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AN S

OlL CONSERVATION DVI’)N
SANTA FE

Yl

Re: Sprinkle Federal No. 1 Well
Township 18 South, Range 32 East, NMPM
Section 26: N/2
Lea County, New Mexico

Energy and Minerals Department
01l Conservation Division

P. O. Box 2088

Santa Fe, New Mexico 87501

Gentlemen:
In connection with the Application of TXO Production Corp. for
Compulsory Pooling and an Unorthodox Location, Lea County, New
Mexico, sent to your office for filing on January 29, 1985, we
enclose herewith an Affidavit of Mailing reflecting the mailing
of a true copy of the Application to C. W. Stumhoffer.
Thank you.

Sincerely yours,

DICKERSON, FISK & VANDIVER

//ﬁ *
Chad Dickerson

CD:pvm
Enclosure

cc w/enclosure: Mr. Jeff Bourgeois

Chad Dickerson John Fisk David R. Vandiver Rebeces Reese Dickerson DICKERSON, FISK & VANDI\YER
Seventh & Mahone / Suite E / Artesia, New Mexico 88210 7 (505) 746-954 | ATTORNEYS AT LAW



BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO

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

case vo. _9794

AFFIDAVIT OF MAILING

STATE OF NEW MEXICO )
COUNTY ) EDDY ; >°"

The undersigned, being first duly sworn, upon oath,
states that on the 29th day of January, 1985, the undersigned did
mail in the United States Post Office at Artesia, New Mexico, a
true copy of the Application of TXO Production Corp. for Compul-
sory Pooling and an Unorthodox Location, in a securely sealed
postage prepaid envelope, addressed to Joseph S. Sprinkle, P. O.
Box 6483, Denver, Colorado, 80206.

S
s Ve

Patti‘Menefee

SUBSCRIBED AND SWORN TO before me this 29th day of Janu-
)

My commission expires: Azfiz/axfymkj A (0
/BB, Y Notary Public

ary, 1985.




TXO PRODUCTION CORP.
900 WILCO BUILDING
MIDLAND, TEXAS 79701
915/682-7992

May 8, 1985

TEANTA o

The State of New Mexico

Energy and Minerals Department
0i1 Conservation Division

P. 0. Box 2088

Santa Fe, New Mexico 87501

Attention: Mr. R. L. Stamets
Director

Re: 011 Conservation Division
Case #8494
Order # R-7850
Sprinkle Federal #1 well
T-18-S, R-32-E
Section 26: N/2
Lea County, New Mexico

Gentlemen:

Enclosed please find copies of correspondence along with certified mail
receipts wherein each non-consenting working interest owner subject to the
above referenced order was furnished a schedule of the estimated well costs
for the drilling and completing of the Sprinkle Federal #1 well. Also
enclosed are copies of correspondence wherein each non-consenting working
interest owner was notified that the thirty day period provided for in said
order had expired and therefore, TX0 Production Corp. will account for
their interest as being pooled by virtue of said order.

Should you need addition information, please do not hesitate to contact me.

Very truly yours,

. .
Bourgeoi's
man

JB/dp
Enclosures
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TXO PRODUCTION CORP.

Case No. 8494

2/27/85 Examiner Hearing

Exhibit No. 2

* U.S.G.P.O. 1883-403-517

PS Form 3800, Feb. 1982

P L39 589 a4a3

RECEIPT FOR CERTIFIED MAIL

NO INSURANCE COVERAGE PROVIDED
NOT FOR INTERNATIONAL MAIL

(See Reverse)

Sent t .

eM1% My, C. Daniel Walker
Street and No.
P.O., St%ﬁ\g %I&?ode
Postage $
Certitied Fee

Special Delivery Fee

Restricted Delivery Fee

Return Receipt Showing XX
to whom and Date Delivered

Return receipt showing to whom,
Date, and Address of Deiivery

TOTAL Postage and Fees $

Postmark or Date

January 14, 1985




_/:—X'A‘lb !'4\. ;

January 11, 1985

Mr. C. Daniel Walker
Suite 304, Entex Building
Houston, Texas 77002

Re: Sprinkle Federal #1
HWell Proposal
N/2 Section 26
T-18-S, R-32-E,
Lea County, New Mexico

Gentiemen:

TX0 Production Corp. hereby proposes the drilling of the Sprinkle Federal
#1, a 13,300 Morrow Test at a location of 660 FNL & 660' FWL of Section
26, T-18-S, R-32-E, Lea County, New Mexico. Enclosed please find two (2)
copies of our Authority for Expenditure (AFE) for the driliing of this
well.

At this time, TX0 seeks your election to join in the well, If, after you
have reviewed the AFE, you decide you would like to participate in the
well, please sign one copy of the AFE and return it to the attention of the
undersigned at the letterhead address.

As an alternative to joining in the well, TXO would be willing to farmin
your interest on the following terms:

1. By drilling a well at the above referenced legal location in the N/2
of Section 26, T-18-S, R-32-E, Lea County, New Mexico toc a depth of
13,300 feet or a depth sufficient to test the Morrow Formation, TXO
would earn an assignment from you of all your right title and interest
in the proration unit on said acreage to 100 feet below the deepest
depth drilled;

2. You would retain an overriding royalty interest equal to the
difference between 25% of all the 0il and gas produced and the total
of all existing lease burdens of record to the extent that TX0 shall
be delivered a 75% net revenue lease. You would have an option at
payout to convert your overriding royaity interest to a 25% working
interest proporiionately reduced.

These terms are subject to a mutually acceptable farmout agreement and TX0
management approval.

If you elect to Join in the drilling of this well or, alternatively farmout
under the aforementioned general farmout term, please advise and the
respective agreements will be prepared and forwarded for your execution.

gy



January 11, 1985
Mr. C. Daniel Walker
Page two

TX0 {s putting this well in line on our rig schedule and therefore, if
within two weeks after the receipt of this letter, you have failed to
confirm in writing of your decision to join or farmout, a compulsory
pooling application will be filed with the New Mexico 011 Conservation
Commission. If you would like to discuss the well further, please do not
hesitate to contact me at the above address or telephone number.

Thank you for your cooperation in this matter.

Very truly yours,

Jeff Bourgeois
Landman

JB/dp
Enclosure
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» U.S5.G.P.O. 1983-403-517

PS Form 3800, Feb. 1982

{ R
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January 11, 1485

Petro-Atlas Corp.

939 - 18th Street

Suite 2908

Denver, Colorado 80202

Re: Sprinkie Federal #1
Well Proposal
N/2 Section 26
T-18-S, R-32-E,
Lea County, Hew Mexico

Gentlemen:

TX0 Production Corp. hereby proposes the drilling of the Sprinkle Federal
1, a 13,300 foot Morrow test at a location of 660' FNL & 660' FWL of
Section 26, T-18-S, R-32-E, Lea County, New Mexico. Enciosed please find
two (2) copies of our Authority for Expenditure (AFE) for the drilling of
this well,

At this time, TXO seeks Petro-Atlas Corp.'s election to join in the well,
1f, after you have reviewed the AFE, Petro-Atlas Corp. decides it would
like to participate in the weli, please sign one copy of the AFE and return
it to the attention of the undersigned at the letterhead address.

As an alternative to joining in the well, TX0 would be willing to farmin
your interest on the following terms:

1. By drilling a well at the above referenced legal location in the N/2
of Section 26, T-18-5S, R-32-E, Lea County, New Mexico to a depth of
13,300 feet or a depth sufficient to test the Morrow Formation, TX0
would earn an assignmant from Peiro-Atlas Corp. of all {ts right,
title and interest in the proration unit on said acreage to 100 feet
below the deepest depth drilled;

2. Petro-Atlas Corp. would retain an overriding royality interest equal
to the difference between 25X of all the cil and gas produced and the
total of all existing lease burdens of record to the extent that TXO0
shall be delivered a 75% net revenue lease. Petro-Atlas Corp. would
have an option at payout to convert its overriding royalty interest to
a 25% working interest proporticonately reduced.

These terms are subject to a mutually acceptable farmout agreement and TXO
management approvail.

If Petro-Atlas Corp. elects to join in the driiling of this well, or
alternatively farmout under the afcrementioned general farmout terms,
please advise and the respective agreements will be prepared and forwarded
for your execution. :

i ey AR

AR 5 R O At




January 11, 1285
Petro-Atlas Corp.
Page two

TX0 is putting this well in iine on our rig schedule and therefore, if
within two weeks after the receipt of this letter, you have failed to
confirm in writing of your decision to join or farmout, a compulsory
pooling application will be filed with the New Mexico (il Conservation
Commission. If you would 1ike to discuss the well further, please do not
hesitate to contact me at the above address or telephone number.

Thank you for your cooperation in this matter.

Yery truly yours,

Jeff Bourgeois
Landman

JdB/dp
Enclosure
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January 11, 1985

Mr. 0. H. Berry
One Marienfeld Place
Midland, Texas 79701

Re: Sprinkle Federal #1
Well Proposal
N/2 Section 26
T-18-5, R-32-E,
Lea County, New Mexico

Gentlemen:

TX0 Production Corp. hereby proposes the driiling of the Sprinkle Federal
#1, a 13,300* Morrow Test at a location of 650" FNL & 660°' FWL of Section
26, T-18-S, R-32-E, Lea County, New Mexico. Enclosed please find two (2)
copies of our Authority for Expenditure (AFE) for the drilling of this
well,

At this time, TXD seeks your election to join in the well. If, after you
have reviewed the AFE, you decide you would like to participate in the
well, please sign one copy of the AFE and return it to the attention of the
undersignaed at the letterhead address.

As an alternative to joining in the well, TX0 would be willing to farmin
your interest on the following terms:

1. By drilling a well at the above referenced legal location in the N/2
of Section 26, T-18-S, R-32-E, Lea County, Hew Mexico to a depth of
13,300 feet or a depth sufficient to test the Morrow Formation, TXO
would earn an assignment from you of all your right title and interest
in the proration unit on said acreage to 100 feet below the deepest
depth drilled;

2. You would retain an overriding royalty interest equal to the
difference between 25% of all the oil and gas produced and the total
of all existing lease burdens of record to the extent that TXO shall
be delivered a 75% net revenue lease. You would have an option at

payout to convert your overriding royalty interest to a 25% working
interest proportionately reduced.

These terms are subject to a mutually acceptable farmout agreement and TX0
management approval,

If you elect to join in the drilling of this well or, alternatively farmout
under the aforementioned general farmout terms, please advise and the
respective agreements will be prepared and forwarded for your execution.




January 11, 198%
Mr. 0. H. Berry
Page two

TX0 1s putting this well in line on our rig schedule and therefore, if
within two weeks after the receipt of this letter, you have failed to
confirm in writing of your decision to join or farmout, a compulsory
pooling application will be filed with the New Mexico 0il1 Conservation
Commission. If you would like to discuss the well further, please do not
hesitate to contact me at the above address or telephone number.

Thank you for your cooperation in this matter.

Very truly yours,

Jeff Bourgeois
L.andman

JB/dp
Enclosure
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P 639 589 885

RECEIPT FOR CERTIFIED MAIL
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NOT FOR INTERNATIONAL MAIL
(See Reverse)

3

3. Artig:_le Addressed to:

Mr. Jack Huff
P: 0. Box 2479
Midland, Texas = 79702

senttoMr, Jack Huff
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Postage
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8, Addressee's Address (ONLY if requested and Jee pawa)

2413934 NUNL3Y o]

PS Form 3800, Febi. 1982

Postmark or Date

January 14, 1985




January 11, 1385

Mr. Jack Huff
P. 0. Box 2479
Midland, Texas 79702

Re: Sprinkle Federal #1
HWell Proposal
N/2 Section 26
T-18-S, R-32-E,
Lea County, New Mexico

Gentlemen:

TXO0 Production Corp. hereby proposes the drilling of the Sprinkle Federal
#1, a 13,300 Morrow Test at a location of 660°' FNL & 660' FUWL of Section
26, T-13-5, R-32-E, Lea County, New Mexico. Enclosed please find two (2)
copies of our Authority for Expenditure (AFE) for the drilling of this
well.

At this time, TXO seeks your election to join in the well. If, after you
have reviewed the AFE, you decide you would like to participate in the
well, please sign one copy of the AFE and return it to the attention of the
undersigned at the letterhead address.

As an alternative to joining in the well, TX0 wouid be willing to farmin
your interest on the following terms:

1. By drilling a well at the above referenced legal location in the N/2
of Section 26, T-18-S, R-32-E, Lea County, New Mexico to a depth of
13,300 feet or a depth sufficient to test the Morrow Formation, TXO
would earn an assignment from you of all your right title and interest
in the proration unit on said acreage to 100 feet below the deepest
depth drilied;

2. You would retain an overriding royalty interest equal to the
difference between 25% of all the oil and gas produced and the total
of all existing lease burdens of record to the extent that TX0 shall
be delivered a 75% net revenue lease. You would have an option at

payout to convert your overriding royalty interest to a 25% working
interest proportionately reduced.

These terms are subject to a mutually acceptable farmout agreement and TXO
management approval.

If you elect to join in the drilling of this well or, alternatively farmout
under the aforementioned general farmout terms, please advise and the
respective agreements will be prepared and forwarded for your executfon.

Sy e e . " rre e L il
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January 11, 1985
Mr. Jack Huff
Page two

TX0 is putting this well in line on our rig schedule and therefore, if
within two weeks after the receipt of this letter, you have failed to
confirm in writing of your decision to join or farmout, a compulsory
pooling application will be filed with the New Mexico 011 Conservation
Commission. If you would like to discuss the well further, please do not
hesitate to contact me at the above address or telephone number.

Thank you for your cocperation in this matter.

Very truly yours,

Jeff Bourgeois
Landman

JB/dp
Enclosure
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January 11, 1985

n @

Mr. Frank L. Shogrin U ////,

Box 229
Hygiene, Colorade 380533

Re: Sprinkle Federal #1
Kell Proposal
K/2 Section 26
T-18-8, R-32-E,
Lea County, New Mexico

Gentlemen:

TXO Production Corp. hereby proposes the drilling of the Sprinkle Federal
#1, a 13,300' Morrow Test at a location of 660' FNL & 660' FWL of Section
26, T-18-S, R-32-E, Lea County, New Mexico. Enclosed please find two (2)
copies of our Authority for Expenditure (AFE) for the drilling of this
well.

At this time, TXO seeks your election toc join in the well. If, after you
have reviewed the AFE, you decide you would 1ike to participate in the
well, please sign one copy of the AFE and return it to the attention of the
undersigned at the letterhead address.

As an alternative to joining in the well, TXO wouid be willing to farmin
your interest on the following terms:

1. By drilling a well at the above referenced legal locaticn in the N/2
of Section 26, T-18-S, R-32-E, Lea County, New Mexico to a depth of
13,300 feet or a depth sufficient to test the Morrow Formation, TXO
would earn an assignment from you of all your right title and interest
in the proration unit on said acreage to 100 feet below the deepest
depth drilled;

2. You would retain an overriding royalty interest equal to the
difference between 25% of all the cil and gas produced and the total
of all existing lease burdens of record to the extent that TXO shail
be delivered a 75% net revenue lease. You would have an option at
payout to convert your overriding royalty interest to a 25% working
interest proportionately reduced.

These terms are subject to a mutually acceptable farmout agreement and TXO
management approvai.

If you elect to join in the drilling of this well or, alternatively farmout
under the aforementfoned general farmout terms, please advise and the
respective agreements will be prepared and forwarded for your executfion.




January 11, 1985
Mr. Frank L. Shogrin
Page two

TX0 is putting this well in line on our rig schedule and therefore, if
within two weeks after the receipt of this letter, you have failed to
confirm in writing of your decision to join or farmout, a compulsory
pooling appiication will be filed with the New Mexico 0il Conservation
Commission. If you would like to discuss the well further, please do not
hesitate to contact me at the above address or telephone number.

Thank you for your cooperation in this matter.

Very truly yours,

Jeff Bourgeois
Landman

JB/dp
Enclosure
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January 11, 1985

Mr. Joseph 8. Sprinkle
P. 0. Box 5483
Denver, Colorado 80206

Re: Sprinkle Federal #1
Well Proposal
N/2 Section 26
T-18-S, R-32-E,
Lea County, New Mexico

Gentliemen:

TX0 Production Corp. hereby proposes the drilling of the Sprinkie Federal
#1, a 13,300' Morrow Test at a location of 660' FNL & 600' FWL of Section
26, T-13-5, R-32-E, Lea County, New Mexico, Enclosed please find itwo (2)
copies of our Authority for Expenditure (AFE) for the drilling of this
weil.

At this time, TXO seeks your election to join in the well. If, after you
have reviewed the AFE, you decide you would like to participate in the
weil, please sign one copy of the AFE and return it to the attention of the
undersigned at the letterhead address.

As an alternative to joining in the well, TXO wouid be willing to farmin
your interest on the following terms:

1. By drilling a well at the above referenced legal locatfon in the N/2
of Section 26, T~18-S, R-32-E, Lea County, New Mexico to a depth of
13,300 feet or a depth sufficient to test the Morrow Formation, TXO
would earn an assignment from you of all your right title and interest
in the proration unit on said acreage to 100 feet below the deepest
depth drilled;

2. You would retain an oaverriding royalty interest equal to the
difference between 25% of all the o1l and gas produced and the total
of all existing lease burdens of record to the extent that TX0 shall
be delivered a 75% net revenue lease. You would have an option at

pa{out to convert your overriding royalty interest to a 25% working
interest proportionately reduced.

These terms are subject to a mutually acceptable farmout agreement and TXO
management approval.

If you elect to join in the drilling of this well or, alternatively farmout
under the aforementioned general farmout terms, please advise and the
respective agreements will be prepared and forwarded for your execution.




January 11, 13985
Mr. Joseph-ﬁi Sprinkle
Page two

TX0 is putting this well in line on our rig schedule and therefore, if
within two weeks after the receipt of this letter, you have failed to
confirm in writing of your decision to Jjoin or farmout, a compulsory
pooling application will be filed with the New Mexico 0il Conservation
Commission. If you would like to discuss the well further, please do not
hesitate to contact me at the above address or telephone number.

Thank you for your cooperation in this matter.

Very truly yours,

Jeff Bourgeois
Landman

JB/dp
Enclosure
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January 11, 19835

Mr. Cecil Rhodes
Suite 388

One Marienfeld Place
Midland, Texas 79701

Re: Sprinkle Federal #1
Well Proposal
N/2 Section 26
T-18-S, R-32-E,
Lea County, New Mexico

Gent Temen:

TX0 Production Corp. hereby proposes the drilling of the Sprinkle Federal
#1, a 13,300' Morrow Test at a location of 660' FNL & 660' FWL of Section
26, T-18-S, R-32-E, Lea County, New Mexico. Enclosed please find two (2)
cogies of our Authority for Expenditure (AFE) for the drilling of this
well.

At this time, TXO seeks your election to join in the weil. If, after you
have reviewed the AFE, you decide you would like to participate in the
well, please sign one copy of the AFE and return it to the attention of the
undersigned at the letterhead address.

As an alternative to joining in the well, TX0 would be willing to farmin
your interest on the following terms:

1. By drilling a well at the above referenced legal location in the N/2
of Section 26, T-18-5, R-32~E, Lea County, New Mexico to a depth of
13,300 feet or a depth sufficient to test the Morrow formation, TXO
would earn an assignment from you of all your right title and interest
in the proration unit on said acreage to 100 feet below the deepest
depth drilled;

2. You would retain an overriding royalty interest equai to the
difference between 25% of all the oil and gas produced and the total
of all existing lease burdens of record to the extent that TXO shaill
be delivered a 75% net revenue lease. You would have an option at

payout to convert your overriding royalty interest to a 25% working
interest proportionately reduced.

These terms are subject to a mutually acceptable farmout agreement and TXO
management approval.

If you elect to join in the drilling of this well or, alternatively farmout
under the aforementioned general farmout terms, please advise and the
respective agreements will be prepared and forwarded for your execution.




January 11, 1985
Mr. Cecil Rhodes
Page two

TX0 is putting this well in line on our rig schedule and therefore, if
within two weeks after the receipt of this letter, you have failed to
confirm in writing of your decision to join or farmout, a compulsory
pooling application will be filed with the New Mexico 0i1 Conservation
Commission. If you would like to discuss the well further, please do not
hesitate to contact me at the above address or telephone number,

Thank you for your cooperation in this matter.

Very truly yours,

Jeff Bourgeois

L andman
JB/dp
Enclosure
ke TS e . T e SR I




* U.S.G.P.O. 1983-403-517

ILLEGIBLE

P L39 589 aa7

RECEIPT FOR CERTIFIED MAIL

NO INSURANCE COVERAGE PROVIDED
NOT FOR INTERNATIONAL MAIL

{See Reverse)

Sent to

Lewis Burleson

Street and No.

P.O., State and ZIP Code

Midland,

1

Postage $

Certitied Fee

Special Delivery Fee

Restricted Delivery Fee

Return Receipt Showing
to whom and Date Delivered XX

Return receipt showing to whom,
Date. and Address of Delivery

TOTAL Postage and Fees s

, PS Form 3800, Feb. 1982

Postmark or Date

January 14, 1985

T

X

I3

r
~

[P AT

<

ave-Lbb £861 AINF °LLBE Wwiog sa

(@ senper: Compiots itoms 1, 2,3 and 4. k‘h
Put your address in the *“RETURN TO" space on L] S

25

g

om

reverse side. Failure to do this will preventftm:vcl:‘ard';:lda
being returned to you. The ren:rn re:t:no :nzetha p
ou the name of the person delivere .

Y: following services ar
delivery. For additional fees the
available. Consult postmaster for fees andvcheck box(es)
for service(s) requIsted. . . .

2. [ Restricted Delwery

3. Article Addressed to: _
Mr. Lewis Bur1eson‘

P. 0. Box 2479 ;-
Midland, Texas 79702

4. Type of Service:

Registered [ Insured
Certified O cop
O Express Mail .

Always obtain sigpature of addressee _qugent and
DATE DELIV D .

6 Slgna\tu{eu(/_-\gem
% B

L# [eaapag‘a[xu;st ~ . |esodoud |19M

7. Date of Delivery .

:'&éoaununlauahsawoa

i —————




January 11, 1985

Mr. Lewis Burleson
P. 0. Box 2479
Midland, Texas 79702

Re: Sprinkle Federal #1
Well Proposal
N/2 Section 26
T-18-8. R-32-E,
Lea County, New Mexico

Gentlemen:

TX0 Production Corp. hereby proposes the driliing of the Sprinkle Federal
#1, a 13,300' Morrow Test at a location of 660' FNL & 680' FWL of Section
26, T-18-5, R-32-E, Lea County, New Mexico. Enclosed please find two {2)
copies of our Authority for Expenditure (AFE} for the drilling of this
well,

At this time, TXO seeks your elaction to join in the well., If, after you
have reviewed the AFE, you decide you would like to participate in the
well, please sign one copy of the AFE and return it to the attention of the
undersigned at the letterhead address.

As an alternative to joining in the well, TXO would be willing to farmin
your interest on the following terms:

1. By drilling a well at the above referenced legai location in the N/2
of Section 26, T-18-S, R-32-E, Lea County, New Mexico to a depth of
13,300 feet or a depth sufficient to test the Morrow Formation, TXO
would earn an assignment from you of all your right title and interest
in the proration unit on said acreage to 100 feet below the deepest
depth drilled;

2. You would retain an overriding royalty interest equal to the
difference between 25% of all the oil and gas produced and the total
of all existing lease burdens of record to the extent that TX0 shall
be delivered a 75% net revenue lease. You would have an option at
payout to convert your overriding royalty interest to a 25% working
interest proportionately reduced.

These terms are subject to a mutually acceptable farmout agreement and TX0
management approval.

If you elect to join in the drilling of this weil or, alternatively farmout
under the aforementioned general farmout terms, please advise and the
respective agreements will be prepared and forwarded for your execution.




Jdanuary 11, 1985
Mr. Lewis Burleson
Page two

TX0 is putting this well in line on our rig schedule and therefore, if
within two weeks after the receipt of this letter, you have failed to
confirm in writing of your decision to join or farmout, a compuisory
pooling application will be filed with the New Mexico 0il Conservation
Commission. If you would like to discuss the well further, please do not
hesitate to contact me at the above address or telephone number.

Thank you for your cooperation in this matter.

VYery truly yours,

Jeff Bourgeois
Landman

JB/dp
Enclosure
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FA Petro Atlas Corfmration

OIL PRODUCERS ) |

TX0O PRODUCTION CORP.
Case No. 8494
2/27/85 Examiner Hearing
Exhibit No. 3

January 25, 1985

TX0 Production Corporation
900 Wilco Building
Midland, Texas 79701
Attention: Jeff Bourgeois

Re:

Gentlemen:

Sprinkle Federal #1
N}s Section 26

T18S, R32E

Lea County, NM

Petro Atlas elects to farmout our interest under the
terms of your letter of January 11, 1985, for the proposed
well. Please prepare the agreements and mail same to the

undersigned.

Thank you for your assistance.

Very truly yours,

PETRO ATLAS CORPORATION
‘k Z /—10,‘411 nr

James L. Harden III, President

JLH IIl/es

999 18TH ST. / SUITE 2908 / DENVER, CO 80202
- (303) 293-3663

P A PR
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FOREIGN OPERATIONS F. L. SHOGRIN AREA CODE 303
NIWOT FINANCIAL CENTER OlL & GAS PROPERTIES 298-1867
NIWOT, CO 3325 ANACONDA TOWER 298-1868
444-8149 555 - 17TH STREET . CPL 2897
652-2029 DENVER, COLORADO 80202

January 25, 1985

TX0 Production Corp.
900 Wilco Building
Midland, Texas 79701

Attention: Mr. Jeff Bourgeois,

Landman
Re: Sprinkle Federal +#1
Well Proposal
N/2 Section 26
Township 18 South, Range 32 East
Lea County, New Mexico
Gentlemen:

Reference is made to your letter of January 11, 1985. 1T elect to accept
the farmout which you proposed and decline joining in the drilling of your
well, or force pool.

Very truly yours,

j{// N

F. L. Shogrin

FLS:1r

Note: I call your attention to the fact that my interest to 4500 feet

T

has been assigned to Mr. C. W. Stumhoffer, Ft. Worth, Texas, to
a depth of 4500 feet. TFLS
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JACK HUFF

Oil and Gas Producer

-----

January 22, 1985

TX0O Production Corporation
900 Wilce Building
Midland, TX 79701

Re: Sprinkle Fedeval #1
Wall Proposal
N/? Section 26
T~18-S, R-32-E
Lea County, New Mexico

Attn: Mr. Jeff Bourgeois

Gentlemen:

Reference is made to your letter dated January li, 1985 regardinzg the
drilling of a Morrow Test in Section 26 and vour request for either my
joinder in the wall or a farmouf to you.

This will advise that I wonld be willing to farmout my interest in the
Sprinkle Lease in the above captioned tract of land to you on the terms
ontlined in vour letter.

Yours verv truly,

Jack Hutf

JH/nn

P.O.BOX 471 -MIDLAND. TEXAS 79702 - AC 915/683-9231

.



