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December 19, 1583

Gulf Oil Corporaticn
P. O. Box 1150 :
Midland, Texas 79702 N

Attn: Mr. David Messer

Land Managerx
CWARLES FRISBEE Re: Well Proposal
Delta Fee 1
§/2 Secticn 2, T™-22-8, R-27-E
Eddy County, Kew Mexico
Gentlemen:

TXO0 Production Corp. would like to propose the drilling of the Delta
Pee 41 a8 an 11,800' Morrow Test in Section 2, T-22~S, R~-27-E, Eddy County,
New Mexico. TXO has recently acquired an Oil and Gas Lease from Delta
Drilling Company on the B/2 SE/4 and SW/4 SE/4 Section 2.

The Delta Fee $#1 would be located 660' FEL and 660°' FS5L Section 2, T=
22-8, R-27-E, Eddy County, New Mexico and an Authority for Expenditure
(AFE) for the drilling of this well is attached for your review. Please
note the proposed location is an unorthodox location and we are in the
process of mailing waivers to the offset operatore.

TXO would like to drill this well in the latter part of January,
1985. We would welcome Gulf's participation in the Delta Fee #1 or in the
event Gulf elects not to join in the drilling of this well, TXO would be
apenable to accepting a farmout from Gulf under mutually agreeable terms.

Thank you for your consideration of this proposal and please give me
a call should you have any questions or want to discuss this matter further.
We shall look forward to hearing from you in the near future.

Sincerely,

David M. Hundley
Area Landman

DME/bv
Enclosure

bce: Bruce Insalaco

TXO Production Corporatio
Case No. 8454 "’

1l/16/85 Examiner Hearj
Exhibjt No. 2 e



January 11, 1985

Gulf 0il Corporation
P. 0. Box 1150
Midland, Texas 79702

Attns Mr. Charles Frisbie

Re: Operating Agreement
Delta Fee il Well
8/2 Section2, T-22-5, R-27-E
Bddy County, New Mexico

Gentlemen:

BEnclosed please find one (1) copy and one (1) signature page to the
Operating Agreement for the above referenced well in Bddy County, New
Mexico. The instrument has been executed by Mr. John D. Huppler, Senior
Vice President of TXO Production Corp.

Please read over the Operating Agreement to see that is meets with
your approval and have your company's representative sign the signature
page in the appropriate space and return the executed signature page to
me. Also, when you return the executed signature page, please be sure to
inciude your list of well information requirements.

Thank you for your assistance and cooperation in this matter and
please do not hesitate to give me a call should you have any questions.

Sincerely,

David M. Bundley
Pistrict Landman

DM/ bv
Bnclosures



(" AUTHORITY FOR EXPENDITU(

TXO PRODUCTION CORP ) . Al |
SORLI 74 Rev 3 31 DRILLING WELL Date __12-19~84 C. Ce.
District West Texas Well Name Delta Fee Weli No. 1
Well Location 660" FS & EL, Sec 2, T-22-S, R=27-E Depth_11.800"
Field Car%sbald East (Wolfcamp/MorLojw)uM“' County Eddy State NM
Precared By: }/”"Vl{dark Weideman \Y\\?ﬂr/ Submit{ed By: Dallas District —
C:g‘ NATURE OF EXPENDITURE QUANTITY ESTIMATED COST
. CASH MAT.L ON HAND TOTAL
! DRILLING
01 Casing 450' 13 3/8&" 2650' 8 5/8" 44,000 441000
1" 02 Casinghead 121000 12 (000
i 03 Location, Road & Dirt Work  damages & stake 281000 28000
1 04 Drilling - Footage/Turnkey [ |
1 05 Drilling - Daywork 48 days @ $4400 2111200 211|200
{ 06  Drilling - Rig Support MI & MORT 181000 18,009
07 Bits 1~-174#", 1-123", 8-7 7/8" 351000 i 35 000l
| 08 Supervision 50 days @ $250 121500 | 12{504
1 09 Overhead _ ; ‘ ' f
£ 10 Mud & Chemicals & water i 55' 000 I 551004
L 1" Cementing Services & Supplies & csg crew | 40;000; [I 40[00q
i 12 Testing & Logging g mud looger 28 000 ! 28,004
!'. 13 Rentals reamers, shock subs 16Ir000; 16 00§
! 14 Other IDC fence & line pits, welder i 5 00q 5,000
i 15 Other Equipment | 10: 000 10| 00Q
i | ,
| TOTAL DRILLING 514} 700 514] 700
I COMPLETION !
17 Casing 43" 11,800' 105 000 105 00[?=
18 Tubing 2 3/8” N-80 11,800’ 66| 500 66 500;
19 Weillhead 5/ 500 5/ 504
20 Subsurface Equipment 6! 000 '. 6| 000
21 Supervision 8 days @ $250 2! 004 " 2| 00
22 Mud & Chemicals & KCL water 3! 004 3 OO(F
i 23 Testing, Logging & Perforating 10} 004 ! 10| 004
2 24 Stimulation 12 00 12| 004
!LZS * Overhead ; | i
i 26 Renials BOP, test tank, drill collars, rev unit 10 004 ! 10 004
{ 27 serviceRig 8 days @ $1400 ! | 117 200 r 117204
. 28 Cementing Services & Supplies & csg crew | |‘ 18 000 ! 18 009
L2 Other IDC clean loc, anchors, welder : ' & 000 | 6‘ 004
i TOTAL COMPLETION 255 200 T 255 209
! PRODUCTION EQUIPMENT i I P
32 Pumping Unit ; Q | :
33 Engine & Motor ; i ! i
i 34 Rods | i i | | | |;
! 35  Flow Lines } 1 500 C 1 500
i 36 Meters ? 6 000 P 6 000
|; 37 Installation | l; 1 000 T 'l 1 006
|38 Storage | i 12 000 P 12 000
- 39 Separation & Treating ’ ; 15 o0b | ; 15 wﬁ)
| 40 Other Equipment | i 5 000 ! ‘ 5 000
| TOTAL PRODUCTION EQUIPMENT 40 500 P 40 50¢
L TOTALS 810 400 | 81q 40
BILLING INT DATE APPRQOVED: (this space for approval oniy)
Wi OWNER NAME {7 decimals) APPRQOVED

TXO Production Corporation

Case No. 8454

1/16/85 Examiner Hearing

AFE No.

Exhibit No. 3

Property No.



A.A.P.L. FORM G10- 1977

MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT
DATED

January 10 _, 19 g5 .

OPERATOR __ TXO Production Corp.

CONTRACT ARLEA _S/2 Sectjon 2, T-22-5, R-27-F

COUNTY ORxBxRi%kk O _Eddy STATE

DELTA FEE #1

COPYRIGHT 1977 - ALl RIGHTS RESERVED
AMERICAN ASSCCIATION CF PETROLEUL LANDMEN
APPROVED FORM AAPL NO 610 - 1977 REVISED
MAY BE ORDERED DIRECTLY FROM THE PUBLISHER
KRAFTBILT PROCUCTS. 80X 8CO. TULSA. OK 74101

TXO Production Corporation
Case No. 8454
1/16/85 Examiner Hearing
Exhibit No. 4
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OPERATING AGREEMENT

THIS AGREEMENT. entered into by and between __ TXO Production Corp.

. hercinafter 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™,

WITNESSETII:

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 intcrests 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 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 “leaschold™ shall mean the oil and gas leases cov-
ering tracts of land lying within the Contract Area which are owned by the partics to this agreement.

C. The term *oil and gas interests” shall mean unleascd fee and minceral 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 lcasehold 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 lcasehold 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.

G. The terms "Drilling Party™ and “Consentinzs 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 fueminine.

ARTICLE 11.
EXIIBITS

The following exhibits, as indicated below and attached hereto. are incorporated in and made a
part hereof:

[} 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 fractional interests of parties to this agrcement,
(4) Oil and gas leases and or oil and gas interests subject to thus agreement.
(5) Addresses of partics for notice purposes.

@ B. Exhibit "B, Form of Lease, -
LX_i C. Exhibit “C™. Accounting Procedure. -
X{ D. Exmbit “D”. Insurance. o

LX_! E. Exhibit "E", Gas Baluancing Acreement.

;xg F. Exhibit “F”. Non-Discrimunation and Certification ol Non-Scarcgated Facilities.

If uny provision of any exhibit, except Exhibit “E™. is inconststent with any provision contained

in the body of this azreement, the provisions tn the body ot this asveement shuall prevail,
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ARTICLE HL
INTERESTS OF PARTIES

A Oil and Gas Interests:

If any party owns an unleased oil and gas interest in the Contract Avea. 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 ve-
ceive royvalty on production as prescribed in the form of oil and gas lease attached hercto 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. Intcrest 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 cquipment and material acquired in operations on the
Contract Arca 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 royvalties -achiche—uintia
bospe—binihaJoint Accaunt shall also be owned by the parties in the same manner during the term

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

ARTICLE 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 rovalty
and production payments under the applicable leases. At the time a well is proposed, each party con-
tributing lcases 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 partics. 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 hereta. The cost incurred by Operator in
this title program shall be borne as follows:

7} Option No. 1: Costs incurred by Opcerator in procurinz abstracts and title examination (including
preliminary, supplemental. shut-in gas rvoyalty opmions and division ovder title opinions) shall be a
part of the administrative overhead as provided in Exhibit ~C.” and shall not be a direet charge. whether
performed by Operator’s staff attorneys or by outside attornevs. ’

{%¥ Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys
for title examination (including preliminary. supplemental, shut-in gas rovalty 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™.
Opcrator shall make no charge for services rendered by its statf attorneys or other personnel in the
performance of the above functions.

Each party shall be responsible for securing curative matier and pooling amendments or agreements
required in conncction with leases or oil and gas interests contributed by such varty. The Operator shall be
responsible for the preparation and recording of Pooling Desianations or Declarations as well as the
conduct of hearines before Governmental Agencies for the sccuring of spuacing or pooling orders. This
shall not prevent any party from appearinz on its own behalt at any such heanng.

No well shall be drilled on the Contract Arvrea until aiter 1) the ttle to the dellsite or drilline unit
has been examined as above pl'O\‘id(‘d.-Q-rLo-('_') the title hax been approved by the examining attorney or
title has been accepted by all of the parties who are to participate o the delling of the well.

B. Lass of Title:

R L Falure o Title: Should any oil and 2as mlcrest ov Jease. or interest therem, be lost through

failure or title, vhieh loss cesults i w0 ceduction o) interest trom that shawn on Extubat A this ayree-

ment, nevertheless: shall continue i foree ax to ol jemannns ol andd cas Jeases and interests, and
(a) The party whose ot and cas base or interest s atfected by the title faddure shall bear alone

the entire loss and it shall uot be catiticd ta vecover srom Operator or the other parties any developnment
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for been responsible S s
or operating costs which it mav have theretofore/ e but there shall be no monctary liability on 1t

part to the other parties hereto for.drilling, development, operating or other similar costs by reason of
such title failure: and subsequently incurred

(b) There shall be no retroactive adjustment of cxpenses incurred or revenucs received from the
opcration 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 titie failure has occurred. so that the intcrest of
the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Arca by the amount of the interest lost: and

(c) If the proportionate interest of the other parties hereto 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 inlerests (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 anyv 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 partiesyn the same proportions in which they shared
in such prior production: and whose title failed

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

2. Loss by Non-Pavment or Erroncous Pavment of Amount Due: If, through mistake or oversight,
any rental, shut-in well payment, minimum rovalty or rovalty payment. is not paid or is erroneously
paid, and as a result a lease or interest thercin 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) dayvs 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 lonzer be eredited 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 cas attributable to the lost interest, calculated on an
acreage basis, for the development and operatinge costs therctofore paid on account of such interest. it
shall be reimbursed for

unrecovered actual costs therctofore 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) Proceceds of oil and gas. less operating expenses. theretofore acerued to the credit of the lost
interest. on an acreage basis. up to the amount of unrecovered costs:

(b) Proceeds. less operating expenses, thereatter acerued attributable to the lost interest on an
acrcage basis. of thut portion or oil and sas thercarter produced and marketed (excluding production
from any wells thereafter drilled) which, in the absence of such lease terminution, would be attributable
to the lost interest on an acrcage basis, up to the amount of unrccovered costs. the proceeds of said
portion of the oil and gas to be countributed by the other parties in proportion to their respective in-
terests: and

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

] 3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.l. and IV.B.2.
above. shail not be considered failure of titic but shall be joint losses and shull 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.
OPERATOR
AL DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

TXO _Production Corp.

