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Re: Township 8 South, Range 26 East, NMPM
Section 3: NE/4
Chaves County, New Mexico

Ladies and Gentlemen:

Yates Petroleum Corporation proposes to drill the Coronet TI #3 in E/2 of Sec. 3-T8S-
R26E-NMPM. 1 enclose a copy of the authority for expenditure (AFE) for your review and the
proposed operating agreement. We plan to drill this well in the summer of 2001 and look forward
to your election.

In as much as there is a current lawsuit involving the ownership of these minerals, we are
not sure with which party to negotiate a deal. The options below are open to all parties and all we
ask is that you inform us of your decision. Once the ownership is determined, we will know how
to do our accounting.

At this time there are three producing wells under which you may own an interest, the
Coronet TI #1 and #2 in NE/4 of Section 3 and Percentage APR #1 in the E/2. Your interest in
these wells derives from your possible mineral ownership in the NE/4 of Section 3. At this time
no one has signed an operating agreement or an oil and gas lease. Before we drill the Coronet TI
#3 well we plan to either 1) lease your minerals 2) secure your participation in the wells or 3)
force pool the mineral interest so that we can account for the interest in the three existing wells
and the well to be drilled.

Because of the current lawsuit, we are not willing to pay a bonus consideration for a lease
offer. However, we will lease your minerals for a V4 royalty ten-year lease. This lease could be
dated effective prior to the drilling of the Percentage and Coronet TI #2 wells or dated effective
today. We will adjust the accounting for the cost of drilling and operating the wells based on the

New Mexico Qil Conservation Division

YATES PETROLEUM CORP.
FA2001CEM\Coronet TI #3.doc Case No. 12683 - 07/12/01
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decision you make. Regardless of the option selected, this offer to lease expires on June 7, 2001.
For information purposes the Coronet TI #1 well paid out some time ago, the Coronet TI #2 well
has not paid out its costs to drill and operate and the Percentage APR #1 well has paid out its cost
to drill and operate. The proposed date of the lease would control! the payments you may receive.

Conversely if you want to participate, we repropose the enclosed respective operating
agreements and AFE’s for your participation in the wells. The operating agreement for the
Coronet wells covers surface to the base of the deepest producing horizon (that being the base of
the Abo) and the operating agreements for the Percentage well covers below the face of the Abo
formation. Please review the documents and sign them if you wish to participate as a working
interest owner under the well.

We request your immediate attention on this matter. If we do not hear from you
we will proceed to a hearing before the Oil Conservation Division to force pool the
interest.

Very Truly Yours,

YATES PETROLEUM CORPORATION

Landman

CEM:dr
Enclosures

F:\2001CEM\Coronet TI #3.doc
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between_ YATES PETROLEUM CORPORATION, a
New Mexico corporation, 105 S. 4th Street, Artesia, NM 8821,0hereinafter designated and
referred to as “Operator”, and the signatory party or parties other than Operator, sometimes hereinafter
referred to individually herein as “Non-Operator”, and collectively as “Non-Operators”, ‘

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or ¢il and gas in-
terests in the land identified in Exhibit “A”, and the parties 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 1.
DEFINITIONS

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

A, The term “oil 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 term is specifically stated.

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

C. The termn “oil and gas interests” 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 *“Contract Area” shall mean all of the lands, oil and gas leasehold interests and oil
and gas interests 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 authority, If a drilling unit is not fixed by any such rule or order,
a drilling unit shall be the drilling unit as established by the pattern of drilling in the 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. A ’

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 context 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 II
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorpurated in and made a

part hepeof:
3] A. Exhibit “A”, shall include the following information:

(1) Identification of lands subject to agreement,

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

(3) Percentages or {ractional interests of parties to this agreement,

(4) Oil and gas leases and/or oil and gas interests subject to this agreerment,

(5) Addresses of parties for notice pufposes.

[X B. Exhibit “B”, Form of Lease.

[% C. Exhibit “C”, Accounting Procedure,

%2 D. Exhibit “D”, Insurance.

{2 L. Exhibit “E”, Gas Balancing Agreement.

7Y . Exhibit “F”, Non-Discrimination and Certification of Non-Segregated Facilities.

If any provision of any exhibit, except Exhibit “E”, is inconsistent with any provision' contained
it the body of this agreement, the provisions in the body of this agreement shall prevail.
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ARTICLE III.
INTERESTS OF PARTIES

Ao 0il and Gas Interests:

If any party owns an unleased oil and gas interest in the Contract Area, that interest shall be
treated for the purpose of this agreement and during the term hereof as if it were a leased interest
under the form of oil and gas lease attached as Exhibit “B’. As to such interest, the owner shall re-
ceive royalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit
“B”. Such party shall, however, be subject to all of the provisions of this agreement relating to lessees,
to the extent that it owns the lessee interest.

B. Interest of Parties in Costs and Production:

Exhibit “A” lists all of the parties and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under
this 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 royalties swirieheiwitlehon

Aomnoedipteibomlodintmdosconniy 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-
cred hereby.

ARTICLE IV.
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 wbrking 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 obtained
by Operator. Operator shall cause title to be examined by attorneys 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:

——Cpbon-—Po—d+—Gosts—neurred—by-Operstor-in-procuring—absiraets—and—title—examinetion—Hneluding
mehmmaly, supplemental shut-in gas royalty opinions and divisicr—erde € opinions) shall be a
part of the administrative overhead-as—provid®d in Exhibit “C,” and shall not be a direct charge, whether
ORI O peratoris—& OFreIs—Or—-bi—b ide LOEROWS:

"% Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside 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 tlhiat 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 other per‘sonnel in the
verformance of the above functions.

Each party shall be responsible for securing curative matter and pooling amendments 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 Designations or Declurations as well as the
:onduct of hearings before Governmental Agencies for the securing of spacing or pooling ordef& This
#hall not prevent any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drillj
nas been examined as above provided, and (2) the title has been approved by the examining att¢¥n
;tie has been accepted by all of the parties who are to participate in the drilling of the well.

13, Loss of Title:

1. Failure of Title: Should any ocil and gas interest or lease, or interest therein, k gs
failure of title, which loss results in a reduction of interest from that shown on Exhibit A& thisae
ment, nevertheless, shall continue in force as to all remaining oil and gas leases an ;jﬁﬁmom”m'M‘M‘MMI

(a) The party whose oil and gas lease or interest is affected by the title failurs.shall.beaz, alone.
the entire loss and it shall not be entitled to recover from Operator or the other partiesrdmy=disvelbpment»

-2




- \Zr/

o end e dodedna kA YN s AT ANsdLiYIALLY A

ur operating costs which it may have theretofore paid, but there shall be no monetary liability on its
2 part to the other parties hereto for drilling, development, operaling 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

e

{,
7 ihe 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 lost; and
9 (c¢) If the proportionate interest of the other parties hereto in any producing well theretofore drilled

it on the Contract Area is increased by reason of the title failure, the party whose title has failed shall

11 receive the proceeds attributable to the increase in such interests (less costs and burdens attributable

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

13 and , '

14 {d) Should any person not a party to this agreement, who is determined to be the owner of any in-

15 terest in the title which has failed, pay in any manner any part of the cost of operation, development,

16 or equipment, such amount shall be paid to the party or parties who bore the costs which are so refund-

17 ed; and o

18 (e) Any liability to account to a third party for prior production of o0il and gas which arises by

19 reason of title failure shall be borne by the party or parties in the same proportions in which they shared

20 in such prior production; and

21 (f) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection

22 with the defense of the interest claimed by any party hereto, it being the intention of the parties

23 hereto that each shall defend title to its interest and bear all expenses in connection therewith.

24

1 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight,

26 any rental, shut-in well payment, minimum royalty or royalty payment, is not paid or is erroneously

27 paid, and as a result a lease or interest therein terminates, there shall be no monetary liability against

28 the party who failed to make such payment. Unless the party who failed to make the required payment

PEss

secures a new lease covering the same interest within ninety (90) days from the discovery of the fail-
30 ure to make proper payment, which acquisition will not be subject to Article VIILB., the interests of
21 the parties shall be revised on an acreage basis, effective as of the date of termination of the lease in-
32 volved, and the party who failed to make proper payment will no longer be credited with an interest in
33 the Contract Area on account of ownership of the lease or interest which has terminated. In the event
34 the party who failed to raake the required payment shall not have been fully reimbursed, at the time of

35 the loss, from the proceeds of the sale of oil and gas attributable to the lost interest, calculated on an
36  acreage basis, for the development and operating costs theretofore paid on account of such interest, it
37 shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the
38 cost of any dry hole previously drilled or wells previously abandoned) from so much of the following
33 as is necessary to effect reimbursement:

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

2l (b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an
43 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
43 1o the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
46 portion of the oil and gas to be contributed by the other parties in proportion to their respective in-
AT terests; and

44 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or
19 Dbecomes, the owner of the interest lost, for the privilege of participating in the Contract Area or be-
5t coming a party to this agreement,

51

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

54+ in proportion to their interests. There shall be no readjustment of interests in the remaining portion of

35  the Contract Area.

56 '

57 " ARTICLE V.

36 OPERATOR

59

G0 A, DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

:) YATES PETROLEUM CORPORATION, 105 South 4th Street, Artesia, NM 88210

(i Operator of the Contract Area, and shall conduct and direct and have full control of all oper

¢ the Contract Area as permitted and required by, and within the limits of, this agreement

(7 duct all such operations ir. a good and workmanlike manner, but it shall have no liab

Ge to the other parties for losses sustained or liabilities incurred, except such as may rgs

07 negligence or willful misconduct.

68 N

69 Une of 1 i
vaespt when authorired in writing by the

70 Ainerican Asgocislion of Palisles tanidnwn
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. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice
thereof to Non-Operators. If Operator terminates its legal existence, no longer owns an interest in the
Contract Area, or is no longer capable of serving as Operator, it shall cease to be Operator without any
action by Non-Operator, except the selection of a successor. Operator may be removed if it fails or
refuses to carry out its duties hereunder, or becomes ‘insolvent, bankrupt or is placed in receivership,
by the affirmative vote of two (2) or more Non-Operators owning a majority interest hased on owner-
ship as shown on Exhibit "A”, and not on the number of parties remaining after excluding thé voting
interest of Operator. Such resignation or removal shall not become effective until 7:00 o’'clock A.M.
on the first day of the calendar month following the expiration of ninety (90) days after the giving of
notice of resignation by Cperator 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, after effect-
ive date of resignation or removal, shall be bound by the terms hereof as a an-Operator, A change of
a corporate name or structure of Operator or transfer of Operator’s interest to any single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator,

2. Sclection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
crator shall be selected by the Parties. The successor Operator shall be selected from the parties owning
an interest in the Contract Area at the time such successor Operator is selected. If the Operator that
is removed fails to vote or votes only to succeed itself, the successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority interest 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 empleyees shall be the employees of Operator.

. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual
rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in the
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
customary and usual in the area in contracts of independent contractors who are doing work of a sim-
ilar nature,

ARTICLE VL
DRILLING AND DEVELOPMENT

AL Initial Well:

On or before the_15th day of ___October , 2000 .Operator shall commence the drill-
ing of a well for oil and gas at the following location: '

Township 8 South, Range 26 East, NMPM
Section 3: E/2 ’
Chaves County, New Mexico
660' ¥SL & 1,650' FEL
und shall thereafter continue the drilling of the well with due diligence to

to a depth sufficient to test the Ordivician formation or .a depth .0of:5,900"

J‘;

mless granite or other practically impenetrable substance or condition in the hole, which enders

1
ication of containing cil and gas in quantities sufficient to test, unless this agreement shall b 1;m1ted

in its application to a specific formation or formations, in which event Operator shall gﬁeq 'iged to
test only the formation or formations to which this agreement may apply. N

N
I

If, in Operator’s judgment, the well will not produce oil or gas in paying quantiti
to plug and abandon the well as a dry hole, it shall first secure the consent of all

‘ : . b this ieandyi FLURE :-—.l
plug and abandon same as provided in Article VI.E.l, hereof, Use llmmmlgmnnm‘lﬂpmhbm\l

oaespt whan sulbutized in weiting by the
Asmetlcun Assaciatian of Peyrotvuan otdon,
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Ii. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Aread
v than the well provided for in Article VLA, or to rework, deepen or plug back a dry hole drilled
e joint expense of all parties or a well jointly owned by all the parties and not then producing
(itying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the.
icr parties written notice of the proposed operation, specifying the work to be performed, the loca-
© », proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
i such a notice shall have thirty (30) days after receipt of the notice within which to notify the
;lizs wishing to do the work whether they elect to participate in the cost of the proposed. operation,
7 . drilling rig is on location, notice of proposal to rework, plug back or drill. deeper may be given
~ telephone and the response period shall be limited to forty-eight (48) hours, exclusive of Saturday,
nionday or legal holidays. Tailure of a party receiving such notice to reply within the period above fixed
shi:ll constitute an election by that party not to participate in the cost of the proposéd: operahon Any
n.tice or response given by telephone shall be promptly confirmed in wrltmg

2. Operations by Less than_All Parties: If any party receiving such notiée'asrpi‘dvidéd in Article
VI.B.1. or VLE.1. elects nct to participate in the proposed operation, then, in order to _be'entitled to
ine berefits of this article, the party or parties giving_‘the notice and such other parties as shall eleot
to participate in the ‘operation shall, within sixty (60) days after the expiration of the notice period of
thirty (30) days (or as promptly as possible after.the expiration of the forty-eight (48) hour period
wiiere 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
Cunsenting Parties; provided, however, if no drilling rig or other equipment is on-location, and if Op-
vrutor is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform
moowork required by such proposed operation for the account of the Consenting Parties, or (b) desig-
niie one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties, when
cunducting  operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms

«: i conditions of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the
cxpiration of the applicable notice period, shall advise the Consenting Parties of (a) the total interest
ol the parties approving such operation, and (b) its recommendation as to whether the Consenting Par-
:ics should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48)
hours (exclusive of Saturday, Sunday or legal holidays) after receipt of such notice, shall advise the
sroposing party of its desire to (a) limit participation to such party’s interest as shown on Exhibit “A",
or (b) carry its proportionate part of Non-Consenting Parties’ interest. The proposing party, at its
cicction, may withdraw such proposal if there is insufficient participation, and shall promptly notify
a'! parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in
the proportions they have electad to bear same under the terms of the preceding paragraph. Consenting
Pariies shall keep the leasehold estates involved in such operations free and c¢lear of all liens and
encumbrances of every kind created by or arising from the operations of the Consenting Parties. If such
ar 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

I <his Article results in a producer of oil and/or gas in paying quantities, the Consenting Parties shall
‘c":;plete and equip the well to produce at their.sole cost and risk, and the well shall then be turned

* to Operator and shall be operated by it at the expense and for the account of the Corisenting Parties. -
Jpon commencement of operations for the dmllmg, reworking, deepening or plugging back 6f any such

| by Consenting Parties in accordance with the provisions of this Article, each Non-Consenting Party

ha 11 be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall'own and
be entitled to receive, in proportion to their respective interests, all of such Non-Consenting Party's
intcrest in the well and share of production therefrom until the proceeds of the sale of such share,
zaleulated at the well, or market value thereof-if such share is not sold (after dedueting production

taxes. crude oil excise taxes, royalty, overriding royalty and other interests existing
¢n the effective date hereof, payable out of or measured by the production from such
w11l accruing with respect to such interests until it reverts) shall equal the total of

the: following:
fay 200% of cach such Non-Consenting Party's share of the cost of any newly acquired%}-‘rﬁace.
soment beyond the wellhead connections (including, but not limited to, stoclt tanks, sei;""ators,
renters, pumping'cquipment and piping) plus 100% of each such Non- Consentinff Party's shapg:

L 'wed that each Non- Consentmg Party’s share of such costs and equxpment will be tha
------ :ld have been chargeable lo cach Non-Consenting Party had it participated in the
sirning of the operation; and

(b) 500% of that portion of the costs and expenses of drilling reworking, dee:’fiﬂg“:‘:""?:‘"" ""'%"";:

pacie, testing and compleling, after deducting any gas% contributions received under AntiolesVEllt@uuandm
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w00%  of that portion of the cost of newly acquired equipment in the well (to 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 Party’s relinquished interest upon such Party's
election, shall be sold to its purchaser, if available, under the terms of its existing 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 the Non - Consenting. Party’s relinquished interest. If such Non -~ Consenting Party_has not
contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non- -
Consenting Party’s share of gas as hereinabove provided during the recoupment period.

During the period of time Consenting Parties are entitled to rececive Noﬁ-Consenting Party’s share
of production, or the proceeds therefrom, Consenting Parties shall be responsible for the papment of
all production, crude oil excise taxes, severance, gathering and other taxes, and all
royalty, owverriding 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 shall
be permitted to use, free of cost, all casing, tubing and other equipment in'the well, but the ownership of
all such equipment shall remain unchanged; and upon abandonment of a well after such reworking,
plugging back or deeper drilling, the Consenting Parties shall account for all such equipment to the
owners thereof, with each party receiving its proportionate part in kind or in value, less cost of
salvage.

Within sixty (60) days after the completion of any operation under this Article, the party con-
ducting the operations for the Consenting ‘Parties shall furnish each Non-Consenting Party 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 statement 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 Conéenting Parties shall furn-
ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
operation of the well, together with a statement of the quaritity 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 to, metering 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-Consenting 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 Non-Consenting party.