TXO PRODUCTION CORP.
Case No. 8494
2/27/85 Examiner Hearing
Exhibit No. 4

New Mexico 011 Conservation Division
P. 0. Box 2088
Santa Fe, New Mexico 87501

Re: Application for Unorthodox
Drilling Permit
Lusk Morrow North Pool
Sprinkle Federal #1 Well
N/2 Section 26
T-18-S, R-32-E,
Lea County, New Mexico

Gentlemen:

Mewbourne 0i1 Company, as an offset operator or offset owner of operating
rights, has been advised of the intention of TX0O Production Corp. to drill
the referenced 13,300' Morrow test at a location 660' FNL & 660' FWL of
Section 26, T-18-S, R-32-E, Lea County, New Mexico. We understand that
this location is closer to the lease lines than the rules specify for the
Lusk Morrow North Gas Pool.

This is to advise that Mewbourne 0il1 Company has no objection to the
granting of a permit to drill at this location and hereby waives objection
and notice of hearing on this application.

Very truly yours,

MEWBOURNE OIL COMPANY

Title: Landman

Date: February 22, 1985
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A.A.P.L. FORM 610 - 1977
MODEL FORM OPERATING AGREEMENT

TXO0 PRODUCTION CORP.
Case No. 8494
2/27/85 Examiner Hearing
Exhibit No. 5

OPERATING AGREEMENT
DATED

Febryuary 26~ 19_85 .

OPERATOR  TX0 Production Corp.

CONTRACT AREA __N/2 Section 26, T-18-S, R-32-F

COUNTY QROXRIgKX Or LEA STATLE OF _NEW MEXICO

COPYRIGHT 1977 = — ALl RIGHTS QESERVED
AMERICAN ASSCCIATION CF PETROLSUM LANCMEN
APPRCYVED FORM. AAPL NO 610 . 1977 22vISED
MAY BE ORCERED DIRECTLY FROM THE PUBLISHER
KRAFTEILT PRODUCTS. 30X 8CC TULSA. CK 74101

g
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CAALL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977
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OPERATING AGREEMENT

THIS AGREEMENT. cntered into by and between __1X0 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 cotlectively 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 partics hereto have reached an agreement to explore
and develop these leases and or oil and gas interests for the production of oil and gas to the extent and
as hereinafter provided:

NOW. THEREFORE. it is agreed as follows:

ARTICLE L
DEFINITIONS

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

A. The term “oil and gas” shall mean oil. gas. casinghcad 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 parties to this agreement.

C. The term oil and gas interests” shall mean unleasced fee and mineral interests in tracts of
land lying within the Contract Areca which are owned by parties to this agreement.

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

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

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

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

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

Unless the context otherwise clearly indicates. words used 1n the singular include the plural. the
plural inctudes the singular. and the neuter gender includes the masculine and the teminine.

ARTICLE 1L
EXIIBITS

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

part herecof:
) A. Exhibit “A” shall include the following information:

(1) Identification of lands subject to agrcement,

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

(3) Percentages or fractional interests of parties to this agreement.

(4) Oil and gas leases and or oil and gas interests subject to tiis agreement,

(5) Addresses of parties for notice purposes.

[5} B. Exhibit "B", Form of Lecase. -
[l C. Exhibit "C". Accounting Procedure. -
:Xi D. Exhibit =D, Insurance.

Q&f E. Exhibit "E”. Gas Balancing Azreement.

:XE F. Exhibit “F", Non-Dircrimination and Certification of Non-Scarecated Fachities.,

If any provision of any exhibit, except Extubit “E7 15 inconsistent wiath any provision contained

in the body of this acreement, the provisions i the body ot this azveement shall prevail.
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ARTICLE NL
INTERESTS OF PARTIES

A 0il and Gas Interests:

If any party owns an unleased oil and gas interest in the Contract Arvea. that interest shall be
treated tor the purpase of this agreement and during the term hercof as if it were @ leased interest
under the form of oil and cas lcase attached as Exhibit “B7. As to such interest. the owner shall re-
ceive rovalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit
“B". Such party shall. however, be subject to all of the provisions of this agreement velating to lessees,
to the extent that it owns the lessee interest.

B. Interest of Parties in Costs and Production: .

Exhibit A" lists all of the parties and their respective percentage or fractional interests under this
agrecement. Unless changed by other provisions., all costs and liabilities incurred in operations under
this agreement shall be borne and paid. and all ecquipment and material acquired in operations on the
Contract Avca shall be owned by the parties as their interests arce shown in Exhibit “A”™. All produc-

tion of oil and gas from the Contract Area, subject to the pavment of lessor’s royalties ~ashicheaiiltw-
| E VT VIR S CUT N Vo Y T ¢

Acennnt shall also be owned by the parties in the same manner during the term

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

ARTICLE 1V.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of
drilling operations or. if the Drilling Parties so request, title examination shall be made on the leases
and or oil and gas interests included. or planned to be included. in the drilling unit around such weil.
The opinion will include the ownership of the working interest, minerals. royalty. overriding rovalty
and production pavments 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 avatlable to Operator by the parties. but necessary for the examination of title, shall be obtained
by Operator. Opcrator shall cause title to be examined by attorneyvs on its staff or by outside attorneyvs.
Copies of all title opinions shall be furnished to cach party hereto. The cost incurred by Operator in
this title program shall be borne as follows:

1 QOption No. 1: Costs incurred by Operator in procuring abstracts und title examination (including
preliminary, supplemental. shut-in <as vovalty opimions and division order title opmions) shall be a
part of the administrative overheud as provided in Extubtt “C7 and shuall not be a direct charge, whether
performed by Operator’'s staff attorneys or by outside atlornevs

(X Option No. 2: Costs incurred by Opcerator in procuring abstracts and fees paid outside attorneys
for title examination (including preliminary. supplementall shut-in gas rovalty opinions and division
order title opintons) 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 intevests appear in Exhibit ~A".
Operator shall make no charge for services rendercd by its statf attorneys or other personnel in the
pertormance of the above tunctions.

Each party shall be responsible for securing curative matier and pooling amendments or agreements
required in connection with leases or oil and uas interests contributed by such varty. The Operator shall be
responsible for the preparation and recording of Pooling Desianations or Declurations as well us the
conduct of hearings before Governmental Auencies for the securmz of spacing or pooling urders. This
shall not prevent any party from appeuaring on its own behall at any such hearing,

No well shall be drilled on the Contract Area until aiter t1) the title ta the dinflsite or drilline unit
has been examined as ubove px'm'idvd.wovﬁ—w—i‘l) the titde hus been approved by the examining attorney or

title has been acceepted by all ot the parties who are to parttapate an the dedling of the weil.

B. Loss of Title:

. Fatlure o Title: Should anv ol and zas interest or lease. or
Tatlure ot utle, vhich loss results an

mterest theremn, be lost throuvh
areductton o mterest trom that shown on Extuint A, this asree-
ment, nevertheless: shall contimue i toree ax to ol cemaminz ot aid cax leases and interests. and
(a) The party whose ol andd 208 bease or iterest s arreeted by the nde fadure shall bear alone

e entire foss wnd Gt shall not be entitied to reeover rrom Qoerator or the other partices any development

o

"
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for been responsible o .
or operating costs Aenich it may have theretofore/ e but there shall be no monetary liabtlity on 1ts

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

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the
operation of the interest which has been lost, but the interests of the partics shall be revised on an acre-
age basis. as of the time it is determined finally that title failure has occurred. so that the interest of
the party whose lease or interest is atfected by the title failure will thereaiter 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 dritled
on the Contract Area is increased by reason of the title failure. the party whose title has failed shall
receive the proceeds attributable to the increase in such interests (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well;
and .

(d) Should any person not a party to this agreement. who is determined to be the owner of any 1n-
terest in the title which has failed. pay in any manner unv part of the cost of operation. development,
or equipment. such amount shall be paid to the party or purties 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 bv Non-Pavment or Erroneous Pavment of Amount Due: If, through mistake or oversight,

" any rental, shut-in well payment, mintmum royvalty or royalty pavment, is not paid or is errcneously

paid. and as a result a lease or interest therein terminates, therve shall be no monetary liability against
the party who failed to make such pavment. Unless the party who failed to make the required payment
secures a new lease covering the same interest within nincty (90) davs trom the discovery of the fail-
ure to make proper pavment. which acquisition will not be subject to Article VIILB.. the interests of
the parties shall be revised on an acreage obasis. effective as ot the date of termination of the lease in-
volved. and the party who failed to make proper pavment will no lonuer be credited with an interest in
the Contract Areca on account of ownership of the lease or interest which has terminated. In the event
the party who failed to make the vequired pavment shatl not have been futly reimbursed. at the time of
the loss, from the proceeds of the sale of oil and cas attibutuble to the lost interest, calculated on an
acreage basis. for the development and operating costs theretofore paid on account of such intervest, it
shall be reimbursed for unrecovered actual costs theretotfore paid by it {(but not for its share of the
cost of any dry hole previously drilled or wells previously abandonced) from so much of the following
as is necessary to effect reumbursement:

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

{b) Proceeds, less operating expenses, thereatter accrued attributable to the lost interest on an
acreage basis. of thut portion of oil and cas thercaiter produced and mavketed (excluding production
from anv wells thercatter drilled) which, in the absence ot such Jease termination, would be attributable
to the lost interest on an acreage basis, up to the umount ol unrccovered costs. the proceeds of said
portion of the oil and sas to be contributed by the other parties in proportion to their respective in-
terests; and

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

3. Other Losses: All losses incurred, other than those set forth i Articles IV.B.1, and IV.B.2.
above. shall not be considered failure of title 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.
OrLRATOR

A, DESIGNATION AND RESPONSIBDILITIES OF OPERATOR:

TX0 Production Corp. L . shall Le the

Operator ot the Contiact Arvea, and shadl conducr and diveet ana have mull control of all operations on

the Contract Arca as permitted and reguired by, aod within the himuts o thas agreement. It shall con-
duct ! such operations i a good and workmanhiie manner, but 1t ~hoal have no hability as Opcerator

W the other parties for losses sustained or babalines ncurreds exeept such as may result from gross

" ILLEGIBLE

negheconce or willfu! misconduct.
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B. Resignation or Removal of Operator and Selection of Successor:

1. Restenation or Removal of Operator: Operator may resign at any time by giving written notice

thereof to Non-Operators. [f Operator terminates its legal existence. no longer owns an interest in the
Contract Arcia. or is no longer capable of serving as Operator, it shall cease to he Qperator without any
actton by Non-Operator. except the selection of o successor.  Operator may be removed if it fails or
refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership.
by the affirmative vote of two (2) or more Non-Opcrators owning a majority interest based on owner-
ship as shown on Exhibit “A™. and not on the number of parties remaining after excluding the voting
interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock AL
on the first day of the calendar month followine the expiration of ninety (90) days after the giving of
notice of resignation by Opcmtér or action by the Non-Operators to remove Operator, unless a successor
Operator has been sclected and assumes the dutics of Operator at an earlier date. Operator. after eficet-
ive date of resignation or removal. shall be bound by the terms hereof as a N'bn-()pcx'ulm'. A chanze 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 resiznation or removal of Operator. a successor Op-
erator shall be selected by the Parties. The suceessor 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 intcrest 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 emplovees 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 avea. If it so desires. Operator may cmploy its own tools and equipment in the
drilling of wells, but 1ts charges therefor shall flot exceed the prevailing rates in the area and the rate
of such charges shall be agrced upon by the parties in writing before drilling operations are com-
menced. and such work shall be pertormed by Operator under the same terms and conditions as are
customary and usual in the arca in contracts of independent contractors who are doing work of a sim-
ilar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initial Well:

On or betore the 15t day of June . 1985 Operator shall commence the drill-
ing of a well for oil and gas at the following location:

660" FNL & 660' FWL, Section 26, T-18-S, R-32-E, Lea County, New Mexico

and shall thereafter continue the drilling of the well with due dilisence to_a;depth_Of 13,300"
or to a depth to sufficiently test the Morrow formation, whichever is the
lesser

unless wranite or other practically impenetrable substance or condition in the hole. which venders
further drilling impractical. is encountered at o lesser depth. or unless ull parties adree to complete or
abandon the well at o lesser depth.

Operator shall make reasonable tests ot all formations encountered durine duolhing whieh give in-
dication ol containrng ol and cas i quantitios sutterent Lo test, unless this agreement shall be limited
e its application to o specitie formation or farmations, o which event Operator shall be required o
test only the tormation or tgrmations to whicih this agreement may apply

I Operator’s rudement, the well will not produce arll or 2as 1 paving quantitics, and it wishes

to pluz and abandon the well s oodey hole, it shadl aest secure the consent ol all parties and shall

paug ana abanaon sane as o provided mo Avrticle VEIE D hereot,

ILLEGIBLE
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B. Subscquent Operations: | _

1. PMrovosed Operations: Should anv party heveto desire to drill anv well on the Contract Area
other than the weli provided for in Article VLA. or to rework. deepen or plug back a dry hoie drilled
at the jont expense of all partics or a well jointly owned by all the partics and not then producing

in pavine quantities. the party desiving to drill. rework. decpen ov plug back such a well shall give the
other partics written notice of the proposed operation. specifying the work to be performed. the loca-
tion. proposed depth. objective formation and the ostimated cost of the opcration. The parties receiv-
ing such a notice shall have thirty (30) davs 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 proposcd operation.
If a drilling rig is on location. notice of proposal to rework. plug back or drill decper may be given
by telephone and the response period shall be limited to forty-cight (48) hours. exclusive of Saturday,
Sunday or legal holidavs. Failure of a party receiving such notice to reply within the period above fixed
shall constitute an election by that party not to participate in the cost of thé proposed operation. Any
notice or response given by telephone shall be promptly contirmed in writing.

2. Operations by Less than All DParties: 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 benefits of this article. the party or parties giving the notice and such other parties as shall elect
to participate in the operation shall, within sixty (60) davs after the expiration of the notice period of
thirty (30) davs (or as proemptly as possible after the expiration of the fortyv-eight (48) hour period
where the drilling rig is on location. as the case may be) actually commence work on the proposed
operation and complete it with due diligzence. Operator shall perform all work for the account of the
Consenting Parties: provided. however, if no drilling rig or other equipment is on location. and if Op-
eratorr is a Non-Consenting Party, the Consenting Parties shall etther: (a) request Operator to perform
the work required by such proposed operation {or the account of the Consenting Parties, or (b) desig-
nate one (1) of the Consenting Parties as Operator to pertorm such work. Consenting Parties. when

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

If less than all parties approve any proposed operation. the proposing party, immediately after the
expiration of the applicable notice period. shall advise the Consenting Parties of (a) the total intevest
of the partics approving such operation, and (b) its recommendation as to whether the Consenting Par-
ties should proceed with the operation as proposced. Each Consenting Party, within f{orty-eight (48)
hours (exclusive of Saturday. Sunday or leaal holidavs) after receipt of such notice, shall advise the
proposing party of its desire to (a) limit participation to such party’s interest as shown on Exhibit ~A™,
or {b) carry its proportionate part of Non-Consenting Parties” interest. *The proposing party, at its
election. may withdraw such proposal if theve ts insulticient participation. and shall promptly notify
all partics of such decsion.

_ _ an election under

The entire cost and risk of conaucting such operations ~hatl be borne by the Consenting Parties in
the proportions they have elected to bear same under the terms of the preceding parazraph. Consenting
Parties shall keep the icaschold estates mvolved in such opcerations tree and clear of all liens and
checumbrances of every kind created by or arixing trom the operations of the Consenting Parties. I such
an operiation results in a dry hole. the Consenting Parties shall piuve and abandon the well at their sole
cost. risk and expense. If any well drilled. reworked, deepencd or pluczed back under the provisions
of this Article resuits in a producer of oil and or gas in paving quantities, the Consenting Parties shall
complete and cquip the well to produce at thetr 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 drilling. reworkinug. deepenine or plugzing back of any such
well by Consenting Parties in accordance with the provisions of this Article. cach Non-Consenting Party
shall be deemed to huave relinquished to Consenting Parties. and the Consenting Parties shall own and
be entitled to recetve. in proportion to their respective interests. all of such Non-Consenting Party's
interest in the well and share of production therefrom until the proceeds of the sule of such share,
calculated at the wetl. or market value thercof if such share is not sold {after deducting production
taxes. rovalty. overniding rovalty and other interests existing on the etfective date hereof, pavable out of
or measurcd by the product:on from such well aceruing with respecet to such interest until it reverts)
shall equal the total of the following:

(2) 300 . of cuch such Non-Consenting Partyv's share of the cost ol any newly acquired surface
cquipment bevond the wellbead connections (including, but net hinuted o0 stock  tanks, SCparators.
treaters. pumping cquipmient aied pipte). plus 1000 ot cach such Non-Consentinz Party’s share of the
cost of opcration of the well commencinz with tiest production and continume untl cach sueh Non-
Conzentine Party’s velingushed  interest shall vevert 1ot under other provisions ot this Article. it beimnme
serced that caen Non=Consenting Partv’s share ot sucit costs and cquipment will be that interest wiich
would have been charceable (o cach Non-Consenting Party had 1t participated e the well rrom the be-
atnnne ot the overation: oad

ihy _09_ <ol that vortion ar the costs and eapertses o dotlbime rewm ke, deepeminye, or plugeing
it testing wnd competine, atter dedueling any casn cantributiions reeetved under Article VIHIC., und

- =

Ye

*and failure so to advise the proposing party shall constitute
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400 ~. o1 that portion of the enst of newly acquired equipment in the well (o and including the well-
head connections), which would have been chavgeable to sitch Non-Consenting Party if it had partici-
pated therein. *See Article XV.G. for additional provisions

Gas production attributable to any Non - Consenting Party's relinquished interest upon such Party’s
cleetion. shall be soid to its purchaser, if avmluble, under the terms of its existing gas sales con-
tract. Such Non - Consenting Party shall dirvect its purchaser to remit the proceeds receivable from
such sale direct to the Consenting Parties until the amounts provided for in this Articie are recov-
ered from the Non - Consenting Party's telinquished 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 Partics 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 reccive Non-Consenting Party’s share
of production. or the proceeds therefrom. Conscnting Parties shall be respousible for the payment of
all production. severance. gathering and other taxes. and all royalty. overriding royalty and other
burdens applicuble to Non-Consenting Party's share of production.

In the case of any reworking, plugging back or deeper drilling operation. the Consenting Parties shall
be permitted to use. free of cost. all casing. tubing and other equipment in the well. but the ownership of
all such equipment shall remain unchaneced: and upon abandonment of a well after such reworking.
plugging back or deeper driiling. the Consenting Farties shall account for all such equipment to the

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

Within sixty (60) days after the completion of any operation under this Article, the party con-
ducting the operations for the Consenting Parties shall [urnish cach Non-Consenting Party with an in-
ventory of the equioment in and connected to the well, and an itemized statement of the cost of drilling,
deepening, plugging back. testing, completing, and cquipping the well for production: orl at its option,
the operating party. in licu of an itemized statement of such costs of operation, may submit a detailed
statement of monthly billings. Each month thereatter, during the time the Consenting Parties are being
reimbursed as provided above. the Party conducting the operations for the Consentaie Parties shall furn-
ish the Non-Consentinz Parties with an ttemized statement of all costs and Habilities incurred in the
operation of the well. together with a statement of the quantity of oil and gas produced from it und 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 cas produced during any month, Consenting Parties
shall use industry accepted methods such as. but not limited to, meterme or periodie well tests. Any
amount realized from the =ale or other disposition of cquipment newly acguired in connection with any
such operation which would have been owned by a Non-Consenting Darty had it participated therein
shall be credited against the total unreturned costs of the work done and of the cquipment purchesed.
in determining when the interest of such Non-Consenting Party shall revert to 1t as above provided:
and if there is a credit bulance. it shali be pard to such Non-Consentinzg purty.

If and when the Consenting Parties recover from o Nen-Concenting Partyv's velinguished interest
the amounts provided for above. the relinguished intervests of such Non-Consenting Puarty shall auto-
matically revert to it. and. from and atter such veverston, such Non-Consenting Parry shull own the same
interest in such well. the materiul and equipment 1w or periatmng thercto. and the production there-
from as such Non-Consenting Party would have been entitled to had 1t participated in the driliing,
reworking, decpening or plugging back of said well. Thereatter. 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 herveto.

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

The provisions of this Article shall tave no application whatsoever to the dridling of the initial
well described in Artiele VILAL exceept ta) when Option 20 Article VIED L. has been selected, or (b)
to the reworking, deepening and pluzcins back of sueh nitial well, of suehr well s or thereatter shall
prove to be o dry hole or non-commercial welll atter having beenantled (o the depth specitied in Article
VLA,

C. Right to Take Production in Kind:

Bach party shaldl have the right to take in kind or separatelv dispose of its proportionate share of

b orh und vas produced from the Contract Arca, exclusive ot production which may be used in de-

velopment and producine operations and in preparing and treatine ol tor marketing purnoses and

iy d . e 1 . . . taee . R H
production unavordable lostt Aoy extva expenditure meurved o the takima m kind or separate dispo-

Slon by any party of its proportionate share of the production shall be borne by such party.,  Any

-t -
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party taking its share of production in kind shall be required to pay for only its proportionate share
of such part of Operator's surtface facilities which it usoes.

Each party shall execute such division orders and contracts as may be necessary for the sale of its
interest 1n production from the Contract Area. and. except as provided in Article VIL.E.. shall be entitled
to reccive payment dirvect from the purchaser thereot 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 shail 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 Opcrator of any other party's share of o1l and gas shall be only for
such reasonable periods of time as are consistent with the minimum needs of the industry under the
particular circumstances. but in no event for u 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 ot its share of the gas causes split-stream 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 Bulancing Agreement between the parties hereto. whetheor such Agreement is attached as
Exhibit “E”. or is a separate Agreement.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Arca at all reasonable times. at its sole risk to inspect
or obscerve operattons. and shall have access at reusonable timwes to information pertaining to the de-
velopment or operation thercof, including Opcerator’s books and records relating thercto. Operator. upon
request. shall furnish euach of the other parties with copies of all forms or reports filed with govern-
mental acgencies. daily drilling reports. well lozs. tank tables. daily gauue and run tickets and reports
of stock on hand at the first of each month. and shall make available samples of any cores or cuttings
taken from any well doilled on the Contract Area. The cost of suthering und furnishing information to
Non-Operator, other than that specified above. shall be charged to the Non-Operator that requests the
information.

E. Abandonment of WWells:

1. Abandonment of Dry Holes: Except for any well dedled pursuant to Articte VILB.2.. any well
which has been drilled under the terms of this azveenient and is proposed to be completed as a dry hole
shall not be plugged and abundnned without the consent ot ull partics. Should Operator, after dilizent
effort, be unable to contact any party. or should uny party fuil to reply within forty-cisht (48) hours
(exclusive of Saturday. Sunday or legal holidays) after receipt of notice of the proposal to plug and
abandon such well. such party shall be deemed to have consented to the proposed abandonment. All
such wells shall be pluzged and abandoned in accordance with applicable regulations and at the cost.
risk and expense of the parties who participated in the cost of drilling of such well. Any party who ob-
jects to the plugging and abandoning such well shall have the right to take over the well and conduct
further operations in search of oil and or gas subject to the provistons of Article VI.B.

2. Abandonment ot Wells that have Produced: Except for any well which has been drilled or re-
worked pursuant to Article VI.B.2. hereot for which the Consenting Parties have not been fully reim-
bursed us therein provided. any well which has been completed us a producer shall not be plueged and
abandoned without the consent of all parties. If all parties consent to such abvandonment. the well shail
be plusged and abandoned in accordance with applicable resulations and at the cost, risk and expense
of all the parties hereto. I, within thivty (30) duvs after receipt of rotice of the proposed abandonment
of such well. all parties do not agree to the abandonment of any well, those wishing 1o continue its op-
cration shall tender to cach of the other parties 1ts proportionaie share ol the value of the well's salvable
material und cquipment. determmed in uccordance with the provisions ot Exhiint “C” less the estimated
cost of salvazing and the estimated cost of plugeine and abandoninz, Fach abundomng party  shall
assign to the non-abandoning parties. without warranty, express or miphicd, as to btle or as to aquantity,
qualdity. or fitness tor use of the equipment and nutertal, all o s interest i the well and related cquip-
ment, tozethier with its interest in the leaschold estiate as to. but only as to. the mnterval or intervals of the
tormation or tormutions then open to production. I the interest ot the abandonine party is or includes
an ol aed Shs Interest such party shall exeente and debver 1o the non-abandonine party or parties an
ol and cas leases Tmuted o the interval or antervalz of the tormation or tormations then open to produc-
Hon  tor aoterm of ane vear and so lone thereatter a< ol and ot cas i< produced {from the interval or nter-
]
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vals of the tormanon or formations covered thereby, such lease to be on the form attached as Exnibit
B The asstenments or leases so limited shall encompass the “drithing unit”™ upon which the weil is
located. The pavments by, and the ussignments or leases to, the assignees shall be in a ratio based upon
the relationship of their respective percentages of participation in the Contract Area to the aggregate of
the percentases of participation in the Contract Area of all assignees. There shall be no readjustment
of interest in the remaming portion of the Contract Arca.

Thereatter, abandoning parties shall have no further responsibility, liability, or interest in the op-
eration of or production from the well in the interval or intervals then open other than the royalties
retained in any lease made under the terms of this Article, Upon request. Operator shall continue to
operate the assigned well for the account of the non-abandoning parties at 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. Euch party shall be responsible
only for its obligations. and shall be liable only for its proportionate share of the costs of developing
and operating the Contract Area. Accordingly. the liens granted among the parties in Articte VILZ. ave
given to secure only the debts of each severally. It is not the intention of the parties to create. nor shall
this agreement be construed as creating, a mining or other partnership nr association. or to render the
parties liable as partners.

B. Liens and Payment Delaults:

Each Non-Opecrator grants to Opcerator a lien upon its oil and gas rights in the Contract Area. and a
security interest in tts share of oil and or gas when extracted and its interest in all equipment, to secure
pavment of its share of expense, together with interest thercon at the rate provided in the Accounting
Procedure attached hereto as Exhibit C™. To the extent that Operator has a security interest under the
Uniform Commercial Code of the State. Operator shall be entitled to exercise the rights and remedies
of a secured party under the Code. The bringing of a suit and the obtaining of judument by Operator
for the secured indebtedness shall not be deemed an clection of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non-
Operator in the payment of its share of expense. Operator shall have the right. without prejudice to
other rights or remedies. to colleet tfrom the purchaser the proceeds trom the sale of such Non-Opervator's
share of oil and or zas until the amount owed by such Non-Operator, plus mterest has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any de-
fault. Opcrator grants u like lien and xecurity interest to the Non-Opcerators to secure payment of Op-
erator’s proportionate shuare of expense.

