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1 B. Resignati eor R 1 of Operator and Selection of Successor:
2
3 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice
4 thereof 10 Non-Operators. 1f Operator terminates its legal existence, no longer owns an interest in the
§ Contract Area, or is no langer capable of serving as Operator. it shall cease to be Operator without any
6 action by Non-Operator. except the selection of a successor. Operator may be removed if it fails or
7 refuses to carry out its duties hereunder, or becomes insoivent. bankrupt or is placed in receivership.
8 by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
9 ship as shown on Exhibit “A". and not on the number of parties remaiming after excluding the voting
10 interest of Operator. Such resignation or removal shall not become effective until 7:00 oclock A.M.
11 on the first day of the calendar month following the expiration of ninety (90) days after the giving of
12 notice of resignation by Operator or action by the Non-Operators to remove Operator. unless a successor
13 Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after effect-
14  1ve date of resignation or removal. shall be bound by the terms hereof as a Non-Operator. A change of
15 a corporate name or structure of Operator or transfer of Operator's interest to any singie subsidiary,
16 parent or successor corporation shall not be the basis for removal of Operator.
17
18 2. Selection of Successor Operator: Upon the resignation or removal af Operator. a successor Op-
19 erator shall be selected by the Parties. The successor Operator shall be seiected from the parties owning
20 an interest in the Contract Area at the time such successor Operator is selected. Ilf the Operator that
21  is removed fails to vote or votes only to succeed itself, the successor Operator shall be selccted by the
22 affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown
23 on Exhibit “A”, and rﬁ on the number of parties remaining after exciuding the voting interest of the
24 Operator that was removed. ——
25
26 C. Employees:
27
28 The number of employees used by Operator in conducting operations hereunder, their selection.
29 and the hours of labor and the compensation for services performed. shall be determined by Operator,
30 and all such employees shall be the employees of Operator.
31
32 D. Drilling Contracts:
33
34 All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual
35 rates prevailing in the area. If it so desires. Operator may employ its own tools and equipment in the
36 drilling of wells. but its charges therefor shall not exceed the prevailing rates in the area and the rate
37 of such charges shall be agreed upon by the parties in writing before drilling operations are com-
38 menced. and such work shall be performed by Operator under the same terms and conditions as are
39 customary and usual in the area in contracts of independent contractors who are doing work of a sim-
40 ilar nature.
41
42 ARTICLE VI
43 DRILLING AND DEVELOPMENT
44
45 A. lnitial Well:
46
47 On or before the day of . 19 ___. Operator shall commence the drill-
48 ing of a well for oil and gas at the following location:
. 49
50
51
2
53 and shall thereafter continue the drilling of the well with due diligence to
g‘\) 3 b
7} oy 55
AN ..
Q 57 . ’
:u:" - E 5' : 58 unless granite or other practically impenetrable substance or condition in the hole, which r:::::
- O s B 59 further drilling impractical. is encountered at a lesser depth. or unless all parties agree 10 CompH .
g,:-' l-<- £ 55 60 abandon the well at a lesser depth. P
o] w )] . o
o} i Q@ zg 62 Operator shall make reasonable tests of all formations encountered during drilling which D‘"-“':‘;
o 53' Q b . 61 dication of containing oil and gas in quantities sufficient to test, uniess this agreement shall be limit
2Nmgl 64 in its application 10 s specific formation or formations. in which event Operator shall be """""“ to
8 S E § 8 65 test only the formation or formations to which this agreement may apply. .

- =i 668 i - N
6 E é 'g g a7 If. in Operstor's judgment, the well will not produce oil or gas in paying quantities, and K mﬁll
&3S ;':" 3 8 10 plug and abandon the well as a dry hole, it shall first secure the consent of all paniiyiid’

Owazx 69 plug and abandon same as provided in Articie VI.E.l. hereof.
70 Rl
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between ___ Bl ANKS ENFRGY CORPORATION

, hereinafter designated and
referred to as “Operator”, and the signatory party or parties other than Operator, sometimes hereinafler
referred 1o individually herein as “Non-Operator”, and collectively as “Non-Operators",

WITNESSETH:

WHEREAS, the parlies to this agreement are owners of oil and gas leases and/or oil and gas in-
terests in the land identified in Exhibit “A", and the parlies hereto have reached an agreement to explore
and develop these leases and/or oil and gas interests for the production of oil and gas to the extent and
as hereinafter provided:

NOW, THEREFORE, it is agreed as follows:

ARTICLE I
DEFINITIONS

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

A. The term “0il and gas” shall mean oil, gas, casinghead gas, gas condensate, and all other liquid
or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to
limit the inclusiveness of this lerm is specifically stated.

B. The terms “oil and gas lease', "lease"” and “leasehold” shall mean the 0i] and gas leases cov-
ering tracts of land lying within the Contract Area which are owned by the parties to this agreement.

C. The term “o0il and gas interesis” shall mean unleased fee and mineral interests in tracts of
land lying within the Contract Area which are owned by parties to this agreement.

D. The term “Coniract Area" shall mean all of the lands, oil and gas leasehold interests and oil
and gas inlerests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A™.

E. The term ‘''drilling unit” shall mean the area fixed for the drilling of one well by order or rule
of any state or federal body having autharity. If a drilling unit is not fixed by any such rule or order,
a drilling unit shall be the drilling unit as established by the pattern of drilling in the Contract Area
or as fixed by express agreement of the Drilling Parties.

F. The term *‘drillsite” shall mean the oil and gas lease or interest on which a proposed well is to
be located.

G. The terms “Drilling Party” and ‘‘Consenting Party" shall mean a party who agrees to join in
and pay its share of the cost of any operation conducted under the provisions of this agreement.

H. The terms “Non-Drilling Party” and “Non-Consenting Party” shall mean a party who elects
not to participate in a proposed operation.

Unless the conlext otherwise clearly indicates, words used in the singular include the plural, the
plural includes the singular, and the neuter gender includes the masculine and the feminine.

’ ARTICLE 1L
EXHIBITS

The following exhibits, as indicaled below and attached hereto, are incorporated in and made a
part hereof:
B2 A. Exhibit “A”, shall include the following information:
(1) ldentification of lands subject to agreement,
(2) Restrictions, if any, as to depths or formations,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases and/ar oil and gas interests subject to this agreement,
(5) Addresses of parties for notice purposes.
. Exhibit “B", Form of Lcase.
. Exhibit “C”, Accounting Procedure.
. Exhibit D™, Insurance,
. Exhibit “E", Gaa Balancing Agrecment,
. Exhibit “F", Non«Discrimination and Certification of Non-Scgrcgated Facilities,
.Exhibit "G", Tax Partnership
If any provision of any exhibit, except Exhibit “E”, is inconsistent with any provision contained
in the body of this agreement, the provisions in the body of this agreement shall prevail.

¢ OKxXO
QMmO m
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ARTICLE 1L
INTERESTS OF PARTIES

B. Inierest of Parlies in Costs and Production:

Exhibit “A" lists all of the parties and their respective percentage or fractional interesis under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under
this agreement shall be borne and paid, and all equipment and material acquired in operations on the
Contract Area shall be owned by the parties as their interests are shown in Exhibit “A”.

All produc-
tion of oil and gas from the Contract Area, subject to the payment of lessor's royallies wiich—wit—be
Berrre—tr—thre—dori—d 4 shall also be owned by the parties in the same manner during the term

hereof; provided, however, this shall not be deemed an assignment or cross-assignment of interests cov-
ered hereby.

ARTICLE 1V.
TITLES

_A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of

_ drilling operations or, if the Drilling Parties so request, title examination shall be made on the leases

and/or oil and gas interests included, or planned to be included, in the drilling unit around such well
The opinion will include the ownership of the working interest, minerals, royalty, overriding royalty
and production payments under the applicable leases. At the time a well is proposed, each party con-
tributing leases and/or oil and gas interests to the drillsite, or to be included in such drilling unit, shall
furnish to Operator all abstracts (including Federal Lease Status Reports), title opinions, title papers
and curative material in its possession free of charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of title, shall be oblaineé
by Operator. Operator shall cause title to be examined by atlorneys on its staff or by outside attorneys

Copies of all title opinions shall be furnished to each party hereto. The cost incurred by Operator in
this title program shall be borne as follows:

(] Option No. 1: Costs incurred by Operator in procuring abstracts and title examinalion (including
preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be a
part of the administrative overhead as provided in Exhibit “C,” and shall not be a direct charge, whether
performed by Operator's staff atlorneys or by outside altorneys.

XY Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid oulside attorneys
for title examination (including preliminary, supplemental, shut-in gas royalty opinions and division
order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit “A"

Operator shall make no charge for services rendered by its staff attorneys or olher personnel in the
performance of the above functions.

Each party shall be responsible for securing curalive matter and pocling amendinents or agreements
required in connection with leases or oil and gas interests contributed by such party. The Operator shall be
responsible for the preparation and recording of Pooling Designhations or Declarations as well as the
conducl of hearings before Governmental Agencies for the securing of spacing or pooling orders This
shall not prevem any parly from appearing on its own behalf at any such hearing. "

B. Loss of Title: : ”"W"Si‘

1.. Failure of Title: Should any oil and gas interest or lease, or interest lherexn,~be \ost lhrough
failure of title, which loss results in a reduction of interest from that shown on Exhibit “A" J.h:e agree-
ment, nevertheless, shall continue in force as to all remaining oi)l and gas leases and mtexest and-

(a) The party whose oil and gas lease or interest is affected by the title failure :hall bear alone
the entire ioss and it shall not be entitled to recover from Operator or the other parties any development

_2-
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or operating costs which it may have theretofore paid, but there shall be no monetary liability on its
part to the other parties hereto for drilling, development, operating or other similar costs by reason of
such title failure; and

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the
operation of the interest which has been lost, but the interests of the parties shall be revised on an acre-
age basis, as of the time it is determined finally that title failure has occurred, so that the interest of
the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest Jost; and’

(c) If the proportionate inlerest of the other parties hereto in any producing well therelofore drilled
on the Coniract Area is increased by reason of the title failure, the party whose title has failed shall
receive the proceeds attributable to the increase in such inlerests (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connectlion with such well;
and

(d) Should any person not a party to this agreement, who is determined to be the owner of any in-
terest in the title which has 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 who bore the costs which are so refund-
ed; and

(e) Any liability to account to a third party for prior production of oil and gas which arises by
reason of title failure shall be borne by the party or parties in the same proportions in which they shared
in such prior production; and

(f) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection
with the defense of the interest claimed by any party hereto, it being the intention of the parties
hereto that each shall defend title to its interest and bear all expenses in connection therewith.

