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Survey Results

Region: West Texas and Eastern New Mexico-3

Oil Wells
Monthly Drilling Well Rates Monthly Producing Well Rates
Depth in Feet 1984 1983 1984 1983
Responses But Average Average Average Average
1984 1983 Over NotQOver orMean Median orMean Median orMean Median orMean Median
144 168 0- 5,000 $2910 $2850 $2805 § 2460 $ 305 $ 325 §$ 280 §$ 280
116 140 5.000-10,600 3,580 3,530 3,375 3,350 365 375 340 345
47 56 10.600-15.000 4515 4,330 4,265 4,000 460 475 430 400
23 16 15,000-20,000 5.495 5,200 4,565 4,750 585 540 485 475
12 8 20,000 5,915 5,495 5,300 4,500 660 650 515 500
29 37 No Depth Limit 4,110 3,850 3,835 4,100 425 400 415 440
Gas Wells
Monthly Drilling Well Rates Monthly Producing Well Rates
Depthin Feet 1984 1983 1984 1983
Responses But Average Average Average Average
1984 1983 Over NotOver orMean  Median orMean  Median or Mean  Median  orMean  Median
91 111 0- 5.000 $2945 $2875 $2780 § 2510 $ 315 § 335 § 270 $ 290
72 95 5.000-10.000 3.610 3.500 3.495 3.530 380 395 345 350
37 16 10.000-15.000 4,680 4.5340 4,675 4.500 485 475 420 430
24 17 15,000-20.000 5.345 5.070 4,950 +4.965 565 520 500 495
12 8 20.000 5.990 4.905 6.015 5.590 670 650 530 550
27 30 No Depth Limit 4.030 4.000 3,925 4,000 410 00 415 410
.~
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January 11, 1985

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

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

Gentlemen:

TX0 Production Corp. hereby proposes the driliing of the Sprinkle Federal
#}, 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 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 wi!lingrto 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, TX0
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
differcnce 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 vour execution.

TX0O PRODUCTION CORP.
Case No. 8494
: 2/27/85 Examiner Hearing
T e CLL R, Exhibit No. 2



January 11, 1985
Mr. Lewis Burleson
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 Jjoin 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

- I S i L T ity
B S N - I SR I A S Y PR S Sy VilC SRS T S



PS Form 3800, Feb. 1982

v

bl
K.
W

(3s1913Yy aag)
TIVN TYNOILYNHILNI 404 LON

03QIA0Hd 39VH3A0D JONVYNSNI ON
TIVN a31411439 HOd 1d13034

RY TIPS

- * U.S.G.P.0. 1983-403-517
o AJozls
2| Slszlz2] 2 2] §] 31 =] 21 %
2| J|sc|gc| 2| 8| 2| 2| o 5| &
L5 S =1 (£} = I~y - @ ~
s Tle3(35| 3| 8| F| & o] & -1
=3 g ag 3y o o a ° o g
S el 212288 2| & @ s| 8
Qs 2 <
5 o] &la2|23| 8 5| 8 2| 8
c 81 ogg/P*| FI 3 wl
o o] pled{Be| 3 N .
2 2lezl®3 | <3| 2 3 @
< 23198 | n! 8 =
g|on| 23| 8 g 7y
- 2l |50 ® s v
»§= @ o
~ <% g
- ax| & Iy
8 =
- 3 2
) = 3
o — (D
o -l O »
p—) Q
> o =
S>< 1
=y
-
—
>

-

@ sENDER: Complets items 1, 2, 3 and 4.

Put your address in the “RETURN TO" space on the
reverse side. Failure to do this wil! prevent this card from
being returned to you. The return receipt fee will provide
you the name of the person delivered to and the date of
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January 11, 1985

Mr. Joseph 8. Sprinkle
P. 0. Box 6483
Denver, Colorado 80205

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

Gentlemen:

TX0 Production Corp., hereby proposes the driiling of the Sprinkie 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. Encliosed please find two (2)
coqies of our Authority for Expenditure (AFE) for the drilling of this
well.

At this time, TX0 seeks your election to join in the well. 1f, 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-18-5, 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 equal to the
difference between 25% of all the oll 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, 2lternatively 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. Joseph 5. 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 join 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

Js/dp
Enclosure

T
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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 drilling of the Sprinkle Federal
#1, a 13,30G0* Morrow Test at a location of 680' FNL & 660' FHL 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 to join in the well. If, after you
have reviewed the AFE, you decide you would like to participate in the
well, please sfign 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-18-5, 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 equal to the
difference between 25% of all the o1 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 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.

ey



January 11, 1985
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 Of1 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,

Very truly yours,

Jeff Bourgeois
Landman

JB/dp
Enclosure
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January 11, 1885

e, Cect) Rhodes  —— 4 LT Q

Suite 388
One Marienfeld Place
Midland, Texas 7970}

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

Gent lemen:

TXO Production Corp. hereby proposes the drilling of the Sprinkle Federal
#1, a 13,300' Morrow Test at a location of 660' FRL & 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 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, TX0O would be willing to Tarmin
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 sald 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 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

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
Landman

JB/dp
Enclosure
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January 11, 1985

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

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 drilling of the Sprinkle Federal
#1, a 13,300 Morrow Test at a location of 660' FNL & 660' FHL 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, TXQ 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 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 TXC 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 term, please advise and the
respective agreements will be prepared and forwarded for your execution.



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



January 11, 1985

Petro-Atlas Corp.

999 - 18th Street
Suite 2908

Denver, Colorado 80202

Re: Sprinkie Federal #1
Well Proposal
N/2 Section 26
7-18-S, R-32-E,
Lea County, New Mexico

Gentlemen:

TX0 Production Corp. hereby proposes the drilling of the Sprinkle Federal
#1, a 13,300 foot Morrow tost at a location of 660" FNL & 660°' FHL 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 Petro-Atlas Corp.'s election to join in the well,
1f, after you have reviewed the AFE, Petro-Atlas Corp. decides it 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 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 Secttion 26, T-18-S, R-32-E, Lea County, New Mexico to a depth of
13,300 feet or a depth sufficient to test tha Morrow Formation, TXO
would earn an assignmant from Petro-Atlas Corp. of all {its 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 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. Petro-Atlas Corp. would
have an option at payout to convert its 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 Petro-Atlas Corp. elects to join in the drilling of this weil, or
alternatively farmout under the afcrementioned general farmout terms,
please advise and the respective agreements will be prepared and foruarded
for your execution,



January 11, 1985
Petro-Atlas Corp.
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 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. Frank L. Shogrin
Box 229 //

Hygiene, Colorado 80533

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 drilling of the Sprinkle Federal
#1, a 13,300* Morrow Test at a location of 660" FNL & 660' FUWL 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 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 would 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-18-5, 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
fn 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 shal}l
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. Frank L. Shogrin
Page two

TX0 is putting this well in line on otur 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 13, 1985

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

Re: Sprinkle Federal #1]
Well Proposal
N/2 Section 26
7-18-S, R-32-E,
Lea County, New Mexico

Gentliemen:

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-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 ane copy cf 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 tha N/2
of Section 26, 7-18-S, R-32-E, Lea Couniy, New Mexico to a depth of
13,300 feet or z 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 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. 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 cooperation in this matter.

Very truly yours,

Jeff Bourgeois
Landman

JB/dp
Enclosure



e W e

e

“———tvd.It £861 AINPLLLGE WO Sd.

N

o o am €

v

S

- 1413938 NHNL3Y Silsawod

IS

-
i
i
v

@ senDER: Complete items 1,2, 3 and 4.

Put your address in the “RETURN TO" space on the
reverse side, Failure to do this will prevent this card from
being returned to you. The return receipt fee will provide
you the name of the person delivered to and the date of
delivery. For additional fees the tollowing services are
availabie. Consult postmaster for fees and check box(es)
for service(s) requested.

1. t] Show to whom, date and éddress of delivery,

2. O Restricted Delivery, =~ L7

3. Articie Addressed to:

Mr. Jack Huff
P. 0. Box 247% _ -
Midland, Texas 79702}

4. Type of Service: Article Number
3 Insured

Fl{egistered
0 cop

Certified
{1 Express Mail

P 639 589 885

Always obtain signature of addressee or agent and
DATE DELIVERED.

5. Signature — Addressee

X -

6. Signature — Agent
X

[24opa] dutadS - [BS0GOAd | |9M

s

- 7. Date ot Delivery

8. Addressee's Address (ONLY if requested and fee paid)

* U.S.G.P.0. 1883-403.517

-~

-

PS Form 3800, Feb. 1982

_,-.P B39 589 885

RECEIPT FOR CERTIFIED MAIL

NO INSURANCE COVERAGE PROVIDED
NOT FOR INTERNATIONAL MAIL

{See Reverse)

senttoMr. Jack Huff

Street and No.

P.O., State and ZIP Code M] d ] and

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 $

Postmark or Date

January 14, 1985




Jv
( C»(ECE!VED

FOREIGN OPERATIONS F. L. SHOGRIN JAN 2 100 AREA CODE 303
NIWOT FINANCIAL CENTER OiL 8 GAS PROPERTIES s it 2 o 158 298-1867
NIWOT, CO 3325 ANACONDA TOWER 298-1868
- - TREET CPL 2897
444-3149 §65-17TH S TEXAS OIL GAS CORp
852-2029 DENVER, COLORADO 80202 VURP,

January 25, 1985

TXO0 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, I elect to accept
the farmout which you proposed and decline joining in the drilling of your
well, or force pool.

Very truly yours,

A7 A S

F. L. Shogrin

FLS:1lr

Note: I call your attention to the fact that my interest to 4500 feet
has been assigned to Mr. C. W. Stumhoffer, Ft. Worth, Texas, to
a depth of 4500 feet. FLS

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



FA Petro Atlas Corgorationj

OIL PRODUCERS ‘

RECEIVED
JAN 25188

TEXAS OIL GAS CORP.
January 25, 1985

TX0 Production Corporation
900 Wilco Building
Midland, Texas 79701

Attention: Jeff Bourgeois
Re: Sprinkle Federal #1
N5 Section 26

T18S, R32E
Lea County, NM

Gentlemen:

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

James L. Harden 111, President

JLH 1I1/es

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




C C RECEIVED

JACK HUFF JAN 24 1555
Oil and Gas Producer
TEXAS OIL gAS CORP,

January 22, 1985

TX0 Production Corporation
900 Wilce Building
Midiand, TX 79701

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

Attn: Mr. J=2ff Bourgeois

Gentlemen:

Reference is made to your letter dated January ll, 1985 regarding the
drilling of a Morrow Test in Section 26 and vyour request for either my
joinder in the well or a farmout to vou.

This will advise that T would be willing to farmout my interest in the

Sprinkle Ledse in the above cartioned tract of land to vou on the terms
outlined in vour letter.

Yours verv truly,

ack Huff

JH/nn

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



New Mexico 0il1 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 011 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 Tocation 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 0il 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

By: Zééizé gzg;éé /

Title:Landman

Date: February 22, 1985

TX0 PRODUCTION CORP.
Case No. 8494 .
2/27/85 Examiner Hearilng
Exhibit No. 4



A.A.P.L. FORM 610 - 1977

MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT
DATED

OPERATOR _ TX0 Production Corp.

CONTRACT AREA__N/2 Section 26, T-18-S, R-32-E

COUNTY QRUDERALKX OF LEA STATE OF _NEW MEXICO

COPYRIGHT 1977 — AlL RIGRTS RESERVED
AMERICAN ASSCCIATION OF PETROLEUA LANDMEN
APPROVED FORM AAPL NO 410 - 1977 REVISED
MAY BE ORDERED DIRECTLY FROM THE PUBLISHER
KRAFTBILT PRODUCTS. 30X 800, TULSA. CK 7410}

TXO PRODUCTION CORP.
Case No. 8494
2/27/85 Examiner Hearing
Exhibit No. 5
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OPERATING AGREEMENT

THIS AGREEMENT. entered into by and between TXO0 Production Corp.
, hereinafter designated and

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

WITNESSETH:

WHEREAS. the parties to this agreement are owners of oil and gas leases and or oil and gas in-
terests in the land identified in Exhibit A", and the parties hereto have reached an agreement to explore
and develop these leases and or oil and gas 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 partics to this agreement.

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

D. The term ~Contract Area” shall mean all of the lands. oil and gas leaschold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands. o1l and gas leasehold interests and oil and gas interests arce 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 “Dnrilling Party” and “Consenting Party” shall mean a party who agrees to join in
and pay its share of the cost of any operation conducted under the provisions of this agreement.

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

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

ARTICLE IL
EXHIBITS

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

part hereof:
[X 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 subjecct to tihis agreement,

(5) Addresses of parties for notice purposes.

X1 B. Exhibit "B". Form of Lease.

i C. Exhibit =C’". Accounting Procedure. -
X D. Exhibit D", Insurance.

|_Xgi E. Exhibit "E", Gas Balancing Acreement,

X: F. Extubit “F7, Non-Dircrimmation and Certification of Non-Scarceated Factlities,

If any provision of any exhibit, except Exiubit “E7 15 inconsistent with any provision contained
in the body ot this agreement. the provisions m the body ot this agreement shall prevail.
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1 ARTICLE HIL ' LL E G l B LE
2 INTERESTS OF PARTIES

3

4 AL 0Oil and Gas Interests:

b

6 It any party owns an unleased oil and gas interest in the Contract Arvca. that interest shall be
7 treated for the purpose of this agreement and during the term hercof as if it were a leased interest
8 under the form of oil and gas lease attached as Exhibit “B”. As to such interest. the owner shall re-
9 ceive rovally on production as prescribed in the form of oil and gas lease attached hereto as Exhibit
10 "B". Such party shall. however, be subject to all of the provisions of this agreement relating to lessees,
11  to the extent that it owns the lessee interest.

12

13 B. Interest of Parties in Costs and Production: .

14 )

15 Exhibit “A™ lists all of the parties and their respective percentage or fractional interests under this
16 agrcement. Unless changed by other provisions, all costs and liabilities incurred in operations under
17  this agrecement shall be borne and paid. and all equipment and material acquired in operations on the
18  Contract Arca shall be owned by the parties as their interests are shown in Exhibit “A”. All produc-
19 tion of oil and gas from the Contract Area. subject to the pavment of lessor’s royalties -ahiche—uiii—li
20  bowrresba—iheJoint Account shall also be owned by the parties in the same manner during the term
21  hereof: provided. however. this shall not be deemed an assignment or cross-assignment of interests cov-
22 ered hereby.

23

24 ARTICLE IV.

25 TITLES

26

27 A. Title Examination:

28

29 Title examination shall be made on the drillsite of any proposed well prior to commencement of
30 drilling operations or. if the Drilling Parties so request. title examination shall be made on the leases
31 and or oil and gas interests included. or planned to be included. in the drilling unit around such well.
32 The opinion will include the ownership of the working interest. minerals, royalty. overriding rovaity
33 and production payments under the applicable leases. At the time a well is proposed, each party con-
34 tributing lcases and or oil and gas interests to the dritlsite, or to be included in such drilling unit, shall
35 furnish to Operator all abstracts (including Federal Lease Status Reports). title opinions, title papers
36 and curative material in its possession free of charge. All such information not in the possession of or
37 made available to Operator by the parties. but necessary for the examination of title, shall be obtained
38 by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
39 Copies of all title opinions shall be furnished to cach party hercto. The cost incurred by Operator in
40  this title program shall be borne as follows:

41

42 1 Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including
43 preliminary. supplemental. shut-in gas voyvalty opmions and division order title opinions) shall be a
44 part of the administrative overhead as provided in Exhibit “C.” and shall not be a direct charge, whether
45 performed by Operator's staff attorneys or by outside attorneys.

46

17 X Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys
48 for title examination (including preliminary. supplemental. shut-in gas royalty opinions and division
49  order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
50 Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit “A".
Opecrator shall make no charge for services rendered by its statf attorneys or other personnel in the
52 performance of the above functions.

33

54 Each party shall be responsible for securing curative matter and pooling amendments or agreements
55 required in connection with leases or oil and gas interests contributed by such party. The Operator shall be
56 responsible for the preparation and recording of Pooling Destanations or Declarations as well as the
57 conduct of hearings before Governmental Agencies for the securmsg of spucing or pooling orders. This
538  shall not prevent any party from appearinz on its own behalf ut any such hearing,

59

60 No well shall be drilled on the Contract Area until arter (1) the title to the dreillsite or drilline ynit

61 has been examined us above px'm'id(-(l.-gv.r»(l) the title has been approved by the examining attorney or
62 title has been accepted by all of the parties who are o participate in the deilling of the wetl,

63

64 B. Loss ol Title:

65

66 Lo Failure o, Title: Should any ol and cas interest ov leases or interest therein, be lost through
67 latlure o1 htle. which loss results i reduction ol interest from that shown on Exhibit A" this acree-

66 ment, nevertheless, shall continue m foree as o ol remannne ol and cas leases and interests. and

1Y (a) The party whose ol and cas bease or anterest s atfected by the utle tmlure shall bear alone
T e entire doss and 1t shall not be catitied to recover trom Opevator or the other parties any development
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for been responsible . .
o operating ¢osts /whlch 1t may have Ihoretofm‘c'/pewr&-. but there shall be no monetary habihty 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 parties shall be revised on an acre-
age basis. as of the time il is determined finally that title failure has occurred. so that the interest of
the party whose lease ov interest is affected by the title failure will therearter be reduced in the Contract
Arca by the amount of the interest lost: and

(c) I the proportionate intcrest of the other parties hereto in any producing well theretofore drilled
on the Contract Area is incrcased by reason of the title failure. the party whose title has failed shail
receive the proceeds attributable to the increase in such interests ({less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well;
and .

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

(e) Any liability to account to a third party for prior production of oil and gas which arises by
reason of title failure shall be borne by the party or partiesq‘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-Pavment 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) davs from the discovery of the fail-
ure to make proper payment. which acquisition will not be subjeet to Article VIILB. the interests of
the parties shall be revised on an acreage basis. effective as of the date of termination ot the lease in-
volved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event
the party who failed to make the required payment shall not have been tully reimbursed, at the time of
the loss, from the proceeds of the sale of oil and sas attributable to the lost interest. calculated on an
acrecage basis, for the development and operatine costs therctotore paid on account of such intervest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it {(but not for its share of the
cost of any dry hole previously drilled or wells previousiy abandoned) from so much of the following
as is necessary to effect reimbursement:

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

(b) Proceeds. less operating expenses. theveatter accrued attributable to the lost interest on an
acreage basis, of that portion of oil und g¢as thereafter produced and marketed (excluding production
from any wells thereatter drilled) which, in the absence of such lease termimation, 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 i proporuion to their respective in-
terests: and

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

3. Other Losses: All losses incurred, other than those set forth in Articles 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. e o shall Le the

Operator of the Contrucet Arca, and <hail conduct and direct und have tull control of all uperations on

the Contract Arca as permitted and required by, and weithim the himits o) thas agreement. It shall con-
duct all such operations in g good and workmanhike manner, but 1t shail hive no liability as Operator
to the other parties for losses sustained or habilittes ancurred, exeept such as may result from gross

neglicence or willful misconduet.

"
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B. Resignation or Removal of Operator and Sclection of Successor:

1. Resienation or Removal of Operator: Operator may resign at any time by giving written notice
thercof to Non-Opetators. 1f Operator terminates its legal existence. no longer owns an interest in the

Contract Area. or is ne longer capable of serving as Operator. it shall cease to be Operator without any
action by Non-Operator, except the selection of u successor. Operator may be removed if it fails or
refuses to carry out its duties hereunder. or becomes insolvent, bankrupt or is placed in receivership.
by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit “A". and not on the number of parties remaining after excluding the voling
interest of Operator. Such resignation or removal shail not become effective until 7:00 o'clock A.M.
on the first dav of the calendar month following the expiration of ninety {90) days after the giving of
notice of resignation by Opcratér or action bv the Non-Operators to remove Operator. unless a successor
Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after effect-
lve date of resignation or removal, shall be bound by the terms hereof as a N'bn—Opcratox‘. A change of
a corporate name or structure of Opcrator or transfer of Operator’s interest to any single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

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

C. Employees:

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

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual
rates prevailing in the area. If it so desires. Operator may employ its own tools and equipment in the
drilling of wells, but its charges therefor shall ot exceed the prevailing rates in the area and the rate
of such charges shall be agreed upon by the parties in writing before drilling operations are com-
menced. and such work shall be performed by Operator under the same terms and conditions as are
customary and usual in the area in contracts of independent contractors who are doing work of a sim-
ilar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the 1st day of June . 198_5. 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 dili'gence to.aszDth.Of ]3,300'
or to a depth to sufficiently test the Morrow formation, whichever is the
lesser

unless granite or other pruactically impenetrable substance or condition in the hole. which venders
further drilling impractical, is encountered at a lesser depth. or unless ull parties adree to complete or
abandon the well at a lesser depth.

Opcerator shall make reasonable tests ot all formations encountered durne drilling which give in-
dication of containtne oil and vas in quantitics sulteient to test, undess this ugreement shall be limited
in its application to o specitic formation or formations, in which event Opcerator shall be required to
test only the tormation or tormations to which this aoreement may apply.