If any party fails or s unable to pay its share of expense within sixty (60) davs after rendition of
a statement theretor by Operator, the non-defaulting parties, mcluding Operator, shall. upon request by
Operator. pay the unpaid amount in the proportion that the interest of cacht such party bears to the in-
terest of all such partics. Each party so paying its shure of the unpatd amount shall. to obtain reimburse-
ment thereof. be subrogated to the security rights described in the forcgeing 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 Aren pursuant 1o this agreement and shall
charge cach of the parties hereto with their respective proportionate shares upon the expense basis pro-
vided in the Accounting Procedure attached hereto as Exhibit ~C”. Opcerator shall keep an accurate
record of the joint account hercunder, showing expenses ncurred and charses and credits made and
received. -

Opcrator. at its clection. shall have the right from time to ume to demand and receive from the
other partices pavment in advance of thetr respective shares ol the estimiated amount of the expense to
he incurred in operations hereunder during the next succeedinzg month, which right may be exercised only
by submission to cach such party of an ttenauzed statement ot such estimated uxpense, together with
an invoree for its shave thercor. Euch such statement ad mvoree for the payment in advance of esti-
mated expense shall be submitted on or betore the 20th dayv ol the next preceding month, Each. party
shall pay to Operator its proportionate share ot such estimate withan fifteen {15) davs after such es-
tUmate and invaree s recerved. IE any party fails Lo pav its share of sind estimute within said time, the
amount duce shall bear intevest as provided i Exindat <C™ until pmd. Proper adjustment shall be
muade maonthly between advances and actual expense to the end that vach party shall bear and pav its
proporuonale share ot actual expenses incurred, and no more. o

\*
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D. Limitation of Expenditures:

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

— Option No. t: All necessary expenditures for the drilling or decpening, testing, completing and
equipping of the well. including necessarv tankaze and ov surface facilities.

LK Option No. 2: All necessary expenditures for the driliing or deepening and testing of the well. When
such welil 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
receiving such notice shall have forty-cight (48) hours (exclusive of Saturday. Sunday and legal holi-
days) in which to elect to participate in the setting of casing and the completion attempt. Such election,
when made. shall include consent to all necessary expenditures for the completing and equipping of such
well, including necessary tankage and or surface facilities. Failure of any party receiving such notice
to reply within the period above fixed shall constitute an election by that party not to participate in
the cost of the completion attempt. If one or more. but less than all of the parties, elect to set pipe and
to attempt a completion. the provisions of Article VI.B.2. hereot {the phrase “reworking, deepening or
plugging back™ as contained in Article VI.B.2. shall be deemed to include “completing™) shall apply to
the operations thereafter conducted by less than all parties.

2. Rework or Plug Back: Without the consent of all parties. no well shall be reworked or plugged
back except a well reworked or plugged back pursuant to the 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 include

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

3. Other Operations: Operator shall not undertake any single project reasonably estimated to require
an expenditure in excess of __Fifteen thousand------------------- Dollars ($15,000.00 )
except in connection with a well, the drilling, reworking, deepening, completing., recompleting, or plug-
ging back of which has been previously authorized by or pursuant to this agreement: provided. how-
ever, that, in case of exploston. fire, flood or other sudden emergency, whether of the same or different
nature. Opcrator may take such steps and incur such expenses as in its opinion are required to deal with
the emergencey to safesuard life and property but Operator, as promptly as possible, shall report the emer-
gency to the other parties. If Operator prepares “Authority for Expenditures” for its own use.
Operator. upon request. shall furnish copies or its “Authority tfor Expenditures” for anv sinele project

costing in excess of __Fifteen_thousand-------cecccuwocwou--o Dollars (5152,000.00 ).

E. Royalties, Overriding Royvalties and Other Payments:

Each party shall puy or deliver. or cause to be patd or delivered. all royaltics to the extent of
one-eighth (1/8) due on its share of production and shall hold the other parties free
from any liability theretor. If the interest of any puarty in any oil and gas lease covered by this agree-

ment is subjoct to any rovalty. overniding rovalty, production payment. or other charge over and above
the aforesaid royalty. such party shall ussume and alonce bear all such oblizations and shall account
for or cause to be accounted for, such interest to the owners therveot.

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 royally owner: and if any such other party’s lessor or royvalty owner should
demand and receive settlements on a higher price basis, the party contributing such lease shall bear the
royalty burden insofur as such higher price is concerncd.

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

Rentals. shut-in well pavments and minimum royaities 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
apreement. such partics may designate one of such parties to make satd pavments for and on behalf of all
such parties. Any party mayv request, and shall be entitled to recerve. proper evidence of all such pay-
ments. [n the event of Tailure to make proper pavment of any rental. shut-im well pavment or mmimum
royalty throuch mistuke or oversicht where =uch payment 1z required to conuinue the lease in force.

any loss which results trom such non-pavment shall be borne in accordance with the provisions ot Article

1v.B.z2.

Operitor shall notity: Non-Operator ot the anticipated completion ot a shut-mn gas well, or the shut-
tne an or return o procaction ol a producing cas well, at Teast Live (3) davs fexeluding Suturday. Sun-
dav and holidavs), ov at the carbest opportunity permitted by circumstances, prior to tuking Su("n. action.
but assumes no Labithte dor fadure to do o0 In the event of Ldure by Operator o so notity Non-
Operator ihe loss of any fease contnbuted hereto by Non-Operator tor faihire to moke timely [):;\'menls

-9 -
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of anv shut-in well pavment shall be borne jointly by the parties hereto under the provisions of Article
IV.B3.3.

G. Taxes:

Beginning with the first calendar vear after the effective date hercof, 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 delinguent. Prior to the ren-
dition date. cach Nen-Operator shalt 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. [f the assessed valuation of auy leaschold cstate is reduced by reason of its
being subject to outstanding excess rovaltics. overriding royvalties or production payments. the reduction in
ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold
estate. and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such
reduction. Operator shall bill other parties for their proportionate share of all tax payrnents in the man-

ner provided in Exhibit "C". goo 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 prosecute the protest to a final determination, unless all
parties agree to abandon the protest prior to final determination. During the pendency of administrative
or judicial proccedings. 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 asscssed against the partics, and be paid by them. as provided in Exhibit ~“C".

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

H. Insurance:

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 un amount cquivalent to the premium which would have
been pad had such insurance been obtained. Operutor shall also carry or provide insurance for the
benetit of the joint account of the parties as outlined in Exhibit “D", attached to and made a part hereof.
Operator shall require all contractors engaged in work on or for the Contract Area to comply with the
Workmen's Compensation Law of the State where the opcerations 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 muade by Operator rfor premiums paid for
such msurance for Operator’s fully ownced automotive equipment,

ARTICLLE Vill.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTERLST

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 agree or consent thereto. the party desiring to surrvender shall assign, without express
ov implicd warranty of title. all of its interest in such lease, or portion thereot, and any well, material and
equipment which may be located thercon and any rights in production thereafter secured, to the parties
not desiring to surrender 1t If the interest of the assigning party includes an oil and 2as interest. the

as-
signing party shall execute and deliver to the party or parties not desirine to surrender an oil and gas
lease covering such oil and cas interest for o term of one year and s0 lon2 thereatter as oil and or gas

is produced from the land covered thereby, such lease to be on the torm attuched hereto as Exhibit B,

Upon such assivnment, the assieninzg party shall be rehieved trom all obhications thereatter aceruing

ot any well thereon.
cquipment and pro-
Article. The parties
interest in any wells

but not theretotore acerued, with vespect to the acrcace asstened and the operation
and the assigning party shall have no further interest i the lease assiened and its
duction other than the rovalties retamed in any lease made under the terms of this
assiznee shall pay to the party assignor the reasonuable salviace value of the latter's
and cquipment on the assigned acreagce. The value of all materal shall be determmed in accordance
with the provisions ol Exhibit “C”, less the estimated cast ot salvaeimy aod the estimated cost of plug-

wing and abuandonma [P the asstenment is n tavor of more than one partyv. the assiened nterest shail

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

partics assighce.

Anyv assienment or surrender made under this provision shall not reduce or change the assignor’s or
surrendering parties’ interest. os it was immediately before the assignment. in the balance of the Contract
Area: and the acreace assigned or surrendered, and subseguent operations thercon. shall not thereatter
be subject to the terms and provisions of this asreement,

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 receipt
of such notice in which to elect to participate in the ownership of the renewal lease. insofar as such
lease atfects lands within the Contract Avea, by paying to the party who acquired it their several proper
proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area.
which shall be in proportion to the interests held at that time by the parties in the Contract Area.

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

Each party who participates in the purchase of a renewal lease shall be given an assignment 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 un interest therein. Any renewal lease
taken before the expiration of its predecessor lease. or taken or contracted for within six (6) -months atter
the expiration of the existing lease shall be subject to this provision: but any lease taken or contracted
for more than six {6) months after the expiration of an existing lcase shall not be deemed a venewal
lease and shall not be subjcct to the provisions of this avreement.

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

leases.  gee Article XV.E for additional provisions.

C. Acreage or Cash Contributions:

While this agreement is in force. if any party contracts for a contribution of cash toward the dritling
of a well or any other operation on the Contract Area. such contribution shall be paid to the party who
conducted the drilling or other operation and shail be applicd by 1t acainst the cost of such drilling or
other operation. If the contribution be in the form of acreaze. the party to whom the contribution is
made shall promptly tender an assignment of the acreaze. without warranty of title, to the Diilling
Parties in the proportions said Dnlling Parties shared the cost of drilling the well. If all parties hereto
are Drilling Parties and accept such tender. such acreage shall Leeome a part of the Contract Area and
be governed by the provisions of this asrcemoent. 1 ess than all parties hereto are Drilling Parties and
accept such tender. such acreage shall not become a part of the Contract Arca. Each party shall prompt-
ly notify all other parties of al! acreage or money contributions it may obtain in support of any well or -
any other operation on the Contract Area.

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

D. Subscquently Created Interest:

Notwithstanding the provisions of Article VIILE. and VIIL.G. if anv party hercto shall. subsequent
to execution of this agreement. create an overriding royvalty, production pavment, or net proceeds inter-
est. which such interests are hercinaftter referred to as “subscaquently created interest”. such subsequently
created interest shall be specifically made subject to all of the terms and provisions of this agreement. as
follows: :

oI non-consent operations are conducted pursuant o anv provision of this agreement, and the
party conductinz such operations beepnies entitled 1o recetve the production attributable Lo the interest
out ot which the subsequently created mterest s derived, such party shall rvececwve same free and celear

of such subscquently created interest. The party creating same shall bear and pay all such subsequently

created anterests and shall indemnify and hold the other parties hereto [ree and harmless {rom any

and
all Habdity resulting theretfrom.
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o If the owner of the interest from which the subsequentiy created interest s derived (1) fails to
pay. when due. its share of expenses charzeable hercunder. or (2) elects to ub;m'don a well under pro-
vistons of Article VLE. hereot. or (3) elects to surrender a lease under provisions of Article VIIT AL
hereotf. the subsequently created interest shall be chargecable with the pro rata portion of all expenses
hereunder in the same manner as if such interest were a working interest. For purposes of collecting
such chargeable expenses. the party or partics who receive assienments as a result of (2) or (3) above
shall have the right to entorce all provisions of Articte VILB. hereof against such subsequentiv created
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. encumber. transfer or make other disposition of its interest in the leases embraced within the Con-
tract Area and in wells. equipment and production unless such disposition covers cither:

1. the entire interest of the party in all leases and cquipment and production: or
9

2, an cqual undivided interest in all leases and cquipment and production in the Contract Area.

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

If. at any time the interest of any party is divided among and owned by four or more co-owners.
Operator. at its discretion. may require such co-owners to appoint a sincle trustee or agent with full

“authority to receive notices. approve cxpenditures, receive billings for and approve and pay such party's

share of the joint expenses. and to deal generally with, and with power to bind. the co-owners of such
party's interests within the scope of the operations cmbraced in this agreement; however. all such
co-owners shall have the right to enter into and excceute all contracts or agreements for the disposition
of their respective shares of the oil and gas produced trom the Contract Area and thev shall have the
right to receive. separately, payment of the sale procceds hereot.

F. Waiver of Right to Partition:
If permitted by the laws of the stute or states in which the property covered hereby is located. each

party hereto owning an undivided interest in the Contract Area waives any and all rights it may have
to partition and have set aside to it 1 severalty its undivided interest therein.

= * M
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interest="tsgie Contract Arca. it shall promptly cive written notice to the other parties, with
crovosed salec which shall include the name and address of theprGspective pur-

chaser (who must be reaav™ag{line and able to purchase). the purchase npic and all other terms of

s

Tor u pertod of ten (10) days artter

receipt of the notice. to purchase on the same™wgs and “ulions the interest which the other party

purchasme parties shall share the our-
he total interest of all purchasing

sy s where any party wishes
to mortyage its interests, or to dispose of its interests by merger. reorganization.

or=wlidation. or sale
of all or_substantially all of its assets to a subsidiury or parent company or to a subsidiary Oiw_narent
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ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to ereate, and shall not be construed to create. a relationship of part-
nership or an assoclation for profit between or among the parties hereto. Notwithstanding any pro-
visions herein that the rights and liabilities hereunder ave zeveral and not joint or collective, or that this
agreement and operations Thereunder shall nol constitute a partnershap, it for Federal income tax pur-
poses. this agreement and the operations hereunder are veirded as w partnership. cach party hereby
affected clecets to be excluded trom the application ol all ol the provisions ot Subchapter K. Chapter
1. Subtitle "A’, of the [nternal Revenue Cuode of 1934, as permutted and authorized by Scction 761 of
the Code and the resutanions promulaated thercunder. Operator s authorized and divected to cxecute on
behall ot cach party hereby atlected such evidenee of this clection as may be required by the Sceretary
of the Treasury of the United Stutes or the Fedeval Intermal Revenue Sevviee, including specifically, but
not by oway of Iimutaton, ol of the retuins, statements. and the data required by Federal Regulu-
tions 1761, Should there be any requirement that cach party hereby atfected give further evidence of
tus clection. cach such party shall exceute such documents aund turmsh such other evidence as may be

required by the Federal Internal Revenue Servicee or as mav be necessary to evidence this election. No

2.
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<uch party shall give any notices or take any other action inconsistent with the election made hercby.
If any present or tuture income tax laws of the state or stales in which the Contract Arca is located ov
anv future income tax laws of the United States contain provisions similar to these in Subchapter “K”,
Ch-uplcr 1. Subtitle ~A". of the Internal Revenue Code of 1954, under which an clection similar tQ that
provided by Scetion 761 of the Cade is permitted. cuch party hereby affected shall make such election as
may he permitted or required by such laws. In making the foregoing election. cach such party states that
the income derived by such party from Operations hereunder can be adequately cdetermined without the
computation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single damasge claim or suit arising from operations hereunder if the ex-
penditure does not exceed __Four_thousand--~--- cmmmmmm——— PEL L L L bl tocduciudied Andnodonlonlediachnt Dollars
($_4,000.00 } and if the pavment is in eomplete settlement of such claim or suit. If the amount
required for scttlement exceeds the above amount, the parties hereto shall assume and take over the
further handling of the claim or suit. unless such authority is delegated to Operator. All costs and ex-
pense of handling. settling. ovr otherwise dischurging such claim or suit shall be at the joint cxpense
of the parties. If a claim is made against any party or if any party is sued on account of any matter
arising from operations hereunder over which such individua! 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 XI
FORCE MAJEURE

If any party is rendered unable. wholly or in part. by force majeure to carry out its obligations
under this agreement. other than the obligation to make money payments. that party shall give to all
other parties prompt written notice nf the force majeure with reasonably full particulars concerning it:
thercupon, the obligations of the party giving the notice. so far as they ave 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 ditficulty by the party involved. contrary to its
wishes: how all such difficultics shall be handled shall be entirely within the discretion of the party
concerned.

The term ““force majeure”, as here emploved. shall mean an act of God. strike. lockout, or other
industrial disturbance. act of the public enemy. war. blockade, public viot. lightning, fire, storm. f{lood.
explosion. governmental action. gcovernmental delay. restraint or inaction. unavailability of equipment,
and any other cause. whether of the kind spectfically enumerated above or otherwise, which is not
reasonably within the control of the party clummunz suspension.

ARTICLE XL
NOTICES

All notices authorized or required between the pavties, and required by any of the provisions of
this agreement. unless otherwise specifically provided. shall be given in writing by United States mail
or Western Union telegram. postade or charges prepaid. or by teletyvpe. and addressed to the party to
whom the notice is given at the addresses listed on Exhibit ~A”. The originating notice given under any
provision hereof shall be deemed given only when recetved 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 teletvpe, Each party shall have the right 1o change its address at any time. and from
time to time. by giving written notice hereof to all other parties.

ARTICLLE XIIIL
TERM OF AGREEMENT
This agrecement shall remain in tull foree and citeet as to the ol and vas leases and or oil and =zas in-
terests subjected hereto for the pertod of time selected below: provided, however, no party hereto shall
cver be construed us having any right Gtle o mterest i or to any lease. or o1l and gas interest con-
tributed by any other party bevond the term of this agreement. )

al
t o QOpuon No. L2 So long us any of the ad and cas leases subject to this agreement remain of 4re con-

tinucd 0 foree us to anv part ot the Contract Arvea, whether by production. extension, renewal ur other-
wixe, and or so lone as otl and/or cas production continues trom any tease or oil and cus interest.

- 14 -
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¥ Option No. 2t In the cvent the well described in Article VLA, or any subsequent well drilled
i - . R 3 H v oernre 3 M . e ..
under any provision of this agreement. results in production of nil and or gas in paving quantities, this

1

)

:; acreement shall continue in torce s0 lona as any such well or wells producce. or are capable of produc-
4 11\0n. and for an additional period Of___]_zi__dnys from cessation of all production: provided. however,
5 if. prior to the expiration of such additional period. one or more of the parties hercto are endgaded in
6 dritline or reworkine a well or wells hercunder, this agreement shall continue in force until such op-
= erattons have been completed and if production results therefrom, this agreement shall continue in
8 force as provided herein. In the cevent the well described in Article VLA or any subsequent well
9 drilled hereunder. 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 untess drilling or reworking opera-

11 tions are commenced within __Ldays from the date of abandonment of said well.

12

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

13

16 ARTICLE XI1V.

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 commitied

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-pertormance. breach, remedies. procedures, vights, duties and in-
30 terpretation or construction. shall be governed and determined by the law of the state in which the
31 Caontract Avea 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 zovern.

34 . ARTICLE XV.
35 OTHER PROVISIONS

37 'A. sale of Gas Production:

It is recognized by the parties hereto that in addition to each party's share

0 of working interest production as shown in Exhibit "A", such party shall have the
il right, 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
43

for such royalty gas produced from or allocated to such lease or leases. It is
41 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

57 "Selling Party') disposes of part of the interest credited to it on Exhibit "A", the
58 Selling Party shall be solely responsible for billing its assignee or assignees,

56 and shall remain primarily liable to the other parties for the interest or interests
o 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
g2 Party disposes of all its interest as set out on Exhibit "A", whether to one or

g3 sSeveral assignees, Operator shall continue to issue statements and billings to the

64 Selling Party for the interest conveyed until such time as Selling Party has
43 designated and qualified one assignee to receive the billing for the entire

s interest. In 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

4a Lo Operator the following:

69

70
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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.whigh it consents to
receive statements and billings for the entire 1lnterest credlteglto
Selling Party on Exhibit "A" hereof; and{ further, consents to qandle
any necessary sub-billings in the event it does not own the entire
interest creditad to Selling Party on Exhibit "A",

C. Disbursement of Royalties:

If a purchaser of any 0il, gas or other hydrocarbons produced from
the Contract Area declines to make disbursements 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 disburse-
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:

l. 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 incorrect disbursewment only in the
event of gross negligence or willful misconduct. Any Non-Operator for
whom such dishursements 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-
bursements in the manner prescribed by Non-Operator.

D. Article VII.G., Addition:

If the Operator is required hereunder 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 bYe 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 committing 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 extension costs and expeanses and therehy
retain its original interest and title in said lease. By exercising
such option, the parties' working interests shall remain anchanged.

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. If any working interest owner other than
the original lease owner renews or extends the lease, the renewing or
extending party snall furnish the original lease owner an itemized
statement of the complete renewal or extension costs and expenses of
such lease. The original lease owner shall have sixty (A0) days after
the receipt of such itemized statement to reimburse the renewing 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.



F. As between the interest of TXO and FINA, this Agrzement shall bhe
subject and subordinate to that Certain 01l & Gas Lease Acquisition
and Develooment Agreement dated October 22, 1982, hetween TXO
PRODUCTION CORP. and APCOT-FINADEL JOINT VENTURE. In the event of a
conflict between this agreement and the 0il s Gas Lease Acquisition
and Development Agreement, the terms of the 0il and Gas Lease
Acquisition and Development Agreement shall prevail. 0pon termination
of the 0il % Sas Lease Acquisition and Development 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.3.2(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 XVL
MISCELLANEOUS

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

tespective  hemrs. devisees, legal representatives., successors and assigns.

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

8IEI_>\I WITNESS WHEREOF. this agreement shall be effective as of _26th _day Of_EGDI.U.dEJ___.
19 .

OPERATOR

TXO PRODUCTION CORP.

By:

John D. Huppler
Senior Vice President

NON-OPERATORS

C. Daniel Walker 0. H. Berry

Jack HUFf J CeciT Rhodes
Frank L. Shogrin Lewis Burleson
Courtney C. Johnson Susie Crews
Cathrine D. Crews Jimmie Cole

PETRO ATLAS CORP.

By:

James J. Cole
Title:




EXHIBIT "A"

Attached to and made a part of that certain Joint Operating Agreement dated

February 26, 1985 by and between TX0 Production Corp., Operator and C. Daniel

Walker, et al, Non-Operators

1.

Contract Area:

N/2 Section 26, T-18-S, R-32-E, Lea County, New Mexico

Depth Limitations:

13,300' or a depth sufficient to thoroughly test the Strawn Formation

Parties to this Agreement, their addresses and interests

TX0 Production Corp.
900 Wilco Buidling
Midland, Texas 79701

Joseph S. Sprinkle
Box 6483
Denver, Colorado 80206

C. Daniel Walker
Suite 304, Entex Building
Houston, Texas 77002

Jack Huff
P. 0. Box 471
Midland, Texas 79702

Lewis Burleson
P. 0. Box 2479
Midland, Texas

0. H. Berry
One Marienfeld Place
Midland, Texas 79701

Courtney C. Johnson
121 E. 8th Street
Perry Brooks Building
Austin, Texas 78701

Susie Crews

121 E. 8th Street
Perry Brooks Building
Austin, Texas 78701

Katherine D. Crews
121 E. 8th Street
Perry Brooks Building
Austin, Texas 78701

Jimmie Cole
P. 0. Drawer K
Mesilla, NM 88046

James J. Cole

P. 0. Drawer K
Mesilla, NM 88046

Leases Subject to this agreement:

1. NM 14000 Lessor -~ United States

Lessee - Tom Panos
Dated - 7/1/71

Before Payout

After Payout

.7890625 .6207785
. 1562500 . 1562500
.0546875 .0546875
-0- .0432901
-0- .0416625
-0- .0277750
-0- .0092588
-0- .0092588
-0- .0092588
-0- .0138900
-0- .0138900
1.0000000 ~T.0000000

Recorded - Volume 277, page 186

0il and Gas Lease Records, Lea County, New Mexico



EXHIBIT A
Page two

Leases Subject to this agreement cont.:

2. NM 40452 Lessor - United States
Lessee - Joesph Sprirkie, Frank L. Shogrin, and James L.
Harden

Recorded - Volume 284, page 620
0i1 and Gas Lease Records, Lea County, New
Mexico




g EXHIBIT "B"
Vol P g o1 11 - Revised 4179 OIL, GAS AND MINERAL LEASE

THIS AGREEMENT made and encered into this day of .19 + berween

heremnafter catled “lessor” (whether one or more). whose post office address

and

hereinafter calied “lessee”, whose post office address is.

1. Lessor, in considerstion of - - - - Dollars ($.e }
in hand paid, recerpt af which is hereby acknowicugea, of the royalties herein provided and of the agreements of the lessee nerein contained, her_eby grants, leases and lecs, exciusiveiy unto lessee
for the putpose of investigaung, exploring, prospecung, dnlling, muming and aperanng for and producing oul, gas and all other minerals. injecting Bas, waters, ather fluids, a1 and other gaseous
substances into subsurtace strata, laying pipe lines, stonng oil, busiding canks, powee satiaas, electric ccansmussion lines, telephone lines, 2ad other strucrures and things thereon to produce.
save, take care of, treat, process, Store and (Lansport said minerais and other produces manufactured enerefrom, and housing and ocherwrse caring for its empioyees, the followsng described tand

in County, Texas, to-wit:

Notwichstanding any particular description, ic is nevercheless the intention of lessor to include within this lease. and lessor does hereby lease, not only the land so described but also any and all
other land owned or ciaimed by lessor in the herein named sutvey or surveys, or in adjoining surveys, and adjoining the herein descuibed fand up to the boundaries of the abutting 1andowners,

the leased lands being hereinafter referred 1o as “said land”. For the purpose of calculating the rental payments hereinafter provided for, said land i; estimaced 0 comprise

acres, whether it actually comprises more or less. as " on g as thi S \]OA .i S in Effect

2. Subject to the other provisions herein contained. this lease shail remain in force for a term ediverStyenes irom this date (called "primary term’"), and as long thereafter 35 0il. gas or other
mineral 13 produced from said physicai and or land with which said land or any part cheteof is pooied, or this iease is maintained by virrue of some othefprov.s.on hgrg:;,p ereme

3. The royaities to be paid by iessee are: (a) on oil, and on other liquid hydrocarbons saved at the weil, one-eighth of that produced and saved from said land, same o be delivered a¢ the wellsor
to the credit of lessor in the pipe line 0 which the weils may be connected with lessor's interest in ercher case bearing its proparuon of any expenses for treating ol 10 make 11 marxerable as
crude and lessee having the option. at any time of from time to time, to pucchase lessor's oil at the well, paying theretor the lawful marker price on the date of purchase for orl of like grade ana
graviey prevailing for the fieid nearest where sucn oil is produced; (b) on gas, including casinghead gas and all gaseous substances, produced from sad land and sold. one-esghch of the amount
reahzed from such sale; (¢) on gas. including casinghead gasand ai gaseous subsrances. produced from said land 2nd used oif said l2nd by lessee and not benefitung lessor. the marxet value at che
moutn of the well of one-eighth of the gas so used off saud land; (d) on all ocher minerais mined and marketed, one-e1ghch, ercher in kind or value at the weli of mine. at {essee s eiection, except
thac on suiphur the royaity shall be One Dollar «31.00) per loag can; and (¢) f ac any tme while there 1s a gas we il or wells on che said land ot fand pooled therewith ¢for the purposes- of this
clause (e) the term “gas weil " shail inciude weils capable of producing natural gas, condensace, distuiiate or any gaseous substance and weils classitied as Ras weils by any governmentai authony)
and such weil or weils are shut-in, this lease shall continue 1n force for a period of either: (1) ninery (90) days from the dace such well or wells are shutain, (2) mnery (90) days trom the
effective date for inclusion of said land ot a poruon thereof within a uniton which is focated 2 shut-in gas well; (3 ) the date this lease ceases 1o be maintained by the payment ot annual delay
rentals; or (4} ninery (90) days irom the date thus lease ceases to be otherwise maintained as provided herein, whichever is the later date, and before the expiration of any swh period lessee or
any assignee hereunder may pay or tender an advance annual royalty equal to the amount of delay rentais provided for in this lease for the acreage then held under this lease by the parey makiag
such payment or tender, and if such payment or tender is made, this lease shall continue 1n force and it shali be considered thar gas 13 being proauced rom said land'ia paying quincicies witan
the meanung of Paragraph 2 hereot for one (1) year irom the date of such payment, and 1n itke manner subsequent advance annual ruyalty payments may be made of tendered and trus fe ase shail
continue in torce and it will be considered that gas i3 betng produced from saud land in paying quanuuies within che meaning ot sad Paragraph 2 during any annuai period for which such rovaiey
i$ 56 patd or readered: such advance annual royaity may be paid ot cendered in che same manner and (o the same de pusitory as provided herein for the pavment ot tender o defay renrais, tovairy
accruing (o the owners chereof on any production trom said land duning any annual period for which advance annual royairy 1s pasd may be credited aganst such advance Fayment.