2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight,
any rental, shut-in well payment, minimum royaity or royally payment, is not paid or is erroneously
paid, and as a result a lease or interest therein terminates, there shall be no monetary liability against
the party who failed to make such payment. Unless the party who failed to make the required payment
secures a new lease covering the same interest within ninety (90) days from the discovery of the fail-
ure to make proper payment, which acquisition will not be subject to Article VIII.B,, the inlerests of
the parties shall be revised on an acreage basis, effective as of the date of termination of the lease in-
volved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event
the party who failed to make the required payment shall not have been fully reimbursed, at the lime of
the loss, from the proceeds of the sale of oil and gas attributable to the lost interest, calculated on an
acreage basis, for the development and operating costs theretofore paid on account of such interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the
cost of any dry hole previously drilled or wells previpusly abandoned) from so much of the following
as is necessary to effect reimbursement:

(a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost
interest, on an acreage basis, up to the amount of unrecovered costs;

(b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an
acreage basis, of that portion of oil and gas thereafter produced and marketed (excluding production
from any wells thereafter drilled) which, in the absence of such lease termination, would be attributable
to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the oil and gas to be contributed by the other parties in proportion to their respective in-
terests; and

(¢) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or
becomes, the owner of the interest lost, for the privilege of participating in the Contract Area or be-
coming a party to this agreement.

3. Other Losses: All losses incurred, other than those set forth in Articles 1V.B.1. and IV.B.2.
above, shall not be considered failure of title but shall be joint losses and shall be borne by all parties

in proportion to their interests. There shall be no readjustment of interests in the remnaining portion of
the Contract Area.

ARTICLE V.
OPERATOR

A. DESIGNATION AND RESPONSIBILITIES OF OPLRATOR:

__ BLANKS_ENERGY_CORPORATION . ._shall be the

Opertator of the Contract Area, and shall conduct and clu-ec! and have full control of al) opcralions on
the Contract Area as permitted and required by, and within the limits of, this agrcement. Tt shall con-
duct all such operations in a good and workmanlike manner, but it shall have no liability as Opbralor
1o the other parties for Josses sustained or liabilities incurred, except such as may result (rom gross
negligence or willful misconduct.
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B. Recsignation or Removal of Opcrator and Sclection of Successor:

1. Resignation or Removal of Operator: Operalor may resign at any time by giving written notice
thereof to Non-Operators. If Operator terminales its legal exislence, no longer owns an interest in the
Contract Area, or is no Jonger capable of serving as Operalor, it shall cease to be Operator without any
action by Non-Operator, except the sclection of a successor. Operator may be removed if it fails or
refuses 1o carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership,
by the affirmative vole of two (2) or more Non-Operalors owning a majority interest based on owner-
ship as shown on Exhibit “A”, and not on the number of parlies remaining after excluding the voling
interest of Operatlor. Such resignation or removal shall not become effective until 7:00 o’clock A M.
on the {irst day of the calendar month following the expiration of ninety (90) days after the giving of
notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor
Operator has been selected and assumes the duties of Operator at an earlier date. Operator, afier effect-
jve date of resignation or removal, shall be bound by the terms hereof as a Non-Operalor. A change of
a corporate name or structure of Operalor or transfer of Operator's interest to any single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
erator shall be selected by the Parties. The successor Operator shall be selected from the parties owning
an interest in the Conliract Area at the time such successor Operator is selected. If the Operator that
is removed fails to vote or voles only to succeed itself, the successor Operator shall be selected by the
affirmative vole of two (2) or more parties owning a majorily inlerest based on ownership as shown
on Exhibit “A”, and not on the number of parties remaining after excluding the voting interest of the
Operator that was removed.

C. Employees:

The number of employees used by Operator in conducting operations hereunder, their selection,
and the hours of labor and the compensation for services performed, shall be determined by Operator,
and all such employees shall be the employees of Operator.

D. Drilling Contracts:

All wells drilled on the Coniract Area shall be drilled on a competitive contract basis at the usual
rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in U.\e
drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate
of such charges shall be agreed upon by the parties in writing before drilling operations are com-
menced, and such work shall be performed by Operator under the same terms and conditions as are
cusiomary and usual in the area in contracts of independent contractors who are doing work of a sim-
ilar nature.

ARTICLE VI,
DRILLING AND DEVELOPMENT

A. Initial Well:

Honeysuckle 31 - 660' FNL & 2084' FEL, Section 21, T-18-§5,
) R-35-E, Lea County, New Mexico.
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B. Subscquent Operalions:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area
other than the well provided for in Article VLA, or to rework, deepen or plug back a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the parties and not then producing
in paying quantities, the party desiring to dril), rework, deepen or plug back such a well shall give the
other parties writlen notice of the proposed operation, specifying the work to be performed, the loca-
tion, proposed depth, objectiv?i {én iomﬁ;rd the esiimated cost of the operation. The parties receiv-
ing such a notice shall have *ﬂm days afler receipt of the notice within which 1o notify the
parlies wishing to do the work whether they elect to participate in the cost of the proposed operation.
It a drilling rig is on location, notice of proposal 1o rewofueﬁ’\‘:'jﬂ-fﬁﬁ 4?“" deeper mnay be given
by telephone and the response period shall be limited to l@d&aqh‘-(—tﬂgz_ : hours, eseluatime—et-Gatardey,

Failure of a party receiving such notice to reply within the period above fixed
shall constitute an election by that party not to participate in the cost of the proposed operation. Any
nolice or response given by telephone shall be promptly confirmed in writing.

2. Operations by Less than_All Parties: If any party receiving such notice as provided in Article
VL.B.1. or VLE.l elects not to participate in the proposed operation, then, in order to be entitled to
the benefits of this article, the party or parties giving the notice and such other parties as shall elect

icipatecin the operation shall, within sixty (60) days after the expiralion of the nofice period of
AT A i

(or as promptly as possible after the expiration of the r period
where the drilling rig is on location, as the case may be) actually commence work on the proposed
operation and complete it with due diligence. Operator shall perform all work for the account of the
Consenting Parlies; provided, however, if no drilling rig or other equipment is on location, and if Op-
erator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform
the work required by such proposed operation for the account of the Consenting Parlies, or (b) desig-
nate one (1) of the Consenting Parties as Operalor to perform such work. Consenting Parties, when

conducting operations on the Contract Area pursuant to this Article V1.B.2, shall comply with all terms
and conditions of this agreement,

If less than all parties approve any proposed operalion, the proposing parly, immediately after the
expiration of the applicable notice period, shall advise the Consenling Parties of (a) the tota) interest
of the parties approving such operation, and (b) its recommendation as to whether the Consinti Par
ties should proceed with the operation as proposed. Each Consenting Party, within m nty- r.J24)

hours {axelusize oi-Satusdem—Sunday Jegel—ivetidevedy after receipt of such nolice, shall advise the

proposing party of its desire to (a) limit participation to such party's interest as shown on Exhibit “A”,
or (b) carry ils proportionate part of Non-Consenting Parties’ interest. The proposing party, at its
election, may withdraw such proposal if there is insufficient participation, and shall promptly notify
all parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in
the propartions they have elected lo bear same under the terms of the preceding paragraph. Consenting
Parties shall keep the leasehold estates involved in such operations free and clear of all liens and
encumbrances of every kind created by or arising from the operations of the Consenting Parties. If such
an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions
of this Article results in a producer of oil and/or gas in paying quantities, the Consenting Parties shall
complete and equip the well to produce at their sole cost and risk, and the well shall then be turned
over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties.
Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such
well by Consenting Parties in accordance with the provisions of this Article, each Non-Consenting Party
shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and
be entitled 1o receive, in proportion to their respective interests, all of such Non-Consenting Party's
interest in the well and share of produclion therefrom unti] the proceeds of the sale of such share.
calculated at the well, or market value thereof if such share is not sold (after deducling production
taxes, royalty, overriding royalty and other interests existing on the effective dale hereof, payable out of
or measured by the production from such well accruing with respect to such interest until it reverts)
shall equal the total of the following: .

r

“(a) 400% of each such Non-Consenting Party's share of the cost of any newly acquired” surface
equipment beyond the wellhead connections (including, but not lunited to, stock (anks, seya?ators,
treaters, pwnping equipment and piping), plus400% of each such Non-Consenting Party's share bf the
cost of operation of the well commencing with first production and continuing until each su'. tNon-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Arﬁ'c_lgl ?llbeing
agreed that each Non-Consenting Party’s share of such costs and eguipment will be that interebt Wwhich
would have been chargeable to each Non-Consenting Party had it participated in the w'_e'il ’r:a;n‘ the be-
ginning of the operation; and v «" ‘
- I:':—:.ﬁ..--~

(b) 400 o, of that portion of the costs and expenses of drilling reworking, dcepening, or p]uggingA
back, testing and completing, after deducting any cash contributions received under Article VIIL.C, and

-5-
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4004 of that portion of the cost of newly acquired equipment in the well (o and including the well-
head connections), which would have been chargeable to such Non-Consenting Party if it had partici-
pated therein.

Gas production attributable to any Non - Consenting Partly’s relinquished interest upon such Party's
election, shall be sold to its purchaser, if available, under the terms of ils exislting gas sales con-
tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from
such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
ered from ihe Non -q?é‘fs rat!m% .la?'rt.y‘s relé\nrzgésyhggigﬁ?rest. 5 such‘ Non - Consenting Party has not
contracted for sale of its gag at the time su is available for delivery, or has not made the elec-
tion as provided above, the C nstnting Parties shall own and be entitled to receive and sell such Non-
Consenling Parly's share S’trﬂﬂaucas
for sale shall state that they are for recoupment pericd only.

