. 

52 Any renewal lease in which less than all parties elect to participate shall not be subject lo this agreement. 

53 

54 Each parly who participates in ihe purchase nl a renewal lease shall be given an assignment ol its proportionate interest therein 

55 hy the acquiring party. 

56 

57 The provisions of this Article shall apply io renewal leases whether they arc for ihc entire interest covered by the expiring lease 

58 or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or 

59 contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease takeb-or con-

60 tracted for more than six (6) months after ihe expiration of an existing lease shall not be deemed a renewal lease and shall not be^ubject to 

61 the provisions of this agreement. 

o2 

63 The provisions in this Article shall also be applicable lo extensions of oil and gas leases. Kfi. 
M W 

67 WtuW thtf agrwmwH * w* f « « i tf any-fWfty-cwtraC'W for a contribution, of cashtowrds- tl>^ drilling of i r r i i n y i Q l H ' 

68 operation on the Contract Area, such contribution shall he paid lo the pany whn rnnihmnl iln ilmiing nr mru i ilpin <i | i i r i^idVlj*ll be 

69 applied by it against the cost o ( flirti •»• " |"" j " " n " | K » ^ " " ' ^ " H be in the form of acreage, the par^lo^whj&^l5ie con-

70 fribmiuH t i made ahril-pfwnptly tender i n assignmentof the ncfeoge.-withaut warranty of title ( lo the Prilling P a r t i ^ ^ h V ^ ^ j j ^ o n x . 

| U U •< 4at MclMtw* U l m, ft i K n i l 
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ARTICLE VIII 
continued 

1 taid Drilling Fartio tharW UI»CBH uf JriU.ni; the well. Such acreage th*iU>*oom»» wwatfrCoiurac; Afe» and, to iheewtew -fi'itir>'~i U T 

2 governed by provisions identical to this agreement. Each party shall promptly "f l l i fy 1 , 1 ''''bin |nrni«. nf jny irr>i| |> or cash contributions 

3 it may obtain in support of any wcl| nr my mln i i|ii HMnn nn thr 4 nntrirt Area. The above provisions shall also be applicable to op-

4 t i i n i l ligllU lo «arn acrwgi ou.iide the Contract Area which are in tupport af a m»ll drilled insiJe th i Camract Arw. 

5 

6 If any pf4y-to. . ..'act* for any cantioWalion teUting-te ditpotiuon af tuch patty't dura of-tuUiancct p ^ i j c » J 4 w a u n J < ; i r tuch-

7 tanaidefwiion shall not be deemed • contribution .b canttmpUted in this ArticU- Vlll .C, 

8 

9 D . Maintenance of Uniform Interest: 

10 

11 For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no 

12 party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells, 

13 equipment and production unless such disposition covers either: 

14 

15 1. the entire interest of the party in all leases and equipment and production; or 

16 

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

18 

19 Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement 

20 and shall be made without prejudice to the right of the other parties. 

21 

22 If, at any time the interest ol any party is divided among and owned by four or more co-owners, Operator, at its discretion, may 

23 require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for 

24 and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to bind, the co-owners ol such 

25 party's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter 

26 into and execute all contracts or agreements for the disposition cl their respective shares of the oil and gas produced irom the Contract 

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

28 

29 E. Waiver of Rights to Partition; 

30 

31 If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an 

32 undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided 

33 interest therein. 

34 

35 J s — P u f o t m h l High! la Pur th la t i 

36 
37 Should w y party t lwiw i » w l l all ar-awy- pan al i u interWt under litis agreement, ar itt fight* anJ imeteu., in Urt C a n j ^ t 

38 Area, it shall promptly give written notice to the other parties, with full information concerning its proposed sale^wjjdiJv^rrainncludc the 

39 name and address of the prospective purchaser (who must be ready, willing and able to purchascVQiai^wrTiascirice, and all other terms 

40 of the offer. The other parties shall then have an optional prior right, for a periodjifJerrfTTiyuays after receipt of the notice, to purchase 

41 on the same terms and conditions the interest which the otherriaji^ , r t J T' 0 ^cs to sell; and, il this optional right is exercised, the purchas-

42 ing parties shall share the purchased inter estin_jh*i-fTrtjp^rMons that the interest of each bears to the total interest of all purchasing par-

43 ties. However, there shall bejio-- rwfc7critial right to purchase in those cases where any party wishes to mortgage its interests, or to 

44 dispose of itsjrjj**e3TS"T)ymcrgcT, reorganbailion, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-

45 .partyS^to-a-tuUtidiary af a parent campany,-w. 4*.-any company in whi^h any ono-pariy owns a rrwjority-of tho siock-i 

46 

47 A R T I C L E I X . 

48 I N T E R N A L REVENUE CODE ELECTION 
49 

50 Tliis agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association 

51 for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several 

52 >od not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax 

53 purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 

54 from the application of all of the provisions ol Subchapter " K " , Clupier 1, Subtitle " A " , ol the Internal Revenue Code of 1954, as pcr-

55 milted and authorized by Section 761 of the Calc and the regulations promulgated thereunder. Operator is authorised and directed to cx-

50 ecutc on behalf of each party hereby alfected such evidence of this election as may be required by the Secretary of the Treasury of the 

57 United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, 

58 and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further 

59 evidence of this election, each such parly shall execute such documents and furnish such other evidence as may be rcquirvjhby the 

60 Federal Internal Revenue Service or as may be necessary io evidence this election. No such party shall give any notices or take a'rjy other 

61 action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which iho\^ontract 

62 Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter " K " , Chanter 1, 

63 Subtitle " A " , of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Cpdc is pcr-

64 mined, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foregdirjg clec-

65 tion, each such party states that the income derived by such party from operations hereunder can be adequately determined without the 

66 computation of partnership taxable income. 
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1 A R T I C L E X . 