It. 1 Operator’s pudement, the well will not produce oil or 2as i paving quantities, and it wishes

to plue and abandon the well as o drey hole, 1t shall tivst secure the cotsent ot all parties and shalil

plus and abandon same as provided i Article VIE L hereot,

4
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B. Subscquent Operations:

3 1. Proposed Operations: Should any partv 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 back a dry hole dritled
5 at the joint expense of all parties or a well jointly owned by ail the partics and not then producing
6 in paving quantities. the party desiring to drill. rework. deepen or plug back such a well shall give the

7 other parties written notice of the proposed operation. specifyving the work to be performed. the loca-

8 tion. proposcd depth. objective formation and the estimated cost of the operation. The parties recetv-
9 ing such a notice shall have thirty (30) davs after receipt of the notice within which to notify the
10 parties wishing to do the work whether thev 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 forty-eight (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 lo participate in the cost of thé proposed operation. Any
15 notice or response given by telephone shall be promptly confirmed in writing.

17 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article
183  VIB.1. or VLLE.1. elects not to participate in the proposed operation, then, in order to be entitled to
13 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) davs after the expiration of the notice period of
21 thirty (30) davs (or as promptly as possible after the expiration of the forty-ecight (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 proceed with the operation as vroposed. Each Consenting Party. within forty-eight (48)
33 hours (exclusive of Saturday. Sunday or legal holidays) after receipt of 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’ intevest. #The proposing party, at its
38  election. may withdraw such proposal if there is insufficient participation. and shall promptly notify
39  all parties of such decision,

0 *and failure so to advise the proposing party shall constitute
_ ' ~an election under ,
41 The entire cost and risk of conducting such operations huall be borne by the Consenting Parties in

12 the proportions they have elected to bear same under the terms ot the preceding paracraph. Consenting
43 Parties shall keep the leaschold estates involved in such operations free and clear of all liens and
14 cncumbrances of every kind created by or avising from the operations of the Consenting Parties. If such
453 an operation results in a dry hole. the Consenting Parties shall piuz and abandon the well at their sole
46 cost. risk and expense. If any well drilled. reworked. deepencd or pluzged back under the provisions

47 of this Article results in a producer of oil and or gas in paring 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 commencement 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 Parties. and the Consenting Parties shall own and
53  be entitled to receive, in proportion to their respective interests. all of such Non-Consenting Party’s
5¢ interest in the well and share of production thercfrom until the procceds of the sale of such share,
535  calculated at the well. or market value thereot if such share is not sold (after deducting production
56 taxes. rovalty, overriding rovalty and other interests existing on the effective date hereof, payable out of
37 or measured by the production from such well aceruing with respect to such interest until it reverts)
58  shall equal the total of the following:

59

60 (a) 300 . of cuch such Non-Cunsenting Party’s share of the cost of any newly aequired surface

Gl equipment bevond the wellhead connections  (including, but not himuted to. stock tanks. separators.
62 treaters. pumping cquipment and pipine). plus 10070 or cach such Non-Consentine Party's share of the
63 cost of operation of the well commencinz with tivst production and eontinume until cach such Non-

64 Consenting Party's relinguished  interest shall revert to it under other provisions of this Article, it being

63 aurced that cach Non-Consenting Party’s share ol such costs and cquipment will be that interest which
tit; would have been charceable to cach Non-Consenting Party had it partieipated i the well from the be-
67 cinninge ol the operation: and

683

nh th) ‘}Og - ot that vortion or the costs and expenses or dodline reworkine, deepening, or pluusing

A thek, testing wand vompictinz, alter deauetine any o casn contributions received under Article VIILCL and

-5 -
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400 . o that portion of the cost of newly acquired equipment in the well (to and including the well-
head connections). which would have been chargeable to such Non-Consenting Parly if it had partici-
pated therein. *See Aprticle XV.G. for additional provisions

Gas production attributable to any Non - Consenting Party’s relinquished interest upon such Party’s
clection. shall be soid to its purchaser. it availuble, under the terms of its existing gas sales con-
tract. Such Non - Consenting Party shall divect 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 relinquished interest. If such Non - Consenting Party has not
contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
tion as provided above. the Consenting Parties shall own and be entitled to receive and seil such Non-
Consenting Party’s share of gas as hereinabove provided during the recoupment period.

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

In the case of any reworking, plugging back or deeper drilling operation. the Consenting Parties shall
be permitted to use, free of cost, all casing. tubing and other equipment in the well. but the ownership of
all such equipment shall remain unchanged: and upon abandonment of a well after such reworking.
plugging back or deeper drilling, the Consentine 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 opervations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
ventory of the equipment in and connected to the well, and un itemized statement of the cost of drilling,
deepening, plugging back. testing, completing, and cquipping the well for production: or, at its option.
the operating party., in licu of an itemized statement of such costs of operation, may submit a detailed
statement of monthly billings. Each month thereatter. duringe the time the Consenting Parties are being
reimbursed as provided above, the DParty conducting the operations tor the Consenting Parties shall furn-
ish the Non-Counsentinz Parties with an itemized statement of all costs and liabilities incurred in the
operation of the well, together with a statement ot the quantity of oil and gas produced from it and the
amount of proceeds realized from the sale of the well's working interest production during the preceding
month. In determining the quantity of oil and gas produced during any month. Consenting Parties
shall use industry accepted methods such as. but not limited to, metering or periodic well tests. Any
amount realized from the sale or other disposition of equupment newly acquired in connection with any
such operation which would have been owned by a Non-Consenting Party had it participated therein
shall be credited against the total unreturned costs of the work done and of the cquipment purchased.
in determining when the interest of such Non-Consenting arty shall revert to it as above provided:
and if there i1s a credit balance, it shall be pard to such Non-Consenting party.

If and when the Consenting Parties recover from o Non-Concenting Party’s relinguished interest
the amounts provided for above. the velinquished interests of such Non-Consenting Party shall auto-
matically revert to it. and. from and after such reversion. such Non-Consenting Party shall own the same
interest in such well. the materiil and equipment in or pertaming 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. 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 hereto.

Notwithstanding the provisions of this Article VI.B.2. it is agreed that without the mutual consent
of all parties. no wells shall be completed in or produced from a source of supply from which a well
located elsewhere on the Contract Avea 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 described in Article VLA, except (a) when Option 20 Article VILD.L. has been selected, or (b)
to the reworking, deepening and plugaing back of such inttial well, of such well s or thereafter shall
prove to be a dry hole or non-commercial well, after having been drilled to the depth specified in Article
VIA.

C. Right to Take Production in Kind:

Each party shall have the right to take in kind or separately dispose of its proportionate share of
all o1l und cas produced rom the Contract Avea, exclusive of production which may be used in de-
velopment and producing operations and in preparing and treating oil for muarketing purposes and
production unavordabls lost. Any cxvtra expenditure incwrred in the taking in kind or separate dispo-
sition by any party of its proportionate share of Lhe production shull be borne by such party. Any

R
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party taking its share of production in kind shall be required to pay for only its proportionate share

of such part of Operator’s surface facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its
interest in production from the Contract Area. and. except as provided in Article VILB., shall be entitled
to receive payment direct from the purchaser thereot for its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Contract Area. Operator shall have
the right. subject to the revocation at will by the party owning it. but not the obligation. to purchase such
oil and gas or sell it to others at any time and from time to time, for the account of the non-taking
party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
erator shall be subject always to the right of the owner of the production to exercise at any time its
right to take in kind. or separately dispose of. its share of all oil and gas not previously delivered to a
purchaser. Any purchase or sale by Opcrator 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 u period in excess of one (1) year. Notwithstanding the
foregoing, Operator shall not make a sale. including ane into interstate commerce. of any other party’s
share of gas production without first giving such other party thirty (30) days \notice of such intended

sale. prior written

In the event one or more parties’ separate disposition of its share of the gas causes split-stream de-
liveries to separate pipelines and or deliveries which on a day-to-day basis for any reason are not
exactly equal to a party’s respective proportionate share of total gas sales to be allocated to it, the
balancing or accounting between the respective accounts of the parties shall be in accordance with
any Gas Balancing Agreement between the parties hereto. whether such Agreement is attached as
Exhibit “E"”, or is a separate Agreemcent.

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 rcasonable times to information pertaining to the de-
velopment or operation thereof, including Opcerator's books and records relating thereto. Operator. upon
request. shall furnish each of the other parties with copies of all forms or reports filed with govern-
mental agencies. daily drilling reports, well logs. tank tables, daily gauge and run tickets and reports
of stock on hand at the first of each month, and shall make available samples of any cores or cuttings
taken from any well drilled on the Contract Area. The cost of gathering and furnishing information to
Non-Operator, other than that specified above. shall be charged to the Non-Operator that reciuests the
infarmation.

E. Abandonment of Wells:

1. Abandonment of Drv Holes: Except for any well dritled pursuant to Article VILB.2., any well

which has been drilted under the terms of this agreement and is proposed to be completed as a dry hole
shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent
effort. be unable to contact anv party. or should any party tuil to reply within forty-eight (48) hours
(exclusive of Saturday. Sunday or legal holidays) after rveceipt of notice of the proposal to plug and
abandon such well. such party shall be deemed to have consented to the proposed abandonment. All
such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost,
risk and expense of the parties who participated in the cost of drilling of such well. Any party who ob-
jects to the plugging and abandoning such well shall have the right to take over the well and conduct
further operations in search of oil and or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any well which has been drilled or rve-
worked pursuant to Article VI.B.2. hereof for which the Consenting Parties have not been fully reim-

bursed as therein provided. any well which has been completed as a producer shall not be plugged and
abandoned without the consent of all parties. If all parties consent to such abandonment. the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense
of all the parties hereto. If. within thirty (30) days after receipt of notice of the proposed abandonment
of such well. all parties do not agree to the abandonment of any welll those wishing 1o continue 1ts op-
eration shall tender to cuch of the other parties its proportionate share ot the value of the well's salvable
material and equipment, determined in accordance with the provisions ol Exhibit ~C™ less the estimated
cost of salvaging and the estimated cost of plugeiny and  abandoming.  Each abundoming party shall
assign to the non-abandoning partics, without warranty, express or imphed. as to ttle or as to quantity,
quality, or fitness for use of the cquipment and muatertal, Gll ol ts interest i the well and related cquip-
ment, tocether with s anterest in the leaschold estate as to, but only as to. the interval or intervals of the
formation or formutions then open to production. I the interest ot the abandoning party is ov includes
an ol artd cas interest, such party shall exceeute and deliver to the non-abandoning party or parties an
ol and was lease, hmited o the interval or intervals ot the formation or furmations then open to produc-

tion, tor o lerm of one vear and so tong thereatter as ol and or cus 13 produced from the interval or inter-

-y -
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vals of the formation or formations covercd thereby, such lease to be on the form attached as Exhibit
“B"  The assienments or leases so limited shall encompass the “drilling unit™ upon which the weil i3
located. The payments by, and the assignments ov leases to. the assignees shall be in a ratio based upon
the relationship of their respective percentages of participation in the Contract Area to the aggregate of
the percentages of participation in the Contract Area of all assignees. There shall be no readjustment
of interest in the remaining portion of the Contract Area.

Thereatter, abandoning parties shall have no further responsibility, liability, or intcerest 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 ownevship of the assigned well.

ARTICLE VII.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

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

B. Liens and Payment Defaults:

Each Non-Operator grants to Opcrator 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
payment 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 judgment 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 thercof. In addition, upon default by any Non-
Operator in the pavment of its share of expense, Operator shall have the right, without prejudice to
other rights or remedics, to collect from the purchaser the proceeds from the sale of such Non-Operator’s
share of otl 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 stutement 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 ol expense.

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

C. Payments and Accounting:

Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses
incurred in the development and operation of the Contract Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the expense basis pro-
vided in the Accounting Procedure attached hereto as Exhibit ~C”. Operator shall keep an accurate
record of the joint account hercunder. showing expenses incurred and chardes and credits made and
received. -

Opecrator. at its election, shall have the right from time to time to demand and veceive from the
other parties pavment in advance of their respective shares of the estimated amount of the expense to
ke incurred in operations hereunder during the next succeeding month, which right may be excrcised only
by submission to cach such party of an itemized statement ot such estimated expense. together with
an invoice Tor its share thereof. Euach such statement and invoice for the pavment in advance of esti-
mated expense shall be submitted on o before the 20th day of the next preceding month. Each party
shatl pay to Operator its proportionate share of such estimate within fifteen (15) dayvs after such es-
tmate and involee s recerved. If any party tails to pav its share of said estimate within said time, the
amount due shall bear anterest as provided in Exhitat C™ ountil paid. Proper adjustment shall be
made monthly between advances and actual expense to the end that cach party shall bear and pav its
proportuonate share or actual cexpenses incurred. and no more.

Y
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D. Limitation of Expenditures:

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

T Option No. 1: All necessary expenditures for the drilling or deepening, testing, completing and
equipping of the well. including necessary tankasze and or surtace facilities.

X, Option No. 2: All necessary expenditures for the driliing or deepening and testing of the well. When
such well has reached its authorized depth. and all tests have been completed, Operator shall give im-
mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties
recetving such notice shall have forty-eight (48) hours (exclusive of Saturday. Sunday and legal holi-
days) in which to elect to participate in the setting of casing and the completion attempt. Such election.
when made. shall include consent to all necessary expenditures for the completing and equipping of such
well. including necessary tankage and ovr surface facilities. Fatlure 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. hereof (the phrase “reworking, deepening or
plugging back™ as contained in Article VI.B.2. shall be deemed to include “completing”) shall apply to
the opcrations 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 nccessary 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----=--c-coc-ao---- Dollars ($.15,000.00 )
except in connection with a well, the drilling. reworking. decpening, completing. recompleting, or plug-
ging back of which has bheen previously authorized by or pursuant to this agreement:; provided. how-
ever. that. in case of explosion. fire. tflood 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 safecuard life and property but Operator, as promptly as possible, shall report the emer-
gency to the other parties. If Operator prepares “Authority for Expenditures” for its own use,
Operator. upon request. shall furnish copies of its “Authority for Expenditures” for anv single project
costing in excess of __Fifteen thousand--~-----w-cemeoo—con_- Drollars (S1 5,000.00 ).

E. Royaltics, Overriding Royalties and Other Payments:

Each party shall pay or deliver, or cause to be paid or delivered. all rovalties to the extent of
one—e1ghth (]/8 due on its share of production and shall hold the other parties free

from any lability 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 pavment, or other charge over and zabove
the aforesaid royalty. such party shall assume and alone bear all such obligations and 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 received by such party.
to any other party’s lessor or royalty owner: and if any such other party's lessor or royalty owner should
demand and receive settlements on a higher price basis. the party contributing such lease shall bear the
royalty burden insofar as such higher price is concerned.

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

Rentals, shut-in well payvments and minimum rovalties 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 partics may designate one of such parties to make said payments for and on behalf of all
such parties. Any party mayv request. and shall be enutled to receive. proper evidence of all such pay-
ments.  In the event of lailure to make proper pavment of anv rental, shut-in well payment or minimum
royalty thraouch mistake or oversicht where such pavment is required to continue the lease in force.
any loss which results trom such non-pavment shall be borne in accordance with the provisions of Article

Iv.B.2

Opcrator shall notity Non-Operator of the anticipated completion of a shut-in cas well, or the shut-
ting 1 or return o procdaction of a producine gas well, at teust five (3) davs (excluding Saturdayv. Sun-
dav and holidavs), or at the carliest opportunity permitted by circumstances, prior to tuking such action.
but assumes no habibitye for falure to do =00 In the event of fatlure by Operator to so notity Non-

Operator, the Joss ol any lease contributed hereto by Non-Opcerator tor failure to make timely pavments

-9 -
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of any shut-in well pavment shall be borne jointly by the parties heveto under the provisions of Article
I[V.B.3.

(. Taxes:

Beginnine with the first calendar vear after the effective date hereof, Operator shall render for ad
valorem taxation all property subject to this agrecment which by law should be rendered for such
taxes. and it shall payv all such taxes assessed thercon before they become delinquent. Prior to the ren-
dition date. each Nen-Operator shall furnish Operator information as to burdens (to include, but not be
limited to. vovalties. overriding royvalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Opecrator. [f the assessed valuation of any leaschold cstate is reduced by reason of its
being subject to outstanding excess rovalties, overriding rovalties or production payments, the reduction in
ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold
estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such
reduction. Operator shall bill other parties for their proportionate share of all tax payments in the man-

ner provided in Exhibit "C". gae Aptjcle 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 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 partv’s share of oil and . or gas pro-
duced under the terms of this agreement.

H. Insurance:

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

In the event Automobile Public Liability Insurance is specificed in said Exhibit "D, or subsequently
veceives 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 ViIlL
ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties do not agree or consent thereto. the party desiring to surrender shall assign. without express
or implied warranty of title. all of its interest in such lease. or portion thercof. and any well, material and
cquipment which may be located thereon and any rights in production thereafter secured, to the parties
not desiring to surrender it. It the interest of the assigning party includes an oil and gas interest. the as-
signing party shall execute and deliver to the party or parties not desiring to surrender an oil and gas
lease covering such oil and gas interest for o term of one year and so lona thercafter as oil and. or uas
is produced from the lund covered thereby, such lease to be on the form attached hereto as Exhibit “B™.
Upon such assicnment, the assiening party shall be velieved trom all obheations thereafter aceruing,
but not theretofore acerued. with respect to the acreage assicned and the operation of any well thereon.
and the assigning party shall have no (urther interest in the lease assiened and its cquipment and pro-
duction other than the rovalties retained in any lease made under the terms of this Article. The parties
assignee shall pay to the party assignor the reasonable salvaue value of the latter's interest in any wells
and cquipment on the assigned acreage, The vatue of all materal shatl be determined in accordance
with the provisions of Exhibit “C”, less the estimated cost of salvaging and the estimated cost of plug-
aing and abandoning, [0 the asstenment is in favor of more than one party, the assiened interest shail

- 10 -

I



C (

AADPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

13

66
67
63
49
70

be snared by the parties assignee in the proportions that the interest of cach bears to the interest of all

parties assignee.

Any assignment or surrender made under this provision shall not reduce or change the assignor's or
surrendering parties’ intervest. as it was immediately before the assignment, in the balance of the Controct
Area: and the acreave assiened or surrendered. und subseguent operations thercon. shall not thereatter
be subject to the terms and provisions of this agreement.

B. Renewal or Extension of Leases:

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

If some, but less than all. of the parties elect to participate in the purchase of a renewal lease, it
shall be owned by the parties who elect to participate therein. in a ratio based upon the relationship of
their respective percentage of participation in the Contract Arvea 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 clect 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 an 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 lease shall not be deemed a venewal
lease and shall not be subject to the provisions of this agrcement.

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

leases.  gae 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 Arcu. such contribution shall be paid to the party who
conducted the drilling or other operation and shail be applied by 1t 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 acreage. without warranty of title, to the Drilling
Parties in the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto
are Drilling Parties and accept such tender, such acreusge shull become a part of the Contract Arvea and
be governed by the provisions of this agreement. It less 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 all acreage or money contributions it may obtain in support of any well or
any other operation on the Contract Area.

If any party contracts for any consideration relating to dtisposition 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 VIIL.G.. if any party hereto shall, subsequent
to execution ot this agreement, create an overriding royvalty, production payment, or net proceeds inter-
est. which such interests are hercinatter referred to as “subsequently created interest”, such subsequently
created interest shall be speeifically made subject to all of the terms and provisions of this agreement, as
follows:

I. If non-consent operations are conducted pursuant to any proviston of this agreement. and the
party conducting such operations becomes entitled to receive the production attributable 1o the interest
out of which the subsequently ereated interest is derived. such party shall receive same free and clear
of such subscquently created interest. The party creating same shall bear and pay all such subsequentlv
created mterests und shall indemnify and hold the other parties hercto free and harmless frem any and
all Nability resulting therefrom. Y

P S L I I
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2. If the owner of the interest from which the subsequently created interest is derived (1) fails to
pay. when due. its share of expenses chargeable hereunder. or (2) cleets to abandon a well under pro-
visions of Article VLE. hereot. or (3) elects to surrender a lease under provisions of Article VIILA.
hereof. the subseguently crecated interest shall be chargeable with the pro rata portion of all expenses
hereunder in the same manner as if such interest were a working interest. For purposes of collecting
such chargeable expenses. the party or partics who reccive assignments as a result of (2) or (3) above
shall have the right to cnforee all provisions of Article VILB. herrof against such subsequently created
interest.

E. Maintenance of Uniform Interest:

For the purposc of maintaining uniformity of owncrship in the oil and gas lecasehold interests
covered by this agreement, and notwithstanding any other provisions to the contrary. no party shall
sell. encumber, transter 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
2. an cqual undivided interest in all leases and equipment and production in the Contract Area.