_— - shall be the
Operator ot the Contraet Area, and shadl conduct and diveet and have tall control ot all operations on

the Contract Aren as permnited and requiredd by, and vithin the himats of, thas agreement. 1t shall con-
duct Wl such operanions in a good asd workmanhke manner. but it shail have no Lability as Operator
to the otner patties (or losses sustamed or habilines nearred, exeept such as mav result from gross
neglizence or williul smusconduct. )



' C

T AALL FORM 010 - MODEL FORM OPERATING AGREEMENT - 1977

e -

-1 O W e L

— et bs bem et b pd bes s
BN NN e Dot e—o ©®

=

e e B W e B B G 63 O3 03 03 3 G0 03 O €3t B
gggggggggﬁmw&wm—oww"‘7"""“*’“"°'°°°

DY Ut W
-0 W e -

ul
63
G4
G5
H6
BT
(143
[BY]
T0

B. Resignation or Removal of Operator and Sclection of Suceessor:

1. Resienation or Removal of Operator: Operator may resign at any time by giving wrilten notice
thereof to Non-Operators. [ Operator terminates its legal existence. no longer owns an interest in the
Contract Area. or is ne longer capable of serving as Operator, it shall cease to be Operator without any
action by Non-Operator. except the selection of a successor. Operalor may be removed if it fails or
refuses to carry out its duties hercunder. or becomes insolvent, bankrupt or is placed in receivership,
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 partics remaining after excluding the voting
interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock AM.
on the first day of the calendar month following the expiration of nincty (90) days after the giving of
notice of resignation by Opcratgn‘ or action by the Non-Operators to remove Operator. unless a successor
Opcrator has been sclected 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 Nbn-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 te selected by the Purties. The successor Operator shall be selected from the parties owning
an interest in the Contract Arca 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 partics remaining after excluding the voting interest of the
Operator that was removed.

C. Employees:

The number of employces used by Operator in conducting operations hereunder. their selection.
and the hours of labor and the compensation for services performed. shall be determined by Operator.
and all such employees shall be the emplovees 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 fot 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 Opcrator under the same terms and conditions as are

customary and usual in the areca in contracts of independent contractors who are doing work of a sim-
ilar naturec.

ARTICLE V1.
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the_15th __day of__May
ing of a well for oil and gas at the following location:
660' FSL and 660' FEL Section 2, T-22-S, R-27-E,
Eddy County, New Mexico

. 1985 . Opcrator shall commence the drill-

a-nd shall thereafter continue the drilling of the well with duc diligence to

a depth of 11,800' or to a depth sufficient to test the Morrow
formation, whichever is the lesser depth,

unless grantte or other practically impenetrable substance or condition in the hole. which renders
further drilling impractucal, is encountered at a lesser depth. or unless all parties adree to complete or
abandon the well at w lesser depth.

Operator shall make reasonable tests ot all formations encounterced durinz deitling which give in-
dication ol containing ol and cas in quantities sutnetent (o test, unless this aereement shall be limited
m its applhication 1o a specfie formatton or formatons, e which event Operator shatl be required o

test only the tormation or formations to which this agreement may apply.

I, o Operator’s ruwdement, the well will not produce otl or 2as i paving quantities. and it wishes

to pluge and abandon the well us o dvy hole, it shall dirst scecure the consent of all parties and shall
pluz and abatidon same as proveded i Arucle VEE L hereor.
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B. Subsequent Operations:

1. Provosed Operations: Should anv party hereto desire to drill any well on the Contract Avea
other than the well provided for in Article VLA, or to rework. deepen or plug back a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the partics and not then producing
in paving quantities. the party desiring to drill, rework. deepen or plug back such a well shall dive the
uther partics written notice of the proposed operation. specifying the work to be performed. the loca-
tion. propused depth. objective formation and the ostimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days after receipt of the notice within which to notify the
partics wishing to do the work whether they clect to participate in the cost of the proposed operation.
If 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-cight (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 thc cost of thé proposed operation. Any
notice or response given by telephone shall be promptly confirmed in writing.

2. Opcrations by Less than All Parties: If any party receiving such notice as provided in Article
VIB.1. or VLE.l. elects not to participate in the proposed operation, then. in order to be entitled to
the bencfits 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-cight (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 pertorm 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 opcrations on the Contract Area pursuant to this Article VI.B.2.
and conditions of this agreement.

. shall comply with all terms

If less than all parties approve any proposed operation. the proposing party. immediately after the
expiration of the applicable notice period. shall udvise 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 procced with the operation as proposed. Each Consenting Party. within forty-eight (48)
hours (exclusive of Saturday. Sunday or lezal 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 proportionute part of Non-Consenting Parties” interest. *The proposing party, at its
election. may withdraw such proposal if there is insutficient participation.

and shall promptly notify
all parties of such dectsion.

. ‘ an election under , . o
The entire cost and risk of conducling suct: operations ~hall be borne by the Consenting Parties in

the proportions they have clected to bear same under the terms of the preceding paracraph. Consenting
Parties shall keep the leaschold estates involved in such operations free and clear of all liens and
encumbruances of every kind created by or arising from the operations of the Consenting PPacties. If such
an operation results in a dry hole. the Consenting Pacties shall plue and abandon the well at their sole
cost. risk and expense. If any well drilled. reworiked. deepened or pluzzed back under the provisions
of this Article results in a producer of vil and or gas in paring quantities, the Consenting Parties shall
complcte 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 tor the drilline. reworkinu., deepening or plugging back of any such
well by Consenting Parties in accordance with the provisions of this Article. ecach 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 theretrom until the proceeds of the sale of such share,
calculated at the well. or market value thereot it such share is not sold (after deducting production
taxes. rovulty, averriding rovalty and other intevests existing on the effective date hereof. pavable out of
or measured by the production from such well aeeruinz with respeet to such interest until it reverts)
shall equal the totat of the following: .

(a) 300 . of cach such Nun-Consenting Pacty’s share of the cost of any newly acquired surface
cquipment hevond the wellhead conncctions  Cincludinzg, but not hmited o, stock tanks, separatoras,
treaters. pumpre equipment and pipine). plus 100, o1 cach such Non-Consenting Party's share of the
cost of operation of the well commenciie with first production and continuming until cach such Naon-
Consentirre Party™s rehinguished  interest shall revert to it under nther provisions ot this Artiele, it Loy
anreed that caen Non-Consentime Pariv's share o such co<ts and cgupmient will be that interest wnich

would have heeo chareeable to cactt Nan-Consenties Party bad ot partictpated i the well from the boe-
stnnine of the oneratien: god

1y 400

— = - ot that vortion ot the Gosts and expeeyes olodentme cework e, deepening, o pluseing

ek, testimg and compieting, aller dequeting any easn contr: s uiions recervea under Article VIILC ., wna

PR

*and failure so to advise the proposing party shall constitute
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400 -, o 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-Cunsenting Party if it had partici-
pated therein. *See Article XV.G. for additional provisions

Gas production attributable (o any Non - Consenting Party's relinquished interest upon such Party's
clection., shall be soid to its purchaser. it available, under the terms of its oxisting gas sales con-
tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from
such sale direct ta the Consenting Pavties until the amounts provided fov in this Articie are recov-
ered from the Non - Consenting Party's velinquished 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 receive Non-Consenting Party's share
of production. or the procceds therefrom., Consenting Parties shall be responsible for the payment of
all production. severance. gathering and other taxes. and all royalty, overriding royvalty and other
burdens applicable to Non-Consenting Party's share of production.

In the case of any reworking, plugeing 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 ecquipment shall remain unchanged: and upon ubandonment of a well after such reworking.
plugging back or deeper drilling, the Consenting Farties shall account for all such equipment to the

owners thereof, with each party receiving ils proportionate part in kind or in value. less cost of
salvage.

Within sixty (60) days after the complction of any operation under this Article, the party con-
ducting thc 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, completine, and equipping the well for production: or, at its option.
the operating party. in licu of an itemized statement of such costs of operation. may submit a detailed
statement of montkly billings. Each month thereatter, durine the time the Consenting Parties are being
reimbursed as provided above. the Party conducting the operations tor 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 otl 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 cquipment newly acquired in connection with any
such opcration which would have been owned by a Non-Consentinz Party had it participated therein
shall be credited against the iotal unreturned costs of the work done and of the cquipment purchased.
in determining when the interest of such Non-Consenting urty shall revert to it as above provided:
and if there is a credit balance, it shall be patd to such Non-Consenting puriy.

If and when the Consenting Parties recover from a Nen-Conzentine PDariv'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 periaining thereto. and the production there-
from as such Non-Consenting Party would have been entitled to had it participated in the driliing,
reworking, decpening 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 VI.B.2. it is aureed that without the mutual consent
of all partics. no wells shall be completed in or produced from a source of supply from which a well
located elsewhere on the Contract Area is producinz, unless such well vonforms to the then-existing
well spacing pattern for such source of supply.

The provisions of this Article shall have no applicatton whatsoever to the drilling of the initial
well deseribed in Article VIAL except ta) when Option 20 Artiele VIEDLL has been selected. or (b)
to the reworking, deepening and plugzing back of such inital welll ot suech well s or therecatter shall
prove to be o dry hole or non-commercial well, after having Been detled to the depth specified in Article
VLA

C. Riuht to Tuke ['roduction in Kind:

Each party shall have the right to take in kind or separately dispose of its proportionate share ol

b ol wnd cas produced Trom the Contract Arca. exclusive ol production which may be used in de-
velopment and producing operations and n preparmng and Ureating oil (or marketing purooses and
production nnavordable lost. Any esten expenditure incurred in the taking kind or sepurate dispo-
sttion by any party of its propactionate share ol the production shall be Lorne by such partv,  Any

-l -
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party taking its share of production in kind shall be required to pay for only its proportionate share
of such part of Opcrator’s surtface 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 thercof for its share of all production.

In the event any party shall fail to make the arrangements necessary {o 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-
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 neceds 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. prior written

In the event one or more parties’ separate disposition of its share of the gas causes split-streamn de-
liveries to separate pipelines and or deliveries which on a dav-to-day basis for any reason are not
exactly equal to a party’s respective proportionate share of total gas sales to be allocated to it, the
balancing or accounting between the respective accounts of the parties shall be in accordance with

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

D. Access to Contract Area and Infermation:

Each party shall have access to the Contract Arca 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 hand at the first of cach month. and shall make available samples of any cores or cuttings
taken from any well drilled on the Contract Arca. The cost of wathering and furnishing information to

Non-Operator. other than that specified above. shall be charged to the Non-Operator that reciucsts 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 hus been drilled under the terms of this asreement und is proposed to be completed as a dry hole
shall not be plugged and abandoned without the consent of all partics. Should Operatar. after dilizent
effort, be unable to contact any party. or should any party fuil to reply within forty-eizht (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 decemed 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 cxpense 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 opcrations in search of oil and or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any well which has been drilled or ve-
worked pursuant to Article VILB.2. hereof for which the Consenting

Parties have not been fully reim-
bursed us therein provided. any well which has been completed as

a producer shail not he plugged and
abandoned without the consent of aill parties. I all partics consent to =uch abandonment. the well shall
be plucged and abandoned in accordunce with applicable reculations and at the cost. risk and expense
of all the parties hercto. If, wathin thirty (30) duvs after receipt of rotice of the proposed abandonment
of such welll 4ll parties do not agree o the abandonment of any well, those wishing to continue its op-
eration shall tender to cach of the other parties its propoctionate share ot the value of the well's salvable
material and cquiptment, determined in accordance with the provisions of  Exhaint ~C™. less the estimated
cost of salvagme and the esumated cost of plugging and  abandomne,  Each  abandonimeg party shall
assizn to the non-abandoning parties. without warranty, exXpress or mplicd, us to ttle or as to quantity,
quality. or fituess tor use of the cquipment and material, ail of its interest 1o the well and related cquip-
ment, tezether with its interest i the leaschold estate as to, but only as to. the interval or intervals of the
tormation or (oreations then open to production, 10 the interest at the shandoning party is o includes
ol aed gas nterest, such party shall exceute and deliver o the non-abundoning party or parties :‘m
ot and sos beases iminted o the mterval or mitervals of the lormation or formations then open to produc-

Bt tor soterm ol one vear and so long thereatter as ol and or s 1= produced trom the mterval or inter-
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vals of the tormation or tormations covered thereby. such lease to be on the form attached as Exnibit
“B" The assienments or leases so limited shall encompass the —drilling unit” upon which the weil is
toeated. The pavments by, and the assicnments or leases to, the assignees shall be in a ratio based upon
the relationship of their respective percentages ol participation in the Contract Area to the aggregate of
the percentages of partictpation in the Contract Areu of all assignces. There shall be no readjustment
of interest in the remaininae portion of the Contract Arca.