2 CLAIMS A N D LAWSUITS 

3 

4 Operator may settle any single uninsured third party damage claim or suit arising Irom operations hereunder if the expenditure 

5 does not«r^l Th i r ty Thousand and NO/100 TVllars 
6 ($ 3 0 ) 0 0 0 . 0 0 ) a n t i if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-

7 ceeds the above amount, the parties hereto shall assume and take over the further handling ol the claim or suit, unless such authority is 

8 delegated to Operator. A l l costs and expenses of handling, settling, or otherwise discharging such claim cr suit shall be at the joint ex-

9 pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is 

10 sued on account ol any matter arising from operations hereunder over which such individual has no control because of the rights given 

11 Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim 

12 or suit involving operations hereunder. 

13 

14 A R T I C L E X I . 

15 FORCE MAJEURE 

16 

17 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than 

18 the obligation to make money payments, that pany shaU give to all other panics prompt written notice of the Sorce majeure with 

19 reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are alfectcd by the force 

20 majeure, shall be suspended during, but no longer than, ihe continuance of the force majeure. The affected party shall use ail reasonable 

21 diligence to remove the lorce majeure situation as quickly as practicable. 

22 

23 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes, 

24 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shail be entirely 

25 within the discretion ol the party concerned. 

26 

27 The term "lorce majeure", as here employed, shall mean an act cf God, strike, lockout, or other industrial disturbance, act of 

28 the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 

29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 

30 not reasonably within the control of the party churning suspension. 

31 
32 ARTICLE X I I . 

33 NOTICES 
34 

35 Alt notices authorized or required between the panics and required by any of the provisions of this agreement, unless otherwise 

36 specifically provided, shall be given in writing by mail c telegram, postage or charges prepaid, or by telex or telecopier and addressed to 

37 the parties to whom the notice is given at the addresses listed on Exhibit " A " . The originating notice given under any provision hereof 

38 shall be deemed given only when received by ihc party to whom such notice is directed, and the time for such party to give any notice in 

39 response thereto shall run from the dale the originating notice is received. The second or any responsive notice shall be deemed given 

40 when deposited in the mail or with the telegraph company, wiih postage or charges prepaid, or sent by telex or telecopier. Each party 

41 shall have Ihe right to change its address at any time, and from time to time, by giving written notice thereof lo all other parties. 

42 
43 A R T I C L E X I I I . 

44 T E R M OF AGREEMENT 

46 This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the 

47 period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any 

48 'case or oil and gas interest contributed by any other party beyond the Icrm of this agreement. 

49 
50 • D Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or are continued in lorce as lo any part 

51 of the Contract Area, whether by production, extension, renewal or otherwise. 

52 

53 ® Option No. 2: In the event the well descrilwd in Article VLA., or any subsequent well drilled under any provision of this 

54 agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or 

55 wells produce, or are capable of production, and (or an addilional period of 90/ j a y S ( r o m c c s s a t i o n 0 ( a | | production; provided, 

56 however, if, prior to the expiration of such additional period, one or more of the parties hereto arc engaged in drilling, reworking, deepen-

57 ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-

58 lions have been completed and if production rcsull* therefrom, this agrccmeni shall coniinue in force as provided herein. In the event ihe 

59 well described in Article VLA., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, ^'capable 

60 of producing oil and/or gas from the Contract Area, this agrccmeni shall terminate unless drilling, deepening, plugging back dfltework-

61 ing operations are commenced within 9 0 days from the date of abandonment of said well. j ] ^ 

ti ch has 
62 
63 It is agreed, however, that the termination of ihis agreement shall not relieve any party hereio from any liability j£f̂ i 

64 accrued or attached prior lo the date of such termination. L - -

65 
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1 A R T I C L E X I V . 

2 COMPLIANCE W I T H LAWS A N D REGULATIONS 

3 

4 A . Laws, Regulations and Orders: 

5 

6 This agreement shall be subject to die conservation laws of the slate in which the Contract Area is located, to the valid rules, 

7 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-

8 dinances, rules, regulations, and orders. 

9 

10 0 . Governing Law: 

11 

12 This agreement and aU matters pertaining hereto, including, but not limited to, matters of perlormance, non-performance, breach, 

13 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which 

14 the Contract Area is located. II the Contract Area is in two or more states, the iaw of the state of Nev M e x i c o 

15 shall govern. 

16 

17 C. Regulatory Agencies: 

18 

19 Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights, 

20 privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated 

21 under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-

22 ting or adjacent to ihe Contract Area. 

23 

24 With respect to operations hereunder, Men Operators jgrcc to release Operator (rem any and all losses, damages, injuries, claims 

25 and causes of action arising out of, incident to nr resulting directly or indirectly from Operator's interpretation or application of rules, 

26 rulings, regulations or orders of the Department oi Energy cr predecessor or successor agencies to the extent such interpretation or ap-

27 plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-

28 Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 

29 application, together with interest and penalties thereon owing .>>• Operator as a result of such incorrect interpretation or application. 

30 

31 Non-Operators authorise Operator to prepare and submit such documents as may be required to be submitted to the purchaser 

32 of any crude oil sold hereunder or to any other jiersun or untily pursuant to the requirements of ihe "Crude Oil Windfall Profit Tax Act 

33 of 1980", as same may be amended from time to time ( "Ac t " ) , and any valid regulations or rules which may be issued by the Treasury 

34 Department from time to time pursuant to said Act. Each party hereto agrees lo furnish any and ail certifications or uihcr information 

35 which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said A a . 

36 

37 A R T I C L E X V . 

38 OTHER PROVISIONS 
39 

40 Notwithstanding anything contained herein to the contrary; 

41 
^2 A. Should it be necessary 1 0 conduct hearings before governmental agencies for all securing ofspacing or pooling orders, or 

for certifying new gas, the costs attributable to such hearings as well as fees paid attorneys and witnesses, shall be borne by the 
Drilling Parties in the proportion that the interest of each Drilling Party bears lo the total interest of all Drilling Parties as such 

^ interests appear in Exhibit "A". 
45 
46 D. I f a well drilled under the terms oflhis agreement is completed in a formation requiring 320 acre spacing, the parties hereto 
47 agree that they wil l each bear iheir respective percentages ofthe usual I/8lh royalty inlcrcsL I f a lease contributed by a party 
48 is burdened by more lhan ihc usual 1 /8th royally, ihc additional burden, whether it be royally, overriding royalty or other type 
49 of burden, shall be borne entirely by ihc party that contributed the burdened lease. If a well drilled under the icrnis of this 

agreement is completed in a formation requiring less than 320 acre spacing, the parties hereto agree that they will each bear their 
^ rcspcclive percentages of all lease burdens on all leases included within Ihc spacing unit for the well. Any lease burdens created 
^ subsequent to the dale of this agreement shall be borne entirely by the party creating the same. 