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

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

(54 PPN PS EPTOTCVINTOINTE £ THPT NV T USUR PTe Ledd DTN T UL APICHE L IR SIS PG SUEERTTVS IV TR 1 28 T-EETUTE PRt SCUITY SPINTEES IR T Ve § LR SR TP
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interests he Contract Avea, it shall promptly give written notice to the other parties, with {udTior-
mation concermnI~ss provosed sale. which shall include the name and address of the-préspective pur-
chaser (who must be reaav™sylling and able to purchuase). the purchuse prices

the offer. The other parties shail t

and all other terms of
receipt of the notice. to purchase on the samd Ttions the interest which the other party

proposes to sell: and. if this optional right ix e purchasing parties shall share the pur-

parties. However, there shal) 10 preferential right to purchase in those™tesws_where any party wishes
to mortgage its interests, or to dispose of its interests by merger. reorganization, Comsalidation. or sale
of all ot antially ull of its assets to a subsidiury or parent company or to a subsidiary arent
COFpPaH e R WV e B e e M Ot b e e —

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of part-
nership or an association for profit between or among the parties hereto.  Notwithstanding anv pro-
visions herein that the rights and liabilities hereunder are several and not joint or collective, or that this
agreement and operations hereunder shall not constitute o partnership. . for Federal income tax pur-
poses, this agreement and the operations hercunder are recavded us a partnership. cach party hereby
affected cleets to be excluded trom the application of all of the provisions of Subchapter K™, Chapter
1. Subtitle A", of the Internal Revepue Code of 1934, as pernmutted and authorized by Scetion 761 of
the Code and the regulations promuleated therecunder. Operator is authorvized and directed to execute on
behaltf of cach purty hereby atfected such evidence of this election as may be required by the Seceretary
of the Treasury of the United States or the Federal Internal Revenue Service, including specifically, but
not by way ol limitation, all of the returns, statements, and the data required by Federal Regula-
tions 1.761. Should there be any requirement that cach party hereby affected cive further evidence of
this clection, cach such purty shall execute such documents and furnish such other evidence as may be
required by the Federal Internal Revenue Scrvice or as may be necessary to evidence this eleetion. No
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such party shall give any notices or take any other action inconsistent with the election made hereby.
If any present ar tuture income lax laws of the state or states in which the Contract Area is located or
anv future income tax laws of the United States contain provisions similar to those in Subchapter K",
Ch.uplcr 1. Subtitle ~“A". of the Internal Revenue Code of 1954, under which an clection similar to that
provided by Section 761 of the Code is permitted. cach party hereby affected shall make such eleetion as
may be permitted or vequired by such laws. In making the foregoing election, vach 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.
B CLAIMS AND LAWSUITS

Operator may settle any single damage claim or suit arising from operations hereunder if the ex-
penditure does not exceed _Fouyr thousang-==-—«--csccmmccraoccnamecec o emn— Dollars

($_4.,000.00 ) and if the pavment is in complete settlement of such claim or suit. If the amount
required for settlement exceeds the above amount. the parties hereto shall assume and take over the
further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-
pense of handling. settling. or otherwise discharging such claim or suit shall be at the joint expense
of the parties. If a claim is made against anyv party or if any party is sued on account of any matter
arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement. the party shall immediately notify Operator. and the claim or suit shall
be treated as any other claim or suit involving operations hercunder.

ARTICLE X1
FORCE MAJEURE

If any party is rendered unable, wholly or in part. by force majeure to carry out its obligations
under this agreement. other than the obligation to make money payments, that party shall give to all
other parties prompt written notice of the force majeure with reasonably full particulars concerning it:
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 majeurc shall be remedied with all reasonable dispatch shall not
require the settlement of strikes. lockouts, or other labor difficulty by the party involved, contrary to its
wishes: how all such difficulties shall be handled shall be entirelv 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 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 cluiming suspension.

ARTICLE XIL
NOTICES

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

ARTICLE XIIL
TERM OF AGREEMENT
This agreement shall remain in full force und crreet as to the oil and gas leases and or oil and gas in-
terests subjected hereto for the period of time sclected below: provided. however, no partv hercto shall
cver be construed as having any richte fitle or interest in or Lo any lease. or oil and gas interest con-
tributed by any other party bevond the term of this agreement, '
-
£ Option No, 1: So long us any of the oil and 2as feases subject to this asreement remain or are con-
tinued in force as to any part ot the Contract Aveu. whether by production. extension, rencewal or other-
wise, and or so louge as otl and/or cas production continues {from any lease or oil and gas interest.

- 14 -



(" (

AALDLL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

[ IR | B A A

IS (BT RS NS ) o w» e S S T T T 2 B T I - O I R R R S I i ol il el ol el ot i e _
g"E-":‘%ég‘:glao:b‘-&%HOSCO-JQUJ-WMHOQCONIQUIJ—;JI\J»—-OCDOOKIO':U‘JZNI‘Q*‘OCDO«-IOICJ!.&-WN»—O(DUJl

64
65
66
67
68
64
0

X Option No. 2: In the event the well deseribed in Article VLA, or any subsequent well drilled
.m;dcr any provision of this agreement. results in production of oil and or gas in paying quantities, this
agreement shall continue in force so long as any such well or wells producce, or are capable of produc-
tion. and for an additional period of 120 days from cessation of all production: provided. however,
if. prior to the expiration of such additional period. one ar more of the parties hereto are engaged in
drilling or reworking a well or wells hereunder, this agreement shall continue in force until such op-
erations have been completed and if production results therefrom, this agreement shall continuce in
force as provided herein. In the cvent the well desceribed in Article VLA, or any subscquent well
drilled hereunder. results in a dry hole. and no other well is producing. or capable of producing oil
and or gas from the Contract Area. this agreement shall terminate uniess drilling or reworking opera-
tions are commenced within days from the date of abandonment of said well.

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

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws. Regulations and Orders:

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

B. Governing Law:

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

ARTICLE XV.
OTIIER PROVISIONS

A. Sale of Gas Production:

It is recognized by the parties hereto that in addition to each party's share
of working interest production as shown in Exhibit "A", such party shall have the
right, subject to existing contracts, to market the royalty gas attributable to
each lease which it contributes to the Contract Area and to receive payments due
for such royalty gas produced from or allocated to such lease or leases. It is
agreed that, regardliess of whether each party markets or contracts for its share
of gas, including the royalty gas under the leases which it contributed to the
Contract Area, such party agrees to pay or cause to be paid to the royalty owners
under its lease or leases the proceeds attributable to their respective royalty
interest and to hold all other parties hereto harmless for its failure to do so.

B. Billing Additional Interests:

Notwithstanding the provisions of this agreement and of the accounting procedure
attached as Exhibit "C", the Parties to this agreement specifically agree that in
no event during the term of this contract shall Operator be required to make more
than one billing for the entire interest credited to each Party on Exhibit "A". It
is further agreed that if any Party to this agreement (hereinafter referred to as
"Selling Party') disposes of part of the interest credited to it on Exhibit "A", the
Selling Party shall be solely responsible for billing its assignee or assignees,
and shall remain primarily liable to the other parties for the interest or interests
assigned and shall make prompt payment to Operator for the entire amount of state-
ments and billing rendered to it. It is further understood and agreed that if Selling
Party disposes of all its interest as set out on Exhibit "A", whether to one or
several assignees, Operator shall continue to issue statements and billings to the
Selling Party for the interest conveyed until such time as Selling Party has
designated and qualified one assignee to receive the billing for the entire
interest. In order to qualify one assignee to receive the billing for the entire
interest credited to Selling Party on Exhibit "A", Selling Party shall furnish
to Operator the following:

14 -



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 does not own the entire
interest credited to Selling Party on Exhibit "A".

C. Disbursement of Royalties:

If a purchaser of any o0il, gas or other hydrocarpbons 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 disbhurse-
ments on behalf of any Non-Operator who requests in writing that
Operator do so. Each Non-Operator for whom such disbursement is made
shall furnish Operator with the following:

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

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

Operator will use its best efforts to make dusbursements
correctly, but will be liable for incorrect disbursement only in the
event of qgross 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 Opverator'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 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 ko 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 shall furnish the original lease owner an itemized
statement 0f the complete renewal or extension costs and expenses of
such lease. The original lease owner shall have sixty (60) days after
the receipt of such itemized statement to reimburse the renewing or
extending party in full. Failure of the original lease owner to do so
shall result in the forfeiture of its option hercunder. The provi-

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



™

« AS between the interest of TXO and FINA, this Agreement shall he
subject and subordinate to that Certain 0il & Gas Lease Acquisition
and Development Agreement dated October 22, 1982, between TXO
PRODUCTION CORP. and APCOT-FIVNADEL JOINT VENTURE. In the event of a
conflict between this agreement and the 0il & Gas Lease Acquisition
and Development Agreement, the terms of the 0il and Gas Lease
Acquisition and Development Agreement shall prevail. ©Upon termination
of the 0il & Gas Lease Acquisition and Development Agreement, this
Agreement shall bhe amended as between TXO and FINA in the manner pro-
vidad 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 VvI.3.2(a) shall be
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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1 ARTICLE XVIL

2 MISCELLANEOUS

3

4 This agrcement shall be binding upon and shall inure to the benefit of the parties hereto and to their
3 tespective  hetrs,  devisees, legal representatives. successors and assigns.

6

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

9

10 IN WITNESS WHEREOF. this agreement shall be effective as of _26th day of __February

11 1985 .
12

13 OPERATOR
14

15 TXO PRODUCTION CORP.
16
17
18

By:

19
20
21
22
23
24 NON-OPERATORS
25
26
217
28
29

John D. Huppler
Senior Vice President

30 C. Daniel Walker 0. H. Berry
31
32

33

35 “Jack Huff J. CeciT Rhodes

40 Frank L. Shogrin Lewis Burleson

45 Courtney C. Johnson Susie Crews

50 Cathrine D. Crews Jimmie Cole
PETRO ATLAS CORP.

= °

By:

James J. Cole

bR S

Title:

[ o S IS | IS IS TR 5 I 5 )
— O W o -~
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EXHIBIT "A"

Attached to and made a part of that certain Joint Operating Agreement dated
February 26, 1985 by and between TXO 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
Lessee - Tom Panos
Dated - 7/1/71

Before Payout

After Payout

Lessor - United States

Recorded - Volume 277, page 186

0il1 and Gas Lease Records,

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

Lea County, New Mexico



EXHIBIT "A"
Page two

Leases Subject to this agreement cont.:

2. NM 40452 Lessor - United States
Lessee - Joesph Sprinkle, Frank L. Shogrin, and James L.
Harden
Recorded - Volume 284, page 620
0i1 and Gas Lease Records, Lea County, New
Mexico



EXHIBIT "B"
Foeh Porions ooy Form U1 - Revised 4/79 OIL, GAS AND MINERAL LEASE

THIS AGREEMENT made and entered into this. day of . 19, , berween

hercinaftec called “lessor™ (whether one or more), whase post office address

is

and

heretnafter called “lessee”, whose post office add

1. Lessor, in considerstion of - - - Dotlars ($ )
inhand paid, receipe of which is hereby acknowledged, of the royalues herein provided and of the agreements of the iessee herein contained, hereby grants, leases and lets, exclusively unto lessee
for the purpase of investigating, exploring, prospecting, drilling, mining and operating for and producing oil, gas and all other minerals. injecting gas, waters, other fluids, air and other gaseous
substances 1nto subsurface strata, laying pipe lines, storing oil, buslding tanks, power stations, electric transmission lines, telephone lines, and other strucrures and things therean to produce.
save, take cate of, treat, process, store and transport said minerals and other products manufactured therefrom, and housing and otherwise caring for its employees, the following dexn&d land

in County, Texas, to-wit.

Notwithstanding any particular description, it is nevertheless the intention of lessor 1o include within this lease, and lessor does hereby lease, not only the land so described bur also any and all
other land owned or claimed by lessor in the herein named survey or surveys, or in adjoining sucveys, and adjoining the herein described land up to the boundaries of the abuttng landowners,

the leased lands being hereinafter referred to as “said land™. For the purpose of caiculating the rental payments hereinafter provided for, said land is estimated to comprise
acres, whether it actually comprises more or less. as " Ong as thi S JOA .l S .in effect

2. Subject to the other provisions herein contained, this lease shall remain in force for a term ef-bwvet33yeesn from this date (called “primary term™), and as long thereafter as ail, gas oc other
mineral s produced from said physical land or land with which said land or any part thereof is pooted, or this lease is maintained by virtue of some other provision hereot.

3. The royalties to be paid by lessee are: (a) on cil, 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 wells or
to the credit of lessor in the pipe line to which the wells may be connected with lessor’s incerest in esther case bearing its proportion of any expenses for treating ol to make 1t marietable as
crude and lessee having the option, at any time or from time to time, to purchase lessor’s oil at the well, paying theretor the lawful market price on the date of putchase for o1l of hike grade and
gravity prevailing for the field nearest where such oil is produced; (b} on gas, including casinghead gas and ail gaseous substances. produced from said land and sold. one-eighth of the amount
realized from such sale; (c) on gas, including casinghead gas and all gaseous substances, produced from said land and used off said land by lessee and not benefitting lessor, the market vaiue ac the
mouth of the well of one-cighth of the gas 50 used off saxd land; (d) on all other minerals mined and marketed, one-¢ighth, either inkind or value at the well or mine. at lessce s election, except
that on suiphur the royalty shall be One Dollar ($1.00) per long ton; and (¢) «f at any time while chere (s a gas well or wells on che said tand or land pooled therewich (for the purposes of this
clause () the term “gas weil " shall include weils capable of producing nacural gas, condensate, disuilate or any gaseous substance and wells classitied as gas wells by any governmentai authority)
and such well or wells are shut-in, this lease shall continue in force for 2 period of either: (1) niaety (90) days from che date such well or wells are shut-in: (2) ninety (Y0} days trom che
effectve date for inclusion of said and or a portion theteof within a unit on which is located a shut-in gas well; (3) the date this lease ceases to be maintained by the payment ot annual delay
rentals; or (4) ninery (90) days from the date this lease ceases to be otherwise maintained as provided herein, whichever 1s the later date, and before the expication of aay such period lessee ot
any assignee hereunder may pay or tender an advance annual royaity equal to the amount of delay rentais pravided for in this lease for the acreage then held under this lease by the parcy making
such payment or tender, and if such payment or tender is made, this lease shall continue in fotce and 1t shall be considered thar gas is being produced from said land 1n paying quantities within
the meaning of Paragraph 2 hereof tor one (1) year from che date of such payment, and 1a like manner subsequenc advance annual royalty payments may be made of tendered and ths iease shaii
continue in force and it will be considered that gas is being produced from saud land in paying quanuries within the meaning of said Paragraph 2 during any annual period for which such rovairy
is so paid or teadered; such advance annual royalty may be pad or tendeted in the same mannet and to the same depository as provided herern for the pavment or tender of delay rencals, coyaley
accruing 1o the owners thercof on any production from said land duning any annual period for which advance annual royaity 1s paid may be credited against such advance payment.

4. If operations for drilling or mining are not < ed on said land or onland pooled therewith on or before one (1) year from this date, this lease shall terminate as to both parties, uniess

on or before one (1) year from said date lessee shall pay or tender 10 lessor a rencal of

Dollars ($ — ) which shall cover the privilege of deferring commencement of such operations for a period of twelve (12) months. In like manner and upon like payment ur
tenders, annually, the commencement of said operations may be further detecred for successive periods of the same number of months, each during the primary term. Paymenc ac tenders f

rental may be made to lessor ot to the Bank ,whichbank, orany
successor thereof, shall continue 10 be the agent for Jessor and lessor's hesrs, representanives, successors and assigns. it such bank tor any successor bank) shall fail, liquidate. or be succeeded by
another bank, or for any reason fail or refuse (o accept rental, lessee shall nocbe held in defaulc untel chircy (301 days ateer lessor shall deliver to lessee a recordable instrumene making provisiun
for another method of payment or tender. The payment or tender of rentai may be made by check or drat of lessee, maiied or delivered to said bank ot lessor or either lessor if more than one. on
oc before the rental paying date, and the payment ot tender will be deemed made when the check or draft 1s 50 dehivered of mailed If lessee shall, on or before any rental or advance annual
royalty payment date, make a bona fide attempt to pay or deposit a rental or advance annual royaity payment to a fessor ot royaity owner entitied thereto under this lease according to iessee s
records at the time of such payment, and if such payment or deposis shall be erroneous 1n any regasd, lessee shall be obligated o pay to such lessor or royalry owner the rental or advance annual
royalty payment properly payabie for the period involved, but this lease shall be mantained in che same maancec as 1f such erroneous payment or de posit had been properly made. provided char
lessee shall correct such erroneous payment within thirry (30) days following receipt by lessee of written notice from such lessor or royalry owner of the error accompanied by any documnents
and orher evidence necessary ta enable lessee (o make proper paymeat.

5. Lessee is hereby given the power and right, as to all or any parc of said tand and as to aay one or more of the formanions thereunder and the minerals therein or produced therefrom. acits
option and without lessor's joinder or further consent, toatany time, and from tme 1o ame, either before or after production, pooland unitize the leasehold estate and the lessot s royaity estate
created by this lease with the rights of third parties. if aay, 1 all or any part of said land 2nd with any other land, lands, leases, mineral and royairy rights, or any of them adjacear. adjoining. or
Jocated within the immediate vicinity of said land, whether owned by lessee or sume othet person, firm or corporation. s as to create by such pooiing and unitizatuon one or more driiling or
production units, when o do 50 would, in the sole judgment of lessee, promote the conservation of oil, gas vr other mineral. Each such drilling or production unit, when himited to any one or
more formations and to any one or more of the minerais theremn or produced rhcrguum. My trom time (o time be entarged and extended by lessee (o addiuonaily include any other formation or
formauions and any other mineral or minerals theresn or produced therefrom. Also, any such unit may be altered or enlarged by lessee ac any time su long as the tocal acreage therein does not
exceed the maximum hereinafter specified. Each such drilling or production unic shall act exceed forey (40) actes. plus an acreage tolerance not 1o exceed tea per cent ( 10 ) of forty (40) acres,
when created tor the purpose of drilling for or producing oil therefrom and six hundred forty (040) acres, plus an acreage wolerance not 1o exceed ten per cent {10%) of s1x hundred forty (640)
acres. when creared for the purpose of drilling for or producing gas, condensate or any combination of such minerals therefrom; provided, however, it the maximum drilling oc production unut
fixed or allowed by the regulatory authoricy, Federal ot State, having jurisdiction in the premuses, as a basis for the devcloﬁmcn( and operation of or the production rom the field in which said
land is located, be morce than said maximum, then cach such unit created hereunder may conform substantially 1n size with those so prescribed or pesmitted and in force in the field at the time
such unit s created. As to each such unit 50 created by lessee, chere shall be atlocated to ¢he acreage covered by this lease, and included in the pooled unit, such portion of the production érom said
unit as the number of acres out of this lease placed in any such unit, as such unic from tme (0 ime may be constituted, bears (o the total number of acres included in such unit, and lessor agrees to
accept and shail receive the royalties (advance or other kind) elsewhere speaified in this lease, based upon the production so allocated to this lease or the proceeds therefrom. The
commencement. drilling, completion of, reworking of or production trom a weil on any portion ot the unit created hereunder shall have the same effect upon the terms of this lease as if a well
were commenced, drilled, completed, reworked ar producing on the land embraced by this lease. Lessee may place and use on each unit created hereunder common measunng and reworking
tanks for production from such unit. If lessee does create any such unit o unues under the nghts heretn granred, then lessee shall execute in wriding and record in the county of counties in which
each such unue or units created hereunder may be located an instrument idenufying and decribing each such unit or umits so created. The development of and production from each such unis
shail be in accordance with the valid orders, rules and regutations of the lawful auchoricy, cither Federal or State, having jurisdicition 1 the premises. Any such unut created by lessee in
accordance with the terms hereof may be released and dissolved by lessee by a release filed tor record in the county or counties in which such umit s located at any me after the compleuon of a
dry hole or the cessation of production on such unut. The provisions of chis paragraph shallbe construed as a covenant running with the land and shall inure 1o the benefit of and be binding upon
the parues hereto, their heirs, representatives, successors and assigns.

6. If, prior to discovery of oil, gas or ather mineral on said land oc land pooled therewith, lessee should drill and abandon a dry hole or holes thereon, or if, after discovery of oil. gas or other
mineral, the production thereot should cease from any cause, this lease shall not terminate if lessee commences additional drilling, mining o reworking operatiuns wichin ninety (90) days
theceateer, ar (if it be within the primary term) commences ot resumes the payment of tender of rentals on or before the rental paying date next ensuing atter the expiration of three (3) months
from date of compietion and abandonment of said dry hole or holes or the cessation of production. If,atthe expiration of che primary term, oil, gas ot other muneral is aot being produced from
said land or land pooled therewith but lessee is then engaged in operations for drilling, mining or reworking of any weil or mine thereon, this lease shall remain in {orce 50 long as such
operauons of additional operaciond are commenced and prosecuted (whether an the same or successive wells) with no cessation of more than minety (90} consecunive days. and, if they resulcin
producuon, so long thereatter as oil, gas or other mineral is produced from said land or {and pooled therewith. In the event a well or wells producing oit or gas in paying quantities should be
brought in on adjacent land and within two hundred (200 feet of and draining said land, lessce agrees to dnll such offser wells as a reasonably prudent operator would drill under the same or

imuiar cire es. The judg of the lessee, when not fraudulently exercised, in carrying ouc the pucrposes of chis lease shall be conclusive.

7. Lessee shall have free use of oil. gas and water from said land, except water from lessor's wells and tanks, for all operations hereunder, including repressuring, pressure maintenance. cycling
and secondary recovery operations, aad the royalty shall be computed after deducting any so used. Any structures and facihtes placed on sard land by lessee fos operativns hereunder aad any well
or wells on said land drilled or used for the inyection of salt water or other fluids may also be used for lessce’s operations on other lands in the same area. Lessee shail have the righratany ume
during ot aiter the expiration of this lease [0 remove all propetty and fixtures placed by lessee on said land, including the nghrtodraw and remove all casing, When required by lessor, lessee will
bury all pipe lines below ordinary plow depth, and no weil shall be drilled within two hundred (200) feet of any residence or barn naw on saud land wichout lessor s consear.