If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest
the amounts provided for above, the relinquished interests of such Non-Consenting Party shall 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-
{rom as such Non-Consenting Party would have been entitled to had it participated in the drilling,
reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
charged with and shall pay its propertionate part of the further costs of the operation of said well in
accordance 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
.ocated elsewhere on the Contract Area is producing, unless such well conforms to the then-existing
well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of thelt

<> the reworking, deepening and plugging back of such initial well, if such well is or thereaf "
mrove to be a dry hole or non-commercial well, after having been drilled to the depth specified i1ff&

VTUAL
C., Right to Take Production in Kind:

Each party shall have the right to take in kind or separately dispose of its
proportionate share of all oil and gas produced from the Contract Area, exclusive of
production which may be used in development and producing operations and in preparing
and treating oil for marketing purposes and production unavoidably lost. Any extra
expenditure incurred in the taking in kind or separate disposition by any party of its
rroportionate share of the production shall be borne by such party. Any 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,

-6 -
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Each party electing to take in klnd or separately dispose of its proportionate
share of the production from the Contract Area shall keep accurate records of the
volume, selling price, royalty and taxes relative to its share of production. Non-
Operators shall, upon request, furnish Operator with true and complete copies of the
records required to be kept thereunder whenever, under the terms of this agreement or
any agreement executed in connection herewith, it is necessary for Operator to obtain
said information. Any information furnished to Operator hereunder shall be used by
Operator only to the extent necessary to carry out its duties as Operator and shall
otherwise be kept confidential.
tach party shall execute such division orders and contracts as may be necessary for the sale of its
interest in production from the Contract Area, and, except as provided in Article VILB,, shall be entitled

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

3

In the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Contract Area, Operator shall have
the right, subject to the revocation at will by the party owning it, but not the obligation, to purchase such
oil and gas or sell it to others at any time and from time to time, for the account of the non-taking
party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
crator shall be subject always to the right of the owner of the production to exercise at any time its
right to take in kind, or separately dispose of, its share of all oil and gas not previously delivered to a
purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for
such reasonable pericds of time as are consistent with the minimum needs of the industry under the
particular circumstances, but in no event for a period in excess of one (l) year., Notwithstanding the
foregoing, Operator shall not make a sale, including one into interstate commerce, of any other party’s
share of gas production without first giving such other party thirty (30) days notice of such intended
sale,

In the event any party hereto is not at any time ‘taking or marketing its share of
gas production and Operator is either (i) unwilling to purchase or sell or (ii) unable
to obtain the prior written consent to purchase or sell such party's share of gas
production, or in the event any party has contracted to sell its share of gas produced
from the Contract Area to a purchaser which does not at any time while this agreement
15 in effect take the full share of gas attributable to the interest of such party,

then in any such event the terms and conditions.of the Gas Balancing Agreement attached
hhereto as Exhibit "E" and incorporated herein shall automatically hucome effective.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole risk to inspect
or observe operations, and shall have access at reasonable times to information pertaining to the 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 cun 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- Opurator that requests the
information,

. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled pursuant to Articler VILB.2., any well
which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent
effort, be unable to contact any party, or should any party fail to reply within forty-eight (48) hours
(exclusive of Saturday, Sunday or legal holidays) after receipt of notice of the proposal to plug and
abandon such well, such party shall be deemed to have consented 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 operati‘ons in search of oil and/or gas subject to the provisions of Article VLB,

2. Abandonment of Wells that have Produced: Except for any well which has been
drilled or reworked pursuant to Article VI.B.2. hereof for which the Consenting Parties
have not been fully reimbursed as therein provided, any well which has been completed
2s a producer shall not be plugged and abandoned without the consent of all partles
If all parties consent to such abandonment, the well shall be plugged and abandoned in
accordance with applicable regulations and at the cost, risk and expense of all the
rarties hereto. If, within thirty (30) days after receipt of notice of the proposed
abandonment of such well, all parties do not agree to the abandonment of any well,
those wishing to continue its operation shall tender to each of the other parties its
nroportionate share of the wvalue of the well's salvable material and equipment,
determined in accordance with the provisions of Exhibit "C", less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. Any party's failure to
timely resgpond within said thirty (30) days shall be deemed to consent to abandonment.
Zach abandoning party shall assign to the non-abandoning parties, without warranty,
cxpress or implied, as to title or as to quantity, quality, or fitness for use of the
¢quipment and material, all of its interest in the well and related equipment, together
with its interest in the leasehold estate. If the interest of the abandoning party is
or includes an oil and gas interest, such party shall execute and deliver to the non-
abandoning party or parties an oll and gas lease, limited to the interval or intervals
of the formation or formations with the Contract Area for a term of one year and so
long thereafter as oil and or gas is produced from the interval or intervals of the
formation or formations covered thereby, such lease to be on the form attached as

7.
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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, Fhe
assignees shall be in a ratio based upon the relationship of their respective
percentages of participation 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 preoduction from the well in the interval or intervals then open other than the royaslties
retained in any lease made under the terms of this Article. Upon request, Operator shall continue to
operate 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 VII,
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 coperating the Contract Area. Accordingly, the liens granted among the parties in Article VILB. are
given to secure only the debts of each severally. It is not the intention of the parties to create, nor shall
this agreement be construed as creating, a mining or other partnership or association, or to render the

parties liable as partners. It is not the intention of the parties that this contract is made
or intended for the benefit of any third person.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and g¢gas rights in the
Contract Area, and a security interest in its share of oil and/or gas when extracted
and its interest in all equipment, to secure payment of its share of expense, together
with interest thereon at the rate provided in the Accounting Procedure attached hereto
as Exhibit "C". To the extent that Operator has a security interest under the Uniform
Commercial Ccde 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 of 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 o0il and/or gas until the amount owed by such Non-Operator,
including reasonable attorney fees in the event of suit to collect any delinqguency,
plus interest has been paid. Each purchaser shall be entitled to rely upon Operator's
written statement concerning the amount of any default. Operator grants a like lien
and security interest to the Non-Operators to secure payment of Operator'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-defaulting parties, including Operator, shall, upon 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 obtain 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 each of the parties hereto with their respective proportionate shares upon the expense basis pro-
vided in the Accounting Procedure attached hereto as Exhibit “C”. Operator shall keep an accurate
vecord of the joint account hereunder, showing expenses incurred and charges and credits made and
received. o '?l'r?

o

g
. ; . : s h
Operator, at its election, shall have the right from time to time to demand and receive fﬂpfn the

sther parties payment in advance of their respective shares of the estimated amount of the exig“ii‘;e to

be incurred in operations hereunder during the next succeeding month, which right may be exerci $
by submission to each such party of an itemized statement of such estimated expense, toget
an invoice for its share thereof. Each such ‘statement and invoice for the payment in advance "'“';esti#

mated expense shall be submitted on or before the 20th day of the next preceding montheiEs party
shall pay to Operator its proportionate share of such estimate within fifteen (15) daysFaf e U R es-
timate and invoice is received. If any party fails to pay its share of said estimate withip\sAid:ifime) the
amount due shall bear interest as provided in Exhibit “C” until paid. Proper adju Sk be

made monthly between advances and actual expense to the end that each party shall e

. . R Usi b thly ideandying ek iy proighund
proportionate share of actual expenses incurred, and no more, acop whe suthaized in witing by the

Anetiton Aszaviaion of Penatuus Landnen
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D. Limitation of Expenditures:

1. Drill or Decpen: 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
understoad that the consent to the drilling or deepening shall include:
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10 [X Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When
11 such well has reached its authorized depth, and all tests have been completed, Operator shall give im-
12 mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties
13 receiving such notice shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holi-
14 days) in which to elect to participate in the setting of casing and the completion attempt. Such election,
15 when made, shall include consent to all necessary expenditures for the completing and equipping of such
16 well, including necessary tankage and/or surface facilities. Failure of any party receiving such notice
7 to reply within the period above fixed shall constitute an electlon by that party not to participate in
18 the cost of the completion attempt. If one or more, but less than'all of the parties, elect to set pipe and
19 to attempt a completion, the provisions of Article VI.B.2, hereof (the phrase “reworking, deepening or
20 plugging back” as contained in Article VIB.2. shall be deemed to include “completing”) shall apply to
21 the operations thereafter conducted by less than all parties.

23 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged
24 back except a well reworked or plugged back pursuant to the provisions of Article VI.B.2, of this agree-
25  ment, it being understood that the consent to the reworking or plugging back of a well shall include
25 consent to all necessary expenditures in conducting such operations and completing and equipping of
27 said well, including necessary tankage and/or surface facilities.

28
29 3. Other Operations: Operator shall not undertake any single project reasonably estimated to require
30  an expenditure in excess of _FORTY THOUSAND —w——omeeeme e e e Dollars ($40,000,00 )

31  except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plug- -
32  ging back of which has been previously authorized by or pursuant to this agreement; provided, how-
33 ever, that, in case of explosion, fire, flood or other sudden emergency, whether of the same or different
34  nature, Operator may take such steps and incur such expenses as in its opinion are required to deal with
35 the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emer-
36 gency to the other parties. If Operator prepares “Authority for Expenditures” for its own use,

! Operator, upon request, shall furnish copies of its “Authority for Expenditures"” for any single project
38  costing in excess of IWENTY-FIVE THOUSAND —=————r——m—emm—oo—mm——e—m Dollars ($.25.000.00 ).

3¢

40 E. Royalties, Overriding Royalties and Other Payments:

42 Each party shall pay or deliver, or cause to be pdid or delivered, all royalties to the extent of
43 1/8 of 8/8ths due on its share of production and shall hold the other parties free
44 from any liability therefor. If the interest of any party in any oil and gas lease covered by this agree-
45  ment is subject to any royalty, overriding royalty, production payment, or other charge over and above
46 the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account
47  for or cause to be accounted for, such interest to the owners thereof.

48 No party shall ever be responsible, on any price basis higher than the price received by such party, to any other party's lessor of
royalty owner: and if any such other party's lessor or royalty owner should demand and receive settiements on a higher price basis,

49 the party contributing such lease shall bear the royalty burden insofar as such higher price is concernaed.

50 It is recognized by the parties hereto that in addition to each party's share of working interest production as shown in Exhibit
“A*, such party shall have the right, subject to existing contracts, to market the royalty gaa sttributable to each lease which it

51 contributes to the Contract Area and to receive payments due for such royalty gas produced from or allocated to such lease or leases.

59 It is agreed that, regardless of whethar each party markets or contracta for its share of gas#, including the royalty gas under the

d leases which it contributed to the Contract Area, such party agrees to pay or cause to be paid to the royalty owners under lts lease

53 or leases the proceeds attributable to their respective royalty interest and to hold all othar parties hereto harmless for its failuro
to do so.

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

95

56 ‘Rentals, shut-in well payments and minimum royalties which may be required under the terms of

1)
57 any lease shall be paid by the party or parties who subjected such lease to this agreement at its €% their
£
58 expense, In the event two or more parties own and have contributed interests in the same leas {50 this
59  agreement, such parties may designate one of such parties to make said payments for and on behgdt of all
' 3
60  such parties, Any party may request, and shall be entitled to receive, proper evidence of all s .j'.'gpay-

61 ments. In the event of failure to make proper payment of any rental, shut-in well payment or 4
62  royalty through mistake or oversight where such payment is required to continue the lease
63 any loss which results from such non- payment shall be borne in accordance with the provisions ofia!
64 1IV.B.2.

66 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas oY
67  ting in or return to production of a producing gas well, at least five (5) days (excluding\Shfurf
68 day and holidays), or at the earliest opportunity permitted by circumstances, prior to talkinp

69  but assumes no liability for failure to do so. In the event of failure by OperatorL":,'élﬁ:ﬂ‘& 'ﬁ“‘
70  Operator, the loss of any lease contributed hereto by Non-Operator for failure to mak

-9

QJI)”W
gntinrelyinaymentsm

yrahih:lﬁ.:



sriaed s kvl 0PV - viubL URM OPERA TING AGREEMENT - 1977

e CO RS e

()

< =3

46

of any shut-in well payment shall be borne jointly by the partles hereto under the provisions of Article
IV.B.3.

G. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad
valorem taxation all property subject to this agreement which by law should be rendered for such
taxes, and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
dition date, each Non-Operator ‘shall furnish Operator information as to burdens (to include, but not be
limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leasehold estate is reduced by reason of its
being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in
ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold
estate, and Operator shall adjust the charge to such owner or owners 80 as {o reflect the benefit of such
reduction, Operator shall hill other parties for their proportionate share of all tax payments in the man-
ner provided in Exhibit “C". :

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within
the time and. manner prescribed by law, and prosecute the protest to a final determination, unless all
parties agree to abandon the protest prior to final determination. During the pendency of administrative
or. judicial proceedings, Operator may elect to pay, under protest, all such taxes'and any interest and
penalty. When any such protested assessment shall have been finally determined, Operator shall pay
the tax for the joint account, together with any interest and penalty accrued, and the total cost shall then
be assessed against the parties, and be paid by them, as provided in Exhibit “C",

Each party shall pay or cause to be paid all production, severance, gathering and other taxes im-
posed upon or with respect to the production or handling of such party's share of oil and/or gas pro-
duced under the terms of this agreement.

H. Insurance:
At all times while operations are conducted hereunder, Operator shall comply with the Workmen’s

Compensation Law of the State where the operations are being conducted; provided, however, that Op-
erator may be a self-insurer for liability under said compensation laws in which event the only charge

that shall be made to the joint account shall be an amount equivalent to the premium which would have

been paid had such insurance been obtained. Operator shall also carry or provide insurance for ‘the

benefit of the joint account of the parties as outlined in Exhibit “D", attached to and made a part 'hereof.» :

Operator shall require all contractors engaged in work on or for the Contract Area to comply with the’
Workmen's Compensation Law of the State where the operations are being conducted and to maintain
such other insurance as Operator may require, ‘

In the event Automobile Public Liability Insurance is specified in said Exhibit “D", or subsequently
receives the approval of the parties, no direct charge shall be made by Operator for premiums paid for

such insurance for Operator's fully owned automotive equipment.

ARTICLE VIII,
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall

not be surrendered in whole or in part unless all parties consent thereto. However, no consent shall

be necessary to release a-lease which has expired or otherwise terminated.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties do not agree or consent thereto, the party desiring to surrender shall assign, without express
or implied warranty of title, all of its interest in such lease, or portion thereof, and any well, material and
equipment which may be located thereon and any rights in production thereafter secured, to th
not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest,
signing party shall execute and deliver to the party or parties not desiring to surrender an oil
lease covering such oil and gas interest for a term of one year and so long therecafter as oil ang e
is produced from the land covered thereby, such lease to be on the form attached hereto as Exhi} :.t “B”,
Upon such assignment, the assigning party shall be relieved from all obligations thereafter 'ctumg,
but not theretofore accrued, with respect to the acreage assigned and the operation of any well }) reon
and the assigning party shall have no further interest in the lease assigned and its equi X i‘-
duction other than the royalties retained in any lease made under the terms of this Artiaj \_ )
assignee shall pay to the party assignor the reasonable salvage value of the latter's intérestin.
and equipment on the assigned acreage. The value of all material shall be dete,rminec(»- %
with the provisions of Exhibit “C", less the estimated cost of salvaging and the estima
ging and abandoning. If the assignment is in favor of more than one party, the assjgh o '“,fii fék'g"ﬁt;'ﬁﬁ"u”

"

Ammc..u Assaciation wl Petrutour Latilmen
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be shared by the parties assignee in the proportions that the interest of each bhears to the interest of all
parties 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 theareon, shall not thereafter
be subject to the terms and provisions of this agreement.

B. Renewal or Extension of Leases: -

If any party secures a renewal of any oil and gas lease "subject to this Agreement, all other parties
shall be notified promptly, and shall have the right for a period of thirty (30) days fpllowing receipt
of such notice in which to elect to participate in the ownership of the renewal lease, insofar as such
lease affects lands within the Contract Area, by paying to the party who aequired it their several proper
proportionate shares of the acquisition cost allocated to that part of such lease 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 participate in the purchase of a renewal lease, it
shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of
their respective bercentage of participation in the Contract Area to the aggregate of the percentages
of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a renewal lease shall be given an
assignment without warranty of its proportionate interest therein by the acquiring
party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest
covered by the expiring lease or cover only a portion of its area or an interest therein, Any renewal lease
taken before the expiration of its predecessor lease, or.taken or 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 (8) months after the expiration of.an existing lease shall not be deemed a renewal
lease and shall not be subject to the provisions of this agreement.

The provisions in this Article shall apply also and in like manner to extensions of oil and gas
leases. The provisions of this Article VIII-B shall only apply to leases, or portions of
leases, located within the Contract Area.

C. Acrcage 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
conductied 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 dcreage, the party to whom the contribution is
made shall promptly tender an assignment of the acreage, without warranty of title, 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. Fach 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
Artirlo VITT.C. This paragraph shall not be applicable to the contribution of acreage by
farmout toward the Initial, or any Substitute, or Option Test Well.

D. Subsequently Created Interest:

&

Notwithstanding the provisions of Article VIILE. and VIILG, 'if any party hereto shall, subsZ
to execution of this agreement, create an overriding royalty, production payment, or net proceed: _{.
est, which such interests are hereinafter referred to as “‘subsequently created interest”, such subseH
created interest shall be specifically made subject to all of the terms and provisions of this agreey]
follows:

1. If non-consent operations are conducted pursuant to any provision of this agreement

af.
party conducting such operations becomes entitled to receive the production attributabl ‘3265%&'% ,\‘
cut of which the subsequently created interest is derived, such party shall receive samé; rad, an

of such subsequently created interest. The party creating same shall bear and pay all s%%‘

?‘}\' -' %

created interests and shall indemnify and hold the other parties hereto free and harmles By, and
all liability resulting therefrom, R s
. Use o tiis wivitdying mak is praiibitnd

axtepl when suthurized in weiting by the

Aumariean Associctian ol Petiloy Lol

-11 -



AL, PURML 01U - MUDEL FORM OPERATING AGREEMENT - 1977

cy o Oy Oy o
O O D =) T n

iz

64

*

2. If the owner of the interest from which the subsequently created interest is derived (1) fails to
pay, when due, its share of expenses chargeable hereunder, or (2) elects to abandon a well under pro-
visions of Article VIE. hereof, or (3) elects to surrender a lease under provisions of Article VIILA,
hereof, the subsequently created interest shall be chargeable with the pro rata portion of all expenses
hereunder in the same manner as if such interest were a working interest, For purposes of collecting
such chargeable expenses, the party or parties who receive assignments as a result of (2) or (3) above
shall have the right to enforce all provisions of Article VII.B, hereof against siich subsequently created
interest. :

E. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests
covered by this agreement, and notwithstanding any other provisions to the contrary, no party shall
sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Con-
tract Area and in wells, equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and equipment and preduction; or
2. an equal undivided interest in all leases and equipment and production in the Contract Area,

Every such sale, encumbrance, transfer or other disposition made by any party shall be made ex-
pressly subject to this agreement, and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by four or more co-owners,
Operator, at its discretion, may require such co-owners to appoint a single trustee or agent with full
authority to receive notices, approve expenditures, receive billings for and approve and pay.such party’s
share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
party’s interests within the scope of the operations embraced in this agreement; however, all such
co-owners shall have the right to enter into and execute all contracts or agreements for the disposition
of their respective shares of the oil and gas produced from the Contract Area and they shall have the
right to receive, separately, payment of the sale proceeds hereof.