4. If operadions for drilling or mining are not commenced on said land oc on land pooled therewsth an or before one (1) year from this date. this lease shall terminate as o both parties, unless

on or before one (1) year from said date lessee shall pay or tendes (o0 lessor a renal of

Dollars ($ ) which shall cover the privilege of deferring commencement of such operations for a period of twelve 112) months. In like manner and upon like cayment oe
tenders, annually, the commencement of said operations may be furtner deferred for successive pefiods ot the same number of monchs. cach during the primary term. Payment or tendet ot

fental may be made to lessor or to the Bank ,whichbank. orany
successor thereut, shall continue o be the agent tor essor and iessor s heirs, representatives, suicessues and dssigns i such bank (or any successor bank shail fail, iquidate, of be succeeded by
another bank, or for any reason fail vt refuse to accept rental, lessee shail not be held indetaultuncii tharey 1301 days atter lessor shall deliver co lessee a cecordable instrument making provision
for another method of payment or tender. The payment or tender of rental may be made by check ur drate ot lessee, mailed or dehivered 1o said bank or lessor or either lessor ol more than one.un
or before the rental paying date, and the payment or tender whil be deemed made wien the check or dratt s so delivered of maiied. if lessee shail, on or betore any rental or advance snauas
royaity payment date, make a bona fide attempt to pay or deposit a rentai of advance annual royaity payment to 4 tessor or royaity owner entitied thereto under this lease according o lessee s
records at the nme of such payment, and if such payment or deposit shall be erronevus in any regard. lessee snail be obligated (o pay to such lessor of royalry owner the rental or aavance annuai
royalty payment propetly payable tor the period invoived, but this lease shall be mainsained 1n the same manner as 1t such efroncuus payment ur deposit had been praperly made, peovided tnac
lessee shall coreect such erroneous payment withun thirey (30) days tollowing recerpr by lessee vl written aucice from such lessor of ruyaiey owner of the crroc accompaned by any documents
and other evidence necessary v enable lessee (0 make proper payment.

5. Lessee is hereby given the power and right, a5 to all or any partof said land and a5 to any one or mare of the formations thereunder and the minerals therein or produced therefrom. aties
option and without iessor s joinder or turther consent, wat 4ny ame. and from ame ro tme, erther betore or atter production, pool and umtize the ieasenold estate and the lessor s royairy estate
created by this iease with the rights of third parties, sf any, 1n il or any partot said Liad and witn any otner iand, lands, icases, muneral and toyaity rgnts, or any of them adjacent. adioining. or
located within the immediace viciuty of said land, whether owned by lessce OF some othes person, HIFM OF COTPOLANON. 50 35 10 Credfe by such POONNE and unizabiun one ut more drithag ot
production unues, whea ta do so wouid, n the sole judgment ot lessee. promote the conservation ol o1l gas vr other mineral. Each such drilling or provuctiun unit, wnen lianited to aay oae of
more formations aad (@ any one or morte of the minerals cherein o produced theretrom, M2y 1rom time to tme de enlarged and extended by lessee o addiionally include any otner formaton vt
formatiuns and any other mineral ot minerals therein or produced therefrom. Aiso, any such unic may be sitered ur enlarged by lessce at any ume so fony as the wral direage theren does not
exceed the maximum heresnaiter speaified. Each such dniling ot production unie shatl not cx(egd forty (403 acres, plus an acreage olerance notto exceed ten peccent ¢ 10% ) of torey (40) acres,
when created tor the purpose of drilling tof of producing oul theretrom and s1x hundred forty (0401 acres. plus an acreage tolefance not to exceed ten per cent ¢ 105% Y of six hundred forty 103Q)
acres. when created for the purpose of drilling tor or producing gas,condensate or any combination of such minerais theretrom, provided, however, 1t the maximum deitling or production umit
fixed or ailowed by the regulatory authonry, Federai or State, having junisdiction in the premises. asa basis tor the deveiopment and uperation of or the production trom the peid )n which said
1and 15 located, be more than said maxamum, then each such unut created hereunder may conform suostantiaily 1n size with those so prescribed or permitted and in force 1 the tieid at the time
such unit 1s created. As 1o each such unte so created by lessee, tnere shail be allocated 10 the acreage coverea by this lease, and included sn the povled unit, such portion of the production from said
unit as che number of acres out of this lease placed inany such unit, as such unit 10M IME 10 iMe may be constitured, bears 1o the total number ot acres included 1a such unir, and lessor agrees (0
accept and shall reccive the royaltes (advance oc other kind) elsewhere speaiied 0 this lease. based upon the production so ailocated 1o this lease o the proceeds therefrom, The
commencement, dniiing, completion of, reworking of or producaion tcom a weit on any porton of the uart created heceunder snail have the same etfect upon the termsof ths iease asif a well
were commenced, drilled, compieted, reworked of producing on che land embraced by chis lease. Lessee may puace and use on cach umit created hereunder common measuning and reworxing
tanks tor production from such uait. If lessee does create any such umtor units undet the NAts neten granted. then fessee shall execute 1n writing and record 1a the county Of counties 1a which
each suchi it ur umits Created hereunder may be located an 1astrument Idenaitying and descrIDINg €aun Such umit or uasts 3o created The development of and producuon from each such unit
shall be tn accordance with the vaiid orders, rules and regulations ot the lawtui authotity, excner Federal of State, having punsdiciton in the premases. Any such unit ceeated by lessee 1n
accordance with the terms hereot may be reieased and dissolved by lessee by a reicase 1iled tor recory 10 (Ne COUATY OF COURTIES N W NILN SUCN UAI IS locaced ac any time atter the complenoneta
dry hole or the cessation of proguction o such UL The provisions of this paragraph shaii be construed a5 a covenant running wish the land and shailinure 1o the benesit of and be binding upon
the parties heteto, their hews, representanves, successors and assigns. b

6. )f, priot 1o discovery of oil. gas of other mineral 0n said land or land pooled therewth, lessee should drili and abandon a dey hole of holes thereon. or if, alter discovery of ail, gas oc ocher
minecrat, the production thereot should cease trom any cause, trus lease shall not eronnaie ot iessee commences addinonai dniling, mimng or reworking vperations within ety (01 days
thereaitec, oc (of (¢ be within che POUTLALY (C M} COMIMENCES Uf fesumes (ne paymesnc or tender ot reatais onor betore the teatal paymzd: te next easwiny sttet the expication of three (i) montns
from date ut compicuon and sbandunment of said dry hole or holes ur the cessauon of proauctson. If, 2t the exprezuon ot che primary term. vsl, g4s of other minerai is not being produced from
sad Laad ur land pooled therewin but iessee 13 then engaged in operations for driiling, MininNg Of rewOrKING Ut any weil OF Mune thereun, this lease shail temain n furce so long as such
operations of additionat operations are commenced and prosecuted (whetnet Gn the same or successive wetls) WIth N0 Cessation uf more than minety (Y1 consevutive davs.and.f they resuitin
production. so lung thereatcer as oil, gas or other minerat 1s prosuced trom said land ot iand puoied therewitn [n the event a well or weils progucing oil or Ras in Payiag quantities shouid be
brougnc 1n on adjacent 1and and within two hundred (200) fece ot and drasming sad 1and, lessee agrees 10 aridl such otiser wells as a reasonapiy prudent opecator would drill under the ume or
simalac arcumstances. The judgmenc of the lessee, when not trauduicntiy exescisey, in Carrying out the purpuses ot thus lease shall be conciusive.

7. Lessee shall have free use of o1l. gas and water from said land. except water from iessor's wells aad tanks. for alloperations Kereundet. including tepressuring, pressute maintenance. ovchng
and secondary recovery uperacions. and the tovaity shall be computed atter deducting any 50 used. Any stru fures and facslities placed on sawd land by lessee for vperatwns neteunder and any wes)
or weils un said Land drsiled or used fof the iniection of sait water or other fhuds may ais0 be used tor lessee s operatiuns on ucner lands 10 the same atea. Lessee shall have the riyht at any nme
dusing or after the expiration of this lease 10 cemove aii propesry and hixtures piated by lesser 00 said land, inciuding the fgnt 1o draw and remove alicasing. When required by lessar, icssee wih
bury ail pipe Lines below urdinary plow depth, and no weil shall be drilled wichin (wo hunated (200) teet 0t any residence ur bara now on sad land wathout lessor s conseat.

8. The nights of either parry hereunder may be assigned 1n whole or 1n part and the provisions hereof shall extend to the heirs, representatives, successurs and assigns, but na change ot
division i ownership o 1he land, rentals of royaines, nowever accomphshed, shail vperate to enlacge the ebhigatwns ur duriaish the rignes of lessee. No such change ot division in the
awaeestsp of the land, rentais ar royaities snail be binding upon lessee tor any purpuse until suCh persun dcquiria any ieerest has turnished lessee wich the tnstrument ur nstruments, or
certitied copies chereot, cunsacuning the chan vt Gtle from the oAl lessor {n the event ot an assignment of this lease as 1o 2 segregated puraon ot said land, the rentais payable heceunder
shail be appuraioned is between tne several leasehold owaners ratabiy according to the surtace area ot eacn, and default in tentai payment by une shail nut altece the rights ut uther lease noid
owners heteunder. An dssigament ot this lease, in wnole o in pact, shall, o the extent of swh assigament, relieve and discharge iwssee of any vbliRatwns heteunder, and, if lessee ut ashignee of
part or pares hereut shail taitor make defauitin the payment ot the propuctionate partot the rentais duc 1rom such lessee or assignee o 11l O COMPlY WIth any BEher ProvISIVN O) this lease. suwh
defauir shail nut attect thus lease insutar as s covers a parcot sad land upun wach lessee ur any assigaee tneteut shail make payment ut sa1d rentais Should more thansix parnes become entithed
10 royasties heteunder, Lessce May requite 1he appoiniment ol 3 siNgie agent to feLesve payment tor ail and may wichhuid payment untl such appuinument has been made
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EXHIBIT RV

Attachcd to and madc a part of that Certain JO'int ODPratjnG AGY‘EE-

Corp...Operator _and C. Daniel Walke .-,.-.et_.-a.l_,.__Non_-_Oper.&tor_s..

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Definitions

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

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

“Joint Account” shall mean the account showing the charges paid and credits received m the conduct of the Joint
Operations and which are to be shared by the Parties.

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

“First Level Supervisors” shall mean those emplovees 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 Emplovees” shall mean those employees having special and specific engineering, geological or other

protfessional skills. and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the beneiit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employvees.
“Material’" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

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 chargesrand credits. summarized by appropriate classifications of in-
vestment and cxpense except that items of Coutrollable Material and unusual charges and eredits shall be sep-
arately identificd and fully described in detail.

Advances and Payments b) Non-Operators See last page

" . 3 +3 Saipoarnant o s (\\n = SETRUR LY v = PR
rore e —igr-prthe—sreement—i e ER O PRV B e I S0 1\n S-St i I

share or os vted _cush outl'u for the succceding monlhs opcr:mon Opcralox shall ad)ust c;mmtm’
to reflect advances rcece ; the Non-Operators.

Each Non-Opcerator shali pay its proportion ot—=t s_within-fifteén (13) davs after receipt. If payment is not
made within such time, the unpaid balance shall” bear 1nic athle at z‘w rate of twelve percent (127¢) per
annum or the maximum contract rate permutted by the applicable usury . _the state in which the Joint
Property_is Jdueat ed—whicnever is the lesser, plus attorney's fees, court costis, and other CUSH onnection with
the‘!%—m&%w—umkm—an‘.omu 5
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Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thereot; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless 1t is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Jaterial 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 year within the twenty-four (24) month
period following the end of such calendar yvear: provided, however, the making of an audit shall not extend the
time tor 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 erfort to
conduct joint or simultancous audits in a manner which will resuit in 2 minimum of inconvenience to the Opcra-

tor. Operator shall bear no portion ot 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 Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agrecement to witich this Accou nung Procedure s attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and

the agreement or approval of a2 majority in nterest of the Non-Operators shall Le controlling on all Non- -Opera-
tors.

_— —
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II. DIRECT CHARGES

Opcrator shall charee the Joint Account with the following items:

1.

i

9.

Rentals and Rovalties
Lease rentals and rovalties paid by Operator for the Joint Operations.
Laber

A. (1) Salarics and wages of Operator's field employees dircctly employed un the Joint Property in the conduct
of Joint Opecrations.

{2) Salaries of First Level Supervisors in the ficld.

(3) Salarics and wages of Technical Employees directly emploved on the Joint Property if such charzes sre
exciuded trom the Overhead rates. >

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paxc to
employees whose salaries and wages are chargeable to the Joint Account under Para"rapn 2A of this Section
1I. 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 :his
Section II. If perccntage assessment 1s 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

See-
tion II.

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

Employee Benefits

Operator’s current costs of established plans for emplovees’ group life insurance, hospitalization, pension. re-
tirement, stock purchase, thrift. benus. and cther 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 aciual
cost not to exceed twenty per cent (209%).

Material

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

Transportation

Transgortation of emplovees and Material necessary for the Joint Operations but subject to the following limita-
tions:

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

B. If surplus Material is moved to Operator’s warchouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store. recognized bzrge

terminal. or railway receiving point unless agreed to by the Parties. No charge shail be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties.

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

Services .-

The cost of contract services, equipment and utilities provided by outside sources. except services excluded by
Parasraph 9 of Sccuon IT and Paragraph 1. i1 of Section III. The cost of professional consuliant services and cen-
tract services ot technical versonnel directly encaged on the Joint Pronerty if such charges are excluded irom the
Overkhead rates. The cost of professional consuliant services or contract services of technical personnel not d&i-
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 owncrship and operation. Such rates shall include costs of maintenance, repairs. ot:er
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (3¢ )
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

B.. In .icu of charges in Paragraph TA above, Operator mayv elect to use average cammercial rates prevailing in
the immediate area of the Joint Property less 207;. For automotive ecquipment, OQperator 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 repanr or replacement of Joint Property made necessary because of dam-
ages or losses incurred by five. tlood. storm. theft. accident. or other cause, excent those resulting from Operatol’s
arass neglisence or willful misconduct. .Operator shail furnish Non-Ogperator written notice of damages or losses
incurred as soon as practicable arter a report thereof has been received by Operator.

Legal Expense

Expense of handling, investizating and settling litization or claims. discharging of liens, pavment of judements
and amounts paid for zettlement ot cluims incurred in or resullinyd from operations under the agreement or
necessary to protect or recover the Jowt Praperty, excent thal no enarge tor services of Operator's legat srafs
or fees or expense of outside attorneys shall be made unless previousiyv agreed to by the Parties. All other legal
expense ts considered to ke covered by the overnead provisions of Section I unless otherwise agreed to by the
Parties. except us provided in Section [, Paragraph 3.

ta




10.

11.

12,
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Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property. the opera-
tion thereot, or the proauction theretrom. und which taxes have been paid by the Operator tor the seretit ot the
Parties.

Insurance

Net premuums paid for insurance required to be carried for the Joint Operations tor the protection of thc Par-
- . T i-

ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insure: - Work-

men’s Compensation and or Employvers Liability under the respective state’s laws. Operator may, at its elect on,

include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator's
cost not to exceed manual rates.

Other Expenditures

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

III. OVERHEAD

Overhead - Drilling and Producing Operations

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 1A, or

( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salarles or wages plus applicabie burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources’ in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
-as included in the Overhead rates provided for in the above selected Paragraph of this Section I1I 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 $_6.283.00
Producing ‘Well Rate $_5638.00

(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 s released. whicnever is later, except that no charge shall
be made during suspension of drilling operations lor rtteen (13) or more consecutive days.

[2] Charges for offshore drilling wells shull begin on the date when drilling or completion equipment
arrives on location and terminate on iic date the drillinz or completion equipment moves off loca-
tion or rig is relcased, whichever occurs tirst, except that no charce shall be made during suspen-
ston of drilling operations for tifteen (13) or more consecutive days

{3] Churges for wells undergoing any type of workover or recompiction for a period of {ive (3) con-
secutive days or more shall be made 2t the drilling well rate. Such charges shall be applied for
the pertod irom date workover operauons, with rigz, commence through date of rig release. excegp:
that no charge shall be made during suspenston orf operations for fifteen (13) or more consecutive
days.

(b) Producing Well Rates

{11 An active weil either procuced 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
well by the governing regulatory authority.

{31 An inactive zas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall ke considered as a one-well charge providing the gas weil is directly connected to a per-
manent sales outlet.

{4] A one-well charge may be made for the month in which piugging and abandonment operations
are compicted on any weijl.

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

(3) The well rates shall be adjusted as of the first day of April cach vear following the effective date of the
agreement o which this Accountng Procedure is attached. The adjustment shall be computed by muliti-
plyving the rate currently in use by the percentage mcrease or decrease iy the average weekly ecarninegs of
Crude Petroleum and Gus Producuion Workers for the last calenuar year compared to the calendar vear
preceaing as shown by the index of averade weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department ol Labor., Burcau of Labor Statistics. or the
equivalent Canadiun index as published by Staustics Canada. as applicabie. The adjusted rates shall be
the rates currently :n use, plus or minus the ¢omputed adjustment.
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B. Quernead - Perceontage Basis
(1) Operator snail charze the Joint Account at the following rates:
{a) Develouoment

e Pereent ( ¢.) of the cost of Development of the Joint Property exclusive of costs
erovided under Parvagraph 9 of Scection {I and all salvaue eredits.

(b) Opcrating

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

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment: also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the weil is not com-
pleted as a producer, and original cost of consiruction 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..red in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and instailation of fixed assets. the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development an

operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construciion. or shail
charge the Joint Account for Overheud based on the following rates tor any Major Construction project in excess

of S_25,000.00

A. 5 ¢¢ of total costs if such costs are more than $_25,000.00 _ but less than 5_100,000.030 ; ptus
B. __3 < of total costs in excess of $__100,000,00 but less than $1,000.000; plus
C. __2 <% of total costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph. the component parts
of u single project shall not be treated separately and the cost of driliing and workover weils shall be exciuded.

3. Amendment of Rates

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

1V. PRICING OF JOINT ACCOUNT MATERIAL PURCILASES, TRANSFERS AND DISPOSITIONS

Operator 15 responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property: how-
ever, at Operator’s option. such Material may be supplied by the Non-Operator. Operator shall make timelyv disgosition
of idle and. or surplus Material, such disposal being made either throuch sale to Operator or Non-Operator. division in
kind. or sale to outsiders. Operator may purchase. but shall te under no oblication 10 purchase, interest of Non-QOpera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by trhe Opera-
tor shall Le agreed to by the Parties.

1. Purchases

Material purchased shall be charged at the price paid by Operator atter 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 Opervator.

2, Trausfers and Dispositions

Matenal turnished to the Joint Property and lMaterisl transterred from the Joint Property or disposed of by the
Querator, unless otherwise agreed to Ly the Parties, shall be rpriced un the tollowing buases exclusive of cash dis-
counts:

A. New Material (Condition A)

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

(2) Line Pipe
(a) Movement of less than 30.000 pounds shall be priced at the current new price, in effect at date of

movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
maily avaiaole.

(b} Xlovement of 30.000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
grapit 2A (1) of this Section [V.

{3) Otler JMaterial shall be priced at the current new price. in effect at date of moverment, as listed by a reliable
supply stove or f.o.b. railway recerving point nearest the Joint Property wnere such Material is normally
available.

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to thie Juint Property
(a) At seventy-five percent (7540 ) of current rew price. as determined by Paragraph 2\ of this Section [V,
(2) Material moved from the Joint Property

(a) At seventy-five percent (73¢0) of current new price. as determined by Paragraph 2\ of this Section [V,
if Materal was oricinaily chaceed to the Joint Account as new Matenial, or
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(D) ol sixtv-tive sercent (837) of current new price. as determined by Paragraph 24 of this section
IV, 1 Materal was ortamally charzed to the Jont Account as guod wsed dMaterial ut seventy-ive pev-
cent (73°:) of current new price.
The cost of veconditiciing, if any, shall be absovrbed by the transferring property.
Other Used Materiatl (Condition C and D)

(1) Condition C

o

Material which is not in sound and serviceable condition and not suttable for its orizinal {unciion until
after reconditioning shall be priced at fifty percent (307 ) of current new price as determined by Para-
draph A of this Section IV, The cost of reeonditioning shall be charged to the recewving progeriy, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D

All other Material, including junk. shall be priced at a valuce commensurate with its use or at grevailing
prices. Material ne longer suitable for its original purpose but usable for some other purgose, shall ke
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-

pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and. or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed 0 by

the Partics. 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 (13¢) per

hundred weight on all tubular goods movements, in licu of loading and unloading costs sustained. when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section [I.

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

Premium Prices

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

Warranty of Material Furnished by Operator

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

V. INVENTORILS
Operator shall maintain detailed records of Controllable Matertal.
Periodic Inventaries. 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 te grven by Operator ut least thurty (30) davs before anv inven-
lory is to begin so that Non-Operators may be represented when any anventory is taxen. Failure of Non-Ogerators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.
teconciliation and Adjustinent of Inventories

Reconciliation of a physical inventory with the Joint Account =hall Le 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 be
heid accountable only for shortages due to lack of reasonable diligence. :

Special Inventories

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

Expense of Conducting Periodic Inventories

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

Unless otherwise provided for in the agreement, the Operator mav
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 Non-
Operators. FEach Non-Operator shall pay its orooortion of all bills
within fifteen (135) days after receint. 1If payment is not made within
such time, the unpaid balance shall bhear interest monthly at the maxi-
mun legal rate permitted by the applicable usurv laws in the state in
which the joint property is located; or, if the maximum legal per-
mittad rate is less than eighteen percent (18%) per annum and such
rate may be modified as agreed between the parties, then, in such
event, the unpaid balance shall bear interest monthly at the rate of
elgnhteen percent (18%) per annum. However, bursuant to either rate,
attorney's fees, court costs, and all other costs incurred in connec-—
tion with the collection of these unnaid amounts shall be recoveranle.

i



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 Liabilit.y 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 walver of subrogation in favor of FINA



EXHIBIT "E"

GAS BALANCING AGREEMENT

I.

From and after the date of initial delivery of gas from the prooerty, a varty
owner taking and disposing of, during any monthly accounting period, 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-
produced 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 pipelinels) 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.

I1.

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 aophcable
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 each 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. f 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,
each may take a share of such undernroduction in the direct proportion of its joint
interest therein to the total joint interest therein of all parties desiring to take such
underoroduction, provided, however, that anv narty 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 quantitv 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 overproduction of such -particular
gas classification. In the event there is inore than one cumulative underproduced party
seeking to make up underproduction, cach such cumulative underproduced party shall Se
enmlgd to make up gas in the direct prooortion that the cumulative underproduction of
such party bears to all cumulative underoreduction of all parties then desiring make-up



gas of the particular gas classitication categoryv. In the event there is more thqn one
cumulative overoroduced party required to furnish gas for make-up of underproduction, in
absence of agreement between the affected parties, each such cumqlaFive' overproduced
party shall furnish make-up 2as (up to the twenty-five percent (25“3.) limitation heretofore
provided) 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 gas of the particular gas classification category in which it is cumulatively over-
produced as long as such party remains overproduced. Any portion of such twenty-five
percent (259%) 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. If 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 gas 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
overproduction, 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 fece 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 qualifies
for the storage fee 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
party(ies) 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 underproduced party(ies) to the partylies) entitled to be paid - the
storage fces.



VI.

At the termination of gas oroduction for a given gas classification category
from the property, the overproduced party or ba_rties shall make a monetary settlement‘oi
the imbalance by payment to the Operator for the account of the party_ or parties
underproduced in that particular gas classification category, based on the price per cf
the overproduced party or parties actually received for each Mcf of the overproduced 22s.
The price used for the above calculation shall be the overproduced party's or parties’
bonafide collected gas sales price(s) less rovalties, severance, and other production taxes
which have been paid with respect to such 6verproduction. 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
catezory of gas for which payment is to be made, bears to the total of such cumulative
underproduction. It is understood, however, that the Operator shall 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.

VIII.

If any portion of the storage fece providad 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).



NONOIESRIMINATION AND CIRTIFICATICN OF NONSECRECATED FACILITIES

A. St Qasertimity Clages (1 G2 47.1.3Y (Applicable only ta contracis or purchase orders tar more than 512,370.)

During tne serformance of this centrace, the Operator agress as {ollows:

(1} The Coerazor will not discrimminate against any emoloye= or adplicant lor employment because of race, color, religion, sex, or national
onigin. The Coeratac wall take aflirmanive acticn to ensur= that apoiicants are employed, and that emoloyess are treated curing employment,
without rezare 13 their racs, colar, raligien, sex, of national origin. Such 2ction snatl include, but not be limited to the {ollowing: Tmployment,
upgrazing, cemotion, or transier, recrurtment of recruliment acvertising, layott or tzrminauons, including aporenticeship. The Operator agress

10 Past 10 CONSDICLOUS olaces, avadable to emplovees and applicants {or employment, notices to be proviced Dy the contracung olticer setung
{orth tha provisions of thus ponciscrimination clause.

(2) The Cperator will, in all solicitations or advertisernents for emoloyees placed by or on behalf of the Operator, state that all qualified
applicants will recsive censideration {or employment without regacd (o race, colar, religion, sex, or national ong'm.

(3) The Qzerator will send to each labor umion of representative of workers with which it has a collective bargzining azreement or other
€oatract cr uncerstanding, 3 notice to be oravided by the agency contracung officer, advising the labor union or wocrkers' regresentative of the

Operater's commitments uncer sect:an 202 of Executive Order 11246 of Septemoer 24, 1965, and shall post copies of the notics in Conspicuous
places avaiiable to employe=s and appiicants far employment.

{8} Thz Qoerator will camsly with all provisions of Executive Order 11246 of September 24, 1965, and of the rules, regulations, and refevant’
arcers of the Secretary of Labor.