Therecafter. abandoning parties shall have no further responsibility. lability. or interest in the op-
eration of or production from the well in the interval or intervals then open other than the royaities
retained in any lease made under the terms of this Article. Upon request. Operator shall continue to
operate the assigned well tor 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 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 shave 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 partnecship ov association. or to render the
parties liable as partners.

B. Licns and Payment Defaults:

Each Non-Opecerator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a
security interest in its shave of otl 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 heretn 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 clection of remedies or otherwise affect the lien
rights or sccurity interest as security for the payment theveof. In addition, upon default by any Non-
Opecrator in the pavment of its share of expense, Operator shall have the right. without prejudice to
other rights or remedies, to collect from the purchaser the proceeds trom the sale of such Non-Operator’s
shave of oil and or gas until the amount owed by such Non-Operator, plus interest has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any de-
fault. Opcrator grants a like lien and security interest to the Non-Operators to secure pavment of Op-
crator’s propotrtionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) davs after rendition of
a statement theretor by Operator, the non-detuulting parties. mcluding Operator, shall, upon request by
Opcrator. pay the unpaid amount in the proportion that the interest of cach 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 thercof. be subrogated to the security rights described in the forcsoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses
incurred in the development and operation of the Contract Area pursuant to this agreement and shall
charge cach of the parties hereto with their respective proportionate shures 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 hercunder. showing expenses incurred and charses and credits made and
received. -

Operator. at its clection, shall have the right from time to time to demand and receive from the
other partics pavment in advance of their respective shares of the estimiated winount of the expense to
ke incurred in operations hereunder during the next succeeding month, which risht may be excercised only
by submission to cach such party of an itemized statement ot such estimated expense, together with
an involee tor s shave thercol. Each such statement and inveice for the payment in advance of esti-
mated expense shall be submitted on or betore the 20th dayv of the nest preceding month,  Each party
shall pay o Operator its proportionate share of such estimate within fifteen (13) davs after such es-
bmate and mvoree as veeetved. I any party tails 1o pay its share of smd estimate within said time, the
amount duce shall bear interest as provided i Exhibit ~C™ until pad.  Proper adjustment shall be
made monthly between advances and actual expense to the end that cach party shall bear and pav its
proportionate share ot actual expenses incurred. and no more.

[¥)
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D. Limitation of Expenditures:

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

— Option No. 1: All necessary expenditures for the drilling or decpening. testing, completing and
equipping ot the well. including necessary tankage and or surface facilities.

(X, Option No. 2: All necessary expenditures for the driliing 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
recciving 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 tankase 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 VI.B.2. hercot (the phrase “reworking, decpening or
plugging back™ as contained in Article VI.B.2. shull be deemed to include “completing™) shall apply to
the operations thereafter conducted by less than all parties.

2. Rework or Plug Back: Without the consent of all parties. no well shall be reworked or pluzged
back except a well reworked or plugged back pursuant to the provisions 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 inciude
consent to all necessary expenditures in conducting such operations and completing and equipping of
said well. including neccessary tankage and or surface facilitics.

3. Other Ouperations: Operator shall not undertake any sincle project reasonably estimated to require
an expenditure in excess of Fifteen thousand------- bt T oT Dollars (S_l_ﬂ,()““ 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 pursuuant 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 cxpenses as in its opinion are required to deal with

the emergency to safezuard life and property but Overator, 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” for anv sinsgle project
costing in excess of ___Fifteen thousand-------- e loutenjeptvstedietuteier Drollars ($15,000.00 ).

E. Rayalties, Overriding Royalties and Other Payments:

Each party shall pay or deliver. or cause to be paid or delivered. all

one-eighth (1/8)

from any liability therctor.

royvaltics to the extent of
due on its share of production and shall hold the other parties free
If the interest of any party in any oil and gas fease covered by this agree-
ment is subject to any royvalty. overriding royalty. production payment. or other charge over and above
the aforesaid royalty. such party shall ussume and alone bear all such oblizations and shall account
for or cause to be accounted for. such interest to the owners thereof.

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

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

Rentals. shut-in well payments and minimum royalties which may be required under the terms of
any lease shall be paid by the party or parties who subjected such lease to this agreement at its or their
expense. In the event two or more parties own and have contributed interests in the same lease to this
agreement. such parties may designate one of such parties to make =aid pavments for and on behalf of all
such parties. Any party may request, and shall be entitled to recerve. proper evidence of all such pay-
ments. In the event of failure to make proper pavment of any vental, shut-in well pavment or mmimum
royalty throush nustake or oversizsht where such pavment is required to continue the lease in {orce.
eny loss which results trom such non-payvment shall be borne i accordance with the provisions of Article

Iv.e.z

Operator shall nouiy Non-Operator of the anticipated completion ot i@ shut-imn cas well, or !;hc shut-
ling v or return to procaction of a producing sas well at least five (5) davs (exeludine Saturday, Sun-
day and holidays). or at the carliest opportunity permitted by cireumsiances. prior to taking such action.
but sssumes no habddits for failure to do so. In the event of falire by Operator to so notity Non-

Operazor. the oss ol any lease eontributed heceto by Non-Operator tor tailure to make tunely pavments

-4 -
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of any shut-in well pavment shall be borne jeintly by the parties hereto under the provisions of Article
IV.B.1.

G. Taxes:

Beginnine with the first calendar vear after the offective 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 thercon before they become delinquent Prior to the ren-
dition date. cach Noen-Operator shall furnish Operator information as to burdens (to include, but rot be
limited to. rovalties, overriding rovalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leaschold cstate is reduced by reason of its
being subject to outstanding excess rovalties, overriding royalties or production payments. the reduction in
ad valorem taxes resulting therefrom shall inute 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" gae Apticle XV.D. for additional provisions

If Operator considers any tax assessment improper. Operator may. at its discretion. protest within
the time and manner prescribed by law. and prosccute the protest to a final determination, unless all
partics 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 ovr with respect to the production or handling of such partv’'s share of oil and.or gas pro-
duced under the terms of this agreement. )

H. Insurance:

At all times while operations are conducted hercunder. 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. Opcrator 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 engasged 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 Publie 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 VIIL
ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agrecement, 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 desive to surrender its interest in any lease or in any portion thercof. and
other parties do not agrec or consent thereto. the party desiring to surrender shall assign. without express
or implicd warranty of title. all of its interest in such lease. or portion thereot. and any well, material and
cquipment which may be located thereon and any rights in production thereafter secured, to the parties

not desiring to surrvender it. If the interest of the assigning party includes an oil and zas interest. the as-

signing party shall execute and deliver to the party or parties not desiring to surrender an oil and aas

lease covering such oil and was interest for a term of one yeur and so lonz thereatter as oil and . or uas
is produced from the lund covered thereby, such lease to be on the torm attached hereto as Exhibit ~B™.
Upon such assicnment, the assisning party shall be relieved from all oblhizations thercalter aceruing,
but not theretofore acerued. witl respect to the acreage assiened and the operation of any well thereon.
and the assiening party shatl have vo further interest in the lease assigned and its equipment and pro-
duction sther than the rovallies retaimed in any lease made under the terms of this Article. The parties
assignee shall pay to the party asstanor the reasonable salvase value of the latter's interest in any wells
and cyumpment on the assigned acrvaze. The value ot all matenal shall be determined in accordance
with the provisions of Exhibit “C™. less the estimated cost of sadviemyg and the estimated cost of plug-

2z amd abandonme. IF the assignment is in favor of moce than one party. the assiuned interest shall

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

Any assienment or surrendsr made under this provision shall not veduce or change the assignor's or
surrendering parties’ interest, as it was immediately before the assignment. in the balance of the Contract
Arca: and the acreage assigned or surrendered. and subscquent operations thercon. shall not thereafter
be subject to the terms and provisions of this azreement.

B. Renewal er 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 following reccipt
of such noticc in whirh 1o elect to participate in the ownership of the renewal lease. insofar as such
lease affects lands within the Contract Avea, by paying to the party who aecquired 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 tnat time by the partics in the Contract Arca.

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 Arca to the uggregate 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 clect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a rencwal 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. Anyv renewal lease
taken before the expiration of its predecessor lease. or taken or contracted for within six (6) months after
the expiration nf 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 venewal
lease and shall not be subject to the provisions of this agreement.

The provisions in this Article shall upply also and in like manner to extensions of oil and gas

leases.  gaa Article XV.E for additional provisions.

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 Arca. 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 opecration. If the contribution be in the form of acreace. the party to whom the contribution is
made shall promptly tender an assiznment of the acrcace. without warranty of title, to the Drilling
Parties in the proportions said Drilling Puarties shared the cost of drilling the well, If all parties hereto
are Drillinz Parties and zecept such tender, such acreave shall Leeome a part of the Countract Area and
be governed by the provisions of this agreement. I 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 uny 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 VIIL.C.

D. Subscquently Created Interest:

Notwithstanding the provisions of Article VIILE. and VIILG. if any party hereto shall, subsequent
to execution of this agreement, create an overriding rovalty, production pavment, or net proceeds inter-
est. which such interests are hercinatter referred to as “subscquently ercated interest”. such subsequently

created interest shall be specifically made subject to all of the terms and provisions of this agreement. as
follows:

LI non-consent operations are conducted pursuant to any provision of this agreement. and the

party conducting such operations becomes enttled to receive the production attributable 1o the interest
out of which the subscquently created mterest s derived. such party shall reecive same free and clear

o . arl N N we FPT . . .
of such subscquentdy oreated intetest.  The party creating same shail bear and pay all such subsequently

created mterests and shall mmdemnify and hoid the other parties hereto tree

and harmless trom any and
all liabiity resulting therefrom, s

o ot e . S
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2 1f the swner of the interest from which the subsequently created interestas derived (1) fails to

pav. when due. its share of expenses chargeable hereunder. ov (21 clects to abandon a well under pro-
visions of Article VLE. hereot. 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
hercunder in the sante manner as if such mterest were a working interest. For purposes of collecting
such chargeable expenses. the pavty or parties who receive assignments as result of (2) or (3) above
shall have the right to cnforce ail provisions of Article VILE. herrof against such subsequently ereated
interest.

E. Maintenance of Uniform Interest:

For the purposc 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, cncumber, transfer or make other disposition of its interest in the leases embraced within the Con-
tract Arca and in wells. equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and cquipment and production: ov
2. an equal undivided interest in all leases and equipment and production in the Contract Area.

Every such sale. encumbrance, transfer or other dispositinn 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 f{our or more co-owners.
Operator. at its discretion. may require such co-owners to appoint a single trustece or agent with full
authority to receive notices, approve expenditures, receive billinas 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 intcrests 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 reccive, separately, payment of the sale proceeds hercot.

F. Waiver of Rizht to Partition:

If permitled by the laws of the state or states in which the property covered hereby is located. each
party hercto 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.

