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July 16, 1985

Mr. Gilbert P, Quintana

Examiner

0il Conservation Division

State Land Office Bldg., Room 206
P. 0. Box 2088

Santa Fe, New Mexico 87501

RE: Case No. 8606 7 L
Dear Mr. Quintana:
Enclosed is a proposed form of Order.

Paragraphs (1)-(5) of the Findings portion are similar to provisions
found in most orders entered in compulsory pooling cases. Paragraph
(6) describes the Operating Agreement dated January 16, 1951, as
modified by the Modification of Operating Agreement dated

December 15, 1954, which we believe govern the rights and
obligations of Doyle Hartman and the other interest owners,
including our client Marilyn A. Tarlton, Trustee. Paragraphs
(7)-(10) describe some of the provisions of the Operating Agreement
and the Modification which are inconsistent with those Mr. Hartman
seeks to impose upon Mrs. Tarlton and the other interest owners.
Finally, Paragraph (11) recognizes this inconsistency and states
that if the Operating Agreement and the Modification govern the
rights and obligations of Mr. Hartman and the other interest owners,
an order entered in this Case would have no effect upon such rights
and obligations.

Consequently, Paragraph (1) of the Ordering portion of the proposed
Order provides that no further order will be entered unless an
appropriate court determines or Mr. Hartman and Mrs. Tarlton agree
that the Operating Agreement and the Modification do not govern
their rights and obligations. Paragraph (2) of the Ordering portion
provides for the retention by the Division of jurisdiction for the
entry of further orders.
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I will be happy to discuss the enclosed form of Order with you,
Mr. Taylor, or Mr. Carr.

Very truly yours,

RODEY, DICKASON, SLOAN, AKIN & ROBB, P.A.

By : MM}, U—M

Mark K. Adams

MKA/gld
Enclosure
cc: Mr. and Mrs. Tarlton

William ¥. Carr, Esqg.
Jeffery S. Taylor, Esqg.



STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT

OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:

CASE NO. 8606
Order No. R-

APPLICATION OF DOYLE HARTMAN
FOR SIMULTANEOUS DEDICATION
AND COMPULSORY POOLING, LEA
COUNTY, NEW MEXICO

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 8:00 a.m. on July 2, 1985,
at Santa Fe, New Mexico, before Examiner Gilbert P. Quintana.

NOW, on this day of , 1985, the Division
Director, having considered the testimony, the record, and the
recommendations of the Examiner, and being fully advised in the
premises,

FINDS THAT:

(1) Due public notice having been given as required by law,
the Division has jurisdiction of this cause and the subject matter
thereof.

(2) The applicant, Doyle Hartman, seeks an order pooling all
mineral interests from the surface to the base of the Jalmat Gas
Pool underlying the NW/4 of Section 8, Township 24 South, Range 37
East, NMPM, Lea County, New Mexico.



(3) The E. E. Jack Well No. 1 was completed in 1951 in the
proposed proration unit and continues to produce therefrom.

(4) The applicant proposes to drill the E. E. Jack Well
No. 5 at a standard location in the proposed proration unit.

(5) There are interest owners in the proposed proration unit
who have not agreed to pool their interests.

(6) Marilyn A. Tarlton ("Tarlton"), Trustee of the Surviving
Trustor's Trust of the Lortscher Family Trust dated November 26,
1980 and one of the owners of interests in the proposed proration
unit who has not agreed to pool her interests therein, contends
that all of the respective rights and obligations of the
applicant, the other interest owners, and Tarlton, are governed by
the Operating Agreement dated January 16, 1951 by and between
Howard Hogan, Operator, and Charles T. Scott, Harold S. Russell,
Herbert J. Schmitz and F. D. Lortscher, Non-Operators, as modified
by the Modification of Operating Agreement dated December 15, 1954
by and between R. Olsen, Operator, and the same Non-Operators.

The applicant denies that such respective rights and obligations
are governed by the Operating Agreement and the Modification of
Operating Agreement. Copies of the Operating Agreement and of the
Modification of Operating Agreement are part of the applicant's
Exhibit No. 13 in this cause. Howard Hogan, R. Olsen and

Herbert J. Schmitz are predecessors in title to the proposed
proration unit to the applicant. F. D. Lortscher is a predecessor
in title to the proposed proration unit to Tarlton.

(7) Section 5 of the Operating Agreement provides that if
one party owns a majority in interest in the proposed proration
unit, no additional well shall be drilled thereon without the
consent of such majority owner "and at least one other party."

The applicant owns a majority in interest in the proposed
proration unit and wishes to drill an additional well thereon, but
neither Tarlton nor any other interest owner has consented to the
drilling of such additional well.

(8) Section 5 of the Operating Agreement also provides that
any working interest owner who does not consent to the drilling of
an additional well shall have withheld from his share of produc-
tion from the well an amount equal to twice the amount of the
costs and expenses of drilling and completing the additional well,
to the extent that such costs and expenses are usual and
necessary, and that after such amount has been withheld, "such
well shall be and become subject to all of the terms and provi-
sions of this [Operating] agreement with the same force and like
effect as though it had been drilled with the consent of all
parties hereto."



(9) Section 14 of the Operating Agreement provides that the
owners of a majority of the working interest in the oil and gas
lease covering the proposed proration unit may terminate the
Operating Agreement by giving Operator 60 days notice of their
intention to do so, and that if they do so, they will "take over
the operation of the said lease on the same terms and conditions
as are imposed upon the Operator hereunder." The applicant owns a
majority of the working interest in said lease, and contends that
he has given such notice. Tarlton contends that it does not
matter whether the applicant has given such notice because under
Section 14 of the Operating Agreement, he must operate "on the
same terms and conditions as are imposed upon the Operator
hereunder."

(10) Section II of the Modification of Operating Agreement
provides for a monthly overhead charge by Operator of $25 per
well, and Section III of the Modification of Operating Agreement
provides for a "flat charge" by Operator of $75 "per month to the
lease." Thus, if there were two wells operating on the proposed
proration unit, the monthly charge by the Operator under the
Modification of Operating Agreement for the two wells and to the
lease would be $125.

(11) The applicant and Tarlton agree that the provisions,
terms and conditions of the Operating Agreement and the
Modification of Operating Agreement are inconsistent with those
sought by the applicant in this cause. The applicant and Tarlton
further agree that if the Operating Agreement and the Modification
of Operating Agreement govern their respective rights and
obligations, an order entered in this cause would have no effect
upon such rights and obligations.

IT IS THEREFORE ORDERED THAT:

(1) No further order will be entered in this cause unless
and until it is determined by a court with jurisdiction over the
parties and the subject matter or it is agreed by the applicant
and Tarlton that the Operating Agreement and the Modification of
Operating Agreement do not govern their respective rights and
obligations with respect to the proposed proration unit.

(2) Jurisdiction of this cause is retained for the entry of
such further orders as the Division may deem necessary.



DONE at Santa Fe, New Mexico, on the day and year hereinabove
designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

R. L. STAMETS, Director

(S EAL)
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My. Gilbert Quintana
Hearing Examiner

0il Conservation Division

New Mexico Department of
Energy and Minerals

State Land Office Building
Santa Fe, New Mexico 87501

Re: Case 8606: Application
Simultaneous Dedication
Lea County, New Mexico.

Dear Mr. Quintana:

JEFFERSON PLACE
SUITE | - 11O NORTH GUADALUPE
POST OFFICE BOX 2208
SANTA FE, NEW MEXICO 8750l
TELEPHONE: (505) 988-442|

TELECOPIER: (505) 983-6043

July 31, 1985

of Doyle Hartman for
and Compulsory Pooling,

Enclosed please find the proposed Order of Doyle
Hartman in the above-referenced case.

Also enclosed, pursuant

to your request, are two

perating Agreements which reflect current overhead charges
and costs for similar types of wells in the same area.

If you need anything further from Mr. Hartman,

nlease let me know.

WFC/cv
enclosures

William ¥. Carr



STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT

OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING

CALLED BY THE OIL CONSERVATION

DIVISION FOR THE PURPOSE OF

CONSIDERING: Case No. 8606
Order No. R-

APPLICATION OF DOYLE HARTMAN

FOR SIMULTANEOUS DEDICATION

AND COMPULSORY POOLING, LEA

COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 8 a.m. on July 2, 1985, at
Santa Fe, New Mexico, before Examiner Gilbert P. Quintana.

NOW, on this day of July, 1985, the Division Director,
having considered the testimony, the record, and the
recommendations of the Examiner, and being fully advised in the
premises,

FINDS THAT:

(1) Due public notice having been given, as required by
law, the Division has jurisdiction of this cause and the subject
matter thereof.

(2) The applicant, Doyle Hartman, seeks an order pooling
all mineral interests from the surface to the base of the Jalmat
formation underlying the NW/4 of Section 8, Township 24 South,
Range 37 East, N.M.P.M., Lea County, New Mexico, within this
previously approved non-standard 160-acre gas spacing and
proration unit.

{3) The applicant proposes to drill its E.E. Jack No. 5
Well at an orthodox location in Unit D of said Section 8 and
simultaneously dedicate this well and the E.E. Jack No. 1 Well
which is located in Unit E of said Section 8 and is currently
producing gas from the Jalmat formation.

(4) There is a dispute between the applicant and other
interest owners in the unit concerning whether or not a 1951
Operating Agreement covering the subject acreage remains in
effect.
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(5) If that 1951 Operating Agreement remains in effect, the
risk factor to be applied against any nonconsenting interest
owner in the proposed Hartman well would be 100% (paragraph 5 of
1951 Joint Operating Agreement).

(6) Whether or not the 1951 Operating Agreement remains in
effect requires an interpretation of the contract itself and is a
matter outside the jurisdiction of the 0il Conservation Division.

(7) Applicant presented evidence which established that the
drilling of an additional well in the NW/4 of said Section 8 is
necessary to produce the reserves under that tract thereby
preventing the waste of natural gas and protecting the
correlative rights of the interest owners therein.

(8) To assure that all interests in the NW/4 of said
Section 8 are pooled or otherwise committed to the additional
well proposed by the applicant, to avoid the drilling of
unnecessary wells, to protect the correlative rights, to prevent
waste, and afford to the owner of each interest in said spacing
or proration unit the opportunity to recover without unnecessary
expense its just and fair share of hydrocarbons underlying the
subject unit, this application should be approved by pooling all
mineral interests, whatever they may be, within said unit.

(9) The applicant should be designated operator of the
subject spacing unit in the Jalmat formation.

(10) Any non-consenting working interest owner should be
afforded the opportunity to pay his share of estimated well costs
to the operator in lieu of paying his share of reasonable well
costs out of production.

(11) Any non-consenting working interest owner who does not
pay his share of estimated well costs should have withheld from
production his share of the reasonable well costs plus an
additional 200% thereof as a reasonable charge for the risk
involved in the drilling of the subject well.

(12) Any non-consenting working interest owner should be
atforded the opportunity to object to the actual well costs but
that actual well costs should be adopted as reasonable well costs
in the absence of such objection.

(13) Following determination of reasonable well costs, any
non-consenting working interest owner who has paid his share of
estimated costs should pay to the operator any amount that
reasonable well costs exceed estimated well costs and should
receive from the operator any amount that paid estimated well
costs exceed reasonable well costs.



..3..
Case No. 8606
Order No. R-

(14) To permit further development of the NW/4 of said
Section 8 and, at the same time, to protect the rights of all
interest owners in the spacing or proration unit the risk penalty
provided for in this order should be applied as follows:

(A) The operator should retain out of production the
pro rata share of reasonable well costs attribut-
able to each non-consenting working interest
owner who has not paid his share of estimated well
costs within 30 days from the date the schedule of
estimated well costs is furnished to him,

(B) As a charge for the risk involved in drilling the
well, 200% of the pro rata share of reasonable
well costs attributable to each non-consenting
working interest owner who has not paid his share
of estimated well costs within 30 days from the
date the schedule of estimated well costs is
furnished to him; provided operator shall only
retain 100% of said risk charges (the penalty
amount to which operator would be entitled under
this order or under the 1951 Operating Agreement,
whichever controls) and operator shall place in
escrow in Lea County, New Mexico, a sum equal to
100% of said risk charges, said funds to be paid
to the true owner thereof upon determination of
whether the 1951 Operating Agreement remains in
effect by a court of proper jurisdiction.

(15) $5,500.00 per month while drilling and $550.00 per
month while producing should be fixed as the reasonable charges
for supervision (combined fixed rates); the operator should be
authorized to withhold from production the proportionate share of
such supervision charges attributable to each nonconsenting
interest, and in addition thereto, the operator should be
authorized to withhold from production the proportionate share of
actual expenditures required for operating the subject well, not
in excess of what are reasonable, attributable to each non-
consenting working interest.

(16) A1l proceeds from production from the subject well
which are not disbursed for any reason should be placed in escrow
in Lea County, New Mexico, to be paid to the true owner thereof
upon demand and proof of ownership.

(17) Upon the failure of the operator of said pool unit to
commence reentry operations on the subject well to which said
unit is dedicated on or before November 15, 1985, the order
pooling said unit should become null and void and of no effect
whatsoever unless the operator of said unit obtains a time
extension from the Division for good cause shown.
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IT IS THEREFORE ORDERED THAT:

(1) All mineral interests whatever they may be from the
surface to the base of the Jalmat formation underlying the NW/4
of Section 8, Township 24 South, Range 37 East, N.M.P.M., Lea
County, New Mexico, are hereby pooled previously within this
approved nonstandard 160-acre gas spacing and proration unit to
be simultaneously dedicated to the E.E., Jack No. 5 Well to be
drilled at an orthodox location in Unit D of said Section 8 and
the E.E. Jack No. 1 Well which is located in Unit E of said
Section 8 and is currently producing gas from the Jalmat
formation.

PROVIDED HOWEVER THAT, the operator of said unit shall
commence drilling operations on said well on or before the 15th
day of November, 1985, and shall thereafter continue the drilling
of said well with due diligence in a manner that sufficient to
test the Jalmat formation;

PROVIDED FURTHER THAT, in the event said operator does not
commence drilling operations on said well on or before the 15th
day of November, 1985, Order (1) of this Order shall be null and
void and of no effect whatsoever, unless said operator obtains a
time extension from the Division for good cause shown.

PROVIDED FURTHER THAT, should said well not be reentered
and completed or abandoned within 120 days after commencement
thereof, said operator shall appear before the Division Director
and show cause why Order

(1) of this Order should not be rescinded.

(2) Doyle Hartman is hereby designated the operator of
subject well and unit.

(3) After the effective date of this Order and within
ninety (90) days prior to commencing drilling operations on said
well, the operator shall furnish the Division and each known
working interest owner in the subject unit an itemized schedule
of estimated well costs.

(4) Within thirty (30) days from the date the schedule of
estimated well costs is furnished to him, any nonconsenting
working interest owner shall have the right to pay his share of
estimated well costs to the operator in lieu of paying his share
of reasonable well costs out of production, and any such owner
who pays his share of estimated well costs as provided above
shall remain liable for operating costs but shall not be liable
for risk charges.

{5) The operator shall furnish the Division and each known
working interest owner an itemized schedule of actual well costs
within ninety (90) days following completion of the well; if no
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objection to the actual well costs is received by the Division
and the Division has not objected within 45 days following
receipt of said schedule, the actual well costs shall be the
reasonable well costs; provided however, that if there is an
objection to the actual well costs within 45-day period the
Division will determine reasonable well costs after notice and
hearing.

(6) Within 60 days following determination of reasonable
well costs, any non-consenting working interest owner who has
paid his share of estimated costs in advance as provided above
shall pay to the operator his pro rata share of the amount that
reasonable well costs exceed estimated well costs and shall
receive from the operator his pro rata share of the amount that
estimated well costs exceed reasonable well costs.

(7) The operator is hereby authorized to withhold the
following costs and charges from production:

(A) The pro rata share of reasonable well costs
attributable to each non-consenting working
interest owner who has not paid his share of
estimated well costs within 30 days from the date
the schedule of estimated well costs is furnished
to him,

(B) As a charge for the risk involved in drilling the
well, 200% of the pro rata share of reasonable
well costs attributable to each non-consenting
working interest owner who has not paid his share
of estimated well costs within 30 days from the
date the schedule of estimated well costs 1is
furnished to him; provided operator shall only
retain 100% of said risk charges (the penalty
amount to which operator would be entitled under
this order or under the 1951 Operating Agreement,
whichever controls) and operator shall place in
escrow in Lea County, New Mexico, a sum equal to
100% of said risk charges, said funds to be paid
to the true owner thereof upon determination of
whether the 1951 Operating Agreement remains in
effect by a court of proper jurisdiction.

(8) The operator shall distribute said costs and charges
withheld from production to the parties who advanced the well
costs.

(9) S5500.00 per month while re-entering and $550.00 per
month while producing are hereby fixed as reasonable charges for
supervision (combined fixed rates); the operator is hereby
authorized to withhold from production the proportionate share of
such supervision charges attributable to each non-consenting
working interest, and in addition thereto, the operator is hereby
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authorized to withhold from production the proportionate share of
actual expenditures required for operating such well, not in
excess of what are reasonable, attributable to each
non-consenting working interest.