^ C. The proceeds from the sale of all hydrocarbons produced, saved and sold shal! be paid lo Operator by all purchasing 
54 companies purchasing such hydrocarbons and by the execution ofthe Agreement, ihc Non-Opcralors covenant and agree to save 
55 all purchasing companies harmless from any and all liability by reason of paying any such proceeds lo Operator. Further, Non-
56 Operators authorize and direct Operator to deduct from Ihcir proportionate share of such sales all Lease Operating Expenses and 
57 other expenses owed to Operator provided for under the terms of this Agreement when payment of such expenses owed to 

Operator becomes delinquent for more than sixly (60) consecutive days and remit Ihc balance from such sale lo Non-Operators. 

59 jr-' 
^ D. Operator shail have the right, at ils discretion, to require as a condition for participation under the terms of this Agrecrmj 

prepayment of all costs, including dry hole cosls, completion costs, recompletion costs or cosls associated with remedial " 1 J 

^ based on an Authority for Expenditure for any well, including ihc initial test well as provided for in Article VI of this Agrci 
62 drilled on the Conlract Area. With the exception of dry hole costs associated with ihc initial tcsl well, a replacement 
63 any substitute well drilled in the event the initial lest well is abandoned before reaching ils objective depth, failure by any ni 
64 to remit its proportionate part of Ihc above referenced prepayment lo Opcralor in the manner and within the lime period requfc] 
65 shafl be deemed an election by such party not lo participate in the cost of the proposed operation and thereafter, the pro] 

66 operation shall be conducted under Article VI.B.2 of ihis Agreement. 

67 

68 

69 

70 
|l>.i ,1 ikn MIM4T»X mta a 
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1 ARTICLE XVI. 

2 MISCELLANEOUS 
3 
4 This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees, 
5 legal representatives, successors and assigns. 
6 
7 This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes. 
8 
9 IN WITNESS WHEREOF. this agreement shall be elfcctivc as of 30 th ±, y 0 [ J u l v , 1°. 97 . 

10 
11 
12 OPERATOR 
13 
14 

1 5 MEWBOURNÊ  OIL COMPANY 

16 

17 
18 
19 
20 
21 
22 
23 
24 

25 DEVON ENERGY CORPORATION 
26 
27 
28 

29 
30 
31 
32 
33 
M 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
43 
49 
50 
51 
52 
53 
54 
53 
56 
57 

/James A l l e n B r i n s o n 
A t t o r n e y - i n - F a c t 

N O N OPERATORS 

^11 



STATE OF TEXAS 

COUNTY OF SMITH 

§ 

§ 
CORPORATION ACKNOWLEDGEMENT (New Mexico Short Form) 

This instrument was acknowledged before mc on July 30, 1997, by James Allen Drinson as, Attorney-in-
Fact of Mewbourne Oii Company a Delaware Corporation, on behalf of said corporation. 

CORPORATION ACKNOWLEDGEMENT (New Mexico Short Form) 
COUNTY OF § 

This instrument was acknowledged before me on , 1997 
by as, 
of a 
on behalf of said corporation. 

Notary Public 

My Commission Expires:. 



EXHIBIT "A" 

Attached to and made a part of that certain Operating Agreement dated July 30, 1997, between 
Mewbourne Oil Company, as Operator, and Devon Energy Corporation, as Non-Operator. 

LANDS SWBJKCTTOTH1S AGREEMENT: 

Township 21 .South. Range 26 East. N.M.P.M. 
Eddv County. New Mexico 

Section 15: Soulh Ilalf(S/2) 

PARTIES AND PERCENTAGE INTEREST: 

Mewbourne Oil Company 50.08$ 
Devon Energy Corporation 49. 92% 

100.00% 

ADDRESSES OF PARTIES: 

Mewbourne Oil Company 
P.O. Box 7698 
Tyler, Texas 75711 

Devon Energy Corporation 
20 North Broadway, Suite 1500 
Oklahoma City, Oklahoma 73102-8260 

End of Exhibit "A" 



EXHIBIT "B" 

(There is no Exhibit "B" to this Agreement) 
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1 Attached to and made a part of t h a t c e r t a i n O p e r a t i n g Agreement dated J u l y 30, 1997 between 