{5) The Ooerator will furnish all infarmation and reports required by Executive Order 11246 of Septzmber 24, 19683, ard Sy the rules,
regutations, and orcers of the Secratacy of Labor, or pursuant thereto, and will permit access to its books, records, ana accsunts by the
centracting agency and the Secrztary of Labor {or purposes of investigation to ascertain compliance witl such rules, rzgulations, and creers.

(6) 1n the event of the Craravtor's noncomsliance with the nondiscrimination clauses of this centracs or with any of such rules, regulations, or
orders, this €aNTract may D=2 canceled, tzrminated, or susdended in whole or in part and the Operator may he declared inelizidie for furthe

Covernment contraCts in accorcancs with proc=dures authorized in Sxecutive Occer 112%6 of September 2%, 1365, and such oinzr sanctions may
be imposed and remecies invoked as providad in Executiva Orde

r 11256 of Septamber 24, 1965, or by rule, regulation, or order of the Secretary of
Labor, cr 25 otherwise provices by jaw, .

(7) The Ocerator will include the provisions of paragraoh (1) through (7) in every subccntract or purchase ordar unless =x=moted by rules,
regulaticns, cc orders of the Secretary of Lador issued cursuant to sectien 204 of Executive Order 11246 of September 24, 1965, so that such
provisians will be binding upon each subcontracior or vendor. The Operater will take such action with resoec: to aay subcsniract or purchase
ord:r» as the contraciing agency may direct as a means of enforcing such provisions including sancitons {or noncompliance: Providad, RNowevar,
that in thz event the Operator becomes invoived in, or is thrzatansza with, litigation witn a subcontrag

. 127 or vendor 2s a resul: 8 such ¢ireciion dy
the cantracting 2gency, the Operator may raquest the United States o enter into such litigation 0 protect the int=rests of ihz Unitsd States.

B. Ceriification of Nonseereeated Facilities (81 CFR §3-1.3). (Applicadble only 10 cantracts or purcrase orcers which are not exempt irom the
provisions ol the tGual Upportuntly Liause set out adave.)

The Operater certifies that it does not, and will not, maintain or provide for its employess any segregated facilities at dnv =2 its establishments,

14 that it does not, and will not, permit its employe=s 0 perform their servicas at any location, under 1ts ceatrol, whers segr=gatsc facilities are
“2int2inec, The Operator agress that a breach of this certification 13 a violation of the Zgual Coportumty Clause in this coatraz: 3r purchase order.
s used in this caruificauen, the term “segregzated {acilities” means any waiting rooms, work areas, r=4t rooms and wash rooms, c=staurants and other

1ung areas, Ume clocks, locker rooms and other storage cor dressing areas, parking lots, crinking {agunatains, recreation of snteriainment areas,
ransdorsation, and housing facilities proviced for empjoyess wnich are segregatad by exoticit cicective of are in {act segregatec 2n the basis of race,
s==d, caler, cr national erigin, Because of habit, lecal custom, or otherwise, The Opoerator further 2ere=s that {exc=ot wnere it has odtained idsnuza:
+ruficatons {rom provosed subcontraciors {ar specific tme pericds) it will odtain idenuizal cernufications from presosed subceniragtors orior to the
~ard of sudcentracts exce=gding 510,000 which are not ex=mot lrom ths provisions of tne

Zzual Qoportunity Clause; that it will retain such
zriifications in its files; and thatit will ferward the fcllowing noticz to suen orezosed subcontractors (exceot whare the prooased suncontractars have
samitted 1dantical carufications for sn2cific time parioesh NOTICE TO PROSPEZTIVE SUSCONTRACTORS OF REQUIREMENT FOR CERTIFICA-
'ONS CF NONSIGRICATED FACILITIES. A Cerutiicatz of Nonssgregatea Facilities must be submitted prioe to the aware of a subcontracs
rce=z2ing $12,000 which is not exampt from the provisions of the Ezual Coportunity Clause.

The ceruiication may be submirted eitner for each
.=caatract of fer all subcontracts curing a peried (i.e., quarterty, semiannually, or annualiy).

C. Affirmative Acticn Comoliance Prazram (41 CFP 40-1.1C). {Applicadle only if {a) the Cperator has 50 or more employes=s and (D) the
contract or purcnase orcer s tor 333,080 or morel) :

.
The Ozerator shall develoo a written affirmative actien program f{or each of its establishments, and, within 120 days {rom the eff=ztiveness of
1S Centract or purcnase orcer, shall matntain a ceoy of senarats programs for ecach estashishment, inclucing evaluations of utilization of minority
-oup personnel and the job cia=sifizazion tables, at zach local cllics respansidle for the parsonnel matters of such establishment.

D.

E~rolcve- Taigrmatign Reoort (31 CFR £0-1.7). (Aoolicablz only if (3) the Co=rator has 50 or more emolove=s, (5) the Operator is not exempt

{ouricent 1o section 53-0.5 c1 fitle +1 ot the Cace at Federal Regulavons) {rom the requirement for liling Employer Infermation Report

EZC-1, and {¢) the centrace or purchase orasr is fer 530,000 or more.)

The Operatzer agrees to file with the appropriate Faderal ag=n<y annuaily, on or before the 3ist day of March, complets and accurate reports on

lancard Form 1C8 (220-1) promuigated jointly by the Olfice of Federal Centract Compliance, the Egual Employment Opportunity Commission and

‘ans for Pregress or such form as may hereafter de promulgal:‘d n its place, . *
E. Affirmitive Action for Disadled Versrans and Vaterans of the Viewnam E-a (4) CF3 40-250). (Applicable only to contrac:s or purchase orders

for 318,020 o mare.)

The affirmative acticn clause prescribed in section 60-250.% of Title 41 of the Ceds of Federal Renulations is incerporated herein by raference {a-
srritted oy tection 63-250.22

of sald Regulations) as if set out in {ull at this point. L the Co=rator {a) has 50 or more empioyees ana {5) this contrac:
- purcrase orcer is for $50,250 or more, then within 120 days from thz stfeztiveness of this contract or purcnase order, the Operator shall prepare

‘3 Maatain a0 allirmative action program at eacn estadlishment which shall set fortn the Operator's policies, practices and procedures in accordanc
-1 section 60-220.6 of said Reguiations. :

F. Affirmanve Acticn far Handicaooed Workmes (U] CER §5-741.%

5-741.%). (Apohicadle only 1o contracss or purchase ordees {or $2,500 or more.)
The allirmative action clause prescribed in section 60-751.% ef Title 4] of the Cede of Fadera) Regulations is incorporated herein by reference (a

STMitted by secuon 60-761.22 of said Regulations) as of set outin {ull at thus point. 1 1he Coerator (a) has 50 or more employess and (5) this contrac
T 2urchase orcer s fer 950,000 or more, then, within {20 da

20 davs of the ellzcliveness ol s contract or purchase orcer, the Operator shall prepare an
LANN AN AlLrmative acticn program At each establishment, which program snall set forin the Qperator's policies, practices and procedures il
-SSrcance with section 60-741.6 of said Regulauions,

C.

Utlizzrinn ef “Minoriev Biyginees Enrermcigag (Sadoral Brocurement Racclatiens 1-1.13), (Applicable only to contracts of purchase order
wnich M2y exceed >13,.500.)

{1) It 1s the poticy of the Government that minority business enterprises snall have the maximum practicable opportunity to participate in th
pertormance of Coverrment contracts.

(2) The Coerator derees 1a use his best effarts 16 carcy out s palicy in the award of his subcontraces to the fullest extent Cansistent wit
the elliciert CArlerManc= €1 178 CONLIACT. Ay used 1n this C3NLEATY, ‘he term “MiNon Ty Jusiness enterzrise™ means & business, at least 50 percen
of wniCh 15 ownes Sv MINOLItY g70ud memdery gr, 1A CA3EC c{ 2udhiCly Owned &

muinority é.‘Q’.D mem?ery., r3r the

Susinesies. 3t least J1 percent of the stock of which 13 Owned B
TUrBCIes of th:s CceliNiUGA, Muincfity Croud MemM3ers are Megroes, S:a.mnh-soc.umg American person
American-Crientals, fmer.can-lndians, American.Iik mes. 4nd American Adeuts,

Centraciars may rety on wriiten representations b
ILOCONLIITISes reg3rCing 1nail 31U A3 MINOCItY dSutinesy entersrites in licu ol Anircedencent iNvestigation,
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OPFERATING AGREEMENT

THIS AGREEMENT, entered into by and between TX0 Production Corp.

: . hereinafter designated and
referred to as "Operator™, and the signatory party or parties other than Operator. sometimes hereinafter
veferred to individually herein us “Non-Opcerator”. and collectively as “Non-Operators™,

WITNESSETH:

WHEREAS. the parties to this agrcement 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 interests 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 "leasehold" shall mean the oil and gas leases cov-
ering tracts of land lying within the Contract Area which are owned by the parties to this agreement.

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

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

E. The term “drilling unit” shall mean the arca 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 Partices.

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

G. The terms “Drilling Party” and “Consenting Party” shall mean a party ‘who agrees te 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 mecan a party who elects
not to participate in a proposed opecration.

Uniess the context otherwise clearly indicates. words used in the sinuular include the plural. the
plural includes the singular. and the neuter gender includes the masculine and the feminine.

ARTICLE IL
EXHIBITS

The following exhibits, as indicated below and attached hercto, are incorporated in and made a
part hereof: . ’
[X 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 agreement.
(4) Oil and gas leases and or oil and gas interests subject to this agreement.
(5) Addresses of parties for notice purposes.
. Exhibit “B”, Form of Lease.
Exhibit ~C", Accounting Procedure.
. Exhibit ~D”, Insurancc.
Exhibit “E™, Gas Baluncing Agrecement.
A Fo Exhibit “F7, Non-Discrimination and Certification ot Non-Scgregated Facilities.

[
Mmoo

If any provision of uny exhibit, except Exhibit “E70 is inconsistent with anv provision contained
in the body of this agreement, the provisions in the body of this agreemeat shall prevail.
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ARTICLE IIL
INTERESTS OF PARTILES

A, Oil and Gas lntorgsts:

If any party owns an unleased oil and gas interest in the Contract Arca. that interest shall be
treated for the purpose of this agreement and during the term hercof as if it were a leased interest
under the form of oil and gas lease attached as Exhibit “B™. As to such interest. the owner shall re-
ceive rovalty 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 agrcement relating to lessees,
to the extent that it owns the lessce interest. -

B. Interest of Parties in Costs and Production:

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

- this agreement shall be borne and paid. and all équipment and material acquired in operations on the

Contract Area shall be owned by the parties as their interests are shown in Exhibit ~A". All produc-
tion of oil and gas from the Contract Arca. subject to the payment of lessor's royalties ahichesiilo-
bowreeba—thoJaoint Accannt. shall also be owned by the parties in the same manner during the term

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

ARTICLE 1V.
TITLES

A. ‘Title Examination:

Title examination shall be made on the drillsitc 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 inciuded. in the drilling unit around such well.
The opinion will include the ownership of the working interest. minerals, rovalty, overriding royalty
and production payments under the applicable leases. At the time a well is proposed. cach party con-
tributing lecases and or oil and gas interests to the drillsite, or to be included in such drilling unit. shall
furnish to Operator all abstracts (including Federal Lease Status Reports), title opinions, title papers
and curative material in its possession free of charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of title, shall be obtained
by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
Copies of all title opinions shall be furnished to each party hereto. The cost incurred by Operator in
this title program shall be borne as follows:

.1 Option No. 1: Costs incutred by Operator in procuring abstracts and title examination (including
preliminary, supplemental, shut-in gas rvoyalty opinions and division order title opinions) shall be a
part of the administrative overhead as provided in Exhibit “C.” and shall not be a dircet charge, whether
performed by Operator’s staff attorneys or by outside attorneys.

&y: Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys
&()r title examination (including preliminary. supplemental. shut-in gas royalty opinions and division
order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit ~A™.
Opcrator shall make no charge for services rendered by its staff attorneys or other personnel in the
performance of the above functions.

Each party shall be responsible for securing curative matter and pooling umendments or agreements
required in connection with leascs or oil and gas interests contributed by such party. The Operator shall be
responsible for the preparation and recording of Pooling Designations or Declarations as well as the
conduct of hcarings before Governmental Agencies for the securing of spacing or pooling orders. This
shall not prevent any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit
has been examined us above pruvidcd.-g:—i-(‘.‘) the title has been approved by the examining attorney or

title has been aceepted by all of the parties who gre to participate in the drilling of the well,

B. Luss ol Title:

. Failure oi Title: Should anyv ol ond cas intevesi or lease, or interest therein, be tost through
fatlure of title, whrenr Joes aesults i a reduction ot interest trom thut shown on Exhibit A, this asree-

ment, nevertheless, shait continue i foree ox to ol remaming ol and cas leases and interests. and
(a) The party whose oil and zas lease or terest s atfvcted by the the eiare shall bear dicne
the entire joss and it <hall not be entitled 1o recover trom Uperatos ew the mher parties any devetopment
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for been responsible
or operating msta/\\huh it mayv have thctctotmc/;m but there shuall be no monctary lability on its

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

(b) There shall s6e no retroactive adjustment of expenses incurred or revenues received from the
operation of the interest which has been lost, but the interests of the parties shall be revised on an acre-
age basis, as of the time it is determined finally that title failure has occurred, so that the interest of
the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest 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 failurce, the party whose title has failed shall
receive the proceeds attributable to the increase in such interests (less costs and burdens attributable

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

(d) Should any person not a party to this agreement, who is determined to be the owner of any in-
terest in the title which has failed. pay in any manner any part of the cost of operation, development,
or equipment. such amount shall be paid to the party or parties who bore the costs which are so refund-
ed; and v i

{e) Any liability to account to a third party for pricr production of oil and gas which arises by
reason of title failure shall be borne by the party or paxtlcs\{n 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-Payvment or Erroneous Pavment of Amount Due: If, through mistake or oversight,
any rental, shut-in well payment, minimum royalty or royalty payment, is not paid or is erroneously
paid, and as a result a lease or interest therein terminates. there shall be no monetary liability against
the party who failed to make such payment. Unless the party who failed to make the required payment
secures a new lease covering the same interest within nincty (90) days from the discovery of the fail-
ure to make proper payment. which acquisition will not be subject to Article VIILB., the interesis of
the parties shall be revised on an acreage basis. effective as of the date of termination of the lease in-
volved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lcase or interest which has terminated. In the event
the party who f{ailed to make the required payvment shall not have been fully reimbursed, at the time of
the loss, from the proceeds of the sale of oil and gas attributable to the lost interest, calculated on an
acreage basis. for the development and operating costs therctofore paid on account of such interesi. it
shall be reimbursed for unrecovered actual costs theretorore paid by it (but not for its share of the
cost of any dry hole previously drilled or wells previously abandoned) from so much of the following
as is necessary to effect reimbursement:

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

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

{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.1. and IV.B.2.
above, shall not be considered failure of title but shall be joint losses and shall be borne by all parties

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

ARTICLE V.
OPERATOR

A, DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

TX0 Production Corp. L shail be the

Opcrator of the Contract Arvca. and shall conduct m(l direct and have tuil controi ot all operations on
the Contract Area as permitted and required by, and withen the it of, this agreement. It shall con-
. but at shuil have no liability as Operator
to the other parties for losses sustained or habilities inceurved
negeligencee or willful misconduict.

duct all such operations in a good and workmanhie manner

.oexeept such us omay rveselt from gross

- -
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1 B. Restgnation or Removal of Operator and Selection of Successor:

2

3 I. Resignation or Removal of Opcrator: Operator may resign at any time by giving written notice
4  thereof to Non-Operatyrs. I Operator terminates its legal existence, no longer owns an interest in the
5 Contract Area. or is no longer capable of serving as Operator. it shall cease to be Operator without any
6 action by Non-Operator. except the selection of o successor. Operator may be removed if it fails or
7 refuses to carry out its dutics heyuunder, or becomes insolvent. bankrupt ov is placed in reccivership,
8 by the affirmative vote of XX PC){O r more Non-Operators owning a majority interest based on owner-
9 ship as shown on Exhibit "A"”. and not on the number of parties remaining after excluding the voting
10 intercst of Operator. Such resignation or removal shall not become cffective until 7:00 o'clock A.M.
11  on the first day of the calendar month following the expiration of ninety (90) days after the giving of
12 notice of resignation by Opcrator or action by the Non-Operators to remove Operator, unless a successor
13 Operator has been sclected and assumes the duties of Operator at an earlier date. Operator, after effect-
14 ive date of resignation or removal, shall be bound by the terms hereof as a NEm-Operator. A change of
13  a corporate name or structure aof Operator or transfer of Opcrator’s interest to any single subsidiary,
16  parent or successor corporation shall not be the basis for removal of Operator.

17 .

18 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op'- i_-
18  erator shall be selected by the Parties. The successor Operator shall be sclected from the parties owning T
20 an interest in the Contract Area at the time such successor Opcrator is selected. If the Operator that
21  is removed fails to vote or votes only to succeed itself. the successor Operator shall be selected by the
22  affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown
23  on Exhibit "A”. and not on the number of parties remaining after excluding the voting interest of the
24 Operator that was removed.

25

26 C. Employees: .

27 .

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

31

32 D. Drilling Contracts:

33

34 All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual
35 rates prevailing in the area. If it so desires. Operator may employ its own tools and equipment in the
36 drilling of wells. but its charges therefot shall not exceed the prevailing rates in the arca and the rate
7 of such charges shall be agreed upon by the parties in writing before drilling operations are com-
38 menced. and such work shall be performed by Operator under the same terms and conditions as arve
39 customary and usual in the area in contracts of independent contractors who are doing work of a sim-
40 ilar nature.

41

42 ARTICLE VL

43 DRILLING AND DEVELOPMENT

44

45 A, Initial Well:

46 .
47 On or before the 12th day of February . 1985, Operator shall commence the drill-
48 ing of a well for oil and gas at the following location:

;g 660' FSL & 1980° fEL, Section 11, T-20-S, R-35-E, Lea County, New Mexico

51

52

53 and shall thercafter continue the drilling of the well with due diligence to @ depth of 13,300' or to
5¢ a depth sufficient to thoroughly test the Morrow Formation, whichever is the lesser
55 depth

56

57

58 unless granite or other practically impenctrable substance or condition in the hole. which renders
59  further drilling impractical. is encountered at a tesser depth. or unless all parties agrvee to complete or
60~ abandon the well at a lesser depth.
61

62 Opcrator shull make reasonable tests of all formauons encountered during drilling which give in-

33 dication of containing o1l and gas in quantitics sulhicient 1o test, unless this agreement shall be fimited
64 in its application to a specific formation or formuations, i which cevent Qperator shall be required o

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

66

67 Hoom Operator's judement. the well will not prodice oil or gsas in paving quantitics, and it wishes
G o pluz and abandon the well as o dry holeo it shall tiest secure the consent of all parties and shall
69 pluy and abandon saume as provided i Avticle VEE L hercor,

-

-4
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1 B. Subsequent Operations:

2

3 1. Proposed Operations: Should anv party hercto desire to drill any well on the Contract Area

4 other than the well provided for in Article VLA. or to rework. deepen or plug buck a dry hole drilled

5 at the joint expense of all parties or a well jointly owned by all the parties and not then prosucing

6 in paving quantitics. the party desiring to drill, vework. deepen or plug back such a well shall dive the

7 other partics written notice of the proposed operation, specifying the work to be performed. the loca-

8 tion. proposed depth. objective formation and the estimated cost of the operation. The parties receiv-

9 ing such a notice shall have thirty (30) days after receipt of the notice within which to notify the
10 partics wishing to do the work whether they clect to participate in the cost of the proposed operation.
11  If a drilling rig is on location. notice of proposal to rework. plug back or drill decper may be given
12 by telephone and the response period shall be limited to fortyv-cight (48) hours, exclusive of Saturday.
13 Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above fixed
14  shall constitute an election by that party not to participate in the cost of the proposed operation. Any

15 notice or response given by telephone shall be promptiy confirmed in writing.
16
17 - 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article
18 VLB.1. or VLE.1l. elects not to participate in the proposed operation. then. in order to be entitled to  -.
19

the benefits of this article, the party or parties giving the notice and such other parties as shall elect
20 to participate in the operation shall. within sixty (60) days after the expiration of the notice period of
21  thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period
22  where the drilling rig is on location. as the case may be) actually commence work on the proposed
23 operation and complete it with due diligence. Operator shall perform all work for the account of the
24 Consenting Parties: provided, however, if no drilling rig or other equipment is on location. and if Op-
25 erator is a Non-Consenting Party, the Consenting Parties shall either: {a) request Operator to perform
26 the work required by such proposed operation for the account of the Consenting Parties. or (b) desig-
27 nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties. when
28 conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms
29 and conditions of this agreement.

31 If less than all parties approve any proposed operation. the proposing party, immediately after the
32 expiration of the applicable notice period. shall advise the Consenting Parties of (a) the total interest
33 of the parties approving such operation. and (b) its recommendation as to whether the Consenting Par-
34 ties should proceced with the operation as proposed. Each Consentinz Party. within forty-ecight (48)
35  hours (exclusive of Saturday. Sunday or legal holidayvs) uafter recetpt ol such notice, shall advise the
36 proposing party of its desire to (a) limit participation to such party’s interest as shown on Exhibit A",
37  or (b) carry its proportionate part of Non-Consenting Parties’ interest. *The proposing party, at its
38 election. may withdraw such proposal if there is insufficient participation. and shall promptly notifv
39  all parties of such decision. *and failure so to advise the proposing party shall constitute
10 an election under (b).

41 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in
42 the proportions they have elected to bear same under the terms of the preceding parasraph. Consenting
43 Parties shall kecp the leasenold estates involved in such opcerations free and clear of all liens and
44 encumbrances of everyv kind created by or arising from the operations of the Consenting Parties. If such
43 an operation results in a dry hole. the Consenting Parties shall plug and abundon the well at their sole
46 cost. risk and expense. If any well drilled. reworked. deepened or plugged back under the provisions
47 of this Article results in a producer of oil and or gas in paying quantities. the Consenting Parties shall
48 complete and equip the well to produce at their sole cost and risk. and the well shall then be turned
49  over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties.

50 Upon commcencement of operations for the drilling, reworking, deepening or plugging back of any such
51 well by Consenting Parties in accordance with the provisions of this Article. each Non-Consenting Party
52 shall be deemed to have relinquished to Consenting Partics. and the Consenting Parties shall own and
53  be entitled to receive. in proportion to their respective intervests. all of such Non-Consenting Party's
534 interest in the well and share of production thercfrom until the proceeds of the sale of such share,
35 calculated at the well. or market value thereol if such share is not .sold (after deducting production
536 taxes. royalty. overriding royalty and other interests existing on the effective date hereof, payable out of
37 or measured by the production from such well aceruing with rvespeet to such interest until it reverts)
58 shall equal the total of the following:

59

60 (a) 10075 of cach ruch Non-Conzenting Party’s shuare of the cost of any newly acqliired suriace
61 cquipment bevond the w:-llhuud conneetions  {including, but not luntted 1o, stock tanks, separators.

62 treaters, pumping equipment and pipine). plus 1002 of vach such Non-Cunsenting Party’s share of the

63 cost of operation of the well commencing with Tirst psroduction and continuing until cach such Non-

61 Consenting Party’s relinquished  interest shall revert to it under other provisions of this Article. it beine

G5 auzrceed that cach Non-Consenting Pavty’s shave of sucty costs and egtupment witl be that interest which
66 would have been charzeabie to cach Non-Consenting

Party had it pasrticipated in the well from the pe-

07 winning of the operation: and
[tH] ’ -
tY) th) 300_ ol that portion of the costs and expenses of dritline vreworkine, deepening, or plucsing

0 haek, testimz and completinestter deductine any cash eontributions receved under Article VIILC., and
*"A well to be drilled to a depth of 10,000 feet subsurface or less, and 4003
of that portion of such costs in a we]] to be drllled to a total depth greater
than 10.0008 feet. - -
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*"or 4007 as applicable"
__3@'-*13{ that partion of the cost of newly acquived equipmient in the well (to and inctuding the well-
head connections), which would have been chargeable to sueh Non-Consenting Party i it had partici-
pated thercm.
r

]

Gas production attribulable to any Non - Consenting Party's velinquished interest upon such Party's
clection, shall be soid to its purchaser. if available. under the terms of its existing as sales con-
tract. Such Non - Consenting Party shall direct its purchaser ta remit the proceeds receivable from
such sale direct to the Consenting Parties until the amounts provided 1or in this Articie are recov-
ered from the Non - Consenting Party's rvelinquished 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 hercinabove provided during the recoupment period.

During the period of time Consenting Partics are entitled to reccive Noix-Conscming 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 rovalty and other
burdens applicable to Non-Cansenting Party’ss share of production.

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

Within sixty (60) days after the completion of any operation under this Article. the party con-
ducting the operations for the Consenting Parties shall furnish cach Non-Consenting Party with an in-
ventory of the cquipment in and connected to the well, and un itemized statement of the cost of driiling,
deepening, plugging back. testing. completing, and equippinz the well for production: or, at its option,
the operating party. in licu of an itemized statement of such costs of operation, mav submit a detailed
statement of monthly billings. Euach month thercafter, during the time the Consenting Parties are being
reimbursed as provided above. the Party conducting the operations for the Consenting Parties shall furn-
ish the Non-Consenting Partics with an itemized statement of all costs and liabdities incurred in the
operation of the well. together with a statenient of the quantity of oil and zas produced trom it and the
amount of proceeds realized from the sale of the well’s workina interest production during the preceding
month. In determining the quantity of oil and gas produced during any month. Consenting Parties
shall use industry accepied meihods such as. but not limited to. metering or periodic well tests. Any
amount realized from the sale or other disposition of cquipmient newly acquired in connection with any
such opcration which would have been o“.:ned by a Non-Counsenting Party had it participated therein
shall be credited against the total unrveturned costs of the work done and of the equipment purchased.
in determining when the interest of such Non-Consenting Party shall revert to it as above provided:
and if there is a credit balance, it shall be paid to such Non-Consenting party,

If und when the Consenting Parties recover from a Non-Consenting Party™s relinquished interest
the amounts provided for above. the relinquished interests of such Non-Consenting Puarty shall auto-
matically revert to it, and. from and after such reversion, such Non-Consenting Party shall own the same
interest in such well, the material and equipment in or pertaining thereto. and the production there-
from as such Non-Consenting Party would have been entitled to had it participated in the drilling,
reworking, deepening or plugging back of said well. 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 ix agreed that without the mutual consent
of all parties. no wells shall be completed in or produced from a source of supply from which a well
located clstcwhere on the Contraet Area is producing, unless such well conforms to the then-existing
well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the initial
well deseribed in Article VLA, except (a) when Option 2. Article VILD.1. has been sclected. or (b)
to the reworking, decpening and pluzging back of such inmia! welll if such well is or thercatter shall

prove to be a dry hole or non-commercial well, ufter having been drilled to the depth specified in Article
VI.A.