(10) Any unsevered mineral interest shall be considered a
seven-eighths (7/8) working interest and a one-eighth (1/8)
royalty interest for the purpose of allocating costs and charges
under the terms of this order.

(11) Any well costs or charges which are to be paid out of
production shall be withheld only from the working interest's
share of production, and no costs or charges shall be withheld
from production attributable to royalty interests.

(12) All proceeds from production from the subject well
which are not disbursed for any reason shall immediately be
placed in escrow in Lea County, New Mexico, to be paid to the
true owner thereof upon demand and proof of ownership; the
operator shall notify the Division of the name and address of
said escrow agent within 30 days from the date of first deposit
with said escrow agent,

(13) Jurisdiction of this cause is retained for the entry of
such further orders as the Division may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year herein-
above designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

R. L. STAMETS
Director

S E AL



STATE OF NEW MEXICO

ENERGY sxo MINERALS DEPARTMENT

OlIL CONSERVATION DIVISION
TONmEY ANAYA August 20, 1985 ) STA:%SJAngHgEFIBCOEXBi?E&NG
SANTA FE, NEW MEXICO 57501
(505) B27-5800

Mr. William F. Carr
Camppell & Black
Attorneys at Law
Post Office EBox 2208
Santa Fe, New Mexico

Re: CASE NO. 8606
ORDER NO. R-3013

Applicant:

Doyle Hartman

Dear Sir:

Enclosed herewith are two copies of the above-referenced
Division order recently entered in the subject case.

Slncerely;zé?/7

R. L. STAMETS
Director

RLs/fd

Copy of order also sent to:

Hobbs OCD x
Artesia OCD x
Aztec 0OCD

Other Mark Adams
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A.A.P.L. FORM.610-1982

MODEL FORM OPERATING AGREEMENT

-

-

OPERATING AGREEMENT

DATED

October 3, 1983 |,

OPERATOR Doyle Hartman

CONTRACT AREA _E/2 SE/4 Section 19: E/2 Nw/4 and E/2 Section 30,

~ T-25-S, R-37-E

COUNTY R—P4HRIH-OF ___ Lea STATE OF _New Mexico

COPYRIGHT 1982 —  ALL RIGHTSRESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2405 CONTINENTAL LIFE BUILDING,
FORT WOKTH. TEXAS, 76102, APPROVED FORM.
A.AP.L. NO. 610 - 1982 REVISED
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OPERATING AGREEMENT

Dovle Hartman

THIS AGREEMENT, entered into by and beiween
hereinafier designated and

referred 10 as *‘Operator**, and the signatory party or panies other than Operator, sometimes hercinafter seferred to individually herein

as "*Non-Operator™’, and collectively as ‘*Non-Operators™”.

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in
Exhibit **A™’, and the parties hereto have reached an agreement to explore and develop these leases andlor oil and gas interests for the

production of oil and gas to the extent and as hercinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

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

A. The term *‘oil and gas’” shall mean oil, gas, casinghead gas, gas condensate, and all other lLiquid or gaseous hydrocarbons

and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.
> and ‘‘leasehold” shall mean the oil and gas leases covering tracts of land

+

B. The terms ‘‘oil and gas lease’, *‘'lease’
lying within the Contract Area which are owned by the parues to this agreement.

C. The term ‘‘oil and gas interests” shall mean unleased fee and mineral interests in wacts 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 areaz 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 driling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilhng Pardes.

F. The term *‘drillsite’” shall mean the oil and gas lease or interest on which a proposed well is 1o be Jocated.

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

i 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 I1.
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
& A. Exhibit **A’", shall include the following information:
(1) Identification of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percemages or fractional intesests of parties 1o this apgreement,
(4) Oil and gas leases andfor oil and gas interests subject to this agreement,
(5) Addresses of parties for notce purposes.
Exhibit “'‘B”’, Form of Lease.
Exhibit **C"", Accounting Procedure.
Exhibit **D"’, Insurance.
Exhibit **E”*, Gas Balancing Agreement.
Exhibit *‘F'*. Non-Discrimination and Certification of Non-Scgrepated Faclines

Exhibit *‘G"", Tax Parwnership.
any provision of any exhibit, except Exhibits *‘E** and **G’", is inconsistent with any provision coniined in the body

OUDRI®
oMM

If
of this agrevment, the provisions in the body of this agreement shall prevail
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ARTICLE IIL
INTERESTS OF PARTIES

A. Oil and Gas Interests:

¥ any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit “*B*", and the owner thereof

shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set

forth in Exhibit “*A”". In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the
one~eighth (1/8) which shall be borne as hereinafter set forth.

payment of royaltes to the extent of

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cavse 10 be paid or delivered. to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other parues free from any liability therelor. No party shall ever be responsible, however, on a 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 settlement on a higher price basts, the party contribuiing the affected lease shall bear the additional royalty burden atiributable to

such higher price.

Nothing contained in this Article III.B. shall be deemed an assignment or cross-assignment of interests covered hereby.

C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article ILB., such party so
burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any

and all claims and demands for pavment asserted by owners of such excess burden.

D. Subsequently Created Interests:

I{ any party should hereafter create an overriding rovalty, production payment or other burden payable out of production
attributable to its working interest hereunder, or if such a burden existed prior 10 this agreement and 1s not set forth in Exhibit “*A™", or
was not disclosed in writing to all other parties prior to the execution of this agreement by all parties. or 15 not a jointly acknowledged and
accepted obligation of all parties (any such interest being hereinafter referred to as “*subsequently created interest™ srespecuve of the
uming of its creation and the party out of whose working interest the subsequently created nterest 1s derived being hereinafier referred

to as *‘burdened party’’). and:
1. If the burdened party is reqguired under this agreement 1o assign or relinquish 1o any other party. or paries. all or a portion
of its working interest and/or the production attributable thereto, said other party, or paruies, shall receive said assignment and/or

production free and clear of said subsequently created interest and the burdencd party shall indemnify and save said other party,
or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest;

and,

I the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VILB. shall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working imerest of

[

the burdened party.

ARTICLE IV.
TITLES

A. Title Examination: Title is presently being examined and a copy will be
furnished on request. 3

Title examination shall be made on the drillsite of any proposed well prior 10 commencement of dnling operanions or, if
the Drilling Parties so request. title examination shall be made on the leases andior oil and gas inierests included, or planned 10 be includ
ed. in the driliing unit around such well. The opinion will include the ownership of the working interest. minerals. royalty, overriding
rovaliy and production pavments under the applicable leases. At the ime a well 1s proposed, each pany contributing leass and/or oil and
£as interests to the drillsite, or 10 be included in such drilling unit, shall furnish 10 Operator all absiracs including federal lease status
1cports). title opimons, title papers and curative material in 1ts possession free of charge. All such infurmatson not in the p()ssté.sion of or
made available 10 Opxrator by the panties, but necessary for the examinauon of the tide, shall be obtained by Ojerator. Opxrator shall
cause title 10 be examined by attorneys on its stafl or by outside attorneys. Copies of all title opinions shall be furnished to cach parta

hereto. The cost incurred by Opxrator in this ule program shall be borne as foliows:

[ O dCrrma—incursed by Opeiatoria—piasing-abaiaaand dith gaamunanes faduding prelmmatyyopremeail,
b Aty Sy apiisHon aﬁdMwwﬁwmww*ﬁjﬂﬂ4m%%ﬂfﬂnm%émmdfdin Fahibm=2",

PYR: BSOS [P0 IR a_d,“.a_()m,ﬂe__qmmw!,qmqbygmisuah—Nuucwu.by—«udd««awm.

.2-



W NG bD W N

\’O‘gc‘go oo o A U A A U WA WA W
[=TIRNG] pe} \,&Zw._. A S T - N O N N S VIR C VR EVER S VIV w NN
@ 8\930\Jov«.b.wm-—-o\oao\:o\u«ﬁwu--o\ooo\Joww.uwmww——woBNog\xc\\».nwmu'o\ooo\:@ubwwv—oo

A.APL FORM 610 - MODEL FORM OPERATING ALRELNMEING 4 /04
ARTICLE }V

continued

B Opiion No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title ¢xamination
(Snclamy, supplemental, shut-in gas royalty opinions and division order title opinions) shall be Lorne by the Drilling Parties
in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-
hibit **A"". Operator shall make no charge {or services rendered by its staff attorneys or other personnel in the performance of the above

funciions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection
with leases or oi] and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders.

This shall not prevent any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the title to the dnillsite or drilling unit has been examined as above
provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par-

ucipate in the drilling of the well.

B. Loss of Title:

Mhirm'\on of interest from that shown on Exhibit **A™, the party contributing the affected lease or interest shall have ninety (
‘hith acquisi

kurred, so that the interest of the party whose lease or i
lArea by the amount of the interest lost;

(c) I the proporuonate interest of the other parties her
ancreased by reason of the ttle failure, the party whose t
xerest (less costs and burdens attributable thereto) uptf 1t has been reimbursed fo

well;

producing well theretofore drilled on the Conuvact Area is
eive the proceeds artributable 10 the increase in such in
nrecovered costs paid by it in connection with such

{d) Should any person not a part this agreement, who is determined to be the owngr of any interest in the title which has

failed, pay in any manner any part efthe cost of operation, development, or equipment, such amoufrtshall be paid to the party or parties

who bore the costs which age”so refunded;

account to a third party for prior production of oil and gas which arises by reason™e{_title failure shall be
y or parties whose title failed in the same proportions in which they shared in such prior productivg: and,
tharge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense olthe interest

by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expe in

~tiean th st}
ORACCHOTT T OFOWHEH
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2 OSSOy YO ayrment— or rrontotnsravmtR T O oo hT

paymem{immum royalty or royalty pavment, is not paid or is erroneously paid. and as a resuit a lcase or interest therein 1
there shall bé no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required
ease covering the same interest within ninety (90) days from the discovery of the failurc sefake proper payment
bject to Article VIIL.B., the interests of the parties shall be revised on ap-atreage basis, effective as of the
. and the party who failed to make proper payvment will onger be credited with an interest ir]
the lease or interest which has 1erminated-In the event the party who failed 10 make th¢
the proceeds of the sale of oil and pas atributable g

PavMent Secures a ne
rwhich acquisition will not bés
iate of termination of the lease invg
the Contract Area on account of ownership
required payment shall not have been fully rcimhuryod,a\xthe time of the loss, Ir

ithe lost interest, calculated on an acreage basis, for the dc»dq@em and op¥rating costs theretofore paid on account of such interest, i
if (but not for its share of the cost of any dry hole previously drilled

ishall be reimbursed for unrecovered actual costs !herexo!oriw
or wells previously abandoned) from so much of the follgwinig as is nec 1y 1o effect reimbursement:

ses, theretofore accrued to-the credit of the lost imerest. on an acreage basis

(2) Psoceeds of oi) and gas, less operating ¢
up 1o the amount of unrecovered costs; \bn
Ses. thereafier accrued attributable 10 the lost imerest an acrceage hasis. of that portion of

(b) Procexds, less operating ¢
il and gas theteafter producedand marketed (excluding production from any wells thereafier dril)zm}rb;in the abwnce of such kasg

termination, would ftributable 10 the lost interest on an acreage basis, up to the amount of unrecovered ¢ the proceeds of said

fponion of the-oil and pas to be contributed by the other parties in propornion 10 1heir respechive interests; and, -

Any monies, up 1o the amount of unrecovered costs, that may be paid by any party whois. or becomes, the owner of t tmlt-resj
’ N~

p o or—the-privitepeef-prrotpetinginthe Contsa—Anrorbreommngeperviothseprecinem - -
3. Other Losses: All losees incutred. etteer—than—those st dorth—a—Arichs VBl —and VB2 —sbove, shall be joint Tosses

and shall be borne by all parties in proportion ta their interests. There shall be no seadjustment of interests an the remaining portion of

the Conuact Area. —
«
~ ™
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

Doyle Hartman shall be the
Operator of the Contract Area, and shall conduc and direct and have full contro) of al) operations on the Contract Asea as permined and
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall
have no liability as Operator to the other parties for losses sustained or liabilides incurred, except such as may result from gross

neghgence or willful misconduct.

B. Resignation or Removal of Operator and Seclection of Successor:

1. Resignaton or Removal of Operator: Operator may resign at any ume by giving written notice theseof to Non-Operators.
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the
affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit **A’’ remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o’clock A.M. on the
first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action
by the Non-Operators 1o remove Operator, unless a successor Operator has been selected and assumes the dutes of Operator at an earlier
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as 2 Non-Operator. A change of a cor-
porate name or structure of Operator or transfer of Operator’s interest to any single subsidiary, parent or successor corporation shall not

be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator. a successor Operator shall be selected by
the parties. The successor Operator shall be selected from the parues owning an interest in the Contract Area at the ume such successor
Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest
based on ownership as shown on Exhibit **A”"; provided, however, if an Operator which has been removed fails 1o vote or votes only 1o
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2} or more parties owning a majority interest based
on ownership as shown on Exhibit **A’" 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 deiermined by Operator, and all such employees shall be the employees of Operator.

D. Drilling Contracts:

Al wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, 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 in-

dependent contractors who are doing work of a similar nature.

ARTICLE VI
DRILLING AND DEVELOPMENT

A. Initial Well:

SIS A} .rL‘_ Aaatle i Wd
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oll and g the following Jocation:

and shall thereafier continue the drilling of the™we]l with due diligence to

unless granite or other practically impenetsable subsiance or condition in the hole, w renders further driliing impragical, is en-

countered at a lesser depth, or unless all parties agree 1o complete or abandon the well at a2 I3

thoroughly 10%, but not core or DST . L . .
3 —— formations encountered duning drilhng which pive indication™w{(onuining ol and
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ARTICLE V1

oontinued

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area pther—then—the-svel-providad
forntrracied-A . or to rework, decpen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all
the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice
within which 10 notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be
limited 1o forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or

response given by telephone shall be promptly confirmed in writing.

If ali parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
tion, as the case may be). actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permits from governmental authorities, surface rights {(including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X1, if the
actual cperation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted ta the other parties in accor-

dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.1. or VI1.D.1. (Opton
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety {90) days after the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment 15 on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article V1.B.2,, shall comply with all terms and con-

divons of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
{exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire 1o (2) limit par-
licipation to such party’s interest as shown on Exhibit **A’” or (b) carry its proportionate part of Non-Consenting Parties” interests, and
failure 10 advise the proposing party shall be deemed an election under (2). In the event a drilling rig is on Jocation, the time permitted for
such a response shall not exceed a total of fortycight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing panty,
a1 its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such dedision.

The entire cost and risk of condurcting such operations shall be borne by the Consenung Panies in the propornions they have
elecied 1o bear same under the terms of the preceding paragraph. Consenting Paries shall keep the leasehold estates involved in such
operauions free and clear of all bens and encumbrances of every kind created by or arising from the operations of the Conswenting Parues
If such an operation results in a dry hole, the Consenting Partes shall plug and abandon the well and restore the surface location at thar
sole cost. risk and expense. If anv well drilled. reworked, devpened or plugped back under the provisions of this Anicle resuls 1n 2 pro
ducer of oil and/or gas in paying quantities, the Constenting Parties shall complete and equip the well to produce at their sole cost and risk,
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ARTICLEVI
continued
and the well shall then be turned over 1o Operator and shall be operated by it at the expense and for the account of the Consenning Par
ties. Upon commencement of operations for the drilling, seworking, decpening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, cach Non-Consenting Party shall be deemed to have relinguished 10 Consenting Parties,
and the Consenting Partics shall own and be entitled 10 receive, in proportion 1o thuir respective interests. all of such Non-Consenting
Party’s imerest in the well and share of production therefrom until the proceeds of the sale of such share, calculated a1 the well, or
market value thereof if such share is not sold, (afier deducting production taxes, excise taxes, rovalty, overriding royalty and other in-
terests not excepted by Article 11D, payable out of or measured by the production from such well accruing with respect 10 such interest

unti} 3t reverts) shall ¥qual the 1otal of the following:

(2) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Party’s share of the cost of operation of the well commenoing with first production and conunving untl each such Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting

Party had it participated in the well {rom the beginning of the operations; and

(b) 300% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
300 _% of that portion of the cost of newly acquired equip-

after deducting any cash contributions received under Article VI.C., and _
ment in the well (10 and including the welthead connections), which would have been chargeable to such Non-Consenting Party if it had

participated therein.

An election not to participate in the driliing or the deepening of a well shall be deemed an election not 1o participate in any re-
working or plugging back operation proposed in such a well, or poruon thereof. 1o which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If
such a reworking or plugging back operation 15 proposed during such recoupment period, the provisions of this Article VLB. shall be ap-

plicable as between said Consenting Parties in said well.

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, excise, gathering and other
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party’s share of production not excepted by Ar-

ticle H1.D.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted 1o use, {ree
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 driliing, the Consenting Parties shall account for all such equip-
ment 1o the owners thereof. with each party receiving its proportionate part in kind or in value. less cost of salvage.