F. Waiver of Right to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located, each
party hereto owning an undivided interest in the Contract Area waives any and all rights it may have
to partition and have set aside to it in severalty its undivided interest therein.

interests in the Contract Area, it shall promptly give written notice to the other parties, wit ﬁmfor-
mation concerning its proposed sale, which shall include the name and addrewtive pur-
chaser (who must be ready, willing and able to purchase), the purchase pricE and all other terms of
the offer. The other parties shall then have an optional prioxm period of ten (10) days after
receipt of the notice, to purchase on the same terms and-cohditions the interest which the other party
proposes to sell; and, if this optional right ‘s/emed, the purchasing parties shall share the pur-
chased interest in the proportions that-the interest of each bears to the total interest of all purchasing
parties. However, there/@allrbﬁlo/preferential right to purchase in those cases where any party wishes
to mortgage yn,t-eré?cs, or to dispose of its interests by merger, reorganization, consolidation, or sale
ofjgor/su‘bstantially all of its assets to a subsidiary or parent company or to a subsidiary of a parent

Y55 i Ay-one-party—owns-a-majority—ef-the-gtoek-

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship %@Fpart-
nership or an association for profit between or among the parties hereto. Notwithstanding an':?' pro-
visions herein that the rights and liabilities hereunder are several and not joint or collective, or tﬁ'*\at this
agreement and operations hereunder shall not constitute a partnership, if, for Federal income tﬁ’;ﬂpur-
poses, this agreement and the operations hereunder are regarded as a partnership, each party/.:‘;ereby
affected elects to be excluded from the application of all of the provisions of Subchapter “K", gé;}])}apte1~
1, Subtitle “A’, of the Internal Revenue Code of 1986, as permitted and authorized by Sectioc i 51 of

. . . 1 this il ”
this election, each such party shall execute such documents and furnish such other e fdeﬂggmggnma,x:,h',g,,‘,,

required by the Federal Internal Revenue Service or as may be necessary to evidencBrthidualsetityima N

tions 1.761, Should there be any requirement that each party hereby affected give f&.}.\‘.th 2

-19-
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such party shall give any notices or take any other action inconsistent with the election made hereby.
It any present or future income tax laws of the stale or states in which the Contract Arca is located or
any future income tax laws of the United States contain provisions similar to those in Subchapter “XK",
Chapter 1, Subtitle “A”, of the Internal Revenue Code of 1954, under which an election similar to that
provided by Section 761 of thc Code is permitted, cach party hereby affected shall make such clection as
may be permiited or requir ‘ed by such laws. In making the foregoing election, each such party states that -
the income derived by such party from Operations hereunder can be adequately determined without the
computation of partnership taxable income.

ARTICLE X. -
CLAIMS AND LAWSUITS

Operator may settle any single damage claim or suit arising from operations hereunder if the ex-
penditure does not exceed FIFETEEN_THOUSAND AND NQ/100 - Dollars
($_15,000.00 ) and if the payment is in complete settlement of such claim or suit, If the amount
required for settlement exceeds the above amount, the parties hereto shall assume and take over the
further handling 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 suit shall be at the joint expense
of the parties, If a claim is made against any party or if any party 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 other claim or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations
under this agreement, other than the obligation to make money payments, that party shall give to all
other parties prompt written notice of the force majeure with reasonably full particulars concerning it;
thereupon, the obligations of the party giving the notice, so far as they are affected by the force majeure,
shall be suspended during, but no longer than, the continuance of the force majeure. The affected party
shall use all reasonable diligence to 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 settlement of strikes, lockouts, or other labor difficulty by the party involved, contrary to its
wishes; how all such difficulties shall be handled shall be entirely within the discretion of the party

concerned,

The term ‘“force majeure”, as here employed, shall mean an act of God, strike, lockout, or other
industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood,
explosion, governmental action, 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 XIIL
NOTICES

All notices authorized or required between the parties, and required by any of the provisions of
this agreement, unless otherwise specifically provided, shall be given in writing by United States mail
or Western Union telegram, postage or charges prepald or by teletype, and addressed to the party to
whom the notice 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 to give any notice in response thereto shall run from the date the originat«
ing notice is received. The second or any responsive notice shall be deemed given when deposited in
the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid,
or when sent by teletype. Each party shall have the right to change its address at any time, and from

time to time, by giving written notice hereof to all other parties. g
ARTICLE XIIL . ‘ g{w

TERM OF AGREEMENT ’E“

3

This agreement shall remain in full force and effect as to the oil and gas leases and/or oil ané"gas in-
terests subJected hereto for ‘the pemod of time selected below provided, however no party her

’tQ: shall

wise, and/or so long as oil and/or gas production contmues from any lease or oil and ga”mtéi"' {

Lt
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% Ontion No. 2: In_the event the well described in Article VIA , nr‘nny subsequentwell drilled

4% 19

under any provision of this agreement, results in production of oil and/or gas in.paying quantitics

1t is agreed however, that the termination of thlS agreement shall not re]xeve any party hereto from
any habxhty wh1ch has accrued or attached prlor'to the date of such termmation. O

ARTICLE XI1v. -
COMI’LIANCE WITH LAWS AND REGULATIONS

A La\vs’\,b -}._{e.g:u‘lations and Ordex‘s:

This agreement"{'shan be subject to the 'conservation laws of the state inA:vvhich the committed
acreage is located, to the valid rules, regulations, and orders of any duly constituted regulatory body of

said state; and to all other apphcable federal, state, and local laws, ordinances, rules, regulations, and"
orders. : o

i

B. Governing La\v:

The essentxal vahdlty of th1s agreement and .all matters pertammgv thereto mcludmg, but not lim-
ited to, matters of performance non-performance breach remedxes procedures, nghts duties. and in--
terpretation - or, constructxon, shall be governed and determmed by the law of the state in which the

Contract Area 1s'1 cated.: If the .Contract Area is in. two or more states ‘the law of the state where most

of the land in th :Contract Area xs located- shall govern

. ' ARTICLE XV. )
’ OTHER PROVISIONS

Not included.

A

B. Not incluied »

C. Net mclcded

D. Normﬂtstarmnganyother provisions herein ﬁ&mngthetemofth.tsagreenent, a well is required
to be drilled, deepened, reworked, plugged back,'suietrad@:l or reoapleted, or other operation that

may be required in order to (1) oontimue a lease or leases in force and effect, or (2) maintain a unitized
areaor porticn thereof in force and effect, or (3) earn or preserve an interest in and to oil and/or
oatx:hlyernunezalsvhld‘lnaybemxedbyathird or which, failing in such operation, may revert
toathudparty ar, (4) camly with an order issued areg\ﬂatoxybodyhaving jurisdiction in the
premises, failing in which certain rights would temminate, the following shall V' less than all
ofthepart:tesheretoelectto cipate and pay their proportionate part of coststola_emmrredm
such cperation, those parties amngtotgaerm. pate shall have the right to soattl'xezrsolecost,
risk, and expense.: . Pramptly fo conclusion: of such operation, each of those parties not
parum.pamngagreetoa{ecutearﬂ appmpnateassmgrmenttothetotalinterestofeach
non-part:mpat:.ngparty in to the lease, leases, orrights which would have terminated or which
beenpreservedbyv::meofsudm tion, and in and to the lease, leasesornghts

within themgalance the drilling wnit upon which the well was drilled, r, wells
theretoforeompletedandcapable of prochcingmpaymg quantities, Such assigrment - bedellvemdto
the perticipating parties in the proportwn they bore“che expense attributable to the

4 non-part:.c:.paw)g parues' interest.

E. Noproduct_im, methero:\.lorgas, maybe soldfmmthe leaseacreage,orlandspooledthermth,to
any party's subsidiaries, affiliates, or associates, without each party's prior written consent. All
product_wn sold from the lease acreage, or lands pooled t‘nerew:.th,m_llbeanam‘s length trade mtha
third purchaser. It is sly agreed if prior written consent is given to a party selling to
th ves, 1ts subsidiaries, affiliates, or associates, the other parties to this. agreement will have the
option to also sell to said purchaser, at the same or better price. In the event any party hereto, makes
an arm'slength trade with a third party purchaser, the remaining parties will have the option to also sell
at the same or ha.gher price.

F. Pn.crtoocmrencenentofanywelldnjledurderthlsagreaxmt,eachmu-@eratornustterﬁertothe
cperator its share of dry hole cost, as set out on Authority for Expenditure proposing such well



G. ARTICLE XV.~OTHER PROVISIONS

1. Cost Allocation Formula

The entire cost of drilling the well will be initially borne by the
working interest owners of the Deep Unit with no right to be reimbursed
by the working interest owners of the shallow unit, unless the well is
to be completed in the Shallow Unit in which case the working interest
owners of the shallow unit will reimburse the working interest owners
of the Deep Unit in accordance w1th the following formu1a°~

A11 Pre-casing Point Costs wh1ch can be isolated to the Shallow Unit

or the Deep Unit, (e.g., logging, testing, coring, fishing, etc.) will.

be paid for by the participating owners of those particular zones. A11
other Pre-casing Point Costs (“remaining costs") shall be borne by varicus
participating owners, according to their respective partic1pating 1nterests
in the units invo]ved as follows: , :

Participants in ~1 'x Footage to base of Shallow Unit x REMAINING COSTS
the Shallow Unit 2 o TOTAL DEPTH

Participants in 1 x Footage to base of Deep Unit x REMAINING COSTS
the Deep Unit Z TOTAL DEPTH

plus: 100% x Footage from base of Shallow ‘
| Unit to Total Depth X REMAININQ COSTS
" TOTAL DEPTH

Should a dual completion attempt be made in both the Deep Unit and the

Shallow Unit, all completion costs that can be isolated to the Deep or

Shallow Units shall be paid for by the participating owners of those
units. A1l other costs, with the exception of casing and tubing shall

be paid for equally by the participants in Shallow Unit and the Parti-

21??nts in the Deep Unit, A1l casing and tubing shall be paid for as
ollows: '

Average costs of casing and tubing from the surface to the base of the
Shallow Unit:

Participants in the Shallow Unit = 1/2;
Participants in the Deep Unit - /2.

Average costs of casing and tubing from the Base of the Shallow Unit to
total depth: Participants in the Deep Unit '~ 100%,

14(A)
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ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their

respectNe heirs, devisees, legal representatives, successors and assigns,

~ This mstrument may be executed in any number of counterparts, each of which shall be consxdered
an original for all purposes,

-

IN WITNESS WHEREOF, this agreement shall be effective as of _22nd___day of_September ,
¥x_2000. .

OPERATOR

YATES EETROLEUM CORPORATION

Z%M%M’

< n-Fact
NON-OPERATORS
YATES DRILLING COMPANY _MYCO INDUSTRIES JINC..
A/ M / Attorney in-Faq,/
ROXY BURKFIELD ‘ _ ABO PETROLEUM CORPORATION

(ot .//

%{tomey-in-l’

BRYAN SOLSBERY DEAN SOLSBERY JR.

t)zs nt lhls Mmuymn mrk Ix mlnhunl
#reapt whan suibutized in weiting by the
Amnerleen Assaulntion of Putrutoum Lanclainn
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ACKNOWLEDGMENT

STATE OF }
'S8
COUNTY OF }
The foregoing instrument was acknowledged before me this day of

, 2001 by Bryan Solsbery dealing in his sole and separate

property.

My Commission Expires:

Notary Public
ACKNOWLEDGMENT
STATE OF }
.S8
COUNTY OF }
The foregoing instrument was acknowledged before me this day of

, 2001 by Dean Solsbery Jr. dealing in his sole and separate

property.

My Commission Expires:

Notary Public
ACKNOWLEDGMENT
STATE OF }
'sS

COUNTY OF }

The foregoing instrument was acknowledged before me this day of

, 2001 by Roxy Burkfield dealing in her sole and separate

property.
My Commission Expires:

Notary Public



Attached to and made a part of that certain Operating Agreement dated September 22, 2000, between Yates Petroleum
Corporation, as “Operator” and Yates Drilling Company, et al, as “Non-operators”,

STATE OF NEW MEXICO }

'ss
COUNTY OF EDDY }

The foregoing in ent was acknowledged before me this 2nd day of

March _ , , by Peyton Yates as Attorney-in-Fact for Yates Petroleum

Corporation.
Witness my hand and official seal.

My commission expires: %ﬂ.ﬂﬂﬁ&iﬁ&%
__April 5, 2004 Notary ic

STATE OF NEW MEXICO }

S8
COUNTY OF EDDY }
The foregoing 1%@& ent was acknowledged before me this __2nd day of
March , , by Peyton Yates as Attorney-in-Fact for Yates Drilling

Company:.
Witness my hand and official seal.

My commission expires: \&.LE%E[D_[QQALQ&%
April 5, 2004 Notary Public

STATE OF NEW MEXICO 1

.88
COUNTY OF EDDY }
The foregoing inggpment was acknowledged before me this 2nd day of
March , Z¥EO, by John A. Yates, Jr. as Attorney-in-Fact for Abo

Petroieum Corporation.
Witness my hand and official seal.

My commission expires: %‘iﬂm
April 5, 2004 Notary Plblic

STATE OF NEW MEXICO }
:ss

COUNTY OF EDDY }
The foregoing in;%x%nent was acknowledged before me this __2nd day of
March , , by Frank Yates, Jr. as Attorney-in-Fact for Myco

Industries, Inc.
Witness my hand and official seal.

My commission expires: %ﬂ@&@%
April 5, 2004 Notary Public ‘

STATE OF NEW MEXICO }
. 'ss
COUNTY OF CHAVES }

The foregoing instrument was acknowledged before me this day of
, 2000, by Roxy Burkfield, a married woman, dealing in her sole
and separate property. ‘
Witness my hand and official seal.

My commission expires:
Notary Public




ATT,ACHED TO AND MADE A.PART OF THAT CERTAIN OPERATING AGREEMENT DATED SEPTEMBER
22, 2000, BETWEEN YATES PETROLEUM CORPORATION, AS "OPERATOR", AND YATES DRILLING,

CONTRAGT LANDS:

Townshi th
Section 3;: Ef2

ET AL, AS "NON-OPERATOR".

EXHIBIT "A"

ange 26 East, NMPM

Chaves County, New Mexico

Containlng 320 acres more or less

DEPTH RESTRICTION:

All lands below a depth of 4,

950 fest from the surface.

PERCENTAGE INTEREST OF PARTIES SUBJECT TO AGREEMENT:

 Yates Petroleumn Corporation

Yates Drilling Company

Myco Industries, Inc.

Abo Petroleum Corporation
* Roxy Burkfield

* Bryan Solsbery
Dean Solsbery Jr.
Roxy Burkfield

Below 4,950’

67.81250%
9.88750%
8.68750%
9.68750%-
3.12500%

100.00000%

Above 4,950

70.00000%
10.00000%
10.00000%
10.00000%

0.00000%

7100.00000%

This interest subject to lawsuit aver ownership, these parties are possible owners.

LEASES SUBJECT TO AGREEMENT:

1. Lessor

Robert B, Hannifin and Maxine B. Hannifin

Lessee:

Lease Date:

Description:

Lessor:
Lessee:
Leasge Date:
Description:

Lessor:
Lessee:

Lease Date:

Description:

Lessor:
Lessee:

Lease Date:

Description;

Mineral Owner:

Yates Petroleum Corporation
September 5, 2000
T8S-R26E, N.M.P.M.
Section 3: ‘NE/4

James Arthur Davidson
Yates Petroleum Corporation
September 5, 2000
T8S-R26E, N.M.P.M.
Section 3: NE/4

Donna Sue Lampkin
Yates Petroleum Corporation
September 5, 2000

T8S-R26E, N.M.P.M.

Section 3: NE/4

E.M. Vaughan
Yates Petroleum Corporation

‘September 5, 2000

T8S-R26E, N.M.P.M,

- Saction 3: NE/4

Roxy Burkfield (Unleased)

Description: T8S-R26E, NM.P.M,
Section 3: NE/4
ADDRESSES OF THE PARTIES FOR NOTICE PURPOSES:

Yates Petroleum Corporation
Yates Drilling Company

Abo Petroleum Corporation
Myco Industries, Inc.
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Fax: (506) 748-4572

Roxy Burkfield
1207 Camino Real
Roswell, New Mexico 88203

Phone: (505) 623-0420
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’ , OIL AND GAS LEASE Roswell, New Mexico

THIS AGREEMENT made this day of . between
WITNESSETH:

I, Lessor in consideration of Dollars

$ ) in hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets exclusively unto Lessee for

the purpose of investigating, exploring, prospecting, drilling and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures
thereon and on, over and across tands owned or claimed by Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees,

the following described land in County, , to wit:

EXHIBIT “B”

Attached to and made a part of that certain Operating Agreement dated September 22, 2000,
between Yates Petroleum Corporation, as “Operator” and Yates Drilling Company, et al, as
“Non-operators”.

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, development or cessation at any time
of production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of five
years from this date (called "primary term") and as long thereafter as oil or gas Is produced from said land or land with which said land is pooled hereunder,

3. The royalties to be paid by Lessee are: {a) on oil, _1 /8 of that produced and saved from said land, the same to be delivered at the wells or to the credit of Lessor into the pipe line
to which the wells may be connected; Lessee may from time to time purchase any royalty oil in its possession, paying the market price therefor prevailing for the field where produced on the date of
purchase; (b) on gas, including casinghead gas or other gaseous substance, produced from said land, and sold, or used off the premises or for the extraction of gasoline or other product therefrom,
the market value at the well of 1 z zf of the gas so sold or used, provided that on gas sold at the wells the royalty shalt be of the amount realized from such sale;while
there is a gas well on this lease or on acreage pooled therewith but gas is not being sold or used, Lessee may pay or tender as royalty, on or before ninety (90) days after the date on which sald well
is shut in and thereafter at annual intervals the sum of $1.00 per acre,and if such payment is made or tendered, this lease shall pot terminate and it will be considered that gas s being produced from
this |ease in paying quantities. Payment or tender of said shut-in gas royalty may be made by check or draft of Lessee mailed or delivered to the partles entitled thereto on or before the date said
payment is due. Lessee shall have free use of oil, gas, coal and water from said land, except water from Lessor's wells, for all operations hereunder, and the royalty on oil and gas shall be computed
after deducting any so used.