C. Riuht to Tuke Production in Kind:

Euach party shall have the rvight to take in kind or separateiy dispose of its proportionate share of
all ol and cas produced from the Contract Mrea, exclusive of production which may be used in de-
velopment and nroducing opcrations and in

preparme and treatine otl tor marketing purvoses and
production unaverdablye last,

Any extra expenditure meurred i the taking in kind or separate dispo-
~ition by anv party ot its proportionate sharve ot the product:on shall be borne by such party. Any

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

/' .
Each party shall éxecute such division orders and contracts as may be nccessary for the sale of its
interest in production from the Contract Area. and. except as provided in Article VILE.. shall be entitled
to receive payment direct from the purchaser thereot for its share of all production.

In the event any party shall [ail to make the arrangements necessary lo 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 tp exercise at any time its
right to take in kind. or separately dispose of. its share of all oil and gas not previously delivered to a
purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for
such reasonable periods of time as are consistent with the minimum needs of the industry under the
particular circumstances. but in no event for a period in excess of one (1) vear. Notwithstanding the
foregoing. Operator shall not make a sale. including one into interstate commerce. of any other pariv's
share of gas production without first giving such other party thirty (30) davs.notice of such intended

sale. prior written

In the event one or more parties’ separate disposition of its share of the gas causes split-stream 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 totul 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 Agrecement is attached as
Exhibit “E™, or is a separate Agrcement.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times. at its sole risk to inspect
or observe operations. and shall have access at reasonable times to information pertaining to the de-
velopment or operation thereof. including Operator’s books and records relating thereto. Operator. upon
request. shall furnish each of the other parties with copics of all torms or reports filed with govern-
mental agencies. daily drilling rveports. well logs. tank tables. daily gauge and run tickets and reports
of stock on hand at the first of ecach month, and shall make available samples of any cores or cuttings
taken from any well drilled on the Contract Area. The cost of mathering and furnishing information to

Non-Operator. other than that specificd above. shall be charzed to the Non-Operator that requests the
information.

E. Abandonment of Wells:

1. Abandonment of Drv Holes: Except for any well drilled pursuant to Article VILB.2.. any well
which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
shall not be plugged and abandoned without the consent of ull parties. Should Opcerator, after dilizent
effort. be unable to contact any party. or should any party fail to reply within forty-etght (48) hours
(exclusive of Saturday, Sunday or legal holidays) after receipt of notice of the proposal to plug and
abandon such well, such party shall be deemed to huve consented to the proposed abandonment. All
such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost.
risk and expense of the parties who participated in the cost of drilling of such well. Any party who ob-
jects to the plugging and abandoning such well shall have the right to take over the well and conduct
further operations in search of oil and or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
worked pursuant to Article VLB.2. hereot for which the Consenting Parties have not been fully reim-
bursed us thercin provided. any well which has been completed as a producer shall not be plugged and
abandoned without the consent of all parties. If all partics consent to such abandonment, the well shail
be plugeed and abandoned in accordance with applicable regulations and at the cost. risk and expense

of all the partics hereto. If, within thirty (30) davs after receipt of notice ot the proposed abandonment
ol xuch well. all purties do not auree to the abandonment of uny well. those wishing to continue its op-
cration shall tender to cach of the other parties its proportionute share of the value of the well's salvable
muteriol and equipment, determined in accordance with the provisions of  Exhibit “C™, less the estimated
cost of salvazme and the estimated cost of pluzoimg and abandoning.  Euch abandonmue party shall
assign o the non-abundoning parties, without warranhty. express or implied. as to title ov us to quantity,
quality, or Htness for use of the cquipment and materwal, adl of its interest in the well and related equip-
ment, together with its interest in the leaschold estate as to. but ondy as to. the interval or intervals of the
formabtion or formations then open to production. I the mterest o1 the abandoning party is ov includes
an ol and sis anterest such party shall excente and deliver o the non-abandoming party or parties an
i and sas lease, lmited to the interval or mtervals or the tormation or formations then open to produc-
Gencter o term ol one vear and so long thereatter as onb and or was is produced from the interval or ter-
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vals ot the tormation or formations covered thereby, such lease to be on the form attached as Exhibit
“B" The assteaments or leases o limited shall encompass the “dreilling unit™ upon which the well is
located. The pavments by, and the assignments or leases to. the assignees shall be in a ratio based upon
she refationship of oty respective percentages of participation in the Contract Area to the aggregate of
the pereentages of participation in the Contract Arca of all assignces. There shall be no readjustment
of interest n the remainingz portion of the Contrict Avca.

Thereafter. abandoning purtivs shall have no further responsibility, liability, or interest in the op-
eration of or procuction trom the well in the interval or intervals then open other than the royalties
retained in any lease made under the terms of this Article. Upon request. Operator shall continue to
operate the assigned well for the account of the non-abandoning parties at 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. uot joint or collective. Each party shall be responsible
only for its obligations. and shall be liable only for its proportionate share of the costs of developing
and operating the Contract Area. Accordingly, the liens granted among the parties in Article VIL.B. are
given to secure only the debts of each severally. It is not the intention of the parties to create. nov shall
this agreement be construed as creating. a mining or other partnership or association. or to render the
parties liable as partners.

B. Liens and Payment Defaults:

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

If any party fails or is unable to pay its sharc of expense within sixty (60) dayvs after rvendition of
a statement therefor by Operator. the non-defaulting parties. includine Operator. shall, upon request by
Operator, 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 thereof. be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses
incurred in the development and operation of the Contract Area pursuant to this agreement and shalil
charge cach of the parties hereto with their respective propottionate 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 hereunder. showing expenses incurred and charges and credits made and
reccived. ~

Opcrator. at its election. shall have the right from time to timme to demand and receive from the
other parties payment in advance of their vespuctive shares of the estimated amount of the expense to
ke incurred in operations hereunder during the next suceeeding month. which vight may be exercised only
by submission to cuch such party of an itemized statement ot such estimated expense, together with
an invoice for its share thereof. Euch such statement and inveice tor the pavment in advance of esti-
mated expense shall be submitted on or betore the 20th day of the next preceding month., Each party
shall pay to Opcrator its proportionate share of such estimate within fifteen (13) davs after such es-
timate and invoice 1s recerved. I any party tads to pay its share of said estimate within said time, the
amount duce shall bear interest s provided i Exhibit »C™ until pmd. Proper adjustment shall. be
made monthly between advances and actuad expense 1o the end that cach party shatl bear and pav its
proportionate share of actual expenses incurred. and no more.

<
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D. Limitation of Expenditures:

1. Drill or Decven: Without the consent of all parties. no well shall be drilled or deepened. ex-
copt any well drilled 9r deepened pursuant to the provisions of Article VLB.2. of this Agreement. it being
understood that the consent to the drilling or deepening shall include:

Option No. [: All necessary expenditures tor the drilling or deepening. testing, completing and
equipping of the well. including necessarv tankaze and or surface facilities,

X; Option No. 2: All necessary expenditures for the driliing or decpening 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
receiving such notice shall have forty-eight (48) hours (exclusive of Saturday. Sunday and legal holi-
days) in which to elect 1o participate in the setting of casing and the completion attempt. Such election.
when made. shall include consent to all necessary expenditures for the completing and equipping of such
well. including necessary tankage and or surface factlities. Failure of any party receiving such notice
to repiy 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 move. but less than all of the parties, elect to set pipe and
to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase “reworking. decpening or
plugging back™ as contained in Article VI.B.2. shall be deemed to include “completing™) shall appiy 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 plugged
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 plugzing back of a well shall include
consent to all necessary expenditures in conducting such operations and completing and equicping of
said well. including necessary tankage and or surface facilities.

3. Other Operations: Operator shall not undertake any single project reasonably estimated to require

an expenditure in excess of __Fifteen thousand------ To===-T--=="-Dollars ($ 15,000.00 )

except in connection with a well, the drilling, reworking, deepening. completing. recompleting, or plug-
ging back of which has been previously authorized by or pursuant to this agrecement: provided. how-
ever, that. in case of explosion, fire, flood or other sudden emergency.. whether of the same or different
nature. Operator may take such steps and incur such expenses as in its opinion are required to deal with
the emergency to safeguard life and property but Operator, as promptly as possible. shall report the emer-
gency to the other parties. If Operator prepares “Authority for Expenditures” for its own use.
Operator, upon request. shall furnish copies or its “Authority for Expenditures™ for anv sinegle project
costing in excess of ___Fifteen_thousand-------=--w-—c-oco-u"-- <oltars ($15,000.00 ).

E. Royalties. Overriding Rovalties and Other Paymeuts:

Each party shall pay or deliver, or cause to be patd or delivered, all rovaltics to the extent of

one-eighth

due on its share of production and shall hold the other parties {ree
from any liability therefor. If the interest of any party in any oil und gas lease covered by this agree-
ment is subject to any royalty. overriding royvalty, production payvment, or other charge over and cbove
the aforesaid royalty. such party shall assume and alone bear all such oblications ard shall account
for or causc to be accounted for, such interest to the owners thereof.

No party shall ever be responsible. on any price basis higher than the price reccived 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 suid pavments for and on behaif of all
such parties. Any party mayv request. and shall be entitled to receive. proper evidence of all such pay-
ments. [n the event of failure to make proper payment of any vental. shut-in well pavment or minimum
royalty through mistake or oversight where such pavment is required to continue the lease in force.

any loss which results from xuch non-payment shall be borne in accordance with the provisions of Article
v.n.2

Opcrator =hall noury Non-Operator of the anticipated compluetion of a shut-in gas well, or the shut-
ting in or return to production of o producing sas well, at least tive (3) davs (excluding Saturday. Sun-
duy and holidavs), or at the carliest opportunity permitted by circumstances, prior to taking such action.
but assumes no liabtlity for failure to do so. In the event of failure by Operator to so notity Non-
Overitor, the lass of anv Jease contributed hereto by Non-Operator for 1ailure 1o make timely pavments

-9 -
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of anyv shut-in well pavment shall be borne jointly by the parties hereto under the provisions of Article
IV.B.3.

. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad
valorem taxation all property subject to this agreement which by law should be rendered for such
taxes. and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
dition date. each Non-Operator shall furnish Operator information as to burdens (to include, but not be
limited to, rovalties. overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Opcerator. If the assessed valuation of any leasehold cstate is reduced by reason of its
being subject to outstanding excess royalties, overriding royaltics or production payments, the reduction in
ad valorem taxes resulting therefrom shall'inure to the benefit of the owner qr 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". goa 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 prosecute the protest to a final determination, unless sll
parties agree to abandon the protest prior to final determination. During the pendency of administirative
or judicial proceedings, Operator may elect to pay, under protest. all such taxes and any interest and
penalty. When any such protested assessment shall have been finally determined. Operator shall pay
the tax for the joint account. together with any interest and penalty accrued. and the total cost shall then
be assessed against the parties, and be paid by them, as provided in Exhibit ~C".

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

H. Insurance:

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

In the event Automobile Public Liability Insurance is specified in satd 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 Vill. :
ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other partics do not agree or consent thereto. the party desiring to surrender shall assign. without express
or implied warranty of title. all of its interest in such lease. or portion thercof. and any well, material and
equipment which may be located thereon and any rights in production thereafter secured. to the parties
not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest. the
signing party shall execute and deliver to the party or parties not desiring to surrender an oil and
lease covering such oil and cas interest for a term of one yvear and so lonae thereafter as oil and or

as-
gas
agas
is produccd from the land covered thereby. such lease to be on the form attuched hereto as Exhibit B,
Upon such assienment, the assigning party shall be velicved from all obhizations thereatter aceruing.
but not theretofore acerued. with respeet to the acreage assiened and the operation of any well thereon,
and the assigning party shall have no further interest in the lease assigned and its equipment and pro-
duction other than the rovaltics retained in any lease made under the terms of this Article. The parties
assignee shall pay to the party assignor the reasonable salvase value.of the latter's interest in any wells
and cquipment on the assigned acreage. The value of all material shall be determuned in accordance
with the provisions of Exhibit ~C”, less the estimated cost of salvasing and the estimated cost of plu'u-

ging and abandonminye, If the assianment is in favor of more than one party. the assigned interest shall
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of any shut-in well pavment shall be borne jointly by the parties hereto under the provisions of Articie
IV.B.3.

(R

(.. Taxes:

Beginning with the first calendar year after the effective date hercof. Operator shall render for ad
valorem taxation all property subject to this agreement which by law should be rendered for such
taxcs. and it shall pay all such taxes assessed thercon before they become delinquent. Prior to the ren-
dition date. each Non-Operator shall furnish Operator information as to burdens (to include, but not be
limited to, royalties. overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Opcrator. If the assessed valuation of any leasehold estate is reduced by reason of its
being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in
ad valorem taxes resulting therefrom shall inure to the benefit of the owner qr 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 ail tax payments in the man-

ner provided in Exhibit "C". gaa Article 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 prosecute the protest to a final determination, uniess all
parties agree to abandon the protest prior to final determination. During the pendency of adminisirative
or judicial proceedings, Operator may elect to pay, under protest. all such taxes and any interest and
penalty. When any such protested assessment shall have been finally determined. Operator shall pay
the tax for the joint account, together with any interest and penalty accrued. and the total cost shall then
be assessed against the parties, and be paid by them. as provided in Exhibit ~C".

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

H. Insurance:

At all times while operations are conducted hereunder, Opcrator 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 obtuained. Operator shall also carry or provide insurance for the
benefit of the joint account of the parties as outlined in Exhibit D", attached to and made a part hereof.
Operator shall require all contractors engaged in work on or for the Contract Area to comply with the
Workmen's Compensation Law of the State where the operations are beinz conducted and to maintain
such other insurance as Operator may require.

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

ARTICLE ViIlL :
ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

A. Surrcnder of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion thercof, and
other parties do not agree or consent thereto, the party desiring to surrender shall assign. without express
or implied warranty of title, all of its interest in such lease. or portion thercof. and any well. material and
cquipment which may be located thereon and any rights in production thereafter secured, to the partics
not desiring to surrender it. If the interest of the assizning party includes an oil and gas interest. the

as-
signing party shall execute and deliver to the party or partics not desirine to surrender an oil and gas
lease covering such oil and sas interest for 2 term of one year and so long thereafter as oil and or gas

is produced from the lund covered thereby. such lease to be on the form attached hereto as Exhibit ~B*.

Upon such assisnment, the assigning party shall be relieved trom all oblhizations thereatter aceruing

of any well theveon.
equipment and pro-
Article. The partics
interest in any wells
and equipment on the assigned acreage. The value of all material shall be determined in .accuz'dancu

but not theretofore acerued. with respeet to the acreage assiened and the operation
and the assigning party shall have no further interest in the lease assiened and its
duction other than the rovalties retained in any lease made under the terms of this
assignee shall pay to the party assienor the reasonable salvage value. of the latter's

with the provisions of Exhibit “C”, less the estimated cost of salvasinge and the estimated cost of plug-

sing and abandominz, I the assicnment is in tavoer of more than one party, the assigned interest shall
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be shared by the parties assience in the proportions that the interest of cach bears to the interest of atl
parties assignec. *

Any assienment orfSurrender made under this provision shall not reduce or change the assignor’s or
surrendering parties’ interest, os it was immediately before the assignment. in the balance of the Contract
Area: and the acreage assizned or surrendered, and subseguent operations thercon, shall not thercafter
be subject to the terms and provisions of this agreement.

B. Renewal er Exteunsion of Leases:

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

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

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

The provisions of this Article shall apply to renewal leases whether thev arve for the entire interest
covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease

“taken before the expiration of its predecessor lease. or taken or contracted for within six (6) months after

the expiration of the existing lease shall be subject to this provision: but any lease taken or contracted
for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
lease and shall not be subject to the provisions of this agrcement.

The provisions in this Article shall apply also and in likec manner to extensions of oil and gas
leases.  gea Article XV.E for additional provisions.

C. Acreage or Cash Contributions:

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

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

D. Subsequently Created Interest:

Notwithstanding the provisions of Article VIILE. and VIII.G. if any party hereto shall. subsequent
to execution of this agreement. create an overriding royally. production pavment, or net proceeds inter-
est. which such interests are hereinafter referred to as “subscauently created intevest”, such subscequently
created interest shall be specifically made subject to all of the terms and provisions of this agreement. us
follows:

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

party conducting such operations becomes entutled to recerve the production attributable to the interest
out of which the subscquently created interest s derived. such party shall receive same free and clear
ot such subsequently created interest. The party creating same shall bear and puy all such subsequently
created interests and shall idemnify and hold the other parties heret

o tfree and harmless from any and
all Tiabitity resulting theretrom. -

D T T IR
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2. If the owner of the mterest from which the subsequentiv ereated interest is derived (1) {ails to

pay. when due. its share of expenses chargeable hereunder. or (2) clects to abandon o well under pro-
visions of Arvticle VLE. hereof. or (3) elects to surrender a lease under provisions of Article VIILA,
hercot, the subsequeﬁlly created interest shail be chargeuable with the pro rata portion of all expenses
hereunder in the same mantier as if such interest were a working interest. For purposes of collecting
such chargeable expenses. the party or parties who receive assignments as a result of {2) or (3) above
shall have the right to enforce all provisions of Arvticle VILB. hereol against such subsequently ereated
nterest.

E. DMaintenance of Uniform Interest:

For the purposc of maintaining uniformity of ownership in the oil und gas leasehold interosts
covered by this agreement. and notwithstanding any other provisions to the contrary. no pariy shall
sell. encumber. transter or make other disposition of its interest in the lcasr:;' embraced within the Con-
tract Area and in wells, equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and equipment and production: ov

2. an equal undivided interest in all leases ond equipment and production in the Contract Arvea.

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

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

F. Waiver of Right to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located. cach
party hereto owning an undivided interest in the Contract Area waives any and all rights it mav have
to partition and have set aside to it in severalty its undivided interest thervein.
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interests~wJghe Contract Avea. it shall promptly zive written notice to the other parties, with 1
mation concermintsaoroposed sale. which shall include the name and address of the-atOspective pur-
chaser (who must be readi™w

the offer. The other parties shall .
receipt of the notice. to purchase on the sumc

proposcs to scll: and. if this optional right is

iitions the mnterest which the other party
e nurchasing parties shall sharve the pur-

sstantially all of its assets to a subsidiary or parent company or to a subsidiary
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_ ARTICLE 1IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create. and =hall not be construed to create. a relationship of part-
nership or an association for profit between or among the parties hereto.  Notwithstanding any pro-
visions herein that the rights and liabilities heveunder ave several and not joint or cotlective. or that this
agreement and operations hereunder shall not constitute o partnership. if. for Federal income tax pur-
poses. this agreement and the operations hereunder are revavded as a partuership, cach party hereby
affeeted elects 1o be excluded from the application of all of the provisions of Subchupter “K™, Chapter
I, Subtitle "A". of the Internal Revenue Code of 1934, as permitted and authorized by Sectiou 761 of
the Code und the reaulations promulaated thereunder. Operatur is authorized and directed to execute on
behalf of cach party hereby atfected such evidence of this ciection as mav be required by the Secretary
of the Treasury of the United States or the Federal Intevnal Revenue Serviee. including specifically, but
not by way ol limituation. all of the returns, statements, and the data required by Federal Regpula-
tions 1.761. Should there be any vequirement thuat cach party herebs atrected give further evidence “of
this clection, cach such party shall exceute such documents und furnish such other evidence as mav be
reguired by the Federat [nternal Revenue Scrvice oc as mav be necessary to evidenee thas election. No

-12. '
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such party shall zive any notices or take any other actinon inconsistent with the election made hercby.
If any present or future income tax laws of the state or states in which the Contract Avea is located or
any future income tax laws of the United States contain provisions similur to those in Subchapte:r K",
Chapter 1. Subtitle :\’ of the Internal Revenue Code of 19534, under which an clection similar to that
provided by Section 761 of the Code is permitted. cach party heveby affected shall make such clection as
may be permitted or vequired by such laws. In making the foregoing election. cach such party states that
the income derived by such party from Operations hereunder can be adequately determined without the
computation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

QOperator may settle any single damafe claim or suit arvising from opet '1t10n:, hercunder if the ex-
penditure does not exceed _Four thousandeseseeccc oo mmmc a2 ——————- - Doilars
(s_4.,000 00 ) and if the pavment is in complete settlement of such claim or suit. If the amount
required for settiement exceeds the above amount. the parties hereto shall assume and take over the

- further handling of the claim or suit. unless such authority is delegated to Operator. All costs and ex-

pense of handling, settling, or

otherwise discharging such claim or suit shall be at the joint exgense
of the parties.

If a claim is made against any party or if any party is suced on account of any matter
arising from operations hereunder over which such individual has no control because of the rights ziven
Operator by this agreement. the party shall immediately notify Operator. and the claim or suit shall
be treated as any other claim or suit invelving operations hereunder.

ARTICLE XIL
FORCE MAJEURE

If any party is rendered unable, wholly or in part. by force majeure to carry out its oblizziions
under this agreement. other than the obligation to make monev payments. that party shall give to all
other parties prompt written notice of the force majeure with reasonably full particulars concerning it:
thereupon. the obligations of the party giving the notice. so far as they ave affected by the force maieure.
shall be suspended during. but no longer than. the continuance of the force majeure. The affected zarty
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 shail not
require the settlement of strikes, lockouts, or other labor difficulty by the party involved. contrary o its
wishes: how all such difficulties shall be handled shall be entirely within the discretion of the party
concerned.

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

ARTICLE XIL
NOTICES

All notices authorized or required between the parties. and required by any of the provisions of
this agrcement. unless otherwise specifically provided. shall be given in writing by United States mail
or Western Union telegram. postage or charges prepaid. or by teletype. and addressed to the partv to
whom the notice is given at the addresses listed on Exhibit “A™., The originating notice given under any
provision hereof shall be deemed given only when received by the party to whom such notice is directed.
and the time for such party to give any notice in response thereto shall run tfrom the date the originat-
ing notice is reccived. 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 pregzaid.
or when sent by teletype. Each party shall have the right to change its address at any time, and {vom
time to time, by giving written notice hereof to all other pavties.

ARTICLL XIIL
TERM OF AGREEMENT

This agrecement shall remain in full force and viiect as to the otl and zas leases and ov oil and -

2as in-
terests subjected hercto for the period of time selected below:

o provided. however. no purty hereto shall
o any lease, or ot and gas interest con-
tributed by any other party bevond the term of this aureement.

ever be construed as havine any vight, ttle or antevest i or

173 Option No. 1: So long as any of the il and <us leases subjeet to this asreement remain of are con-
tinued tn toree as to any part ot the Contract Arca, whether by production. extension. rencwal or othcr-
wise. and or <o long as oil and/or gas production cantinues trom any lease or oil and gas interest.
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1 X Option No. 2: In the event the well deseribed in Article VILAL or any subsequent well drilled
2 under any provision of this agreement. results in production of oil and or gas in paving quantities, this
3 agreement shall continte force so lone as any such well or wells produce. or are capable of produc-
4  tion. and for an additional period of 120 davs from cessation of ail production: provided. however.
5 if. prior o the cxpiration of such additional period. one or more of the parties hereto are engazed in
6 drilling or reworking a well or wells hercunder, this agreement shall continue in force until such op-
7 erations have been completed and if production results theretfrom. this agreement shall continue in
8 force as provided herein. In the event the well desceribed in Article VILA.. or any subsequent well
9 drilled hercunder. results in a dry hole. and no other well is producing, ov capable of producing oil
10 and or gas from the Contragt Area. this agreement shall terminate uniess drilling or reworking opera-
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 agreement shall not relicve any party hercto from
14  any liability which has accrued or attached prior to the date of such terminhtion.

15

16 ARTICLE XIV.

17 COMPLIANCE WITH LAWS AND REGULATIONS

18 -
19 A. Laws, Regulations and Orders: =
20

21 This agreement 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 terprectation 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 govern.

33

34 ARTICLE XV.

35 OTHER PROVISIONS

36

gé A. Sale of Gas Production:

39 It is recognized by the parties hereto that in addition to each party's share
40 of working interest production as shown in Exhibit "A", such party shall have the
41 right, 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
43 for such royalty gas produced from or allocated to such lease or leases. It is
41 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.
49

50 B. Billing Additional Interests:

51

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
s¢ 1is further agreed that if any Party to this agreement (hereinafter referred to as
57 "Selling Party') disposes of part of the interest credited to it on Exhibit "A", the

58 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
0 assigned and shall make prompt payment to Operator for the entire amount of state-

g1 ments and billing rendered to it. It is further understood and agreed that if Selling
go 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

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

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

g interest. In.order to quqlify one assignge to receijve the billing for the entire

4 interest credited to Selling Party on Exhibit "A", Selling Party shall furnish

s o Operator the following: ,

49
70

- .~
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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 which it consents to
receive statements and billings for the entire interest credited to
Selling Party on Exhibit "A" hereof; and, further, consents to handle
any necessary sub-billings in the event it dnes not own the entire
interest credited to Selling Party on Exhibit "A".

C. Disbursement of Royalties:

If a purchaser of any 0il, gas or other hydrocarbons produced Erom
the Contract Area declines to make disbursements 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 disburse-
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 1list 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 dusbhursements
correctly, but will be liable for incorrect disbursement only in the
event of gross negligence or willful misconduct. Any Non-Operator for
whom such disbursements 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-
bursements in the manner prescribed by Non-Operator.

D, Article V1I.G., Addition:

If the Operator is requirad hereunder 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 committing 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 extension 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 worXing interest owner other than
the original lease owner renews or extends the lease, the renewing or
extending party shall furnish the original lease owner an itemized
statement of the complete renewal or extension costs and expenses of
such lease. The original lease owner shall have sixty (/0) days after
the receipt of such itemized statement to reimburse the renewing or
extending party in full. Failure of the original lease owner to do so
shall result in the forfeiture of its ootion hereunder. The provi-

sions hereof shall only apply to leases or portions of leases located
in the Contract Area,
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F. As between the interest of TXO and FINA, this
subject and subordinate to that Certain 9il & Gas
and Development Agreement dated October 22, 1982,
PRODUCTION CORP. and APCOT-FINADEL JOINT VENTURE.
conflict between this agreement and the 0il s Gas

Agreement shall he
Leasc Acquisition
hetween TXO

In the event of a
Lease Acquisition

and Development Agreement, the terms Of the 0il and Gas Lease

Acquisition and Davelopment Agreement shall prevail.

Upon termination

of the 0il & Gas Lease Acquisition and Development Agreement, this
Agreement shall be amended as between TXO and FINA in the manner sro-
vided in Article XXI of the Oil & Gas Lease Acquisition and )

Development Agreement.
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ARTICLE XVIL
MISCELLANEOUS

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

-1 G U e W e

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

—
o w o,

IN WITNESS WHEREOF. this agreement shall be effective as of ___16th day of November
19_84. ~

bt s pma
W N -

"OPERATOR ,
TXO PRODUCTION CORP.