8. The rights of either parry hereunder may be assigned in whole or in part and the provisions hereof shall extend to the heurs, representatives, successors and assigns. but no change or
division 1n ownershup of (ﬁc land. rentals of royalties, however accomplished, shall operate (o enlarge the obligacans or dimuaish the rights of lessee. No such change ur division 1a che
ownership of the land, rentals or royaites shall be binding upon lessee for any purpose unul such person acquiring any nterest has furnished lessee wich the inscrument or instruments, ot
cerufied copies chereot, consturuting the cham of utle from the oniginal lessor. [n the eveat of an assignment of this lease as to a segregated portion of sawd land, the rentals payable hereunder
shall be appurtioned as berween the several leasehoid owners ratably according to the surtace area of each, and defaultin renal payment by one shall noc atfect the rights of other leaschold
owners hereunder. An assignment of thus lease, in whole or 1n part, shail, to the extent of such assignment, relieve and discharge lessee of any obligatiuns hereuader, and, if lessee or assignee of
part or parts heceof shall fail or make default inthe payment of the proportionate part of the rentais due tram such lessee or assignee of fail tocomply wath any uther provision of chus lease. such
defautt shail not atfect this lease msofar as it covess a part of suid land upon which lessee of any assignec thereot shall make payment ot smd rentals. Should more than six patties become entitied
to royaities hereunder, Lessee may require the appointment of a single ageax to receive payment for all and may withhald payment until such appointment has been made



9 When drilling or other operations are delayed or interrupted by starm, flood or other act of God, fire, war, rebeliion, insurrection, riot, strikes, differences with workmen, unavailabiliry of
matecial or equipmicat, fadure of carniers s (FaNspore ot furnish facilines for transportation, some ordes, requisiion of necessity of the government or as a result of any cause whatsoever
bevond the controt of the lessee, the ume of such delay or interruption shall not be counted against lessee, anyrthing 10 this lease 1o the contrary norwithstanding. All express or implied
covensnts o this lease shatl be subject to all Federal and State laws, Executive orders. rules or regulations and this icase shall not be terminated, 1n whole or 10 pare. nor lessee held liable in
damigges tor fadure w comply therewich o compliance 1s prevented by, or of such failure is the result of, any such law, order, rule or regulation. If from such causes lessee 1s prevented irom
conducnag dralling or reworking operations on, or producing otl or gas from said land or land paoied therewith, the ime while iessee 15 so prevented shall not be counted against iessee, and this

lease shall be extended tor a peniod of time equal to that during which such iessee 1s 5o prevented trom conducting drilling of reworking operations on, or producing o1l or gas from said land or
fand pooled therewith, norwithstanding any ather provision hereof.

10 The breach by lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a rermination or reversion of the estate created hercby nor be
grounds for canceliation hereof in whole ar 101 part. In the event lessor considers that operations are not at any time being conducted in comphiance with this lease, lessor shall notify lessee in
wriing of the tacts rehied upon as consturuting a breach heteof, and lessee. 1f 10 default, shall have sixty (60) days ateer receipt of such notice in which 1o commence the compliance with the
obligations imposed by virtue of this instrument. After the discuvery of oil, gas or other mineral in paying quandities on said land, lessee shall reasonably develop the acreage retained hereunder,
but i discharging this obligation it shall in o event be required to driti more thanone (1} well perforey (40 acres, pius an acreage tolerance not (o exceed ten percent { 105 of forry (40; acres
of the area retained hereunder and capable of producing oil in paying quantities andone (1) well per six hundred forey (0309 acres. plus an acreage tolerance not toexceed ten percent (1077 ) of
six hundred torry (403 acres of the area retaned hereunder and capable of producing gas or other mineral 1n paying quantities.

L1 Lessor hereby warrants and agrees tudefend the uitle to said land, and agrees thar lessee, at its option. may discharge any tax, moregage or other lien upon said land 1n the event of default of
payment by lessor, and in the event lessee does so. 1t shall be subrogated to such hien ith the right to enforce same and apply rentais and royalues accruing hereunder toward satistying same
Without impairment of lessee s rights under the warranty in the event of failure of utle, 1t 1s agreed that, if lessor nwns an interest in said land iess than the entire fee simple estate, whether
stated hereinabove as a whole ur partial interest. then the royaites and rentals to be paid iessor shall be reduced proportionately. Should any one or more of the parties named hereinabove as
lessors fail 1o execute this lease. it shall nevertheless be binding upon the parry or parues executing the same.

12 Lesse. 1ts successors and assigns. shall have the nght atany time co surrender this lease. 1n whole or in part, to lessor or lessor s heirs, representatives, successors and assigns by deliver:ng
or mailing a release thereof to the lessor. of by placing a release thereof of record in the county in which said land 15 situated. thercupon lessee shalibe relieved from ali obligations, express or
implied, of this agreement as to the acreage so surrendered, and thereafter the rentais or advance annuai rovalues payablie hereunder shali be reduced in the proportion that the acreage covered
hereby 15 reduced by said release or relcases.

IN WITNESS WHEREOF, this instrument is executed as of the date firsc above written.

INDIVIDUAL ACKNOWLEDGMENT

THE STATE OF TEXAS X
X
COUNTY OF. I

BEFORE ME. the undersigned. a No(ary'Puinc in and for said Counry and State, on this day personally appeared

known to me to be the persont's) whose namets) is tare) subscribed to the foregoing wnstrument, and acknowledged 10 me that he (she} (they) executed the same for the purposes and
consideranion therein expressed.

GIVEN UNDER MY HAND AND OQFFICIAL SEAL, this day of

VA.D. 19

‘

My Commussion Exprres:

Notary Public 1n and for

County, Texas

INDIVIDUAL ACKNOWLEDGMENT

THE STATE OF TEXAS bl
K
COUNTY OF i

BEFORE ME, the undersigned, a Notary Public in and for said County and State, on this day personally appeared

known to me to be the personts) whos¢ name(s) is (are) subscribed to the foregoing instrument. and acknowledged to me that he (she) (they) executed the same for the purposes and
consideration therein expressed.

GIVEN UNDER MY HAND AND OFFICIAL SEAL, this day of

VA.D. 19

My Commussion Expires: Notary Pubiic in and for

County, Texas
CORPORATE ACKNOWLEDGMENT

THE STATE OF TEXAS X
X
COUNTY OF s

BEFORE ME, the undersigned, a Notary Public in and for said County and Scate, on this day personally appeared

known to me to be the person whose name is subscribed to the foregoing instrument and known 10 me to be the,

a corporauon and acknowledged 1o me that he (she) executed said instrument for the purposes and consideration therein expressed, and as the act of said corporation.

GIVEN UNDER MY HAND AND OFFICL.AL SEAL, this day of

A D 19

My Commussion Expires: Notary Public in and for

County, Texas

CERTIFICATE OF RECORDING

THE STATE OF TEXAS X
COUNTY OF ;E
H , Clerk of the County Court of said County, do hereby certify that the fofegoing instrument of writing, with its
certificate of authentication, was filed for record in my office on ti.. day of LAD.19 ,at
oclock M., and was duly recorded by me on the day of L,AD. 19 ,in Volume Page
, of the Records of said County.
GIVEN UNDER MY HAND AND OFFICIAL SEAL, this day of VA.D. 19
Cleck, County Cours, County, Texas
BY. DEPLUTY

AFTER RECORDING, RETURN TO:
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EXHIBIT I

Attached to and made a part of .that certain Joint Operating Agree-
ment._dated February. 26, 1985 by and between IXQ Production.
Corp., Operator _and C. Daniel Walker, et _al, Non-Operators.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Decfinitions

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

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

“Joint Account” shall mean the account showing the charges paid and credits received m 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 employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
*“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently reccommended 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 expense except that items of Controllable Material and unusual charges and credits shall be sep-
arately identificd and fully described in detail.

Advances and PPayments by Non-Opcrators See last page
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share of es ash outla\ for the succceding month's operation. Operator shall adjust C;lﬂh—!mfﬂ;"m
to reflect advances recel® : the Non-Operators.

Each Non-Opcrator shali pay its proportion ¢ s_within-fifteén (15) days after receipt. If payment is not
made within such time. the unpaid balance shall bear ini¢ thly at the rate of twelve percent (129;) per
annum or the maximum contract rate” permitted by the applicable usury .. the state m which the Joint
Propcxu 15.- lvearedw hichever is the lesser, plus attorney’s fees, court costs, and other CUsts onnection with
t he=eB oo tion—0 i—tiipaid—amount

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 followmg
the end of any such calendar year, unless within the said twenty-four (24) month period a Non- -Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

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

Approval by Non-Operators

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

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




II. DIRECT CIIARGES

Opecrator shall charge the Joint Account with the following items:

1.

e

-}

Rentals and Royalties
Lease rentals and rovalties paid by Operator for the Joint Operations.
Labor

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

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

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

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

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

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

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

Employce Benefits

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 chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty per cent (20<;). :

Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section 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 warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable suppiy store,
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties.

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

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

Services -

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

Equipment and Facilities Furnished by Operator

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

B.. In .icu of charges in Paragraph TA above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 207.. For automotive 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 fire, tlood. storm. theft. accident. or other cause, except those resulting from Operator’s
gross negligence or willful misconduct. Operator shail furnish Non-Ogperator written notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator.

Lecgal Expense

Expense of handling, investigating and settling litization or claims. discharging of liens, payvment of judements
and amounts paid lor settlement of claims incurred in or resulting from operations under the agreement or
necessary to protect or recover the Joint Property. except that no crarge for services of Operator's legal staff
or fees or expense of autside attorneys shall be made unless px‘c\'xotxnl}"agl'ced to by the Parties. All other legal
oexpense is considered to be covered by the overhead provisions of Scction III unless otherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.

to




10.

11.

12.

1.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property. the opera-
tion thercot, or the production thereirom, and which taxes have been paid by the Operator for the benerit of the
Parties.

Insurance

Net premuums paid for insurance required to be carried for the Joint Oporations for the protection of the Par-
ties. 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 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 salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources- in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
il. The salaries, wages and Personal Expenses of Technical Employees and, or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall { ) shall

not { 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 $_6,802.00
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 fifteen (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 off loca-
tion or rig is relcased, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for tifteen (!3) or more consecutive days

[3] Chaurges for wells undergoing any type of workover or recompletion for a period of five (53) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period rfrom 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 well either produced or injected into for any portion of the month shall be considered
as a one-well charge tor the entire month.

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

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

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

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

(3) The well rates shall be adjusted as of the first day of April ecach vear following the cffective date of the
agreement to which this Accounting Procedure is attached. The adjustinent shall be computed by muiti-
plving the rate currently in use by the percenlage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar vear compared to the calendar vear
preceding as shown by the index of average weekly ecarnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada. as applicabie. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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2.

B. Qvernead - Percentage Basis
(1) Qperator shail charge the Joint Account at the following rates:
(a) Develooment
_ . Perecent ( “;) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II uand all salvage credits.
(b) Opecrating

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

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

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

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

of $_25,000.00

A, 5 <% of total costs if such costs are more than $_25,000.00Q__ 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 <t of total costs in excess of $1,000,000.

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

Amendment of Rates

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

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

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

1.

Purchases

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

Transfers and Dispositions

Material furnished to the Joint Property and JMaterial transferred {rom the Joint Property or disposed of by the
Ogperator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-
counts:

A. New Material (Condition A)

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

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

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

(b) Movement of 30.000 pounds or more shall be priced under provisions of tubular soods pricing in Para-
graph 2A (1) of this Section IV.

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

B. Good Used Material (Condition B)
Material in sound and serviceable condition and switable for reuse without reconditioning:
(1) Material moved to the Joint Property
(a) At seventyv-tive percent (75¢0) of current new price. as determined by Parueraph 2A of this Section IV,
(2) Material moved from the Joint Property

(a) At seventy-five percent (7377 ) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was orieinaily chareed to the Joint Account as new Matenal, or
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(H) ut sxtv-five nercent (837) of current new price. as determined by Paragraph 2.\ of this Section
IV. 1t Matenal was orizinally charsed to the Joint Account as good used Material at seventv-iive peor-
cent (739, ) of current new price,
The cost of reconditioning, if any, shall be absorbed by the transferring property.
Other Used Material (Condition C and D)
(1) Condition C

G

Material which is not in sound and serviceable condition and not suitable for its original {unciion until
after reconditioning shall be priced at fifty percent (30¢:) of current new price as determined by Para-
graph 2A of this Section IV, The cost of reconditioning shall be charged to the receiving progerty, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D

All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-

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

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and.or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should 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 sustaired. 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 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
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and
nolifying Operator within ten days after receiving notice from Operator, to turnish in kind all or part of nis share
of such Material suitable for use and acceptable to Operator.

Warranty of Material Furnished by Operator

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

VY. INVENTORILES
Operator shall maintain detailed records of Controllable Material.
Periodic Inventories, Notice and Representation
At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Mlaterial.
Written notice of intention to take inventory shall be given by Ouvcerator at least thirty (20) dayvs before anyv inven-
tory is to begin so that Non-Operators may be represented when any mventory is taken. Fatlure of Non-Ogerators
to be represented at an inventory shall bind Non-Operators to accept ithe inventory taken by Operator.
teconciliation and Adjustment of Inventories

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

Special Inventories

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

Expense of Conducting Periodic Inventories

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

Unless otherwise provided for in the agreement, the Operator may
require the NVon-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. Each Non-Operator shall pay its prooortion of all bills
within fifteen (15) days after receint. TIf payment is not made within
such time, the unpaid balance shall hear 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-
mitted 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
eighteen percent (18%) per annum. HYowever, vursuant to either rate,
attorney's fees, court costs, and all other costs incurred in connec-
tion with the collection of these unpaid amounts shall be recoverable.
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EXHIBIT "D"

SCHEDULE OF INSURANCE

Unit Operator shall carry the following insurance covering operations under

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

1. Worker's Compensation and Employer's Liability Insurance as required by

the laws of the state where the property is located.

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

3. Comprehensive Automobile Public Liabilit& and Property Damage

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

*Insofar as concerns the interests of APCOT-FINADEL JOINT VENTURE
(FINA), Operator shall carry and shall bill FINA for its proportionate share of
only the following insurance coverage:

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



EXHIBIT "E"

GAS BALANCING AGREEMENT

I.

From and after the date of initial delivery of gas from the prooerty, a party
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 pipeline(s) for the account of
such party owner. "Overproduction" of any overproduced party, during any monthly
accounting period, shall be the difference between the gas delivered to the pipeline(s) for
the account of such party owner and such party's full share of gas production, less its full
share of gas used in property operations, vented and lost.

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 applicable
to the source (each separate identifiable geologic source or production contained in a well
bore) of gas production shall be used for the determination to be made hereunder.
Whenever the gas price category changes, from and after the date of such change, the gas
shall no longer be accounted for or be considered in the former category, but shall be

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

[II.

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 ecach 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 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 overnroduction 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 zas up to twenty-five percent (25%) of the
full share of gas of parties having cumulative overproduction of such -particular
pas classification. In the event there is mmore 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 proportion that the cumulative underproduction of
such partv bears to all cumulative underoroduction of all parties then desiring make-up



gas of the particular gas classification category. In the event there is more than one
cumulative overoroduced party required to furnish gas for make-up of underproduction, in
absence of agreement between the affected parties, each such cumulative overproduced
party shall furnish make-up gas (up to the twenty-five percent (25%) limitation heretofore
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 havmg such burden or
obligation.

Iv.

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

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

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

V.

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

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



VI.

At the termination of gas production 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 party or parties actually received for each Mcf of the overproduced gas.
The price used for the above calculation shall be the overproduced party's or parties'
bonafide collected gas sales price(s) less 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
catecory 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.

VIIL. .

Rovyalties 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 obligated 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.

VI

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



EXHIgIT "5

NONCISCRIUMINATION AND CIRTIFICATICN OF NONSEGREGATED FACILITIES

€ =31 Qozortimity Clauss (U1 CF2 &9-1.3). (Applicable only 13 contrac:s or purchase orders for more than $1C,290.)
Durtng the performance ol thus centrace, he Operator agre=s as {ollows:

A.

(1) The Onerazor will not discriminate against any employe= or anplicant for employment because of race, color, religion, sex, or national
arigin. The Coeratar wall take atlirmative action 10 ensure that applicants are emoioyed, and that employees are trzated curing empioyment,
without regare 3 their race, calor, religion, sex, or nationaj ortgin. Such 2ction saall include, but not be limited 10 the {oliowing: Tmployment,
upgracing, czmoztion, or transier, recruitment or recruitment acvertising, layot! or terminations, including apprenticeship, The Qperator agrees

to post I COonsDICLous olaces, avadable to emplovees and applicants {or empioyment, notices to be proviged by the contracung officer serung
forth the provisions of thus nonciscrimination clause.

(2) The Cperator will, in all solicitations or advertisements for employees placed by or on bahalf of the Operator, state that all qualified
applicants will cec=ive censiceration for employment without regard to race, colar, religion, sex, ar national origin,

(3) The Ocerator will send to each labor union or representative of workers with which it has a collective bargaining agreement or other
contract cr uncerstanding, 3 notice to be orovided by the agency contracting otficar, advising the labor union or waorkers' regresentative of the

Operatcr's commitments uncer section 207 of Executive Order 11246 of September 24, 1965, and shall post copies of the nouce in conspicuous
places avaiiable 10 employe=s and appiicants {or employment,

(8) The Coerator will comaly with all provisions of Executive Order 11246 of September 24, 1965, and of the rules, regulations, and relevant’
orders of the Secretary of Labor.

(5) The Ooerator will furnish all informaticn and reports required by Executive Order 11246 of Septamber 24, 1965, and by the rules,
regulations, and orgers of the Secrstary of Labor, or pursuant thereto, and will permit access to its books, records, and accounts by the
contracting agency and the Secrstary of Laber far purposes of investigation to ascertain compliance witht such rules, regulations, and orcers.

(6) 1n the event of the Cperator's noncompliance with the nondiscrimination cfauses of this centract or with any of such rules, regulations, or
orders, this Cantract may d= canceled, tarminated, of suspended in whole or in part and the Operator may be declared ineligidle for further
Goverament contracts in accorcance with procadures authorized in Sxecutive Qrder (1246 of September 24, 19565, and such otaer sancrions may

be imposed and remedies invoked as proviced in Executive Ordar 11246 of Seprember 24, 1965, or by rule, regulation, or order of the Secretary of
Laber, cr as otherwise proviced by law,

{7) The Operator will include the provisions of paragraph (1) through (7} in every subcentract or purchase ordsr unless z=xempted by rules,

regulations, or orders cf the Secretary of Labor issued pursuant to section 204 of Executive Order 11246 of September 24, 1965, so that such
provisions will be binding upon each subcontractor or vendor. The Operater will take such action with respect to any subesnirac: or purchase
ordar as the contracting agency may cirect as a means of enforcing such provisions inciuding sanctions {or noncompliance: Provided, however.
that in the event the Operator Secomes invoived in, or is threatened with, litigation witn a subcontracter or vendor as a resul: 31 sucn girection by
th= contracting 2gency, the Operator may request the United States 10 enter into such litigation 0 protect the interests of ths Unitad States.

B.

Cerzification of Nonseerzeated Facilitizs (41 CFR 50-1.3). (Applicable enly to contracts or purchase orcers which are not exempt Irom the
provisions ol the Squal Vpportunity Clause set out adbove.)

The Operator certifies that it does not, and will not, maintain or provide for its employees any segregated facilities at any £ its establishments,
nd that it do=s not, and will not, permit its employees 0 perfarm their services at any location, under 123 control, where segr=gated facilities are
aintawnad. The Operator agress that a breach of this cert:fication is a violation of the Zgual Qoporrunity Clause in this contraz: or purchase order.
s used in this czrufizauon, the term “segrezated facilities means any waiting rooms, work areas, rest rooms and wash rooms, c¢zstaurants and other
rung areas, time clocks, locker rooms anc other storage cor dressing areas, parking lots, drinking fountains, recreation or snteriainment areas,
~ansportation, and housing facilities provicded for employess wnich are segregatsd by exohicit dicective or are in lact segregatec =n the basis of race,
r22d, color, cr national origin, because of habit, local custom, or otherwise. The Operator further agrees that {excedt where it has obtained identical
sruficatons {rom oropased subcontraciors for specific t:me periods) it will obtain identical certifications from procosed subconiractors prior to the
~ard of subcentracts excaading 510,000 which are not exsmpt from th= provisions of the Equal Qoportunity Clause; that it will retain such

2riifications in its files; and that it will forward the following notice to such orososed subcontractors {excedt whare the proposed suocontractors have
:amitted idenucal cerufications for soscific time pariods): NOTICE TO PROSPEICTIVE SUBCONTRACTORS OF REQUIREMENT FOR CERTIFICA-
‘ONS CF NONSEGRIGATED FACILITIES. A Certificate of Nonsegregatea Facilities must be submitted prior to the aware of a subcontrac:
rce=ding 510,000 which is not exempt from the provisions of the Ezual Opportunity Clause. The certification may be submirted either for each
izcontract or for all subcontracts curing a period (i.e., quarterly, semiannually, or annually).