4. Lessee,at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil and gas, or either of them, with other land,
lease or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when In Lessee's jJudgment it is necessary or advisable to do so In order properly to explore, or to develop and
operate said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee,
promote the conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oll hereunder shall not substantially exceed 40 acres each in area, and units pooled
for gas hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit the creation
of units larger than those specified, units thereafter created may conform substantially in size with those prescribed by governmental regufations. Lessee under the provisions hereof may pool or
combine acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooting as to any
stratum or strata, need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform as to area with
gas units.The pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to poo! this lease or portions thereof into other units. Lessee shall file for record in the appropriate
records of the county in which the leased premises are situated an instrument describing and designating the pooled acreage as a pooled unit.Lessee may at its election exercise its pooling option after
commencing operations for or completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to Include, land or leases upon which a well capable of
producing oil or gas in paying quantities has theretofore been completed or upon which operations for the drilling of a well or gas have theretofore been commenced. Operations for drilling on or
production of oil or gas from any part of the pooled unit which includes all or a portion of the land covered by this lease regardiess of whether such operations for drilting were commenced or such
production was secured before or after the execution of this instrument or instruments designating the pooled unit, shall be considered as operatlons for drilling on or production of off and gas from
land covered by this lease whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or units, as to oil and gas, or elther of them,
as herein provided, shall be treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were included in this lease. For the purpose of computing the
royalties to which owners of royalties and payments out of production and each of them, shall be entitled on production of oil and gas, or elther of them, from the pooled unit, there shal! be allocated
to the fand covered by this lease and included In said unit a pro rata portion of the ofl and gas, or either of them, produced from the pooled unit after deducting that used for operations on the pooled
units. Such allocation shall be on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the pooled unit that pro rata portion of the oil and gas, or either
of them produced from the pooled unit which the number of surface acres covered by this lease and included in the pooled unit bears to the total number of surface acres included in the pooled unit.
Royalties hereunder shall be computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to the land covered by this lease and included in the unit just as
though such production were from such land. The production from an oil well will be considered production from the lease or oil pooled unit from which it is producing and not as production from
a gas pooled unit; and production from a gas well will be considered as production from the lease or gas pooled unit from which it is producing and not from an oll pooled unit. In addition to the
foregoing, Lessee at its option is hereby given the right and power from time to time to commit said land or any part or formation or mineral substance covered hereby to any cooperative or unit
agreement or plan of development and operation, and to any modifications thereof, which have been approved by the New Mexico Oil Conservation Commission or other lawful governmental
authority. In such event, the royalty payable to Lessor hereunder shall be computed and pald on the basis of the oil or gas allocated to such land under the terms of any such agreement or plan of
operation, which basis shall be the same by which the royalty due the United States or the State of New Mexico is computed and pald, This lease shall not expire during the fife of such agreement or
plan and shall be subject to the terms thereof and said agreement or plan of operation shall be filed with the New Mexico Oil Conservation Commisslon, or other lawful authority, and Lessee shall
record in the county in which the leased premises are situated, an instrument describing such agreement or plan of operation and reflecting the commitmeit thereto, and the same may be recorded
either before or after the completion of wells.

5. If atthe expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged In drilling or reworking operations thereon,
or shall have completed a dry hole thereon within 60 days prior to the end of the primary terms, the lease shall remain in force so long as operations on sald well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result In the production of oil or gas so long thereafter as oll or gas Is produced from said land, or from
land pooled therewith. If, after the expiration of the primary tern of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should cease from
any cause, this lease shall not terminate If Lessee commences operations for drilling or reworking within 60 days after the cessation of such production, but shall remain In force and effect so long as
such operations are prosecuted with no cassation of more than 60 consecutive days, and if they resuit in the production of oil and gas, so long thereafter as oil or gas Is produced from sald land or
from land pooled therewith.Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the appropriate records of the
county in which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or wells producing oil or gas in paying
quantities should be brought in on adjacent land within 660 feet of and draining the lease premises, or land pooled therewith. Lessee agrees to drill such offset well or wells as a reasonably prudent
operator would drill under the same or similar circumstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases covering any portion or portions of the
above described premises and thereby surrender this lease as to such portion or portions and be relieved of all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expiration of this lease to remove alf property and fixtures placed by Lessee on said land, including the right to draw and remove
all casing. When required by Lessor, Lessee will bury all pipe lines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or barn now on said land without
l.essor's consent.

7. The rights of either party hereunder may be assigned in whole or in part,and the provisions hereof shall extend to thelr heirs, successors and assigns but no change or division In ownership
of the land or royalties, however accomplished, shall operate to entarge the obligations or diminish the rights of Lessee; and no change or division in such ownership shall be binding on Lessee until
thirty (30) days after Lessee shall have been furnished by registered U.S. mail at Lessee's principal place of business with a certified copy of recorded instrument or instruments evidencing same. In the
event of assignment hereof in whole or in part liability for breach of any obligation hereunder shall rest exclusively upon the owner of this lease or of a portion thereof who commits such breach. If
six or more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unfess and until furnished with a recordable instrument executed by all such parties designating an
agent to receive payment for all.

8. The breach by Lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision of the estate created hereby nor be
grounds for cancellation hereof in whole or in part. In the event Lessor considers that operations are not at any time being conducted In compliance with this lease, Lessor shall notify Lessee in writing
of the facts relied upon as constituting a breach hereof, and Lessee, if in default, shall have sixty days after receipt of such notice in which to commence the compliance with the obligations imposed
by virtue of this Instrument. After the discovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreage retained hereunder as a reasonably prudent operator but in
discharging this obligation it shall in no event by required to drill more than one well per forty (40) acres of the area retained hereunder and capable of producing ol in paying quantities and one weil
per 640 acres plus an acreage tolerance not to exceed 10% of 640 acres of the area retained heraunder and capable of producing gas in paying quantities.

9. Lessor hereby warrants and agrees to defend the title to said land and agrees that Lessee at its option may discharge any tax, mortgage or other lien upon said land either in whole or In
part, and in event Lessee does so, it shall be subrogated to such lien with the right to enforce same and apply royaltles accruing hereunder toward satisfying same. Without impairment of Lessee's right
under the warranty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid
Lessor shall be reduced proportionately. Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the same.

10. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling or reworking operations thereon or from producing oil or gas
therefrom by reason of scarcity of or Inability to obtain or to use equipment or material, or by operation or force majeure, any Federal or state law or any order, rule or regulation of governmental
authority, then while so prevented, Lessee's obligation to comply with such covenant shall be suspended, and Lessee shall not be liable In damages for failure to comply therewith; and this lease shall
be extended while and so long as Lessee is prevented by any such cause from conducting drilling or reworking operations on or from producing oil or gas from the leased premises;and the time while
Lessee is so prevented shall not be counted agalnst Lessee, anything in this lease to the contrary notwithstanding.

IN WITNESS VWWHEREQF, this instrument is executed on the date first above written,
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. between Yates Petroleum Corporation, as “Operator” and Yates Drilling Company, et al, as

“Non- ators”.
on-oper EXHIBIT "F"

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

During the performance of this contract, the Operator agrees as follows:

(1) The Operator will not discriminate against any employee or applicant for employment
because of race, color, religion, national arigin or sex. The Operator will take
affirmative action to ensure that applicants are employed, and that employees are .
treated during employment, without regard 'to their race, color, religion, national
origin or sex. Such action shall include, but not be limited to the following:
employment, upgrading, demotion, or transfer, recruitment or recruitment
advertising; layoff or termination; rates of pay or other forms of compensation; and
selection for training, including apprenticeship. The Operator agrees to post in
conspicuous places, available to employees and applicants for employment notices
to be provided for the contractcing officer setting forth the provisions of ;his
non-discrimination clause.

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

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

(4) The Operator will comply with all provisions of Executive Order 11246 of September
24, 1965, and of the rules, regulations, and relevant orders of the Secretary of
Labor. ‘ '

{5) The Operator will furnish all information and reports required by Executive Order

11246 of September 24, 1865, and by the rules, regulations, and orders of the
Secretary of Labor, or pursuant thereto, and will permit access to its books, records,
and accounts by the contracting agency and the Secretary of Labor for purposes of
investigation to ascertain compliance with such rules, regulations, and orders,

(6) In the event of the Operator's non-compliance with the non-discrimination clauses of
this contract or with any of such rules, regulations, or orders, this contract may be
canceled, terminated or suspended in whole or in part and the Operator may be
declared ineligible for further Government contracts in accordance with procedures
authorized in Executive Order 11246 of September 24, 1965, and such other
sanctions may be imposed and remedies invoked as provided in Executive Order
11246 of September 24, 1885, or by rule, regulation, or order of the Secretary of
Labor, or as otherwise provided by law. |

Exhibit "F"
Page 1
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(7) The Operator will include the provisions of Paragraphs (1) through (7) in every
subcontract or purchase order unless exempted by rules, regulations, or orders of
the Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of
September 24, 1965, so that such provisions will be binding upon each
subcontractor or vendor. The Operator will take such action with-respect to any
subcontract or purchase order as the contracting agency may direct as a means of
enforcing such provisions including sanctions for non-compliance: Provided,
however, that in the event the Operator becomes involved in, or is threatened with, _
litigation with a subcontractor or vendor as a result of such direction by the
contracting agency, the Operator may request the United States to enter into such
litigation to protect the interests of the United States,

Operator acknowledges that it may be required to file Standard Form 100 (EEO-)
promulgated jointly by the Office of Federal Contract Compliance, the Equal Employment
Opportunity Commission and Plans for Progress with Joint Reporting Committee, Federal
Depot, Jeffersonville, Indiana, within thirty {30) days of the date of contract award if such
report has not been filed for the current year and otherwise comply with or file such other
compliance reports as may be required under Executive Order 11248, as amended and Rules
and Regulations adopted thereunder.

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

CERTIFICATION OF NON-SEGREGATED FACILITIES

Operator assures Non-Operators that it does not and will not maintain or provide for
its employees any segregated facilities at any of its establishments, and that it does not and
will not permit its employees to perform their services at any location, under its control,
where segregated facilities are maintained. For this purpose, it is understood that the phrase
"segregated facilities" includes facilities which are in fact segregated on a basis of race,
color, religion, or national origin, because of habit; local custom or otherwise. It is further
understood and agreed that maintaining or providing segregated facilities for its employees
or permitting its employees to perform their services at any location under its control where
segregated facilities are maintained is a violation of the equal opportunity clause required by
Executive Order 11246 of September 24, 1965, ‘

Operator further understands and agrees thét a breach of the assurance herein
contained subjects it to the provisions of the Order at 41 CFR Chapter 60 of the Secretary
of Labor dated_ May 21, 1968, and the provisions of the equal opportunity clause
enumerated in contracts between the United States of America and Non-Operators.

Whoever knowingly and willfully makes any false, fictitious or fraudulent
representation may be liable to criminal prosecution under 18 U. S . C. - 1001 .

Exhibit "F"
Page 2
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EXHIBIT *C*

Attached to and made a part of that certain Operating Agreement dated September 22, 2000,
between Yates Petroleum Corporation, as “Operator” and Yates Drilling Company, et al, as
“Non-operators”,

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

‘

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

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance 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,

“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators’” shall mean the parties to this agreement other than the Operator.
“IParties” shall mean Operator and Non-Operators.

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

“Technical Employees’” 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 Operator's employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

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

[ 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 author-
ity lor expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep-
wrately identified and fully described in detail.

3. Advances and Payments by Non-Operators

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

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

{. Adjustments

Puyment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

3. Audits

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

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
Ltors.




II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

b

B

Rentals and Royalties
Fease rentals and royalties paid by Opcerator for the Joint Operations.
Labov

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

(1) 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 Overhead rates.

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
Il. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Scetion I It percentage assessment is used, the rate shall be based on the Operator's cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable 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
Puragraph 2A of this Section IL

Employce Benefits

Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’'s labor
cost chavgeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
vust 1ot to exceed twenty per cent (20%).

Material
Muatersial purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use

and s reasonably practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be avoided.

Transportation

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

tions:

A, If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,

recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties.

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

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost.
ol $200 or less 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 III. The cost of professional consultant services and con-
et services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by
the Parties.

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
ol the Joint Property. ‘

15, In lieu of charges in Paragraph TA above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

Al costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
< o josses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's
sross negligence or willful mlsconduct Operator shall furnish Non- Operator written notice of damages or losses
drear.cd us soon as practicable after a report thereof has been received by Operator.

LLegal Llixpense

wonense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
ausd caounts paid for settlement of claims incurred in or resulting from operations under the agreement or
necersary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff
or Tees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal

cnerse 1s considered to be covered by the overhead provisions of Section III unless otherwise agreed to by the
Pirtics. exeept as provided in Section I, Paragraph 3.

Expenses incurred by Operator in representing the Joint Property at hearings or proceedings before state or federal regulatory
ar adnunistrative agencies. —_




10.

11.
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/}11 taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the

Parties.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties, In the event.Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men’s Compgnsanon and/or Employers Liability under the respective state’s laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s

cost not to exceed manual rates.

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

III. OVERHEAD

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

drilling- and producing operations on either:

(xx ) Fixed Rate Basis, Paragraph 1A, or

( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable 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, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

The salaries, wages and Personal Expenses of Technical Employees ahd/or the cost of professional consultant

I

ii.

services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not (XX) be covered by the Overhead rates.
A. Overhead - Fixed Rate Basi '
verhead - fixed Rate Basls curface to 4,000 4,000' to-8,000' 8,000 to 12,000'

(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate $_3.000 $4,000 $5,400

Producing Well Rate $300 S 400 $ 540
(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 location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for fifteen (15) or more consecutive days

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

days.

(b) Producing Well Rates '

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

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

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

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

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

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by muiti-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be

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

—_3—




15 Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:
(a) Development

— Percent (%) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II and all salvage credits.

(b) Operating

__Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as follows: .
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, 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 expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as de:.ned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
churge the Joint Account for Overhead based on the following rates for any Major Construction project in excess
of $25,000,00

A.  O_____ 9 of total costs if such costs are more than $.25,000.00 _ but less than $_.100,000,00 ; plus
B. 3_____% of total costs in excess of $__100,000,.00 but less than $1,000,000; plus

C. 2 .. % of total costs in excess of $1,000,000.

‘T'otal cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts
of u single project shall not be treated separately and the cost of drilling and workover wells shall be excluded.

3. Amendment of Rates

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

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

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

1. Purchases

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

2. Translers and Dispositions
AMuterial furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-
counts:
A. New Material (Condition A)
(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movemernt on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest

published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.

(2) Line Pipe

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

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

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

B. Good Used Material (Condition B)
Auterial in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV.
(1) Material moved from the Joint Property '

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

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by Para-

graph 2A of this Section IV. Theé cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D

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

D. Obsolete Material

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

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

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

Premium Prices

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

Warranty of Material Furnished by Operator

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

V. INVENTORIES

Operator shall maintain detailed records of Controllable Material.

Pcriodic Inventories, Notice and Representation

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

Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages due to lack of reasonable diligence,

Special Inventories

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

Expense of Conducting Periodic Inventories

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




EXHIBIT "D"

Attached to and made a part of that certain Operating Agreement dated September 22, 2000,
between Yates Petroleum Corporation, as “Operator” and Yates Drilling Company, et al, as
“Non-operators”. :

ki

ADDITIONAL INSURANCE PROVISIONS

Operator, during the term of this agreement, shall carry insurance for the benefit and at the

expense of the parties hereto, as follows:

(A) Workman's Compensation Insurance as contemplated by the state in
which operations will be conducted, and Employer's Liability Insurance

with limits of not less than $100,000.00 per employee.

®) Public Liability Insurance:
Bodily Injury and Property Damage - $500,000.00 single limit each

occurrence.

(C) Automobile Public Liability Insurance:
Bodily Injury  $250,000.00 each person.

$500,000.00 each occurrence.

Properly Damage - $100,000.00 each accident.

(or)
Bodily Injury and Property Damage - $500,000.00 combined single limit.

(D) Control of Well and Extra Expense - $10,000,000.00 - Limit of Liability

Except as authorized by this Exhibit "D", Operator shall not make any charge to the joint
account for insurance premiums. ‘Losses not covered by Operator's insurance (or by
insurance required by this agreement to be carried for the ben'efit and at the expense of

the parties hereto) shall be charged to the joint account.



Attached to and made a part of that certain Operating Agreement dated September 22, 2000,
between Yates Petroleum Corporation, as “Operator” and Yates Drilling Company, et al, as
“Non-operators”.

-

EXHIBIT "E"

GAS BALANCING AGREEMENT

The parties to the Operating Agreement to which this agreement is at-
tached own the working interest in the gas rights underlying the lands covered
by such agreement (the "Contract Area") in accordance with the percentaées of
participation as set forth in Exhibit "A" to the Operating Agreement (the "par-
ticipation percentage"). \ '

In accordance with the terms of the Operating Agreement, each party
thereto has the right to take its share of gas produced from the Contract Area
and market the same. 1In the event any of the parties hereto collectively owning
participation percentages of less than 50% are not at any time taking or market~-
ing their share of gas or have contracted to sell their share of gas produced
from the Contract Arxea to a purchaser which does not at any time while this
agreement is in effect take the full share of gas attributable to the interest
of such parties, this agreement shall automatically become effective upon the
terms hereinafter set forth.

1. During the period or periods when any parties hereto collectively
owning participation percentages of less than 50% have no market for their share
of gas produced from any proration unit within the Contract Area, or their pur-
chaser does not take its full share of gas produced from such proration unit,
other parties collectively owning participation percentages of more than 50%
shall be entitled to produce each month 100% of the lesser of a) allowable gas
production assigned to such proration unit by applicable state regulatory au-
thority or b) the delivery capacity of gas from such proration unit; provided,
however, no party who does not have gas in place shall be entitled to take or
deliver to a purchaser gas production in excess of 200% of the lesser of c¢) its
share of the volumes of gas capable of being delivered on a daily basis or 4)
its share of allowable gas production. All parties hereto shall share in and
own the liquid hydrocarbons recovered from such gas by lease equipment in accor-
dance with their respective interests and subject to the Operating Agreement to
which this agreement is attached, but the party or parties taking such gas shall
own all of the gas delivered to its or their purchaser.

2. On a cumulative basis, each party not taking or marketing its
full share of the gas produced shall be credited with gas in place equal to its
full share of the gas produced under this agreement, less its share of gas used
in lease operations, vented or lost, and less that portion such party took or
delivered to its purchaser. The Operator will maintain a current account of gas
balance between the parties and will furnish all parties hereto monthly state-
ments showing the total quantity of gas produced, the amount used in lease opera-
tions, vented or lost, the total quantity of 1liguid hydrocarbons recovered
therefrom, and the monthly and cumulative over and under account of each party.

3. At all times while gas is produced from the Contract Area, each
party hereto will make settlement with the respective royalty owners to whom
they are each accountable, just as if each party were taking or delivering to a
purchaser its share, and its share only. Each party hereto agrees to hold each
other party hdrmless from any and all claims for royalty payments asserted by
royalty owners to whom each party is accountable. The term "royalty owner"
shall include owners of royalty, overriding royalties, production payments and
other similar interests.