Within sixty {60) days afier the completion of any operation under this Article, the party condocting the operations for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and conneced 1o the well, and an
iternized statement of the cost of drilling, deepening, plugging back. testing, compleung. and equipping the well for production; or, at its
opuion, the operating party, in bieu of an itemized statement of such costs of aperation, may submit a detailed statement of monthly bill-
inps. Each month thereafier, during the time the Consenting Panics are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an ncemized statement of all costs and liahilies in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds
realized from the sale of the well's working interest production during the preceding month. In determining the quantity of ail and gas
produced dusing any month, Consenting Partics shall use industry accepted methods such as. but not limited to, meiering or periodic
well 1esis. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation
which would have lxen owned by a Non-Consenting Party had it participated therein shall be credited against the 1otal unterurned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenung Party shall rnfr:n 10 1t as

above provided. and if there is a credit balance, 3t shall be paid to such Non-Consenting Party. -
st
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ARTICLE V]

confinued

Jf and when the Consenung Parties recover from a NonConsenting Party's relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert 10 it, and, {rom and afier such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenung Party would have been entitled 1o had it participated in the drilling, reworking. deepening or plugging
back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
the operation of said well in accordance with the terms of this apreement and the Accounting Procedure attached hereto.

-

Norwithstanding the provisions of this Article VILB.2., it is agreed that without the mutual consent of all parties, no wells shall
be completed 1n or produced from a source of supply fram which a well Jocated elsewhere on the Contract Area is producing, unless such

well conforms to the then-existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VLA,
except {a) as to Article VIL.D.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-

duction, ceases to produce in paying quantties.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results thereof furnished to the parties, stand-by costs incurred pending sesponse to a party’s notice proposing 2
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party’s interest as shown on Exhibit **A”’ bears to the total interest as shown on Exhibit **A™" of ali Consenting Par-

nes.

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a “*deepening”” operation shall
also be applicable 10 any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein called “‘sidetracking™’), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right 1o participate in 2 proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon electing to participate. tender to the well bore owners its proportionate share (equal
1o its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

{2) If the proposal is for sidetracking an existing dry hole, seimbursement shall be on the basis of the aciual costs incurred in
the initial drilling of the well down to the depth at which the sidetracking operation is initjated.

(b) I the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's
salvable materials and equipment down to the depth a1 which the sidetracking operation is initiated, determined in accordance with the
provisions of Exhibit *‘C"’, less the estimared cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the drilling rig 1o be vulized is on locatian, the response period
shall be limited to fortycight (48) hours, exclusive of Sarurday, Surday and lepal holidays; provided, however, any party may request and
receive up to eight (8) additional days afier expiration of the fortyight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects to take such additional ume 1o respond to the notice, stand-
by costs shall be allocated berween the parties 1aking additional time to respond on 2 day-to-day basis in the proportion each ejecung pas-
ty’s interest as shown on Exhibit “*A”" bears 10 the 1013l interest as shown on Exhibit “*A™" of all the electing parves. In all other in-

stances the 1mponse period 1o a proposal for sidetracking shall be Limited 10 thirty (30) days. .
C. TAKING PRODUCTION IN KIND: 5
T

Each pany shall take in kind or spasately dispose of its proportionate share of all oif and gas produced from the Contract Area,
exclusive of production which may be vsed in development and producing ojxations and in preparing and ueating ol and gas for
marketing purposes 2nd production vnavoidably lost. Any exira cxpendiure incursed in the taking in kind or scpasate disp_r;ixion by any
party of its proportionate share of the production shall be bomne by such pany. Any paniy taking its share of prn’iuni‘r:)“i‘rl};ina shall be
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vontinued

required to pay for only its proportionate share of such part of Operator’s surface facilines which it uscs.

Each party shall execute such division orders and contracts as may be nevessary for the sale of its interest in production from
the Contract Area, and, except as provided in Article VILB.. shall be entitled to receive pavment directly from the purchaser thereof for

s share of all production.

In the event any party shall {ail 10 make the arrangements necessary 1o 1ake in kind or separately dispose of its proporiionate share of
the oil and g;s 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 1ime, 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 Operator 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 al} oil and gas
not previously delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil and gas shall be only for such
reasonable periods of time as are consistent with the minimum neecds of the industry under the particular circumstances, but in no event
for a period in excess of one (1) year. Notwithstanding the foregoing, Operator shall not make a sale, including one into interstate com-
merce, of any other party's share of gas production without first giving such other party thirty (30) days notice of such intended sale.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area a1 all reasonable times. at its sole cost and risk to inspect or observe operations.
and shall have access at reasonable times 1o information pertaining to the development or operation thereof, including Operator s books
and records relating thereto. Operator, upon request. shall furnish each of the other parvies with copies of all forms or reports filed with
governmental 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 Conwract Area. The cost of
gathering and furnishing tnformation to Non-Operator. other than that specified above. shall be charged to the Non-Operator that re-

quests the informauon.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VL.B.2., any well which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and 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 parucipated in the cost of drilling or deepening
such well. Any party who objects to 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 Arucle VLB,

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein 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 shali
be plugped 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 any well, all parties do not agree to the abandonment of such well,
those wishing 10 continue its operation from the interval(s} of the formation(s) then open to production shall tender 10 each of the other
parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions of
Exhibit “*C"", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign
the non-abandoning parties. without warranty, express or implied, as to title or a5 10 guantity, or finess for use of the equipment and
material. all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as 10, the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
tervals of the formation or formations then open to production, for a term of one (1) year and so Jong thereafier as oil andlor gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit

-
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B™. The assignments or leases so limited shall encompass the **drilling unit”" upon which the well is located. The payments by, and the
asrpnments of leases to, the sssignees shall be in a ratic based upon the relationship of their respacrive percentage of pariicipation in the
Contract Asea to the aggrepate of the percemtages of participation in the Contract Area of all assignees. There shall be no readjustment of

interests in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no forther responsibility, hability, or interest in the operation 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 re-
quest, 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. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-

visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VI.E.2. above shall be applicable as between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be
permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified
of the propased abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article

VILE.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

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

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share
of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with imerest thereon
at the rate provided in Exhibit **C*”. To the exient that Operatcr has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled 1o exercise the rights and remedies of a secured party under the Code. The bringing of 2 suit and the ob-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
the sale of such Non'Operator’s share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s writlen statement concerning the amount of any default. Operator grants a like lien

and security interest to the Non-Operators to secure payment of Operator’s proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a staement therefor by
Operator, the nondefavlting parties, including Operator, shall, upon request by Operatar, pay the unpaid amount in the praportion that
the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, 1o obtain

reimbursement 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 1o this agreement and shall charge each of the parties hereto with theis respective propor-
tionate shares upon the expense basis provided in Exhibit **C'". Operator shall keep an accurate record of the joint account hereunder,

showing expenses incurred and charges and credits made and received. .

Oyxrator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized staiement of such estimated expense, 1ogether
with an invoice for its share thereol. Each such statement and invoice for the payment in advance of estimated expense shall be submired
on or belore the 20th day of the nexit preceding month. Each party shall pay to Operator sts proportionate share of such estmaéte within
filieen {15) days afier such estimate and invoice is received. If any party fails 10 pay its share of said estimate within said 1ime, the amount
due shall bear interest as provided in Exhibit **C’" until paid. Praper adjustment shall be made monthly beiween advances and aciual ex-

pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. 't

D. Limitation of Expenditures:

1. Drill or Devpen: Without the consent of all panies. no well shall be drilled or decpned, except any well dritled o deepened
pursuant 1o the provisions of Article VI.B.2. of this apreement. Consent 10 the drilling or devpening shall in(]uldt: N
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continued

Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
authorized dupth, and all tests have been completed, and the resulis thereof furnished 1o the parties, Operator shall give immediate notice
to the Non-Operators who have the right 10 participate in the completion costs. The panties receiving such notice shall have forty-cight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect 1o participate in the setting of casing and the completion at-
tempt. Such election, when made, shall include consent to all necessary expenditures for the compleing and equipping of such well, in-
cluding necessary 1ankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall
constitute an election by that party not 1o participate in the cost of the complerion 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 operations thereafier conducted by Jess

than all parties.
N

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 VLB.2. of this agreement. Consent to the reworking or plugging back of a well shall
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage

and/or surface facilities.

3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated
1o require an expenditure in excess of__Fifteen thousand Dollars (§__15,000.00 )
€xCept 1n connection with a well, the drilling, reworking, deepening, compleung, secompleting, or plugging back of which has been
previously authorized by or pursuant to this agreement; provided, however, 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 1o safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other

parties. If Operator prepares an authority for expenditure (AFE) {or its own use, Operator shall furnish any Non-Operator so requesting
Five thousand

an information coBy thereof for any single project costing in excess of
Dollars (3 2,000.00 ) but les$ than the amount first set forth abave in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event rwo or more parties own and have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties 1o make said payments for and on
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
faslure 1o make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
ment is required to continue the lease in force, any loss which results trom such non-payment shall be borne in accordance with the pro-

visions of Article IV.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return 1o production .
of a producing gas well, at least five (5) days {excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
aircumstances, prior to taking such action, but assumnes no liability for failure to do so. In the event of failure by Operator 10 5o notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for {ailure to make timely payments of any shut-in well payment

shall be borne jointly by the parties hereto under the provisions of Article IV.B.3.

F. Taxes:

Beginning with the first calendar year after the effective date hereol, Operator shall render for ad valorem taxation al} property
subject 10 this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they
become delinquent. Prior to the rendition date, each Nan-Operator shall furnish Operator information as 1o burdens (to include, but not
be limited 1o, royahies, overriding royalties and production payments) on leases and oil and pas imerests contributed by such Non-
Operator. If the assessed valuation of any Jeasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
riding royalties or production payments, the reduction in ad valarem taxes resulting therefrom shall inure 10 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 reduc-
von. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding
anything to the contrary herein, charges 10 the joint account shall be made and paid by the parties herewo in accordance with the tax

value generated by each party’s working interest. Operator shall bill the other parvies for their proportionate shares of all ax payments in
the manner provided in Exhibit **C*".
U Operator considers any tax assessment improper, Operator may, 3t its discretion, protest within the time and manner

prescribed by law, and prosecute the protest to a final determination, unless all parues agree to abandon the protest prior 1o final derer-
mination. During the pendency of administrative or judicial proceedings. Operator may eiea 10 pay, under protest. all such 1axes and any
interest and penalty. When any such protesied assessment shall have been finally determined, Operator shall pay the tax for the joint ac-
count, together with any intesest and penalty accrued, and the total cost shall then be aswssed against the parties. and be paid by thern, as

provided in Exhibit **C™".

s

Each party shall pay or cause to be paid all producuion, severance, excise, pathering and other taxes imposed upon or':w;nh,r_cspm 10

the produciion or handling of such party's share of oil andior gas produced under the 1erms of this agreement. 721 3 f':\ .
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ARTICLE VII

continued

G. Insurance:

At all times while operations are conducied hereunder, Operator shall comply with the workmen’s compensation law of
the state where the operations are being conducied; provided, however, that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made 10 the joint account shall be as provided in Exhibit **C*". Operator shall
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit D", antached 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 avtomobile public iability insurance is specified in said Exhibit “'D’", or subsequently receives the approval of the
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s 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 n part unless all paruies consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
thereafter secured, to the parties not consenting 10 such surrender. 1f the interest of the assigning party is or includes an oi) and gas in-
terest, the assigning party shall execute and deliver to the party or parues not consenting to such surrender an o1l and gas Jease covering
such oil and gas interest for a term of one (1) year and so long thereatter as oil and/or gas is produced from the land covered thereby, such
lease to be on the form attached hereto as Exhibit “*B™". Upon such assignment or lease, the assigning party shall be relieved {rom all
obligations thereafter accruing. but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigning party shall have no further mterest in the assigned or leased premises and its equipment and pro-
ducton other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter’s mterest in any wells and equipment atuributable 1o the assigned or leas-
ed acreage. The value of all material shall be derermined in accordance with the provisions of Exhibit **C"”, less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest
shall be shared by such parties in the proportions that the interest of each bears 1o the total interest of all such parties.

Any assignment, lease or surrender made under this provisiom shall not reduce or change the assignor’s, lessor’s or surrendering
party’s interest as i was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
assigned, leased or surrendered. and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this

agreement.

B. Renewal or Extension of Leases:

If any party secures a renewal of any oil and gas lease subject 1o this agreement, all other parties shall be notified promptly, and
shall have the right for 2 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 pro-
portionate 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 an the purchase of a senewa) lease. it shall be owned by the parties
who elect to participate therein, in a ratio based upon the relationskip of their respeciive perceniage of pariicipation in the Conwract Area
1o 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 parues elect to partcipate shall not be subject to this agrecment.

Each pasty who panicipates in the purchase of a3 renewal learse shall be given an assipnment of its proportionate interest therein

by the acquiring pany.

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 renew al lease 1aken helore the expiration of s predeessor lease. or taken or
coniracted for within six (6) months afier the expiration of the exisiing lease shall be subject to this provision: but any lease taken or con-
tracied for more than six (6) months afier the expiration of an existing lease shall not be deemed a senewal lease and shali not be subjeai 10

the provisions of this agreement.

The provisions in this Article shall also be applicable 1o exiensions of ol and gas leases

C. Acreage or Cash Contributions:

.

While this agreement is in force, if any party conuaas for a contribution of cash towards the driling of & well or any otha
apuration on the Contract Area, such contribution shall be paid to the party who condunied the driling of other o;ua{irm znd.shal] be
apphied by it against the cost of such drilling or other operation. JIf the contribution Iw- in the form of acicape, the pany 10 whom d_w con-
1ribution is made shall promptly 1ender an asignment of the acreagee, without warranty of 1itle, 10 the Driliing Partiev in lhrjno;wrli?ns

et e e e o
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ARTICLEVI
continued
and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of uperations for the drilling, reworking, decpening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed 1o have relinquished 10 Consenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, 2lj of such Non-Consenting
Party’s interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (after deductung production taxes, excise taxes, rovalty, overriding royalty and other in-
terests not excepted by Article 111.D. payable out of or measured by the producuon from such well accruing with respect to such interest

until it reverts) shall equal the total of the {ollowing:

() 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, bur not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
Ndn-Conseming Party’s share of the cost of operation of the well commencing with first production and conunuing until each such Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Arucle, it being agreed that each Non-
Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting

Party had it participated in the well from the beginning of the operations; and

(b) 300% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
after deducung any cash contributions received under Article VIIL.C., and _300 9% of that portion of the cost of newly acquired equip-
ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had

participated therein.

An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such a well, or portion thereof, 10 which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-

plicable as between said Consenting Parties in said well.

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, excise, gathering and other
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party’s share of production not excepted by Ar-

ticle H11.D.

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

ment 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 conducting the operations for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an
itemized statement of the cost of drilling, deepening, plugging back. tesuing, completing. and equipping the well for production; or, at 1ts
option, the operaung party, in lieu of an itemized statement of such costs of operation, may submit 2 detailed staiement of monthly bill-
inps. Each month thereafter, during the 1ime the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilites in-
curred in the operation of the well, 1ogether with a statement of the quantity of oil and gas produced from it and the amount of proceeds
realized from the sale of the well's working interest production during the preceding month. In determining the quantity of 6il and gas
produced during anv month, Consenting Parties shall use industry accepted methods such as. but not limited to, metering or periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connecuon with any such operation
which would have been owned by a Non-Consenting Party had it partiopated therein shall be credited against the total unretrrned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall l('v:tﬂ'l to it as
above provided: and if there is a credit balance, it shall be paid to such Non-Consenting Panty. __
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ARTICLE VI
continued

If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
Consentuing Party shall own the same interest in such well, the material and equipment in or pertaining thereto. and the production
therefrom as such Non-Consenting Party would have been entitled 10 had it participated in the drilling, reworking, deepening or plugging
back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

Norwithstanding the provisions of this Article VI.B.2., it is agreed that without the murual consent of all parties, no wells shall
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such

well conforms to the then-existing well spacing 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) as to Article VIL.D.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VLA, if it shall thereafter prove to be a dry hole or, if initially completed for pro-

ducuon, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results thereof furnished to the parties, stand-by costs mcurred pending response to a party’s notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated berween the Consenting Parties in the proportion
each Consenting Party’s interest as shown on Exhibit ‘“A’” bears to the total interest as shown on Exhibit “*A’" of all Consenting Par-

ues.

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a *‘deepening’ operation shall
also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein called *‘sidetracking’’), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon electing to participate. tender to the well bore owners its proportionate share {(equal
to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

(2) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the initial drilling of the well down to the depth at which the sidetracking operation is initiated.