During the period of time Consenting Parljes are enlilled to receive Non-Consenting Party's share
of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of
all production, severance, gathering and other taxes, and all royalty, overriding royalty and other
burdens applicable to Non-Consenting Party's share of production.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shal)
be permitted 1o use, free of cost, all casing, tubing and other equipment in the well, but the ownership of
all such equipment shall remain unchanged; and upon abandonment of a well after such reworking,
plugging back or deeper drilling, the Consenting Parties shall account for all such equipment to the
owners thereof, with each parly receiving its proportionate part in kind or in value, less cost of
salvage.

Within sixty (60) days after the completion of any operalion under this Article, the party con-
ducting the operations for the Consenting Parties shall furnish each Non-Consenting Parly with an in-
ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling,
deepening, plugging back, testing, completing, and equipping the well for production; or, at its option,
the operating party, in lieu of an itemized stalement of such costs of operation, may submit a detailed
statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being

. reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-

ish the Non-Consentling Parties with an itemized statement of all costs and liabilities incurred in the
operation of the well, together with a statement of the quantity of oil and gas produced from it and the
amount of proceeds realized from the sale of the well’s working interest production during the preceding
month. In determining the quantity of oil and gas produced during any month, Consenting Parties
shall use industry accepted methods such as, but not limited 10, melering or periodic well tests. Any
amount realized from the sale or other disposition of equipment newly acquired in connection with any
such operation which would have been owned by a Non-Consenling Party had it participated therein
shall be credited against the total unreturned costs of the work done and of the equipment purchased,
in determining when the interest of such Non-Consenting Party shall revert to it as above provided;
and if there is a credit balance, it shall be paid to such Noan-Consenting party.

If and when the Consenting Parties recover from a Non-Consenting Parly's relinquished interest
the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
matically revert to it, and, from and after such reversion, such Non-Consenting Party shall own the same
interest in such well, the material and equipment in or pertaining thereto, and the production there-
from as such Non-Consenting Party would have been entitled to had it participated in the drilling,
reworking, deepening or plugging back of said well. Thereafler, such Non-Consenting Party shall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in
accardance with the terms of this agreement and the Accounting Procedure, attached hereto.

Notwithstanding the provisions of this Article VI.B.2, it is agreed that without the mutual consent
of all parties, no wells shall be completed in or produced from a source of supply from which a well
located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing
well spacing paltern for such source of supply.

-

The provisions of this Article shall have no application whatsoever to the drilling of thg initial
well described in Article VIA. except (a) when Option 2, Article VILD.1,, has been sclected"or (b)
to the reworking, deepening and plugging back of such initial well, if such well is or u:c.-xeaﬂ':er'_shan
prove 1o be a dry hole or non-commercial well, after having been drilled to the depth specified ilf':\rticle

C. Right to Take Production in Kind:

. 4 2

Each party shall have the right to take in kind or separately dispose of its propo ;@g e of
all oil and gas produced from the Contract Area, exclusive of production warmf'ga ay \Sécuséd_ S
velopment and producing operations and in preparing and treating oil Aor ag tingl-';';""r
production unavoidably lost. Any extra expenditure incurred in the taking in kindjdi'"s'cparalé dispo-
sition by any party of its proportionate share of the production shall be borne by‘_such party, Any

-6-
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party taking its share of production in kind shall be required to pay for only its proportionate share
of such part of Operator's surface facilities which it uses.

Each party shall execute such division orders and conlracts as may be necessary for the sale of its
interest in production from the Contract Area, and, excepl as provided in Article VIL.B,, shall be entitled

to receive payment direct {rom the purchaser thereof for its share of all production.

In the event any party shall fail to make the arrangementis necessary toamj(ehgm H'ﬂ f’ﬁ Sep,

iely,
dispose of its proportionale share of the oil XxdXg% produced from the Contract Area, Operatorgs}\a iaxh:ther part

the right, subject to the revocation at will by the parly owning it, but not the obligation, to purchase such
0il ewd—ges or sell it 1o others at any time and from time to time, for the account of the non-taking
parly at the Sﬁ‘l ?_riceargglainable in the area for such production. Any such purchase or sale by Op-
erator /S?»al e suebjepl alwyays to the right of the owner of the produclion 1o exercise at any time its
right to take in kind, or separately dispose of, its share of all oil X¥XXMK not previously delivered to a
purchaser. Any purchase or sale by Operator/oqral?)p% qrpzpr?;'gx}\are of oil AXXY¥ shall be only for
such reasonable periods of time as are consistent with the minimum needs of the indusiry under the
particular circumstances, but in no event for a period in excess of one (1) year. -MNetwilhstanding tha
L. .

PPV R avw ey | sheil=mat 3 1 H Tsdisr et 1 ta—imad £1
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exactly equal to a party's respective proportionate share of fotal gas sales to be allocated to i, the
balancing or accounting between the respective accounts of the parties shall be in accordance with

any Gas Balancing Agreement between the parties herelo, whether such Agreement is attached as
Exhibit “E", or is a separate Agreement.

D. Access 1o Contract Area and Information:

Each party shall have access to the Confiract Area at all reasonable times, at-#ts sole risk to inspect
or observe operations, and shall have access at reasonable times to information pertaining 1o the de-
velopment or operation thereof, including Operator's books and records relating thereto. Operator, upon
request, shall furnish each of the other parties with copies of all forms or reports filed with govern-
mental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports
of stock on hand at the first of each month, and shall make available samples of any cores or cuttings
taken from any well drilled on the Contract Area. The cost of gathering and furnishing information to
Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the
information.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled pursuvant to Article V1.B.2, any well
which has been drilled under the terms of this agreement and is proposed (o be completed as a dry hole
shall not be plugged and abandoned without the consent of all parties. Shoul OEPQ{MOF after, diligent
effort, be unable to contact any party, or should any party fail to reply withinw»wu—%g ours
+exchesireei-Setorday—Surduy-erdegelthelideysd after receipt of notlice of the proposal to plug and
abandon such well, such party shall be deemed to have consenied to the proposed abandonment. All
such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost,
risk and expense of the parties who participated in the cost of drilling of such well. Any party who ob-
jects to the plugging and abandoning such well shall have the right to take over the well and conduct
further operalions in search of oil and/or gas subject to the provisions of Article VI.B.

worked pursuant to Article VI.B.2. hereof for which the Consenting Parties have not been fully reim-
bursed ag therein provided, any well which has been completed as & producer shall not be plugged ana
sbandoned without the consent of a)) parties, If al)l partics consent to such sbandonment, the wall shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense
of all the parties hereto. If, within thirty (30) days after receipt of notice of the jnoposed abandtnment
of such well, all parties do not agree to the abandonnient of any well, those wishing 1o continue ity op-
cration shall tender to each of the other parties its proportionate share of the value of the well's félvab)e
material and equipment, determined in accordance with the provisions of Exhibit “C", less the es"_‘m(ed
cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning par .Ilshau
assign to the non-abandoning parties, without warranty, express or implied, as 1o tille or ga/iﬂ's\y_%tity,
quality, or fitness for use of the equipment and material, all of its interest in the well ar \»fc::l t_e .

2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-

e equip-
ment, together with its interest in the leasehold estate as to, but only as to, the interval ot in 23\; ‘s'g.') t}r:e
formation or formations then open to production. If the interest of the abandoning parl)"\is pf:in“ udes
an oi} and gas interest, such party shall execute and deliver to the non-abandoning pam:l'\;(xi.i;:\arﬁefan .
oil and gas lease, limited to the interval or intervals of the formation or formations thrér-{ B‘pe;}jto produc-
tion, for a term of one ycar and so long thereafier as oil and/or gas is produced from the interval or inter-

-7
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vals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit
“B". The assignments or leases so limited shall encompass the “drilling unit” upon which the well is
located. The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon
the relationship of their respective percentages of parlicipation in the Contract Area to the aggregate of
the percentages of participation in the Contract Area of all assignees. There shall be no readjustment
of interest in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the op-
eration of or production from the well in the interval or inlervals {hen open other than the royalties
retained in any lease made under the terms of this Article. Upon request, Operator shall continue fo
operale the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of
the separate ownership of the assigned well,

ARTICLE VIIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible
only for its obligations, and shall be liable only for its proportionate share of the costs of developing
and operating the Contract Area. Accordingly, the liens granted among the parties in Article VII.B. are
given to secure only the debts of each severally. It is not the inlention of the parties to create, nor shall
this agreement be construed as creating, a mining or other partnership or association, or to render the
parties liable as partners.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a
security interest in its share of oil and/or gas when extracied and its interest in all equipment, to secure
payment of its share of expense, logether with interest thereon at the rate provided in the Accounting
Procedure attached hereto as Exhibit “C”. To the exient that Operator has a security interest under the
Uniform Commercial Code of the State, Operator shall be entitled to exercise the rights and remedies
of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator
for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non-
Operator in the payment of its share of expense, Operator shall have the right, without prejudice to
other rights or remedies, to collect from the purchaser the proceeds from the sale of such Non-Operator's
share of oil and’/or gas until the amount owed by such Non-Operator, plus inlerest has been paid. Each
purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any de-
fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-
erator's proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of
a statement therefor by Operator, the non-defaulling parties, including Operator, shall, upan request by
Operator, pay the unpaid amount in the proportion that the interest of each such party bears to the in-
terest of all such parties. Each party so paying its share of the unpaid amount shall, to oblain reimburse-
ment thereof, be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses
incurred in the development and operation of the Contract Area pursuant to this agreement and shall
charge cach of the parties hereto with their respective proportionate shares upon the expense basis pro-
vided in the Accounling Procedure attached hereto as Exhibit “C". Operator shall keep an accurate

record of the joint account hereunder, showing expenses incurred and charges and credits made and
received.

R

Operwtor. at 115 clection. shall have the right from time 10 1ime to demand and receive from the
other partes pavment in advance of their respective shares of the crtimated amount of the expense 1o
be incurted in eperations hereunder during the next succeeding month, which right may be exercised only
by submission to cach such party of an itemized statement of such estimated expense, loge\hcr with
an invoice for its share thereof. Fach such statement and invoice for the payment in advancero( esti-
mated expense shall be submilted on or before the 20th day of the next preceding month.” Each party
shall pay 1o Operator its proportionate share of such estimate within fifieen (15) days afier kuch es-
timate and invoice is received. If any party {ails to pay its share of said estimate wnthin sald hme. the
amount due shall bear interest as provided in Exhibit “C" until paid. Proper 4d;us(ment “shall be
made monthly between advances and actual expense to the end that cach party shall bear and pay its
proporiionate share of actual expenses incurred, and no more.