C. Alfirmative Action Comoliance Prazram (4| CFR 60-1.40). (Applicable only if (a) the Operator has 50 or more empioyess and (b) the
contract or purchase orcer s 1oc 339,650 or more.} :

The Operator shall develop a written alfirmative actien program for each of its establishments, and, within 120 days from the effectiveness of

1S contract of purchase orcer, shall maintain a cepy of separatz programs {or each estanhishment, including evaluations of utilization of minority
-oup personnel and the job clzssification tables, at each Jocal office respansidle for the parsonnel matters of such establishment.

D.

Exoslover Information Reasort (41 CFR 63-1.7). (Aoplicabls only if (a) the Od=rator has 50 or more emplaye=s, (b) the Operator is not exempt

{ourzcant 1o section 5G-i.5 cr Title 41 ot the Code of Federal Regulauons) {rom the requirement for tiling Employer Information Report
EZC-1, and (¢) the contract or purchase ordar is for 350,000 or more.)

The Operator agrees to {ile with the appropriate Faderal agency annually, on or before the 3lst day of March, complete and accurate reports on
tancard Form 100 (E20-1) promuligated jointly by the Office of Federal Contract Compliance, the Equal Employment Opportunity Commission and
‘ans for Progress or such form as may hereafter be promulgat:? in its place, ' !

E. Affirmative Acrtion for Disabled Verterans and Veterans of the Vietnam Era (41 CFR 60-259). (Applicable only to contracis or purchase orders
{or 31G,L30 or more.)

The affirmative action clause prescribed in section 60-250.% of Title 41 of the Codz of Federal Regulations is incorporated herein by reference (as

-rmitted oy tection 63-250.22 of said Regulations) as if set out in full at this point. Lf the Opecator {a) has 50 or more employees ana (b) this contracs
- purcrase order is for 559,230 or more, then within 120 days from the atfect

iveness of this contract or purchase order, the Operator shall prepare
‘4 maintain 2n aflirmative action program at eacn establishment which shall set forth the Operator's policies, practices and procedures in accordance
Sy section 65-220.6 of said Regulations. :

F.

Alfi-marive Acticn {or Handicaooed Workars (41 CFR 60-751.8). {(Apolicable only to contraces or purchase orders for $2,500 or more.)

The aflirmative action clause prescribed in section 60-741.% of Title ! of the Cede cf Frderal Regulations is incorporated herein by reference {as
~rMitted by se<ton 60-741.22 of said Regulations) as if set out in full at trus point. I the Ooerator {a) has 50 or more employees and {b) this contract
" curcrase orcer s tor $30,200 or more, then, within 120 davs of the effecliveness of this contract or purchase order, the Operator shall prepare and

unzamn an allirmative actuon program at each establishment, which program shall set forth the Cperator’s policies, practices and peocedures in
‘Lorcance with secuion 60-741.6 of said Regulations.

G.

Utihization of “Minority Bosiness Enternrisag (Taderal

Orocurement Ragilatiens 1-1.13)
wnica may exceed 315,.50G.)

(Applicable only to contracts or purchase orders

(1} It s the oolicy of the Government that minority business enterprises shall have the maximum praciicable opportunity to participate in the
performance of Covernment contracis.

{2) The Cperator agrees to use his best effarts to carry out this policy 1n the award of his subcontracts to the fullest extent consistent with
the eflicient perfcrmances Ct this contraCt. As usec in this €INTFACE, The term “MInoriTy dutiness enterprise” means a business, at least 30 percent

of wnICn 15 ownes Ty mMinority grous meamoers or, 1n case ¢f pudlicly owned Businesses, at teast 3) percent of the stock of which 13 owned by
minority 2:ouD Membders.

rar the surpeses of this cefiniuton, minority §roup Mmemoers are Ncgroes. Slexh-soeaxms AmeriCan persons,
Aferican-Crientals, Amer.can-indians, American-Iskimes, ang Amenican Aleuts.

Contractors may rely on wriiten representations by
SUDCONTIAZISrS regarcing tneir STATUS A3 MINOrity dusiness enterprises in Lhieu of anancedencent iNvestigation.
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OPFRATING AGREEMENT

THIS AGREEMENT. entered into by and between 1 X0 Production Corp.

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

WITNESSETII:

WHEREAS. the parties to this agreement arc owners of oil and gas leases and or oil and gas in-
terests in the land identified in Exhibit A", and the parties hercto have reached an agreement to explore
and develop these leases and or oil and gas intervests 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 interests in tracts of
land lying within the Contract Area which are owned by parties to this agreement.

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

E. The term “drilling unit” shall mean the 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 ovder,
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 in the singular 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 hereto, are incorporated in and made a
part hereof: : i
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.
B. Exhibit “B", Form of Lcase.
C. Exhibit ~C”, Accounting Procedure.
:Aj D. Exhibit D", Insurance.
E. Exhibit “E", Gas Baluncing Agrcement.
A, Fo Exhibit “F”, Non-Discrimination and Certification of Non-Scgregated Fuctlities.
II' any provision of any exhibit, except Exhibit “E”, is inconsistent with any provision contained
in the body of this agreement, the provisions in the body of this aercement shall prevail,
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1 ARTICLE IIL
2 INTERESTS OF PARTIES
3 .
4+ A, Ol and Gas Interests:
3
6 If any party owns an unleased oil and gas interest in the Contract Arvca, that interest shall be
7 treated for the purpose of this agreement und during the term hercof as if it were a leased interest
8 undcr the form of oil and gas lease attached as Exhibit "B, As to such interest. the owner shall re-
9 ceive royvalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit
10 “B". Such party shall. however. be subject to all of the provisions of this agreement relating to lessees,
11 to the extent that it owns the lessee interest. :
12
13 B. Interest of Parties in Costs and Production: .
14
15 Exhibit ~A™ lists all of the parties and their respective percentage or fractional interests under this
16 agrcement. Unless changed by other provisions. all costs and liabilities incurred in operations under
17 - this agreement shall be borne and paid. and all equipment and material acquired in operations on the
18  Contract Area shall be owned by the parties as their interests are shown in Exhibit A", All produc-
19 tion of oil and gas from the Contract Area. subject to the payvment of lessor’s royalties ahighe—iiiietio.
20 bowrecbha—thaloint dcenupt shall also be owned by the parties in the same manner during the term
21  hereof: provided. however, this shall not be deemed an assignment or cross-assignment of interests cov-
22 ered hereby.
23
24 ARTICLE 1V.
25 TITLES
26 .
27 A. Title Examination:
28
29 Title examination shall be made on the drillsite of any proposed well prior to commencement of
30 drilling operations or. if the Drilling Parties so request. title examination shall be made on the leases
31 and or oil and gas interests included. or planned to be included. in the drilling unit around such well.
32 The opinion will include the ownership of the working interest, minerals. rovalty, overriding royvalty
33 and production payments under the applicable leases. At the time a well is proposed. ecach party con-
34 tributing lecases and or oil and gas interests to the drillsite, or to be included in such drilling unit. shall
35 furnish to Operator all abstracts (including Federal Lease Status Reports), title opinions, title papers
36 and curative material in its possession free of charge. All such information not in the possession of or
37 made available to Operator by the parties. but necessary for the examination of title, shall be obtained
38 by Opcrator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
39 Copies of all title opinions shall be furnished to each party hereto. The cost incurred by Operator in
40  this title program shall be borne as follows:
41
42 /77 Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including
43 preliminary., supplemental, shut-in gas royalty opinions and division order title opinions) shall be a
44 part of the administrative overhead as provided in Exhibit ~C.” and shall not be a direet charge, whether
+5  performed by Operator’s staff attorneys or by outside attorneys.
14 -
17 i Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys
43 2(()1' title examination (including preliminary, supplemental. shut-in gas royalty opinions and division
49 order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
50 Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit ~A™,
51 Operator shall make no charge for services rendered by its staff attorneys or other personnel in the
52 performance of the above functions.
53
54 Each party shall be responsible for securing curative matter and pooling aumendments or agreements
53  required in connection with leases or oil and gas interests contributed by such party. The Operator shall be
56 responsible for the preparation and recording of Pooling Designations or Declarations as well as the
57 conduct of hearings before Governmental Agencies for the sccuring of spacing or pooling orders. This
38  shall not prevent any party from appearing on its own behall at any such hearing.
59
60 No well shalt be drilled on the Contract Aveca until after (1) the utle to the drillsite or drilling unit
61 has been examined as above prn\'idcd.—g-.——&-(:) the title hus been approved by the examining attorney or
62 title has been accepted by all of the parties who are to participate in the deitling of the well,
63
64 B. Loss of Title:
65
66 o Fadure ol Title: Should any ol snd 2as mterest or lease, or interest therein, be lost throuash
67 failurc of utle. which Joss vesults in a reduction ot inierest from lh;-t. shown on Exhibit A", this usree-
6 ment, nevertheless, shaft continue in foree ox 1o all remmning ol and was Seases and interests. and
69 (a) The party whose oil and cas leuse or iterest as atfected by the e smfore shall bear sione
70

‘ s o
( (

the entire joss and it shall not be entitled to recover trom OUperator aw the wther parfies any development

-
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for been responsible .
or operating costs Avhich it mayv have theoretofore/pess, Lut there shall be no monetary liability on its
part to the other parties hereto for. drilling, development. operating or other similar costs by rcason 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 huas 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 failure. the party whose title has failed shall
receive the procecds attributable to the increase in such interests (less costs and burdens attributable

thereto) until it has becen 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 ” X

(e) Any liability to account to a third party for prict production of oil and gas which arises by
reason of title failure shall be borne by the party or partics-{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-Pavment or Erroneous Pavment of Amount Due: If, through mistake or oversight,
any rental, shut-in weil payment, minimum royalty or royalty payment, is not paid or is erroneously
paid, and as a result a lcase 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 VIIL.B., the interesis of
the parties shall be revised on an acrcage 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 Arca on account of ownership of the lease or interest which has terminated. In the event
the party who failed to make the required pavment shall not have been fully reimbursed, at the time of
the loss, from the proceeds of the sale of oil und gas attributable to the lost interest. calculated on an
acreage basis, for the development and operating costs theretotfore paid on account of such interest. it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the
cost of any dry hole previously drilled or wells previously abandoned) from so much of the following
as is necessary to effect reimbursement:

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

(b) Procreds. less operating cxpenses, thercafter accrued attributable to the lost interest on an
acreage basts, of that portion of oil and gas thercafter produced and marketed (excluding production
from any wells thereaiter 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 coutributed by the other partics in proportion to their respective ‘in-
terests; and

(c) Any monies. up to the amount of unrecovered costs, that may be paid by any party who is, or

becomes, the owner of the interest lost, for the privilege of participating in the Contract Area or be-
coming a party to this agreement. )

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.l. and IV.B.2.
above, 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 RESPONSIBGILITIES OF OPERATOR:

TX0 Production Corp.

shall ke the
Opcrator of the Contract Avea. and shall conduct and direcet and have full control ot all operations on
the Contract Area as permitted and required by, and swithin the limits of, this agreement. It shall con-
duct all such operations in a good and workmanhie manner. but 1t shuil have no habitity as Operator

o the other parties for losses sustained or liabilities incurred, except sach as may result from gross

nechacnce or witlful misconduct.

«3 -

-
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i B. Resignation or Removal of Operator and Selection of Succeessor:

2

3 1. Resignation or Removal of Opceratar: Operator may resign at any time by giving wrilten notice
4  thereot to Non-Operators. If Operator terminates its legal existence, no longer owns an interest in the
5 Contract Arvea, 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 u successor. Operator may be removed if it fails or
7 refuses to carry out its dutics hcr:r wder. or becomes insolvent. bankrupt or is placed in receivership.
8 by the affirmative vote of XQQ&DCQ 11‘ more Non-Operators owning a majority interest based on owner-
9 ship as shown on Exhibit ~A”

. and not on the nuwmber of partics remaining after excluding the voting

10 interest of Operator. Such resignation or removal shall not become effective 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 Opcerator, unjess a successor
13 Operator has been selected 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 Nc')n-Operalor. A change of
15

a corporate name or structure of 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- ‘_--
19  erator shall be selected by the Parties. The successor Opcerator shall be selected from the parties owning o
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 hercunder. their selection.
29

"and the hours of labor and the compensation for services performed. shall be determined. by Operator,
30 and all such emplovees shall be the employvees of Operator.

31

32 D. Drilling Contracts:

33

34 All wells drilled on the Contract Area shall be drilled on a compelitive contract basis at the usuul

35 rates prevailing in the area. If it so desires. Operator may employ its own tools and equipment in the
36 drilling of wells, but its charges therefor shall not exceed the prevailing rates in the arca and the rate
37 of such charges shall be agreed upon by the parties in writing belore drilling operations are com-
38 menced. and such work shall be pertformed by Operator under the same terms and conditions as are

customary and usual in the area in contracts of independent contractors who are doing work of a sim-
40 ilar nature.

42 ARTICLE VL
43 DRILLING AND DEVELODPMENT

45 A, Initial Well:

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

50 660' FSL & 1980' FEL, Section 11, T-20-S, R-35-E, Lea County, New Mexico

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

38  unless granite or other practically impenctrable substance or condition in the hole. which renders
59 further drilling impructical. is encountered at a lesser depth, or unless all parties agree to complete or
60~ ubandon the well at a lesser depth.

61
62
303 dication of containing oil and zcas in quantitics sutfwient to test, unless this agreement shall be limited
64 in its application to a specific formation or formattons. i which cvent Qperator shall be required to
65  test only the furmation or fermations to which this aareement may apply.

66

67

Opcerator shall make reasonable tests of all formations encountered during dritling which give in-
>

If. m Operator's judement. the well will not produce oil or cas in payving quantitics, and it wishes
(1% to pluz and abundon the well as o dry hole, 1t <hall
69

Hest secure the consent of all parttes and shall
plur and abandon same as provided in Article VIE L hercor,

-3
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1 B. Subsequent Operations:

2

3 1. Proposed Operations: Should anyv 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 dritled
5 at the joint expense of all parties or a well jointly owned by all the partics and not then prosucing
6 in paving quantitics. the party desiring to drill. rework. decpen or ptug back such a well shall cive the
7 other parties written notice of the proposed operation, specifyinz 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 parties wishing to do the work whether they elect 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 deeper may be given
12 by telephone and the response period shall be limited to forty-eight (48) hours. exclusive of Saturday.
13 Sunday or legal holidays. Failure of a party recciving such natice to reply within the period above fixed
14 shall constitute an election by that party not to participate in the cost of lhé 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 VILB.1. or VLE.l. 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 premptly 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 progosed
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 cither: (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 VL.B.2.. shall comply with all terms
29 and conditions of this agreement. .

30

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 procced with the operation as proposed. Each Consentina Party. within forty-ecight (48)
35 hours (exclusive of Saturday. Sunday or lecgal holidays) after receipt ot such netice, 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 paragraph. Consenting
43  Parties shall keep the leaschold estates involved in such opcerations free and clear of all liens and
44 encumbrances of every kind created by or arising from the opcrations of the Consenting Parties. It such
45  an operation results in a dry hole, the Consenting Parties shall pluy and abundon the well at their sole
46 cost. risk and expense. If any well drilled. reworked. deepened or pluused back under the provisions
47 of this Article results in a producer of oil and or gas in paying quantitics, the Consenting Parties shall
48 complete and ecquip 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 commencement 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 Artiecle. 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 interests. all of such Non-Consenting Party's
54 interest in the well and share of production therefrom until the proceeds of the sale of such share.
35 calculated at the well. or market value thereot if such share is not sold (after deducting production
56  taxes. royalty, overriding rovalty and other interests existing on the effective date hereof. payvable out of
57 or mcasured by the production from such well aceruing with respect to such interest until it reverts)
58 shall cqual the total of the following:

59

60 (a) 1007 of cach such Non-Consenting Party’s shurce orf the cost of anyv newly acquired surface
61  cquipment bevond the wellhead connections (including, but ot lLimited to. stock tanks. separators.
62 treaters, pumping cquipment and pipme). plus 1007 of cach such Non-Consenting Party’s shave of the
63 cost of operution of the well commencing with first production and conticuing until cach such Non-
64 Consenting Party’s relinquished  interest shall vevert to it under other provisions of this Article. it being
65 acrced that cach Non-Consenting Party’s share of ~uch costs and equioment will be that interest wineh
66 would have been charzeable to cach Non-Cunsenting Pacty had it pacticipated in the well from the pe-
U7 zmning of the operation: and

64 .

64 (1) 300

At

(

back, testine and completme kitter deductine any cash contributions

*"A well to be drilled to a depth of 10,000 feet subs
of that portion of such costs in a well to be drill
than 10.006 feet.®

ot that portion of the costs and expenses of dreitline reworkime, deepening, oy pluceiny

receivedd uander Avticle VHILC, and
urface or less, and 4007

ed to a total depth greater
P

R 4



AALDLL FORM ol - MODEL FORM OPERATING AGREEMENT - 1977

—

1o

-1 C. U 4

=~

31
32
33

Lo oy o O UL U U N U N N O e b e e e e e e e e OO GO W0
R R U - e B AR - S T ORI IR = B I - S S S

65
66
67
68
69
70

C -
( (

*gr 4007 as applicable"
300 * that portuon of the cost of newly acquired cquipment in ihe well (to and including the well-

head conncetions), which woukt have been chargeable 10 such Non-Consenting Party if it had partei-
pated therein.

Gas production attributable to any Non - Consenting Party’s relinquished interest upon such Pariy’s
clection, shall be soid o its purchaser. if available, under the terms of its existing <as sules con-
tract. Such Non - Consenting Party shall direct its purchaser to remit ithe 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 relinquished interest. If such Non - Consenting Party has not
contracted for sale of its gas at the time such gas is available for delivery. or has not made the clec-
tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party’s share of gas as hereinabove provided during the recoupment period.

During the period of time Consenting Parties are entitled to reccive No’n-Conscnting 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 rovalty. overriding rovalty and other
burdens applicable to Non-Consenting Party’s: share of production.

In the case of any reworking, plugging back or deeper drillins 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 cquipment shall vemain 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 equipment in and connected to the well. and un itemized statement of the cost of driiling,
deepening. plugging back. testing. completing, and cequipping the well for production: or, at its ogption.
the operating party. in licu of an itemized statement of such costs of operation. may submit a detailed
statement of monthly billings. Each month thercaiter, during the time the Consenting Parties are reing
reimbursed as provided ubove. the Party conducting the opoerations for the Consenting Parties shall {urn-
ish the Non-Consenting Parties with an itemized statement or all costs and liabilities incurred in the
operation of the well. together with a statement of the quantity of oil and gzas produced from it and the
amount of procceds 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 Porties
shall use industry accepted meihods such as. but not limited to, metering or periodic well tests. Any
amount realized from the sale or other disposition of equipnient newly acquired in connection with any
such operation which would have been owned by a Non-Counsenting Party had it participated therein
shall be credited against the total unreturned costs of the svork 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 pariy.

If und when the Consenting Partics recover from a Non-Consenting Party’s relinguished interest
the amounts provided for above. the relinquished interests of such Non-Consenting Purty shall auto-
matically revert to it. and. from and after such reversion. such Non-Cansenting 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 driliing,
reworking, deepenirng 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 VLB.2., it is agreed that without the mutual consent
of all parties. no wells shall be completed in or produced from 2 source of supply from which a well
located clsewhere on the Contract Area is producing, unless such well conforms to the then-existing
wvell spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the initial
well described in Article VILAL except (a) when Option 20 Article VILD.1. has been sclected. or (b)
to the reworking, deepening and plusging hack of such imitia! wel, if such well is or thercafter shall
prove to be a dry hole or non-commercial well, after havine been drilled to the depth specified in Article
VLA,

C. Right to Take Production in Kind:

Euch party shall have the right to tuke in kind or separateiy dispose of its proportionate share of
all ol and cas produced from the Contract Area, exclusive of production which may be used in de-

velopment and nroducing operations and in nreparme and treating oit

tor marketing purooses and
vroduction unavoidably loxst.

Any extra expenditure weusred i the taking in kind or separate d1spo-
~ition by anv party of its proportionate share ot the product:on shall be borne by such party.  Any
-4 -
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party taking its share of production in kind shall be required to pay for only its proportionate zhare
of such part of Operator's surface facilities which it uses.

Each party shall execute 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 direet from the purchaser thercot for its share of all production.

In the event any party shall fail 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 Opecrator 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) yvear. Notwithstandinz the

foregoing. Operator shall not make a sale, including one into interstate commerce, of any other pariy'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’ separatc disposition of its share ot the gas causes split-stream de-
liveries to separate pipelines and or deliveries which on a day-to-day basis for any reason are not
exactly equal to a party’s respective proportionate share of total gas sales to be allocated to it. the
balancing or accounting between the respective accounts of the parties shall be in accordance with
any Gas Balancing Agreement between the parties hereto. whether such Agreement is attached as
Exhibit “E"”, or is a separate Agrecement.