(o4 FOTVUS P ¢ NVEFTONT S TP TN TN PI IS L T C TR T e ot :

ik Lot

he Contract Avea, it shall promptly
mation concerninItNg

interests"

rronosed sale. which shall include the name and wddress of the-prospective pur-
chaser (who must be reads™sglline and able to purchase), the purchase ppise=and all other terms of
the offer. The other parties shail e lave an optional prior righe=70r o period of ten (10) days atter
Tailions the interest which the other party

purchasing parties shall share the pur-

receipt of the notice. o purchase on the same™ s
proposes to sell; and. if this optional rvight is

of all ors antially all of its assets to a subsidiary or parent company or to a subsidiary O¥~w. pavent
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ARTICLE IX.
INTERNAL REVENULE CODE ELECTION

This agreement is not intended to ereate. and shall not be construed to create. a relationship of part-
nership or an association for profit between or amwung the parties hereto. Notwithstanding anv pro-
visions herein that the rights and liabilities hereunder ave several and not joint or collective. or that this
apreement and operations hereunder shall not constitute a partnership. it for Federal income tax pur-
poses. this agreement and the operations hereunder are vegarded as a partnership, cach party hereby
affected cleets 1o be excluded from the application of all of the provisions ot Subchapter K. Chapter
1. Sublitle A", of the Internal Revenue Code of 1934, as permattied and authorized by Section 761 of
the Code and the reculutions promuleated thereunder. Operator is authorized and divected to execute on
behalt of cach purty hereby aifected such evidence of this election as may be required by the Sceretary
ol the Treasury ot the United States or the Federal Intermad Revenue Scrviee, including speeifically, but
not by wav ol lunttation, adt ot the returns, statements, and the data requited by Federal Resuta-
tions 1761 Should there be any requirement that cach party hereby atfected give further evidence of
this election, cach such purty shall exceate such documoents and furmsh such other evidence as may be

sequired by the Federal Internal Revenue Scrviee or as mav be necessary o evidenee this eleetion. No

-12.
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such party shall give any notices or take any ather action inconsistent with the election m'adc hereby.
If anv present or tuture income tax laws of the state or states in which the Contract Area is Jocated or
any (.‘\nu:'c income tax laws of the United States contain provisions similar to those in Subchapter K™,
Ch-:nplcr I. Subtitic A", of the Internal Revenue Code of 1954, under which an clection similar to that
provided by Scction 761 of the Code is permitted. cach party hereby affected shall make such clection as
mayv be permitted or required by such laws. In making the foregoing election, each such party states that
the income derived by such party from Opcrations hereunder can be adequalely 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 doces not exceed __Four thousang--eeeccecccoaaaa oo ——mm————— mm———— Dollars
($_4.,000.0Q0 ) and if the payment is in complete settlement of such claim or suit. [f the amount
required for settlement exceceds 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. setiling. or otherwise dischargzing such claim or suit shall be at the joint expense
of the parties. If a claim is made against any purty 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 trecated as any other claim or suit involving operations hercunder.

ARTICLE XL
FORCE MAJEURE

If any party is rendered unable. wholly or in part. by force majcure 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 nf the force majeure with rcasonably full particulars concerning it:
thercupon. 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 difficuity by the party involved, contrary to its

wishes: how all such difficultics shall be handled shall be entirelv within the discrotion of the party
concerned.

The term “force majeure™. as here emploved. shall mean an act of God. strike. lockout, or other

industrial disturbunce. act of the public enemy. war, blockade. public viot. lightning. fire. storm. flood.
explasion. 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 claiminyg suspension.

ARTICLE XIL
NOTICES

All notices authorized or required between the parties, and requived 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 teletvpe. 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 hercof 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 partices.

ARTICLE XIIL.
TERM OF AGREEMENT
This agreement shall remain in full foree and cireet as to the vil and gas leases and or oil and gus in-
terests subjected hereto for the period ot time selected helow: provided. however, no party hereto shall
ever be construed as having any rights title or imterest an or 1o any lease. or oil and 2as interest con-
tributed by any other party bevond the term of this agreement. )
- - . . . "
{0 Option Nao. 1o So long as any of the oil and 2us leases subject to this asreement vemain or are con-
tinued i force as to any part ot the Contract Arca. whether by production. extension. rencewal or other-
wise, and or so long as oil and/or cas production continues trom any lease or oil and Qas interest.

- 13-
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X Option No. 2: In the event the well deseribed in Article VI.A.. or im.\v'.SUb-\'"(.IUCm WC‘-I_dl'i”(.'id
.undcr any provision of this agreement, results in production of oil and or gas in paving quantities, this
agreement shall continue i force so0 long as any such well or wells produce. or are capable of produc-
ti‘on. and for an additional pertod of 120 days from cessation of all production: provided. however.
if. prior to the expiration of such additional period. one or more of the parties hereto are engaged in

Sy WM e W

drilling or reworking a well or wells hercunder, this agreement shall continue in foree until such op-
crations have been completed and if production results therefrom, this agreement shall continue in
force as provided herein. In the cvent the well described in Article VLA, or any subsequent well
drilled hercunder, results in a dry hole. and no other well is producing, or capable of producing oil
10 and or gas from the Contract Area. this agreement shall terminate unless drilling or reworking opcra-

-3

o &

11 tions are commenced within _ "€~ days from the date of abandonment of said well.
12
13 It is agreed. however, that the termination of this asreement shall not relieve any party hereto from

14 any liability which has accrued or attached prior to the date of such termination.

16 - ARTICLE XIV.

17 COMPLIANCE WITH LAWS AND REGULATIONS

18 :

19 A. Laws. Regulations and Orders:

20

21 This agrcement shall be subject to the conservation laws of the state in which the committed

22 acreage is located. to the valid rules. regulations. and orders of any duly constituted regulatory body of

23  said state: and to all other applicable federal, state, and local laws. ordinances. rules. regulations. and
24  orders.

25

26 B. Governing Law:

27

28 The essential validity of this agreement and all matters pertaining thereto. including. but not lim-

29  ited to. matters of performance. non-performance. breach. remedies. procedures. rights, duties and in-
30 terprctation or construction. shall be governed and determined by the law of the state in which the
31  Contract Area is located. If the Contract Area is in two or more states, the law of the state where most
32  of the land in the Contract Area is located shall sovern.

33

34 . ARTICLE XV.

35 OTHER PROVISIONS

36

g; A. Sale of Gas Production:

39 It is recognized by the parties hereto that in addition to each party's share
30 of working interest production as shown in Exhibit “A", such party shall have the
il pight, subject to existing contracts, to market the royalty gas attributable to
42 each lease which it contributes to the Contract Area and to receive payments due
3 for such royalty gas produced from or allocated to such lease or leases. It is
44

agreed that, regardless of whether each party markets or contracts for its share
45 of gas, including the royalty gas under the leases which it contributed to the

46 Contract Area, such party agrees to pay or cause to be paid to the royalty owners
47 under its lease or leases the proceeds attributable to their respective royalty
48 interest and to hold all other parties hereto harmless for its failure to do so.

50 B. Billing Additional Interests:

52 Notwithstanding the provisions of this agreement and of the accounting procedure
53 attached as Exhibit "C", the Parties to this agreement specifically agree that in

54 no event during the term of this contract shall Operator be required to make more

55 than one billing for the entire interest credited to each Party on Exhibit "A". It

56 1is further agreed that if any Party to this agreement (hereinafter referred to as
"Selling Party') disposes of part of the interest credited to it on Exhibit "A", the
s8 Selling Party shall be solely responsible for billing its assignee or assignees,

59 and shall remain primarily liable to the other parties for the interest or interests
g0 assigned and shall make prompt payment to Operator for the entire amount of state-

61 ments and billing rendered to it. It is further understood and agreed that if Selling
2 Party disposes of all its interest as set out on Exhibit "A", whether to one or

63 several assignees, Operator shall continue to issue statements and billings to the

¢+ Selling Party for the interest conveyed until such time as Selling Party has

g5 designated and qualified one assignee to receive the billing for the entire

¢; Interest. 1In order to qualify one assignee to receive the billing for the entire

g7 interest credited to Selling Party on Exhibit "A", Selling Party shall furnish
we 0 Operator the following:

59

0
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1. Written notice of the conveyance and photostatic or cer-
tified copies of the assignments by which the transfer was made.

2. The name of the assignee to be billed and a written state-
ment signed by the assignee to be billed in whiqh it consents to
receive statements and billings for the entire interest credited -to
Selling Party on Exhibit "A" herecof; and, further, consents to handle
any necessary sub-billings in the event it does not own the entire
interest credit=ad to Selling Party on Exhibit "A".

C. Disbursement of Royalties:

If a purchaser of any o0il, gas or other hydrocaroons produced from
the Contract Area declines to make disbhursements of all royalties,
overriding royalties, working interests, and other payments out of, or
with respect to, production revenues which are payable on the Contract
Area, Operator may, at its option, from time to time, make disbhurse-
ments on behalf of any Non-Operator who requests in writing that

Operator do so. Each Non-Operator for whom such disbursement is made
shall furnish Operator with the following:

1. Such documents as may be necessary in the opinion of Operator
to enable Operator to receive all payments for oil, gas or other
hydrocarbons directly from the purchaser thereof.

2. An initial list of names, addresses, and interest (to a seven
place decimal), on a tract, unit, purchase contract, or other such
basis as, in the opinion of Operator, is necessary for efficient admi-
nistration, for all royalty, overriding royalty and other interest
owners who are entitled to proceeds from the sale of production
attributable to such Non-Operator's interest. Also, any changes to
the initial list shall be furnished promptly to Operator in writing.

Operator will use its best efforts to make dusbursements
correctly, but will he liable for incorract disbursement only in the
event of gross negligence or willful misconduct. Any Non-Operator for
whom such disbhursements are made hereby agrees to indemnify and hold
harmless Operator for any loss, including court costs and attorney's
fees, which may be incurred as a result of Operator's making such dis-
bursemnents in the manner prescribed by Non-Operator.

D. Article VII.G., Addition:

I1f the Operator is required herecunder to pay ad valorem taxes
based in whole or in part upon separate valuations of each party's
working interest, then notwithstanding anything to the contrary
herein, charges to the joint account shall be made and paid by the
parties hereto in accordance with the percentage of tax value
generaged by each party's working interest.

E. Article VIII.B., Addition:

Notwithstanding anything to the contrary contained herein, each
party comnitting a lease or leases to this agreement shall have the
option upon the expiration of each lease to renew or extend such lease
and to bear the renewal or extansion costs and expenses and thereby
retain its original interest and title in said lease. By exercising
such option, the parties' working interests shall remain unchanged.

If the original lease owner does not exercise its option within sixty
(60) days after the expiration date of the original lease, the

renewal or extension lease will then be subject to the terms of this
article as written above. 1If any working interest owner other than
the original lease owner renews oOr extends the lease, the renewing or
extending party shall furnish the original lease owner an itemizeqd
statement of the complete renewal or extension costs and expenses of
such lease. The original lease owner shall have sixty (60) days after
the receipt of such itemized statement to reimburse the renawing or
extending party in full. Failure of the original lease owner to do so
shall result in the forfeiture of its option hereunder. The provi-

sions hereof shall only apply to leases or portions of leases located
in the Contract Area.



. As between the interest of TXO and FINA, this Agreement shall ha
subject and subordinate to that Certain nil & Gas Lease Acquisition
and Develooment Agreement dated October 22, 1982, hetween TXO
PRODUCTION CORP. and APCOT-TINADEL JOINT VENTURE. In the event of a
conflict between this agreement and the 0il & Gas Lease Acquisition
and Development Agreement, the terms of the 0il and Gas Leasc
Acquisition and Development Agreement shall prevail. Upon termination
of the 0il & Gas Lease Acquisition and pevelopment Agreement, this
Agreement shall be amended as between TXO and FINA in the manner pro-
vided in Article XXI of the 0il & Gas Lease Acquisition and
Development Agreement,

G. As between APCOT-FINADEL JOINT VENTURE and any other party hereto
the non-consent penalties specified in Article VI.B.2(a) shall he
100%/100%; and the non-consent penalties specified in Article
VI.B.2(b) shall be 300%/300% as to all wells drilled to a depth of
10,000 feet subsurface or less, and 400%/400% as to all wells drilled
to a depth greater than 10,000 feet subsurface.
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ARTICLE XYL
MISCELLANEOUS

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

This instrument may be executed in any number of counterparts. cach of which shall be considered
an original for all purposecs.