{b) If the proposal is for sidetracking a well which has previously produced, reimburserment shall be on the basis of the well's
salvable materials and equipment down to the depth at which the sidetracking operation is initiated. determined in accordance with the

provisions of Exhibit **C"’, less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (8) additional days after expiration of the fortycight (48) hours within which 1o respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects to take such additional time 10 respond to the notice, stand-
by costs shall be allocated berween the parties taking additional tirae 1o respond on a day-to-day basis in the proportion each glecung par-
ty’s interest as shown on Exhibit **A"" bears 10 the total interest as shown on Exhibit **A™" of all the electing paruies. In all other in-

stances the response period to a2 proposal for sidetracking shall be limited 10 thirty (30) days. _

C. TAKING PRODUCTION IN KIND: |
2
Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area,
exclusive of production which may be used in development and producing operations and tn preparing and ueating oi! and gas for
marketing purposes and production unavoidably lost. Any exura expenditure incurred in the taking in kind or scparaie disposivon by any
party of its proportionate share of the production shall be borne bry such party. Any party taking its share of produq@"[%rzkina shall be

e A I L am v
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enntinued

required to pay for only its proportionate share of such part of Operator's surface faciliues which it uses.

Each party shall execute such division orders and contracts as mav 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 pavment directly from the purchaser thereof for

sts share of all production.

In the event any party shall fail 1o 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 tme 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 Operator shall be subject always 10
the right of the owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil and gas
not previously delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil and gas shall be only for such
reasonable periods of time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event
for a period in excess of one (1) year. Notwithstanding the foregoing, Operator shall not make a sale, including one into interstate com-
merce, of any other party’s share of gas production without first giving such other party thirty (30) days notice of such intended sale.

D. Access 1o Contract Area and Informartion:

Each partv shall have access to the Contract Area at all reasonable times. at its sole cost and risk 1o inspect or observe operations.
and shall have access at reasonable times to information pertaining to the development or operation thereof. including Operator s books
and records relating thereto. Operator, upon request. shall furnish each of the other parues with copies of all forms or reports filed with
governmental 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 re-

quests the informauon.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VLB.2., any well which has been
drilled or deepened under the terms of this agreement and s proposed to be completed as a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal 1o 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 or deepening
such well. Any party who objects to 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 anv well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein 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 any well, all parties do not agree to the abandonment of such well,
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other
parties its proportionate share of the value of the well’s salvable material and equipment, determined in accordance with the provisions of
Exhibit **C”". less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign
the non-abandoning parties. without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
material. all of its interest in the well and related equipment, together with its interest in the Jeasehold estate as to, but only as to. the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and
gas interest, such partv shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil andfor gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form anached as Exhibit

-8 alternate-
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ARTICLE V1
continued

“*B"". The assignments or leases so limited shall encompass the **drilling unit"* upon which the well is located. The payments by, and the
assignments o leases to, the assignees shall be in & ratic based upon the relationship of their respective percentage of parncipation in the
Contract Area to the aggrepate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of
interests in the remaining portion of the Contract Area.

Thereafier, abandoning parties shall have no further responsibility, liability, or interest in the operation 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 re-
quest, 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. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-

visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VLE.2. above shall be applicable as between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be
permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified
of the proposed abandonment and afforded the opportunity 1o elect to take over the well in accordance with the provisions of this Article

VILE.

ARTICLE VIIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The lhability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the hens granted
among the parties in Article VILB. are given to secure only the debts of each severally. It is not the intention of the partes 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 ot} and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon
at the rate provided in Exhibit ‘‘C’’. To the extent that Operatcr 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 ob-
wining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
the sale of such Non'Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any default. Operator grants a like lien

and security interest to the Non-Operators to secure payment of Operator’s proportionate share of expense.

I any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by
Operator, the nondefaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party- bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, 1o obtain
reimbursement 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 propor-
tionate shares upon the expense basis provided in 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 demand and receive from the other parues payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement of such esumated expense, together
with an invoice for its share thereof. Fach such statement and invoice for the payment in advance of estimated expense shall be submirted
on or belore the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within
fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amoum
due shall bear interest as provided in Exhibit **C"" until paid. Proper adjustment shall be made monthly between advances and actual ex-
pense 10 the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. T

—~

D. Limitation of Expenditures: o

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled or devpened

pursuant to the provisions of Article VL.B.2. of this agreement. Consent to the drilling or deepening shall include: 8 ’
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confinued

Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice
to the Non-Operators who have the right 1o participate in the completion costs. The parties receiving such notice shall have {orty-eight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setung of casing and the completion at-
tempt. Such elecuion, when made, shall include consent 1o all necessary expenditures for the completing and equipping of such well, in-
cluding necessary tankage andfor surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall
constitute an election by that party not to participate in the cost of the completion atiempt. If one or more, but less than all of the parties,
‘reworking, deepening or plugging

elect to set pipe and to atiempt a completion, the provisions of Article VI.B.2. hereof (the phrase
back”” as contained in Article VI.B.2. shall be deemed to include ‘‘completing’’) shall apply to the operations thereafter conducted by less

than all parues.
N

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except 2 well reworked or
plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage

and/or surface facilities.

3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated
to require an expenditure in excess of__Fifteen thousand Dollars ($__15,000.00 )
except in connecton with a well, the drilling, reworking, deepening, compleung, recompleting, or plugging back of which has been
previously authorized by or pursuant to this agreement; provided, however, 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 emergency to the other
parues. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting
Five thousand

an information copy thereof for any single project costing in excess of
Dollars (3 2,000.00 ) but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-

visions of Article IV.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production .
of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment

shall be borne jointly by the parties hereto under the provisions of Article IV.B.3.

F. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property
subject to this agreement which by law should be rendered for such raxes, and it shall pay all such taxes assessed thereon before they
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not
be limited to, royalties, overriding royalties and produciion payments) on leases and oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject 10 outstanding excess royalties, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
tion. If the ad valoremn taxes are 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 tax
value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in

the manner provided in Exhibit **C"".

LR

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 paruies agree to abandon the protest prior 10 final deter-
mination. 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 wax for the joint ac-
count, together with any interest and penalty acarued. and the total cost shall then be assessed against the parties. and be paid by them, as

provided in Exhibit **C*".

L.

Each panty shall pay or cause to be paid all produciion, severance, excise, pathering and other taxes imposed upon or.with,respect to
the production or handling of such party’s share of oil andor gas produced under the terms of this agreement. ©71 § 171
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ARTICLE VI1I
continued

G. Insurance:

At all times while operations are conducied hereunder, Operator shall comply with the workmen’s compensation law of
the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit “*C*’. Operator shall
also carry or provide insurance for the benelit 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 10 maintain such other insurance as Operator may require.

In the event automobile public liability insurance 1s specified in said Exhibit **D’", or subsequently receives the approval of the
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.

ARTICLE VIIIL.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole

or in part unless all parties consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be Jocated thereon and any rights in production
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest. the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such
lease to be on the form attached hereto as Exhibit **B’’. Upon such assignment or lease, the assigning party shall be relieved from all
obligations thereafter accruing. but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
atributable thereto, and the assigning party shall have no further mterest in the assigned or leased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter’s interest in any wells and equipment attributable 1o the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit “*C"’, less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease 1s in favor of more than one party, the interest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

Any assignment. lease or surrender made under this provision shall not reduce or change the assignor’s, lessor's or surrendering
party’s interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
assigned, leased or surrendered. and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this

agreement.

B. Renewal or Extension of Leases:

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 pro-
portionate 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 tme by the parties in the Contract Area.

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties
who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area
to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than all parues elect to participate shall not be subject 10 this agreement.

Each party who participates in the purchase of a renewal learse shall be given an assignment of its proportionate interest therein

by the acquiring panty.

The provisions of this Article shal) apply to renewal leases whether they are for the ¢ntire interest covered by the expiring lease
or cover only 2 portion of its area or an interest therein. Any renew-al lease taken before the expiration of its predecessor lease. or taken or
contracted for within six (6) months after the expiration of the exisaing lcase shall be subject to this provision; but any lease taken or con-
tracied for more than six (6) months afier the expiration of an existeng fease shall not be deemed a renewal lease and shali not be subject 10

the provisions of this apreement.
The provisions in this Article shall also be applicable to externsions of oil and gas leases

C. Acreage or Cash Contributions: ~

While this agreement is in force, if any party contracts for a contribution of cash towards the driliing of 8 well or any other
operation on the Contract Area, such contribution shall be paid tor the party who conducied the dnlling or other opcraé'(m and shall be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party 10 whom the con-
wribution 1s made shall prompily 1ender an assignment of the acreapre. without warranty of title, 1o the Driliing Particsvin the proportions

et e = e o
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ARTICLE VIII
confinued

said Drilling Parties shated the cost of drilling the well. Such acreage shall become a separate Contract Asea and, 10 the extent possible, be
governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions
it may obiain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable 10 op-

tonal rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

If any party contracts for any consideration relating to disposition of such party’s share of subsiances produced hereunder, such

consideration shall not be deemed 2 contribution as contemplated in this Article VIILC,

D. Mainienance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no
party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells,

equipment and production unless such disposition covers either:
1. the enrire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and produciion in the Contract Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement

and shall be made without prejudice to the right of the other parties.

I, 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 interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right 10 emer
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 10 receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an
undivided interest in the Contract Area waives any and all rights it may have 1o partition and have set aside to it in severalty its undivided

interest therein.

o sell all or any part of its interests under this agreement, or its rights miterests in the Contrad

Should any party
the other parties, with full information concerning1tsproposed sale, which shall include th¢

Area, it shall promptly give written nou

hame and address of the prospective purchaser (who be ready, willing an 0 purchase), the purchase price, and all other term
bf the offer. The other parties shall then have an optional prior 11 T_a period of ten (10) days afier receipt of the notice, to purchas
bn the same terms and conditions the interest whic Other party proposes . and, if this optional right is exercaised, the purchas

in the proportions that the interest of each bea he total interest of all purchasing pars

ng parties shall share the purchased i
age its interests, or t

1es. However, there sh Tio preferential right to purchase in those cases where any party wishes
€rests by merger, reorganization. consolidation, or sale of all or substantially all of its assets to a subsidiar
h. 1ok
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ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreemeﬁ[ is not intended to create, and shall not be consuued to create, a relationship of partnership or an association
for profit berween or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are severa)
and not joint or collective, or that this agreement and operations hereunder shall not constitute a parwership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a parnership, each party hereby affected elects 1o be excluded
from the application of all of the provisions of Subchapter 'K, Chapter 1, Subtitle **A”", of the Internal Revenue Code of 1954, as per-
mitted and avthorized by Section 761 of the Code and the regulations promulgated thereunder. Operator 1s authorized and direcied 1o ex-
ecute on behalf of each party hereby affected such evidence of this elecion as may be required by the Sexreary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the retumns, statements,
and the data required by Federal Regulations 1.761. Should there be any sequirement that each party hereby affcaied give further
evidence of this election, each such party shall execute such documents and furnish such other evidince as may be requiréd by the
Federal Internal Revenue Service or as may be necessary 10 evidence this election. No such party shall give any nouces or take any other
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contraat
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter K™, Chapter 1,
Subtitle **A**. of the Internal Revenue Code of 1954, under which an election similar 10 that provided by Section 761 of the Code'is pet-
mitted, cach party hereby affected shall make such election as may be permitted or sequired by such laws. In making the foregoing elec-
von, each such pany states that the income derived by such party from opxrations hereunder can be adequately determined without the

computanon of parinership taxable income. /_ -
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ARTICLE X,
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
does not exceed Ten thousand _ Dollars
(s__10,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount required for setticment ex-
ceeds 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 expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim

or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than
the obligation 10 make money payments, that party shall give to all other parues prompt written notice of the force majeure with
reasonably full particulars concerning it: thereupon, the obligations of the party giving the notice, so far as they are affected by the force
majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable

diligence 10 remove the force majeure situation as quickly as practicable.

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

within the discretion of the party concerned.

The term ‘‘force majeure’’, as here emploved. shall mean an act of God, strike. Jockout. 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 caunse, whether of the kind specifically enumerated above or otherwise, which is

not reasonably within the control of the party claiming suspension.

ARTICLE XII.
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail or telegrarn, postage or charges prepaid, or by telex or telecopier and addressed to
the parties to whom the notice is given at the addresses listed on Exhibit **A’". The originaung notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
when depocited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
shall have the right to change its address at any time. and from time 1o time, by giving written notice thereof to all other parties.

ARTICLE XIII.
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and pas interests subject hereto for the
period of time selected below; provided, however, no party hereto shall ever be construed as having any right. title or interest in or to any

lease or ail and gas interest contributed by any other party beyond the term of this agreement.

K} Option No. 2: In the event the well described in Article VLA, or any subsequent well drilled under any provision of this
agreement, results in production of oil andfor gas in paying quantities, this agreement shall continue in force so long as any such well o
wells produce, or are capable of production. and for an additional period of __90__ days from cessation of all production; provided,
hawever_ if, prior ta the expiration of such additional period. one or more of the parties hereto are engaped in driliing. reworking, decpen-

ing, plugging back, testing or atiempung to complete a well or wells hercunder, this agreement shali continue in force until such opera-
tions have been completed and if produciion results therefrom, this agreement shall continue in force as provided herein. In the cvent the
well described in Article VLA, or any subscquent well drilled hereunder, resulis in a dry hole, and no other well is producing. or capable
of producing oil andior gas from the Conuagt Area, this agieernent shall werminate unless drilling, devpening, plugging back or rework-

ing oprrations are commenced within davs from the date of abandonment of said well

-~

It is agreed. however. that the termination of this agreement shall not relieve any party hercto from any hability which has

accrued or attached prior to the date of such termination. ;
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ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS

A. laws, Regulations and Orders:

This agreement shall be subject 1o the conservation Jaws of the state in which the Contract Area 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, or-

dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, inclnding, but not limited to, matters of performance, non-performance, breach,
remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which
the Contract Area is located. If the Contract Area is in two or more states, the law of the state of New Mexico

shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority 1o waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-

ung or adjacent to the Contract Area.

With respect 1o operations hereunder, Non-Operators agree to release Operator from any and all Josses, damages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretauon or application of rules,
rulings, regulations or orders of the Depariment of Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator’s share of production that Operator may be required 1o refund, rebate or pay as a result of such an incerrect interpretation or
application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretavon or application.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted 1o the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the **Crude Oil Windfall Profit Tax Act
of 1980”", as same may be amended from time to time (**Act "), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information
which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

A. Creation of Subsequent Interast
Notwithstanding the provisions of Article VIII. D. hereof, the parties hereto
agree that if any party shall hereafter create any Overriding Royalty,
Production Payment, or other burden against its working interest production
and if any party or parties shall conduct non-consent operations pursuant
to any provision of this agreement, and, as a result, become entitled to
receive the working interest production otherwise belonging to the
non-participating party, the party or parties entitled to receive the
working interest production of the non-participating party shall receive
such production free and clear of burdens against such production which may
have been created subsequent to this agreement. In this regard, any such
interest which may have been created subsequent to this agreement shall
ipso facto terminate and vest in the consenting parties.

B. Hearings Before Regulatory Agencies
All costs and expenses incurred in connection with the employment of counsel
and/or technical experts for the purpose of preparing for and conducting any
hearing before any State Regulatory Agency are hereby authorized and shall
be charged to the joint account as an item of operating expense. In the
case of a Forced Pooling action, such costs and expenses shall be born-and
paid by the party or parties who have previously agreed to share same or
whose interest is increased as a result of such action. Such costs and
expenses shall be born on the basis of the relative participation of such
parties as set forth on Exhibit "A". The costs and expenses of services
performed by Operator or its regularly employed personnel shall not be charged
to the joint account but shall be covered by Operator's overhead charge.

-

fe

C. Natural Gas Price Rules

.
.
P )

1. Operator shall file all Applications for Determination of Price Category
required by the Natural Gas Policy Act (NGPA). Operator shall give-notice
of the filing of such Applications to all Non-Operators. If for any

reason the Application for Determination of Price Category filed by the

Operator is unsatisfactory to a Non-Operator, then such Non-Operator shall

<14 -



notify Operator of his dissatisfaction and the reasons therefore.

1f Operator and the dissatisfied Non-Operator are unable to reach an
agreement as to the disputed Application for Determination of Price
Category, then, if allowed by the appropriate jurisdictional agency
such Non-Operator may file a separate application for Determination of
Price Category. The Non-Operator shall mail a copy of this application
to Operator and to all Non-Operators in the Contract Area.

Operator is hereby authorized to make any and all filings under the NGPA
which can be made on behalf of the Non-Operators under the NGPA and the
regulations promulgated thereunder. Said filings shall include, but

not be limited to, "interim collection" filings under Part 273 of the
regulations implementing the NGPA.

Operator is authorized to employ counsel and technical experts which, in
the Operator's discretion, are reasonably necessary for the preparation
of any and all NGPA filings. All costs incurred in the employment of
such counsel and technical experts shall be deemed a cost and expense
incurred in the operation of the Contract Area and shall be charged to
the joint account as an item of operating expense. Costs of services
performed in connection with such filings by Operator's regularly
employed personnel shall not be charged to the joint account but shall
be covered by Operator's overhead charge.

-15-
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Signature page to Operating Agreement dated October 3, 1983, covering the
Winningham Lease in parts of Sections 19 and 30-255-37E, Lea County,

New Mexico.
ARTICLE XViI.