By: MA,}}L/\; /['7//7’[

IQﬁSD. Hupp1e6ﬁ@5enior Vice President

b e s b s
o =1 & W

LI SR B
w W N~ C w0

NON-OPERATORS

NN
o W\

-3

N N
w

Roy G. Barton, Jr., Trustee of the Roy
G. Barton, Sr. and Opal Barton Revocable
Trust

Lo W W
e WO~ ©
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! ARTICLE XVL
MISCELLANEOUS

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

6

v This instrument may be exceuted in any number of counterparts, cach of which shall be considered

8 an original for all purposes.

10 IN WITNESS WHEREOF. this agreement shall be effective as of __16th day of November
11 19_84. :

13 "OPERATOR .
14 TXO PRODUCTION CORP.

. D. HuppeF,

) -
ps

Vv -
§%()or Vice President

24 v NON-OPERATORS
2%

27 - L PN
29 ..
30 Roy G« Barton, Jr., Trtiége’bf the Roy

31 G. Barton, Sr. and OpalBarton Revocable
32 Trust

62

63

64

65

i o

G7 ' ‘ -

68 .-

0
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CORPORATION ACKNOWLEDGMENT
THE STATE OF TEXAS 5

9
COUNTY OF MIDLAND §

BEFORE ME, the undersigned, a Notary Public in and for said County and
State, on this day personally appeared JOHN D. HUPPLER, known to me to be
the person and officer whose name is subscribed to the foregoing instrument
and acknowledged to me that the same was the act of the said TXO PRODUCTION
CORP., a corporation, and that he executed the same as the act of such
corporation for the purposes and consideration therein expressed, and in
the capacity therein stated.

GIVEN UNDER MY HAND AND SEAL OF OFFICE, thisa?’f?/ay of
A. D., 1984, T

My Commission Expires:

j.&g_gj : Midland,

c in and for
ounty, Texas

ACKNOWLEDGMENT
STATE OF TEXAS g
COUNTY OF DALLAS g
This instrument was acknowledged before me on the day of
, 1984, by " Attorney-in-Fact, on

behalf of APCOT-FINADEL JOINT VENTURE.

My Commission Expires: Notary Public, State of Texas

INDIVIDUAL ACKNOWLEDGMENT

STATE OF NEW MEXICO §

§
COUNTY OF LEA §

The foregoing instrument was acknowledged before me this‘iff day

of January ,A.D., 19 85 by Roy G. Barton, Jr.» Trustee of
the Roy G. Barton, Sr. and Opal Barton Revocable Trust.

My Commission Expires: ’r/ﬁ\f(,}ﬂ,\}%f{{hwzﬁadwl
January 14, 1985 Notary Public in and fqr - )
gea " County, ew Mexico
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CORPORATION ACKNOWLEDGMENT
THE STATE OF TEXAS S

]
COUNTY OF MIDLAND §

BEFORE ME, the_undersigned, a Notary Public in and for said County and
State, on this day personally appeared JOHN D. HUPPLER, known to me to be
the person and officer whose name is subscribed to the foregoing instrument
and acknowledged to me that the same was the act of the said TXO PRODUCTION
CORP., a corporation, and that he executed the same as the act of such
corporation for the purposes and consideration therein expressed, and in
the capacity therein stated.

GIVEN UNDER MY HAND AND SEAL OF OFFICE, this __ day of
A. D., 1984.

My Commission Expires: Notary Public in and for
Midland, County, Texas

ACKNOWLEDGMENT
STATE OF TEXAS §
COUNTY OF DALLAS g
This instrument was acknowledged before me on the day of
, 1984, by Attorney-in-Fact, on

behalf of APCOT-FINADEL JOINT VENTURE.

My Commission Expires: Notary Publiic, State of Texas

INDIVIDUAL ACKNOWLEDGMENT

STATE OF §
COUNTY OF g

The foregoing instrument was acknowledged before me this _ day
of JA.D., 19 by Roy G. Barton, Jr.

My Commission Expires:

Notary Public in and for
County,
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EXHIBIT "A"
Attached to and made a part of that certain Joint Operating Agreement
dated November 16, 1984 by and between TX0 Production Corp., Operator
and Roy G. Barton, Jr., Trustee of the Roy G. Barton, Sr. and Opal
Barton Revocable Trust, Non-Operator. ’

Contract Areé:

v 4

/2 Section 11, T-20-S, R-35-E, Lea County, New Mexico

Depth Limitations:

13,300' or to a depth sufficient to thoroughly test the Morrow Formation,
whichever is the lesser depth.

Interests of the Parties and their Addresses:

Before Payout After Payout
TX0 Production Corp., et al* .976525 .976525
900 Wilco Building
Midland, Texas 79701
Roy G. Barton, Jr., Trustee of the .023475 .023475

Roy G. Barton, Sr. and Opal Barton
Revocable Trust

P. 0. Box 978

Hobbs, New Mexico 88240

*TX0 Production Corp. has farmed-in the leasehold acreage of The Superior 01l
Company and Amoco Production Company in the SW/4 of Section 11 in order to
obtain the interests as reflected above.

OIL AND GAS LEASES AND INTEREST SUBJECT TO THIS AGREEMENT:

1. An undivided 7.5 net mineral acres underlying the SE/4 of Section 11,
T-20-S, R-35-E, Lea County, New Mexico. Owned in fee by: Roy G. Barton,
Jr., Trustee of the Roy G. Barton, Sr. and Opal Barton Revocable Trust.

2. See attached schedule of 0il and Gas Leases contributed to this agree-
ment by TXO Production Corp.



Lease #

42537-001

42537-002

42537-003

42537-004

42537-005

42537-006

42537-007

42537-008

42537-009

R

Lease Date

Schedule of 0il and Gas Leases contributed to this Agreement by TX0-

1/23/84

1/23/84

1/23/84

1/23/84

1/23/84

1/23/84

1/23/84

1/23/84

1/23/84

Lessor

Maggie J. Tidwell et vir J.B.
Bertha J. Spoonemore et vir
Donald E.

Alice Jordan

Nellie J. Caldwell, a widow

Mettie Jordan, Trustee

Nellie L. Jordan, a widow

Louise Hord, a widow

Emmitt Roy Jordan

m‘Ix.

Turner, et ux Dora

t

Lessee

TXO

WHomcnnwo:

Production

Production

Production

Production

Production

Production

Production

Production

Corp.

Corp.

Corp.

Corp.

Corp.

Corp.

Corp.

Corp.

Corp.

Recording Data

Volume/Page
369/104

368/666

368/663

'368/669

368/672

368/675

umm\mqm

368/681

368/684

Acreage Described In Lease

E/2 Section
R-35-E, Lea
Mexico

E/2 Section
R-35-E, Lea
Mexico

E/2 Section
w‘WW’m~ bmw
Mexico

E/2 Section
R-35~E, Lea
Mexico

E/2 Section
R-35-E, Lea
Mexico

E/2 Section
R-35-E, Lea
Mexico

E/2 Section
R-35-E, Lea
Mexico

E/2 Section
R-35-E, Lea
Mexico

E/2 Section
R-35-E, Lea
Mexico

11, T-20-S,
County, New

HHs elN°|m-
County, New’

11, T-20-8,
County, New

HH~ -H.INO.Im~
County, New

11, T-20-8,
County, New

H.P ? -HlNO|m r

.nocsnw. New

11, 1-20-S,
County, New

11, T-20-S,
County, New

11, T-20-8S,
County, New



Page 2

42537-010 1/23/84 Lewis R. Kerr, et ux Mildred TXO Production Corp. 368/690
42537-011 1/23/84 Imogene Flanagan TX0 Production ﬂOnw. 368/690
42537-012 1/23/84 S&S Inc. TXO Production Corp. 368/693

E/2 Section 11, T-20-8,
R-35-E, Lea County, New
Mexico

E/2 Section 11, T-20-5S,
R-35-E, Lea County, New
Mexico

E/2 Section 11, T-20-8S,

R-35-E, Lea County, New
Mexico .
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¢ p-sducers 08—TXO Form 111 - Revised 4/79

With Poonng Ciause OIL, GAS AND MINERAL LEASE

THiS AGREEMENT made and entered 100 this day of .19 . becween

hereinafter cailed “lessor” (whether one or more), whose post otfice address

and

> 4

hereinafter called “lessee”, whose post office add is

L. Lessor, in derstion of. Dollars (3. )
in hand paid, receipt of which is hereby acknow lecaed, of the royaities nerein provided and of the agreements ot the lessee herein contained, hereby grants, ieases and less. exclusively unto lessee
foe che purpose ot investiganing, exploring, prospecting, derling, miming and operaung for and producing oil, gas and atl ocher rmunerals. injecting gas, waters, other fhuids, air and other gaseous
substances into subsurface strata, laying pipe lines, storing ot building tanks, powet swations, electric transmussion hines, telephone lines, and other structures and thungs thereon to produce.
save, take care of, treat, process, store and transport sawd minerais and other products manufacrured cherefrom, and houstng and otherwise caring for its employees, the following cescribed fand

in County, Texas, to-wit:

Norwithstanding any particular description, it is nevertheless the intention of lessor to include within this lease, and lessor does hereby iease, not only the land so described buc alsoanyand all T

other land owned or claimed by lessor in the herein named survey or surveys, or 1n adjoining surveys, and adjoining the herein described fand up to the boundaries of the abutting landowners,

the leased lands being hereinafter referred to as “said land™. For the purpose of calculating the rental payments hereinafter provided for, said land is estimated 10 comprise
acres, whether it acvually comprises more or less. . - .
as long as this JOA is in effect

2. Subject to the ocher provisions herein contained. this lease shall remain in force for a term effivesityewrs from this date (called “primary term™), and as long thereaster as oil. gas of ather
mineral is produced from said physicat land or land with which said land or any part thereof is pooied, of this lease 1s maintained by virrue of some other provision nereot.

3. The royalties to be paid by lessec are: (2) onoil, and on other liquid hydrocarbons saved at the well, one-eighth of that produced and saved from said land, same to be delivered at the wellsor
to the credit of lessor in the pipe hine to which the wells may be connected with lessor s interest in either case bearing i1ts propoction of any expenses for treatng ol 10 make 1c marketable as
crude and lessee having the option, at any time or from nme to time, to purchase lessor’s oil at the well, paying therefor the lawful market price on the date of purchase for o ot like grade and
gravicy peevarling for the tield nearest wnere such ol is produced; (b) on gas, including casinghead gas and ail gaseous substances. produced from said land and soid, one-eighth of the amount
tealized from such sale; {c) on gas, inciuding casinghead gas and ail gaseous substances, produced from said land and used off sa:d land by lessee and not benetiteing iessor, the market vaive at the
mouth of the well of one-eighth of the gas 50 usea oif said land. (d) on all other minerals mined and marketed. one-cighth. erther in kind or vaiue at the well or mine, at lessee s eiection, except
that on sulphur the royalty shali be One Doltar ($1.00) per long ton: and (e) if at any ume while there 15 2 gas well or weils on the said land or land pooled therewnrh {for the purposes of this
clause (¢) the term " gas well” shall include welis capabie of producing narural gas, condensate, distillate or any gaseous substance and wells ciassitied as gas wells by any governmencat authority)
and such weil or wells are shut-in, this lease shall conunue in force for a period of either: (1) ninety (90) days trom the date such weil or wells are shut-n; (2) nmery (90) davs trom the
effective date for inclusion of sasd land or a portion thereof within 2 umit on which is located a shut-in gas weil: (3) the date this lease ceases (o be maintained by the payment of annual deiay
rentals; or (4) minecy (90) days from the date this lease ceases 1o be otherwise maintained as provided herein, whichever 1s the later date, and betore the expirationof any such period lessee or
any assignee hereunder may pay ot tender an advance annual foyaity equai to the amount of delay rentals provided for in thus lease for the acreage then held under this lease by the parey making
such payment or tender. and if such puyment or tender is made. this lease shail continue in force and 1t shail be considered that gas 1s being produced trom said land s paving quantities within
the mearung of Paragraph 2 hereot tor one (1) year from the date of such payment, and in like manner subsequent advance annuwai rovaity paymenes mav be made or tendered and ths lease shall
continue in torce and it will be considered that gas 1s being produced from sawd laad in paying quantities within the meaning of satd Paracrapin 2 duning any annual persaud for which such royaley
is 50 paid ot tendered: such advance annual royaity may be pawd or tendered in the same manner and 10 the same depository as provided heren for the pavment oc tender ot delay rentals; royaley
accruing to the owners thereof on any production from sawd land duning any annual period for which advance annual royalty 1s paia may be credited against such advance payment.

4. If operations for drilling or mining are not commenced on said land or on land pooled therewith on or before one (1) year from this dare, this lease shall termnate as to both partes, unless

on or before one (1) year from said date lessee shall pay or tender to lessor a rental of

Dollars ($ ) which shall cover the privilege of deferring commencement of such operations for a period of tweive (12) months I like manner and upon hike payment oc
venders, annuaily, the commencement of sawd aperations may be further deferred for successive periods of the same number of montchs, each during the primary term. Payment oc tender of

tentat may be made o lessor or to the Bank ,whichbank.orany
successor thereot, shall continue (o be the agent for lessor and lessor s heirs, representatives, successors and assigns. If such bank (or any successor bank) shail tail. iquidate, or be succeeded by
another bank, or for any reason (a1l or refuse to accept rental, lessee shall norbe held indefault unal thirty 1 30) days aftec lessor shall delsver o lessee a recordabie instrument making provision
for anotiner method of payment or tender. The pavment or render of rental may be made by check ot draft of lessee, mailed or delivered 1o sa1d bank o¢ lessor or esther lessor it more thanone,on
or before the renral paying date. and the payment or tender will be deemed made when the check or draft is so delivered or mailed. If lessee shail. on or before any cearal oc advance annuai
froyalty payment date. make a bona fide attempt to pay or deposst a rental or advance annual royalcy payment (o a lessor or royalry owner entitied therero under thes lease according tolessee s
records at the nme of swn payment, and if such payment or deposit shall be erroneous nany regard, lessee shall be obligated to pay 1o such lessoc or royaley owner the rental or advance annuai
royalty paymenc properly payabie for the peniod invoived, but this lease shail be masntained in the same manner as it such erroneous payment of depusic had been properiy made, provided chat
lessee snall correct such erroneous payment within charey {301 davs tollowing receipt by lessee of weitten notice from such lessor or royaicy owner ot the error accompanied by any documents
and other evidence necessary to enadie lessee 1o make proper payment.

3. Lessee is hereby given the power and right, as to all or any part of said land and as 10 any one or more of the formations thereunder and che minerais therein or produced therefrom. at its
10n and without lessor s joinder or further consent, (o at any t:me, and from time to ime, eicher betore or after production, pool and unitize the leasenold estate and the lessor s royalcy estate
created by this icase with the rights of third parnies. if any, 1n all o any pare of said land and with any other land. lands. leases, mineral and rovaley eignts. or any of them adjacent, adjoining, or
located within the immediate vicinity ot said land, whether owned by lessee or some other person, fitm of COrporaton, so as to create by such pouihing and uaitizauon one 0f More dniling or
production units, when to do 50 wouid. 1n the sole judgment ot lessee. promote the conservation of o, gas or other mineral. Each such dritling ot production unit, when limited o any one o¢
moce facmanioas aad (0 any one oe more of the minerals therein or produced therefrom, may from tme to time be enlarged and extended by lessee to additionally include any other facmation oe
formations and any other mineral or minerals therein o produced theretrom. Aiso, any such unit may be aitered or entarged by lessee at any nme 50 long as the (ol acreage therein does not
exceed the maximum heremnatter specified. Each such drilling or production unit shall not exceed forty (40) acres, plus an acreage tolerance noctoexceed ten percent (1071 of forey (40) acres,
when created for the purpose of dniling for or proaucing oil therefrom and six hundred forry (640) acres. plus an acreage toierance not twexceed ten per cent ¢ LO% ) of 31x hundred forey (640)
actes, when created for the purpose of dniiling for or producing gas, condensate or aay cornbination of such minerals therefrom, provided, however, if the maximumdriiling or production unic
fixed or allowed by the regulatory authonty, Federal or State, having jurisdiction in the premises, as a basis for the development and operation of or the productson from the field tn which said
land is located. be more than said maximum, then each such unit created hereunder may conform subseantially in size with those so prescribed or permatted and in force in the tield at cthe time
such untt 1s created. As 10 each such unit so createa by lessee, there shail be ailocated to the acreage zovered by this leasc, and included in the pooled unst. such‘roruonol the produccion from said
unit as the number of acres ous of this lease placed 1n any such unit, as such unit from time to me may be constituted, bears 1o the total number of acres included 10 such umie, and lessor agrees to
accept and shall recetve che royalties (advance or other kind) elsewhere speaified in this lease, based upon the production so ailocated 10 this lease or the proceeds thecefrom. The
commencement, drilling, completion of, reworking of or production from a weil on any poruon of the unit created hereunder shall have the same effect upun the terms of this lease as i a weil
wete commenced. drilled. compieted, reworked of producing on the fand embraced by this lease. Lessee may piace and use on each unit created hereunder common measuring and reworking
tanks for production from such unit. If lessee does create any such uaitor unics under the rights heren granted, then lessee shall execute 1n wrinng and record in the county or counties in which
each such unit or units created hereunder may be iocated an instrument idennfying and descnibing each such unit or unues so created. The development ot and production from eacin such unit
shall be 1n accordance with the vaid orders, ruies and regulations ot the lawtul authonry, either Federal or Scate, having junisdicition in the peemises Anv such unit created by lessee in
accordance with the terms hereot may be released and dissolved by lessce by a relcase filed foc record in the county of counties sn which such uaitis located ac any time after the compleuon of a2
dry hole or the cessation of production on such unuc. The provisions of this paragraph shail be construed as a covenant runnung with the land and shallinure to the benetic of and be binding upon
the pacues heteto, their heies, representarives, successars and assigas.

6. If, prior to discovery of oil, gas or other mineral on said land or land pooled therewich. lessee should drill and abandon a dry hole o holes thereon. or if. after discovery of oil, gasorother
mineral, the productron thereut should cease trom any cause, this lease shatl not erminate if lessee commences additoral dalling, mining of reworking uperations within ninety (90) days
thereatter, or (if st be Within the primary term) commences of Tesumes the payment of tender of rentals onor betore the rental paying date next ensuing atter the exmration of three (33 months
from dace of completion and abandonment of said dry hole or holes or the cessation of production. If, at the expiration ot the primary term, oil, g3s or other mineral is nut being produced from
said land or land pooled therewith buc lessee 1s then engaged 1n operations tor dnilhing, mining or reworking of any well of mine thereon, this lease snatl cemaen in force 50 long as such
operations or additional operations are commenced and prosecuted ( whether an the same of successive weils ) with 0o cessanon of more than aincty (‘D) consecutve days, and, if they resultin

roducticn, s0 loag thereatter as oil, gas or other mineral 1s produced from said land of tand pouied thetewich [n the event a weil or weils produciag orl or gas e paying quantaes should be
ght 1n on adjacent tand and within two hundred (200) feet of and draning said laad, lessee agrees to dnil such otfset wells as a reasonably prudent operator woukd dreil uader the same o
simular Gircumstances. The judgment of the lessee, when noc fraudulently exercised, 1n carrying out the purposes ot this lease shail be conclusive.

7. Lessee shali have free use of oil. gas and water from said land. except water from lessor’s wells and tanks, for all operauons hereunder. including sepressuting, pressure maiacenance., cyching
and secondary recovety operanions, and the royaity shall be computed atter deducting any so used. Aay structures and faciities placed on said land by lessee 1o operations hereunder and any weil
oc wells on said Lind drslied or used for the injection of salt wacer or otner tiuids may also be used for lessee s uperations on uther lands i1n the same area. Lessee shailhave the nightac any aume
during or atter the expiration of this lease (o remove all property and fixtures placed by lessee on said land. including the night todraw and remove allcasing When requited by lessur. lessee wall
bury all'plpe lines below ordinary piow depth, and no weil shall be drilled within cwo hundred (200) feet ot any residence or batn now on sad land without lessor s cunsent.

8. The nights of either parry hereunder may be assigned 10 whole or in pact and the provisions hereof shall extend 1o the heirs, representatives, successars and assigns. but no change or
division in ownersnip of the land, rentais or rovaities, however accompiished, shall operate 1o entarge he obhigations or diminish the rights of lessee Nu such change ur division in the
ownership of the tand. rencals or royatues shatl be binding upon lessee tor any purpose unul such person acquining any interest has furnished lessee with the instrument or instrumeas, ve
cetitied copses thereot. CONSHIAITING the Chain of title from tne ofigial lessor. In the event ot an assigament of this iease a5 10 2 segregated porton of saud land, the reatais payable hereunaer
shatl be apbornonm 23 berween the several leasenold owners ratably according to the surface area ot cach, and detauit 1n rencal payment by one shall not attect the nights ot otner leasehold
owners hereunder An assignment of this lease. in whole of :n patt, snail, to the extentol such assignment. relieve and discharge iessee ot any obligatiuns hereunder. and, if iessee ur asnignee vt
part or parts hereot shall tad or make detault 1n the payment uf the proportionate partof the rentais due from such lessee or assignee ot tatl o comply with any other provision ui thus lease. suh
default shall not athect this lease 1nsotar 28 it covers 3 part of sad land upoa which lessee or any assignee thereot shail make payment ot said rentals. Should mure than sz parties becume enutied
10 royalties hereunder, Lessee may require the appasniment of a singic agent 10 receive paymens for all and may withhold payment until such appuintment hus been made
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o EXHIBIT . O

“Attached to and made a part of .that_certain.doint Operating.Agree-
ment.dated November. 16,..1984 by and between TXC Production
Carp-,...()nerator._ and.Roy..G.. Barton, Jdr., Trustee, Non-Operator

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Definitions

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

“Joint Operations” shall mean all operations necessary or proper for the development. operation, pro’ecnon and
maintenance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties.

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

“First Level Supervisors™ shall mean those employees whose primary function in Joint Operations is the direct
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 emplovees 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 emplovees.

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

6.

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

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expenditure. lease or facility. and all charges and credits. summarized by appropriate classifications of in-
vestment and cxpense 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-Opcrators See last page
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share of estirared cash outla\ for the succeeding month’s opcratlon Opu.rator shall adjust_ecpch-monthly billing
to reflect advances recelven—i the Non-QOperators. /

Each Non-Operator shalr pay its proportion or—=H-bills within -fiftedn (13) davs atfter receipt. If payment is not
made within such time, the unpaid balazce shall’ bear inteTres—snanthls at t‘*c rate of twelve percent (129() per
annum or the maximum_contract ‘raté permitted by the applicable usurv—tme=n_the :.tate in which the Joint

Prop\.m__}_;/..m..x;ed‘\\. hichever is the lesser. plus attornev's fees, court cost;, and oth
the=cScution—oiPaid—aitiowits

onnection with

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 following
the end of any such calendar year, unless within the said {wenty-four (24) month period a Non-Operator takes
written exception thereto and makes claim on Ogperator for adjustment. No adjustment faverable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting trom 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 year within the twenty-four (24) month
period following the end of such calendar vear:; 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 1. Where there are two or more Non-Ovperators, the Non-Ogcerators shall make every reasonable effort to
conduct joint or simultanvous 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-Opcrators

Where an approval or other agreement of the Parties or Non-Operators is expressty required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary prov isions in regard thereto, Opecrator shall noufy all Non-Operators of the Operator's progosal, and

the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
tors.

—_] —
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II. DIRECT CILARGES

Ogerator shall charge the Joint Account \uth the following items:

1.

Rentals and Royvalties

Lease rentals and rovaliizs naid by Operator for the Joint Operations.
Labor

A. (1) Salaries and wades of Ogerator's ficld employees directly emploved on the Joint Property in the conduct

of Joint Operations.
(2) Salaries of First Level Supervisors in the ficld.

(3) Salur‘lgs and wages of Technical Employvees directly emploved 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 te
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A oi this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this

Section II. If percentage assessment is used, the rate shall be based on the Operator's cost e experience.

C. Expencitures or contributions made pursuant to assessments imposed by covernmen:al authority which are

applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
- tion 1L

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

Employee Bencefits

Operator’s current costs of established plans for emplovees’ 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 chargeabie 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 IV. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use

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

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 warchouse or other properties, no charge shall
be made to the Jeint Account for a distance greater than the distance from the nearvest reiiable supply store,
recognized barge terminal, or railway receiving point where like material 1s normally available, uniess agreed
to by the Parties.

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

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

Services

The cost of contract services. equipment and utilities provided by outside sources. except services excluded by
Paraaraph 9 of Scetron II and Paragraph 1. ii of Section II. Thie cost ot professtonal consultant services and con-
tract services of technical personnel directly engaved on the Joint Property if such charges are excluded irom the
Overhead raics. The cost of professional consuliant services or con b services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Jomt Account unless previously agreed to by
the Parties.

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operaling expense. insurance, taxes, depreciation. and interest on investment not to exceed cight 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 charges in Paragraph TA abkove. Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 207/, For autometive 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 repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by five, tlood. storm. thett. accident. or other cause, except those resulting from Operator's
aross neglizence or willful misconduct. Operator shail {urnish Non- Ogperator wrilten notice of damuges or losses
incurred as soon as practicable after a report thereo! has been received by Operator,

Legal Expense

Expense of hundling, investizating and settling litication or claims. discharging of liens, payment of judaments
ana amounis daid lor settlement of claims ncurred in or resulling from operations under the agrcement or
ndcessary to protecet ov rvecover the Joint Property. excent that ne charge for services of Operator’s lesal staff
or Iees or cxgense of outside attorneys shall be made unless previousiv agreed to by the Parties. All other legal
expense 1 ¢nnsidered to te covered by the overhead provisions of Section 111 unless otherwise agreed to by the
Parties. except as provided in Section I, Parauraph 3.

[y



10.

11.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thercor. or the prodcuction therctrom, and which taxes have been puid by the Operator for the benefit of tne
Partics.

s

Insurance

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

Other Expenditures

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

III. OVERIEAD

Overhead - Drilling and Producing Operations

i. As comrpensation for adminisirative, supervision, office services and warehousing costs, Operator shall charge -
drilling and producing operations on either:
( X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B. -
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicabie burdens and expenses of all personrnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
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 emplow.d on the Joint Property shall () shall
not ( X) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis

(1) Operator shall charze the Joint Account at the following rates per well per month:
Drilling Well Rate $.6,802.00 '
Producing” Well Rate $_680,00

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

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released. whichever is later, except that no charge shall
be made during suspension of drilling operations for fiftcen (13) or more consecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or completion equipment moves oif loca-~
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations f{or tifteen {15) or more consecutive days

[3] Charges for wells undergoing any tvpe of workover or recompiction for a period of five (3) con-
secutive davs or more shall be made at the drilling well rate. Sucnh charges shall be applied for
the period Irom date workover operations, with rig, commence through date of rig release, except

that no charge 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 mJected into for any portion of the month shall ke considered
as a.one-well charge tor the entire month.

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

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall te 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 plugzing and abandonment operations
are completed on any well.