3 _ _ 
4 , . 
5 
6 

8 A C C O U N T I N G P R O C E D U R E 

io J O I N T O P E R A T I O N S 
u 
12 I . GENERAL PROVISIONS 
13 
14 L Definitions 
15 
16 "Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting Procedure 
17 is attached. 
18 "Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 
19 maintenance of the Joint Property. 
20 "Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint 
21 Operations and which are to be shared by the Parties. 
22 "Operator" shall mean the party designated lo conduct the Joint Operations. 
23 "Non-Operators" shall mean the Parties to this agreement other than the Operator. 
24 "Parties" shall mean Operator and Non-Oper;itors. 
25 "First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 
26 supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating 
27 capacity. 
28 "Technical Employees" shall mean those employees having special and specific engineering, geological or other 
29 professional skills, and whose primary function in Joint Operations is the handling of s|>ccific operating conditions and 
30 problems for the benefit of the Joint Property. 
31 • "Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
32 "Material" shall mc in personal property, equipment or supplies acquired or held for use on the Joint Property. 
33 "Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 
34 most recently recommended by the Council of Petroleum Accountants Societies. 
35 
36 2. Statement and Billings 
37 
38 • Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint 
39 Account for the preceding month. Such bills will be accompanied by statements which identify the authority for 
40 expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and 
41 expense except that items of Controllable Material and unusual charges and credits shall be separately identified and 
42 fully described in detail. 
43 
44 3. Advances and Payments by Non-Operators 
45 
46 A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
47 share of estimated cash outlay for the succeeding month's operation within fifteen (15) days after receipt of the 
48 billing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust 
49 each monthly billing to reflect advances received from the Non-Operators. 
50 
51 B. Each Non-Operator shall pa/fts pro^wrtlorfof a^Fbu'Is^wulhi^ '(lS^tlays after receipt. If payment is not made 
52' within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at 
53 Nat ionsBank o f Texas, N . A . o n t n e f j r s t day of the month in which delinquency occurs plus 1% or the 
54 maximum contract rate permitted by the applicable usury laws in the state in which the Joint Properly is located, 
55 whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid 
56 amounts. 
57 
58 4. Adjustments 
59 • -
60 Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof; 
61 provided, however, aU bills and statements rendered to' Non-Operators by Operator during any calendar year shall 
62 conclusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar 
63 year, unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes 
64 claim on Operator for adjustment No adjustment favorable to Operator shall be made unless it is made within the same 
65 prescribed period. The provisions of this paragraph'shall not prevent adjustments resulting from a physical inventory of 
66 Controllable Material as provided for in Section V. 
67 
68 
69 COPYRIGHT© 1985 by the Council of Petroleum Accountants Societies. 
70 
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I 5. Audits 
2 
3 A. A Non-Operator, upon notice in writing to Operator and ail other Non-Operators, shall have the right to audit 
4 Operator's accounts and records relating to the Joint Account for any calendar year within the twenty-four 
5 (24) month period following the end of such calendar year; provided, however, the making of an audit shall not 
6 extend the time for the taking of written exception to and the adjustments of accounts as provided for in 
7 Paragraph 4 of this Section I . Where there arc two or more Non-Operators, the Non-Operators shall make 
8 every reasonable effort to conduct a joint audit in a manner which will result in a minimum of inconvenience 
9 to the Operator. Operator shall bear no portion of the Non-Operators' audit cost incurred under this 

10 paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year 
I I without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made 
12 at the expense of those Non-Operators approving such audit. 
13 
14 B. The Operator shall reply in writing to an audit report within 180 days after receipt of such report. 
15 

1G G. Approval By Non-Operators 

17 
18 Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of 
19 this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no 
20 contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and the 
21 agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Operators. 
22 
23 
24 I I . DIRECT CHARGES 
25 
26 Operator shall charge the Joint Account with the following items: 
27 
28 1. Ecological and Environmental 
29 
30 Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy 
31 environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or 
32 archaeological nature and pollution control procedures as required by applicable laws and regulations. 
33 
34 2. Rentals and Royalties 
35 
36 Lease rentals and royalties paid by Operator for the Joint Operations. 
37 
38 3. Labor 
39 
40 A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct of 
41 Joint Operations. 
42 
43 (2) Salaries of First Level Supervisors in the field. 
44 
45 (3) Salaries and wages of Technical Employees directly employed on the Joint'Property if such charges are 
46 excluded from the overhead rates. 
47 
48 (4) Salaries and wages of Technical Employees cither temporarily or permanently assigned to and directly 
49 employed in the operation of the Joint Property if such charges are excluded from the overhead rates. 
50 
51 . B. Operator^ cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
52 employees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section I I . 
53 Such costs under this Paragraph 3B may be charged on a "when and as paid basis" or by "percentage assessment" 
54 on the amount of salaries'and wages chargeable to the Joint Account under Paragraph 3A or this Section I I . I f 
55 percentage assessment is used, the rale shall be based on the Operator's cost experience. 
56 
57 C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 
58 applicable to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section I I . 
59 
60 D. Personal Expenses of those employees whose salaries and wages arc chargeable to the Joint Account under 
61 Paragraph 3A of this Section 11. 
62 
63 4. Employee Benefits 
64 
65 Operator's, current costs of established plans for employees' group life insurance, hospitalization, pension, retirement, 
66 stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the 
67 Joint Account under Paragraphs 3A and 3B of this Section I I shall be Operator's actual cost not lo exceed the percent 
68 most recently recommended by the Council or Petroleum Accountants Societies. 
69 
70 
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1 5. Material 
2 
3 Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such 
4 Material shall be purchased for or transferred to the Joint Property as may be required for immediate use and is 
5 reasonably practical and consistent with efficient and economical operations. The accumulation of surplus stocks shall be 
6 avoided. 
7 
8 6. Transportation 
9 

10 Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations: 
11 
12 A. I f Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall be 
13 made to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like 
14 material is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties. 
15 
16 B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint 
17 Account for a distance greater than the distance to the nearest reliable supply store where like material is normally 
18 available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 
19 made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 
20 Parties. 
21 
22 C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is 
23 available when the actual charge is $-100 or less excluding accessorial charges. The $-100 will be adjusted to the 
24 amount most recently recommended by the Council of Petroleum Accountants Societies. 
25 
26 7. Services 
27 
28 The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 
29 10 of Section I I and Paragraph i, i i , and ii i , of Section I I I . The cost of professional consultant services and contract 
30 services of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead 
31 rates. The cost of professional consultant services or contract services of technical personnel not directly engaged on the 
32 Joint Property shall not be charged to the Joint Account unless previously agreed to by the Parties. 
33 
34 8. Equipment and Facilities Furnished By Operator 
35 
36 A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
37 with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating 
38 expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to 
39 exceed ... Ten , percent ( UL %) per annum. Such rates shall not exceed average commercial 
40 rates currently prevailing in the immediate area of the Joint Property. 
41 
42 B. In lieu of charges in paragraph 8A above. Operator may elect to use average commercial rates prevailing in the 
43 immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates 
44 published by the Petroleum Motor Transport Association. 
45 
46 9. Damages and Losses to Joint Properly 
47 