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 thercof, including Operator’s books and records relating thereto. Operator. upon
request, shall furnish each of the other parties with copies of all forms or reports filed with govern-
mental agencies. daily drilling reports, well logs. tank tables. daily gauge and run tickets and regorts
of stock on hand at the first of each month. and shall make available samples of any cores or cuttings
taken from any well drilled on the Contract Area. The cost of cathering and furnishing information to

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

E. Abandonment of Wells:

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

2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
worked pursuant to Article VILB.2. hereof for which the Consenting Parties have not been fully reim-
bursed as thercin provided. any well which has been compicted as a producer shall not be plugged and
abandoned without the consent ot all parties. If all purtics consent to such abandonment, the well shall
be plutzged and abandoned in accordance with applicable rezulations and at the cost. risk and expense

of ail the pacties hereto. If. within thirty (30) duys after receipt of notice of the proposed abandonment
of xuch well all parties do not asvee to the abandonment ot any well, those wishing to continue its op-
cration shall tender o cach of the other parties its proportionate share or the value of the well's salvable
material and cquipment. determined in accordance with the provisions of  Exhibit »C™, less the estimated
eost of salvazme and the estimated cost of pluzamye and abandoning.  Each  abandonmng pacty  shall
assien to the non-abuandoning parties. without warranty. express or implicd. as to title or as to quantity,
quality, or fitness for use of the cquipment and material, all o1 its interest in the well and related cquip-
ment, together with its interest in the leasehold estate as to, but ondy as to. the interval or intervals of the
formation or formations then open to production. If the interest or the abandoning party is ov includes
an ol and aus interest, such party shall exeewte and deliver o the non-abandoning party or pacties an
o and sas lease, himited to the interval or mtervals o1 the tormation or formations then open to produc-
Goendtera term o one vear and so dong thereatter asool and or vas iz produced from the interval or nter-

-7 -
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vals of the tormation or fermations covered thereby. such lease to be on the form attached as Exhibit
“B”. The assienments or leases so limited shall encompass the “drithng unit”™ upon which the weil is
located. The pavmoenis by, and the assignments or feases 1o, the assignees shall be in a ratio based upon
the relationship of their respretive pereentages of participation in the Contract Area to the aggregate of
the pereentages of participation in the Contract Area of all assignees. There shall be no readjustment
of interest 1 the rematning portion of the Contract Avea.

Thereafteor. 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 royvalties
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. Euach party shall be responsible
only for its obligations. and shall be liable only for its proportionate share of the costs of developing
and operating the Contract Area. Accordingly, the liens granted among the parties in Article VILB. are
given to secure only the debts of each severally. It is not the intention of the parties to create. nor shall
this agreement be construed as creating, a mining or other partnership or association, or to render the
parties liable as partners.

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 cquipment, to secure
payment of its share of expense, together with interest thereon at the rate provided in the Accounting
Procedure attached hereto as Exhibit =C™. To the extent that Operator has a security interest under the
Uniform Commercial Code of the State. Operator shall be entitled to- exercise the rights and remedics
of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator
for the secured indebtedness shall not be deemed an election of remedics 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 payvment of its share of expense. Operator shall have the nmight, 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-
crator’'s proportionate share of expensce.

If any party fails or is unable to pay its share of expense within sixty (640) days arfter rendition of
a statement therefor by Operator. the non-defaulting parties, including Operator, shall. upon request by
Operator. pay the unpaid amount in the proportion that the interest:of 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 forcegoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses
incurred in the development and operation of the Contract Area pursuant to this agreement and shall
charge cach of the parties hereto with their respective proportionate shares upon the expense basis pro-
vided in the Accounting Procedure attached hereto as Exhibit ~C”. Operator shall keep an accurate
record of the joint account hereunder. showing expenses incurred and charges and credits made and
received. -

Operator. at its election. shall have the right from time to time to demuand and receive from the
other parties payment in advance of their respective shares of the estimated amount ot the expense to
ke incurred in operations hercunder during the next succeeding month, which right may be exercised onlv
by subrussion to cach such party of an itemized statement of such estimated expense, together witiu
an invoice tor 1its shuare thereof. Euch such statement and inveice ror the pavment in advance of esti-
mated expense shall be submitted on or before the 20th day of the next preceding month. Each party
shall pay to Opcrator its proportionate share of such cestimate within fifteen (13) dayvs after such es-
timate and invotee is recetved, [f any party fails to pay its share ol said estimate within said time, the
amount duce shall bear interest as provided m Exhubnt ~C™ until pwd. Proper adjustment shall. be
made monthly between advances and actual expense to the end that cach party shall Lear and pav its
proportionate share of actual expenses incurred, and no more.

-4 -
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D.  Limitation of Expenditures:

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

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

[E Option No. 2: All necessary expenditures for the driliing or deepening and testing of the well. When
such well has reached its authorized depth. and all tests have been completed. Operator shall give im-
mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties
recciving such notice shall have forty-vight (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 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 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. decpening or
plugging back™ as contained in Article VILB.2, shall be deemed to include “completing™) shall appiv 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 Articte 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-------------------p,5;5(5 15,000.00 )
except in connection with a4 well, the drilling, reworking, deepening. completing, recompleting, or plug-
ging back of which has been previously authorized by or pursuant to this agrecemcnt: provided. how-
ever, that. in case of explosion, fire, flood or other sudden emergency.. whether of the same or different
nature. Operator may take such steps and incur such expenses as in its opinion are required to deal with
the emergency to safeguard life and property but Operator, as promptly as possible. shall report the emer-
gency to the other parties. If Operator prepares “Authority for Expenditures” for its own use.
Operator, upon request. shall furnish copies of its “Authority for Expenditures™ for any single project
costing in excess of __Fifteen thousand----w~-=w--c-oeo--- --=<ilars ($15,000.00 ).

E. Royalties. Overriding Royaltics and Other Payvments:

Each party shall pay or deliver, or cause to be paid or delivered, all royalties to the extent of
one-eighth due on its share of production and shull hold the other parties {ree
from any liability therefor. If the interest of any party in any oil and gas lease covered by this agree-

[S984

ment is subject to any royalty, overriding rovalty, production payment, or other chuarge over and above
the aforesaid royalty. such party shall assume and alone bear all such oblivations ard shall accournt
for or causc to be accounted for, such interest to the owners thercot.

No party shall ever be responsible, on any price basis higher than the price reccived by such par!y,i
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 rovalties 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
cxpense. In the event two or more parties own and have contributed interests in the same lease to this
agreement, such partics may designate one of such parties to make said payments for and on behalt of all
such parties. Any party may request, and shall be entitled to receive. proper evidence of all such pay-
ments. In the event of failure to make proper payment of any rental, shut-in well pavment or minimum
royalty throush mistake or oversight where such pavment is required to vontinue the lease in force.

any loss which results trom such non-payment shall be borne in accordance with the provisions ot Article
Iv.B.2.

Opcrator =hatl noury Non-Operator of the anticipated completton ol a shut-mn zas well, or the shut-
ting in or return to procduction of o producing sas well, at least tive (3) davs (excluding Saturday. Sun-
day and holiduvs), or at the cartiest opportunity permitted by circumstances. prior to taking such action.
but assumes no lability for fwlure to do so. [n the event of failure by Operator to so notitx Non-
Qperator the ioss of any lease contributed herets by Non-Operator tor tailure to make timely pavments

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

(. Taxes:

Beginning with the first calendar vear 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 shail 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, rovaltics, 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. Opecrator shall bill other parties for their proportionate share of all 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. unless sll
parties agree to abandon the protest priov 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-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 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 Opcerator for premiums paid for
such insurance for Operator's fully owned automotive equipment. )

ARTICLE ViIL :
ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this 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 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
equipment which may be located thereon and any rights in production thereafter secured. to the parties
not desiring to surrvender it. It the interest of the assigning party includes an oil and gas interest, the

as-
signing party shall execute and deliver to the party or partics not desirinz: to surrender an oil and gas
lease covering such oil and 2as interest for o term of one year and so lone thercafter as oil and or aas

is produced from the lund covered thereby. such lease to be on the form attached hereto as Exhibit “B™.
Upon such assisnment, the assiening party shall be refieved from all obhizations thereatter aceruing,
but not therctofore accrued, with respect to the acreage assigned and the operation ol any well thereon.
and the assigning party shall have no turther interest in the lease assigned and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of tus Acticle. Thoe parties
assignce shall pay to the party assignor the reasonable salvase value of the latter's interest in any wells
and equipment on the assigned ucreage. The value of all material shall be determined in .uccm‘d:\ncu
with the provisions of Exhibit “C™, less the estimated cost of salvaging and the estimated cost of plug-

ging and abandomng. [f the assicnment is in favor of more than one party. the assigned interest shail

- 10 -
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be siared by the parties assienee in the proportions thut the interest of cach bears to the interest ot all
partics assignee. N

Any assienment or surrender made under this provision shall not reduce oy change the assignor's or
surrendering parties” interest. us it was immediately before the assignment, in the balance of the Contract
Arca: and the acrcage assigned or surrendered. and subseguent operations thercon, shall not thereafter
be subject to the terms and provisions of this agreement.

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 rencwal lease. insofar as such
lease affects lands within the Contract Area. by paying to the party who uch’xrcd it their several proper
proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area.
which shall be in proportion to the interests held at that time by the parties in the Contract Area.

If some. but less than all. of the parties elect to participate in the purchase of a renewal lease. it
shall be owned by the parties who elect to participate therein. in a ratio based upon the relationship of
their respective percentage of participation in the Contract Area to the aggrcgate 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 leascs whether they are for the entire interest
covered by the expiring lease or cover only a portion of its area or an interest therein. Any rencwal 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 agreement.

The provisions in this Article shall apply also and in like manner to extensions of oil and gas
leases.  gao 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 aperation on the Contract Arca. such contribution shail be paid to the party who
conducted the drilling or other operation and shail be applied by it against the cost of such drilling or
other operation. If the contribution be in the form of acreauze, the party o whom the contribution is
made shall promptly tender an assignment of the acreage. witirout warranty ot title, to the Drilling
Parties in the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto
are Drilling Parties and aceept such tender. such acrease shall become a part of the Contract Area and
be governed by the provisions of this agreement. If less than all parties herveto are Drilling Parties and
accept such tender. such acreage shall not become a part of the Contract Avea. Each party shall prompt-
ly notify all other parties of all acreage or money contributions it may obtain in support of any well or
any other operation on the Contract Arvea.

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 VIIIL.C.

D. Subsequently Created Interest:

Notwithstanding the provisions of Article VIILE. and VIIL.G.. if any party hercto shall. subsequent
to excecution of this agreement. ereate an overriding royalty, production payment, or net proceeds inter-
est. which such interests are hereinafter referred to as “subscquently created interest™. such subscquently
created interest shall be specificatly made subject to all of the termis and provisions of this agreement, as
follows:

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

party conducting such operatinns becomes enutled o recerve the production attributable to the interest
out of which the subscquently created interest s derived. such party shall receive sume free and clear

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

created mmterests and shall indemnify and hold the other particos hereta free and harmless from any and
all liability resulting theretrom. = N,

—m— T e e .
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2. If the owner of the interest from which the subsequently created interest is derived (1) fails to

pay. when duce. its share of expenses chargeable hereunder, or (2) clects to abandon a well under pro-
visions of Avucte VLE. hereof, or (3) clects to surrender a lease under provisions of Article VIILA.
hercotf. the subsequently created intervest shall be chargeable with the pro rata portion of all expuenses
hereunder in the same manner as if such interest were a working interest. For purposcs of collecting
such chargeable expenses. the party or parties who receive assignments as a result of (2) or (3) above
shall have the right to enforce all provisions of Article VILB. hererof agamst such subsequently created
interest.

E. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil und gas leaschold interests
covered by this agreement. and notwithstanding any other provisions to the contrary. ne partv shall
sell. encumber. transfer or make other disposition of its interest in the lcase;' 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 equipment and production: or
2. an equal undivided interest in all leases and 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 morve co-owners.
Operator. at its discretion, may require such co-owners to appoint a single trustec or agent with full
authority to receive notices, approve expenditures, receive billings for and approve and vay 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 asreement: however. all such
co-owners shall have the right to enter into and execute all contracts or acrecements for- the disposition
of their respective shares of the oil and gas produced from the Contract Area and they shall have the
right to receive, separately. payment of the sale procecds hereof.

F. Waiver of Right to Partition:

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

(<3 FUITER 5 BRIV CURTOINNT TR PIVCE PITUR DGO | R LSNP O Ve SN S SUI U SUPTIUUE DENNUTTVS PV E IO AT TS DU W I ST

interests™hwghe Contract Area. it shall promptiy give written notice to the other partics, with (b
s proposed sale. which shall include the name and address of the-ntSspective pur-

chaser (who must be reaay™jline and able to purchase). the purchuase niize7nd all other terms of
the offer. The other parties shall : ~Tor u period of ten (10) days arter
receipt of the notice. to purchase on the same™wugs < —Zitons the interest which the other varty

e burchasing parties shall share the pur-

to mortgage its interests, or to dispose of its interests by merger. reorganization. lidation. or sale

of all or_s antially all of its assets to a subsidiary or parent company or o a subsidiary of

(FSUETR T RNPE ¢ LI ks, eI - [ TS TR VU TU T CPL Y COP U C e Ty e s FECUTR P 2 P Y
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ARTICLE TX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create. a rclationship of part-
nership or an association for profit between or amung the parties hereto. Notwithstanding any pro-
visions herein that the rights and liabilities hereunder are several aund not joint or collective. or that this
agreement and operations hercunder shall not constitute a partnership. if. for Federal income tax pur-
poses. this agreement and the operations hereunder are resarded as a partaership. cach party hereby
affected eleets to be excluded from the application of all of the provisions of Subchapter K7, Chapter
1, Subtitle A", of the Internal Revenue Code of 1954, as permutted and authorized by Scction 761 of
the Code and the resulations promulaated thereunder. Operator is authorized and dirceted to cxecute on
behall of cach purty hereby atfected such evidence of this clection as may Le requived by the Scecretary
of the Treasury of the United States or the Federal [nternul Revenue Serviee. ineluding specifically, but
not by way of limitution. il of the returns, stidements. and the data vequired by Federal Regula-
tions L.761. Should there be anv vequivement that cach party hereby affected cive further evidence “of
this clection, cach such party shall exceute such doctuments and furnish such other evidence as may be
required by the Federal Internal Revenuce Service or as mayv be necessary to evidencee tus election. No

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

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single damagfe claim or suit arising from opet :mons hereunder if the ex-
penditure does not exceed __Fgouy thousand-secmecccc e e caaaao ———esa —mmem——a Doilars
(s_4.,000.00 } and if the payment is in complete settlement of such claim or suit. If the amount
required for settlement exceeds the above amount, the parties hereto shall assume and take over the

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

pense of handling. settling. or otherwise discharging such claim or suit shall be at the joint exgense

of the parties. If a claim is made against any party or if any party is sued on acdeount of any matter
arising from operations hereunder over which such individual has no control because of the rights zZiven
Operator by this agreement. the party shall immediately notify Operator. and the claim or suit shalil
be treated as any other claim ot suit involving operations hereunder.

ARTICLE XL
FORCE MAJEURE

If any party is rendered unable. wholly or in part. by force majeure to carvy out its oblizztions
under this agreement. other than the obligation to make money payments. that party shall give o all
other parties prompt written notice of the force majeurc with reasonably full particulars concerning it:
thereupon. the obligations of the party giving the notice. so far as they are atfected by the force majeure.
shall be suspended during, but no longer than. the continuance of the force majeure. The affected carty
shall use all reasonable diligence to remove the force majeure situation as quicklv 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 invelved. contrary to its

wishes: how all such difficulties shall be handled shall be entirely within the discretion of the party
concerned.

The term “force majeure”. as here emploved. shall mean an act of God. strike. lockout. or other
industrial disturbance. aet of the public cnemy. war, blockade. public riot, lightninu, fire, storm. flood.
explosion. governmental action. governmental delay. vestraint or inuction. unavailability of equipment.
and any other cause. whether of the kind specifically enumerated above ar otherwise. which is not
reasonably within the control of the party claiming suspcnsiim.

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 party to
whom the notice is given at the addresses listed on Exhibit “A”. The originating notice given under any
provision hereof shall be deemed given only when received by the party to whom such notice is directed,
and the time for such party to give any natice in response thereto shall run from the date the originat-
ing notice is rececived. 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 postase or charges pregaid.
or when sent by teletype. Each party shall have the right to change its address at any time, and i{rom
time to time, by giving written notice hereot to all other parties.

ARTICLE XIIIL
TERM OF NGREEMENT

This ugreement shall reman in full foree and viiecet @s to the ol and zas Ieases and or oil and o2s in-
terests subjected hereto for the period of time sclected beluw: provided. however. no party hereto shall
ever be construed as havine any right, title or mterest in oe to any -lease, or oil and was interest con-

tributed by any other party beyond the term of this awrcement.

173 Option No. 11 So long as any of the ol and was leases subject 1o this agreement remain oF are con-

tinucd i foree as to any part ot the Contract Arca. whether by production. extension, renewal or other-

wise, and or so long as oil and/or zas production cantinues 1rom any lease or oil and gax interest,
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1 X Option Na. 2: In the cvent the well deseribed in Article VLA, or any subsequent well drilled

2 under any provision of this agrecment. results in production of oil and or gas in paving gquantities, this

3 agreement shall continue in foree so lone as any such well or wells produce. or are capable of produc-

4 tion. and for an additional period of 120 days from cessation of all production: provided, however,

5 if. prior 1o the expiration of such additional period. one or more of the parties hereto are engagzed in

6 drilling or reworkineg a well or wells hercunder, this agreement shall continue in force until such op-

7 erations have been completed and if production results thevetrom, this agreement shall continue in

8 force as provided herein. In the event the well desceribed in Article VILA., or any subsequent well

9 drilted hercunder. results in a dry hole. and no other well is producing. or capable of producing oil

10 and or gas from the Contract Area. this agreement shall terminate unless drilling or reworking opcra-

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 velieve any party hereto from

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

15

16 ARTICLE XIV.

17 COMPLIANCE WITH LAWS AND REGULATIONS

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

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

22  acreage is located. to the valid rules. regulations., and orders of any duly constituted resulatory 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, rishts. dutics and in-

30 terprctation or construction. shall be governed and determined by the law of the state in which the

31 Contract Area is located. If the Contract Area is in two or more states. the luw 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

g; 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 pight, subject to existing contracts, to market the royalty gas attributable to

42 each lease which it contributes to the Contract Area and to receive payments due

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

44 agreed that, regardless of whether each party markets or contracts for its share

45 of gas, including the royalty gas under the leases which it contributed to the

46 Contract Area, such party agrees to pay or cause to be paid to the royalty owners

47 under its lease or leases the proceeds attributable to their respective royalty

48 interest and to hold all other parties hereto harmless for its failure to do so.

49

50 B. Billing Additional Interests:

51

2 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 is further agreed that if any Party to this agreement (hereinafter referred to as

5 "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
so 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

gy 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

g6 interest. In order to quqlify one assignge to receive the billing for the entire

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

we Lo Operator the following: ‘ .

69

70

e
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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 does 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 disbhurse-
ments on behalf of any Non-Operator who requests in writing that
Operator do so. Each Non-Operator for whom such disbursement is made
shall furnish Operator with the following:

1. Such documents as may be necessary in the opinion of Operator
to enable Operator to receive all payments for o0il, 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 royaltv 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 dushbursements
correctly, but will he 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 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 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. If any workXing interest owner other than
the original lease owner renews or extends the lease, the renewing or
extending party shall furnisn 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 (50) 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 Agreement shall ne
subject and subordinate to that Certain 0il s Gas Lease Acquisition
and Development 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 & Gas Lease Acquisition
and Development Agreement, the terms of the 0il and Gas Lease
Acquisition and Development Agreement shall prevail. '
of the 0il & Gas Lease Acquisition and Development Agreement, this
Agreement shall be amended as between TXO and FINA in the maénéf 2ro-

vided in Article XXI of the 0il % Gas Lease Acquisition and
Development Agreement, '

Upon termination
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1 ARTICLE XVIL
MISCELLANEOUS

[ 8

.

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

-1 T WU I

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

=<}

10 IN WITNESS WHEREOF. this agrecment shall be effective as of ___16th day of November
11 19_84. :

13 "OPERATOR _
14 TXO PRODUCTION CORP.

35 | | By: MA nk/\- [7/

2 JB\FBD Hupplel, ‘QSemor Vice Pres1denf

24 ' NON-OPERATORS

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

62
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ARTICLE XVL
MISCELLANEOUS

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

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

19_84.

IN WITNESS WHEREOF. this agreement shall be effective as of __]Gth day of

November

*OPERATOR

~ TXO PRODUCTION CORP.

By:

Shi\D. Huppler, 's“é@?ar Vice President

NON-OPERATORS
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Roy G< Barton, Jr., Trustee of the Roy
G. Barton, Sr. and OpalBarton Revocable
Trust ;
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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, thiso?77§ay of
A. D., 1984, ==

My Commission Expires:
3-93-277 . Midland,

¢ in and Tor
ounty, 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 Public, State of Texas

INDIVIDUAL ACKNOWLEDGMENT

STATE OF NEW MEXICO g

§
COUNTY OF LEA §

The foregoing instrument was acknowledged before me this Eff day

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

2 YR
My Commission Exp . £y }%};,hTzﬁ&h.x

ires: ‘
January 14, 1985 Notarg’ Public in and F%' : .
ea " County, ew Mexico
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CORPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS §

§
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 PubTlic, State of Texas

INDIVIDUAL ACKNOWLEDGMENT

STATE OF §
COUNTY OF g

The foregoing instrument was acknowledged before me this  day
of LAD., 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:

S/2 Section 11, T-20-S, R-35-E, Leé 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 0il
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
awwwwlcom
42537-007
42537-008

42537-009

Schedule of 0il and Gas Leases contributed

Lease Date Lessor.