MISCELLANEOUS
This agreement shall be bindiny upon and shall inure to the benefn of the parties hereto and 10 ther respecuive heirs, devisees,
Jegal representauves, successors and assigns,
This inssument may be executed in any number of coumerparts, each of which shall be considered an original for all purposes.

dav of __October 1983

IN WITNESS WHEREOF. this agreement shall be efiectuve as of __3_@.___

OPERATOR

B-{t—)

artman

Doyle

NON-OPERATORS

Cities Service 0il and Gas Corporation

By:

C G lar Ci é(/{’qjl/

Z;;Zaﬁes A. Davidson ggées'E. Burr

’ clry, S M/, O%fvw; (7 M,

Jack Fletcher Larry A. Nermyr

Ruth Sutton

-16-
11/8/83



Winningham Lease in parts of Sections 19 and 30-255-37E, Lea County,

New Mexico.
ARTICLE XV,

MISCELLANEQUS

Tlus agreement shall be binding upon and shall inure 10 the beneln of the parnes hereto and 10 their sespecuve heirs. devisews,

lepal seprescniatives, successors and assigns.

This instument mav be executed in any number of counterparts, each of which shall be considered an oripinal for al} purposcs.

D OV D W N

rd dav of ___October 19_83

0

IN WITNESS WHEREOQF, this zpreement shall be efiecuve 2« of

— s
—

OPERATOR

o ehatts ptoen BP{__@LD{’_

18 Doy e Hartman

19

20

2}

22 NON-OPERATORS

23

;z Cities Service 0il and Gas Corporation

ig Ev(jzzgiéiﬁ/’faz%LLLLZ{LLAiDI/

28 - ;
Charles Niernberger, Attdghey—1n—Fact

[ N
[/l RN RN N ]

30
31
32
33

35
gj ACKNOWLEDGMENT
38

2o STATE OF TEXAS |

} SS
4> COUNTY OF MIDLANDY
43 The foregoing instrument was acknowledged before me this / ié; day of
4 ,//194uéigbﬁ(/t// , 1983, by CHARLES NIERNBERGER, as Attorney-in-Fact, on behalf
jz of CITIES SERVICE OIL AND GAS CORPORATION, a Delaware corporation.

j; My Commission Expires: :
A/ e S d>9£ §7éi:é£; el it o/ \ o Lt 2L

50 7 “ Notary Public

b3
52
53
54
3%
1Y
57
55
>¢
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63
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II.

EXHIBIT "A"

Attached to and made a part of the Operating

Agreement dated

October 3, 1983

and covering E/2 SE/4 Section 19: N/?2 Ni/4
and E/2 Section 30-255-37E, lea

County, New Mexico between DOYLE HARTMAN as

Operator and
Corporation

Cities Service 0il and Gas

as Non-Uperators.

a) Land Subject to Agreement

E/2 SE/4 Section 19;

E/2 NW/4 and E/2 Section 30,

T-25-S, R-37-E, Lea County,

New Mexico

b) Depth Limitations

From the surface te—the-bace—-of-the

down to a depth of 3,500 feet,

Percentages of Intersts and Addresses of Parties

Doyle Hartman
P, 0. Box 10426
Midland, Texas 79702

Cities Service 0il and Gas

P. 0. Box 1919
Midland, Texas 79702

James A. Davidson
P. 0. Box 494
Midland, Texas 79702

James E. Burr
2505 Emerson Drive
Midland, Texas 79705

Jack Fletcher
P. 0. Box 10887
Midland, Texas 79702

Larry A. Nermyr

2438 Whitmire Blvd. Apt.

Midland, Texas 79705

Ruth Sutton
2826 Moss
Midland, Texas 79705

9-E

.65527344
.04687500
.23828125
.01489258
.01489258
.01489258

.01489257

1.00000000

li/8/83
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OIL & GAS LEASE

18 ., belween

THIS AGREEMENT made thia day of

of

{(Post Office Address)

. lenree:

herein called lessor (whether one or more) and

1. Lessor, in consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledred, and of the royalties herein provided and
©of the agreemenis of the lessee herein contsined, hereby grants, Jeames and lets exclusively unto lessee for the purpose of investigating, exploring, prospecting,
drilling, and opersting {or and producing oil and gas, injecting gas, waters, other fluids, snd mir into subsurface strata, lsying pipe lines, storing oil, building
tanks, roadways, telephone lines, and other structures and things thereon to produce, save, take care of, treat, process, store and transporl said minernls, the

County, New Mexico, to-wit:

following deacribed land in

For the purpose of calculating the rental payments hereinafter provided for, said land is estimsated to comprise acres, whether it actuslly

comprises more or less.

2. Subject to the other provisions herein contained, this lease shall remsin in force for a term of years from this date (called “primary term’™), angd
as long thereafter as oil or gas, is produced from said land or land with which said land is pooled.

3. The royalties 10 be paid by lessee are: (a) on oil, and on other liquid hydrocarbons saved at the well, 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: (b) on gss, including casinghead gas and all gas-
eous substances, produced from said land and sold or used off the premises or in the manufacture of gasoline or other product therefrom, the market value at
the mouth of the well of of the gas so sold or used, provided that on gas sold at the wells the royalty shall be of the amount realized from
such sale; (¢) and at any time when this lease is not validated by other provisions hereof and there is a gas and/or condensate well on said land. or land pooled
therewith, but gas and/or condensate is not being s0 rold or used and such well is shut in, either before or after production therefrom, then on or before 90 days
after said well is shut in, and thereafter at annual intervals, lessee may pay or tender an advance annual shut-in royalty equal to the amount of delsy rentals
provided for in this lease for the acreage then held under this lease by the party making such payment or tender, and so long as said shut-in royalty is paid or
tendered this lease shall not terminate and it will be considered under all clauses hereof that gas is being produced from the leased premises in paying quantities.
Esch such payment shall be paid or tendered to the party or parties who at the time of such payment would be entitled to receive the royalties which would be
paid under this lease if the well were in fact producing, or be paid or tendered to the credit of such party or parties in the depository bank and in the manner

hereinafter provided for the payment of rentals.
4. If operstions for drilling are not commenced on said land or on land 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 this date lessee shall pay or tender to the lessor a rental of £ which
In like manner and upon like payments or tenders,

shal] cover the privilege of deferring commencement of such operations for a period of twelve (12) months. 3
annually, the commencement of said operations may be further deferred for successive periods of twelve (12) months each during the primary term. Payment

Bank

or tender may be made to the lessor or to the credit of the lessor in the

which bank, or any successor thereof, shall

at .
continue to be the agent for the lessor and lessor's heirs and assigns. If such bank (or any successor bank) shall fail, liguidate, or be succeeded by another bank,
or for any reason shall fail or refuse to mccept rental, lessee shall not be held in default unti} thirty (30) days after lessor shall deliver to lessee & recordable

instrument making provision for another acceptable method of payment or tender, and any depository charge is a liability of the lessor. The payment or tender
of rental may be made by check or draft of lessee, mailed or delivered to said bank or lessor, or any lessor if more than one, on or before the rental paying
date. Any timely payment or tender of rental or shut-in royalty which is made in & bona fide sttempt! to make proper payment, but which is erroncous in
whole or in part as to parties, amounts, or depositories shall nevertheless be sufficient to prevent termination of this lease in the same manner as though a
proper payment had been made; provided, however, lessee shall correct such error within thirty (30) days after lessee has received written notice thereof by
certified mail from lessor together with Buch instruments ms are necessary to enable lessee to make proper payment.

5. lessee is hereby granted the right and power, from time to time, to poo! or combine this lease, the land covered by it or any part or horizon thereof
wil}: any other land, lease, leases, mineral estates or parts thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard pro-
ration unit fixed by law or by the New Mexico Oil Conservation Commission or by other lawful authority for the pool or area in which said land is situated, plus
a tolerance of 10%.. Lessee shall file written unit designations in the county in which the premiscs are located and such units may be designated from time to
time and either before or after the completion of wells. Drilling operations on or production from any part of any such unit shall be considered for all pur.
puses, except the payment of royalty, as operations conducted upon or production from the land described in this lease. There shall be allocated to the land
covered by this lease included in any such unit that portion of the total production of pooled minerals from wells in the unit, after deducting any used in Jcase
or.unil operations, which the number of surface acres in the laund covered by this lease included in the unit bears to the total number of surface acres in the
unit. The production so allocated shall be considered for all purposes, including the payment or delivery of royalty, to be the entire production of pooled minerals
from the portion of said land covered hereby and included in said unit in the same manner as though produced from said land under the terms of this lease.
Any pooled unit designated by lessec. as provided herein, may be dissolved by lessee by recording an appropriate instrument in the County where the land is sit-
uated at any time after the completion of a8 dry hole or the cessation of production on said unit. Lessee is further granted the right and power o commit this
)e_xse as to all or any portion of the above described lands or horizons thereof to any unit agreement for the purpose of conserving the natural resources of any
oil or gas pool, field or area covered thereby; provided, such unit agreement contains usual and customary provisions for the allocation of oil and gas produced
from the unit area and such unit agreement embraces lands of either the United States or State of New Mexico or both, and the form of unit agrecment hax
been approved by either the United States Geological Survey or Commissioner of Public Lands or both and the New Mexico Oil Conservaiion Commission. and

upon such commitment the provisions of this Jease shall be conformed to the unit agreement.

6. If prior to the discovery of oil or gas hereunder, lensee should drill and abandon a dry hole or holes hereunder, or if after discovery of oil or gas the
production thereof should ceese for any cause, this lease shall not terminaie if Jessee commences reworking or sadditional drilling operations within 60 days
thereafter and diligently prosecutes the same, or (if it be within the primary term) commences Or resumes the payment or t{ender of rentials or commences
operations for drilling or reworking on or before the rental paying date next ensuing afier the ux_:iralion of three months from date of sbandonment of said
dry hole or holes or the cessation of production. 1lf at the expiration of the primary term oil or xas is not _bemg produced but lessee is then engaged in operations
for drilling or reworking of any well. this lease shall remain in force so long =& such operations are qihxtnuy prosecuted with no cessation of more than €0
consecutive days. 1f during the drilling or reworking of any well under this paragraph, lessee loses or junks the hole or well and after dilixent efforts in good
faith is unable t0 complete said operations them within 30 days after the asbandonment of said operations Jessee may commence another well and drill the same
If any drilling. sdditional drilling. or reworking operations hereunder result in production, then thiz lease shall remain in full force so long

with due diligence.
thereafter as oil or gas i3 pruduced hereunder.
Lessee 2hall have free use of oil, gas and water from said land, except water from lessor’s wells and tanks, for all operations hereunder, and the royalty

1.
shall be computed afier deducting any 3o used. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and
fixtures placed by lessee on said land, including the right to draw and remove all casing. When required l}y lesrar, lessee will bury all pipe lines on cultivated
Jands below ordinary plow depth, and no well shall be drilled within twe hundred feet (200 ft.) of any residence or barn now on said land without lessor’s con-
sent. Lensor shall have the privilege, st his risk and expense, of using gas from any gas well on ssid land for stoves and inside Jighta in the principal dwelling
thereon, out of any surplua gas not needed for operations hereunder.

8. The rights of either party hereunder may be assigned in whole or in part and the provisions hereof shsll ratend to the heirs, executors, sdministrators,
succensors and assigns: but no change or division in the ownership of the land, or in the ownership of or right Lo receive rentals, royalties or puyments, however
accomplished shall operate to enlarge the obligations or diminish the rights of lessee. and no such change or division shall be binding upon lersee for any pur-
pose until 30 days after lessee has been furnished by certified mail at lessee’s principal place of business with ascceptable instrumenta or cerlified copres
thereof constituting the chain of title from the original leasor. If any such change in ownership occurs through the death of the uwner, lensee may pay or
tender any rentals, royalties or payments to the credit of the deceuned or his estate in the depository bank until such time as lexsee has bLeen furnished with
evidence satisfactory to lessee ss to the persons entitled to such sums. In the event of an asmgnment of this Jease as 1o & sexrexated portion of asid land, the
rentals psysble hereunder shall be apportioned ss between the several leasehold ownerm ratably according to the surfsce ares of euch. and default in renial
payment by one shall not affect the rights of other leasehold owners hereunder. An assignment of this lease, in whole or in part, shall, 1o the extent of such
sssighment, relieve and discharge lemsee of any oblixations hereunder, and, if lesaee or assignee of part or psris hereof shall fail or make default in the payment
of the proportionate part of the rentals due from such lensee or assignee or fail o comply with any other provision of the Jease. such defanit shall not sffect thus
Jease in 80 far as it covers & part of said Jands upon which lessee or any assignee thereof shall so comply or make such payments. Kentals a3 uned in thus
paragraph shall salso include shut-in royalty.

$. Should Jessee be prevented from complying with any express or implied covenant of this lease, or from conducting drilling or reworking vperstions herm
under. or from producing oil or gas hereunder by resson of scarcity or inability to obwain or use equipment or material, or by operation of force majrure, or
by sny Federal or state law or any order, rule or regulation of governmentaf lulhon‘ty.. then while so vrrvrnlrd. fessee’s duty shall be sospended, snd lewsere
shall not be liable for failure Lo comply therewith; and this lease ahs)l be exrended Whllf. and so long as jessere is prevented by any such rause from conducting
drilling or reworking operations on or from producing oil or gas hereunder: and the time while lessee 13 30 prevenited shall not be counted against lesare,
anything in this lense to the contrary notwithstanding.

10. Lersor hereby warrants and agrees to defend the title to said Jand., and agrees that lc-u-_e, &t its option, may discharge sny tax, mortgarze. or other
lien upon ssid land, and in the event Jeaner does 80, it shall be subrugsted to such lien with the right to enforce same and apply rentals and royalties accruing
hereunder toward satis{ying same. Without impairment of lemset’s rights under the warranty, if this Jease covers a leas interest in the oil or gas in all or any
part of said land than the entire and undivided fee simple eatate (whether lessor’s interest is heremn n_peuhed ©r not) then the royaltiee. shut-an royalty, rental,
and other psyments, if any, accruing from any part as W which this lesse covers less than such full interest. shall be paid only in the proportion which the
interest thervin., if any, covered by this Jease, bears Lo the whole and undivided fee simple estate therein, Should sny one or mure of the parties named abuve as
Jesnors fail to execute thia lease. it shali nevertheless be binding upon the party or parties executing the same.

11. Lewsee. ita’his successors, heirs and assigns, shall have the right 2t any time 1o surrender this Jease, in whole or in part, to lewsor or his heirs, succes-
sors. and asnigns by delivering or mailing a reiease thereof o the lemsor, or by placing a release thereof of record in the county in which said land is aituated:
thereupon lesaee shall be relieved from all obligations, expressed or implied. of this sgreement as 1o acreage 30 surrendered, and thereafter the rentals and
shut-in royslty paysble hereunder shall be reduced in the proportion that the acreage covered hereby is reduced by 21id release or reicases.

Executed the day and year first sabove writuen.
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Corporatlon as Non -Operators.

ACCOUNTING PROCEDURE -
JOINT OPERATIONS

1. GENERAL PROVISIONS

1. Definitions
“Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting
Procedure is attached.
“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.
“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties.
“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

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

ing capacity.

“Technical Employees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the Joint Property.

“Personal Expenses’ shall mean travel and other reasonable reimbursable expenses of Operator’s employees.

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

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

2. Statement and Billings
Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep-

arately identified and fully described in detail.

3. Advances and Payments by Non-Operators
Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect advances received from the Non-Operators. prime rate plus 1.25%

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

the collection of unpaid amounts.

4. Adjustments

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

5. Audits
A. Non-Operator, upon nolice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjusiments of accounts as provided for in Paragraph 4 of this
Section 1. 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 result in a minimum of inconvenience to the Opera-

tor. Operalor shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless agreed

to by the Operator.

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

tors.
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1I. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

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

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. Opcrator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employvees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Seclion
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by ‘percentage as-
sessmentl’” 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 contiributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-

tion II.
D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under

Paragraph 2A of this Section II.

Employee Benefits
Operator's- current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to QOperator’s labor

cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’slactual

5 twenty-six percent (26%) or Bercent most recently

cost not 10 exceed fwesn >
orth America.

recommended by the Council of Petroleum Accountant Society of
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 supply store,
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties., except as S£¢§ifically authorized by Article XV A.1l. of the Operating

i

B. l} ESF&S? attgri‘g}]}scpnov}e]é%o%pcra%ot%'sl\%a?e%%%gp%q’other storage point, no charge shall be made to the
Joint Accouni for a dislance 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 ulilities provided by oulside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

Equipment and Facilities Furnished by Operator

A. Opcrator 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 (87%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area

of the Joint Property.
In iicu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 20%;. For automotive equipment, Opcrator may elect 10 use rates

published by the Petroleum Motor Transport Association.

Damages and Losses 1o Joint Property

All costs or cxpenses necessary for the repair or replacement of Joint Property made necessary because of dam-
apes or losses incurred by fire, flood. storm, theft, accident, or other cause, except those resulling from Operator’s
gross negligence or willful misconduct. Operator shall furnish Non-Opcrator wrillen notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claumns, discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or
necessary to prolect or recover the Joint Propesty, except that no charge for secrvices of Operator's legal staff
or fees or expense of outside attorneys shall be made unless previously agreed 1o by the Parties. Al other legal
expense is considered to be covered by the overhcad provisions of Section III unless otherwise agreed to by the

Parties, except as provided in Seclion 1, Paragraph 3.
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10.