48 All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or 
49 losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross 
50 negligence or willful misconduct Operator shall furnish Non-Operator written notice of damages or losses incurred as 
51 soon as practicable after a report thereof has been received by Operator. 
52 
53 10. Legal Expense 
54 
55 Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
56 amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to 
57 protect or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of 
58 outside attorneys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be 
59 covered by the overhead provisions of Section I I I unless otherwise agreed to by the Parties, except as provided in Section 
60 I , Paragraph 3. 
61 
62 I L Taxes 
63 
64 All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, 
65 or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad 
66 valorem taxes are based in whole or in part upon separate valuations of each party's working interest then 
67 notwithstanding anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties 
68 hereto in accordance with the tax value generated by each party's working interest 
69 
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1 12. Insurance 
2 
3 Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the 
4 event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker's Compensation 
5 and/or Employers Liability under the respective state's laws, Operator may, at its election, include the risk under its self-
6 insurance program and in that event, Operator shall include a charge at Operator's cost not to exceed manual rates. 
7 
8 13. Abandonment and Reclamation 
9 

10 Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory 
11 authority. 
12 
13 14. Communications 
14 
15 Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 
16 microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint 
17 Property are Operator owned, charges lo the Joint Account shall be made as provided in Paragraph 8 of this Section I I . 
18 
19 15. Other Expenditures 
20 . 
21 Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I . or in Section I I I and which 
22 is of direct benefit to the Joint Property and is incurred by the Operator in the necessary ar.d proper conduct of Ihe Joint 
23 Operations. 
24 
25 
26 I I I . OVERHEAD 
27 
28 L Overhead - Dril l ing and Producing Operations 
29 
30 i . As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge 
31 drilling and producing operations on cither: 
32 
33 ( X ) Fixed Rate Basis, Paragrapli IA, or 
34 ( ) Percentage Basis, Paragraph IU 
35 
36 Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and 
37 salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under 
38 Paragraph 3A, Section I I . The cost and expense of services from outside sources in connection with matters of 
39 taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as included in 
40 the overhead rates provided for in the above selected Paragraph of this Section I I I unless such cost and expense are 
41 agreed to by the Parties as a direct charge to the Joint Account 
42 
43 i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 
44 services and contract services of technical personnel directly employed on the Joint Property: 
45 • -
46 ( ) shall be covered by the overhead rates, or 
47 ( X ) shall not be covered by the overhead rates. 
48 

49 i i i . The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
50 and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 
51 the operation of the Joint Property: 
52 
53 ( ) shall be covered by the overhead rates, or 
54 ( X ) shall not be covered by the overhead rates. 
55 
56 A. Overhead - Fixed Rate Basis 
57 
58 (1) Operator shall charge the Joint Account at the following rates per well per month: 
59 
60 Drilling Well Rate $ 6 ,000 .00 
61 (Prorated for less than a full month) 
62 
63 Producing Well Rate $ 6 0 0 • 0 0 

64 
65 (2) Application Q[ Overhead - Fixed Rate Basis shall be as follows: 
66 
67 (a) Drilling Well Rale 
68 

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date 
the drilling rig, completion rig, or other units used in completion of the well is released, whichever 
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1 • is later, except that no charge shall be made during suspension of drilling or completion operations 
2 for fifteen (15) or more consecutive calendar days. 
3 
4 (2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) 
5 consecutive work days or more shall be made at the drilling well rate. Such charges shall be 
6 applied for the period from date workover operations, with rig or other units used in workover, 
7 commence through date of rig or other unit release, except that no charge shal! be made during 
8 suspension of operations for fifteen (15) or more consecutive calendar days. 
9 

10 (b) Producing Well Rates 
11 

12 (1) An active well cither produced or injected into for any portion of the month shall be considered as 
13 a one-well charge for the entire month. 
14 
15 (2) Each active completion in a multi-completed well in which production is not commingled down 
16 hole shall be considered as a one-well charge providing each completion is considered a separate 
17 well by the governing regulatory authority. 

,18 
19 (3) An inactive gas well shut in because of overproduction or failure of purchaser to take the 
20 production shall be considered as a one-well charge providing the gas well is directly connected to 
21 a permanent sales outlet. 
22 
23 (4) A one-well charge shall be made for the month in which plugging and abandonment operations 
24 . arc completed on any well. This one-well charge shall be mace whether cr not the well has 
25 produced except when drilling well rate applies. 
26 
27 (5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease 
28 allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 
29 
30 (3) The well rates shall be adjusted as of the first day of April each year following the effective date of the 
31 agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying 
32 the rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude 
33 Petroleum and Gas Production Workers for the last calendar year compared to the calendar year preceding as 
34 shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published 
35 by the I ' l i ted States Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as 
36 published by Statistics Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or 
37 minus the computed adjustment. 
38 
39 Overhead—PeroonUgo Bftcia 
40 
41 —(1)—Operator shall ch a ego-tho Joint Account at lha following rates; —r 
42 
43 (a) Development 
44 

45 _ . . Percent ( %) of the cost of development of the Joint Propeciycxclusive of costs 
46 provided under Paragraph 10 of Section I I and all salvage credits. 
47 
48 (b) Operating 
49 
60 Percent ( %) ot the cost of opcrating^tne Joint Property exclusive of cosls provided 
61 under Paragraphs 2 and 10 of Section I I , all salvagr>cfcdits, the value of injected substances purchased 
52 lor secondary recovery and all taxes and assessments which arc levied, assessed and paid upon the 
53 mineral interest in and to the Joint Properly: 
54 
55 (2) Application of Overhead - PercentageJSasis shall be as follows: 
56 
57 For the purpose of dctermirrfng charges on a percentage basis under Paragraph IB of this Section I I I , 
58 development shall inr^auc all costs in connection with drilling, rcdrilling, deepening, or any remedial 
59 operations on anx-ofiall wells involving the use of drilling rig and crew capable of drilling to the producing 
60 interval on^Pre Joint Property; also, preliminary expenditures necessary in preparation for drilling and 
61 expenditures incurred in abandoning when the well is not completed as a producer, and original cost or 
62 copaCruction or installation of fixed assets, the expansion of fixed assets and any other project clearly 
63 ^ d i s c e r n i b l e as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section I I I . All other 
64 S\ —costs shall be cansidorod as-oportttwgi — 
65 
66 2. Overhead - Major Construction 
67 
68 l b compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of 
69 fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
70 Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 
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1 Account for overhead based on the following rales for any Major Construction project in excess of $ 25 ,000 . 00 . 
2 
3 A. 5 % of first $100,000 or total cost if less, plus 
4 
5 D. 3 % of costs in excess of $100,000 but less than $1,000,000, plus 
6 
7 C. 2 % of costs in excess of $1,000,000. 
8 
9 Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single 