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

4. after notice to the Operator, any party at any time may begin tak-
" ing or delivering to its purchaser its full share of the gas produced from a pro-
ration unit under which it has gas in place less such party's share of gas used
in operations, vented or lost. In addition to such share, each party, including
the Operator, until it has recovered its gas in place and balanced the gas ac-
count as to its interest, shall be entitled to take or deliver to its purchaser
a share of gas determined by multiplying 50% of the interest in the current gas
production of the party or parties without gas in place by a fraction, the numer-
ator of which is the interest in the proration unit of such party with gas in



place and the denominator of which is the total percentage interest in such pro-
ration unit of all parties with gas in place currently taking or delivering to a
purchaser.

5. Nothing 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 tésts required
by its purchaser, provided that said test should be reasonable in length, nor-
mally not to exceed 72 hours.

6. If a proration unit ceases to produce gas and/or liquid hydrocar-
bons in paying quantities before the gas account is balanced, settlement will be
made between the underproduced and overproduced parties. In making such settle-
ment, the underproduced party or parties will be paid a sum of money by the over-
produced party or parties attributable to the overproduction which said overpro-
duced party received, less applicable taxes theretofore paid, at the applicable
price defined below for the delivery of a volume of gas equal to that for which
settlement is made. For gas, the price of which is not regulated by federal,
state or other governmental agencies, the price basis shall be the price re-
ceived for the sale of the gas. For gas, the price of which is subject to regu-
lation by federal, state or other governmental authorities, the price basis
shall be the rate collected, from time to time, which is not subject to possible
refund, as provided by the Federal Enexrgy Regulatory Commission or any other gov-
ernmental authority, pursuant to final order or settlement applicable to the gas
sold from such well, plus any additional collected amount which 1is not ulti-
nately required to be refunded by such authority, such additional collected
amount to be accounted for at such. time as £final determination is made with
respect hereto. '

7. Notwithstanding the provisions of €6, it is expressly agreed that
any underproduced party shall have the optional right, with respect to each pro-
ration unit, to receive a cash settlement bringing such underproduced party's
gas account into balance at any time and from time to time prior to the final
settlement, by first giving each overproduced party 90 days' written notice of
demand for cash settlement. If such option is so exercised, settlement shall be
made (as of 7:00 o'clock A.M. on the first day of the calendar month following
the date of such written demands) within 90 days following the actual receipt of
such written demands by the overproduced parties, in the same manner provided
for in €6. The option provided for in this paragraph may be exercised, from
time to time, but only one time in each calendar year.

8. Nothing herein shall change or affect each party's obligation to
pay its proportionate share of all costs and liabilities inc¢urred, as its share
thereof is set forth in the Operating Agreement.

9. This agreement shall constitute a separate agreement as to each
proration unit approved by the applicable regulatory authority for a pool within
the Contract Area, but such proration unit shall not include any producing hori-
zon which is not within the vertical limits of said pocl. This agreement shall
remain in force and effect so long as the Operating Agreement to which it is
attached remains in effect, and shall inure to the benefit of and be binding
upon the parties hereto, their heirs, successors, legal representatives and
assigns. C
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RANDY G. PATTERSON
105 SOUTH FOURTH STREET DENSIE;RGE.T:(T;SEY
ARTESIA, NEW MEXICO 882102118 TREASURER
TELEPHONE (505) 7481471
May 18, 2001 CERTIFIED RETURN RECEIPT
Ms. Roxy Burkfield Mr. Bryan Solsbery
C/O Robert C. Armijo Mr. Dean Solsbery, Jr.
Civerolo, Gralow & Hill PA C/O Lynn Slade
P.O. Box 877 Modrall, Sperling, Roehl, Harris & Sisk P.A.
Albuquerque, New Mexico 8§7103-0887 Bank of America Centre, Suite 1000

Albuquerque, New Mexico 87103-2165

Re: Township 8 South, Range 26 East, NMPM
Section 3: NE/4
Chaves County, New Mexico

Ladies and Gentlemen:

Yates Petroleum Corporation proposes to drill the Coronet TI #3 in E/2 of Sec. 3-T8S-
R26E-NMPM. I enclose a copy of the authority for expenditure (AFE) for your review and the
proposed operating agreement. We plan to drill this well in the summer of 2001 and look forward
to your election.

In as much as there is a current lawsuit involving the ownership of these minerals, we are
not sure with which party to negotiate a deal. The options below are open to all parties and all we
ask is that you inform us of your decision. Once the ownership is determined, we will know how
to do our accounting.

At this time there are three producing wells under which you may own an interest, the
Coronet TI #1 and #2 in NE/4 of Section 3 and Percentage APR #1 in the E/2. Your interest in
these wells derives from your possible mineral ownership in the NE/4 of Section 3. At this time
no one has signed an operating agreement or an oil and gas lease. Before we drill the Coronet TI
#3 well we plan to either 1) lease your minerals 2) secure your participation in the wells or 3)
force pool the mineral interest so that we can account for the interest in the three existing wells
and the well to be drilled.

Because of the current lawsuit, we are not willing to pay a bonus consideration for a lease
offer. However, we will lease your minerals for a V4 royalty ten-year lease. This lease could be
dated effective prior to the drilling of the Percentage and Coronet TI #2 wells or dated effective
today. We will adjust the accounting for the cost of drilling and operating the wells based on the

F:\2001CEM\Coronet TI #3.doc



Coronet TI #3
Page 2 of 2
5/17/01

decision you make. Regardless of the option selected, this offer to lease expires on June 7, 2001.
For information purposes the Coronet TI #1 well paid out some time ago, the Coronet TI #2 well
has not paid out its costs to drill and operate and the Percentage APR #1 well has paid out its cost
to drill and operate. The proposed date of the lease would control the payments you may receive.

Conversely if you want to participate, we repropose the enclosed respective operating
agreements and AFE’s for your participation in the wells. The operating agreement for the
Coronet wells covers surface to the base of the deepest producing horizon (that being the base of
the Abo) and the operating agreements for the Percentage well covers below the face of the Abo
formation. Please review the documents and sign them if you wish to participate as a working
interest owner under the well.

We request your immediate attention on this matter. If we do not hear from you
we will proceed to a hearing before the Oil Conservation Division to force pool the
Interest.

Very Truly Yours,
YATES PETROLEUM CORPORATION

[k o

Chuck Moran
Landman

CEM:dr
Enclosures

F:\2001CEM\Coronet TI #3.doc
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AFE NO. 99-525-0
AUTHORITY FOR EXPENDITURE AFE DATE 12/14/99
NEW DRILLING, RECOMPLETION & RE-ENTRY AFEND (rev €/98)
AFE Type: Wall Objective:  Well Type: AFE STATUS:
105 SOUTH FOURTH STREET X {New Drilling Qil X [Development Original
ARTESIA, NEW MEXICO88210 Recompletion X [Gas Exploratory Revised
TELEPHONE ($05) T48+1471 Re-entry Injector Final
- Supplemental
LEASE NAME Coronet Tl #2 PROJ'D DEPTH 4,710
COUNTY Chaves STATE New Mexico
FIELD Abo HORIZON Abo
LOCATION Section 3 T8S-R26E, 1,980' N & 1,000' E
DIVISION CODE 100 DIVISION NAME Oil & Gas Division
DISTRICT CODE DISTRICT NAME
BRANCH CODE BRANCH NAME
PROGNOSIS: |
INTANGIBLE DRILLING COSTS: DRY HOLE COMP'D WELL
920-100 Staking, Permit & Legal Fees 500 500
920-110 Location, Right-of-Way 12,000 12,000
820-120 Drilling, Footage 4,710' @ $15.00/ft 74,900 74,900
920-130 Drilling, Daywork 1 day @ $5,200/day 5,200 5,200
920-140 Drilling Water, Fasline Rental 10,000 10,000
920-150 Drilling Mud & Additives 12,000 12,000
920-160 Mud Logging Unit, SampleBags
920-170 Cementing - Surface Casing N 13,000 13,000
820-180 Drill Stem Testing, OHT
920-190 Electric Logs & Tape Copies 5,000 5,000
920-200 Tools & Equip. Rntl., Trkg. & Welding 3,500 3,500
820-205 Control of Well-insurance
920-210 ~ Supervision & Overhead 5,000 5,000
920-230 Coring, Tools & Service
920-240 Bits, Tool & Supplies Purchase 500 500
820-350 Cementing - Production Casing 12,200
920-410 Completion Unit - Swabbing 9,500
920-420 Water for Completion 6,000
820-430 Mud & Additives for Completion
820-440 Cementing - Completion
920-450 Elec. Logs, Testing, Etc. - Completion 8,000
920-460 Tools & Equip. Rental, Etc. - Completion 10,000
920-470 Stimulation for Completion 55,000
920-480 Supervision & O/H - Completion 2,000
920-490 Additional LOC Charges - Completion 1,000
920-510 Bits, Tools & Supplies - Completion 500
§20-500 Contingency for Completion
TOTAL INTANGIBLE DRILLING COSTS 141,600/ 245,800|
TANGIBLE EQUIPMENT COSTS: ‘
830-010 Christmas Tree & Wellhead 1,500 3,600
930-020 Casing 858" @e0Q 6,750 6,750
41/2" @ 4,710’ 20,400
930-030 Tubing 2 3/8" @ 4,400 8,500
930-040 Packer & Special Equipment
940-010 Pumping Equipment
940-020 Storage Facilities 1,200
940-030 Separation Equip., Flowlines, Misc. 3,000
940-040 Trucking & Construction Costs 3,000
TOTAL TANGIBLE EQUIPMENT COSTS { 8,250] 46,450
TOTAL COSTS { 149,850] 292,250|

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF OPERATOR'S OPTION TO CHARGE THE JOINT ACCOUNT WITH
TUBULAR GOODS FROM THE OPERATOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE.

Operations
Approval

R Prepared By |Cory Frederick

50.00007 |

15.6250% |

75.0000% ]

-




Coronet TI #2
Chaves County, New Mexico

AFE # 99-925-00
AFE Date: December 14,

Page 2

* This interest subject to lawsuit over
these parties are possible owners.

ownership,

DONNA SUE LAMPKIN | 3.125000% |
BY DATE
E. M. VAUGHAN [ 3.125000% |
BY DATE

% ROXY BURKFIELD I 3.1257 |
BY DATE

* BRYAN SOLOBERY [ l
BY DATE

* DEAN SOLSBERY JR. | |
BY DATE

1999
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between JATES PETROLEUM CORPORATION, a
New Mexico corporation, 105 S. 4th St., Artesia, N.ML | hereinafter designated and

referred to as ‘“‘Operator”,”and the signatory party or parties other than Operator, sometimes hereinafter
referred to individually herein as “Non-Operator”, and collectively as “Non-Operators”,

WITNESSETH:

WHEREAS, the parties 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 parties hereto have reached an agreement to explore
and develop these leases and/or oil and gas mterests for the production of oil and gas to the extent and
as hereinafter provided:

NOW, THEREFORE, it is agreed as follows:

ARTICLE L
DEFINITIONS

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

A, The term “oil_gnd 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 term is specifically stated.

B, The terms ‘“ofl and gas lease”, “lease” and “leasehold” shall mean the oil 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 *“oil and gas interests” 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 “Contract Area” shall mean all of the lands, oil and gas leasehold interests and oil
and gas interests intended to.be developed and operated for oil and gas purposes under this agreement,
Such lands, oil and gas leasehold interests and ofl 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 authority. If a dnllmg 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 whxch 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 context 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 II,
EXHIBITS

The following exhibits, as mdxcated below and attached hereto, are incorporated in and made a
part hepeof:
(R A. Exhibit “A”, shall include the following information:
(1) Identification of lands- subject to agreement,
" (2) Restrictions, it any, as to depths or formations,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases and/or oil and gas interests subject. to this agreement,
(5) Addresses of parties for notice purposes.
. Exhibit “B”, Form of Lease,
. Exhibit “C", Accounting Procedure,
. Exhibit “D”, Insurance.
. Exhibit “E", Gas Balancing Agreement.
. Exhibit “F", Non-Discrimination and Certification of Non-Segregated Facilities.

1t 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,
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: 'ARTICLE IIL
INTERESTS OF PARTIES

A. Oil and Gas Interests:

It any party owns an unleased oil and gas interest in the Contract Area, that interest shall be
treated for the purpose of this agreement and during the term hereof as if it were a leased interest
under the form of oil and gas lease attached as Exhibit “B”. As to such interest, the owner shall re-
ceive royalty on production as prescribed in the form of vil-and gas lease -attached-hereto-as -Exhibit
“B", Such party shall, however, be subject to all of the provisions of this agreement relating to lessees,

~ to the extent that it owns the lessee interest.

B, Interest of Parties in Costs and Production:

Exhibit “A” lists all of the parties and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under
this 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 royalties wwhieh—will—be
bme-%r-ﬁhe-éam-ﬁeem shall also be owned by the parties in the same manner during the term
hereot; provided, however, this shall not be deemed an assignment or- cross-assignment of interests cov-
ered hereby. ‘

ARTICLE IV.
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 obtained
by Operator. Operator shall cause title to be examined by attorneys 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: '
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(® Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside 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 other personnel in the
performance of the above functions.

Each party shall be responsible for securing curative matter and pooling amendments 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 Designations or Declarations as well as the
conduct of hearings before Governmental Agencies for the securing of spacing or pooling orde
shall not prevent any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drill ‘grunit
has been examined as above provided, and (2) the title has been approved by the examining att

title has been accepted by all of the parties who are to participate in the drilling of the well. l,—
| . {:

B.! Loss of Title:

Failure of Title: Should any oil and gas interest or lease, or mterest therein, \be ois "thr})ugh
faxlure of title, which loss results in a reduction of interest from that shown on Exhibit & i ee-
ment, nevertheless, shall continue in force as to all remaining oil and gas leases anf;aap RO ’N-ﬁ«w?

ndoml RR A I8 pshinhitnd |

(a) The party whose oil and gas lease or interest is affected by the title failu euahall.hw.. alqne(i
the entire loss and it shall not be entitled to recover from Operator or the other partieigry=develbpment:
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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 incuirred or revenues received from the
operation of the interest which has been lost, but the interesis 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 lost; and

-¢e) "It the’ proportionate intereést of the ‘other parties heteto’ in any’ producing well-theretofore:drilled
on the Contract 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 interests (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connection 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

(1) 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 Erronéous Payment of Amount Due: If, through mistake or oversight,
any rental, shut-in well payment, minimum royalty or royalty 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 VIILB., the interests 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 time 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 previously 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 uhrecovered .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 prxvxlege 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 IV.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 remaining portion of
the Contract Area, -

ARTICLE V, ' ﬁ’
OPERATOR i

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

YATES PETROLEUM CORPORATION, 105 South 4th St., Artesia, N.M. 88210 sha "?“;, the

Operator of the Contract Area, and shall conduct and d1rect and have full control of all ,‘
thé Contract Area as permitted and required by, and within the hrmts of, this agreement JaShal

negligence or ‘willful misconduct.

NS o
Uss ol this ﬂmlﬂvm sk dx prodabinnd
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Arwrican Astaciaton of Priztivem Landmun
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B. Resignation or Removal of Operator and Selection of Successor: .

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice
thereof to Non-Operators. If Operator terminates its legal existence, no longer owns an interest in the
Contract Area, or is no longer capable of serving as Operator, it shall cease to be Operator. without any
action by Non-Operator, except the selection of a successor. Operator may be, removed if it fails or
refuses to carry out its duties hereunder, or becomes- insolvent, bankrupt or: is ‘placed in receivershlp,
by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner~
ship as shown on Exhibit “A", and not on the number of parties remaming after excluding the voting
interest of Operator. Such resignation or removal shall not become. effective until 7:00 o’clock A.M. .
on the first 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, after effect-
ive date of resignation or removal, shall be bound by the terms hereof as a- Non-Operator. A change of
a corporate name or structure of Operator 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 Contract Area at the time such successor Operator is selected. If the Operator that
is removed fails to vote or votes only to succeed itself, the successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown
on Exhibit “A”, and not on the number of parties remaining after exeluding the voting. interest of the
Operator that was removed,

C. Employees:

The number of employees used by Operator in conducting operations hereunder, their seiection,
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 Contract 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 the
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
customary and usual in the area in contracts of independent contractors who are doing work of a sim-

ilar nature.
ARTICLE VI,
DRILLING AND DEVELOPMEN’I‘-
A. Initial Well:

On or before the__. day of ___ . , , Operator shall commence the drill-
ing of a well for oil and gas at the following location: - '

and shall thereafter continue the drilling of the well with due difigence to-

unless granite or other practically impenetrable substance or condition in the hole, which’ il
further drilling impractical, is encountered at a lesser depth, or unless all parties- agree to compipf
abandon the well at a lesser depth. . i

L rtr:
Operator shall make reasonable tests of all formafions encountered during drilling which rsf«

dication of containing oil and gas in quantities sufficient to test, unless this agreement shall b. hI Y
in its application to a'specific formation or formations, in which event Operator shall
test only the formation or formations to which this agreement may apply.