1/23/84
1/23/84
1/23/84
1/23/84
1/23/84
1/23/84
1/23/64
H\wu\mu

1/23/84

Maggie J. Tidwell et vir J.B.

Bertha J.
Donald E.

Spoonemore et vir

Alice Jordan

Nellie J. Caldwell, a widow

Mettie Jordan, Trustee

Nellie L. Jordan, a widow

Louise Hord, a widow

Emmitt Roy Jordan

F.K. Turner, et ux Dora

)
i

Lessee

TXO

TXO

TXO

TXO

wHoncnnwos

Production

Production

Production

Production

Production

Production

Production

Production

Corp.

Corp.

Corp.

Corp.

Corp.

Corp.

Corp.

Corp.

Corp.

to this Agreement

Recording Data

Volume/Page
369/104

368/666

368/663

368/669

368/672

368/675

368/678

368/681

368/684

by TXO -

Acreage Described In Lease

E/2 Section
wlum|m~ H.mm
Mexico

E/2 Section
”lwm.lm ? H._mm
Mexico

E/2 Section
wIWWIMQ Humm
Mexico

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

E/2 Section
”lwwlm ’ H.-mm
Mexico

E/2 Section
wluw|w ’ H;mu
Mexico

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

E/2 Section
wlwmlm ’ Humm
Mexico

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

11, T-20-S,
County, New

HH ’ .H.lNOlm ’
County, New’

11, T-20-sS,
County, New

11, 7-20-8,
County, New

11, T-20-8,
County, New

11, Tr-20-s,

County, New

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

11, T-20-S,
County, New

11, T-20-S,
County, New



Page 2

42537-010

42537-011

42537-012

1/23/84

1/23/84

1/23/84

Lewis R. Kerr, et ux Mildred

Imogene Flanagan

S&S Inc.

TXO- Production Corp. 368/690

|
v

TXO Production Corp. 368/690

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-S,
R-35-E, Lea County, New
Mexico

R-35-E, Lea County, New
Mexico



. (- EXHIBIT "B" (
¢ p-ducers 38—TXO Form 111 - Revised 4/79

Wich Pooung Ciause OIL, GAS AND MINERAL LEASE

THiS AGREEMENT made and entered into chis day of , 19, , between

hereinafter cailed “lessor” (whether one ot more), whose post oifice address

is

and

hereinafter calied “lessee”, whose pose office address is

1. Lessor, in consideration of Dollars (8 )
in hand paid, recesptof which is hereby acknowiecgea, of the royaltes nerein provided and of the agreements ot the lessee herein contained, hereby grants, ieases and lets, exclusively unto lessee
for the purpose of invesugating, exploning, prospectung, dnilling, mining and operating for and producing 011, gas and all other minerals. injecting gas, waters, other fluds. air and other gaseous
substances (nto subsurface stratz, laying pipe Lines, stoting onl. building tanks, power stations, electric transmission lines, teiephone lines, and other structures and thangs thereon to produce,
save, take care of, treat, process, store and transport sasd minerais and other products manufactured therefrom, and housting and otherwise caring for its employees, the following descnﬁcd land

in

County, Texas, to-wit:

Norwithstanding any particular dexcriprion, it is nevertheless the intention of lessor to include within this lease. and lessor does hereby lease, notonly the land sodescribed but aisoany and all o
other land owned or claimed by lessor in tne herewn named survey ot surveys, or in adjoining surveys, and adjoining the herein descrided land up to the boundaries of the abucting iandowners,

the leased lands being hereinafter referred 1o as “said land”. For the purpose of calculating the rental payments hereinafter provided for, said land is estimated 10 comprise
acres, whether it actually comprises more or less. . . .
as long as this JOA is in effect

2. Subject to the other provisions herein contained, this lease shall remain in force for a term effrvevSipesrs trom chis dace (called “prirnary term™), and as long thereaiter as o1l. gasor other

mineral 15 produced from saud physical land ot land wich which sad land or any part thereof is pob'lta. or this lease 1s maintained by virtue of some other provision nereor.

3. The royalties to be paid by lessee are: (a) 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 esther case beating ics proportion of any expenses for treating ol 1o make 1c marketable as
crude and lessee having the opeion, at any time or irom time 1o ume, 1o purchase lessor’s oil at the well, paying therefor the lawful matker price on the dare of purchase for o1l of Like grade and
gravicy prevailing for the field nearest wnere such o1l 15 produced; (b) on gas, including casinghead gas and ali gascous substances, produced from said land and sold, one-e1ghth of the amount
realized from such sale; (<) on gas. including casinghead gas and all gaseous substances, produced from said tand and used oif said land by lessee and not benetitting lessor, the market value at the
mouth of the well of one-eighth of the gas so usen off sard land: 1d) on all other minerais mined and marketed, onc-etghth. eicher 1n kind or vaiue at the well or mine_ at lessee s eiecrion. except
that on sulphur the toyaity shall be One Dollar ($1.00) per long ton; and (e} if at any time while there 15 a gas well or welis on the said land or land pooled therewsth (for the purposes of this
clause (e) the term “gas well” shall include wells capable of producing natural gas, condensate, distillate or any gaseous substance and wells classitied as gas wells by any goveramental authoricy)
and such well or wells are shut-in, this lease shall continue in force for a peniod of either: (1) ninery (90) days trom the date such well or weils ace snut-in; (2) nnety t90) days trom the
effective date for inciusion of said 1and or 2 portion thereof within a unit on whnich is located a shut-in gas weil: (3) the date this lease ceases (o be maintamned by the payment of 2nnual defay
rentals; or (4) ninety (90) days from the date this lease ceases to be otherwise maintained as provided herein, whichever is che later date. and betore the expiration of any sucn pertod lessee or
any assignee hereunder may pay or tender an advance annual royairy equai to the amount of delay rentais provided for in chis lease for the acreage then heid under this lease by the parey making
such payment or tender. and if such payment or tender 1s made, this lease shail continue in force and it shail be considered that gas 13 being produced trom said land 1 paying quanaces wichin
the meamng oi Paragrapn 2 hereof tor one (1) vear itom the date of such payment, and i hike manner subsequent advance annuai rovaity payments mav be made of tendered ana this fease shali
continue 10 torce and it will be considered that gas s being produced from saud tand in paying quantities within the meaming ot said Paraeraphn 2 duning any annual persod for which such rovaley
is s0 paud of tendered; such advance annual rovaity may be paid oc rendered in the same and to the same de pository as provided herein for the pavment or tender of delay renrals; royaicy
accruing to the owners thereof on any production from sad land during any snnual period for which advance annual royaity 1s paia may be credited against such advance payment.

4. If operations for drilling or mining are not ¢ ed on said land or on land pooled therewith on or before one (1) year from thus date, this lease shall terminate as to both paruies, unless

0a oc 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 In like manner and upon like payment or
tenders. annuaily, the commencement of sawd operations may be turther deferred for successive periods of the same number of months, each duning the primary term. Payment or tender of

tental may be made to lessor or to the Bank , whichbank.orany
successor thereot, shall continue to be the agent for lessoc and lessor s heirs, representanives, successacs and assigns. [f such bank (or any successor bank) shall fail, hquidate, or be succeeded by
anocher bank, or for any reason fail or refuse o accepr rentai, lessee shail noc be beld in default unal thirty (30) days after lessor shall deliver 1o lessee a recordable instrurment making provision
for anotner method of payment or tender. The payment or tender of rental may be made by check or drafe of lessee. mailed or delivered tn sawd bank or lessor ur erther lessor it more thanone.on
or before the rental paying date, and the payment or tender will be deemed made when the check or draft s so delivered of mailed. If iessee shall, on or betore any rental or advance annual
royalry payment date, make a bona fide atternpr o pay or deposit 2 rental or advance annual royalty payment 10 a lessor or royalry owner entitled therero umder thas lease according to lessee s
records at the ime of such payment, and if such payment or deposst shall be erroneous tnany regard. lessee shall be obligated to pay to such lessor or royalty owner the rental o advance anaual
royalty payment properly payable for the period involved. but thus lease shali be maintained in the same manner as it such efroneous paymentar depusit had been properly made, provided thae
lessee snail correct such erroneous payment within thaety (30) days tollowing receipt by lessee of written notice from such lessor or foyalty owner uf the error accompamied by any documents
and other evidence necessary (o crubie lessee 10 make proper payment.

9. Lessee is heceby given the power and right, as to all or any pare of sad land and as to any one or more of the formations thercunder and the minerals therein or produced therefrom. atits
option and without lessor s joinder or further consent, to at any :me, and from tme to tme, either betore or afrer production, pool and uninize the leasehotd estate and the lessor s rovaity estate
created by this icase with the rights of thied parnes. of any, in ail or any part of sasd land and with any other land. lands, leases, minerai and rovairy nignes or any of them adyacent, adjoimag,or
located wichin the immediate vicinity of said land, whether owned by lessee or sonmve other person, firm or corporarton, so as o create by such pooling and unttization ane or more drilling or
production unics, when 1o do s0 would. in the sole judgment of lessee. promore the consecvation of oil, gas or other muneral. Each such drithng or production unit, whea limeted <o any one oc
more formations and to any one or more of the minerals theren or produced therefrom, may from nime to tume be enlarged and extended by lessee 1o additonally include any ather formationor
formations and any other mineral or minerals therein or produced theretrom. Also, any such unit may be altered or enlarged by lessee at any time so long as the total acreage therein does not
exceed the maximum hesenafter specified. Each such drilling or production unit shall not exceed forcy (40) acres. plus an acreage tolerance nottoexceed ten percent ( [07% ) of focry (40) acres,
when created for the purpose of dritling tor or proaucing ol therefrom and six hundred forty (G0) acres, plus an acreage tolerance not to exceed ten per cent « 10% ) of six hundred forty 1640)
acres, when crested for the purpose of drilling for or producing gas, condensate or any combination of such minerals therefrom; provided, however, it the maximum dnihing or production unit
fixed or allowed by the regulatory authonity, Federal or Stace, having junsdiction in the premuses, as 2 basis for the development and operation of or the productiun from the field in which said
land is located. be mare chan said maxsmum, then each such unit created hereunder may conform substantially in size with those so presctibed or permucted and i force 1n the tield at the nime
such uait 1s created. As (o each such unit so created by lessee, there shall be ailocated to the acreage covered by this lease. and included in the poated unit. such portionof the production from said
unit as the number of acres out of thus lease placed 1n any such unie, as such unit from time to ime may be consttuted, bears to the rotal number of acres included in such umt, and lessor agrees to
sccept and shall receive the royalties (advance or other kind) elsewhere speatied in this lease, based upon the production so allocated to this lease or the proceeds therefrom. The
commencement. drilling, completion of, rewarking of or production from a weil on any porrion of the unic created hereunder shail have the same effect upun the terms of this iease as of a weil
were commenced. drilled. completed, reworked or producing on the land embraced by this lease. Lessee may piace and use on each umit created hereunder common measuning and reworking
tanks for production from such unur. [f lessee does credee any such umror units under the rights herein granted, then lessee shall execure in writing and record in the county of counries in which
each such unic or units created hereunder may be located an instrument idcanfying and describing each such unit or unies so created. The development of 20d producuon from eacn such unit
shail be 1n accordance with the valid orders. ruies and regulations of the lawrul authonity, encher Federal or State, having jurisdicition sn the premises Any such unit created by lessee 1n
accordance with the terms hereot may be released and dissoived by lessee by a release filed for record in the county or counties in winch such unet s located at anv time atter the completion of a
dry hole or the cessation of production on such ucut. The provisions of this paragraph shall be construed as a covenant running wicth the land and shail inure 1o the benctie of and be binding upon
the parties hereto. their heurs, representatives, successors and assigns.

6. If. prior to discovery of oil. gas or other mineral on said land or land pooled therewith, lessce should drill and abandon a dry hole or holes thereon. or if, after discovery of oil, gas or other
mineral, the production thereot should cease from a0y cause, this lease shall not erminace if lessee commences additional dritling, minung or reworking vpetations within ninety (90) davs
thereatter, or (sf it be within the primary term  commences of resumes the payment of tender of rentals 0n of betore the rental paying dace nextensung ateer the expiration of three { 3) months
from date of compietion and abandonment of said dry hole ot hoies or the cessacion of production. If, at the expiration ot the primary term, otl. gasor othee minerals not being produced from
said land or land pooled therewsth but lessee 15 them engaged 1n operations for dulhing, mining or reworking of any well or mune theceon, this lease shall remain ia force so iong as such
operations or additional operations are commenced and prosecuted ( whether an the same or successive weils) with no cessation of more than ninety (!A)) consecutive days. and, if they resuitin

aduction, 3o long thereatter as o1l, gas or other mineral 1s produced from said land or land pouled thecewith In the evene a weli ur weils producing oil uf R33 48 paying quaniities should be
Eoughr 10 on adjacent tand and within two hundred (200) feet ot and drarning said land, lessee agrees to drili such offsct wells as a ceasonably prudent operator would doil under the same or
simslar circumstances. The judgment of the lessee, when not fraudulently exercised, in cacrying out the purposes ot this lease shail be conclusive.

7. Lessee shall have free usc of oil. gas and water from said land, except water from lessor's wells and wanks, for all operations hereunder, including repressuring, pressure maintenance. cyching
and secondary recovery operations, and the royaity snall be comnputed atter deducting any so used. Any strucrures and {acilities placed on said laad by lessee tor operatons hereunder and any weil
or wells on said Land dnilled or used for the 1njection ot salt water of Other tiuwds May also be used for lessee s uperatons on other lands in the same area. Lessee shalt have the nghtarany ume
duning or after the expiration of this lease to remove ali property and fixcures placed by lessee on said land. including the night tadraw and remove aitcasing. When cequired by lessoc, lessee will
bury all ‘pipe lines below ordinary plow depth, and 8o weil shall be driiled within two hundred (200) feet ot any residence or barn now on said land withow lessor s consent.

A

8. The rights of either party he r may be gned in whole or in pact and the provisions hereof shall extend to the heirs, representatives, successars and assigns, bur no change or
division in ownership of the land. rentals or royaines, however accompiished, shall operate 10 enlarge the obligativas or dimunash the fights uf lessee No such change ot division in the
ownership of the land, rentals or rayalties shall be binding upan lessee for any purpose unti such PCOSON ACqUInING any intetest has furaushed lessee sath the instrument ue insteuments, oe
cernified copies thereot, consuruting the chain ot titie Hom (ne ocigenal kessor. In the event ot an assigament of this icase as 1o a segregated puttion of saud 1and, the rentals payable hereunuer
shall be apportioned as berween the several leasenoid owners ratably according to the surface area uf each, and detauit in rencal payment by one shail not attect the nights ut viner icasehoid
owners hereunder An assignment of this iease. in whole 0¢ in part, shail, to the extent of such assignment. relieve and discharge iessee uf any 0dligatiuas hereunder. and, it lessee vt assinee ot
pare or parts hereot shall tail or make detaul in the payment of the proportionate pare ot the tentais due from such lessee or assignee of taid tocomply mith any uther provision oi this kease, suh
detauit shali not attect this kease 1nsotar as it coversa pact of said land upon which lessee ur any assianee thereot shail make payment ot sad rentals Should mure than siz parties become entrtied
10 royalties heceunder, Lessce may require the appuintment of a single agent (0 fecerve payment for all and may withhold payment unul such appniniment has been made.
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e EXHIBIT... = C"

"Attached to and made a part of .that_ certain.Joint Operating. Agree-
ment._dated November 16, 1984 by _and between TXQ. Production
Carp..,. Operatar._and_Roy.G.. Barton, Jdr., Jrustee, Non-Operator

'ACCOUNTING PROCEDURE
JOINT OFPERATIONS

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, prot ectxon and
maintenance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Jomt_,

Operations and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operato’rs” 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 operatuing condi-
tions and problems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operafor'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 proporticnate share of the

. Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-

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

Advances and l'aymcnts by Non-Opcrntors See ]ast page

th outla\ for thc succcedmg month’s opcratxon Opu‘alor <hall ad)ust o montily billing
: the Non-Operators.

Each Non-Operator shali pay its proportion or—si-bhills within -fifteén (13) days aiter receipt. If paymcnt is not
macde within such time, the unpaid balance shall’ bear inliTresesianthly at the rate of twelve percent (1290) per
annum or the maximum_coatract -rate permitted by the apulxcuble usury tme—sn_the state in which the Joint
Propuerty_is. located=whichever is the lesser. plus attorney’s fees. court costs, and other Cos™s gnnection with
the-g-—-cex—teq—o{-um;a;d——nmm 13

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Opexator to protest or question the correct-

ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendax year unless within the said twenty-four (24) month perlod a Non-Operator takes

be made u nles: it is made within the same prescribed period. The prox i1sions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

A. Non-Operator, upon notice in writing to Ogerator and all other Non-Operators, shall have the right to audit Ope-
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year: provided, however, the makinz 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 . Where there are two or more Non-Operators, the Non-Ogperators shall make every reasonable effort to
conduct joint or simultanvous audits in a manner wiichh will resuit in a minimum of inconvenience to the Opera-
tor. Opcrator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Operator.

Approval by Non-Operators

Where an approval or other agreement of the Parties or Non- Opcratoxs is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure 1s attached contains
no contrury provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s procosal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Ogera-
tors.




fe

II. DIRECT CILARGES

Ogperator shall charge the Joint Account \nlh the following items:

1.

Rentals and Rovalties

Lease rentals and rovalties paid by Operator for the Joint Operations.
Laboer

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

of Joint Qperations.
{2) Salaries of First Level Supervisors in the fiecld.

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

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

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

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

D. Personal Expenses of those employees whose salaries and wages are chargeable to Lhe Joint Account under
Paragraph 24 of this Section IL.

Eimployee Benefits

Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, re-.
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeabic 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 {or or transierred to the Joint Properiy as may be required for immediaie use

and is reasonably practical and consistent with etficient and cconomical 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 Joint Account for a distance greater than the distance from the neavest reiiable supply store,
recognized baruye terminal, or railway receiving point where like material 1s 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 ncarcst reliable supply store. recoznized barge
terminal. or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other propertics belonging to Operator, unless agreed to by the Parties.

C. In the application of Subparagraphs A and B above. there shall be no equatization of actual gross truckiny cost
of 5200 or less excluding accessorial charges.

Services

Tho cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paraaraph 9 of Scctron II and Paragraph L. ii of Section [II. The cost ot professtonal consultant services and con-
tract services of technical personnel directly engased on the Joint Property if such charges are excluded irom the
Ovcernead rates. The cost of prolessional consuliant services or countract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by
the Parties.

Equipment and Facilities Furnished by Operator

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

B.. In .icu of charzes in Paragraph 7TA above. Operaior may elect to use average comimercial rates prevailing in
the immediate area of the Joint Property less 207, For auiomoiive equipment, Operator may elect to use rates
published by the Petroleum Jlotor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repaiv or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, tlood. storm. theit. aceident, or other cause, except those resulting from Operator's
aross neglisence or williul misconduct. Operator shail {urnish Non-Ogperator wrillen notice of damages or losses
incurred as soon as practicable after a report therco! has been received by Operator.

Lesal Expense

Expense of hundling, investizating and settling litization or claims. discharging of liens, payment of judzments
and amounis hatd ior settlement of clauns ncurred in or resulling from opcrauons under the agreement or
ndeessary to protect or recover the Joint Propeorty. u\-ccm that no charge for services of Operator's legal staif
or eces or exgense of oulside attorneys shall be made uniess previousiv agrced te by the Parties. All other legal
expense 1S eonsidered 1o te covered by the overhead provisions of Scction [ unless otherwise agreed to oty the
Parties. except as provicded in Section [, Paragraph 3.

(L}



10.

11.

Taxes

All axes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thercot. or the proguction theretrom, and which taxes have been paid by the Operator for the benetit of the
Parties.

Insurance

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

Other Expenditures

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

III. OVERIHIIEAD

Overhead - Drilling and Producing Operations
i. As compensation for administrative, supervision, office services and warehousing costs, Qperator shall charge -
drilling and producing operations on either: ’
( X ) Fixed Rate Basis, Paragraph 14, or
( ) Percentage Basis, Paragraph 1B.

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicabie burdens and expenses of ail 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 te consicered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

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

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate $_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 fifteen (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 off loca-
tion or rig is released, whichever occurs first, except that no churge shall be made during suspen-
sion of drilling operations for tifteen (13) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (3) con-
secutive davs or more shall be made at the drilling well rate. Such charges shall be applied for
the period {rom 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 ixijected 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-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 authorily.

{3] An inactive zas 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 saies outlet.

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

[51 All other inactive wells (including but not limited o inactive wells covered by unit allowacle,
lease allowwable, transferred allowable. ete.) shall not qualify {or an overiicad charge.

(3) The well rates shail be adjusted as of the first day of April each vear following the cifective date of the
agreement 0 which this Accounting Procedure is attacned. The adjusument shall be computed by muiti-
plyinz the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crucde Petroleum and Gas Production Workers for the lust calendar vear compared to the calendar vear
prececing as shown by the index of average weexly earnings ot Crude Petroleum and Gas Fields Produc-
tion Workers as pubitshed by the United States Department of Labor, Bureau of Lator Statistics. or the
equivalent Capadiza index as published by Statisties Canada. as appiicable. The adjusted rates shall be
the rates currently in use, plus ar minus the computed adjustment,
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B. Cuvernead - Percentaze Basis
(1) Operator shail charge the Joint Account at the fellowinyg rates:
{a) Deveilopment

- Percent ( ;) of the cost of Development of the Joint Property exclusive nf costs
provided under Parvagraph 9 of Scetion II and all salvaze credits.