11.

12.

- —il

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

Taxes

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men’s Compensation and/or Employers Liability under the respective state's laws, Operator may, at its election,
include the risk under its seclf-insurance program and in that event, Operator shall include a charge al 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 1II,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

11I. OVERHEAD

Overhead - Drilling and Producing Operations
1. 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 Il. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall () shall

not ( X) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per mon/th: - %
Drilling Well Rate $ 4750 : A e
Producing Well Rate $ 475 aivA . e

(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 laler, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment

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

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

days.

(b) Producing Well Rates

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

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

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

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

[5] AN 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 adjusied as of the first day of April each year following the effeclive date of ﬂ?e
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by .mulh-
plying the rate currently in use by the percentage increase or decrease in the average weekly carnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly carnings of Crude Petroleum and Gas Fi_c]d_s Produc-
tion Workers as published by the United States Depariment of Labor, Bureau of Lal?or Statistics, or the
cquivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be

the rates currently in use, plus or minus the computed adjustment.
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B. Overhead - Percentage Basis
{1) Operator shall charge the Joint Account at the following rates:

(a) Development

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

(b) Operating _
 _ Percent (%) of the cost of Operaling 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 111, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as defined in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2 Overhead Maior C "

(

ompensate Operator for overhead costs incurred in the construction and installation of fixed assets. p

pansion ixed assets, and any other project clearly discernible as a fixed asset required for th opment and
operation of the Joi crty, Operator shall either negotiate a rate prior to the beginni construction, or shall
charge the Joint Account for : ead based on the following rates for any jor Construction project in excess
of § :

A, % of total costs if such costs are mor butlessthan$___ ~  : plus

B. __ 9% of total costs in excess but an $1,000,000; plus

C. 9% of total ¢ i1 excess of $1.000,000.

Total cost s €an the gross cost of any one project. For the purpose of this paragraph, onent parts
of rrrfle project shall not be trealed separately and the cost of drilling and workover wells shall be extt

Amendment of Rates

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

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

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

tor shall be agreed to by the Parties.

1.

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

Account when adjustment has been received by the Operator.

Transfers and Dispositions
Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Parlies, 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 Jowest
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property

where such Material is normally available.
(2) Line Pipe

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

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

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

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:

(1) Maierial moved to the Joint Property
(a) At seventy-five percent (755 ) of current new price, as determined by Paragraph 2A of this Section IV.

(2) Material moved from the Joint Property
(a) At seventy-five percent (755 ) of current new price, as determined by Paragraph 2A of this Scction IV,
if Material was originally charged to the Joint Account as new Material, or
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(b) at sixty-five percent (659 ) of current new price, as delermined by Parapraph 2ZA of this Section
1V, if Material wus originally charged to the Joint Account as good used Malerial at seventy-five per-
cent (75¢.) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring property.

C. Other Used Material (Condition C and D)

(1) Condition C
Malerial which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (5090) of current new price as determined by Para-

. graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-

vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D

All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing

prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be

priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Non-Opecrators.
D. Obsolete Material
Material which is serviceable and usable for its original function but condition and/or value of such Material

is not eguivalent to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-

dered by such Material.
E. Pricing Conditions

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

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

Premium Prices

Whenever Malerial is not readily obtainable at published or lisied prices because of national emergencies, strikes
or other unusual causes aver 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 NMon-Operator shall have the right, by so electing and
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for use and acceptable to Operalor.

Warranty of Malerial Furnished by Operator
Operator does not warrant the Material furnished. In case of defective Malerial, credit shall not be passed to the

Joint Account until adjustment has been received by Operator from the manufacturers or their agents.
V. INVENTORIES
Opcrator shall maintain detailed records of Controllable Material.

Periodic lnventories, Notice and Representation

_At rcasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material

Writien nolice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may bhe represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operalors to accept the inventory taken by Operator.

Reconciliation and Adjustment of Invenfories

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

Special Inventories

Special Inventorics may be taken whenever there is any sale or change of inferest in the Joint Property. It shal)
be the duty of the party selling to notify all other Partics as guickly as possible after the transfer of inlerest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

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

—_5—



EXHIBIT "D"

Attached to and made a part of the

Operating Agreement dated

October 3, 1983 and covering E/2 SE/4

Section 19: E/2 NW/4 and E/2 Section 30-255-37E, Lea
County, New Mexico between DOYLE HARTMAN

as Operator and Cities Service 0il and

Gas Corporation

as Non—-Operators

Operator, at all times while operations are conducted hereunder,
shall carry, and require its contractors to carry insurance to indemnify,
protect and hold the parties hereto harmless as follows:

1. Insurance which shall comply with the Workmen's Compensation,
Employers Liability and Occupational Disease laws of the State
in which operations hereunder are conducted;

2. Comprehensive general liability insurance with limits of not
less than:

A. Bodily Injury:
$500,000 per person and $500,000 for each occurrence
and,

B. Property Damage:
$250,000 for each occurrence and $500,000 in the
aggregate.

3. Automobile liability insurance with limits of not less than:
A. $250,000 per person and $500,000 per accident pertaining

to bodily injury to, or death of persons; and,
B. $100,000 per accident pertaining to loss of, or damage
to, property.

4. Commercial Umbrella Excess Liabillity: $15,000,000 per incident

and annual aggreate.

Upon successful completion of first well, all premiums paid on such
insurance shall be charged to the joint account. Except by mutual
consent of the parties, no other insurance shall be maintained for the
joint account, and all losses not covered by such insurance shall be
charged to the joint account,

Operator shall not be liable to Non~Operator(s) for loss suffered
on account of the insufficiency of insurance carried, or of the insuror
with whom carried, nor shall Operator be liable to Non-Operator(s) for
any loss accruing by reason of Operator's inability to provide or maintain
the insurance above mentioned; provided, however, that if at any time
druing the life of this agreement Operator is unable to obtaim or maintain

such insurance, Operator shall promptly notify Non-Operator(s) of such

fact.
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between___DOyle Hartman
hereinafter designated and

referred 1o as “*Operator”’, and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein

as “*Non-Operator"’, and collectively as ‘‘Non-Operators”’.

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas inierests 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 covering 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 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 establish-
ed 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 1L
EXHIBITS

The following exhibits, as indicated below and attached hereta, are incorporated in and made a part hereof:
A. Exhibit “*A”’, shall include the following information:
(1) Identification of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases andfor oil and gas interests subject to this agreement,
(5) Addresses of parties for notice purposes.
Exhibit **B"*, Form of Lease.
Exhibit *‘C"*, Accounting Procedure.
Exhibit **D"’, Insurance.
Exhibit “'E’", Gas Balancing Agreement.
Exhibit *‘F**, Non-Discrimination and Certification of Non-Segregated Facilities.
Exhibit **G’’, Tax Partnership.
any provision of any exhibit, except Exhibits ‘“°E'* and *‘G"’, is inconsistent with any provision contained in. the body

of this agreement, the provisions in the body of this agreement shall prevail.
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ARTICLE III.
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit *‘B*", and the owner thereof
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, zll costs and liabilities incurred in operations under this agreement shall be borne and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set

forth in Exhibit ‘A", In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the
which shall be borne as hereinafier set forth.

payment of royalties to the extent of one—eighth

Regardiess of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other parties free from any liability therefor. No party shall ever be responsible, however, on a 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 settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to

such higher price.

Nothing contained in this Artcle II1.B. shall be deemed an assignment or cross-assignment of interests covered hereby.

C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article IILB., such party so
burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any

and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereafter create an overriding royalty, production payment or other burden payable out of production
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit **A’", or

was not disclosed in writing to all other parties prior to the execution of this agreement by all parties. or is not a jointly acknowledged and

accepted obligation of all parties {(any such interest being hereinafter referred to as ‘*subsequently created interest™” irrespective of the

timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafier referred

to as ‘“‘burdened party®’), and:

1. If the burdened party is required under this agreement to assign or relinquish to any other party. or parties. all or a portion
of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or
production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party,
or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest;

and,

2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VILB. shall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of

the burdened parry.

ARTICLE IV.
TITLES

A. Title Examination: Title is presently being examined and a copy will be

furnished on request. -
Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-

ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding
royalty and production payments under the applicable Jeases. At the time a well is proposed, cach party contributing leases andJor oil and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal Jease status
reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possesslon of or
made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator shall
cause title 1o be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished 10 carh party

hereto. The cost incurred by Operator in this title program shall be borne as follows:
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ARTICLE 1V
continued

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

functions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders.

This shall not prevent any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the titie to the drillsite or drilling unit has been examined as above
provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par-

ticipate in the drilling of the well.

B. Loss of Title:

i HH-E-0 S ROtiraah > ra-£a RHeres . ease v 3 & a V 355 SSU SRR
= S v 1$€5O L% 0 Oug & O " o

ion of interest from that shown on Exhibit **A”’, the party contributing the affected lease or interest shall have ninety (90)dayg

red
‘hith acquisi

from finaldetermination of title failure to acquire a new lease or other instrument curing the entirety of the title failure,
bject to Article VIILB., and failing to do so, this agreement, nevertheless, shall continue in force as toall remaining oi

tion will not be

fand gas leases and intesests: and,
(a) The party whose othand gas lease or interest is affected by the title failure shall bear alone the-efitire loss and it shall not be

entitled to recover from Operator dx the other parties any development or operating costs which it may have theretofore paid or incurred
but there shall be no additional liability~an its part to the other parties hereto by reason of stich title failure;

{(b) Therse shall be no retroactive adjustmient of expenses incurred or revenues recei from the operauon of the interest which hag
been lost, but the interests of the parties shall be revised on an acreage basis, as of time it is determined finally that title failure has oc
kurred, so that the interest of the party whose lease or ivegest is affected by the title failure will thereafter be reduced in the Contracy
Area by the amount of the interest lost;
(c) If the proportionate interest of the other parties hereto”in
Fncreased by reason of the title failure, the party whose title'has failed sha
kerest (less costs and burdens attributable thereto) upd! it has been reimbursed {0

fvell;

producing well theretofore drilled on the Contract Area is|
eive the proceeds attributable to the increase in such in4
nrecovered costs paid by it in connection with such

¢ this agreement, who is determined to be the owngr of any interest in the title which has

{d) Should any person not a part
hall be paid to the party or parties

Failed, pay in any manner any part.ef'the cost of operation, development, or equipment, such amou
who bore the costs which areso refunded;

{e) Any liability 6 account to a third party for prior production of oil and gas which arises by reason™e{_title failure shall be
borne by the paety or parties whose title failed in the same proportions in which they shared in such prior productian; and,

(f) NeCharge 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 expe in
aRecton—th 1h-
onhection—therewith:
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ayment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein 1¢
there shall bB&na_monetary lisbility against the party who failed to make such payment. Unless the party who failed ta make the required
payment secures a néw-lease covering the same interest within ninety (90) days from the discovery of the failure toeTake proper payment
which acquisition will not besubject to Article VIILB., the interests of the parties shall be revised on ap-atteage basis, effective as of thg
date of termination of the lease involved, and the party who failed to make proper payment will agTonger be credited with an interest if
the Contract Area on account of ownership of the lease or interest which has terminated-f the event the party who failed to make thg
required payment shall not have been fully reimbufsed, at the time of the loss, frorthe proceeds of the sale of oil and gas artributable td
the lost interest, calculated on an acreage basis, for the develqpment and opgrating costs theretofore paid on account of such interest, i
shall be reimbursed for unrecovered actual costs theretofore paid Py<{_(but not for its share of the cost of any dry hole previously drilled
or wells previously abandoned) from so much of the followt to effect reimbursement:

(a) Proceeds of oil and gas, Jess operating expenses, theretofore accrued e credit of the lost interest, on an acreage basis

up to the amount of unrecovered costs;
(b} Procerds, less operating expefises, thereafter accrued attributable to the Jost interest™on
oil and gas thereafter produced-and marketed (excluding production from any wells thereafter drilled) w!
termination, would be-aftributable to the lost interest on an acreage basis, up to the amount of unrecovered ¢o
portion of the-ofl and gas to be contributed by the other parties in proportion to their respective interests; 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 ingeres
+h

ap acrcage hasis, of that portion o
teh, in the absence of such leasc
the proceeds of said
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3. Other Losses: All losses incurred, ether—than—those—sei—fosth—ia—AriclestV-B-1—and 1V -B-2—sbeove, shall be joint Josses

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. -
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

Doyle Hartman shall be the
Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross

»~

negligence or willful misconduct.
B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators.
M Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of 2 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 mare Non-Operators owning a majority interest based on ownership as shown on Exhibit **A’’ remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o’clock A.M. on the
first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumnes the duties of Operator at an earlier
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
porate name or structure of Operator or transfer of Operator’s interest to any single subsidiary, parent or successor corporation shall not

be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest

. based on ownership as shown on Exhibit ‘*A’’; provided, however, if an Operator which has been removed fails to vote or votes only to

succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based
on ownership as shown on Exhibit **A”’ remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

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

D. Dnlling Contracts:

Al wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, 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 in-

dependent contractors who are doing work of a similar nature.

ARTICLE VI
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the__13th day of JU1Y_ . 19.85_, Operator shall commence the drilling of a well for

oil and gas at the following location:

SE/4 Section 27, T-23-S, R-36-E

and shall therealter continue the drilling of the well with due diligence 10 a depth suff1c1ent to test the

Jalmat (Gas) interval.

i

unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling xmprzmcnl is en:

—

countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. T

» thoroughly lo ,, but not core or S '
Operator shall remer formations encountered during drilling which give indication of. conummg oil and

val ate. .
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ARTICLE V1

continued

i, in Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the
well as a dry hole, the provisions of Article VLE.1. shall thereafter apply.

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
for in Article VLA, or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all
the parties and not then producing in paying quantities, the party desiring to dfill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephane and the response period shall be
limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or
response given by telephone shall be promptly confirmed in writing.

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X1, if the
actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-

dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than Al Parties: If any party receiving such notice as provided in Article VI.B.1. or VIL.D.1. (Option
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety {90) days after the expiration of
the notice period of thirty (30) days {or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location. and if Operator is
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator 1o perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article V1.B.2., shall comply with all terms and con-

ditions of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
10 whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
{exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire 10 (a) limit par-
ticipation to such party’s interest as shown on Exhibit **A"’ or (b) carry its proportionate part of Non-Consenting Parties’ interests, and
failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for
such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,
at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify 2ll parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall kecp the leasehold estates involved in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and resiore the surface Jocation at their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-
ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost asid risk,
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ARTICLEVI]
continued
and the well shall then be turned over 1o Operator and shall be operated by it at the expense and for the account of the Copsenting Par-
ties. Upon commencement of operations for the drilling, reworking, decpening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished 10 Comsenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Noo-Consenting
Party’s interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated & the well, or
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royaly and other in-
terests not excepted by Article 111.D. payable out of or measured by the production from such well accruing with respecr 1o such interest

unti it revers) shall equal the total of the following:

{a) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyomd the wellhead
connections (including, but not limited 10, stock tanks, separators, treaters, pumping equipment and piping), plus 1000% of each such
Non-Consenting Party’s share of the cost of operation of the well commencing with first production and continuing until, exch such Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consenung Party’s share of such costs and equipment will be that interest which would have been chargeable to such Nom-Consenting

Party had it participated in the well from the beginning of the operations; and

(b)__3_Q9% of that portion of the costs and expenses of drilling. reworking, deepening, plugging back, testing and completing,
after deducting any cash contributions received under Article VIII.C., and _300_% of that portion of the cost of newlw arquired equip-
ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consentimg Party if it had

participated therein.

An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such a well, or porton thereof, to which the initial Non-Consent election zpplied that i:
conducied at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment accoum. Any suct
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operaica of said we!
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs ©
the reworking or plugging back operation which would have been chargeable 10 such Non-Consenting Party had it participaced therein. I
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article WIB. shall be ap-

plicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share of produrtion, or the
proceeds therefrom. Consenting Parties shall be responsible for the payment of 2ll production. severance, excise, gatlnermg and other
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party s share of production not escepted by Ar-

tcle 11.D.

In the case of any reworking, plugging back or deeper drilling operation. the Conscnting Parties shall be permmined 10 use, free
of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchizrzed; and upon
abandonment of a well after such reworking, plugging back or decper drilling, the Consenting Parties shall account for &l such equip-
ment 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 conducting the ojpemtions for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connecied to; the well, and an
itemnized statement of the cost of drilling, df:q';ening, plugging back. testing. completing. and equipping the well for prosduion; or, at its
option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statemenn of monthly bill-
ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Conscnting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs. and liabilities in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the annomt of proceeds
realized from the sale of the well’s working interest produciion during the preceding month. In determining the quanits of 6il and pas
produced during any month, Conscnting Parties shall use industry accepted methods such as, but not bmited 10, menering or periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connectian with amy such operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total umseturned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party sh.all lev:l:ﬂ 10 it a3
above provided; and if there is a credit balance, it shall be paid 10 such Non-Conscnting Party. -

— .
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ARTICLE V1
continued

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

Notwithstanding the provisions of this Article VI.B.2., it 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 Jocated elsewhere on the Contract Arez 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) as to Article VII.D.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-

duction, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party’s notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article V1.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party’s interest as shown on Exhibit **A™" bears to the total interest as shown on Exhibit **A”" of all Consenting Par-

ties.