10 project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be 
11 excluded. 
12 
13 3. Catastrophe Overhead 
14 

15 To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 
16 to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are 
17 necessary to restore the Joint Property to the equivalent condition that existed prior to the event causing the 
18 expenditures, Operator shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account 
19 for overhead based on the following rates: 
20 

[21 A 5 % 0 f total costs through $100,000; plus 
122 
23 B. 3 % of total costs in excess of $100,000 but less than $1,000,000; plus 
24 
25 C. 2 % of total costs in excess of $1,000,000. 
26 
27 Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead 
28 provisions of this Section I I I shall apply. 
29 
30 4. Amendment of Rates 
31 
32 The overhead rates provided for in this Section HI may be amended from time to time only by mutual agreement 
33 between the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 
34 
35 
36 IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES. TRANSFERS AND DISPOSITIONS 
37 
38 Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material 
39 movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at 
40 Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or 
41 surplus Material, such disposal being made cither through sale to Operator or Non-Operator, division in kind, or sale to 
42 outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition 
43 A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties. 
44 
45 1. Purchases 
46 

47 Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of 
48 Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account 
49 when adjustment has been received by the Operator. 
50 
51 2. Transfers and Dispositions 
52 
53 Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator, 
54 unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts: 
55 
56 A. New Material (Condition A) 
57 
58 (1) Tubular Goods Other than Line Pipe 
59 
60 (a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill 
61 published carload base prices effective as of date of movement plus transportation cost using the 80,000 
62 pound carload weight basis to the railway receiving point nearest the Joint Property for which 
63 published rail rates for tubular goods exist If the 80,000 pound rail rate is not offered, the 70.000 pound 
64 or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain, Ohio 
65 and casing from Youngstown, Ohio. 
66 
67 (b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus 
68 transportation cost from that mill to the railway receiving point nearest the Joint Property as provided 
69 above in Paragraph 2.A.(lXa). For transportation cost from points other than Eastern mills, the 30,000 
70 
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1 pound Oil Field Haulers Association interstate truck rate shall be used. 
2 
3 (c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston, 
4 Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, 
5 to the railway receiving point nearest the Joint Property. 
6 
7 (d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices 
8 f.o.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate 
9 per weight of tubing transferred, to the railway receiving point nearest the Joint Property. 

10 
11 (2) Line Pipe 
12 
13 (a) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or 
14 more shall be priced under provisions of tubular goods pricing in Paragraph A.(lXa) as provided above. 
15 Freight charges shall be calculated from Lorain, Ohio. 
16 
17 (b) Line pipe movements (except size 24 inch OD and larger with walls J/( inch and over) less than 30,0C0 
18 pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment, 
19 plus 20 percent, plus transportation costs based on freight rates as set forth under provisions of tubular 
20 goods pricing in Paragraph A.(lXa) as provided above. Freight charges shall be calculated from Lorain, 
21 Ohio. 
22 
23 (c) Line pipe 2-1 inch OD and over and % inch wall and larger shall be priced f.o.b. the point of 
24 manufacture at current new published prices plus transportation cost to the railway receiving point 
25 nearest the Joint Property. 
26 
27 (d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall 
28 be priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at 
29 prices agreed to by the Parties. 
30 
31 (3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable 
32 supply store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the 
33 railway receiving point nearest the Joint Property. 
34 
35 (4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current 
36 new price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or 
37 point ol manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint 
38 Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2). 
39 
40 B. Good Used Material (Condition B) 
41 
42 Material in sound and serviceable condition and suitable for reuse without reconditioning: 
43 
44 (1) Material moved to the Joint Property 
45 
46 At seventy-five percent (75%) of current new price, as determined by Paragraph A. 
47 
48 (2) Material used on and moved from the Joint Property 
49 
50 (a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was 
51 originally charged to the Joint Account as new Material or 
52 
53 (b) At sixty-five percent (G5%) of current new price, as determined by Paragraph A, if Material was 
54 originally'chargcd to the Joint Account as used Material. 
55 
56 (3) Material not used on and moved from the Joint Property 
57 
58 At seventy-five percent (75%) of current new price as determined by Paragraph A. 
59 
60 The cost of reconditioning, if any, shall be absorbed by the transferring property. 
61 
62 C. Other Used Material 
63 
64 (1) Condition C 
65 
66 Material which is not in sound and serviceable condition and not suitable for its original function until 
67 after reconditioning shall be priced at f i f ty percent (50%) of current new price as determined by 
68 Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition 
69 C value plus cost of reconditioning docs not exceed Condition B value. 
70 
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I (2) Condition D 
2 
3 Material, excluding junk, no longer suitable for ils original purpose, but usable for some other purpose 
4 shall be priced on a basis commensurate with its use. Operator may dispose of Condition D Material 
5 under procedures normally used by Operator without prior approval of Non-Operators. 
6 
7 (a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe 
8 of comparable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be 
9 priced at used line pipe prices. 