_8-
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D. Limitatian of Expenditures:

Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, ex-
cept any well drilled or deepened pursuant to the provisions of Article VI.B.2. of this Agreement, it being
understood that the consent to the drilling or deepening shall include:

{J Option No. 1: Al necessary cxpenditures, for the drilling or deepening, testing, compleling and
equipping of the well, including necessary tankage and/or surface facilities.

KX Option No. 2: AN necessary expenditures for the drilling or deepening and testing of the well, When
such well has reached its authorized depth, and all tests have been completed, Operator shall give im-

mediate notice to the Non-Operalctrse}a}to ?li\beulheiréé:}t to participate in the completion costs. The parties
NS H brd . H AN

receiving such notice shall have urs {axaliriveol-Saturday, Sunday and logal holia
<myo¥ in which to elect to participate in the setting of casing and the completion attempt. Such election,
when made, shall include consent to all necessary expendilures for the completing and equipping of such
well, including necessary tankage and/or surface facilities. Failure of any parly receiving such notice
to seply within the period above fixed shall constitute an election by that party not to parlicipale in
the cost of the completion attempt. 1f one or more, but less than all of the parties, elect to set pipe and

to attempt a completion, ithe provisions of Article V1.B.2. hereof (the phrase “reworking, deepening or

" plugging back™ as contained in Arlicle VLB.2. shall be deemed 1o include “compleling”) shall apply to

the operations thereafter conducled by less than 2]) parties.

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged
back except a well reworked or plugged back pursuant (o the provnsxons of Article VI.B.2. of this agree-
ment, it being undersicod that the consent to the reworking or pluggmg back of a well shall include

consent to all necessary expenditures in conducting such operations and completing and equipping of
said well, including necessary tankage and/or surface facilities,

3. Other OEeratlons Operator shall not undertake any single project reasonably estimated to require
an expenditure in excess of___Twenty-five thousand __Dolars ($25,000.00 )
except in conneclion with a well, the drilling, reworking, deepening, completing, recompletling, or plug-
ging back of which has been previously authorized by or pursuant {o this agreernent; provided, how-
ever, that, in case of explosion, fire, flood or other sudden emergency, whether of the same or different
nature, Operator may take such sleps and incur such expenses as in its opinion are required to deal with
the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emer-
gency to the other parties. 1f Operator prepares “Authority for Expenditures” for its own use,
Operator, upon request, shall furnish copies of its *“Authority for Expenditures” for any single project

costing in excess of _Twenty-five thonsand Dollars ($.25,000.00 ).

E. Royalties, Overriding Royalties and Other Payments:

ch pariy shall pay.or deliver a ta be a|d o elivered, all royalties to the extent of the
1°W95€ 0% }yt-y ?‘ra"c{mn §r0”§e& ¥‘0?.!5 s?aagz"gf pro él%chon and shall hold the other parties {ree
from any liability lherefox:. If the inlerest of any parly in any oil and gas lease covered by this agree-
ment is subject to any royally, overriding royalty, production payment, or other charge over and above
the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account
for or cause to be accounted for, such interest to the owners thereof.

No party shall ever be responsible, on any price basis higher than the price received by such party,
to any other party’s lessor or royalty owner; and if any such other party’s lessor or royalty owner shouid
demand and receive selilements on a higher price basis, the party contributing such lease shall bear the
royalty burden insofar as such higher price is concerned.

F. Rentals, Shut-in Well Payinents and Minimum Royalties:

Rentals, shut-in well payments and minimum royalties which may be required under the terms of
any lease shall be paid by the party or parties who subjected such lease to this agreement at its i‘r their
expense. In the evenl two or more parties own and have contributed inlerests in the same leasidn this
agicement, such parties may designate one of such parties to make said payments for and on behaﬁ of all
ruch parties. Any party may request, and shall be entitled to rcceive, proper evidence of all suﬁ\‘pay-
wents. In the event of failure to make proper payment of any rental, shut-in well payment or n*'.r\'xmum
royalty throeugh mistake or oversight where such payment is required 1o continue the lease G?’om,
sny loss which resulls from such non-payment shall be borne in accordance with the provisions Article
IV.B2 '

Operator shall notify Non-Operator of the anticipated comnpletion of a shut-in gas
ting in or return 1o production of a producing gas well, at least five (5) days
dorsnd-Solidesc) or at the earliest opportunity permitied by circumstances, prior to ta P
but assumes no liabilily for failure to do so. In the event of failure by Operator[

rﬂan._‘
1950 notity  Non- !
Operator, the loss of any lease contributed herelo by Non-Operator for failure to makp.timely payments_ .
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1 of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article
2 1vV.Ba.
3
4 G. Taxes:
5 .
6 Beginning with the first calendar year afler the effeciive dale hereof, Operator shall render for ad
7  valorem taxation all property subject (o this agreement which by law should be rendered for such
8 taxes, and il shall pay all such taxes assessed {hereon before they become delinquent. Prior to the ren-
g dition dale. each Non-Operator shall furnish Operalor information as o burdens (1o include, but nat be
10 limited to, royaliies, overriding royaltlies and production payments} on Jcases and oil and gas interests con-
11 tributed by such Non-Operator. 1 the asscssed valualion of any Jeaschold estatle is reduced by reason of its
12 being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in
13 ad valorem taxes resulting therefrom shal] inure to the benefit of the owner or owners of such Jeasehold
14 estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such
15 reduction. Operator shall bill other parties for their proporiionate share of all tax payments be—tdi—iridvm
16 emsioxidad in Fahihie s
17
18 1f Operalor considers any lax assessment improper, Operator may, at ils discretion, protest within
19  the {jme and manner prescribed by law, and prosecute the protest to a final determination, unless all
20 parties agree to abandon the prolest prior to final determination. During the pendency of administrative
21 or judiciél proceedings, Operalor may elect to pay, under proiest, all such taxes and any interest and
22 penalty. When any such protested assessment shall have been finally delermined, Operator shall pay
23 the tax for the joint account, together with any interest and pena)ty accrued, and ”fef 1(1):1;1 cost shall then
. ooal \ Y fe serses
:; De apesed again shoq“é ’:)artm;snaﬁ‘gr Sabdnb‘Separate Valuations of eac partyesagoxﬁﬁ;e?n%g?ggt
% thengngtwithstanding anything fo the fontrary herein, charges;to the joint account shall
27 posed upon or with respect 1o the production or handling of such party’s share of oi) and/or gas pro-
28 b%"“,f\gd""d" fhe ‘”d’“ﬁ AL ag;et?{nés hereto in accordance with the tax value generated by eac
29 part{ s workmg in erest
30 nsurance:
E}
32 A_( all times while operations are conducted hereunder, Operatlor shall comply with the Workmen's
33 Compensaticn Law of the Stale where the operations are being conducted; provided, however, that Op-
34  erator may be a self~insurer for liability under said compensation laws in which event the only charge
35 that shall be made to the joint account shall be an amount equivalent 10 {he premium which would have
36 been paid had such insurance been obtained. Operator shall also carry or provide insurance for the
37  benefit of the joint account of the parties as outlined in Exhibit “D", attached to and made a part hereof.
38 Operator shall require all contractors engaged in work on or for the Contract Area 1o comply with the
39  Workmen's Compensation Law of the State where the operal\ons are bemg conducted and to maintain
40 such other insurance as Operator may require. :
4)
42 In the event Aulomobile Public Liability Insurance is specified in said Exhibit “D", or subsequently
43 receives the approval of the parties, no direct charge shall be made by Operalor for premiums paid for
44  such insurance for Operator’s fully owned automotive equipment.
45
46 . ARTICLE VIIL
47 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST
43
49 A. Surrender of Leases:
50 .
51 The Jeases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall
52 not be surrendered in whole or in part unless all parties consent thereto.
53
54 However, should any parly desire to surrender ils inferest in any lease or in any portion thereof, and
55 other parties do nol agree or consent thereto, the party desiring to surrender shal) assign, without express
$6 or implied warranty of title. all of its interest in such lease, or portion thereof. and any well, materia) and
ST eguipment which may be located thereon and any rights in production thereafter secured, to the parties
58  not desiring to surrender jt. If the interest of the assigning party includes an oi) and gas interést. the as.
59 signing party shall execute and deliver to the party or parties not desiring to sirrender an oil and gas
60 lease covering such oil and gas interest for a term of one yvear and so long therenfter as oil .ma/m £as
61 is produced from the land covered thereby, such Jease fo be on the form attached hereto as Exhlbn “B",
62 Upon such assignment, the assigning party shall be relicved from all obligations thercafter -ccrumg
63 but not therelofore accrued, with respect 1o the acreage assigned and the operation of any wel]—ﬂ:enon_
64 and the assigning party shall have no further interesl in the lcase assigned and its equipmienl gnd pro-
65 duction other than the royalties retained in any lease made under the terms of this A_rude T}.e _purhes
66 assignee shall pay to the party assignor the reasonable salvape value of the latier's mn:rest in an\' wells
¢; and equipment on the assigned acreage, less the estimated cost of sa]vagmg and the esti
ss mated cost of plugging and abandoning. The value of al}l material shall be determined ir
¢9 accordance with the provisions of Exhibit "C". lf the assignment is in fayvor of more
-0 than one party, the assigned interest shall

10 -
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be shared by the parties assignee in the proportions that the interest of each bears to the interest of all
parlies assignee.

Any assignment or surrender made under this provision shall not reduce or change the assignor’s or
surrendering parties’ interest, as it was immediately before the assignment, in the balance of the Contract

Area; and the acreage assigned or surrendered, and subsequent operations thercon, shall not thereafter
be subject to the terms and provisions of this agreement.