IN WITNESS WHEREOF. this agreement shall be etfective as of _10th day of _Japuary
1985 .

OPERATOR

TXO PRODUCTION CORP.

NON-OPERATORS

GULF OIL CORPORATION

By:

Title:




THE STATE OF TEXAS s
COUNTY OF MIDLAND 5 _Jé
The foregoing instrument was acknowledged before me this _//

day of , 19¢5 , by JOHEN D. HUPPLER, Senior Vice President, of
TXO PREDUCTIO ORP., a Delaware corporation, on behalf of said corporation.

My Commission Expires: M v
2-29 47 Lhouc 2 o

Notary Public in and for
The State of Texas

STATE OF §

COUNTY OF §

The foregoing instrument was acknowledged before me on this day of
., 1985, by . of
Gulf 0il Corporation a corporation, on behalf of said corporation.

My Commission Expires:

Notary Public in and for
County,



EXHIBIT "A"
Attached to and made a part of that certain Operating Agreement dated January
10, 1985 by and between TXO Production Corp., as Operator and Gulf 0Oil
Corporation, as Non-Operator.

I. LAND SUBJECT TO AGREEMENT:

S/2 Section 2, T-22-S, R-27-E, Eddy County, New Mexico from the surface of
the earth down to 11,800' or to the stratigraphic equivalent of the base of
the Morrow formation, whichever is the lesser depth.

11. INTEREST OF THE PARTIES AND THEIR ADDRESSES:

TXO Production Corp. ) .3750000
900 Wilco Building
Midland, Texas 79701

Gulf 0il Corporation .6250000
P. O. Box 1150
Midland, Texas 79702

Total 1.0000000

IITI. OIL AND GAS LEASES SUBJECT TO AGREEMENT:

a. 0il and Gas Lease dated May 1, 1971 by and between the State of New
Mexico as Lessor and Gulf Oil Corporation as Lessee (insofar and only
insofar as said lease covers acreage within the contract area).

b. 0il and Gas Lease dated November 15, 1984 by and between DeltaUS
Corporation as Lessor and C. Wayne Greenlee as Lessee (insofar and only
insofar as said lease covers acreage within the contract area).



.

. EXHIBIT "B"

roducers B8—TXO Form 111 - Revised 4/79

Wich Poshng Clause OIL, GAS AND MINERAL LEASE

. THIS AGREEMENT made and entered into chis day of 19 Wb

frec aalled “lessor™ (whether one or more), whose post office addeess

and

heternafter calied “lessee”, whase post office address is.

1. Lessor, in consideration of — - Dollars (3 )
in hand pasd, receipt of which is hereby acknowi d. ot the roy herein provided and of the agreements of tive lessee herein contained. hereby grancs, leases and lers, exchesively unto lessee

for the purpose of i 1gating, expioting, prospecang, dniling, g and Op: g for and produ g ocl. gas and ali ocher minetals. injecting gas, waters, other twsds, 2if snd ocner Zaseous
menymhmpyhm.smmgmwmum;:om ot electric tr . teleph I-msqdodmmmmdminpxhemnmpmdxe.
save, cake cate of, trest, process, stoce and port saud Is and othet p d therefrom, and housing and otherwise caring for s employees, the followsng

ia Councy, Texas, two-wic

Notwithstanding any particulac description, it is nevertheless the intention of lessor 1o include within this bease. and lessor does hereby icase, not only the land so described but also any and all
other land owned ot claimed by iessor in the herein named survey or surveys, or in adjoining surveys, and adjoining the herein described land up to the boundaries of the aputtng landowners,

the leased lands being hereinafter referred o as “said land”. For the purpose of calculating the rental payments hereinafter provided for, said land is estimated to comprise

acres, whether it scrually comprrses moee o as long as this JOA is in effect

2. Subject to the other provisions herein contained, this lease shall remain in force for 2 term efdivenirveers from this dase (called " primary term™), 2nd as long thereafter as osl, qas or other
minenal i produced from saxd physical land or land with whach said land or any part thereof is pooled, or this iease is maintained by virtue of some other provision hzm):a i

3. The royalties 0 be paid by lessee are: (3) 0n 0il. and on ocher liquid hydrocarbons saved a¢ the well, one-eighth of that produced and saved from said land. same to be delivered at the welisor
0 the credic of iessor in the prpe iine vo which the wells may be connected with lessoc's interest in esther case beanng its peoportion of any expenses for treatng osl 10 make 1t marketabie as
crude 2nd lessee having the option. at any time oc feom time o time, to putchase lessoc's oil ac the well, paying theretor che lawful market price on the date of putchase for il of iske grade and
gravity prevailing for the field nearest where sucn il is produced: (b) on gas. including casinghead gas and all gaseous substances, produced from sasd land and s0lkd, one-eighth ot the amount
realized from such sale; (¢) on gas, including casinghead gas and all ga by s, produced from saud land and used o sasd land by lessee and noc benefitung lessor, the markes value ac the
mouth of the well of coe-eighth of the gas 50 used oif saud land; {d) on all other minerais mined 3nd markered, one-eignth, either 1 kind of value at the well or mine. at lessee s eiection, except
that on sulphur the royaity shail be One Dollar (31.00) per long ton; and (e) 1f at any ime while there 15 2 gas well or weils on the saxd land or land pooled therewith tfor the purposes ui this
clause (¢) the term “gas weil " shall include weils capable of ucing I gas, cond disnilate or any gaseous substance and weils classused as gas weils by any governmeneal authonicy)
and such well or wells ace shut-in, this lease shall continue in force for 3 penod of either: (1) ninety (90) davs irom the date such well or wells are snut-in; (2) ninety (0) days trom tne
effective date for inclusion of saxd land or a portion thereof within a unit on which 13 located 2 shut-in gas well; (3) the dace this lease ceases 10 be maintained by the psyment o1 annual delay
rentals; or (4) ninery (90) days érom the dace this lease ceases 10 be otherwise maintained as provided heresn, whichever 1s the later date, and befoce the expiration of any such persad lesser or
any assignee hereunder may pay of tender an advance annual royalty equal 1o the amount of delay rentais provided tor 1a this lease for the acreage then held under this lease by the party making
such payment of tendet. and if such payment or tender is made, this lease shali continue in force and 16 shail be considered thar gas 1« being produced from saud land in paying quanuties within
the meaning of Paragraph 2 heteot for ane (1) year from the date of such payment. and in like manner subsequent advance annual royaley payments may be made or tendereu and this lease shall
conunue in force and it will be considered thar gas 1s being produced from said land 1n paying qu. s within the g of said Parageapn 2 duning any annual penod fue shich such rovaiey
i3 30 pawd ot tendered; such advance annual royairy may be pawd of tendered in the same and to the same depository as provuded herewn for the pavment or tender of dela tentais. rovaity
accruing (o the owners thereo on any production from sasd land during any anaual pertod for which advance anaual coyaity 15 paxd may be credited against such advance payment.

4. If operations for drilling or mining are not ed on said land or on land pooled therewith on or before one (1) yeac from this date, this lease shall terminate as co both partes, unless

on oc before one (1) year from said dace lessee shall pay o tender to lessor a renal of

Dollars (8 3 which shall cover the privilege of deferring commencement of such operations for a period of twelve (12) months. In like manner and upon like payment oc
tenders, lly, the ¢ ement of said operations may be further deicrred Tog successive periods of the same number of months, exh durning the primary term. Payment ot tender ot
rental may be made to lessoc ot co the. Bank. ,which bank.ocany

successor thereol, shall continue 1o be the agent tor lessor and lessor's heirs, representatives. sucessoes and assigns. i such bank (or any successor bank s shall fail, iquidate, o be succeeded by
another bank. or for any reason fail or refuse to accept rental, lessee shall not be held in detasit unnil thurey (303 days atter lessor shall dehver tolessee a recordable instrument making proviswn
for another metnod of payment or tender. The payment or tender of rental may be made by check ur drattot lessee, matied or delivered 0 said bank or iessar or either kessor if more thanone.vn
oc¢ before the rental paying date, and the payment or tender will be deemed made wnen tne check or dratt is s0 deiivered or masied {f lessee shall, on or beiore any rencal or advance snnuai
royalty payment date, make a bona fide atcempt to pay ot deposit a rental or advance annual royaity payment (o 3 lessor of royairy owner entitied thereto under this lease according to lessee s
records at the time of such payment, and if such payment ot depusit shail be erconeous in any rerard. iessee shali be vbligated 1o pay to such lessor of toyalty awaer the rental ot advance anauat
royaity payment properfy payabie tor the period invoived, but chis iease shail be mamneained in the same as it such er paymenk 0r deposit had been properiy made. provaied that
lessee shall correct such erroneous payment within thirty (30) days following recerpe by lessee of written nutice from such lessor or toyaicy owner of the efror ac by any dc Aoy
sad other evidence necessary (o0 enabie lessee 10 make proper paymenc.

¥

$. Lessee is hereby given the power and right. as to all of any part of sad land and as w0 any one or more of the formations thereunder and the minceals therein or produced therefrom, acuts
option and without lessor s jounder ot turther consent. ta at sny nme, and from time (o ame. ercher before or after pruducnon, pool amd unitize the ieasehold estate and the lessor s royaity escace
cteated by this lease wath the rights of thied pactes. of any. ut all or any pace uf sa+d Lind and wun aay acner fand, Latus, leases. minerai and royaicy nghes, or any of them adyacent, adjoiming. ot
focated within the immediate vicimiey of said land, whether awned by lessee of some other pecson. kiem o Corpuration, so as (a creace by such puoiing and uniczation one ur more drtling ac
productson usuts, when w do so would. in the soie fudgment ot lessee, promoute the conscrvatian of wil, gas or ather mineral. Exch such drstliag o production unse, shea iimiced o aay one ue
more formaaons and to any une of more of the minerals therein of produced theretrom, may Hrom time t tme be ealacged 3nd extended by lessee w additionatly snchude ay athec formation ur
toas and any other munecai of minetals therern o produced theretsom. Also, any such unit may be altered o7 enlacged by lessee at any time 3o long as the ol acreage tnerern does not

d che ma h feer spectfied. Each such drlling or producnion unit shall noc exceed forry (40) acres, plus an acreage tolerance not 1o exceed ten per cene t 1097 1 of forry (30} acres.
when created tur the purpuse of deilling for or producing oil therefrom and six huadred forry (W) acres. plus an acreage folerance not 1o exceed fon per cent (1095 of six hundred forry 140}
actes. when created for the purpose of drilling for or producing gas, condensace or any comdination ot such munerals theretrom: provided, however, it the maximum dniling or production umit
fixed or alluwed by the regulatory authoniry, Federal ot State. having jurisiiction 1 the preauses, as 3 bans tor the development and operanion of o the production from the tield 1n which said
tand is located, be more than saxd maximum, then each such unit created hercunder may contorm substantiaily 1n size wath those so prescribed of permitted and 1 force 1n the tiekd at the ume
such unit 1s created. As to each such unit 30 created by lessec, there shall be allocated (0 the acreage coverea by this lease, and included 10 the pooled snit, sxhl:fomon of the production Erom sad
unit 23 the number of acres out of this lease placed in any such unxt, as such umit trom time (o Girne My be constituted. beaes (o the tocal aumber ol acres included in such unit, and lessor agrees o
accept and shall receive the royalties (advance oc other kind) elsewhere speaified in this lease, based upon the production 5o allocated fo this lease or the proceeds thecefrom. The
. dniliing, compl of, reworking of of production from a welt on any porton of the unie created hereunder snall have the same efiect upon the tetms of this lease as1f a weil

were commenced. dritled, completed. reworked or producing oo the and embraced by this lease. Lessec may piace and use on each unit created hereundet common measuaing and reworking
anks for production from such umit. If lessee does creace any such unitor units undes the nghts herein granted. then lessee shall execute in wotiag and record in the county of counties in whicn
each such umie or umits created hereunder may be located an instrument dentitying and descnbing each such unet or units so created. The development of and produchion from each such unit
shall be 1n accordance with the vaiid orders. rules and regulations of the lawtul authoney, cuncr Federal o State, having junisdicition in che premises Any such uni cecated by lessee 1n
accordance with the werms hereof may be reicased and dissoived by lessee by a release tiled tor cevond 1 e councy or counues in whnch such unic is located ¢ any me atter the compieton ol a
dry hoie or the cessation of production on such unie. The provisions of this parageaph shail be conatrued as 2 covenzat cunning wich the land and shalliaure w the benetit ot and be binding upon
the parties hecero, thewr heirs, rep ves, and