10 
I I (b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. 
12 power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe. 
13 Upset tubular goods shall be priced on a non upset basis. 
14 
15 (3) Condition E 
16 
17 Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under 
18 procedures normally utilized by Operator without prior approval of Non-Operators. 
19 
20 D. Obsolete Material 
21 
22 Material which is serviceable and usable for its original function but condition and/or value of such Material 
23 is not equivalent to that which would justify a price as provided above may be specially priced as agreed lo by 
24 the Parties. Such price should result in the'Joint Account being charged with the value of the service 
25 rendered by such Material. 
26 
27 E. Pricing Conditions 
28 
2D (1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25?) 
30 per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs 
31 sustained at the stocking point. The above rate shall be adjusted as of the first day of April each year 
32 following January 1, 1985 by the same percentage increase or decrease used to adjust overhead rates in 
33 Section I I I , Paragraph l.A.(3). Each year, the rate calculated shall be rounded lo the nearest cent and 
34 shall be the rate in effect until the first day of April next year. Such rate shall be published each year 
35 by the Council of Petroleum Accountants Societies. 
30 
37 (2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down 
38 price of new Material. 
39 
40 3. Premium Prices 
41 
42 Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
43 unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required 
44 Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use. and in moving it 
45 to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing 
4G Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within 
47 ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use 
48 and acceptable to Operator. 
49 

50 4. Warranty of Material Furnished By Operator 

51 
52 Operator does not warrant the Material furnished. In case of defective Materia!, credit shall not be passed to the Joint 
63 Account until adjustment has been received by Operator from the manufacturers or their agents. 
54 
55 
56 V. INVENTORIES 
57 
58 The Operator shall maintain detailed records of Controllable Material. 
69 
60 L Periodic Inventories, Notice and Representation / 
61 
62 At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 
63 of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that 
64 Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an 
65 inventory shall bind Non-Operators lo accept the inventory taken by Operator. 
66 
67 2. Reconciliation and Adjustment of Inventories 
68 
69 Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six 
70 months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for 
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overages and shortages, but. Operator shall be held accountable only for shortages due to lack of reasonable diligence. 

Special Inventories 

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

Expense of Conducting Inventories 

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

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except 
inventories required due to change of Operator shall be charged to the Joint Account. 



EXHIBIT "D 

Attached to and made a part of that certain Operating Agreement 
dated July 30, 1997 , between MEWBOURNE OIL COMPANY, aa 
Operator, and nevon Energy Corporation , as Non-Operator. 

INSURANCE 

At a l l times during the conduct of operations hereunder, Operator shall maintain 
in force the following insurance, at the expense of and for the benefit of the 
Joint Account: 

1. Worker'8 Compensation Insurance 

A. Statutory Worker's Compensation coverage to include a l l areas 
involved in operations covered under this contract. 

B. Employers l i a b i l i t y with a limit of $500,000 each accident. 

2. Comprehensive General Liability Insurance (CGL) 

A. Standard Comprehensive General Liability including coverage for 
products/completed operations. 

3. Contractual l i a b i l i t y , insuring contracts between Mewbourne Oil 
Company and their contractors covering assumed tort l i a b i l i t y . 

C. Limit3 of Liability. 

General Aggregate Limit $2,000,000 

Products and Completed Operations Aggregate Limit $1,000,000 

Personal and Advertising Injury Limit $1,000,000 

Each Occurrence Limit $1,000,000 

3. Automobile Liability Insurance 

A. Standard Comprehensive form including a l l owned, non-owned and 
hired automobile equipment. 

B. Limit3 of Liability: $1,000,000 
Combined Single Limit 

4. Contractors' and Subcontractors 

Operator agrees to use i t s best efforts to assure that i t 3 contractors 
and subcontractors also comply with the insurance requirements listed 
in paragraphs 1-3 above and that certain contractors and 
subcontractors engaged in higher risk activities carry appropriate 
insurance coverage. 

5. Umbrella Policy 

In addition to paragraphs 1-3 above. Operator Bhall also carry an 
Umbrella Liability Policy with coverage of at least $5,000,000. 



6. Operator's Extra Expense Insurance 

Operator w i l l carry Operator's Extra Expense Insurance covering costs 
of well control, clean up, and redrilling, with a minimum li m i t per 
occurrence of $3,000,000 for well depths of 0-10,000' and $10,000,000 
for well depths over 10,000'. 

7. Additional Insurance 

In addition to the above referenced types of insurance coverage, 
Operator may, but is not required to, carry additional types of 
insurance coverage including, but not limited to, various type3 or 
additional excess umbrella l i a b i l i t y , public property damage, o i l 
lease property, pollution or contamination, or similar coverage. The 
actual premiums paid for a l l insurance shall be charged on a pro-rata 
basis to the Joint account of the parties hereto. 

8. Other Provisions 

Any l i a b i l i t y , loss, damage claim or expense resulting from accidents 
or occurrences not covered by insurance of the character referred to 
above, or in excess of the insurance actually carried under the above 
provisions, shall be borne by the parties hereto in the proportions 
which they own in the unit area. In the event Operator, is unable to 
procure and maintain any of the insurance enumerated above, Operator 
shall promptly give written notice thereof to the other parties and in 
such event, resulting loss, damage, claim and expense shall be borne 
by the parties hereto in proportion to their respective interests in 
the unit area. Such notice shall also constitute a waiver of the 
requirement that Operator procure and maintain the insurance which is 
the subject of notice. 



EXHIBIT "E" 

At t a c h e d t o and made a p a r t o f t h a t c e r t a i n O p e r a t i n g Agreement 
dated J u l y 30. 1997 , between MEWBOURNE OIL COMPANY, aa 
O p e r a t o r , a n d ppynn Fnr-.rgy C o r p o r a t i o n * 
as Non-Operator. 