B. Rencwal or Extension of Leases:

If any parly secures a renewal of any oil and gas lease subject to this Agrcement, all other parties
shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt
of such notice in which to elect to participate in the ownership of the renewal lease, insofar as such
lease affects Jands within the Contract Area, by paying to the party who acquired it their several proper
proportionate shares of the acquisition cost allocated to that part of such Jease within the Contract Area,
which shall be in proportion to the interests held at that time by the parties in the Contract Area.

If some, but less than all, of the parties elect to participale in the purchase of a renewal lease, it
shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of
their respeclive percentage of participation in the Contract Area to the aggregate of the percentages
of participation in the Contract Area of all pariies parlicipating in the purchase of such renewal lease.
Any renewal Jease in which less than all parties elect to participate shall not be subject to this agreement.

Each party who participales in the purchase of a renewal lease shall be given an assignment of its
proportionate interest therein by the acquiring party.

The provisions of this Article shall apply o renewal leases whether they are for the enlire interest
covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal Jease
taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after
the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted
for more than six (6) months after the expiration of an exisling lease shall not be deemed a renewal
Jease and shall not be subject to the provisions of this agreement.

The_ provisions in this Article shall apply also and in like manner to extensions of oil and gas
leases.

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash toward the drilling
of a well or any other operation on the Contract Area, such contribution shall be paid to the party who
conducted the drilling or other operation and shall be applied by it against the cost of such drilling or
other operation. If the contribution be in the form of acreage, the party to whom the contribution is
made shall promptly tender an assignment of the acrcage, wilhout warranty of litle, to the Drilling
Parties in the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto
are Drilling Parties and accept such tender, such acreage shall become a part of the Contract Area and
be governed by the provisions of this agreement. If less than all parties hereto are Drilling Parties and
accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt-
ly notify all other parties of all acreage or money contributions it may obtain in support of any well or
any other operation on the Contract Area.

If any party contracts for any consideration relating to disposition of such party’s share of substances
produced hereunder, such consideration shall not be deemed a contribution as contemplated in this
Article VIILC,

D. Subsequently Created Interest:

Notwithstanding the provisions of Article VIILE. and VIILG,, if any parly hereto shall, sub‘ge'quenl
to execution of this agreement, create an overriding royally, production payment, or net prncucd}. inter-
est, which such interests are hereinafter referred to as “subsequently crealed interest”, such subséguently
created interest shall be specifically made subject to all of the terms and provisions of this ugrctlne.m as
follows: ~

’-

1. If non-consent operations are conducted pursuant to any provision of this agreement, and the
party conducting such operations becomes entitled to reccive the production aunbulable toi‘l %‘“ erest
out of which the subsequently created interest is derived, such party shall receive same 1req and ‘clear
of such subsequently created interest. The party crealing same shall bear and pay all such subsequenuy
created interests and shall indemnify and hold the other parties hereto free and harm]es: lrom anv and
all liability resulting therefrom. s X ”f""

— —— o
!.

-11 -

N



AAPL FORM 610 - MODLL FUKM UrERA 510 aoncicie. - -

] 2. If the owner of the inferest from which the subscquently created interest is derived (i) fails to
2 pay, when due, its share of expenses chargeable hereunder, or (2) elects to abandon a well ‘under pro-
3 visions of Article VLE. hereof, or {3) elects 1o surrender a Jcase under provisions of Article VIILA.
4 hereof, the subsequently created inlerest shall be chargeable with the pro rata portion of all expenses
5  hereunder in the same manner as if such interest were a working ‘inte'resl. For purposes of collecling
6 such charpeable cxpenses, the parly or parlies who reccive assignments as a result of (2) or (3) above
7 shal) have the right to enforce all provisions of Arlicle VILB. hereof against such subsequently created
8 interest.

9
10 E. Maintcnance of Uniform Interest:
n
12

For the purpose of maintaining uniformily of ownership in the oil and gas leaschold interests
13 covered by this agreemeni, and notwithstanding any other provisions 1o the conirary, po party shall
14 sel), encumber, transfer or make olher disposition of its interest in the leases embraced within the Con-
15 tiract Area and in wells, equipment and production unless such disposilion covers either:

16 -

17 1. the entire inlerest of the partiy in all leases and equipment and produclion; or

18

19 2. an equal undivided inlerest in all leases and equipment and produclion in the Contract Area.
20 : .

21 Every such sale, encumbrance, transfer or other disposilion made by any party shall be made ex-

22  pressly subject to this agreement, and shall be made without prejudice to the right of the other parties.
23 i

24 1f, at any time the inlerest of any parly is divided among and owned by four or more co-owners,
25 Operator, at its discretion, may require such co-owners 1o appoint a single trustee or agent with full
26 authority to receive notices, approve expenditures, receive billings for and approve and pay such party’s
27  share of the joinl expenses, and to deal generally with, and with power to bind, the co-owners of such
28  party’s inferests within the scope of the operalions embraced in this agreement; however, all such
20  co-owners shall have the right 1o enter into and execute all contracts or agreements for the disposition
30 of their respeclive shares of the oil and gas produced from the Contract Area and they shall have the
31 right 1o recelve, separately, payment of the sale proceeds hereof.

32

33 F. Waiver of Right to Parfilion:

34 . i . . ]

35 * If permitted by the laws of the slale or states in which the properly covered hereby is localed, each

36 party herelo owning an undivided interest in the Contract Area waives any and all rights it may have
37 to parlition and have set aside to it in severalty jts undivided inlerest therein.

8., - - =7 - B
39 . L -
40 ! . R

a1 T : il
42 . T

4

45

46,

47

48

19

50 ' g

5 . . PR IRY . ..
527 O S = Ny
53 . _ -
54 " ARTICLE IX, )
55 . INTERNAL REVENUE CODE ELECTION
56 ’ -
57
s8
59
60
61
62
63
64
65
66
67
68
69
70

As set out in Exhibit "G".
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ARTICLE X.
CLAIMS AND LAWSUITS

Operalor may setile any single damage claim or suit arising from operations hereunder if the ex-
penditure does not exceed __Three Thousand----------~ oo oo Dollars
($_3.000.00 ) and if the payment is in complele settlement of such claim or svit. 1f the amount
required for settlement exceeds the above amount, the parties hereto shall assume and 1ake over the
further bandling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-
pense of handling, settling, or otherwise discharging such claim or suil shall be at the joint expense
of the parlies. If a claim is made against any party or if any parly is sued on account of any matter
arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, the party shall immediately notify Operator, and the claim or suit shall
be treated as any olher claim or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE .

If any parly is rendered unable, wholly or in part, by force majeure to carry out ils obligations
under this agreement, other than the obligation to make money payments, that party shall give to all
other parties prompt writlen notice of the force majeure with reasonably full parliculars concerning it;
thereupon, the obligations of the partly giving the notlice, so far as they are affected by the force majeure,
shall be suspended during, but no Jonger than, the continvance of the force majeure. The affecied party
shall use all reasonable diligence 1o remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not
require the seitlement of strikes, Jockouts, or other labor difficulty by the party involved, contrary to its
wishes; how all such difficullies shall be handled shall be entirely within the discretion of the party
concerned. '

The term “force majeure”, as here employed, shall mean an act of God, strike, lockout, or other
industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, i’ir'e, storm, flood,
explosion, governmental aclion, governmental delay, restraint or inaction, unavailability of equipment,
and any other cause, whether of the kind specifically enumerated above or otherwise, which is not
reasonably within the control of the party claiming suspension, : '

ARTICLE XII,
NOTICES

A)) notices auvilhorized or required belween the parties, and required by any of the provisions of
this agreement,. unless otherwise specifically provided, shall be given in writing by United States inail
or Western Union telegram, postage or charges prepaid, or by tlelelype, and addressed to the party to
whom the nolice is given at the addresses listed on Exhibit “A", The originating notice given under any
provision hereof shall be deemed given only when received by the party to whom such notice is directed,
and the time for such party (o give any notice in response thereto shall run from the dale the originst-
ing nolice is received. The second or any responsive nolice shall be deemed given when deposited in
the United Stales mai) or with the Western Unjon Telegraph Company, with postage or charges prepaid,
or when senl by teletype. Each party shall have the right to change ity address at any time, and from
time to time, by giving writien notice hereof 1o all other parties.

FErh

ARTICLE XIIf. v
TERN OF AGRLEEMENT

s

as ey Y
e

This agreement shall remain in full force and effect us to the oil and gas Jeases and/or oil angd (.3 in-
terests subjecied hereto for the period of time selected below; provided, however, no party her {b’ shall
ever be construed as having any right, titlle or interest in or to any lease, or oil and gas fiteY

- . O XA
tributed by any other party beyond the tertn of this agreement, 3@

. o\ L7 lu
(X Opfion No. 1: So long as any of the oil and gas leases subject {o this agreement remw_g;ue con-
tinued in force as o any part of the Contract Area, whether by production, extension, reqewal of oltzr-
wise, and/or so long as oil and/or gas production continues from any lease or oil ané‘: ey :

i~ sb ivwurhe

-13 -



A.A.D.L FORM 610 - MODEL ORM OPERATING AGREEME™ ~ - 1977

M -3 ;oW N -

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
2%
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
58
57
58
58
60
61
62
63
64
65
66
67
68
69
70

(0 Option No. 2: In the event the well described in Arlicle VILA,, or any subsequent well drilled
under any provision of this agreement, results in produclion of oil and/or gas in paying quantities, this
agreement shall continue in force so long as any such well or wells produce, or are capable of produc-
tion, and for an additional period of days from cessation of all production; provided, however,
if, prior to the expiration of such additional period, one or more of the pariies hereto are engaged in
drilling or reworking a well or wells hereunder, this agreement shall continue in force until such op-
erations have been completed and if produclion results therefrom, this agreement shall- continue in
force as provided herein. In the event the well described in Article VI.A., or any subsequent well
drilled hereunder, results in a dry hole, and no other well is producing, or capable of producing oil
arQ/or gas from the Contract Area, this agreement shall terminate unless drilling or reworking opera-
tions are commenced within_________days from the date of abandonment of said well,

It is agreed, however, that the terminalion of this agreement shall not relieve any party hereto from
any liability which has accrued or attached prior to the date of such termination.