B

6. 1. prior co discovery of oil, gas or other mineral an said land or land pooled therewath, lessee should deill and abandon a dry hole or holes thereon, or if, after discavery of oil. gas or other
mineral, the productwn thereot shoukd cease trom any cause, thus kease shall not terminace if lessee commences additonal dnihng, mining or reworking operations sattun ninety (90) days
thereaiter, ur (1 it be within the primary term) commences or resumes the payment of tender of tentais on ot betore the rental paying date nexenseing stter the expiration ot three « 3) montns
from Jdace of complecion and abandonment of saud dry hole or hoies of the cessaton of producnion. If. a1 theexpiration ot che primacy term, il g43 0r Ocret muaeral 15 not being praduced from
said land or land puoled therewich buc lessee 13 then engaged i upctations for dniling, mining ur reworking vt a0y well or Mine thercun, ths iease shall reman i force o fong as such
opetatuns of additional uperauund are commenced and prosecuted (whether an the same ot successive weils) with 00 ce 334000 Gf More than ninety (Y0 consecutive davs. and, of they resuse in

cuon, so long thereatter as vil, gas of other minerat is produced from said Land or land puvied thetewuth. In the event 2 weil or weils producing oil of gas i paying quanticies shouid be
gt in on adyacent land 3nd within two hundred (200) feet of and drasnsng sawd land, lessee ageees 1o il such oifset weils a5 a teasunaniy prudent operator would drill under the ume or
similar circumstances. The pudgment of the fessee, when not fraudulently excraised. in carrying out the purpuses of this lease shail be conciusive.

7. Lessee shall have free use of o1k, gas and wacer from saud land. cxcept water from lessor's wells and tanks, for all operations hereunder, including repressuring, pressure mantenance. cychng
and secundary recovery opetations, and the royaicy shall be computed after deducting any so used. Any strucrures and taGbnes placed on saud land by lessee tor uperations heteunder aod anv el
or wells un sasd land drsiled o1 ustd fut the inyectan ot saic water or other Husds may 2130 be used {or lessee s uperacuns vn vsner lands in the same atea. Lessee shall have the right st any time
durmg oc ateer the cxpiration of this lease 1o remove all propercy and fizcures placed by iessee 0n said land, including the ght todsaw and cemove slicasing Whea tequated by lessor. lessee sl
bury ail pipe lines below ordinary plow depth, and no weil shall be drilled within two hundced (200) feet of any residence or barn now on sawd land wihout lessot s consent.

8. The nights of escher parsty hereundec may be assigned in whole or 1n part and the provisions hereof shall extend (o the heirs, representatives, successors and assigns, but no change ot
division 1n ownership ot the land, rentais or coyainies. however accompiisned, shall operate (0 enfarge the obigations or diminish the rignts of lessee. No such change ue dvision 1o tne
ownership of the land, rentals of 1uvalues shall be binding upon iessee toe any putpuse until such Persun sCQuInNg 4ay interese has turdusned lessee with the insttumend ur snstruments, ue
cectrised copies thereol, CONSLIUONG the (hawn ot tule Irum the otginai lessor {a the event ot 20 assignment of thes lease 25 10 3 sexcegaced purnon ut sasd 1and, the fentais paysdie heceurier
shail be sppurtioned 43 berween the severat leasehold Owners tatabiy according (o the sutiace 2rea ut cach, 3nd Jetault 10 rental payment by une shall not attect the 1ixhits ot ocher les sehuid
owners nercundes. An assixament vt this icase, in mnvie 07 10 part, stail. 1o the estent of SUCH 233RNMENS, rebieve 2 discharge sessee vf any vbhigatiuns heteumder, and, it lessee ur isvigace of
partue parts herevl shall fasl of maise defaule in the payment ui the propurnsnate Part Of INE 1CO113 UL [HUM SULR lessee uf assignee uf 131l o comply wuh any uthet pruvision of ths lease. swh
defauls snail not a11ect 1713 lease 10s0far as iccovers 2 past of said Land upon which lessee OF Any astigice (heteut shatl Make payment vt sand tentais Shoukd More than sik parties become entitied
10 royaites hereunues, Lessee May tequice the spputntment ot 2 singie agent (0 reveive payment tor ail and may withhold payment unol such appuument has been mage

o]
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EXHIBIT R o

Attached to and made a part of ...that certain Operating Agreement
dated January 10, 1985 by and between TXO _Production COID..

as.Qperator.. and Gulf 0il Corporation.. .as.Non-QOperator. ...

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Decfinitions

*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.
“Parties” shall mean Operator and Non-Operators. '

“First Level Supcrvisors” 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.

“Controliable 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 Socteties of North America.

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 chargesand 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.

Advances and Payments by Non-Operators See last page

v billing

for the succceding month’s operation. Operator shall adjust eachmont
to reflect advances recepveo—iv the Non-Operators. :

H-bills within-fifteén (13) days after receipt. If payment is not
made within such time, the unpaid balance shall” bear 1nlCToss uthly at the rate of twelve percent (129¢) per
annum or the moximum _contract tate permitted by the applicable usury +5-in _the state in which the Joint
Propcrl_v}i_s_,__,l_uc:x:ed;—”\—vhiEhcver is the lesser. plus attorney's fees, court costs, and other Tost~ka_connection with
theeBicetHon— i—unpa kd—amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thercof; 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 followin'g
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 parazraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

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 ycar 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 simultancous audits in a manner which will resuit 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.

Approval by Non-Operators

Where an approval or other agreement of the Partes or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agrcement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify afl 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.

_1 —
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II. DIRECT CHARGES

Opcrator shall charee the Joint Account with the following items:

1. Rentals and Rowvalties

»

Lease ventals and royvalties paid by Operator for the Joint Operations.
Labor

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

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

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
excluded from the 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 [I. 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.
Employee 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 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<%). :

Material

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

and is reasonabiy 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 {rom the nearest reliable suppiyv store.
recognized barge terminal, or railway recewing point where like material is normally available, unless agreed
to by the Parties.

B. If surplus Material is moved to Operator’s warechouse or other storage point. no charge shall be made to the
Joint Account for a distance greater than the distance to the nearcst reliable supply store. recognized barge
terminal. or railway recciving 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 Partics.

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

Scrvices .-

The cost of contract services, equipment and utilities provided by outside sources. except services excluded by
Paraaraph 9 ef Sccuon II and Paracraph L ii of Section III. The cost of professional consultant services and con-
tract services of technicai personnel divectly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consuliant 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, oter
operaling 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
of the Joint Property.

B.. In .icu of charzes in Paragraph TA atove. Opcrator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 2072, For autemative equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repaw or replacement of Joint Property made necessary because of dam-
ages or losses incurred by five. tlood. storm. theit. accident. or other cause, except those resulting from Operator's
gross neglisence or willful misconduct. Operator shail furnish Non-Orerator written notice of damages or losses
incurred as soon as practicabic after a report thereof has been received by Operator.

Leeal Expense
g

Expense of handling, investizating and seutling litization or cloims. discharoing of liens, payment of judsments
and arlounts paid for settlement of cliums incurred in or resuling from operations under the asrcement aor
necessary to protect or recover the Jomnt Property. excent that no charge for services of Operator's leaal stafs
or fees or expense of outside attorneys shall be muade unless previousiy adreed to by the Parties. Al other leaal
expense is considered to be covered by the overhead provisiona of Sccetion 111 unless otherwise agreed to by the
Parties. except as provided in Section I, Paragraph 3. ’



10. Taxes

. . , . . ; w 1k -
All taxes of every kind and nature assessed or levied upon or in connection with the Joint PropBrL:- toe opera
. . . . . ek vyee .. 4 n
tion thercor. or the production therefrom. and which taxes have been pard by the Operator ior the benefit of t
Parties.

11. Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protgcllon of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as sclt‘-msurer' for Wo_rk-
men's Compensation and or Employers Liability under the respective state’s laws, Operator may, at its election,
inciude 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 faregoing provisions of this Section II, or in Section III,
and which is incurred Ly the Operator in the necessary and proper conduct of the Joint Operations,

1ll. 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:
( X ) Fixed Rate Basis, Paragraph 14, 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 applicabie burdens and expenses of all personnel, except those directly chargeable
under Paragraph 24, Section IL. 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.

ii. The salaries, wages and Personal Expenses of Technical Employees and. or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall () shall

not ( X) 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 $_5,233.00
Producing -Well Rate $_524.00

(2) Application of Overnead - 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 lor fifteen (13) or moere consecutive days.

[2] Charges for offshore drilling wells shull begin on the date when drilling or completion equipment
arrives on location and terminate on ihie date the drilling or compietion equipment moves off loca-
tion or rig is relcased, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for tiftecen ({3) or more consecutive davs

(3] Churges for wells undergoing any type of workover or recompletion for a period of five (3) con-
secutive days or marve 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 charyge shall be made during suspension of operations for fifteen {13) or more consecutive
days.

{b) Producing Well Rates

{1] An active weil either produced or injected into for any portion of the month shall be considered
as a one-well charge tor 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
weil 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 onc-well charge may be made for the month in which piugging and abandonment operations
are completed on any well.

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

(3) The well rates shall be adjusted as of the fivst day of April cach year following the effective date of the
agreement 10 which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plyving the rate currently in use by the percentaze mcrease or decrease n the average weekly earnings of
Ciude Peuoleum and Gus Production Workurs for the last calendar vear compared to the calendar year
preceting as shown by the mndex of average weekly earnmzs ot Cruce Patroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor. Bureau of Labor Statistics, or the
equivalent Canadiun mndex as published by Staustcs Cuanuda. as applicabie. The adjusted rates shall be
the rates currently in use, plus or minus the camputed adjustment.
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B. Owvernead - Dercentase Basis
{1) Qperator shail charze the Joint Account at the following rates:
{a) Development

Percent ( ;) of the cost of Development ol the Joint Property exclusive of costs
provided under Paragraph 9 of Scction II and all salvage credits.

(b) Opcrating

Percent ( 2} of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Scction II. all salvage credits, the value of injected substances purchased
for sccondary recovery and all taxes and assessments which are levied, assessed and paid ugon 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 ce..rned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

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 devetopment and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construc:icn, or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess

of $_25,000.00 _:

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 S__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 ot this paragraph. the component parts
of a single project shall not be treated separately and the cost of drilling and workover wells shail be excluded.

Amendment of Rates

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

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

Operator is responsible for Joint Account Material und 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 suppiied by the Non-Operator. Operator shall make timely disposition
of idle and. or surplus Material, such disposal being made either through sale to Operater or Non-Operator. division in
kind. or saie to outsiders. Operator may purchase, but shall be under no oblization 10 purchase, interest of Non-Opera-

tors in surplus condition A or B Material. The disposal of surpius Controllable Material not purchased by the Opera-
tor shall te 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.

Transferes and Dispositions

Material surnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Qperator, ualess otherwise agreed o by the Parties, shall be priced on the following bases exclusive ot cash dis-
counts:

A. New Material (Condition A)

(1) Tubular zoods, except line pipe. shall be priced at the current new price in effect on date of movement 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 effeet at date of
movement, as listed by a reliuble supply store nearest the Joint Property where such Material is nor-
maily available.