GAS BALANCING AGREEMENT 
FOR GAS WELL PRODUCTION 

DURING t h e p e r i o d or p e r i o d s when any p a r t y h e r e t o has no market f o r , o r 
i t s purchaser i s unable t o ta k e or i f any p a r t y f a i l s t o ta k e i t s share o f gas, 
t h e o t h e r p a r t i e s s h a l l be e n t i t l e d t o produce each month one hundred p e r c e n t o f 
t h e a l l o w a b l e gaa p r o d u c t i o n assigned t o t h e U n i t Area by t h e a p p r o p r i a t e 
governmental e n t i t y h a v i n g j u r i s d i c t i o n , and each of such p a r t i e s s h a l l have t h e 
r i g h t t o ta k e a l l or any p a r t o f i t s p r o r a t a share. A l l p a r t i e s h e r e t o s h a l l 
share i n and own t h e condensate recovered a t t h e 3 u r f a c e i n accordance w i t h t h e i r 
r e s p e c t i v e i n t e r e s t , b ut each p a r t y t a k i n g such gas s h a l l own a l l o f t h e gas 
d e l i v e r e d t o i t s purchaser. Each p a r t y unable t o market i t s share o f t h e gas 
produced s h a l l be c r e d i t e d w i t h gas i n s t o r a g e equal t o i t s share o f t h e gaa 
produced/ l e s s i t s share of gas used i n leas e o p e r a t i o n s , vented or l o s t * 
Operator s h a l l m a i n t a i n a c u r r e n t account o f the gas balance between t h e p a r t i e s 
and s h a l l f u r n i s h a l l p a r t i e s h e r e t o monthly s t a t e m e n t s showing t h e t o t a l 
q u a n t i t y o f gas produced, used i n lease o p e r a t i o n s , vented or l o s t , and t h e t o t a l 
q u a n t i t y o f condensate recovered, 

AFTER n o t i c e t o Operator, any p a r t y may b e g i n t a k i n g or d e l i v e r i n g i t s 
share o f t h e gas produced. I n a d d i t i o n t o i t s share, each p a r t y , u n t i l i t has 
reco v e r e d i t s gas i n sto r a g e and balanced i t s gas account, s h a l l be e n t i t l e d t o 
take o r d e l i v e r a volume of gas equal t o f i f t y (50%) p e r c e n t o f each overproduced 
p a r t y ' s share o f gas produced. I f more t h a n one p a r t y i s e n t i t l e d t o t h e 
a d d i t i o n a l gas produced, they s h a l l d i v i d e such a d d i t i o n a l gas i n accordance w i t h 
U n i t p a r t i c i p a t i o n . 

IN t he event p r o d u c t i o n o f gas permanently ceases p r i o r t o the t i m e t h a t 
t h e accounts o f t h e p a r t i e s have been balanced, a complete b a l a n c i n g s h a l l be 
accomplished by a money s e t t l e m e n t . Such s e t t l e m e n t s h a l l be based on t h e p r i c e 
o r p r i c e s r e c e i v e d by each over-produced p a r t y , l e s s t a x e s , f o r i t s share o f t h e 
overproduced gaa, w i t h o u t i n t e r e s t . 

AT a l l timea w h i l e gas i s produced from t h e U n i t Area, each p a r t y s h a l l 
make a p p r o p r i a t e s e t t l e m e n t o f a l l r o y a l t i e s , o v e r r i d i n g r o y a l t y i n t e r e s t , and 
o t h e r payments out o f o r i n l i e u of p r o d u c t i o n f o r which i t i s r e s p o n s i b l e , as 
i f each p a r t y were t a k i n g or d e l i v e r i n g t o a purchaser i t s share, and i t s share 
o n l y , o f such gas p r o d u c t i o n . Each p a r t y h e r e t o agrees t o h o l d each o t h e r p a r t y 
harmless from any and a l l c l a i m s f o r r o y a l t y payments a s s e r t e d by r o y a l t y owners 
t o whom each p a r t y i s accountable. 

THE p r o v i s i o n s o f t h i s agreement s h a l l be s e p a r a t e l y a p p l i c a b l e t o each 
r e s e r v o i r t o t h e end t h a t p r o d u c t i o n from one r e s e r v o i r i n a gas w e l l may n o t be 
u t i l i z e d f o r t h e purpose o f b a l a n c i n g u n d e r p r o d u c t i o n from o t h e r r e s e r v o i r s . 

END OF EXHIBIT "E" 



EXHIBIT "F" 

Non-Discrimination and Certification of Non-Segregated Facilities 

Attached to and made a part of that certain Operating Agreement dated July 30 , 1997 t 

by and between Mewbourne Oil Company, as Operator, and Devon Energy Corporation 

as Non-Operator. 

Operator and any successor, substitute or replacement therefor (whether succeeding, 

substituting for or replacing Operator in whole or in part, temporarily or permanently) is considered 

a "Contractor" ofthe Federal Government and subject to the terms, provisions and representations 

set forth below. By execution or ratification of, or joinder in, this agreement, or by accepting the 

benefits hereof in any way, each party so situated hereby ratifies, adopts and confirms the following 

as "Contractor". 

1. Contractor is an Equal Opportunity Employer and will not discriminate against any 

employee or applicant for employment because of race, color, religion, sex, national origin, handicap, 

or status as a Vietnam Era Veteran. 

2. Contractor shall comply with the applicable requirements ofthe following laws, regulations 

and orders: 

A. Executive Order 11246, as amended, which prohibits job discrimination on the 

basis of race, color, religion, sex or national origin, and requires affirmative action to ensure equality 

of opportunity in all aspects of employment. 

B. Section 503 of the Rehabilitation Act of 1973, as amended, which prohibits job 

discrimination because of a disability and requires affirmative action to employ and advance in 

employment qualified individuals with disabilities who, with reasonable accommodation, can perform 

the essential functions of a job. 

C. 38 U.S.C. 4212 of the Vietnam Era Veterans Readjustment Assistance Act of 

1974, which prohibits job discrimination and requires affirmative action to employ and advance in 

employment qualified Vietnam era veterans and qualified special disabled veterans. 

3. Contractor certifies that it does not and will not maintain or provide for its employees any 

facilities which are segregated by race, color, religion, or national origin, or permit its employees to 

perform any services at any location under its control, where segregated facilities are maintained and 

Contractor will obtain a similar certification for all non-exempt subcontracts, as required by 41 C.F.R. 

Section 60-1.8. 
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