ARTICLE XI1V.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservalion laws of the state in which the committed
acreage is located, to the valid rules, regulations, and orders of any duly constituted regulatory body of
said state; and {o all other applicable federal, state, and local laws, ordinances, rules, regulations, and
orders.

B. Governing Law:

The essential validity of this agreement and all matters pertaining thereto, including, but not lim-
jted to, maltters of performance, non-performance, breach, remedies, procedures, rights, duties and in-
terpretation or construction, shall be governed and determined by the law of the state in which the
Contract Area js located. If the Contract Area is in two or more states, the law of the state where most
of the land in the Contract Area is located shall govern.

ARTICLE XV.
OTHER PROVISIONS

1.' Notwithstanding anything contained herein to the contrary,

this agreement shall be subject to the following letter agreements:
Between W.
Between W.
Between W.

C. Blanks and American Crude, Inc. dated 2/28/80
C. Blanks and The Grayrock Corporation dated 4/14/80
C. Blanks and King Ranch 0il & Gas Co. dated 6/30/80

-14 -
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ARTICLE XVL
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their
respective heirs, devisees, legal representatives, successors and assigns.

This instrument may be executed in any number of counlerparts, each of which shall be considered
an original for all purposes.

IN WITNESS WHEREOF, this agreement shall be effective as of ___8th day of _December
1980 .

OPERATOR
BLANKS ENERGY CORPORATION
ATTEST:

T ) e

Secré‘cary-Treasurer

NON-OPERATORS

AMERICAN CRUDE, INC.

THE GRAYROCK CORPORATION

By:

THE FIRST NATIONAL BANK OF MIDLAND,
Trustee, Trusts No. 1363, 1364
& 1365

By:

W. C. BLANKS

~15 -
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EXHIBIT "A"
To that certain Joint Operating Agreement dated
December 8, 1980 between BLANKS ENERGY CORPORATION,
"Operator" and American Crude, Inc., et al, "Non-
Operator"

LANDS SUBJECT TO THIS AGREEMENT

Tract 1: Yates & Visa Farmouts - N/2, N/2 SE/4, S/2 SW/4 of Section 21,
T-18-S, R-35-E, N.M.P.M., Lea County, New Mexico.

Tract 2: ARCO Acreage Contribution Letter -~ SE/4, S/2 SW/4, NE/4 SW/4 of
Section 16, T-18-S, R-35-E, N.M,P .M., Lea County, New Mexico

Tract 3: Mesa Farmout - Qil Well:
40 acre spacing: NW/4 NE/4, SE/4 NE/4, NW/4 NW/4, SE/4 NW/4,
NW/4 SE/3, SE/4 SE/4, NW/4 SW/4, SE/4 SW/4.
80 acre spacing: S/2 NE/4, N/2 NW/4, S/2 SE/4, N/2 SW/4.

Gas Well:
160 acre spacing: NE/4 and SW/4.

320 acre spacing: E/2.

Tract 3 being Section 20, T-18-S, R-35-E, N.M.P.M., Lea County,
New Mexico.

Tract 4: Hanlad Farmout - SE/4, S/2 SW/4, and NE/4 SW/4 of Section 17,
T-18-S, R-35-E, N.M.P.M., Lea County, New Mexico.

RESTRICTIONS

Tract 1: Limited to a depth of the stratigraphic equivalent of 100’ below
the deepest depth drilled in the initial test well.

Tract 2: Limited in depth to 100' below depth drilled but in no event
below the base of the Devonian formation.

Tract 3: Limited in depth to 100' below total depth drilled in initial
well.

Tract 4: Limited in depth to 100' below total depth drilled in initial
well.

WORKING INTEREST OF THE PARTIES TO THIS AGREEMENT

American Crude, Inc. .25000000
King Ranch 011 & Gas Co. .25000000
W. C. Blanks .25000000
The Grayrock Corporation .12500000

First National Bank, Trustee
Trust No. 1363 .04166666

First National Bank, Trustee
Trust No. 1364 .04166667

First National Bank, Trustee
Trust No. 1365 .04166667
1.00000000

Such interests are subject to the terms and conditions of those Agreements
described in Sectiop IV hereof.

OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT

Such leasehold interests as may be earned in accordance with the following
Agreements: :

1. That certain Agreement between Cal-Mon 011 Company and Harvey E.
Yates Company dated June 16, 1980, covering the lands described
in Tract 1 above.



EXHIBIT "A" CONTINUED

2. That certain Agreement between Cal-Mon 0il Company and Visa Explora-
tion Corporation, et al, dated June 16, 1980, covering the lands
described in Tract 1 above.

3. That certain Agreement between Cal-Mon 0il Company and Atlantic
Richfield Company dated March 10, 1980, covering the lands de-
scribed in Tract 2 above.

4. That certain Agreement between Cal-Mon 0il Company and Mesa Petroleum
Company dated July 3, 1980, covering the lands described in Tract 3
above.

5. That certain Agreement between Cal-Mon 0i1 Company and Hanlad 0il
Corporation dated September 26, 1980, covering the lands described
in Tract 4 above.

V. ADDRESSES OF PARTIES FOR NOTICE PURPOSES

American Crude, Inc.
1700 West Loop South
Suite 1170

Houston, Texas 77027

King Ranch 0il1 & Gas, Inc.
1800 First National Bank Bldg.
Midland, Texas 79701

The Grayrock Corporation
606 Mercantile Dallas Bldg.
Dallas, Texas

First National Bank of Midland, Trustee
Trust Nos. 1363, 1364, 1365

P. 0. Box 270

Midland, Texas 79702

W. C. Blanks
600 Blanks Bldg.
Midland, Texas 79701



EXHIBIT "B"

There is no Exhibit "B".
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Attached to and made a part of ..that certain Operating Agreement _
..'fiated December 8, 1981 _between BLANKS. ENERGY_CORPORATION,. . _
MOperator” and American Crude, li t.a). "Non-Operator” _

., e

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Decfinifions
“Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting
Procedure is attached.
“Joint Operations” shall mean all operations necessary or proper for the development, operation, proteclion and
maintenance of the Joint Property,
“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties.
“QOperator” shall mcan the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shall miean Operator and Non-Operalors.
“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor direcily employed on the Joint Property in a field operat-
ing capacily. 4
“Technical Employces” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the Joint Property.
~Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Opcralor’s employees.
~Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
~Controllable Material” shall mean Material which at the time js so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

2. Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the sxihon
i fer cnpopditurn Jease or facility, and all charges and credits, summarized by appropriaie classifications of in-
vestment and expense except thal items of Controllable Material and unusual charges and credits shall be sep-
arately identified and fully described in detail °

3. Advances and Paymenis by Non-Operators

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

Each Non-Operator shali pay its proportion of all bills within fiftcen (15) days after receipt. }f payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of **see below er
annum or the maximum contract rate permitlied by the applicable usury laws in the state in which the J(ﬁnl
Property is localed, whichever is the lesser, plus atlorney’s fees, court costs, and other costs in connection with

the collection of unpaid amounts. **3% above the prime rate of The First National Bank

4. Adjustiments ' of Midland, Texas

Payment of any such bills shall not prejudice the right of any Non-Operator 1o prolest or question the coriect-
ness thereof; provided, however, all bills and statements rendered to Non-Operafors by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following

the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Opcrator nkeE
written exception therelo and makes claim on Operator for adjustment. No adjustment favorable to Operator ;hal]

be made unless it is made within the same prescribed period. The provisions of this paragraph shall not p» 04\ ent
adjustiments resuliing from a physics)l inventory of Controllable Maiteris)l as provided for in Seclion V.,

5. Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right 1o audit Ope-
L otlor's sccounts and 1ecords relating to the Joint Account for any calendar ycar within the twenty-four (24) mmpﬂr
1+ 1iud following the ¢nd of such calendar year; provided, however, the making of an audit shall nat e\una n' l
tne for the teking of written exception 1o and the adjustinents of accounts as provided for in PP ;.p‘h. 4§ of U} .
Cectron 1. \Where ilete ure two or more Non-Operators, the Nor-Ojwerators shall make every ro hk'eﬂundjz
L. duct joint or sunulancous audits in @ manner which will result in a minimum of incunvunicice to the Or-d.r:.
tor. Operator shall brar no portion of the Non-Opcrators® audit cost incuried under this paragraph unless agro :d
10 by the Operator. £

6. Approval by Non-Opcrators

Where wn approva) or other agreement of the Parties or Non-Operalors is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is atlached contuins
no contrary provisions in regard thereto, Operator shall poiify all Non-Opurators of the Operator’s proposal, and
the agrecinent or spproval of a majority in interest of the Non-Operators shall be contiolling on all Non-O;l;era-
tors.

] —



11. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

Rentals and Royallies
Lease rentals and royalties paid by Operalor for the Joint Operations.
Lalor

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

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

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

B. Operator’s cost of holiday, vacation, sickness and disabilily benefils and other customary allowances paid to
employees whaose salaries and wages are chargeable 1o the Joint Account under Paragraph 2A of this Section
1. Such costs under this Parsgraph 2B may be charged on a “when and as paid basis" or by "percentage as-
sessment” on the amount of salaries and wages chargeable 10 the Joint Account under Paragraph 2A of this
Section 11. 1f percenlage assessment is used, the rate shall be based on the Operator's cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion II.

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

Employece Bencfits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other Lenefit plans of a like nature, applicable to O;Jerator's ;abor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section 1l shall be Operator's actual
cost not 1o exceed tweniy per cent (20%).

Material N

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

Transporiation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-~

tions:

A. 1 Material is moved 1o the Joint Property from the Operalor’s warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store
recognized barge terminal, or railway receiving poini where like material is normally available, unless agreedl
to by the Parties.

B. If surplus Material is moved to Operator’'s warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance o the nearesi reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made 1o the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed lo by the Parties.

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

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section JII. The cost of professional consultant =ervices and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consullant services or contract services of lechnical personnel not di-
rectly engaged on the Joint Properly shall not be charged to the Joint Account unless previously agreed io by
the Parties.