{b) Ogperating

———_Percent ( ;) of the cost of Opcrating the Joint Property exclusive of costs provided
under Paragraphs | and 9 of SQLUQT\ I1. all salvasme credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and pawt ugon the niin-
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 construction or installution of fixed assets. the expansion of {ixed
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.

Y

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the consiruction and installation of fixed assets. the ex- _

pansion of rfixed assets, and any other project clearly discernible as a fixed asset required for the deveiozment and
operation of the Joint Property, Operator shall either nesotiate a rate prior to the beginning of construcrion. 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 ¢z of total costs if such costs are more 1har§ S 25,000.00 but less than SM: plus
B. 3 < of total costs in excess of $ 100,000.00 but less than 3$1.000.000; plus-
C. 2 ¢e 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 comgponent parss
of a single project shall not be treated separately and the cost of driiling and workover wells shall be excluded.

Amendment of Rates

The QOverhead rates provided for in this Section III may be amended {rom time to time only LY mutual asrecement
between the Parties hereto if, in practice, the rates are found to be insutficient or excessive.

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

Operator is responsible for Joint Account Material and shall make proper and timely charzes and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator's option. such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and or surplus Material. such disposal being made either through sale to Operator or Nen-Qperator, division in
kind. or sale to outsiders. Operator may purchase. but shall be under no oblhization to purchase, interest of Non-Opera-
tors in surpius condition A or B Material. The disposal of surplus Controlluable Materiul not purchased by the Opera-
tor shall be agreed 10 by the Parties.

1.

Purchases

Material purchased shall be charged at the price paid by Operator aiter deduction of all discounts received. In case
of Materizl found to be defective or returred to vendor for any other rcason. credit shall be passed to the Jo"lt
Account when adjustment has been received by the Operator.

Transiers and Dispositions

Material furnished to the Joint Property and Material transferred {rom the Joint Property or disposed of by the
Ouerator, unless otherwise agreed to by the Parties, shall be priced on the tollowing 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 eifect on date of movement on a
maximum carload or barge load weight basis. regardless of quantity transierred, equalized to the lowest
published price f.0.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.

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

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

(b) Movement of 30.000 pounds or more shall te priced uncer provisions of tubular goods pricing in Para
grann 2A (1) of this Section IV.

(3) Other Material shall be priced at the current new price. in effcct at a:e of movement, as listed by a reliable
supply store or f.o.b. railway receiving point nearest the Joint Preperty wirere sucn Matemal is normally
avaiiable.

B. Good Used Material (Condition B)
Maerial in sound and serviccable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Properiy
{a) Al seventy-five percent (73¢:) or curvent new price. us determined by Paravraph 2A of this Scction IV,
(2) Material moved from the Joint Property

(a) At seventy-five percent (737 ) of current new price. as determined by Paragraph 24 of this Scetion IV,
if Material was originatly chareed to the Jomt Account as new MMaterial, or
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(b} ut sixtv-tive zercent (5537.) of current new price, as determined by [Parazraph 23 ef iz Section

IV, if Materiai was origmally eharzed o the Joint Account as good used Material ut seventv-iive pur-
cent (727, ) o6 current new price.

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

o

Material which is not in sound and serviceable condition and not suitable for its original funciion until
after reconditioning shall be priced at fifty percent (307 ) of current new price as determined by Para-
graph A of this Section IV. The cost of reconditioning shall be charzed to the receiving proserty, pro-
vided Condition C value plus cost of reconditioning does not excced Coundition B value,

(2) Condition D

Al_l 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 purpase. Operator may dis-

pose of Condition D Material under procedures normally utilized by the Qperator 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 mayv be specially priced as agreed to by

the Parties. Such price should resuit in the Joint Account being charged with the \alue 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 sustaired, 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 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 suitatle 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
notifving Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for use and acceptable to Operator.

Warranty of Matcerial 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 manutacturers or their agents.

V. INVENTORIES
Operator shall maintain detailed records of Controllable Material.
Periodic Inventories, Notice and Representation
At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Mlaterial.
Written notice of intention o0 take inventory shall ke given by Opcrator at least thivty (30) days before any inven-
tory is to begin so that Non-Operators may te represented when any inventory is taxen. Failure of Non-Operators
to be represented at an inventory shall bind Non-Ogerators to accept the inventory taken by Operator.
Reconciliation and Adjustment of Inventories

Reconctliation 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 siiortages, but Operator shall be
held accountable only for shortages due to lack of reasonable diligence.

Spccial 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 intcrest takes
place. In such cases, both the seller and the purchaser shall be goverred by such inventory.

Expense of Conducting Periodic Inventories

The expense of conducting periodic Inventories shall rot ke charged to the Joint Account unless agreed to by the
Parties.

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. Operator shall adjust
eacn monthly billing to reflect advances received from the Non-
Operators. Each Non-Operator shall pay its proportion of all bills
within fifteen (15) days after receipt. 1If payment is not made within
such time, the unpaid balance shall bear interest monthly at the maxi-
mumn legal rate permitted by the applicable 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 agreed between the parties, then, in such
event, the unpaid balance shall bear interest monthly at the rate of
eighteen percent (18%) per annum. However, pursuant to either rate,
attorney's fees, court costs, and all other costs incurred in connec-
tion with the collectlon of thesec unpaid amounts shall be recoverable.

in



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 party
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 dispos'mv of
during any monthly accounting period, .more than its full share of the gas as it is produced,
shall be an "overproduced party", if such excess taking and disposition is not a
consequence of other provisions of this Agreement. "Underproduction" of any under-
preduced party, during any monthly accounting period, shall be the difference betweﬂn
such party's full share of gas production, less its full share of gas used in proper
operations, vented and lost, and the gas delivered to the pipelinels) for the account of
such party owner. "Overproductxon" 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 fuil
share of gas used in property operations, vented and lost.

iI.

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 authonty having the right to establish categories thereunder, or pursuant to any other
apnlicable statute or judicial decision estabhshmg 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 aophcaole
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.

1.

Should a party fail to take its full share of the different gas classifications
preduced 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 therein to the total joint interest therein of all parties desiring to take such
underoroduction, provided, however, that any marty 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 overproduction status.

Any party having cumulative underproduction of a particular gas classification
category shall be entitled to take a quantity of gas of such particular gas classification
("make-up") in excess of its full share of such zas up to twenty-five percent (259%) 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 Se
entitled 1o make up gas in the direct prooortion that the cumulative underproduction of
such partv bears to all cumulative underorcduction of all parties then desiring make-up
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gas of the particular gas classification catemorv. In the event there is more thqn 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 gas (up to the twenty-five percent (257%) limitation heretofore
provided) in the direct proportion that the cumulative overproduction of such party bears

to all cumutative 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 he 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 cr
obligation.

Iv.

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

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

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

V.

Recovery from storage by a cumulative underproduced party from a cumula-
tive overproduced party shall be on a first-in, first-out basis and the cumulative.
underproduced party shall pay the cumulative overproduced party a storage fee for storing
its gas. The storage fee shall be due and payable by such underproduced party to such
overproduced party during any monthly accounting period such underproduced party
removes gas from storage. The fee to be paid for storing gas in accordance with the
provisions of this Agreement, shall be the deficiency in cash between the price that the
overproduced party received for gas at the time the underproduction was had, and the
price for gas the overproduced party is receiving at the time the underproduction is made
up by the underproduced party multiplied by the volume of make-up gas which 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
partylies) shall remit to Operator monthly the amounts so determined to be due for
storage fees. Operator shall in turn make monthly distribution of the storage fees

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

Vil .

Rovalties 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 obligated 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.

VIIIL.

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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" EXHIST ~o>

NONSISSRIMINATION AND CIRATIFICATICN OF SNONSEIGRECATED FACILITIES

A, Szual Oosertomity Clagea {01 (CF2 €901 .5Y, (Applicable only ta contracts or purchase orders [or more than 512,579, -

During the serlormance of thus centraz?, the Operator agress as lollows:

(1) The Oaerater will rot discriminate against any emcioyes

or asslicant f{or emoloyment because of race, color, religion, sex, of natignal
ongin. The Coeratar will

take alfirmative acuion to ensurs that apphicants are emoioyed, and That emoloyess are trz22ted Zuring emafcymem.
without reeare 13 therr racs, calar, r2ligian, sex, of national origin.  Such 2ctian snall inciude, but not be himited 1o the {ollowing: Imp.oyment,
UPErIZINE, c2motion, or transler, recruiiment of racrultment acvertus:ng, Jayot! or terminations, including adprenticesnip. The Coerator agress

10 P33t 1N CINIDICLOUS Dlaces, avaudadie 0 emolovees and applicants {or employment, notices to be proviged Yy the contracung oflicer setung
for:h the provisions et thus nonciscrimination clause.

{2) The Cosratar will, in all solicitations or advertisements for employeces placed by or on b=half of the Ozerator, state that all qualifie?
applicants will recaive caanidaranion fer employment without regard o race, color, religion, sex, of nauonal origin.

{3} The Qzerator will send to =ach tader umon cr reoresentative of workers with which it has a collective bargaining agre=ment or other

€oAtract er uncerstancing, 3 notice 8 32 orovided by the agency contractng officsr, advising the labor union or workers' reccesentative of the
Opecrater's commitments uncer section 232 of Executive Ocder 11266 of Septemoer 24, 1965, and shall post copies of the notice in ceaspicuous
places avaiiable to employe=s and ageiicants {oc employment. °

{4} Thz Oserator will camsly with all provisions of Executive Order 11266 of September 2%, 1965, and of the rules, regulations, and relsvant’
orcers of the Secretary of Lasar,

{5) The Ooserator will furnish all information and reports required by Executive Crder 11246 of September 24, 1963, and by the rules,
regulations, and orcers of the Secrstary of Lador, or pursuant thereto, and will permit access to its booxs, records, and accsunis by the

Gontraciing 2gency ana the Sec¢ratary of Labor far purposes of investigation to ascertain compliance witht such rules, regulations, and orésrs.” -
{6) la the event cf the Cpsr

perartor's noncomaliance with the nondiscriminaticn clauses of this contracst or with any of such rules, regulaucns cr
ordzr3, NS CINTract may D= cancelsd, tarminated, or susdended in wnolz or in part and the Operator may be declared ineligidis for furiher.
GCaoverament contracis in accorcancs

\ _ s ¥1th procedures authorized in Sxecurtive Orcd=r [ 1246 of Seatembec 24, 1965, and such etaer sanctions may
be imposed and remecdies invoked as pravidad in Executive Ocder {124

- 256 of Sept=mbder 24, 1965, or by rule, reguiation, or ordar of the Secretary of
Labor, or 2s otherwise provicec by law, .
(7) The Ogerator will include the provisions of paragraph (1) through (7) in every subcentract or purchase order unless sxemoated by rules,
regulations, or orders cf the Secrstary of Labor sssued sursuant 1o section 204 of Ixecutive Order 11246 of September 28, 1965, so that such
provisions will de binding upon each subcontracisr or vendor. The Operater will take such action with respect to any subgsnirac: of purchase
order as the contracting agency may direct as a means of enforcing such provisions including sanctions far noncompliance: Provided. however
that in the cvent tha Cperatar Sbecomes invoived in, or is threatans2 with, ‘mganon wiin a subcontiractar or vendor as a result o2 sugh direciisn by
the contracting 2gency, the Operator may request the United States o enter into such litigation 1o protect the intecrests of ths United States.

B. Cerzification of Nenseererated Facilities (¢! CFQ 523-1.3). (Applicable only to contracts or purchase arders which are rst exempt from the
provisions ol the Squat Uzportunity Llause set out adove.)

The Operator certifies that it does not, and will not, maintain or provide for its employees any segregated facilities at any =f its est
nd that it ¢ass not, and will not, parmit its employ=ss 0 perform their servicss at any location, uncer s c:mtrol.
aintamned. The Ocerator agress hat a breach of this certilication is a vislation of the Sgual Capartunity Clawse in this cantrizs 37 purchase créer.
-$ used in this cerudicaten, the term “ragrezatad {ac:lities” means any waiting reoms, work areas, r2st rooms .:md wash roomns, s=staurants and ather
2ting areas, ume clocks, locker rooms ang other storage or cressing areas, parking lots, ¢rinking f{ountains, recrzaticn o sateria:ament areas,
ransdortation, and housing facilities provided for employess which are segregaiad by exohicit cirective or are in 1act segregatec =n the dasis of race,

ablishments,
where segre=gatea f{acilities are

re=d, color, or naticnal orizin, decause ol haoit, local custom, or otherwise. The Operator further agre=s that (excest where it has obtained idenzical

srufications from proposes sudconiracisrs {or specific time periods) it will odtain id=nucal certfications {rom presesed subcentiracisrs srior 19 the

~ard of subconiracrs excseding 510, ..O which are not exampt irom the provisians of the Zgual Qoporzunity Clause; that it will retain such

sreifications in its {iles; and that it will forward the {ollowing notice 10 sucn crovossd subcontracrors {excest whers the prooosed subcentracisrs have

‘:nincd identical certifications for szacific time perizcslht NOTICZ TO PROSPECTIVE SUBCONTRACTORS OF REQUIREIMENT FOR CERTIFICA-
SNS OF NONSICRECATZD FACILITIZS. A Certificate

of Nonsegragataa Factlities must be suomitted prior ta the aware of a subcentracs
xc:::.ng S12,220 waich is not exsmpt {rom the provisions of the £3

£3ual Cpportunity Clause. The cartification may be submizted either {or each
:Scontracs or for all subcontracts during a period (:.e., quarterly, semiannually, or annually).

C. Alfirmative Actien Comolignge Prazram (81 CF2 60-1.50).
c€onract or purchase orcer 1s tor 335,300 or more.}

(Applicadle only if {a) the Operator has 50 or more employess and (b) the

The Qperator shall daveloo a writien affirmative actien program for each of is establishments, and, within 122 days frem the effzctiveness of

11§ CENtract or purcnase corcer, shall maintamn a ccpy of separats programs for each estashishment, inctuding evaluations of utilization of minceity
-cup personnel and the jobd ciazsifizauon tas!iss, 2t e2gh local offic

= rasponsidie {or the prrsonnet matters of such estadblisnment.
D. E~alover Taigrmatiza Reaner (30 CF2 £5-1.7).

(Aoolicadbls only if (3) the Coeratar Ras 50 or moee emnloyess, (5) the Operator is not exemp!
{oursuint 0 sezuon 5015 c1 nitie «i ol the Code of Federal Regulauons) from the reguirement f{or tiling Employer fnformausn Repon
EZC-1, and (¢} tne contract or purchase order is for $50,0C0 or moere.)

The Qneratar agrees to file with the apsropriate Faderal agancy annually, on or befere the Jlst cay of March, complete and accurate reports or
tancard Form 1€0 (E20-1) promuigated ]Olnﬂy by the Office of Feder2l Contract Compliance, the Equal Employment Opportunirty Commlssmn ant
lans for Progress or such form as may hereat er be promulgat-d in its place.

E. Af{firmative Aczion for Disasled Ve!e.—ans and Ve'.:rans of the Vietnam £ra (8] CF2 £0-252)
for 31C,L20 or more.)

(Applicable only to contracts or purchase order

The affirmative acticn clause prescrided in section 60-250.% of Titls 41 of the Codz of Federal Regulations is incorporated herein by raference (a
~rmitted by section 60-25C.22 of said Regulauons) as if set out in full at this point. U the Oo=rator (a) has 50 or more employees ana (5) this contrac
- purenase orcer is lor $33,550 or more, thea within 120 days from tne sifeZzivaness of this contract oc purchase order, the Operator shall prepar

-4 maintain an aZlirmative aCtion program at eacnh establishment which shall set forth the Op=rator's policies, practices and procedures in acgordanc
1ty section 63-220.6 of s21d Regulations.

F. Affirmative Acticn {or Handicanaed Workers (6] CFR £3-731.%). (Apglicadle only ta contrages or surchase orders for $2,500 or more.)

The atlirmative action clause prescribed in section 60-751.% of Title &1 of the Code ef Foderal Regulations is incorporated herein by reference (;

~rmitted By sestten 63-741.22 of said Regutattans) as if sc( out in full at trus point. 1 the Coeratar {a) has 30 or more emplavess and (3) this ceatrac

surcrase creer :s for $50,500 or more, tnen, within 120 davs of the effecliveness ¢ this c2ntract or purchase order, the Operator shall presare an
unzan an allirmative acusn program at eacn enabhsnment. which program srall set fertn the Cperater's policies, practices and procecures |
“Csrcance with section 60-741.6 of sa1d Regulations,

C. Utilizatian cf “inoritv Dusinesy Sarerarigag (Tadara] Brocurement Qapclations 1.1.11)

2. {Applicadle only to contracts or purchase orée
wmga may exceec 313,0000)

(1) 1t s the policy of the Covernment that minority business enterprises shall have the maximum praciicadle opportunity to participate in ¢
performance of Coverrment contracts.

{2) The Qoeratar agrees to use M3 best ellorts 0 carry out tMis policy in the aware cf his subcontracts to the {ullest extent €2nsistent wi
the elliciert partermancs ¢! this centract, As used in this CaNTFACE, WRe tefm “MINGAITY DSutinesy enterprise” means a business, at teast 30 perce
of wnich 13" Ownes 3v munortty g oud Mampers or, A Clte Gl DUdNCly owned Tusinesses, at least 31 percent of the stock of whiCn 1y Owned
MINOfIty I70UD mMemoders. ror the curscses ol this celinilicn, Minority §roud Memzers are Megraes, Spamithespea<ing American persor
AmerniZan-Crientals, bmer.c2n-irfians, Armencan-Iiames, 40d Amerizan Aleuts,

Centraciars may rely on wrilten fepreszntitiony |
BLTCONITIZISAS regarCing tTneir 3T13TUS 33 MINOrItY dusiness entergritesan heu o anrcedencent investigation,



TXO P]RODUCTION CORP

AUTHORITY FOR EXPENDITURE Al

FGRA 24 Rev3 81 DRILLING WELL Date__Jan. 10, 1985 o ca.
District 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
Field Corbin South (Morrow) County Lea State New Mexico
Precared By: ATk Weideman Submitted By: Dallas —District
C:;" NATURE OF EXPENDITURE QUANTITY CASH E;:::Zi‘::::; TOTAL
DRILLING .
01 Casing 750’ ‘13 3/8" 4500' 8 5/8" 90 D00 90 P00
02 Casinghead 15 000 15 poo|
i 03 Location, Road & Dirt Work danages & stake 50 000 50 poo|
E 04 Drilling - Footage/Turnkey
05 Drilling - Daywork 56 days @ $4500 247 500 247 500
| o6 Drilling - Rig Support MI & MORT ' 25 000 25 000
i o7 Bits  1-174"  3-12iv  8-7 7/8" 42 000 42 000
| 08  Supervision 57 days @ $250 14 250 14 1250
1 09 Overhead !
110 Mud & Chemicals & water | 65 000 65 000
FN Cementing Services & Supplies & csg. crew ! 28 DOO» 28 000:
}}L 12 Testing & Logging & rud] ogger 35 D00 lr 35 000
" 13 Rentals j - 12 000, 12 000
14 Other IDC 10 D00 | 10 1000
15 Other Equipment ' 10 000 10 000
© TOTAL DRILLING 643 750 643 1750
COMPLETION - )
17 Casing 13%.3200°' L47 125 000 ' 125 000
18 Tubing 13,300' 2 3/8'" 77 D00 77 000
19 Wellhead 10 P00 10 000
20 Subsurface Equipment 10 000 10 000
21 Supervision 18 days @ $250 4 500 4 1500
22 Mud & Chemicals & KCL water 4 500 L 1500
i 23 Testing, Logging & Perforating 12 000 12 {000
I 24 Stimulation 20 000 20 000
| 25 Overhead ’ .
i 26 Rentals 8 500 8 500!
| 27 ServiceRig 18 days @ $1500 ! 27 000 27 000
128 Cementing Services & Supplies & csg crew ! 20 000 : 20 1000!
1 29 OtherIDC ! ? 10 000 | | 10 l000!
" TOTAL COMPLETION ; 328 500 . | 328 500,
i PRODUCTION EQUIPMENT ! P ] »
32 Pumping Unit i : ;
1 33 Engine & Motor '
g 34 Rods ' | | |
i 35 Flow Lines 2 500 : i 2 50&
i 36 Meters 6 500, : 6 I500!1;
: 37 Installation ’ 2 0.00E ; 2 lo00"
1 38 storage . - 15 000! | 15 1000,
IL 39 Separation & Treating 15 000} 15 5006?
1 a0 Other Equipment 10 boo! ' , 10 !0(5!
TOTAL PRODUCTION EQUIPMENT 51 D00 | 51 000
i TOTALS L1023 250 L1023 1500
BILLING INT - DATE APPROVED: (this space for approval only)
Wi QWNER 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, CASE NO.
LEA COUNTY, NEW MEXICO
AFFIDAVIT OF MAILING TXO PRODUCTION CORP.

Case No. 8494
2/27/85 Examiner Hearing

STATE OF NEW MEXICO ) Exhibit No. 8

COUNTY OF EDDY ;

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

0. 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 é

§S. ————



SUBSCRIBED AND SWORN TO before me this 8th day of Febru-

ary, 1985.

My commission expires:

75N e £ Notary Public