{b) Lovement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Secuion [V,
(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 Materal is normally
available.

B. Good Used Matenatl (Condition B)
Muaziertal in sound and serviceable cundition und suitable for reuse without reconditioning:
(1) Material moved to the Joint Property
(i) At seventv-tive percent {73¢0) of current rew price. us determined by Paragraph 2A of this Section IV,
(2) Material moved from the Jont Property

() At reventy-five percent (7345 ) of current new price. as determined by Parazraph 2A of this Scetian 1V,
if Material was onanaily chareed to the Jowt Account as new Material, or

;
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(D) Wl sixtv-tive sercent (537 ) of current new price. as determuned by Paradraph 2\ or this Secton
IV, 1t Materiai was orteinally charged to the Jomt Account as sood used Matenal ut seveniy-ive puv-
cent {757, ) of current new i)ncu.
The cost uf reconditioning, if any, shall be absorbed by the transferring property.
. Other Used Material (Condition € and D)
(1) Condition C

C

Material which is not in sound and serviceable condition and not suitable for its orizinal {unction unul
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 progerily, pro-
vided Condition C value plus cost of reconditioning does not excced 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 nc 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. Obsolcte 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 resuit 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 3 of Section II.

(2) Material involving erection costs shall ke charsed at applicable percentage of the current knocked-down
pricc 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 Materinl. Each Non-Ouperator 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 docs not warrant the Material furnished. In case of defective Material, credit shall not be passed to the
Joint Account until adjustment has been reccived by Operator tfrom the manufucturers or their agents.

V. INVENTORIES
Operator shall maintain detailed records of Controllable Material.
Periodic Inventories, Notice and Representation
At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material
Written notice of intention to take inventory shall be given by Operator at least thirty (29) days betore any inven.
tory is to begin so that Non-Operators may be represented wihien gny inventory is taken. Failure of Non-Ogerators
to be represented at an inventory shall bind Non-Operators to accept thwe inventory taken by Operator.
Reconciliation and Adjustinent of Inventories
Reconciliation of a physical inventory with the Joint Account shall e 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 overazes and shortages, but Operator shall ke
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 seiling 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 ke goverred by such inventory.

Expense of Conducting Periodic Inventories

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

Unless otherwise provided for in the agreement, the Operator may
require the Won-Operators to advance their share of the estimated cash
outlay for the suceeding month's operation. Operator shall adjust
eacn monthly billing to reflect advances received from the MNon-
Operators. Each Non-Operator shall pay its oprooortion of all bills
within fifteen (15) days after receipt., TIf payment is not made wit“in
such time, the unpaid balance shall hear interest monthly at the maxi-
mun legal rate permitted by the applicable usurv laws in the stata in
which the joint property is located; or, if the maximum leqal per-
mitted rate is less than eightecen oercent (18%) per annum and such
rate may be modified as agreed between the parties, then, in such
event, the unpaid balance shall hear interest monthly at the rate of
elghteen percent (18%) per annum. However, ovursuant to either rate,

a;torngy‘s fees, court costs, and all other costs incurr2d in connec-
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EXHIBIT "D"

SCHEDULE OF INSURANCE

Unit Operator shall carry the following insurance covering operations under

this agreement at the expense and for the benefit of the parties hereto to-
wit: ¥

1. Worker's Compensation and Employer's Liability Insurance as required by
the laws of the state where the property is located. '

2. Comprehensive General Liability Insurance covering both bodily injury
liability and property damage liability with a Combined Single Limit of
$500,000 for each occurrence.

3. Comprehensive Automobile Public Liability and Property Damage

Insurance with a combined single limit of $500,000 for each occurrence.

*Insofar as concerns the interests of APCOT-FINADEL JOINT VENTURE

(FINA), Operator shall carry and shall bill FINA for its proportionate share of
only the following insurance coverage:

Workers Compensation as required by the laws of the state where the
property is located and Employer's Liability Coverage with not less than
$500,000.00 for each accident. Any such policy of insurance shall contain
a waiver of subrogation in favor of FINA



EXHIBIT "E"

GAS BALANCING AGREEMENT

L

From and after the date of initial delivery of gas from the prooerty, a oarty
owner taking and disposing of, during any monthly accounting periad, less than its full
share of the gas as it is produced, shall be an "underproduced party", if such lesser taking
and disposition is not a consequence of other provisions of this Agreement. A party
owner's "full share" shall be the amount of a party owner's gas determined in accordance
with the provisions of the Operating Agreement. A party owner taking and disposing of
during any monthly accounting period, more than its full share of the gas as it is produced,
shall be an "overproduced party”, if such excess taking and disposition is not a
consequence of other provisions of this Agreement. "Underproduction" of any under-
preduced party, during any monthly accounting period, shall be the difference between
such party's full share of gas production, less its full share of gas used in property
operations, vented and lost, and the gas delivered to the pipeline(s) for the account of
such party owner. "Overproduction" of any overproduced party, during any monthly
accounting period, shall be the difference between the gas delivered to the pipeline(s) for
the account of such party owner and such party's full share of gas production, less its full
share of gas used in property operations, vented and lost.

1.

This Agreement shall become effective on the date of initial deliveries of gas
from the prooerty to the pipeline, and shall continue in force and effect until deliveries of
gas from the property have ceased and, except as otherwise provided herein, each party
. shall have the right to take in kind its full share of each separate "gas classification.”

"Gas classification", as used herein, shall mean each of the price categories provided or
established pursuant to the Natural Gas Policy Act of 1973, as same may be amended, by
any authority having the right to establish categories thereunder, or pursuant to any other
applicable statute or judicial decision establishing gas price categories, including gas not
subject to price regulation, which shall be considered as a separate category. Where the .
gas qualifies for more than one category, the category having the highest price applicable
to the source (each separate identifiable geologic source or production contained in a well
bore) of gas production shall be used for the determination to be made hereunder.
Whenever the gas price category changes, from and after the date of such change, the gas
shall no longer be accounted for or be considered in the former category, but shall be

accounted for and thereafter be considered to be gas in the new category, until such time
as the category is again changed.

I, ‘.

Should a party fail to take its full share of the different gas classifications
produced from the property, except as provided hereinbelow where such party is to furnish
make-up gas, such party's underproduction shall be regarded as remaining in storage in the
reservoirs, subject to later recovery in accord with the terms hereof. During any monthly
accounting period when a party is unable to take and market its full share (as such
quantity may be reduced in accordance with provisions herein for providing make-up gas)
of cach gas classification, the other joint interest owners shall be entitled to produce and
sell all or a portion of such quantity which the party has failed to take. lf two or more
parties are capable of taking and marketing quantities of gas to which such party was thus
entitled but which it failed to take, in the absence of other agreement between them,
ecach may take a share of such underproduction in the direct proportion of its joint
interest therein to the total joint interest thercin of all parties desiring to take such
underoroduction, provided, however, that anv nparty or parties having a cumulative
underproduction status shall have a first priority to take and market the underproduction
over a party or parties having a cumulative overoroduction status.

Any party having cumulative underproduction of a particular gas classification
category shall be entitled to take a quantity of gas of such particular gas classification
("make-up™) in excess of its full share of such zas up to twenty-five percent (25%) of the
full share of gas of parties having cumulative overnroduction of such -particular
gas classification. In the event there is more than one cumulative underproduced party
seeking to make up undernroducticn, cach such cumulative underproduced party shall e
entitled to make up gas in the direct prooortion that the cumulative underoroduction of
such party bears to all cumulative undercroduction of all parties then desiring make-up



gas of the particular gas classitication catesory. In the event there is more th;n one
cumulative overoroduced party required to furnish gas for make-up of underproduction. in
absence of agreement between the affected parties, each such cumulative overproduced
party shall furnish make-up gas {up to the twenty-five percent (25°%) limitation heretofore
prov'ided) in the direct proportion that the cumulative overproduction of such party bears

to all cumulative overproduction of all parties supplying gas of the particular gas’
classification category. :

Any party having cumulative overproduction in any particular gas classifica-
tion category shall at all times be entitled to seventy-five percent (‘75%) of its full share
of pas of the particular gas classification category in which if is cumulatively over-
produced as long as such party remains overproduced. Any portion of such twenty-five
percent (25%) make-up gas to which a party is entitled and which is not taken by such
party may be taken by other cumulative underproduced party or parties up to the full
twenty-five percent (25%) heretofore provided. 1f there is more than one party desiring
make-up gas under this circumstance, the parties taking such make-up gas shall be
entitled to such quantities of make-up pgas in proportion to the cumulative
underproduction of the affected parties, determined as heretofore provided.

All gas taken by a party in accord with the terms of this Agreement,
regardless of whether such party is overproduced or underproduced, shall be regarded as
gas taken for its own account with title thereto being in such party, whether such gas be
attributable to such party's full share of production, or whether it is being taken as
overpreduction, or whether it is being taken as make-up gas, and shall pay any and all
production taxes and royalty due on such gas. All burdens and obligations, other than such

royalty and production tax payments, shall be borne by the party having such burden or
obligation. . .

v.

The Unit Operator (hereinafter referred to as "Operator") will maintain a
separate running account of the quantities of gas, by gas classification category, each
party is entitled to, and the quantities of such category taken and marketed by each of
the parties. The Operator will also furnish each party monthly statements showing the
total quantity of gas produced by each gas classification category, the amount of such
category used in the Unit operations, vented or lost, the volume of gas by each such
category delivered to pipeline purchaser(s) for the account of each party, and the

cumulatie overproduction and underproduction status of each party by each gas classifica-
tion category.

For purposes of balancing, the measurement point of the gas taken (both
quantity and quality) shall be the party's discharge measurement point at or near the well
from which the gas is produced. All parties hereto shall share in and own the concomitant
crude and condensate (not including gas plant liquids) produced in accordance with their
respective interests established pursuant to the provisions of the Operating Agreement,
regardless of whether they are able to market their full share of gas.

V.

Recovery from storage by a cumulative underproduced party from a cumula-
tive overproduced party shall be on a first-in, first-out basis and the cumulative
underproduced party shall pay the cumulative overproduced party a storage fee for storing
its gas. The storage fee shall be due and payable by such underproduced party to such
overproduced party during any monthly accounting period such underproduced party
removes gas from storage. The fee to be paid for storing gas in accordance with the
provisions of this Agreement, shall be the deficiency in cash between the price that the
overproduced party received for gas at the time the underproduction was had, and the
price for gas the overproduced party is receiving at the time the underproduction is made
up by the underproduced party multiplied by the volume of make-up gas which qualities
for the storage {ee charges, less royalty and taxes payable thereon.

Each party shall furnish the Operator upon his request the gas prices necessary
to make the gas storage fee computation hereby provided, and the underproduced
partylies) shall remit to Operator monthly the amounts so determined to be due for
storage fees. Operator shall in turn make monthly distribution of the storage fees

received from the underoroduced party(ies) to the partylies) entitled to be paid the
storage {ces.



Vi,

At the termination of gas oroduction for a given gas classification category
from the property, the overproduced party or balrties shall make a monetary settlement'of
the imbalance by payment to the Operator for the account of the partyl or par‘txes
underproduced in that particular gas classification category, based on the price per Mcf
the overoroduced party or parties actually reccived for each Mct of the overproduced gas.
The price used for the above calculation shall be the overproduced party's or parties'
bonafide collected gas sales price(s) less royalties, severance, and other production taxes
which have been paid with respect to such overproduction. Each of the parties agrees to
maintain complete records as to the volume of gas it sold and the price received, so that
the above computations can be made. The Operator shall distribute the payments it has
received hereunder (from the overproduced party) to the underproduced party or parties
entitled thereto in the proportion that each party's cumulative underproduction,- for the
category of gas for which payment is to be made, bears to the total of such cumulative
underproduction. It is understood, however, that the Operator shail rely on the

statements made to it, and shall have no liability with respect to the correctness of the
funds received by it.

Vil .