Equipment and Facilitics Furnished by Operator

A. Operator shall charge the Joinl Account for use of Operator owned equipment and facilities at rales com-
mensurate with costs of ownership and operation. Such rates shal) include costs of maintenance, repairs, ofver
operaling expense, insurance, taxes, depreciation, and inlcrest on investment not 1o exceed eight per ccn{ (8%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

B.. In ileu of charges in Paragraph 7A above, Opcrator may clect 1o use average commercial rates prevailing in
{he immediate arca of the Joint Property less 205 . For automotive cqniyiment, Operator nay clect 1o use rates
published by the Petraleum Motor Transport Associalion.

Damages and Losses to Joint Property

Al cOEts Of expenses heepssary for the repair or seplateinent of Joint Proj.orty made necersary liccause of o
ages or losses ircurnvd by five, fluod, storm, theft, accident, or othér cause, except those 1esulting from Ojiaturs
gross negligence or willful misconduct. Operator shail furnish Non-Op<rator written notice of dainages or Jo:ses
incurred as sooh as practicable afler a report thereof has been received by Operator.

1.cgal Expense

Expense of handling. investigating and setiling litigation or claims, discharging of liens, payment of judgments
and wmounts paid for settlement of claims incuired in or resulling from cperations under the agrecment or
hovessary 10 protect or recover the Joint Property, except that no clarge for services of Operator's legal stalf
or fies or expense of outside attorneys shall be nade unless previously sgreed 1o by the Parties. All other Jepal
capense 3¢ considered 10 be covered by the overhead provisions of Section 11 unless otherwise agreed to by the
Patties, except as provided in Section 1, Paragraph 3.

—_2



11.

Taxes

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

Insurance

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

Other Expendilures

Any other expenditure not covered or_dealt with in the foregoing provisions of this Section II, or in Seclion III,
and which is incurred by the Operator in the nccessary and proper conduct of the Joint Operations,

11, OVERHEAD

Overhcad - Drilling and Producing Opcrations
i. As compensation for administrative, supervision, office services and warchousing costs, Operalor shall charge
drilling and producing operations on either:
(>~<) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B,
Unless oltherwise agreed 1o by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable

under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accountling or matters before or involving governimental agencies shall be e=ncidessd

it lirdledirrthe—LN Y end -‘-_41_le Foived—for-inthe shoverelectedRessp ..“{_H i dhic-Seetiern1ll-urlerc ek
st reed—tre—ky—tLeNReriiesee a direct charge 1o the Joint Account.
P 4 )

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

A. Overhead - Fixed Rate Basis
(1) Operalor shall charge the Joint Accnur_:t atl the following rates per well per month:
Drilling Well ‘Rate $___3,500
Producing Well Rate § 350

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

(a) Drilling Well Rate

[1) Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on Jocation and terminate on the date the drilling or completion equipment moves off Joca-
tion or rig is released, whichever occurs {irst, except that no charge shall be made during suspen-
sion of drilling operations for {ifteen (15) or more consecutive days

[3] Charges for wells undergoing any 1vpe of workover or recomnpletion for a period of five (5) con-
seculive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date sworkover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days.

(b) Producing Well Rates

[1] An active well either produced or injected inlo for any portion of the month shall be considered
as a onc-well charge for the entire month.

[2]} Each active completion in a inulti-completed well in which production is not commingled down
hole shall be considered as a onc-well charge providing each completion is considered a scparate
well by the governing regulatory authority.

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

[4] A onc-well charge may be made for the month in which plugging and abandonment operations
are compleied on any well.

[5] ANl other inactive wells (including but not limited 1o jnactive wells covered by unit allewszble,
Jease allowable, transferied zllowable, ete.) shal) not qualify for an overhuvad charge.

(3) The well rates shall be sdjusted as of the first day of April cach year following the effeclive date of the
sgreement to which this Accounting Procedure is attached, The adjustment shall be computed by multi-
plving the rate currently in use by the percentage increase or decrease in the average weckly earnings of
Crude Petrolcum and Gas Production Workers for the last calendar year coinpured Lo the calendar yoar
preceding as shown by the index of uverape woekly earnings of Crude Petroleun and Gas Ficlds Pioduc-
tion Workers as published by the United States Department of Labor, Burcau of Labor Statistics, or the
vquivalent Canudian index as publishcd by Statistics Canada, as applicable. The adjusied rates shall be
the rates currenily in use, plus or minus the computed adjustment.
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:
(a) Development

e _Percent { %) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 8 of Section 11 and all salvage credits.

(b) Operating

R - — Percent ( 25) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section 11, all salvage credits, the value of injected substances purchased
for secondary rccovery and all taxes and assessments which are Jevied, assessed and paid upon the min-
eral interest in and to the Joint Property. !

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

For the purpose of delermining charges on a percentage basis under Paragraph 1B of this Seclion 111, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expendilures
necessary in preparation for drilling and expendilures incurred in abandoning when the wel) is nol com-
pleted as a producer, and original cost of construclion or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed assel, except Major Construction as des ned in
Paragraph 2 of this Section 11l. All other costs shall be considered as Operating.

2. Ovecrhcad - Major Construction

To compensale Operator for averhead costs incurred in the construction and installation of fixed assels, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed assel required for the development and
operation of the Joint Property, Operatos shall «k=s negotiate a rate prior o the beginning of ronstruction, cr=r=%

troon the Jein? Beoniint for Doazkond Yorad po tvg foWouipne retou- Jor oo MM tee Canciniolion 5roical—a .
T - £ i - ¥ AR FET ATy i

of $& ¢
A, <, of 101a) cosis if such cosis are moye thzx

e but Jessthan $____
but less than $1,000,000; plus

; plus

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

3. Amendment of Rates .

The Overhead rates provided for in this Seclion III may be amended from time to time only by mutual agreement
between the Parties herelo if, in practice, the rates are found 1o be insufficient or excessjve.

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
teria) movements affecling the Joint Property. Operalor shall provide all Material for use on the Joint Property; how-
ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and/or surplus Material, such disposa) being made either through sale 1o Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation lo purchase, interest of Non-Qpera-
tors in surplus candition A or B Material. The disposal of surplus Cantrollable Material not purchased by the Opera-
tor shall be agreed to by the Parties.

1. Purchases
Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case
of Materia) found to be defective or returned 1o vendor for any other rcason, credit shal)l be passed to the Joint
Account when adjusiment has been received by the Operator.

2. Transfers and Dispositions

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

counts;
'A. New Material (Condition A}
(1) Tubular goods, except Jine pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge 102d weight basis, regardless of quantily iransferred, equalized 10 the Jowest
published price f.0.b. railway receiving point or recognized barge terminal nearest the Jaint Property
w here such Material is normally available.
{2) Line Pipe
(8) Movemnent of Jess thun 30,000 gounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

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

(3).Other Material shall be priced at the current new price. in cffecl st date of movement, us listed by a setint le
supply store or .00, railway receiving point pearest the Juint Picperty where such Material §s nonnaily

available.
B. Geod Used Material (Condition B)
Material in sound and serviceable condition and suilable for reuse without l'ecor'\dilioning:
(1) Msterial moved to the Joint Property
(a) At seventy-five percent (755) of current new price, as determined by Paragraph 2A of this Seclion 1V,

(2) Material moved from the Joint Property

(a) At seventy-five percent (75% ) of current new price, as determined by Paragraph 2A of this Section 1V,
if Materia) was originally charged 1o the Joint Account as new Material, or

—f



- . - TR
l'- IR
(b) at sixty-five percent (65% ) of current new price, as determined by, Paragraph ZA of this Section

1V, if Material was originally charged to the Joint Account as good used Mafdri i
. s atdrial at se - -
cent (75%,) of current new price. & rial at seventy-five per

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

(3) Condition C
Material which is not in sound and scrviceable condition and not suitable for it igi i i
ich i . v el s original function until
after rvcund)hu.mng s.hall be priced at fifty percent (50%5) of current new price as delermined bynPar:al~
gruph 2A of .lh|s Section 1V, The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value, )

(2) Condition D
Al} other Ma!crial, inc}uding'junk, shall be priced 3t a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose bul usable for some other purpose, shall be
priced onca :'HSIS com’%arable with that of items normally used for such other purpose. Operator.may dis-
pose of Condition D Materia} under procedures normally utilized by 1h i j ;
D Gerators. y y ihe Operator withoul prior approval

D. Obsolete Malerial
Material \f\vhich is serviceable and usable for its original function but condition and/or value of such Material
e equlvalgnt }:o that which would juslify a price as provided above may be specially priced as agreed 10 by
the Parties. Such price should result in the Joint Account being charged with the va) i
dered by such Material, g charged w) e value of the service ren-

_E. Pricing Conditions
(1) Loading and unloading costs may be charged 1o the Joint Account at the rate of fificen cents (15¢) per
hundred weight on all tubular guods movements, in licu of Juading and unloading cosls sustained, when
wctual hauling cost of such {ubular goods are equalized under provisions of Paragraph 5 of Section ]'1_

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

3, Premium Prices .

Whenever Maleria) is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no contirol, the Operator may charge the Joint Accoun{ for the
required Material at the Operalor's sctual cost incurred in providing such Malerial, in making it suitable for use,
and in moving il lo the Joint Property; provided notice in writing is furnished to Non-Operators of the pro sed
charge prior to billing Non-Operatars for such Material. Each Non-Operator shall have the right, by so eleclzingoand
nolifying Operator within ten days after receiving notice from Operator, to furnish in kind all c'Jr part of his share
of such Material suitable for use and acceptable o Operalor,

4. Warranty of Material Furnished by Operafor .

Operator does not warrant the Materia) furnished. In case of defective Malerjal, credit shall n
T . . : o1 be passed 1o th
Joint Account unti) adjusiment has been received by Operalor from the anufaciurers or their agenp. ed 1o the

V. INVENTORIES
The Operator shall maintain detailed records of Controllable Material

1. Pariodit !rg\ie;ntories, Notice and Rcpreseniafion
.writlien, reque :
Fa I?QII wr - - jﬁt\'enlones shall be taken by Operator of the Joint Account Controllable Material.
Written nolice of mlenh?n 1o take inventory shall be given by Operator at least thirly (30) days before any inven-
tory is 10 begin so that l‘fon-Operators may be representied when any inventlory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators 10 accept the inventory taken by Operatlor.

2. Reconciliation and Adjustment of Invenfories
Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shorlages
shall be furnished to-the Non-Operalors within six months {following the taking of the inveniory.' Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operalor shall be
held accauntable only for shorlages due 10 lack of reasonable diligence.