If, in Operator's judgment, the well will .not produce 0il or gas in paying quantiti'~
to plug and abandon the well as a dry hole, it shall first secure the consent of all.
plug and abandon same as prov1ded in Article VLE.1, hereof,

8L lIg s :
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B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area
other than the well provided for in Article VI.A,, 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 drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the loca-
tion, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-

" ing 'such a notice shall have thirty (30) days after receipt-of'the notice within-which to. notity.the

parties 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 to rework, plug back or drill deeper may be given
by telephone and the response period shall be limited to forty-eight (48) hours, exclusive of Saturday,
Sunday or legal holidays. 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
notice 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
VI.B.1. or VLE.1l. 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
to participate in the operation shall, within sixty (60) days after the expiration of the notice period of
thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period
where the drilling rig is on location, as the case may be) actually commence work on the proposed
operation and complete it with due diligence. Operator shall perform all work for the account of the
Consenting Parties; 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 Parties, or (b) desig~
nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties, when
conducting operations on the Contract Area pursuant to this Article VI.B.2,, shall comply with all terms
and conditions of this agreement,

If less than all parties approve any proposed operation, the proposing party, immediately after the
expiration of the applicable notice period, shall advise the Consenting Parties of (a) the total interest
of the parties approving such operation, and (b) its recommendation as to whether the Consenting Par-
ties should proceed with the operation as proposed. Each Consenting Party, within forty-eight: (48)
hours (exclusive of Saturday, Sunday or legal holidays) after receipt of such notice, 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 its 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 proportions they have elected to bear same under the terms of the préceding 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 to receive, in proportion to their respective interests, all of such Non-Consenting Party's
interest in the well and share of production therefrom until the proceeds of the sale of such share,
calculated at the well, or market value thereof if such share is not sold (after deducting prbduction
taxes, crude oil excise taxes, royalty, overriding royalty and other interests extsting on the effective date hereof,!’
payable out of or measured by the production from such wel! accrulng wuth respect to such Interest until l
shall equal the total of the following: f

(a) 1gp'% of each such Non-Consenting Party’s share of the cost of any newly acquired'
equipment beyond the wellhead connections (including, but not limited to, stock tanks, se ator.s,
treaters, pumping equipment and piping), plus 100% of each such Non-Consenting Party’s shapg’)

would have been chargeable to each Non-Consenting Party had it -participated,.'i'n the
ginning of the operation; and ' :
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300% of that portion of the cost of newly acquired equipment in the well (to and xncluding 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 Party’s relinquished interest upon such Party’s
election, shall be sold to its purchaser, if available, under the terms of its existing 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- the Non- Consenting Party’s relinquished-interest: -If such -Non - Consenting.Party has not

_contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party's share of gas as hereinabove provided during the recoupment period,

During the pe"riod of time Consenting Parties are entitled o receive Non-Consenting Party’s share
of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment, of
all production, crude oil excise taxes, severance, gathering and other taxes, and : all royalty, overrldlng royalty
and other burdens“/applscable to Non- Consentmg Party s share of productnon , R '

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

Within sixty (60) days after the completion of any operation under this Article, the party con-

. ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party 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 statement 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-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
operation of the well, together with a statement of the quantity of oil and gas produced from it and the
amount of proceeds realized from the sale of the well’s working interest production during the preceding
month. In determining the quantity of oil and gas produced during any month, Consenting Parties
shall use industry accepted methods such as, but not limited to, metering 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-Consenting 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 Non-Consenting party.

It and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest
the amounts provided for above, the relinquished interests of,such Non-Consenting Party shall 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 ih the drilling,
reworking, deepening or plugging back of said well. Thereafter, 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
accordance with the terms of this agreement and the Accounting Procedure, attached hereto.

Notwithstanding the provisions of this Article VIB.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 Coniract Area is producing, unless such well conforms to the then-existing

well spacing pattern for such source of supply.

to the reworking, deepening and plugging back of such uutial well, if such well is or "‘;F,‘. b
prove to be a dry hole or non-commercial well, after having been drilled to the depth Speciﬁed ;

VLA,

9 Right to Take Production in Kind:

Each party electing to take In kind or separately dispose of its proportionate share of the production from the Contract Area
shall kaep accurate records of the yolume, selling price, royalty and taxes relative to its share of production. Non-Operators
shall, upon request, furnish Operator with true and complete coples of the records required to' be kept Héteunder whenever, under
the terms of this agresment or any agresment exacuted in connection herewlth, it Is necessary for Operator to obtain sald information, -
Any information fumished to Operator hereundsr shall be used by Operator only to the extent necessary o carry out its duties - '
as Operator and shall otherwise be kept confidential,

Each party shall have the right to taks In kind or separately dispose of its proportionate shars of all oll and gas produced
from the Contract Ares, exclusive of production whlch may be used in development and producing operations and in preparing and

-8~ o .
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treating ol for marketing purposes and production unavoldably lost. Any extra expenditure incurred in the taking in kind or separate
disposition by any party of ite proportionate share of the production shall be borne by such party. Any party taking ite 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 contracts as may be necessary for the sale of its
interest in production from the Contract Area, and, except as provided in Article VILB., shall be entitled
to receive payment direct from the purchaser thereof for its share of all production. "

In the event any party shall fail to make the arrangements necessary to take in kind or separately

" dispose of its proportionate share of the oil and gas produced from:the Contract Area, O<peraton-..shaf1,1;hg\{§ .

the right, subject to the revocation at will by the party owning it, but not the obligation, to purchase such
oil and gas or sell it to others at any time and from time to .time, for the account of the non-taking
party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
erator shall be subject always to the right of the owner of the production to exercise at any time its
right to take in kind, or separately dispose of, its share of all oil and gas not previously delivered to a
purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for
such reasonable periods of time as are consistent with the minimum needs of the industry under the
particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the
foregoing, Operator shall not make a sale, including one into interstate commerce, of any other party’s
share of gas production without first giving such other party thirty (30) days notice of such intended
sale, .-

In the event any party hereto is not at any time taking or marketing its share of gas production and Operator
is gither (i) unwilling-to purchase or sell or (i) unable to obtain the prior written consent to purchase or sell such
party's share of gas production, or in the event any party has contracted to sell its share of gas produced from
the contract Area to a purchaser which does not at any time while this agreement is in effect take the full share
of gas attributable to the interest of such party, then in any such event the terms and conditions of the Gas.
Bf:;la:t?ing_ Agreement attached hereto as Exhibit "E" and incorporated herein shall automatically become
effectiva, ‘

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole risk to inspect
or observe operations, and shall have access at reasonable times to information pertaining to the 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 hanhd at the first of each month, and shall make available samples of any cores or cuttings
taken from any well drilled on the Coniract 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 pursuant to Article VI.B.2,, any well
which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent
effort, be unable to contact any party, or should any party fail to reply within forty-eight (48) hours
(exclusive of Saturday, Sunday or legal holidays) after receipt of notice of the proposal to plug and
abandon such well, such party shall be deemed to have consented 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 operations in search of oil and/or gas subject to the provisions of Article VIB.

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

worked pursuant to Article VI.B.2, hereof for which the Consenting Parties have not been fully reim-

be plugged and_ abandoned in accordance with applicable regulations and at the cost, risk and #pense
of all the parties hereto. If, within thirty (30) days after receipt of notice of the proposed abandgh
of such well, all parties do not agree to the abandonment of any well, those wishing to '|.|;tf""'
eration shall tender to each of the other parties its proportionate share of the value of the well's &0
material and equipment, determined in accordance with the provisions of Exhibit “C", less the esf
cost of salvaging and the estimated cost of plugging and abandoning, Each abandoning par

aksign to the non-abandoning parties, without warranty, express or implied, as to title or ggnt

quality, or fitness for use of the equipment and material, all of its interest in the well a

oK
:‘i’!ﬂq

F,. 4
pond RS
i

an oil and gas interest, such party shall execute and deliver to the non-abandoning partysiem 'h'l .
oil and gas lease, limited to the interval or intervals of the formation or formations thep PRER.i ?ﬁqﬁﬁc{;:;,
tion, for a term of one year and so long thereafter as oil and/or gas is produced from therintervalmordnbandm
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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 participation 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, abahdoning parties shall have no further responsibility, liability, or interest in the op-
eration"of or production from the well in" the interval or intervals-then open other .than, the. royalties.
retained in any lease made under the terms of this Article, Upon request, Operator shall continue to
operate the assigned well for the account of the non-abandoning parties at theé' 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 VIL
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 VILB, are
given to secure only the debts of each severally. It is not the intention of the parties to create, nor shall
this agreement be construed as creating, a mining or other partnership or association, or to render the
parties liable as partners. It is not the intention of the parties that this contract is
made or intended for the benefit of any third person.

. 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 extracted and its interest in all equipment, {0 secure
payment of its share of expense, together with interest thereon at the rate provided in the Accounting
Procedure attached hereto as Exhibit “C"”. To the extent 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
]{qhexir ﬁxts or remed1 to cg leci;nfero the pure aﬁ.er the %roce%ds fr e sal %:h Non- %Iator’s

are o r“ﬁgancf/aor gas un'cilEl he am ﬂ‘¥ owe gy suchelxon pera or plus in ere %ﬁncy,
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-defaulting parties, including Operator, shall, upon 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 obtain 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 pa& and discharge expenses
incurred in the development and operation of the Contract Area: pursuant to this agreement and shall
charge each of the parties hereto with their respective proportiohate shares upon the expense basis pro-
vided in the Accounting 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, o

Operator, at its election, shall have the right from time to time to demand and receive frijy
other parties payment in advance of their respective shares of the estimated amount of the exp ‘{; to
be incurred in operations hereunder during the next succeeding month, which right may be exercigéd:
by submission to each such party of an itemized statement of such estimated expense, togetHds} with
dn invoice for its share thereof. Each such statement and invoice for the payment in advance ‘hf\

timate and invoice is received, If any party fails to pay its share of said estimate with
amount due shall bear interest as provided in Exhibit “C” until paid. Proper adju
made monthly between advances and actual expense to the end that each party sha

U “ll ‘ﬂ Il fki
proportionate share of actual expenses incurred, and no more, R

oxcent when suthotized in writing hy the
Amrican Agzochition of Batrhent Landoin
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D. Limitation of Expenditures:

1, Drill or Deepen: Without the consent of all parties, no well shall be drillect 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:
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& Option No 2: All necessary expenditures for the drilhng 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-Operators who have the right to participate in the completion costs. The parties
recelving such notice shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holi-
days) 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 expenditures for the completing and equipping of such
well, including necessary tankage and/or surface facilities. Failure of any 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 completion attempt. If one or more, but less than all of the parties, elect to.set pipe and
to attempt a completion, the provisions of Article VL.B.2. hereof (the phrase “reworking, deepening or
plugging back” as contained in Article VI.B.2. shall be deemed to include “completing”) shall apply to
the operations thereafter conducted by less than all parties,

2. Rework or Piug Back: Without the consent of all parties, no well shall be reworked or plugged
back except a well reworked or plugged back pursuant to the provxsions of Article VI.B.2, of this agree-
ment, it being understood that the consent to the reworking or plugging back of a well shall’ include
consent to all necessary expenditures in conducting such operations and . completing and equipping of
sald well, including necessary tankage and/or surface facilities,

3. Other.Operations: Operator shall not undertake any single project reasonably estimated to require
an expenditure in excess of TWENTY FIVE THOUSAND-===========-" “Dollars ($ 25,000.00 )
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plug-
ging back of which has been previously authorized by or pursuant to this agreement; 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 steps 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. If Operator prepares ‘“Authority for Expenditures” for its- own use,
Operator, upon request, shall furnish copies of its “Authority for Expenditures” fir anﬁ sixa%le project
costing in excess of _FIFTEEN THOUSAND==-==~=--=======""""""""" Dollars ($ 0 ).

E. Royalties, Overriding Royalties and Other Payments:

Each party shall pay or deliver, or cause to be paid or delivered, all royalties to the extent ot
3/16ths due on its share of production and shall hold the other parties free
from any liability- therefor. If the interest of any party in any-oil and gas lease covered by this agree-
ment is subject.to any royalty, 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 beresponsiblé, on any price basis higher than the price received by nuch pmy, to- any other plrty s Ionor
or royalty owner; and if any such other party's lessor or royalty owner should demand and receive uttiomom: ona hlghor prioo bnls,
the party contributing such lease shall bear the royaity burden inscfar as such higher price Is concernedi: :: v
it Is recognized by the parties hereto that in addltion to each party's share of working Interest producﬂon as-shown in Exhlhlt R". .
such party shall have the right, subject to existing contracts, to market the royaity gas attributable to'each lease which it ‘
contributes to the Contract Area and to receive payments due for such royalty gas produced from or allogsted to such lease or leases,
It is agreed that, regardiess of whether each party markets or contracts for its share of gas, neluding the royaity gas under the

- leases which It contributed to the Contract Area, such party agrees to pay or cause to be paid to the royalty owners under its lease or

leases the proceeds attributable to their respective royalty interast and to hold all other parties hereto hermlost for its fallure to do‘ $0.
F.- Rentals,-Shut-in.Well Payments and. Minimum Royalties: _

Rentals, shut-in well payments and minimum royalties Which msy be réquired under the ferms of
any lease shall be paid by the party or parties who subjected such lease to this agreement at its &
expense. In the event two or more parties own and have contributed interests in the same leaso this
agreement, such parties may designate one of such parties to make said payments for and on -"‘m
such parties, Any party may request, and shall be entitled to- receive, proper evidence of all s
ments. In the event of failure to make proper payment of any rental, shut-in well payment orn i3
royalty through mistake or oversight where such payment is required to continue the Iease-
any loss which results from such non-payment shall be borne in accordance with the provisions O

Iy.B.2,

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas
ting in or return to production of a producing gas well, at least five (5) days (excluding§ '
day and holidays), or at the earliest opportunity permitted by circumstances, prior to talsitdaees
but assumes no lability for failure to do so. In the event of failure by Operator [} S0 fa

oo 6
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of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article
1V.B.3.

G. Taxes:
Beginning with the first calendar year after the effective date hereof, Operétor shall render for ad

valorem taxation all property subject to this agreement which by law should be rendered for such
taxes, and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-

“dition” date, each Non-Operator shall furnish Operator information-as to-burdens (to include; but.not.be
‘limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests con-

tributed by such Non-Operator. If the assessed valuation of any leasehold estate is reduced by reason of its
being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in
ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold
estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such
reduction., Operator shall bill other parties for their proportionate share of all tax payments in the man-
ner provided in Exhibit “C”.

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within
the time and manner prescribed by law, and prosecute the protest to a final determination, unless all
parties agree'to abandon the protest prior to final determination. During the pendency of administrative
or judiclal proceedings, Operator may elect to pay, under protest, all such taxes and any interest and
penalty, When any such protested assessment shall have been finally determined, Operator shall pay
the tax for the joint account, together with any interest and penalty accrued, and the total cost shall then
be assessed against the parties, and be paid by them, as provided in Exhibit “C”,

Each party shall pay or cause to be paid all production, severance, gathering and other taxes im-
posed upon or with respect to the production or handling of such party's share of oil and/or gas pro-
duced. under the terms of this agreement.

H. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the Workmen's
Compensation Law of the State where the operations are being conducted; provided, however,. that Op-
erator may be a self-insurer for liability under said compensation laws in which event the only charge
that shall be made to.the joint account shall bé an amount equivalent to the premium which would have
been paid had such insurance been obtained. Operator shall also carry or provide insurance for the
benefit of the joint account of the parties as outlined in Exhibit “D”, attached to and made apart hereof,
Operator shall require all contractors engaged in work on or for the Contract Area to comply with the
Workmen's Compensation Law of the State where the operations are being conducted and to maintain
such other insurance as Operator may require. ‘

In the event Automobile Public Liability Insurance is specified in said Exhibit “D”, or subsequently
receives the approval of the parties, no direct charge shall be made by Operator for premiums paid for
such insurance for Operator’s fully owned automotive equipment.

ARTICLE VIIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall
not be surrendered in whole or in part unless all parties consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion‘theréof, and
other parties do not agree or consent thereto, the party desiring to surrender shall assign, without express
or implied warranty of title, all of its interest in such lease, or portion thereof, and any well, material and

and equipment on the assigned acreage. The value of all material shall be determined SR
with the provisions of Exhibit “C”, less the estimated cost of salvaging and the estims .z: i
ging and abandoning. If the assignment is in favor of more than one party, the assighi :a'f'"m’ mﬁ“ﬁ.

Ainerieun Assaclaton of Petrotesms Landman

- 10 2
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be shared by the parties assignee in the proportions that the interest of each bears to the interest of all
parties assignee,

Any assignment or surrender made under this provision shall not reduce or change the 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 thereon, shall not thereafter
be subject to the terms and provisions of this agreement,

-B. - Renewal-or Extension of Leases: - R o w e

It any party secures a renewal of any oil and gas lease subject to this Agreement, 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 lands 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 lease 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 participate in the purchase of a renewal lease, it
shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of
their respective percentage of participation in the Contract Area to the aggregate of the percentages
of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

without warranty
Each party who participates 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 to renewal leases whether they are for the entire interest
covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease
taken before the expiration of its predecessor lease, or taken or contracted for within six (8) months after
the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted
for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
lease and shall not be subject to the provisions of this agreement.

The provisions in this Article shall apply also and in like manner to extensions of oil and gas
leases. The provisions of this Article VIII-B shall only apply to leases, or. portions
of leases, located within the Unit Area.

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 acreage, without warranty of title, 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 VIII.C. This paragraph shall not be applicable to the contribution of acreage

by the Contributing Parties toward the Initial, Substitute, or Option.Test Well..
D. Subsequently Created Interest:

Notwithstanding the provisions of Article VIILE. and VIIL.G,, if any party hereto shall, subit
to execution of this agreement, create an overriding royalty, production payment, or net proceedgy ,
est, which such interests are hereinafter referred to as “subsequently created interest”, such subse¢it ently
created interest shall be specifically made subject to all of the terms and provisions of this agree

.U“
follows: .

l 1. If non-consent operations are conducted pursuant to any provision of this agreement ;
party conducting such operations becomes entitled to receive the production attributab 2:7]

out of which the subsequently created interest is derived, such party shall receive sa
of such subsequently created interest, The party creating same shall bear and pay all slxch
created interests and shall indemnify and hold the other parties hereto free and harmless’
all 1iability resulting therefrom. UaonHImanlyiny mtrllumubuml
ox¢upt when suthutized In wrlting by the
Americun Astouletion ol Petrotsum Landnion

- 11 _
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2. If the owner of the interest from which the subsequently created interest is derived (1) fails to
pay, when due, its share of expenses chargeable hereunder, or (2) elects to abandon a well under pro-
visions of Article VI.E. hereof, or (3) elects to surrender a lease under provisions of Article VIILA.
hereof, the subsequently created interest shall be chargeable with the pro rata portion of all expenses
hereunder in the same manner as if such interest were a working interest. For purposes of ¢ollecting
such chargeable expenses, the party or parties who receive assignments as a result of (2) or (3) above
shall have the right to enforce all provisions of Article VILB. hereof against such subsequently created
interest.

E. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests
covered by this agreement, and notwithstanding any other provisions to the contrary, no party shall
sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Con-
tract Area and in wells, equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and production in the Contract Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made ex-
pressly subject to this agreement, and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by four or more co-owners,
Operator, at its discretion, may require such co-owners to appoint a single trustee or agent with full
authority to receive notices, approve expenditures, receive billings for and approve and pay such party's
share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
party’s interests within the scope of the operations embraced in this agreement; however, all such
co-owners shall have the right to enter into and execute all contracts or agreements for the disposition
of their respective shares of the oil and gas produced from the Contract Area and they shall have the
right to receive, separately, payment of the sale proceeds hereof.