Royalties shall be paid in accordance with provisions of the Operating
Agreement. The Operator shall be reimbursed by each party taking gas for all royalty due
and payable by Operator with respect to production taken by such party. Each party
taking gas under the terms hereof shall pay any and all applicable taxes due on or with
respect to such production. Each party shall be ohligated to pay its working interest share
of all costs and liabilities incurred in Unit operations, in accordance with the provisions of
the Operating Agreement. Nothing herein shall be construed so as to deny to 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.

Vil

If any portion of the storage fee provided for in Article V or the settlement
provided for in Article VI shall be based on prices subject to refund upon order of the
Federal Encrgy Regulatory Commission or any authority having jurisdiction, the paying
party or parties shall withhold such amounts subject to refund until prices are {fully
approved by the Federal Energy Regulatory Commission, unless the party or parties
receiving payments furnish a corporate undertaking satisfactory to the paying party{ies).



EXHIRT "F™
NONCISZRIMNATION AND CZIATIFICATICN OF NONSEGRECATED FACILITITS

A.

ol Orzortumity Clagee fLl €T €1.1.2), (Applicable only ta contracis or purchase orders lar more than $1C,2249.)
During tne gerformance of this centrace, the Operator agre=s as {ollows:

(1) The Coerazor will not discrimunate against Any empioves or adolicant {or emoloyment Secause of race, color, religion, tex, of natianal
origin. The Coerator wall take affirmauve aclion 10 ensurs that apdhcants are employed, and that employees are trezted suning Sm')loymen!.
without regare 3 their racs, calor, rehigion, sex, or national origin. Such 2ction saail include, but not de limitzd to the {oflawiny: Zmployment,
upgracing, camoiion, of transier, recruitment or recruitment acverusing, layot! or terminations, including apprenticestup., The Operatdr agrees

to post i CoNsoICLOus diaces, dvadadle 10 emplovees and applicants {or empioyment, notices 10 be proviced by the cantractung olhicer setuny
forth the provisions of thus nonciscrimination clause.

(2) The Cperator will, in all solicitations or advertisements {or employces placed by or on b=hal{ of the Ozeratar, state that all qualilied
applicants will reczive ceasideration for employment without regard o race, calor, religion, sex, or national origin.

(3) The QOzerator will send to each labor union or representative of workers with which it has a collective bargzining agrezment or other
contracs er uncerstanding, 3 notice to be provided by the agency cantracsing offic

=r, advising the labor union or workers’ rezresentative of the
Operatsr's commutments uncer section 202 of Executive Order 11246 of September 24, 1965, and shall post copies of the noucs in Conspicuous
places avaiiabic to employess and applicants for employment,

(¥) The Coerator will comaly with all provisions of Executive Ocder 11246 of September 23, 1965, and of the rules, regulatians, and relevant’
orcers of the Secretary of Labor,

(3} T™he Oserator will furnish all information and reports required by Sxecutive Order 11246 of September 24, 1963, and by the rules,
regulations, and orcers of the Secratary of Labor, or pursuant therets, and will permit acesss 1o its hooks, records, ana accounts by the
contracting agency 2nd the Secratary of Laber {or purposes of investigation 1o ascertamn compliance with such rules, regulations, and creers.

{3} La. the event of the_ Cperator's noncon_'.plianc: with the nonq‘:sc.-imination clauses at this centract or with 2ny of such rules, regulations, er
erders, ihis CINtract may 32 canceled, Tarminated, or suspended in whole or in part and the Operator may be declared ineligidie for further
Covernment contracts in accarcance »ith procadures authorized in Sxecyrtive Crder 11246 of Septemver 24, 19565, and such oiner sanclions may

be imposed and remedies inyokef.‘ as proviced in Executive Ocder [12%6 of Septamber 24, 1965, or by rule, regulation, or order of the Secretary ol
Labor, cr as otherwise proviced by law,

~ {7) The Ocerator will include the provisions of paragraph (1) through (7) in every subcentract or purchase ordsr unless sxemoted Sy rules,
regulations, or orders of the Secrztary ¢f Lador issued gursuant to sectien 204 of Executive Order 11266 of Seotember 2%, 19585, so that such
provisians will de binding upon each subcantracior or vendor, The Operater will take such action with respec? to any $uUBCIAIrac: of purchase
orcsr as the contracting agency may Cirect as a meazns of enfercing such srovisions including sanctions {or noncompliance: 2rovidsd. Nowevaer.
that in thz event the Operazor becomes invoived in, or is threaten=g with, litigation witn a subcentracize or vendor as a resut
th= contracting agency, the Operator may request the United States 0 enter iato such

1 SLsugh gireqlion DY
litigation ¢ he inte ¢ the United States
.mgaJon 0 pratect the intarests o2 32 1 -

B. Cerzification of Nonseer=eated Facilities fu} CFR 52-1.3). (Apolicadble only 1o contracts or purchase orders which are rat exempt irom the
provisions 01 the tgqual Upportunity Liduse set oyt adove.)

The Operator certifies that it does nat, and will not, maintain of provide for its employess any segregated facilities at any =£ it estadlishments,
nd that it ¢aes aot, and will not, permit s employess 0 perform heir services at any focation, uncer it control, wnere segregaiec facilities are
dintained, The Operator agress that a breacn of this certification 15 a violation of the Zgual Coportumity Clause in this contra=t a7 purchase order.
'3 used in this ¢arulization, the term “:2grezated {acilities” means any waiting rooms, work areas, rest rooms and wash rooms, rzstauranss and other
rung areas, Ume Clocks, locker rooms anc other storags cr dressing areas, parkung lots, drinking fountains, recreation of sateriadinment areas,

ranzsortziion, and housing lacilities proviced for employess wnich ar2 segregatsd by exnlicit cirective or are in {act segregatec 2n the basis of race,
reze, color, ef nationat orizin, Because of haoit, local custom, or otherwise. The Operator further agrees that {exceot where it has 2dtained identica:

idications from prooosed sudgontraciors far sos=ciiic t:me periods) it will obtasn identical certifications from prososed subceniracicss prior 1o the
~ard of sudcentracis exceeding 519,000 which are not exsmpt from the provisions of the Szual Qpparwenity Clause; that it wilf retain such
=zstifications in its files; and tnat it will forward the fellowing notics 10 such Srecosed subcontractors (excent where the prooosed suoccatractars have
:dminted idsntical cernifications for sozcific time pericesk NOTIZZ TO PROSPECTIVE SUSCONTRACTORS OF REQUIREMENT FOR CIRTIFICA-
"IONS CF NONSZIGREICATED FACILITIES. A Cerulicats of Nonsegrzgatss Facilities must be submitred prior to the aware of a subcentracs:
rgeeding $10,220 which is not exsmat from the provisions of th

[RS
& FEar.

S S5~
- -

3l Ceportunity Clause. The certification may be submitted zither foc each
isgzntracs or for all subcontracis curing a periad (i.e., quartarly, semiannually, or annualiy).

C. Alfirmative Actizn Comalience Prazeam l&) £F2 63-1.20). {Applicable only if (a) the Operator has 50 or more empioye=s and {d) the
contract or purcnase orcer 13 toc 333,000 or more.) :

The Ooszrator shall develoo 3 written alfirmative acticn program for each of its establishments, and, within 120 days from the effaztiveness of

S Contract of purchase orcer, shall maintain a codoy of sedarats programs {of each astadlishment, inclucing evaluations of utilization of mincrity
soup personnel and the job clazsilicadon tanles, at zach local olfice resdonsidle for the parsonnel matters of such establishment.

D.

Emslover 1aformatizn Rasort (31 CFR £0-1.7). (Aoolicadls only if (a) the Coerator has 50 ar mare emoloyess, (5) the Operatar is nat exemat

{ouricant w0 section s3-1.5 ¢ Title w1 ot the Cade of Federal Regulauons) from the requirement for tiling Employer Information Report
EZC-1, and (¢) the contracs or purchase ordar is fer $50,2C0 or more.)

The Operator agrees to file with the appropriate Federal agercy annually, on or before the st day of March, comolete and accurate reports on
tancaed Ferm 100 (EZC-1) promulgated jointly by the Olfice of Federzl Contract Compliance, the Equai Employment Opportunity Cosnmission and
‘ans for Pregress or such form as may hzreafter be promulgatc:ﬁ in its place. . *

E.  Aflirmative Action for Disabled Varerans and Vat=rans of the Vietnam S-a {4} CF8 40-259). {Applicadle only to contracs or purchase orders
tor 3{4,L20 or more.)

The afficmative acticn clause prescribed in section €0-2350.% of Tidle 41 of the Codz of Federal Regulations i3 incorporated herein by re{erence {as
“rMitted Oy tection 63-25C.22 of said Regulations) as if set out in full at this peint. L the Cpzratar {3) has 50 or more employces ana (d) this contracs
© purctase orcer is for $39,%20 or more, then within 120 days from tne =tfz2tiveness of this contract or purchase order, the Operator shall prepare
-3 MAN3N 20 21irmative 3Cion Drogram at eacn estadlishment which shall set forth the Operator's policics, practices and procedures in accordance
-1 section 65-220.6 of said Reguiations, :

F. Alfirmacive Actica {oc Mandicaoped Wackaces (4] CTR 3.7

4). (Apaticadle only to contrac:s or purchase orders for $2,500 or more.)
The allirmative action clzuse prescribed in section 60-7%1.% ef Title ¢1 of the Ccce of Federal Regulations js incorporated herein by reference (as

“TMItted By secuion 88-761.22 of said Regulations) as if set out in fu!l 3t s paint. If the Oserator (2) has 30 or more emplovess and (D) this conirac:
T Surcnase orcer 15 lor $50,200 or more, then, within |20 davs of the effzc:

tveness ef this contract or purchase order, the Operator shail prepare anc
NN a0 diLrmative 3CUSN program af each establishment, which program shall set forth the Operator's policies, practices and procedurcs in
f2sreance with section 60-741.6 of said Regulations.

C. Uulizatian ! “Winorisy Bosiness Eatepmrigag (Taderal Ororuremeat Recclations 1-1.17),
wrCh may esceed 315,050.)

{Applicable only to contracts or purchase orders

(1) [t 11 the paticy af the Governmant that minority buniness entzrprnes snall have the maximum praciicadle oppartunity to participate in the
pertormance of Cavernment contracts.

(2} The Coerstor 3erees 1o use his Sest efforts to carry out M3 palicy in the award of his sybcontracts to the {ullest extent consistent with

thwe efliciert perfcrmancs ct th:s coniract. As used N this €3NLraci, he term “MINOAITY Bulinest cnterarise” medns & business, at least 50 percent

Of wACh 15 Vwnez v rminority €70Ud Memdery ar, (0 clse cf SudlCly Owned duuneises, a: feast $1 percent of the stock of whiCh 13 Owned by

MINOrity 1:000 memders. rze (me FUrgcies ol thiy celtniticn, rMmunarty §fOud MemMmses: are Ncgrou, S:.\msh-satamng Amernican perions.
AMmencan. Iskreey,

= N 1 - A 2
Amerizan-Crientals, £mer.can-indians, 40 Amenican Adewtt. Contraciars may rety on wriilen representations by
ILICONIrIZISrs regaraing neir 334tus 43 Mnarity Susiness enterdaates in bicu 64 AN inCedencent Nvestigation,
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BEFORE THE OIL CONSERVATION DIVISION

OF THE STATEF OF NEW MEXTICO

IN THE MATTER OF THE APPLICATION OF
TXO PRODUCTION CORP. FOR COMPULSORY
POOLING AND AN UNORTHODOX LOCATION,
EDDY COUNTY, NEW MEXICO

TR

CASE NO.

AFFIDAVIT OF MATLING

STATE OF NEW MEXICO )
:  ss.
COUNTY OF EDDY )

The undersigned, being first duly sworn, upon oath,
states that on the 20th day of Decemher, 1984, the undersianed
did mail in the United States Post 0ffice at Artesia, VNew Mexico,
a truc¢ copv of the Applicaricr cf TXO Production Corp. for Com-
nu.ecry Pooling and an Unor+*hcdox Tooatics, n a securely sealed
postage prepaid envelope, ac iressod o Sulf 011 Corporation,

P. 0. Rox 1150, Midlard, Texas, "a707.
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