3. Specia) Invenfories

Special Inventories may be taken whencver there is any =ale or change of interest in the Join
] 1 M r t Property. It thall

be the duty of the party selling 1o notify all other Farties as quickly as possible after the transfer o(pintgrcsl takes
risce. In such cases, both the seller and the purchaser shall be governed by such inventory.

4. Fapense of Conducling Periodic Inventories
The expense of conducting g<+="ia Inventories shall st be chatged to the Joint Account u=leiragssnd -k e
p. PR e . ol
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EXHIBIT "D"

Attached to and made a part of Nperating
Agreement dated December 8, 1980

INSURANCE
COVERAGE LIMITS OF LIABILITY
Workmen's Compensation Statuatory
General Liability-Bodily Injury Each Accident $500,000.00
General Liability-Property Damage 5100,000.60
Auto Liability-Bodily Injury Fach Person $250,000.00

Each Accident $500,000.00

Auto Liability-Property Damage _ $100,000.00



EXHIBIT “E"

GAS STORAGE AND BALANCING AGREEMENT ATTACHED
TO THE OPERATING AGREEMENT BETWEEN BLANKS ENERGY
CORPORATION, "OPERATOR” and American Crude, Inc.,
et al, !NonsOperator”

The parties hereto own and are entitled to share in the oil and gas production
from wells subject to that certain Operating Agreement dated December 1, 1979,
in accordance with their respective interest set forth therein.

Each party has made or will make arrangements to sell or utilize its share of
the gas produced from the wells covered hereby, and this Agreement shall be
considered a separate and distinct agreement as to each separate well completion
("said well") under the Operating Agreement. However, one or more of the
parties may not be disposing of its interest in the gas production from time

to time; therefore, to permit each party to produce and dispose of its interest
in the gas production from said well with as much flexibility as possible, the
parties hereto agree to the storage and balancing arrangement herein set forth.

1.

From and after the date of initial delivery of gas from said well, during any
period when a party is taking less than its full share of the gas produced from
said well, any other party may produce from said well and take or deliver to a
purchaser, each month, all or a part of that portion of the allowable gas pro-
duction which is not produced by a party taking less than its ful) share. The
parties hereto shall share in and own the liguid hydrocarbons recovered fraom
such gas by lease equipment in accordance with their respective interests.

2.

On a cumulative basis, a party taking Tess than its full share of the gas pro-
duced_shall be credited with gas in storage equal to its full share of the total
gas produced, less such party's share of the gas used in the operation of said
well or vented or Jost, and less that portion of the gas such party took or
delivered to a purchaser. Blanks Energy Corporation, as Operator of the well,
will maintain an account of the gas balance as between the parties hereto and
will furnish each party monthly statements showing the total quantity of gas
produced, the portion thereof used in operations, vented or lost, the total
quantity of gas taken by each party and the monthly and cumulative over and
under delivery of each party.

3.

After notice to the Operator, any party may at any time begin taking or de-
livering to a purchaser its full share of the gas produced {less such party's
share of the gas used in operations, vented or lost). To aliow the recovery of
gas in storage and to balance the gas account of the parties in accordance with
their respective interests, a party with gas in storage shall be entitled to
take or deliver to a purchaser its current share of the gas produced (less such
party's share of gas used in operations, vented or lost), plus a share of gas
not exceeding its gas in storage determined by multiplying thirty-three percent
(33%) of the interest in the current gas production of the party or parties with-
out gas in storage by a fraction, the numerator of which is the interest in said
wall of such party with gas in storage and the denominator of which is the total
percentage interest in said well of al) parties with gas in storage currently
taking or delivering to a purchaser.

4.

liothing herein shall be construed to deny any party the right, from time to time,
to produce and take or deliver to its purchaser its full share of the allowable
gas production to meet the deliverability tests required by its purchaser.



EXHIBIT "E"
PAGE TWO

5.

During the term of this agreement, it shall be each party's responsibility to
pay its own royalty owners (and the term "royalty owners" shall include owners
or royalties, overriding royalties, production payments and similar interests),
as they may be entitled respectively to be paid.

6.

Fach party producing and taking or delivering gas to its purchaser shall pay
any and all production taxes due on such gas.

7.

Should production of gas from said well be permanently discontinued before the
gas account is balanced, settlement will be made between the underproduced and
overproduced parties. In making such settlement, the underproduced party or
parties will be paid a sum of money by the overproduced party or parties based
on the price as defined below of the last accrued overproduction and equal to
the volume of overproduction of each such party subject to settlement, less
applicable taxes theretofore paid. For gas sold in intrastate commerce the
price basis shall be the price received for sale of the gas. For gas sold in
interstate comnerce, the price basis shall be the rate collected, from time to
time, which is not subject to possible refund, as provided by the Federal

Energy Regulatory Commission pursuant to final order or settlement applicable to
the gas sold from said well, plus any additional collected amount which is not
vitimately required by said Commission to be refunded, such additional collected
amount to be accounted for at such time as final determination is made with res-
pect thereto.

8.

This agreement shall be and remain in force and effect for a term concurrent
with the term of the Operating Agreement between the parties.

9.
Nothing herein shall change or affect each party’'s obiligations to pay its

proportionate share of all costs and liabilities incurred, as its share thereof
is set forth in the Operating Agreement.
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EXHIBIT "G"
TAX PARTNERSHIP

Attached to and made a part of that certain Operating Agreement

dated December 8, 1980 %y and between Blanks Energy Corporation,
"Operator" and American Crude, Inc., et al | “"Non-Operators".

1. The rights, duties, obligations and liabilities of the partijes under this agree-
ment shall be several and not joint or collective, and not joint and several and each
party shall be responsible only for its obligation as set out herein, it being the ex-
press purpose and intention of the parties that their ownership of their respective
Percentage Interests shall be as tenants in common and this Agreement shall not be
construed as creating a partnership, joint venture, joint tendancy, association or
trust, for any purpose whatsoever, other than United States Income Tax purposes.

2. Ffach party that is subject to the Internal Revenue Laws of the United States
agrees {i) that is will not elect to be excluded from the application of Sub-Chapter
K of Chapter 1 or Sub-Title A of the United States Internal Revenue Code of 1954, as
amended, and similar provisions of any applicable state law, unless all such parties
consent to the election to be excluded. For United States Income Tax purposes each
party agrees that the gains and lTosses from sales, abandonments and other disposition

‘of property and all classes and costs, expenses and credits of the venture, including

depreciation and depletion, shall be shared and accounted for as follows:

a. The production, exploration and intangible drilling and develop-
ment costs shall be allocated as deductions to each party in ac-
cordance with its respective contributions to such costs.

b. The adjusted basis of tangible equipment and the related depreci-
ation on such equipment shall be allocated to each party in ac-
cordance with its respective contributions to the adjusted basis
of such equipment. The term “"adjusted basis" shall mean the ad-
justed basis as defined in Section 1011 of the Internal Revenue
Code of 1954, as amended.

¢. As provided in Code Section 613A{c) (7) (D) depletion on and gain
or loss upon disposition of an o0il and gas property are to be com-
puted separately by the parties. The parties having contributed
their undivided interest in certain oil and gas properties to the
joint venture agree to allocate depletion and gain or loss with
respect to such contributed property as though such undivided
interests had not been contributed to the partnership. Thus each
party will) retain his adjusted basis in the property prior to con-
tribution to the partnership, and proceeds received upon sale of
an oil and gas property shall be allocated to the parties in ac-
cordance with their interest in such property.

d. Proceeds from the sale, abandonment or other disposition of pro-

perty {other than an oil and gas property) shall be allocated to

the parties in the same ratio as their respective contributions

to the adjusted basis of such property. Any recapture of depreci-

ation, intangible drilling and development costs, or any other item
3 of deduction or credit shall be allocated to the parties in ac-

cordance with the same proportion that such depreciation, intangible

drilling and development costs, or any other item or deduction or

credit was originally allocated.

e. Proceeds from the sale of mineral production and lease operating
expenses shall be allocated to the parties in accordance with their
interest in the property at that date.

f. The investnent credit allowed by Section 38 of the Internal Revenue
Code of 1954, as amended, and restorations thereof required by
Section 47 of the Internal Revenue Code of 1954, as amended, shall
be allocated to the parties in accordance with their respective con-
tributions to qualified investment as defined in said Section 38.



EXHIBIT "G" CONTINUED

g. All other classes of costs, expenses and credits not falling
with Sub-Sections 2(a), (b), (c), (d), (e), and (f) shall be
allocated to and accounted for by each party in accordance
with their respective contributions to such costs, expenses
and credits.

h. A1l other items of Tax Partnership income, gaines or losses
shall be allocated to and accounted for by each party in any
applicable Federal or State tax return on the basis of and in
accordance with such party's respective interest in such income
and gains or contributions to such losses.

3. The parties shall furnish to Operator such information relating to the operations
conducted under this agreement as shall be required by law for tax reporting purposes,
and Operator agrees to use its best efforts in the preparation and timely filing

of Federal and State Partnership returns and in making any appropriate elections on
such returns, acting on behalf of itself and the other parties but in doing so,
Operator shall incur no 1iability to the other parties with regard to such returns

or elections. Operator shall submit copies of such returns to the parties in
sufficient time prior to the due date, plus any extensions thereof, to permit re-
view and approval. Operator or its assigns are hereby granted authority to make

the following elections in the Partnership tax returns to be filed for the first

and subsequent years under this Agreement. .

A. The cash method of accounting shall be adopted by the tax partner-

ship and such accounting shall be maintained on a Calendar Year
basis.

b. The tax partnership shall elect, pursuant to Section 263(c) of the
United State Internal Revenue Code of 1954, as amended, to ex=
pense as incurred all intangible drilling development costs.

c. Such other elections as may be approved by the parties.

4, The parties may, at any time after the drilling and completion or abandonment
of the Initial Well and after the first taxable year, elect under the authority of
Section 761 (a) of the Internal Revenue Code of 1954, to be excluded from the appli-
cation of all of the provisions of Subchapter K of Chapter 1 of Sub-Title A of the
Internal Revenue Code of 1954.