F. Waiver of Right to Partition:

If permitted by the laws of the state or sfates in which the property covered hereby is locsted each
party hereto owning an undivided interest in the Contract Area waives any and all mghts it may have
to partition and have set aside to it in severalty its undivided interest therein.

- - - ata nn- O - » ' - alal a - - - GO SR - -] ---r:‘

mterests in the Contract Area, it shall promptly give wntten notlce to the other parties witb-f#etT]l infor-
mation concerning its proposed sale, which shall include the name and address gf4® prospective pur-
chaser (who must be ready, willing and able to purchase), the purcha priCe, and all other terms of
the offer., The other parties shall then have an optional prior»+gft, for a period of ten (10) days after
receipt of the notice, to purchase on the same terms_sad=Tonditions the interest which the other party
proposes to sell; and, if this optional right.is~®xercised, the purchasing parties shall share the pur-
chased interest in the proportion 1T the interest of each bears to the total interest of all purchasing
parties, However, there shetl™be no preferential right to purchase in those cases where any party wishes
to mortgage i{s-imt¥rests, or to dispose of its interests by merger, reorganization, consolidation, or sale
of gll-er~Substantially all of its assets to a subsidiary or parent company or to a subsidiary of a parent

IR DA 0 o - oI DA - lh1gt - ORO=DE & o0

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

of the Treasury of the United States or the Federal Internal Revenue Service, 1ncluding
not by way of limitation, all of the returns, statements, and the data: required by ¥
tlons 1.761, Should there be any requirement that each party hereby affected give f
this election, each such party shall execute such documents and furnish such other e »mg.m,.ma,x,“ ¢',,,
required by the Federal.Internal Revenue Service or as may be necessary to evidencerthtdselemituyndgm ]

<12«
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such party shall give any notices or take any other action inconsistent with the election made hereby.
If any present or future income tax laws of the state or states in which the Contract Area is located or
any future income tax laws of the United States contain provisions similar to those in Subchapter “K",
Chapter 1, Subtitle “A”, of the Internal Revenue Code of 1954, under which an election similar to- that
provided by Section 761 of the Code is permitted, each party hereby affected shall make such election as
may be permitted or required by such laws. In making the foregoing election, each such party states that
the income derlved by such party from Operations hereunder can be adequately determined without the .
computation of partnership taxable income, .

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single damage claim or suit arising from operations hereunder it the ex-
penditure does not exceed FIFTEEN THOUSAND==mwnmecosmemcamcmnmmmmminannacanana Dollars
($15,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount
required for settlement exceeds the above amount, the parties hereto shall assume and take over the
further handling 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 suit shall be at the joint expense.
of the parties, If a claim is made against any party or if any party 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 ahall
be treated as any other claim or suit involvmg operations hereunder.

ARTICLE XL
FORCE- MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations
under this agreement, other than the obligation to make money payments, that party shall give to sll
other parties prompt written notice of the force majeure with reasonably full particulars concerning: it;
thereupon, the obligetions of the party giving the notice, so far as they are affected by the force majeure,
shall be suspended during, but no longer than, the continuance of the force majeure, The’ aftected party
shall ‘use all reasonable diligence to remove the force majeure situation as quickly as practicable.

' The requirement that any force majeure shall be remedied with all reasonable dispatch shell -not
require the settlement of strikes, lockouts, or other labor difficulty by the party inivolved, contrary. to its
wishes; how all such difficulties shall be handled shall be entirely within the- discretion of the party
concerned,

The term “force majeure”, as here employed, shall mean an act of God, strike, lockout, or other
industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood,
explosion, governmental action, 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 XIL
NOTICES

All notices authorized or required between the parties, and required by any of the provisions of
this agreement, unless otherwise specifically provided, shall be given in writing by United States mail
or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the party to
whom the notice 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 to give any notice in response thereto shall run from the date the originat-
ing notice is received. The second or any responsive notice shall be deemed- given when deposited in
the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid,
or when sent by teletype. Each party shall have the right to change its address at any time, and from

time to time, by giving written notice hereof to all other parties, ‘rii"
‘ ' ' - s

ARTICLE XIII. ‘ j;f;‘ ‘.

TERM OF AGREEMENT : Nl

This agreement shall remain in full force and effect as to the oil and gas leases and/or oil an{ Z'z: s in-
terests subjected hereto for the period of time selected below; provided, however, no party her ¢ shall
ever be construed as having any right, title or interest in or to any lease, or oil and BagciARy :u-',a‘:t con-
tdibuted by any other party beyond the term of this agreement. 9

Py BB AL O Pl B BB B O R= O Rt OB E RO Pt A GO=O e lpind Lt iy I:prnhmmd
5 = oxBn{ when dutherized n mlnrm byt
American Aszociation of Petroleum Landnien
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(] Option No. 2: In the event the well 4described in "Article VI.A.,, or any subsequent well drilled
under any provision of this agreement, results in production of oil and/or gas in paying quantities, this
agreement shall continue in force so long as any such well or wells produce, or are capable of produc-
tion, and for an additional period of days from cessation of all production; provi’déd, however,
if, prior to the expiration of such additional period, one or more of the parties 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 production results therefrom, this agreement shall continue in
force as provided herein. In the event the well described in Article VIA. or any subsequent well

drilled hereunder, results in a dry hole, and no other well is producing, or capable of producing oil

and/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.

1t is agreed, however, that the termination 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 X1V.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation 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 to 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-
ited to, matters 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 is located. If the Contract Area isin 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

NON-OPERATOR SALE OF INTEREST OPTION

Non-operating interests will have the option, but not the obligation; to sell their
working interest in any property covered by this agreement under the same terms and
conditions as the Operator. The intent of this provision is to provide a means for
non-operating working interest partners to leave the project at the point in time the

Operator may sell-out of the project.
DISBURSEMENT OF ROYALTIES

If a purchaser of any oil, gas or other hydrocarbons produced from the Unit Area
declines to make disbursements to all royalties, overriding royalties and other

payments out of, or with respect to, production which are payable on the Unit Area,
Operator will, if any Non-Operator so desires, make such disbursements on behalf of

said Non-Operator at his direction, provided, Non-Operator shall execute such
documents as may be necessary in the opinion of Operator to receive all payments
for oil, gas or other hydrocarbons directly from said purchaser. In that event,

Operator will use it best efforts to make disbursements correctly but will be liable

for incorrect disbursement only in the event of gross or willful negligence.

REVISED

- 14~
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ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the part1es hereto and to their
respective heirs, devisees, legal representatives, successors and assigns, :

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

20ISTOWITNESS WHEREOF, this agreement shall be-effective as of ____‘Lz_r_h___day of.__Augns,t______
19UV

OPERATOR

YATES PETROLEUM CORPORATION

P/(ytoW Attorney-in-Fact

NON-OPERATORS

BRYAN SOLSBERY , DEAN SOLSBERY JR. '
ROXY BURKFIELD
ACKNOWLEDGMENT
STATE ‘OF NEW MEXICO )
‘ S ) ss.
COUNTY OF EDDY ) ' _
The foregoing instrument was acknowledged before me this 5 day of August,

2000, by Peyton Yates, Attorney-in-Fact for Yates Petroleum. ‘Corporation, a. ‘New .
Mexico corporation, on behalf of said corporation.

My Commission Expires: , o
8/12/01 Notary Public

el when mhurlnd i wnibig by the
Anttieun Askoeniton ol Peintin Lasinig




ACKNOWLEDGMENT

STATE OF }

.88

COUNTY OF }

The foregoing instrument was acknowledged before me this day of
, 2001 by Bryan Solsbery dealing in his sole and separate

property.

My Commission Expires:

Notary Public

ACKNOWLEDGMENT
STATE OF }
:sS

COUNTY OF !

The foregoing instrument was acknowledged before me this day of
, 2001 by Dean Solsbery Jr. dealing in his sole and separate

property.

My Commission Expires:

Notary Public

ACKNOWLEDGMENT
STATE OF y
.88
COUNTY OF )

The foregoing instrument was acknowledged before me this day of
, 2001 by Roxy Burkfield dealing in her sole and separate

property.

My Commission Expires:

Notary Public
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ARTICLE XVI,
MISCELLANEOUS

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

This instmment may be executed in any number of counterparts, each of which shall be considered
an original fo;' all purposes.

X &I;IOWITNESS WHEREOQF, this agreement shall be effective as of __17th dayA of___August
192000 .

OPERATOR

YATES PETROLEUM CORPORATION

Byt
P{ytoﬂ/Yﬁsattorney—in—Fact

NON-OPERATORS

ACKNOWLEDGMENT
STATE OF NEW MEXICO )
: ‘ ) ss.
COUNTY OF EDDY ) _
The foregoing instrument was acknowledged before me this : day of August,

2000, by Peyton Yates, Attorney-in-Fact for Yates Petroleum Corporation, a.New
Mexico corporation, on behalf of said corporation.

My Commission Expires: v ' ' ]
8/12/01 Notary Public

wndi;
Hn at tiis m. 1u{,m|| nyd e muhmmfl
ekt whes sutburized in witiy by the
Arerican Assncrebor ot Pegnlvgn Ustidesin

1
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ARTICLE XVI.
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 counterparts, each of which shall be considered
an original for all purposes. :

Q-3 O D b W DY

©0

IN WITNESS WHEREOF, this agreement shall be effective as of _17th  day of__August
192000,

—
(=)

—
By —

OPERATOR
'~ YATES PETROLEUM CORPORATION

i il T SR S
O ~3 O Ur W W

By;

b
[{=)

Peyton Yates, Attorney-_-in—Fa’ct:_

DD NN opo
LI O

NON-OPERATORS

DN O o
o O

ROBERT H. HANNIFIN MAXINE B. HANNIFIN

Rl W N s B Uornitdr)

IS
® 3

&~
©w

W L W W W
W R e O

W w W
2 »H O

ACKNOWLEDGMENT

oW
O 0w

sTATE OF ety g
= 58.
county oF S Maela~sl ) ‘
Septins>

st . ‘
The foregoing instrument was acknowledged before me this’ 92/( day of August,
2000, by Robert H. and Maxine B. Hannifin. :

258
—

B e
DL W WD

My Commission Expires: ' L
[-A7-200 Notdry Public

-~

[ TN -,
O v oo

(4,
—

.......

“f\\ CYNTHIA A. BLAIR
N

otary Public, State of Texas ' 7
My Commission Expires
NOV. 27, 2001
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ARTICLE XVI.
MISCELLANEOUS

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of __17th day of__August ,
19_2000.

OPERATOR
YATES PETROLEUM CORPORATION

By:
Peyton Yates, Attorney-in-Fact

NON-OPERATORS

ROBERT H. HANNIFIN MAXINE B. HANNIFIN
ACKNOWLEDGMENT
STATE OF )
) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this ' . ' "day of August,

2000, by Robert H. and Maxine B. Hannifin.

My Commission Expires:

Notary Public
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1 ARTICLE XVI.
2 MISCELLANEOUS
3
4 This agreement shall be binding upon and shall inure to the benetit of the parties hereto and to their
5 respective heirs, devisees, legal representatives, successors and assigns.
8
7 This instrument may be executed in any number of counterparts, each of which shall be considered
8 an original for all purposes,
9
10 IN WITNESS WHEREOF, this agreement shall be effective as of _17tH day of ___August ,
11 19.2000.
12
13 OPERATOR
14
iz YATES PETROLEUM CORPORATION
17
18 By: .
;g Peyton Yates, Attorney-in-Fact
21
22
23 .
24 NON-OPERATORS
25 :
26

28 ;

29 : :

30 57

31 '

32
33
34
35
36
37
38 . ACKNOWLEDGMENT
39
40

41
42

43 o | _
44 The forego ng instrument was acknowledged before me this’ / i day of _Zm‘
45 2000, by James Arthur Davidson. . _ ,

49

<1 My Co%ni n Expires: ‘ e . f
'8 = . Notary ‘Public
LR \ P

. ' ROBINSON
50 < lavy Publie
' 51 STATE UF TEXAS

52 My Comm. Exp. 10/05/2002

54
55
56
87
58

60
61 o
62
63
64
65
66
67 . &
68 : (s ot fins m'mhu m\ w pabaed] .

69 eyl ehen aibatized In mrteny by fie
70 A1 oh AL KR 4 Pesirenios {inien i
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ARTICLE XVI.
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 counterparts, each of which shall be considered
an original for all purposes.

.IN WITNESS WHEREOF, this agreement shall be effective as of _17th _day of___August ,
19_2000.

OPERATOR

YATES PETROLEUM CORPORATION

By:

Peyton Yates, Attorney-in-Fact

NON-OPERATORS

JAMES ARTHUR DAVIDSON

ACKNOWLEDGMENT

STATE OF

)
) ss.
COUNTY OF )

The foregoing instrument was acknowledged before me this '~ '~ day of ..
2000, by James Arthur Davidson.

My Commission Expires:

Notary Public-

ncept when ovllln ives in Wby b, the

Y iuneriean Astin sition ot Petehon f asdaan
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ARTICLE XVI
MISCELLANEOUS

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

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

-IN WITNESS WHEREOQF, this agreement shall be effective as of _U_r_b.___day of__mlgns_:___
19.2000Q.

OPERATOR

YATES PETROLEUM CORPORATION

By
Peyton Yates, Attorney-in-~Fact

NON-OPERATORS

ROXY BURKEFIELD |

ACKNOWLEDGMENT

STATE OF

)
} ss,
COUNTY OF )

K

The foregoing instrument was acknowledged before me this' o day of"
2000, by Roxy Burkefield. - ‘

Notary Public

My Commision Expires:

'&' b
H AR RN whmu LU e
matep) whin wytbarized in Wity by the
Arsedicatt Assarialndt: of Petinten L andpgs

|
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ARTICLE XVIL
MISCELLANEOUS

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

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

-IN WITNESS WHEREOF, this agreement shall be effective as of__l_Z_t;h__day of__.Au.gus:______
19.2000.

OPERATOR

YATES PETROLEUY CORPORATION

By: o : S
Peyton Yates, Attorney-in-Fact

NON-OPERATORS . - ' .
DONYWA' SUE ‘LAMPKIN (j>

Sy At é i

.  ACKNOWLEDGEMENT
X |

stats of __ (Pugeone. )
4 )

COUNTY OF 2734244449x21— )

The foregoing instrument was. acknowledged before me this
2000, by Donna Sue Lampkin.

y Commission Expires:
_ 200

8S.,

NI s
OFFICIAL SEAL
" DOLORES J. LONG .
NOTARY PUBLIC-ARIZONA
MARICOPA COUNTY
My Comm. Expires Nov 13 2003

[iiea al tis mmm-m vk 1 mhmm q]
anteid when Sytharised in witiog by the
Ammeriten Astorsainsp of Peluuns Landninn |
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ARTICLE XVI
- MISCELLANEOUS

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

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

O ~3I M 1 W W

10 IN WITNESS WHEREOF, this agreement shall be effective as of_ll.r.h__day of. Auaust
11 19.20040.

13 o OPERATOR

YATES PETROLEUM CORPORATION

RBy:

Peyton Yates, Attorney-‘in-Fact

24 NON-OPERATORS

26 ‘ DONNA SUE LAMPKIN

38 ‘ ACKNOWLEDGEMENT

40 STATE OF )
4p COUNTY OF . : )

2000, by Donna Sue Lampkin.

My .Commission Expires:

Notary Public

69 antent whan yuthurised in wishog by the

e
Ils:q o (it Ml AR 15 prabititnd
70 Areritan Astorgbor o Peyoleen ey
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ARTICLE XVI
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 counterparts, each of which shall be considered
an original for all purposes.

O -3 O Ll Wb W O

IN WITNESS WHEREOF, this agreement shall be effective as of __17th day of___August
192000. '

—
O w0

[P
[N

OPERATOR

[
[ L BT SN ¥V ]

YATES PETROLEUM- CORPORATION

— e
(oo BEEN Bie
.

By: - . . o
Peyton Yates, ‘Attorney-in-Fact

(SRR RN R RN
RO o

NON-OPERATORS

[ e
(a2 4 ))

E. M. VAUGHAN

Q//A/@;;Zﬁf

8 o ot
€O ;o ~3

W W W W w
WD - O

W W w
-3 Oy tn

ACKNOWLEDGMENT

w
[e~]

STATE OF NZuW m ey /&0 )

)
CoUNTY OFREL WAL G )

The foregoing instrument was acknowledged before me this Zﬁ _day ofwéaa_
2000, by E. M. Vaughan. .

<
(Ve

SS.

1S
<o

Lo I N N
Wb W N

My Commiss ion Expires:

Y 9 g Head

8
4%
. 50
51
52
53
54
55
56
57
58
59
60
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62
63
64
65
66
67

68 : ot ;
) ‘Tm At H1is e (oo AW Jp mnlnmmi

69 neent when suthatized in writigg by the
70 { Atneticen Asdorigbon of Petotrons Lindnan
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ARTICLE XVIL
- 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 counterparts, each of which shall be considered
an original for all purposes. ‘

IN WITNESS WHEREOF, this agreement shall be effective as of __17th day of__August
192000. '

—
O W~ MO R WD

PR

s po s 3 b b
W o -3 B O i W o

OPERATOR

YATES -PETROLEUM- CORPORATION

By: - ‘ ‘ g S .
Peyton Yates, Attorney-in-Fact

[ - I )
W o

NON-OPERATORS

DN N o
G N

E. M. VAUGHN

ZMY,

| e B o]
o« ~3

[
©

7

W W L L
B N O

W W
-3 3O W

ACKNOWLEDGMENT

[4%]
(oo

STATE OF 4{/&41 W EX1EO )
COUNTY OF SELYALI LA ¢ )

42‘ The foregoing instrument was acknowledged before me this 2 day of(j gm
42000, by E. M. Vaughn.

44 ’ : ' . ‘
& My Cgmmissicn Expires: ' f_ < égﬁé?ﬁ% Q 23 Z; , 5
4,: é "/aled - Notary /Public a |

I8
4%
. 50
51
52
53
54
5%
56
57
58
59
60
61
62
63
G4
65
66
67
68 s i

llM al this lm-m!;mn [T mlumnl

69 oreeqt when wutharized In writng by e
70 ’ Aineritun Astonistian of Peiuime tasdncn
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ARTICLE XVI
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,

O -J OO U A O D

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

IN WITNESS WHEREOF, this agreement shall be effective as of _17tH__day of__August
192Q0Q. ~ s '
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Peyton Yates, Attorney-in-Fact
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The foregoing instrument was acknowledged before me this . diy of
2000, by E. M. Vaughan.
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EXHIBIT “A”

ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED AUGUST 17, 2000,
BETWEEN YATES PETROLEUM CORPORATION, AS "OPERATOR" AND ROBERT H.
HANNIFIN, ET AL, AS “NON-OPERATORS",

I. 1. Lands Subiect to Agreement:

Township 8 South, Range 26 East. NM. P.M.