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable 10 a “*deepening” operation shall
also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein called *‘sidetracking’’), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanica) difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal
to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the initial drilling of the well down to the depth at which the sidetracking operation is initiated.

(d) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well’s
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the
provisions of Exhibit *“C"’, less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on locatian, the response period
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time
incursed during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing par-
ty's interest as shown on Exhibit **A”" bears to the total interest as shown on Exhibit **A"* of all the electing parties. In all other in-

stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. .

-r

C. TAKING PRODUCTION IN KIND:
/‘ J '. ;

Each party shall take in kind or scparately dispose of its proportionate share of all oil and gas produced from d1c Contract Area,
exclusive of production which may be used in development and producing operations and in preparing and weating oﬂ and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate dxspostuon by any
party of its proportionate share of the production shall be bomne by such party. Any party taking its share of producuon'gkma shall be
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ARTICLE V1

continued

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 10 receive pavment directly from the purchaser thereof for

its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil and gas produced from the Contract Area, 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 siich purchase or sale by Operator shall be subject always to
the right of the owner of the production 1o exercise at any time its right to take in kind, or separately dispose of, its share of al} 0i) and gas
not previously delivered to a purchaser. Any purchase or sale by Operator of any other party s share of oil and gas shall be only for such
reasonable periods of time as are consistent with the minimum needs of the industry under the parucular circumstances, but in no event
for a period in excess of one (1) year. Notwithstanding the foregoing, Operatar shall not make z sale, including one into interstate com-
merce, of any other party’s share of gas production without first giving such other party thirty (30) days notice of such intended sale.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times. at its sole cost and risk to inspect or observe operations,
and shall have access at reasonable times to information pertaining to the development or operation thereof. including Operator’s books
and records relating thereta. Operator. upon request, shall furnish each of the other parties with copies of all forms or reports filed with
governmental 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 re-

quests the information.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2,, any well which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and 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 propased 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 partcipated in the cost of drilling or deepening
such well. Any party who objects to 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 VLB. -

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein 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. I, within
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those wishing 1o continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other
parties its proportionate share of the value of the well’s salvable material and equipment, determined in accordance with the provisions of
Exhibit **C"”, less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign
the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit

-B alternate-
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ARTICLE V]
continued

"*B"". The assignments or leases so limited shall encompass the *“drilling unit”’ upon which the well is Jocated. The payments by, and the
assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the
Fomract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of
mterests in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation 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 re-
guest, 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. Upon proposed abandonment of the producing interval(s) assigned or ledsed, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-

visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VLE.2. above shall be applicable as between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be
permanently plugged and abandoned unless and unti} all parties having the right to conduct further operations therein have been notified
of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article

VLE.

ARTICLE VIIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The Liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
among the parties in Article VILB. are given 10 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 equipment, to secure payment of its share of expense, together with interest thereon
at the rate provided in Exhibit *‘C*". To the extent that Operatcr 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 ob-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security lor the payment thereof. In addition, upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
the sale of such Non“Operator’s share of oil andfor gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s writien statement concerning the amount of any default. Operator grants a like lien
and security interest to the Non-Operators to secure payment of Operator’s proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by
Operator, the nondefaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party' bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain
reimbursement 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 pursvant to this agreement and shall charge each of the parties hereto with their respective propor-
tionate shares upon the expense basis provided in 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 demand and receive from the other parties payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or belore the 20th day of the next preceding month. Each party shall pay 10 Operator its proportionate share of such estimate within
fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount
due shall bear interest as provided in Exhibit *°C** until paid. Proper adjustment shall be made monthly between advances and actual ex-

pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. '~

D. Limitation of Expenditures: -

.~

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or decpened, except any well dnlled or d;cpe-ncd

pursuant 10 the provisions of Article V1.B.2. of this agreement. Consent 1o the drilling or deepening shall mcludc

f_ H




QN0 0N NA D W RN

BB U W U Y W W W W W NONON
CS B ARG R RSN RN RN NSRS

42

Ay

A.AP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE VII

continued

Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice
to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-cight
{48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties,
elect to set pipe and to attempt a completion, the provisions of Article V1.B.2. hereof (the phrase *‘reworking, deepening or plugging
back™® as contained in Article VI.B.2. shall be deemed to include ‘‘completing’") shall apply to the operations thereafter conducted by less

than all parties.
~

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a2 well reworked or

plugged back pursuant to the provisions of Article VLB.2. of this agreement. Consent to the reworking or plugging back of a well shall
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage

and/or surface facilities.

3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated
to require an expenditure in excess of___Fifteen thousand Dollars ($__13,000.00 )
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or pursuant to this agreement; provided, however, 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 emergency to the other
parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting

an information coBy thereof for any single project costing in excess of___Five thonsand
Dollars (3 _) but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event rwo or more parties own and have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-

visions of Article IV.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production .
of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well paymem
shall be borne jointly by the parties hereto under the provisions of Article IV.B.3.

F. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens {to include, but not
be limited to, royalties, overriding royalties and production payments) on Jeases and oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
riding soyalties 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 reduc-
tion. If the ad valorem taxes are 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 tax
value generated by each party’s working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in
the manner provided in Exhibit *‘C"".

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and manner
prescribed by law, and prosecute the protest to 2 final determination, unless all parties agree 1o abandon the protest prior to final deter-
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such 1axes'and any
interest and penalty, When any such protested assessment shall have been finally determined, Opcrator shall pay the tax for the_jolnt ac-
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid bythcm as

provided in Exhibit **C"". -L .

Ny

Each party shall pay or cause 10 be paid all production, severance, excise, gathering and other taxes imposed up(/m or. wuh rcspcci o

the production or handling of such party’s share of oil andfor gas produced under the terms of this agreement. ;'
i
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ARTICLE V11
continued

G. 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 conducied; provided, however, that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit **C"". Operator shall
also carry or prbvide insurance for the benefit of the joint account of the parties as outlined in Exhibit *'D"", attached to and made a part
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.

In the event automobile public hability insurance is specified in said Exhibit **D™, or subsequently receives the approval of the
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.

ARTICLE VIL
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 the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) year and so long thereafier as oil and/or gas is produced from the land covered thereby, such
lease to be on the form attached hereto as Exhibit *‘B”’". Upon such assignment or lease, the assigning party shall be relieved from all
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigning party shall have no further mterest in the assigned or leased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter’s mterest in any wells and equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit *‘C"’, less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor’s or surrendering
party’s interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
assigned, leased or surrendered. and subsequent operations thereon, shall not thereafier be subject to the 1erms and provisions of this

agreement.

B. Renewal or Extension of Leases:

If any party secuses 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 1o elect to participate in the ownership of the
renewa! Jease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
portionate 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 10 participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Asea
10 the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease,
Any renewal lease in which less than all parties elect to participate shall not be subject to this agrecment.

Each party who participates in the purchase of a renewal Jease 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 Jease
or cover only a portion of its area or an interest therein. Any senew-al 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 1o this provision; but any lease taken or con-
tracted 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 1o

the provisions of this agreement.

The provisions in this Article shall also be applicable to extemsions of oil and gas leases.

C. Acreage or Cash Contributions: -

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of & wcll or: zny other
operation on the Contract Area, such contribution shall be paid 1o the party who conducted-the dnﬂmg or other operation and shall be
applied by it against the cost of such drilling or other operation. }f tthe contribution be in the form of acreage, the party 10 whpm (hc con-
tribution is madc shall promptly 1ender an assignment of the acreagee, without warranty of title, 1o the Drilling Partics § in the proportions

,.._d-._ ——— g - LA

'
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ARTICLE V1l

wontinued
said Drilling Parties shared the cost of drilling the well. Such acreage shall become a scparate Contract Area and, to the extent possible, be
governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions
it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

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

D. Maintenance of Uniform Interest:

b
For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no
party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells,

equipment and production unless such disposition covers either:
1. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and production in the Contract Area.

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

I, 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 interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract

Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

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

mnterest therein.

Preferential Right—
o sell all or any part of its interests under this agreement, or its rights ifiterests in the Contrad

Should any party
the other parties, with full information concerning-+rsproposed sale, which shall include th

Area, it shall promptly give written noly

L

hame and address of the prospective purchaser (whéo be ready, willing an 0 purchase), the purchase price, and all other term
bf the offer. The other parties shall then have an optional prior i T a period of ten (10) days afier receipt of the notice, to purchas¢
bn the same terms and conditions the interest whic er party proposes ..and, if this optional right is exercised, the purch

in the proportions that the interest of each bea e total interest of all purchasing par]

ng parties shall share the purchased §
age its interests, or tq

ies. However, there sh fio preferential right to purchase in those cases where any party wishes 1

rests by merger, reorganization, consolidation, or sale of all or substantially all of its assets 10 a subsidiar rent com

Hispose of i

IS

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended 10 create, and shall not be construed 1o create, a relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities bereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a parmership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a parmership, each party hereby affected elects 10 be excluded
from the application of all of the provisions of Subchapter “‘K”’, Chapter 1, Subtitle **A*"’, of the Internal Revenue Code of 1954, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be requiréd by the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contraal
Area is located or any future income tax laws of the United States conuain provisions similar to those in Subchapter **K™*, Chapter 1,
Subtitle **A*", of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Code'is per-
mitted, cach party hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elec-
tion, each such panty states that the income derived by such party from operations hereunder can be adequately determined without the

computation of partnership taxable income.

12
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ARTICLE X,
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
does not exceed Ten thousand _ Dollars
(s_10,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settiement ex-
ceeds 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 expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which 3uch individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any. other claim

or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

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

diligence to remove the force majeure situation as quickly as practicable.

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

within the discretion of the party concerned.

The term *‘force majeure’’, as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of
the public enemy, war, blockade, public riot, lightning. fire, storm, flood, explosion, governmental action, governmental delay, restraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is

not reasonably within the control of the party claiming suspension.

ARTICLE XIIL
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to
the parties to whom the notice is given at the addresses listed on Exhibit **A”’. The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
when depozited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties.

ARTICLE XIII.
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the
period of time selected below; provided, however, no party hereto shall ever be construed as having any right. title or interest in or to any
lease or oil and gas interest contributed by any other party beyond the term of this agreement.

K} Option No. 2: In the event the well described in Article VILA,, or any subsequent well drilled under any provision of this
agreement, results in production of oil andfor gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additional period of 90 ___ days from cessation of all production; provided,
however, if, prior 10 the expiration of such additional period, one or more of the parties hereto arc engaged in drilling, reworking, decpen-
ing, plugging back, testing or attempting to complete a well or wells hercunder, this agreement shall continue in force until such opera-

tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In lhe cvent the
well described in Article VIA., of any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, of capable
of producing oil 2ndlor gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or reuork

ing operations are commenced within days from the date of abandonment of said well. .-

It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has

accrued or attached prior to the date of such termination.

-13-
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ARTICLE XJV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Llaws, Regulations and Osders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is Jocated, 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, or-

dinances, rules, regulations, and orders.

B. Governing Law: ~

This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach,
remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which
the Contract Area is located. If the Contract Area is in two or more states, the law of the state of New Mexico

shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
under such laws in reference to ocil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-

ung or adjacent to the Contract Area.

With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator’s share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or
application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the **Crude Oil Windfall Profit Tax Act
of 1980°°, as same may be amended from time to time (**Act™"), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information
which is required to be furnished by said Act in a timely manner and in sufficient detail 1o permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

A. Creation of Subsequent Interest
Notwithstanding the provisions of Article VIII. D. hereof, the parties hereto
agree that if any party shall hereafter create any Overriding Royalty,
Production Payment, or other burden against its working interest production
and if any party or parties shall conduct non-consent operations pursuant
to any provision of this agreement, and, as a result, become entitled to
receive the working interest production otherwise belonging to the
non-participating party, the party or parties entitled to receive the
working interest production of the non-participating party shall receive
such production free and clear of burdens against such production which may
have been created subsequent to this agreement. In this regard, any such
interest which may have been created subsequent to this agreement shall
ipso facto terminate and vest in the consenting parties.

B. Hearings Before Regulatory Agencies
All costs and expenses incurred in connection with the employment of counsel
and/or technical experts for the purpose of preparing for and conducting any
hearing before any State Regulatory Agency are hereby authorized and shall
be charged to the joint account as an item of operating expense. In the
case of a Forced Pooling action, such costs and expenses shall be born -and
paid by the party or parties who have previously agreed to share same dr
whose interest is increased as a result of such action. Such costs and

expenses shall be born on the basis of the relative participation of sﬁch
parties as set forth on Exhibit "A".

C. Natural Gas Price Rules 43@’“:ﬁ;

1. Operator shall file all Applications for Determination of Price‘Cafegory
required by the Natural Gas Policy Act (NGPA). Operator shall/givg/ﬁotice
of the filing of such Applications to all Non-Operators. If for any
reason the Application for Determination of Price Category filed by the

Operator is unsatisfactory to a Non-Operator, then such Non-Operatdr shall
-14-




notify Operator of his dissatisfaction and the reasons therefore.

If Operator and the dissatisfied Non-Operator are unable to reach an
agreement as to the disputed Application for Determination of Price
Category, then, if allowed by the appropriate jurisdictional agency
such Non-Operator may file a separate application for Determination of
Price Category. The Non-Operator shall mail a copy of this application
to Operator and to all Non-Operators in the Contract Area.

Operator is hereby authorized to make any and all filings under the NGPA
which can be made on behalf of the Non-Operators under the NGPA and the
regulations promulgated thereunder. Sadd filings shall include, but

not be limited to, "interim collection" filings under Part 273 of the
regulations implementing the NGPA.

Operator is authorized to employ counsel and technical experts which, in
the Operator's discretion, are reasonably necessary for the preparation
of any and all NGPA filings. All costs incurred in the employment of
such counsel and technical experts shall be deemed a cost and expense
incurred in the operation of the Contract Area and shall be charged to
the joint account as an item of operating expense.

-15-
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ARTICLE XVI1.

MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees,

legal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of _

OPERATOR

Doyle Hartman

NON-OPERATORS

Ashland Exploration, Inc.

By:

HCW Income Properties, Inc.

By:

Rufus Gordon "Pete" Clay Trust
dated 9-1-79

By:

‘Barton Brothers Land & Royalty Company

By:

Co-Trustee

By:

Co-Trustee

Margaret Clay Couch Trust
dated 9-1-79

By:

ARCO 0il & Gas Company

By:

Cities Service 0il & Gas Corporation

By:

Co-Trustee

By:

Co-Trustee

Evelyn Clay O'Hara Trust
dated 9-1-79

By:

Co~Trustee

By:

Co~Trustee

-16-
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EXHIBIT "A"

Attached to and made a part of the Operating
Agreement dated April 15, 1985
and covering SE/4 Section 27, T-23-S, R-36-~E

County, New Mexico between DOYLE HARTMAN as
Operator and Ashland Exploration, Inc. et al

as Non-Operators.

1. a) Lland Subject to Agreement

SE/4 Section 27, T-23-S, R-36-E

b) Depth Limitations

From the surface to the base of the Jalmat (Gas)

formation.

c¢) Drilling (Proration) Unit for Initial Test

SE/4 Section 27, T-23-S, R-36-E

I1. Percentapes of Intersts and Addresses of Parties*

Doyle Hartman 8.854375

Ashland Exploration, Inc. 1.562500
P.0. Box 218330

Houston, Texas 77218

Attn: Mr. Frank Hayes

Barton Brothers Land & Royalty 3.906250
P.0. Box 968

Hobbs, New Mexico 88240

Attn: Mr. Roy G. Barton, Jr.

Cities Service 0il and Gas Corporation 37.500000
P.0. Box 1919

Midland, Texas 79702

Attn: Mr. E. F. Motter

ARCO 0il & Gas Company 7.551875
P.0. Box 1610
Midland, Texas 79702

HCW Income Properties 6.431875
P.0. Box 10585

Midland, Texas 79702

Attn: Mr. James C. Brown

Mr. James C. Brown 0.338750
P.0. Box 10585
Midland, Texas 79702



EXHIBIT "A" (Cont'd)

Rufus Gordon "Pete" Clay Trust 9.930625
c¢/o MBank

P.0. 910

Fort Worth, Texas 76101

Margaret Clay Couch Trust . 9.930625
c/o MBank

P.0. 910

Fort Worth, Texas 76101

Evelyn Clay O'Hara Trust 9.930625
c¢/o MBank

P.0. 910

Fort Worth, Texas 76101

Management Trust Company 4.062500
P.0. Box 10621
Midland, Texas 79702

100.000000

* These interests may be revised as soon as our attorney submits his
title opinion.
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OIL & GAS LEASE

THIS AGREEMENT made this day of 19 , between

of

(Post Office Address)

hersin called lessor (whether one or more) and

1. Lessor, in consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledged, and of the royaities herein provided and of the agreements of the iesses
herein contained, hereby grants, leases and lets exclusively unto lessee for the purpose of investigating, exploring, prospscting, drilling, and operating for and producing oil and gas, injec-
ting gas, waters, other fluids, and air into subsurface strata, laylng pipe lines, storing oll, bullding tanks, roadways, telephone lines, and other structures and things thereon to produce, save,

take care of, treat, process, store and transport sald minerals, the following described land in County, New Mexico, to-wh:

Said tand is estimated to comprise. acres, whaether it actually comprises more or less.