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

(3) The well rates shail be adjusted as of the first day of April each vear foliowing the cffective date of the
agreement to which this Accounting Procedure is attacned. The adjustiment shail be computed by multi-
plving the rate currently in use by the percentage increase or decrease in the average weekly carnings of
Crucde Petroleum and Gas Production Workers for the lust calendar vear compared to the calendar vear
preceding us shown by the index of average weexly carnings ot Crude Petroleum and Gas Fields Produc-
tion Workers as pubdiished by the United States Department of Labor. Bureau of Labor Statistics. or the
equivalent Canadiun index as published by Staustics Canada, as appiicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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B. Overneaa - t"ureentzze Basis
(1) Qpuerator shall churae the Joint Account at the fullowing rates:
{a) Deveiopment

— s Percent (‘) of the cost of Development of the Joint Property exclusive of costs
provided uncaer Paragraph 9 of Scetion II and all salvage credits.

{b) Ogpcrating

—_— Percent ( ;) of the cost of Operating the Joint Droperty exclusive of eosts provided
under Paragraphs 1 and 9 of Section II. all salvage credits. the value of injected substances purchsszed
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

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

For the purpose of determining charges on a percentage basts under Paragraph 1B of this Section III, ce-
velopment shall include all costs in connection with drilling, redrilling, decpening or any remecdial 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 abandoging when the well is not com-~
pleted as a procucer, and original cost of construction or installation of fixed assets. the expansion or fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as ce:.ned in
Paragragh 2 of this Section III. All other costs shall be considered as Operating,

2. Overhead - Major Construction )

To compensate Operator for overhead costs incurred in the consiruction and installation of fixed assets. the ex- _
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the develocment and
operation of the Joint Property, Operator shall either rnecotiate a rate vrior to the beginning of construertion, or shail
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 thaﬁ S 25,000.00 but less than $ 100,000.00 ; plus
B. 3 ¢ of total costs in excess of $ 100,000.00 but less than $1,000.000:; plus-
C. ______2__.‘,"0 of total costs in excess of $1,000.000.

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

3. Amendment of Rates

The Overhead rates provided for in this Section III may be amended {rom time to time only by mutual avreement
between the Parties hereto if, in practice, the rates are found to be insutfficient or excessive. '

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

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

1. Purchases

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

(L)

Transicrs and Dispositions

Aaterial furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Querator, unless otherwise agreed to by the Parties, shall be priced on the tollowinyg bases exclusive of cash dis-
counts:

A. New Material (Condition A)

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

(2) Line Pipe
(a) Movement of less than 30.000 pounds shall be priced at the current new price, in effect at date of

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

{b) Movement of 30.000 pounds or more shall te priced uncer px'o_\'xs'xons of tubular goods pricinz in Para-
grapn ZA (1) of this Section IV,

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

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property

(a) At seveniv-rive percent (753¢0) or eurvent now price, as determined by Puracsraph 2.\ of this Scetion IV,

1 )

(2) Matertal moved from the Joint Property
(a) At seveaty-{ive percent (737,) of current new nprice, as determined by Paracraph 24 of this Scetion IV,
if Material was originaily charced to the Jomt JAccount as new Naterial, or )
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(1) at sixtv-rive percent 15377) of current new price. as determined by Parazvaph 24 of i
IV. it Materat was ortgmally charzed to the Joint Account as vood used Maieral Lt seventy
cent (737, ) or current new price.

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

G

Material which is not in sound and serviceable condition and not suitable for its orviginal funciion until
alter reconditioning shall be priced at fifty percent (507;) of current new price as determined by Para-
graph 1A of this Scction IV. The cost of reconditioning shall be charged to the receiving proserty, 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 normaily utilized by the Qperator without prior approval
of Non-Operators.

D. Obsolete Material

AMlaterial 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 (13¢) 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 be charzed at applicable percentage of the current knocked-down
price of new Material.

Premium Prices

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

notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share

of such Material suitable for use and acceptable to Gperator.
Warranty of Malterial Furnished by Operator

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

V. INVENTORIES
Operator shall maintain detailed records of Controllable Material.
Perivdic Inventories, Notice and Representation
At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
Written notice of intention o take inventory shall ke given by Opcerator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taxen. Failure of Non-Orperators
to be represented at an inventory shall bind Non-Ogerators to accept the inventory taxen by Operator,
teconciliation and Adjustment of Inventories

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

Special Inventories

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

Expense of Conducting Periodic Inventories

Tiie expense of conducting periodic Inventories shall not ke charzed o the Joint Account unless agreed to by the
Partics.

Unless otherwise provided for in the agreement, the Operator may
require the Non-Operators to advance their share of the estimated cash
outlay for the suceeding month's operation. O0Operator shall adjust
eacn monthly billing to reflect advances received from the Non-
Operators. Each Won-Operator shall pay its prooortion of all bills
within fifteen (135) days after receipt. If payment is not made within
such time, the unpaid balance shall hear interest monthly at the maxi-
mum legal rate permitted by the apolicable usurv laws in the state
which the joint property is located; or, if the maximum legal per-
mitted rate is less than eighteen percant (18%) per annum and such
rate may be modified as agresed between the parties, then, in such
event, the unpaid bdalance shall bear interest monthly at the rate of
eighteen percent (18%) per annum. However, vursuant to either rate,
attorney's fees, court costs, and all other costs incurred in connec-
tion with the_ collectlon of these unpaid amounts shall be recoverable.

in
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EXHIBIT "D"

SCHEDULE OF INSURANCE

Unit Operator shall carry the following insurance covering opera-
tions under this agreement at the expense and for the benefit of the

parties hereto, to-wit:

Worker's 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 subroga-
tion in favor of Non-Operator.



EXHIBIT "E"

GAS BALANCING AGREEMENT

I.

From and after the date of initial delivery of gas from the prooerty, a oarty
owner taking and disposing of, during any monthly accounting period, 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 disposino 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-
produced 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 pipelinels) for the account of
such party owner. "Overproductlon" 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.

I1.

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 1978, 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 aophcc.ole
to the source (each separate identifiable geologic source or production contained in a well
bore) of gas producnon 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.

1.

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. If 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,
each may take a share of such underproduction in the direct proportion of its joint
interest thercin to the total joint interest therein of all parties desiring to take such
underoroduction, provided, however, that anv narty or parties having a cumulative
underproduction status shall have a first oriority to take and market the underproduction
over a party or parties having a cumulative overproduction status.

Any party having cumulative underproduction of a particular gas classification
category shall he entitled to take a quantity of gas of such particular gas classification
("make-up") in excess of its full share of such pas up to twenty-five percent (25%) of the
full share of gas of parties having cumulative overproduction of such -particular
" gas classification. In the event there is more than one cumulative underproduced party
seeking to make up underproduction, each such cumulative underproduced party shall be
entitled to make up gas in the direct prooortion that the cumulative underproduction of
such party bears to all cumulative underoroduction of all parties then desiring make-up
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pas of the particular gas classification category. In the event there is more than one
cumulative overproduced party required to furnish gas for make-up of underproduction, in
absence of agreement between the affected parties, each such cumulative overoroduced
party shall furnish make-up 2as (up to the twenty-five percent (25%) limitation heretofore
provided) 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 gas of the particular gas classification category in which it 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 gas 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
overproduction, 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 cr
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 recsived 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 qualifies
for the storage fee 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
party(ies) 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 underproduced partylies) to the partylies) entitled to be paid the
. storage {ces.
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VI,

At the termination of gas oroduction for a given gas classification category
from the property, the overproduced party or parties shall make a monetary settlement of
the imbalance by pavment to the Operator for the account of the party or parties
underproduced in that particular gas classification category, based on the price per Mcf
the overproduced par<{y or parties actually reccived for each Mcf of the overproduced gas.
The price used f[or 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 shall rely on the

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

VIIL. .

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 pav 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 anv 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.

Viii.

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 Energy 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).
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NCNTISSRUMNATION AND CZRATIFICATICH OF NOMNSEGRECATED FACILITIES
A. Ezuat Cssertemite Clagwa {61 CF2 ¢9.1.5). {Applicable only ta contracis or purchase arders lor more than $12,3738.)

During the oerlormance of t™s cantracs, the Operator agre=s as {ollows:

(1) The Coeraer will not discriminate aganst any emclove= or asolicant {or emoloyment because of race, color, religion, sex, of national
origin. The Cderatae will take allfirrmative action to ensurs that apphicants are employed, and 1hat emoloyess are trzatea Zuring emaloyment,
witnout fegarc 13 therr racs, ¢dlor, renigion, sex, of national origin. Such 2ctian shall include, but not de imitzd to the {oflowing: Impleyment,
UPRrasing, czmasien, of ransier, recruitment or recruliment acvertuising, layofl or teeminations, inclucing aporanticesiig. The Coerator azgrees

10 P33t 17 CONI0ICLOUS Dlaces, avadadlie to emolovess and applicants {ar emptoyment, noticss to be proviced by the canrracting otlicer s=tung
forih the provisions cf Gus nonciscrimination clause.

(2) The Copszrator wiil, in all solicitations or advertisements for empioyees placed by or on behaif of the Operator, state that all qualifies
applicants will recsive coasiceration fer employment without regacd 1o race, colar, religion, sex, or national origin.

(3) The Czerator will send to =aca lador union cr reoresentative of workers with which it has a collective barzaining azre=ment or other

€ontract cr uncerstancing, A notice to b2 provided by the agency contracung officsr, advising the labor union or workers' regresentative of the
Operater's commitments uncar 3ection 252 of Executive Ordze 11246 of Saptember 24,

1963, and shall post copies of the noucs in Conspicuous
places avaiiabie 19 employ=<s and agciicants {or employmeant. .

(4) Thz Qoerater will camzly with all provisions of Executive Order 11266 of September 24, 1965, and of the rules, regulations, and relevant’
orcers of the Sccretary of Lasar.

{5) The Ooecrator will {urnish all information and reports required by Executive Crder 11246 of Septambder 2%, 1963, and by the rules,
regulations, and orcers of the Sexrst

Secrztary of Lador, or pursuant thereto, and will permit access to its books, records, and acgounts by the
contraciing agency and the Secratary of Lador far purposes of investigation to asceriain compliance with such rules, regulations, and ordars.” -

{6) ln the event af the Cperator's noncomsliance with the nondiscrimination clauses of this contracs or with any of such rules, r=gulaticns, ae
ordzrs, RIS €3ATF3CT May D= cancelsd, tarminated, or susoended in wnole or in part and the Operator may be declared ineligiziz for further
GCovernment contracts in accorcangs with procedures authorized in Sxecutive Ordar 112%6 of Septemper 24, 1955, and such oiler sanclions may

be imposed and remecies invoked a3 provicad in Executive Order 11256 of Septe=mber 24, 1563, or by rule, regulation, or ordar of the Secretary of
Labar, ar a8 otherwise provicee by law,

. (7)) The Ogerator will include the pravisions of pacagraph (1) through (7) in every subcontract or surchase order unless zxemoted by cules,
regulations, or orders ¢f the Secratary of Lador issued pursuant to section 206 of Zxecutive Order 11266 ot September 2%, 1963, so that such
provisions will be binding upon each sudcontracior or vendor. The Operater will take such action with respect to any subcsatrac: or purchase
ordse as the contracling agency may direct as a means of enforcing such srovisions including sanctions {or noncompliance: Provided. however,
that in the event the Operaiar decomes invaived in, or 15 threater=a with, litigation witn a subcontractar or vendor 2s a result 92 sucn diceciicn 3y
the contracting 2gency, the Operator may request the United States 10 enter into such litigation to protect the intarests of
I !
B.

the Unitedg States.

Cerzification of Nonsesrenated Tazilities (61 CE2 30-1.3). {Applicadte only to contracts or purchase orders which are nat exempt from the
Provisions o (e Squal Vpporiunity Ciause set out adove.)

¥

The Operator certifies that it does not, and will not, maintain or pravide for it employees any segregated facilities at anv =f its estzblishments,

ad that it ¢azs not, and will not, permit its employess 0 perform their servicss at any locatian, unaer 1it cantrol, where segragatea faciities ace
:aint2ned, The Ocerator agress that a breach of this certilication is a violation of the Zgual Coportuniry Clause in this contraz: ar surchase order.-
s used in this carulization, the term “tzgregated {acilities” means any waiting rcoms, work areas, rest rooms and wash rooms, rzst2urants and other
ating areas, time clocks, iocker (ooms ang ather storage or dressing areas, pariang lots, drinking {suntains, regrz=aticn or nfeclldinment areas,
~2nsoactation, and housing facitities previced for employess wnich ace segregited by exahicit directive or are in {act segregated =n the basis of race,
se=d, color, or naticnal or1z1n, because of haoit, local custom, or otherwise., The Operator further agre=s that (excest where 1t has obtained identica
srulicazions from proposea sudcsntracisrs for specific time periods) it will edtain identical carulicauons {rom proscsed subcentraciars prior o the
~2rd of subeoniracis excssding 510,800 wnich are not ex=mpt {rom thes provisions of the Zgual Coparzumity Clause; that it will retain such
wriifications inits {ilas; and tnat it wil] forward the {cllowing notics to such crososed subcontractors (excest whrre the prooosed subccairacisss have
:semitted identical cernifications (ar szezilfic time perisesk NOTICS TO PROSPZICTIVE SUBRCIONTAACTORS OF RIQUIREMENT FCR CERTIFICA-
(SNS OF NONSZIORZICATED FACILITIZS., A Certificate of Nonszgregatsa Facilities must be suocmitted prior to the aware of a tubcontraes
cce=ding S10,220 which is not exzmpt from the provisions of the Zzual Cpportunity Clause.

The czrufication may be submizted either for each
:>eontract or for all subcontracss <uring a period (i.e., quarterly, semiannually, or annually).

C. Alfirmative Acuizn Comoliance B-azram (41 CF7 60-1.%0). (Applicable only if (a) the Operator has 50 or more employess and (b} the
contract or gurcnase orcer is foc 335,500 of more.) :

The Cperator shall develop a written aZiirmative acticn program for each of i estahlishments, and, within 122 days from the effegciveness of
WS Centracs or purgnase crcer, shat!

sl

maintan a ccpy of separats programs lor eacn estashishment, including evaluations of utilization of minerity
=up personnel and the job ciazsifizaion tasies, at cach local office respansiole for the personnel matters of such estadblishment.

D. Exaiover isematizn Re

2ocx (31 CF2 65-1.7). (Aoslicadbls only if (a) the Coerator Ras 50 or more emoloyess, (5) the Operator is not exemst

louricant 0 sezuion s~ et iatic vt at the Coce of Faderal Regulauons) frem the reguirement for tiling Employer Information Repert
EZC-1, and () the contract or purcnase ordsr is for $30,000 or more.)

The Operztar agrees to file with the apgropriate Faderal agangy annually, on or befere the 3ist day of March, comolete and accurate reports on
wneard Form (€0 (220-1) promuigated jointly by the Office of Federal Contract Compliance, the

. Zqual Employment Opportunity Commission and
s for Progress or such form as may hereatiier be promu!gaz:‘d in its place. : '

E. Aflirmative Action for Disabled Vererans and Vetsrans of the Vietnam EB-a (31 CF2 66-292). {Applicable only to contrac:s or purchase orders
for 31C,L20 or more.)

The allirmative acticn cClause prescribed in section §0-250.% of Titde ¢ of the Codz of Federal Regulations is incorporated herein by reference (as

mitted by cecuion 60-25C.22 of said Regulauons) as if sat out in full at this point. 12 thz Ooarater (a) has 50 or more employces ana (b) this contract
surcsase order §s lor $33,000 or mere, then within 120 days from the

i
|
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etfez

iveness af s contract or purchase order, the Operatar shall prepare
maintain 20 allirmative a¢uon program ac each establishment which shall set farth the Oparator's policies, practices and procedures in accordance
n section 65-220.6 of said Regulauons,

F.

Allirmative Acticn for Handicasoed Workers (4] CFR £3-751.%). (Apphicable only 1o centracis or purchase orders fof $2,5C0 or more.)

The aflirmative action clause orascrided in section $5-751.% of Titde 61 of the Cede ef F

rzl Regulations is incorporated herein by reference (as
Titted by sezticn 53-741.22 of said Regulations) 23 i set out in (ull at trus point. 1L the Coerator {a) has 30 or more emplovess and (9) this contract
urcrase orcer 13 for $30,2G0 or more, tnen, within 120 davs of the elizcliveness cf thus cantract or purchase order, the Operator shall presare and
Alain an aflrmative actizn program at each establishment, which program shall set focth the Cperater's pohicies, practices and procedures in
irgance with section 60-741.6 ot said Fegulations.

-cta

C. Utilizatina ef 'Yirority Baginess Careenrigag {Taderal Drocurems=nt Dag.

clatiens 1o
wmich M2y exceec >I3,00G0)

121 (Applicante only 1o cantracts or purchase orders

(1) It s the ooticy of the Covernmeant that munarity business enterprises snall have the maximum practicadle opportunity to participate in the
performance of Covernment coatracts.

{2) The Qoerator 2grees t5 use My best efforts 1o carry out his oohcy in the award of his subcontraces to the fullest extent €3nsIstent with..
the efliCienrt Dartermancs ©f 103 CONIrACT, A used 1n (his €INFACT, 0e term “munoriTy Sutinesy enterorise” means a business, at least 30 percent }
3 WwAICH 3§ Jwnes SY MINOTItY §70uUd Mamoers ¢, 1A Case ¢l PUdLCly Owned Suuinelses, 3¢ least 5t percent of the stock of which 13 owned by |
TINOAItY 270U memdery. Far tte ursoset ol thut Celrullen, minority Croud MemSers are Megroes, Soanith-spea«ing AMerican persons,
American-Onientyly, Amer.cin-ir21d1s, Amaerican-Iikimes, 4nd AmeniZan Aieuts, Cenatracrars M3y rely on written representdtionsy By
LICONITITISrs regdrCing TNAIM 313TUS A3 MuNOrly Jusiness enterpriiedan licu o anincedencent inveshigaton,




TXO PRODUCTION CORP

AUTHORITY FOR EXPENDITURE Al

€GAR 24 Revd 81 DRILLING WELL Date __Jain. 10, 1985 To.cd.
Dicrict West Texas Well Name Sprinkle Federal Weli No. 1
Well Location 660" FNL & 660' FWL, Section 26, T-18-S, R-32-F Depth 13,300’
fiig__ Corbin South (Morrow) County ___L€a StateLVEw Mexico
Prepared By: Mark Weideman Submitted By: Dallas District ——
C‘:\g NATURE OF EXPENDITURE QUANTITY ESTIMATED COST
i - CASH MAT.L ON HAND TOTAL
{ DRILLING
01 Casing 750" ‘13 3/8'" 4500' 8 5/8" 90 D00 90 POO|
f 02 Casinghead 15 000 15 P00
03 Location, Road & Dirt Work damages & stake 50 000 50 poO
| 04 Drilling - Footage/Turnkey i
05  DOrilling-Daywork 55 days @ $4500 L2247 500 247 500
06 Drilling - Rig Support  MI & MORT X 25 000 25 000
07  Bits  1-174"  3-122"  8-7 7/8" 42 000 ! 42 000
08 Supervision 57 days @ 3250 . 14 250 ! 14 P50/
09 Overhead ! ! i !
© 10 Mud & Chemicals & water 65 000 ! L 65—!‘0001{
B Cementing Services & Supplies & csg. crew 28 000 . ; 28 1000:
'L 1 Testing & Logging & nudlogger i 35 %0 ‘ | 35 1000]
T 13 Rentals ' s 12 000, F 12 000
114 otherIDC ; 10 000! 10 000
{ 15 Other Equipment ! 10 000 ; 10 1000}
| |
: TOTAL DRILLING 643 750 ; 643 750
L COMPLETION ‘ |
17 Casing  13.300' LAY 125 poo 125 1000
T718  Tubing 13,300' 2 3/8"° ' 77 D00 77 looo
IRE Wellhead 10 P00 10 1000
20 Subsurface Equipment 10 000 : 10 1000
{21 Supervision ]8 days @ $250 | 4 500 | 4 500
|L 22 Mud & Chemicals & KCL water f &4 500 4 500
|{ 23 Testing, Logging & Perforating ' 12 000 | 12 1000
L 24 Stimulation | 20 000 20 1000
1 28 Overhead ; ’ ’ ;
i 26 Rentals 8 500 | 8 500!
| 27 ServiceRis 18 days @ $1500 27 000 i 27 000
. 28 Cementing Services & Supplies & csg crew 20 000 ; 20 000!
. 29 Other IDC | 10 000 10 000!
b TOTAL COMPLETION | 328 500 L1 3281500,
’ PRODUCTION EQUIPMENT : ! o L
32 Pumping Unit i i i ‘ ; B
L33 Engine & Motor | ‘ | ! : ! |
. 34 Rods # | : ‘ | !
'35 Flow Lines ‘ 2 500 3 2 ?500
[ 36 Meters | 6 500 S 6 55002
' 37 installation | 2 000 e 2 000"
38 Storage ‘ 15 000 i v 15 1000,
D Separation & Treating ] | 1 000 L 15 1000
’ 40 Other Equipment ; 10 000 3 “ 70 !0@
; TOTAL PRODUCTION EQUIPMENT : 51 000 - e 51 1000
[l TOTALS | 1023 250 L 1023 500]
BILLING INT DATE APPROQOVED: (this space for approval only)
W1 OWNER NAME (7 decimals) APPROVED :

TX0O PRODUCTION CORP.
Case No. 8494
2/27/85 Examiner Hearing
Exhibit No. 7
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AUTHORITY FOR EXPENDITURE !

TXO PRODUCTION CORP Al
EGRM 24 Rev 3 31 DRILLING WELL Date __Jair. 10, 1985 co.ca.
District West Texas Well Name Sprinkle Federal Weii No. !
Well Location 660" FNL & 660' FUL, Section 26, T-18-S, R-32-E Depth _13,300°
Eielq__ Corbin South (Morrow) County Lea State New Mexico
Prepared By: Mark Weideman Submitted By: Dallas District
: C:g" NATURE OF EXPENDITURE QUANTITY chen E;:r:;io:::;. ToTAL
| DRILLING
T o1 casing 750’ 13 3/8" 4500' 8 5/8" 90 D00 90 P00
1 02 Casinghead 15 P00 15 00|
03 Location, Road & Dirt Work dannges & stake 50 000 50 00|
04 Drilling - Footage/Turnkey ! i
05 Drilling - Daywork 55 davs @ $4500 247 500 247 500
06 Drilling - Rig Support  MI & MORT 25 000 25 000
07 Bits  1-1741  3-12f1 87 7/8" 42 000 42 000,
08 Supervision 57 days @ $250 ‘ 14 250 14 P50
| 09 Overhead | : 1
10 Mud & Chemicals & water : : 65 000 } < 65 0001
T Cementing Services & Supplies & CSg. crew ‘ ! 28 000 x 1 28 1000:
[ 12 Testing&Logging & mudlogger 5 |35 000 | 35 000
713 Rentals | | - 12000 | 12 000
114 Other IDC | 10 000! 10 000
l 15 Other Equipment t . 10 000 10 000
TOTAL DRILLING l 643 750 643 1750
i COMPLETION :
L7 Casing  13.300' 44" ? 125 000 125 1000}
! 18 Tubing 13,300' 2 3/8"° : 77 000 77 1000]]
1 19 Wellhead : 10 000 10 1000
120 Subsurface Equipment 10 000 | ‘ 10 000
: 21 Supervision 18 davs @ $250 : 4 500 | | 4 {500
V22 Mud & Chemicals & KCL water | 4 500 5 500
i 23 Testing, Logging & Perforating { 12 000 12 000
124 Stimuiation | 20 000 20 1000
1 25 Overhead : 1 | ! .
26 Rerals | 8 500 | 8 1500/
|27 SeviceRig 18 days @ $1500 27,000 L 27 1000
. 28 Cementing Services & Supplies & csg crew i 20 000 : 20 jOOO?
" 29 Other IDC | 10 000 10 000!
3 TOTAL COMPLETION | 328 500 L1 3281500,
" PRODUCTION EQUIPMENT ’ | : L
‘ 32 Pumping Unit ;‘ ; | 11
© 33 Engine & Motor ) | j
34 Rods ; ; i ! : F
‘ 35 Flow Lines l 2 500 1 E 2 500
| 36 Meters . ; 6 500 D 6 1500
37 Installation ! 2 000 2 ?000‘i
. 38 Storage : 1. 15 000 P 15 1000
-39 Separation & Treating _ 15 000 - j 15 OEE
40 Other Egquipment ' 70 000 : I 70 !Ooa
TOTAL PRODUCTION EQUIPMENT i 51 000 . - 51 1000
‘: TOTALS | L1023 250, L1023 500]
BILLING INT DATE APPROVED: (this space for approvai only)
W1 OWNER NAME {7 decimais} APPROVED

TXO PRODUCTION CORP.
Case No. 8494
2/27/85 Examiner Hearing
Exhibit No. 7

- AFE No. Property No.

———— e,



BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO

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

CASE NO.

8 60 S0 o0 o0

TXO PRODUCTION CORP.
Case No. 8494
2/27/85 Examiner Hearing
Exhibit No. 8

AFFIDAVIT OF MAILING

STATE OF NEW MEXICO )
COUNTY OF EDDY ; os

The undersigned, being first duly sworn, upon oath,
states that on the 8th day of February, 1985, the undersigned did
mail in the United States Post Office at Artesia, New Mexico, a
true copy of the Amended Application of TXO Production Corp. for

Compulsory Pooling and an Unorthodox Location, in securely sealed

postage prepaid envelopes, addressed to the following named par-

ties:
NAME ADDRESS

Joseph S. Sprinkle P. O. Box 6483
Denver, Colorado 80206

O. H. Berry One Marienfield Place, Suite 188
Midland, Texas 79701

Lewis Burleson P. O. Box 2479
Midland, Texas 79702

J. Cecil Rhodes One Marienfield Place, Suite 388

Midland, Texas 79701

Pa;ti Menefee ?




SUBSCRIBED AND SWORN TO before me this 8th day of Febru-

ary, 1985.
My commission expires: / Glbect i/ Q//za@m—@/\/
3-8 Notary Public




BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO

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

CASE NO.

AFFIDAVIT OF MAILING

STATE OF NEW MEXICO )
COUNTY oF EDDY ; °s

The undersigned, being first duly sworn, upon oath,
states that on the 8th day of February, 1985, the undersigned did
mail in the United States Post Office at Artesia, New Mexico, a
true copy of the Amended Application of TX0 Production Corp. for
Compulsory Pooling and an Unorthodox Location, in securely sealed
postage prepaid envelopes, addressed to the following named par-
ties:

NAME ADDRESS

Joseph S. Sprinkle P. O. Box 6483
Denver, Coloradoc 80206

0. H. Berry One Marienfield Place, Suite 188
Midland, Texas 79701

Lewis Burleson P. 0. Box 2479
Midland, Texas 79702

J. Cecil Rhodes One Marienfield Place, Suite 388
Midland, Texas 79701

.
Paéti Menefee é




SUBSCRIBED AND SWORN TO before me this 8th day of Febru-

ary, 1985.
s ) Q
My commission expires: S TGS vt e S Al
/-3 58 Notary Public