Section 3: Lots 1, 2, S2NE (NE4)
Containing 159.73 acres, more or less
Chaves County, New Mexico

2. Depth Restriction:

Surface to the 100 ft. below the deepest producing horizon.

3. Drilling Unit For First Well:

Proration Unit as established by the New Mexico Oil Conservation Division.

I1. Percentage Interests of Parties Under Agreement:

% of Unit

Yates Petroleum Corporation ' 50.000000%
Robert H. & Maxine B. Hannifin 15.625000%
- James Arthur Davidson 25.000000%
* Roxy Burkfield : 3.125000%
Donna Sue Lampkin 3.125000%
" E. M. Vaughan } _3.125000%
' 100.000000%

* Bryan Solsbery

Dean Solsbery Jr.
Roxy Burkfield

This interest subject to lawsuit over ownership, these parties are possible owners.

Il Leasehold Interest of Each Party:

1, Lessor: Dean Solsberry, et al .
Present Lessee: Yates Petroleum Corporation
Serial No. of Lease: Fee
Expiration Date: HBP
Description: Township 8 South, Range 26 East, NM.P,

Section 3: NE/4
Containing 9.98 net acres, more or less
Chaves County, New Mexico

2. Lessor: Coronet Trading Corporation -
Present Lessee: Yates Petroleum Corporation
Serial No. of Lease: Fee
Expiration Date: HBP
Description: -~ To nship 8 South, Range 26 ast, NM.P.M,.
- Section 3: NE4

Containing 149.73 net acres, more or less
Chaves County, New Mexico

Reviged 5/18/01
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Iv. Addresses of Parties to Which Notices Should Be Sent:

Yates Petroleum Corporation
105 South Fourth Street
Artesia, New Mexico 88210

Robert H. and Maxine B. Hannifin
P.0.Box 218
Midland, TX 79702

Roxy Burkfield
1207 Camino Real
Roswell, NM 88203

James Arthur Davidson
P.O. Box 494
Midland, TX 79702

Donna Sue Lampkin
P.O. Box 55296
Phoenix, AZ 85078-5296

E. M. Vaughan
P.O. Box 50877
Albuquerque, NM 87181-0877
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EXHIBIT +C*"

Attached to and made a part of .Operating Agreement dated August
17, 2000, between Yates Pétroleum Corporation, as Operator
and Robert Y. Hannifin, et al, Non-Operators.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions
“Joint Property" shall mean the real and personal property subJect to the agreement to which this Accounting
Procedure is attached.
“Joint Operations” shall mean all operations necessary or proper for the development, operatlon, protection 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,
“Operator” shall mean the party designated to conduct the Joint Operations.'
“Non-Operators” shall mean the parties to this agreement other than the Operator,

“Parties’” shall mean Operator and Non-Operators. ‘ .
“First Level Supervisors’ shall mean those employees whose primary function in Joint Operations is the direct
supervxsmn of other employees and/or contract labor directly employed on the Joint Property 1n a field operat-
ing capacity.

“Technical Employees” 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 Operator's employees.

“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accquntants 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 author-
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep-

arately identified and fully described in detail.

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

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

the collection of unpald amounts.

4. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
written exception thereto and makes claim on Operator for adjustment, No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

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

“to by the Operator,

6. Approval by Non-Operators

Where 'an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accountmg Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-

tors.
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II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:
1. Rentals and Royalties

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

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

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

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
excluded from the Overhead rates.
B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall be based on the Operator's cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable 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 II.

3. Employee Benefits . 4
Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty per cent (20%).

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

plus stocks shall be avoided.

5. Transportation

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

tions: '

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

B. 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 to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties,

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

6. Services
The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services 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 consultant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

7. Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and fac111t1es at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%)
per annum. Such rates shall not exceed average commercial rates currently prevailmg in the immediate area
of the Joint Property.

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

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

9. Legal Expense

A. Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred in or-resulting from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff
or fees or expense of outside attorneys shall be made unless prev1ously agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Section III unless otherwise agreed to by the

Parties, except as provided in Section I, Paragraph 3.
B. Expenses incurred by Operator in representing the Joint Property at hearings or proceedings before state or federal re’gulat‘ow
of administrative agencies. —0 T
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All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the beneﬁt of the

Parties.

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

12. Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which Is incurred by the Operator in the necessary and proper conduct of the Joint Operations

III, OVERHEAD

1. Overhead - Drilling and Producing Operations
i, As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling: and producing operations on either:
(xx ) Fixed Rate Basis, Paragraph 1A, or
(. ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable 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, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section IIT unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
il. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall (° ) shall

not (XX) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $ 4,000,00 .
Producing Well Rate $___ 375.00 .

(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 location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for fifteen (15) or more consecutive days _

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

(b) Producing Well Rates

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

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

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

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

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

il 33055 ate—0 tne
agreement 5whieh—this Accountmg Procedure is attached 'I‘he adjustment shall be computed by multi-
{plying the rate currently In USe—by-the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Worker5 tor-the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude-Retroleum and Gas Fields Produc-
txon Workers as pubhshed by the Umted States Department of Labor, Bureau o aber-Statistics, or the
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B. Overhead - Percentage Basis . :
(1) Operator shall charge the Joint Account at the following rates:
(a) Development

— . Percent (%) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II and all salvage credits.
(b) Operating
-_ . Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 8 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
" eral interest in and to the Joint Property. i
(2) Application of Overhead - Percentage Basis shall be as follows:
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, 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 equ1pment also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as det.ned in
-Paragraph 2 of this Section III. All other costs shall be cons1dered as Operatmg.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of constructmn, or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess

of $_25_qQ.QD4_Q.Q.__
A. _5 @ of total costs if such costs are more than $.25,000.00. __but less than $.100,000,00 ; plus

B. _3___.___% of total costs in excess of $__100,000.00 but less than $1,000,000; plus
C. _2____% of total costs in excess of $1,000,000.

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

3. Amendment of Rates

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

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

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

1. Purchases

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

2. Transfers and Dispositions

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

counts:

A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load wexght basis, regardless of quantity transferred, equalized to the lowest
published price f.0.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available,

(2) Line Pipe

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-

mally available.

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

(3) Other Material shall be-priced at the current new price, in effect at date of movement, as listed by a reliable
supply store or f.0.b. railway receiving point nearest the Joint Property where such Material is normally
available, .

B, Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1), Material moved to the Joint Property
| (a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV,
(2) Material moved from the Joint Property

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

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

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

(2) Condition D

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

D. Obsolete Material

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

dered by such Material.
E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II

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

3. Premium Prices

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

4. Warranty of Material Furnished by Operator

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

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

1. Periodic Inventories, Notice and Representation

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

2. Reconciliation and Ad]ustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages due to lack of reasonable diligence.

3. Special Inventories

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

4. Expense of Conducting Periodic Inventories
The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties, .




EXHIBIT "D"

ATTACHED TO AND MADE A PART OF
OPERATING AGREEMENT

DATED AUGUST 17, 2000, BETWEEN

YATES PETROLEUM CORPORATION,AS

OPERATOR AND ROBERT H. HANNIFIN,

ET AL, AS NON OPERATORS

ADDITIONAL INSURANCE PROVISIONS

Operator, during the term of this agreement, shall carry Insurance for the benefit ahd at ihe

expenée of the parties hereto, as follows:

A)

©)

(©)

©

Workman's Compensation Insurance as contemplated by thé state in |
which operations will be conducted, and Employer's Liability Insurance

with limits of not less than $100,000.00 per employee,

Public Liability Insurance:
Bodily Injury and Property Damage - $500,000.00 single limit each )

occurrence,

Automobile Public Liability Insurance:
Bodily Injury  $250,000.00 each person.

$500,000.00 each occurrence,
Property Damage - $100,000.00 each accident.
(on)

Bodily Injury and Property Damage - $500,000.00 comblnedﬂls'lngle limit,

Cost of Control and Extra Expense Insurance

Except as authorized by this Exhibit "D", Operator shall not make any charge to the jolni :

account for Insurance premiums. Losses not covered by Operator's insurance (or by

insurance required by this agreement to be carried for the benefit and at the éxpense of‘

the parties hereto) shall be charged to the Joint account,



EXHIBIT "E"
ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED AUGUST 17,
2000, BETWEEN YATES PETROLEUM CORPORATION, AS OPERATOR AND ROBERT .

H. HANNIFIN, ET AL, AS NON-OPERATORS.
GAS BALANCING AGREEMENT

The parties to the Operating Agreement to which this agreement is at-
tached own the working interest in the gas rights underlying the lands covered
by such agreement (the "Contract Area") in accordance with the percentages of
participation as set forth in Exhibit "A" to the Operating Agreement (the "par-
ticipation percentage").

In accordance with the terms of the Operatlng Agreement, each party
thereto has the right to take its share of gas produced from the Contract Area
and market the same. In the event any of the parties hereto collectively owning
participation percentages of less than 50% are not at any time taking or market-
ing their share of gas or have contracted to sell their share of gas produced
from the Contract Area to a purchaser which does not at any time while this
agreement is in effect take the full share of gas attributable to the interest
of such parties, this agreement shall automatically become effective upon the
terms hereinafter set forth.

1. During the period or periods when any parties hereto collectively
owning participation percentages of less than 50% have no market for their share
of gas produced from any proration unit within the Contract Area, or their pur-
chaser does not take its full share of gas produced from such proration unit,
other parties collectively owning . participation percentages of more than 50%
shall be entitled to prcduce each month 100% of the lesser of a) allowable gas
production assigned to such proration unit by applicable state regulatory au-
thority or b) the delivery capacity of gas from such proration unit; provided,
however, no party who does not have gas in place shall be entitled to take or
deliver to a purchaser gas production in excess of 200% of the lesser of ¢) its
share of the volumes of gas capable of being delivered on a daily basis or d4)
its share of allowable gas production. All parties hereto shall share in and
own the liquid hydrocarbons recovered from such gas by lease equipment in accor-
dance with their respective interests and subject to the Operating Agreement to
which this agreement is attached, but the party or parties taking such gas shall
own all of the gas delivered to its or their purchaser.

2. On a cumulative basis, each party not taking or marketing its
full share of the gas produced shall be credited with gas in place equal to its
full share of the gas produced under this agreement, less its share of gas used
in lease operations, vented or lost, and less .that portion such party took or
delivered to its purchaser. The Operator will maintain a current account of gas
balance between the parties and will furnish all parties hereto monthly state-
ments showing the total gquantity of gas produced, the amount used in lease opera-
tions, vented or lost, the total gquantity of, liquid hydrocarbons recovered
therefrom, and the monthly and cumulative over and under account of each party.

3. At all times while gas is produced from the Contract'Area, each
party hereto will make settlement with the respective royalty owners to whom
they are each accountable, just as if each party were taking or delivering to a
purchaser its share, and its share only. Each party hereto agrees to hold each
other party harmless from any and all claims for royalty payments asserted by
royalty owners to whom each party is accountable. The term "royalty owner"
shall include owners of royalty, overriding royalties, production payments and
other similar interests.

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

4. After notice to the Operator, any party at any time may begin tak-
ing or delivering to its purchaser its full share of the gas produced from a pro-
ration unit under which it has gas in place less such party's share of gas used
in operations, vented or lost. In addition to such share, each party, including
the Operator, until it has recovered its gas in place and balanced the gas ac~
cbunt as to its interest, shall be entitled to take or déliver to its purchaser
a share of gas determined by multiplying 50% of the interest in the current gas
production of the party or parties without gas in place by a. .fraction, the numer-
ator of which is the interest in the proration unit of such party with gas in



place and the denominator of which is the total percentage interest in such pro-
ration unit of all parties with gas in place currently taking or delivering to a
purchaser. .

5. Nothing 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, provided that said test should be reasonable in length,‘nor—
mally not to exceed 72 hours.

6. If a proration unit ceases to produce gas and/or liquid hydrocar-
bons in paying quantities before the gas account is balanced, settlement will be
made between the underproduced and overproduced parties. In making such settle-
ment, the underproduced party or parties will be paid a sum of money by the over-
produced party or parties attributable to the overproduction which said overpro-
duced party received, less applicable taxes theretofore paid, at the.applicable
price defined below for the delivery of a volume of gas equal to that for which
settlement is made. For gas, the price of which is not regulated by federal,
state or other governmental agencies, the price basis shall be the price re-
ceived for the sale of the gas. For gas, the price of which is subject to regu-
lation by federal, state or other governmental authorities, 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 or any other gov-
ernmental authority, pursuant to final order or settlement applicable to the gas
sold from such well, plus any additional collected amount which is not ulti-
mately required to be refunded by such authority, such additional collected
amount to be accounted for at such time as final determination is made with
respect hereto.’

7. Notwithstanding the provisions of €6, it is expressly agreed that
any underproduced party shall have the optional right, with respect to each pro-
ration unit, to receive a cash settlement bringing such underproduced party's
gas account into balance at any time and from time to time prior to the final
settlement, by first giving each overproduced party 90 days' written notice of
demand for cash settlement. If such option is so exercised, settlement shall be
made (as of 7:00 o'clock A.M. on the first day of the calendar month following
the date of such written demands) within 90 days following the actual receipt of
such written demands by the overproduced parties, in the same manner provided
for in g€6. The option provided for in this paragraph may be exercised, from
time to time, but only one time in each calendar year.,

8. Nothing herein shall change or affect each party's obligation to
pay its proportionate share of all costs and liabilities incurred, as its share
thereof is set forth in the Operating Agreement. .

9. This agreement shall constitute a separate agreement as to each
proration unit approved by the applicable regulatory authority for a pool within
the Contract Area, but such proration unit shall not include any producing hori-
zon which is not within the vertical limits of said pool. This agreement shall
remain in force and effect so long as the Operating Agreement to which it is
attached remains in effect, and shall inure to the benefit of and be binding
upon the parties hereto, their heirs, successors, legal representatives and
assigns.
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ATTACHED :. AND MADE A PART OF THAT OPERAT1NG AGREEMENT
DATED AUGUST 17, 2000, BETWEEN YATES PETROLEUM CORPORATION,
AS OPERATOR, AND ROBERT H. HANNIFIN, ET AL, NON OPERATORS

EXHIBIT "F"

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

During the performance of this contract, the Operator agrees as follows:

The Operator will not discriminate against any employes or applicant for employment
because of race, color, religion, national origin or sex. The Operator will take
affirmative action to ensure that applicants are employed, and that employees are
treated during employment, without regard to their race, color, -religion, national
origin or sex. Such action shall include, but not be limited to the following:
employment, upgrading, demotion, or transfer, recruitment or recruitment
advertising; layoff or termination; rates of pay or other forms of compensation; and
selection for training, including apprenticeship. The Operator agrees to post in
conspicuous places, available to employees and applicants for employment notices
to be provided for the contractcing officer setting forth the provisions of this
non-discrimination clause,

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

The Opserator will send to each labor union or representative of workers with which
it has a collective bargaining agreement or other contract or underétanding, a notice
to be provided by the agency contracting officer,  advising the labor union or
workers' representative of the Operator's commitments under Section 202 of
Executive Order 11246 of September 24, 1985, and shall post copies of the notice
in conspicuous places available to employees and applicants for employment.

The Operator will comply with all prdvisions of Executive Order 11246 of September
24, 1965, and of the rules, regulations, and relevant orders of the Secretary of
Labor.

The Operator will furnish all information and reports required by Executive Order
11246 of September 24, 1965, and by the rules, regulations, and orders of the
Secretary of Labor, or pursuant thereto, and will permit access'to its books, records,
and accounts by the contracting agency and the Secretary of Labor for purposes of
investigation to ascertain compliance with such rules, regulations, and orders.

in the event of the Operator's non-compliance with the non-discrimination clauses of
this contract or with any of such rules, regulations, or orders, this contract may be
canceled, terminated or suspended in whole or in part and the Operator may be
declared insligible for further Government contracts in accordance with procedures
authorized in Executive Order 11246 of September 24, 1965, and such other
sanctions may be imposed and remedies invoked as provided in Executive Order
11246 of September 24, 1965, or by rule, regulation, or order of the Secretary of
Labor, or as otherwise provided .by law.
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(7) The Operator will include the provisions of Paragraphs (1) through (7) in every
subcontract or purchase order unless exempted by rules, regulations, or orders of
the Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of
September 24, 1965, so that such provisions will be binding upon each
subcontractor or vendor. The Operator will take such action with respect to any
subcontract or purchase order as the contracting agency may direct as a means of
enforcing such provisions including sanctions for non-compliance: Provided,
~however, that in the event the Operator becomes involved in, or is threatened with,
litigation with a subcontractor or vendor as a result of such direction by the
contracting agency, the Operator may request the United States to enter into such
litigation to protect the interests of the United States.

Operator acknowledges that it may be required to file Standard Form 100 (EEQ-l)
promulgated jointly by the Office of Federal Contract Compliance, the Equal Employment
Opportunity Commission and Plans for Progress with Joint Reporting Committee, Federal
Depot, Jeffersonville, Indiana, within thirty (30) days of the date of contract award if such
report has not been filed for the current year and otherwise comply with or file such other
compliance reports as may be required under Executive Order 112486, as amended and Rules
and Regulations adopted thereunder.

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

CERTIFICATION OF NON-SEGREGATED FACILITIES

Operator assures Non-Operators that it does not and will not maintain or provide for
its employees any segregated facilities at any of;its establishments, and that it does not and
will not permit its employees to perform their services at any location, under its control,
where segregated facilities are maintained. For this purpose, it is understood that the phrase
"segregated facilities" includes facilities which are in fact segregated on a basis of race,
color, religion, or national origin, because of habit; local custom or etherwise. It is further .
understood and agreed that maintaining or providing segregated facilities for its employees
or permitting its employees to perform their services at any location under its control where
segregated facilities are maintained is a violation of the equal obportunity clause required by
Executive Order 11246 of September 24, 19G5.

Operator further understands and agrees thét a breach of the assurance herein
contained subjects it to the provisions of the Order at 41 CFR Chapter 60 of the Secretary
of Labor dated May 21, 1968, and the provisions of the equal opportunity clause
enumerated in contracts between the United States of America and Non-Operators.

Whoever knowingly and willfully makes any false, fictitious or fraudulent
representation may be liable to criminal prosecution under 18 U, S . C. - 1001 .
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