2, Subject to the other provisions herein contained, this lease shall remain in force for a term of years from this date (called “primary term”)and as
long thereafter as oll or gas is produced from said land or from land with which said land is pooled.

3. The royaities to be paid by lessee are: () on oll, and other llquid hydrocarbons saved at the weli of that produced and saved from said land,
same to be delivered at the wells or to the credit of lessor in the pipeline to which the wells may be connected; {b) on gas, inciuding casinghead gas or other gaseous substance produced
from said land and used off the premises or used in the manufacture of gasoline or other products, 1he market value at the well of of the gas used,
provided that on gas sold on or off the premises, the royaities shali be of the amount realized from such sale; {c) and at any time when this tease is

not vaiidated by other provisians hereof and there Is a gas and/or condensate well on said land, or fand pooled therewith, but gas or condensate is not being so sold or used and such well is
shut in, either before or after production therefrom, then on or before 90 days after said well is shut in, and thereafter at annual intervals, lessee may pay or tender an advance shut-in royalty
equal to $1.00 per net acre of lessor's gas acreage then held under this lease by the party making such payment or tender, and so long as said shut-in royalty is paid or tendered, this lease
shall not terminate and it shal! be considered under all clauses hereof that gas Is being produced from the ieased premises in paying quantities. Each such payment shall be paid or tendered
to the party or parties who at the time of such payment would be entitied to receive the royalties which would be paid under this lease If the well wers In fact producing. The payment or
tender of royalties and shut-in royaities may be made by check or dratt. Any timely payment or tender of shut-in royalty which is made in a bona fide attempt to make proper payment, but
which is erroneous in whole or In part as to partles or amounts, shall nevertheless be sufficient to prevent termination of this lease in the same manner as though a proper payment had been
made if lessee shall correct such error within 30 days after lessee has received written notlce thereof by certified mait from the party or parties entitled to receive payment together with such
written instruments (or certified copies thereof) as are necessary 1o enable lessee to make proper payment. The amount realized from the sale of gas on or otf the premises shall be the price
established by the gas sales contract entered into In good falth by lessee and gas purchaser for such term and under such conditions as are customary in the industry. "Price” shall mean the
net amount received by lesses after giving effect to applicable regulatory orders and after application of any applicable price adjustments specified in such contract or reguiatory orders. in
the event lessee compresses, treats, purifies, or dehydrates such gas (whether on or off the leased premises) or transports gas off the leased premises, lessee in computing royalty
hereunder may deduct from such price a reasonable charge for each of such functions performed. .

4. This is a paid-up lease and {essee shall not be obligated during the primary term hereof to commence or continue any operations of whatsoever character or to make any payments
hereunder in order to maintain this lease in force during the primary term; however, this provision is not Intended to relieve lessee of the obligation to pay royalties on actual production pur-
suant to the provisions or Paragraph 3 hereof.

5. Lessee is hereby granted the right and power, from time to time, to pool or combine this iease, the land covered by it or any part or horizon thereof with any other land, leases, mineral
estates or parts thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard proration unit fixed by law or by the Oli Conservation Division of the Energy and
Minerals Department of the State of New Mexico or by any other lawful authority for the pool or area In which said land is situated, plus a tolerance of ien percent. Lessee shall file written
unlf designations in the county in which the premises.are located and such units may be designated from time to time and either betore or after the compietion of wells. Drilling operations
on or production from any part of any such unit shall be considered for all purposes, except the payment of royalty, as operations conducted upon or production from the land described in
this lease. There shail be allocated to the land covered by this lease included in any such unit that portion of the total production of pooled minerals from wells in the unit, atter deducting any
used in lease or unit operations, which the net oll or gas acreage in the land covered by this lease included in the unit bears tc the total number of surface acres in the unit. The production so
atlocated shall be considered for all purposes, including the payment or delivery of royalty, to be the entire production of pooled minerals from the portion of said land covered hereby and in-
cluged in said unit in the same manner as though produced from said land under the terms of this lease. Any pooled unit designated by lessee, as provided herein, may be dissolved by
lessee by recording an appropriate instrument in the County where the land |s situated at any time after the completion of a dry hole or the cessation of production on said unit.

6. If at the expiration of the primary term there is no well upon said fand capabie of producing oli or gas, but lessee has commenced operations for drilling or reworking thereon, this lease
shail remain in force so long as operations are prosecuted with no cessation of more than 60 consecutive days, whether such operations be on the same well or on a different or additional
well or wells, and if they resuit in the production of oil or gas, so long therafter as oll or gas is produced from said land. If, atter the expiration of the primary term, all wells upon said land
should become incapable of producing for any cause, this lease shall not terminate if iessee commences operations for addltiona! drilling or for reworking within 60 days thereafter. if any
drilling, additional drilling, or reworking operations hereunder result in production, then this iease shall remain in full force so long thereafter as oii or gas is produced hereunder.

7. Lessee shall have free use of oll, gas and water from said land, except water from lessor's wells and tanks, for all operations hereunder, and the royaity shall be computed after deduc-
ting any so used. Lessee shall have the right at any time during or after the expiration of this lease to remove ali property and fixtures placed by lessee on said land, including the right to
draw and remove all casing. When required by lessor, lessee will bury ali pipe lines on cultivated lands below ordinary piow depth, and no weil shall be drilled within two hundred feet (200 f1.)
of any residence or barn now on said land without lessor's consent. Lessor shall have the privilege, at his risk and expense, of using gas from any gas well on said land for stoves and inside
lights In the principal dwelling thereon, out of any surplus gas not needed for operations hereunder.

B. The rights of elther party hereunder may be assigned In whole or in part and the provisions hereof shall extend to their heirs, executors, administrators, successors and assigns; but no
change in the ownership of the land or in the ownershlip of, or rights to recelve, royalties or shut-in royalties, however accomplished shall operate to eniarge the obiigations or diminish the
rlghts of lessee: and no such change or division shall be binding upon lessee tor any purpose untii 30 days after lessee has been furnished by certified mall at lessee’s principal place of
business with acceptabie instruments or certified coples thereof constituting the chain of title from the original lessor. If any such change in ownership occurs through the death of the
owner, iessee may, at its option, pay or tender any royalties or shut-in royalities In the name of the deceased or to his estate or to his helirs, executor or administrator untll such time as lessee
has been furnished with evidence satisfactory to lessee as to the persons entitled to such sums. An assignment of this lease in whole or in part shall, to the extent of such assignment,
relisve and discharge lessee of any obligations hereunder and, if lessee or assignee of part or parts hereof shalt fall or make detfault in the payment of the proportionate part of royaity or shut-
In royalty due from such lesses or assignee or fall to comply with any of the provisions of this lease, such default shall not affect this lease insofar as it covers a part of said iands upon which
lessee or any assignee thero! shail property comply or make such payments.

9. Shouid lessee be prevented from complylng with any express or implied covenant of this iease, or from conducting drilling or reworking operatians hereunder, or from producing oil or
pas hereunder by reason of scarcity or inabllity to obtain or use equipment or material, or by operation of force majeure, or by any Federal or state law or any order, rule or regulation of
govermentmental authority, then while so prevented, lessee’s duty shall be suspended, and lessee shall not be liable for fallure to comply therewith; and this lease shal! be extended while
and so long a3 lesses Is prevented by any such cause from conducting drilling or reworking operations or from producing oit or gas hereunder; and the time while lessee is so prevented shall
not be counted against lessee, anything in this lease to the contrary notwithstanding.

10. Lessor heraby warrants and agrees to defend the title to sald land and agrees that lessee at its option may discharge any tax, mortgage or other lien upon said land, and In the event
lessee does 80 it shall be subrogated to such llen with the right to enforce same and to apply royaities and shut-in royalties payable hereunder toward satisfying same. Without impairment of
lessee’s rights under the warranty, if this lease covers a less Interest In the oil or gas in all or any part of said land than the entire and undivided fee simple estate (whether lessor's interest is
herein specified or not) then the royalties, shut-In royalty, and other payments, if any, accruing from any part as to which this iease covers fess than such full interest, shall be paid only in the
proportion whch the interest therein, if any, covered by this iease, bears to the whole and undivided fee simple estate therein. Should any one or more of the parties named above as lessors
fall to execute this lease, it shall neverthelass be binding upon the party or parties executing the same.

11. Lesses, its or his successors, heirs and assigns, shall have the right at any time to surrender this lease, in whole or in part, to lessor or his heirs, successors, and assigns by delivering
or mailing a release thereof to the lessor, or by piacing a release thereof of record In the county in which said land is situated; thereupon iessee shall be relieved from all obligations, express-
ed or implied, of this apreement as to acreage so surrendered, and therafter the shut-in royalty payable hereunder shall be reduced in the proportion that the acreage covered hereby is reduc-
od by said release or releases.

Executed the day and year first above written.
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. Recommended by the
Council of Petroleum

KeafiBI} 601,  $82,2°8
. TULSA OK 7410 Accountonts Societies of

North Americo
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EXHIBIT * o

Attached to and made a part of .the Operating Agreement dated
April 15, 1985 and covering the SE/4 Section 27,

T-23-5, R-36-E, Lea County, New Mexico between DOYLE HARTMAN
as Operator and ASHLAND EXPLORATION, INC. ET AL as Non-Operators.

ACCOUNTING PROCEDURE ~.
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

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

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

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

“Operator” shall mean the party designated to conduct the Joint Operations.

“Non-QOperators” 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 recommended by the Council of Petroleumn 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 identified and fully described in detail.

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect advances received from the Non-Operators. prime rate plus 1.25%

Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt] If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of += =3 per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with

the collection of unpaid amounts.

Adjustments

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

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section 1. 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 result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed

to by the Operator.

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.
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II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

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

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

B. Opcrator’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
I1. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

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

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

~—

Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twents %) twenty-six percent (26%) or percent most recently
recomr?ended by the Council of Petroleum” Accountant Society of North America.

Materia

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 supply store,
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties., except as_specifically authorized by Article XV A.l. of the Operating

B. I}F‘;Leuep S?E\’I:att%rigp}scpnov}éé%o%pelrg%og“sl\%a?ethto?ﬁbeoq'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 8 of Section 1I and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

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 iicu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates

published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

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

Legal Expense

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

Parties, except as provided in Section I, Paragraph 3.

—_—2




10.

11.

12,

Hih

{\ll taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
gon thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
arties.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
{nen'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 ewent, Operator shall include a charge at Operator's
cost not to exceed manual rates.

Other Expenditures

Any otlper 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.

1II. OVERHEAD

Overhead - Drilling and Producing Operations
i. As compensation for administrative, supervision, office services and warehousing costs, Operator shalllcharge
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.

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

not ( X) be covered by the Overhead rates.

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

Drilling Well Rate $ $5,500
Producing Well Rate $ $550

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

(a) Drilling Well Rate

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

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

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

days.

(b) Producing Well Rates )

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

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

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

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

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

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

— 8 —
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:

(a) Development

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

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

(2) Application of Overhead - Percentage Basis shall be as follows:
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as defined in i
Paragraph 2 of this Section III. All other costs shall be considered as Operating. '

2 Overhoad— Majer_Conet 5
ompensate Operator for overhead costs incurred in the construction and installation of fixed assets =

pansion assets, and any other project clearly discernible as a fixed asset required for th opment and
operation of the Joi erty, Operator shall either negotiate a rate prior to the beginni construction, or shall
charge the Joint Account for ead based on the following rates for an jor Construction project in excess
of $ :
A. % of total costs if such costs are more-%x but less than $ ; plus '
B. __ % of total costs in exceg bu an $1,000,000; plus
C. % of total ¢ 1T excess of $1,000,000.
Total cost s an the gross cost of any one project. For the purpose of this paragraph, onent parts
of rrfle project shall not be treated separately and the cost of-drilling and workover wells shall be e .

3. Amendment of Rates

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

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

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

tor shall be agreed to by the Parties.

1. Purchases

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

Account when adjustment has been received by the Operator. 1

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

counts:

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

where such Material is normally available.
(2) Line Pipe

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

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

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

available.
B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:

(1) Material moved o the Joint Property
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section 1V.

(2) Material moved from the Joint Property
(a) At seventy-five percent (75¢.) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material, or

—4




The

(b) at sixty-five percent (659 ) of current ncw price, as determined by Paragraph 2A of this Section
1V, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%2) of curreni new price,

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

Material which is not in sound and serviceable condition and not suitable for its original function until

after reconditioning shall be priced at fifty percent (509%:) of current new price as determined by Para-

. graph 2A of this Section 1V. The cost of reconditioning Shall be charged to the receiving property, pro-

vided Condition C value plus cost of reconditioning does not exceed Condition B value,
(2) Condition D '

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 (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.
(2) Malerial 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
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Materjal suitable for use and acceptable to Operator.

Warranty of Material Furnished by Operator

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

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

Periodic Inventories, Notice and Representation

A1t rcasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
1o be represented at an inventory shall bind Non-Operators to accept the inventiory taken by Operator.

Reconciliation and Adjustment of Inventories

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

Special Inven{ories

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

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

Attached to and made a part of the
Operating Agreement dated
April 15, 1985and covering SE/4
Section 27, T-23-S, R-36-E
County, New Mexico between DOYLE HARTMAN

as Operator and Ashland Exploration,
Inc. et al

as NonsOperators

Operator, at all times while operations are conducted hereunder,
shall carry, and require its contractors to carry insurance to indemnify,
protect and hold the parties hereto harmless as follows:

1. Insurance which shall comply with the Workmen's Compensation,
Employers Liability and Occupational Disease laws of the State
in which operations hereunder are conducted;

2. Comprehensive general liability insurance with limits of not
less than:

A. Bodily Injury:
$500,000 per person and $500,000 for each occurrence
and,

B. Property Damage:
$250,000 for each occurrence and $500,000 in the
aggregate,

3. Automobile liability insurance with limits of not less than:
A. $250,000 per person and $500,000 per accident pertaining

to bodily injury to, or death of persons; and,
B. $100,000 per accident pertaining to loss of, or damage
to, property.

4. Commercial Umbrella Excess Liability: $15,000,000 per incident

and annual aggreate.

Upon successful completion of first well, all premiums paid on such
insurance shall be charged to the joint account. Except by mutual
consent of the parties, no other insurance shall be maintained for the
joint account, and all losses not covered by such insurance shall be
charged to the joint account. _

Operator shall not be liable to Non—Operator(é) for loss suffered
on account of the 1nsufficiehcy of insurance carried, or of the insuror
with whom carried, nor shall Operator be liable to Non-Operator(s) for
any loss accruing by reason of Operator's inability to provide or maintain
the insurance above mentioned; 'providéd, however, that if at any time
druing the life of this agreement Operator is unable to obtain or maintain

such insurance, Operator shall promptly notify Non-Operator(s) of such

fact.



EXHIBIT "E"

GAS BALANCING AGREEMENT

ATTACHED to and made a part of that certain
Operating Agreement dated April 15,

19 85 , by and between DOYLE HARTMAN, Operator,
and Ashland Exploration, Inc. et al

" » Non-Operators.

1. During the period or periods when any party hereto has no
market for, or its purchaser is unable to take, or if any party fails to
take its share of the gas, the other parties shall be entitled to pro-
duce each month one hundred percent (100%) of the allowable gas produc-
tion assigned to the Contract Area by the appropriate governmental
entity having jurisdiction. All parties hereto shall share proportion-
ately in and own liquid hydrocarbons recovered with the gas by lease
equipment and shall pay their share of current operating expenses in
accordance with the provisions of the Operating Agreement to which this
Exhibit is attached. ©Each party taking gas shall own all of the gas
delivered to its purchaser, Each non-taking party shall be credited
with gas in storage equal to its share of the gas produced, less its
share of gas used in lease operations, vented or lost,

2. Each party taking gas shall furnish Operator a monthly state-
ment of gas volumes taken, Operator shall maintain a current account of
the gas balance between the parties and shall furnish all parties hereto
monthly statements showing the total quantity of gas produced, used in
operations, vented or lost, and the total quantity of liquid hydrocar-

bons recovered.

3. After notice to Operator, any party with gas in storage may
begin taking or delivering its share of the gas produced. In addition
to its share, each party , until it has recovered its gas in storage and
balanced its gas account, shall be entitled to take or deliver a volume
of gas equal to twenty-five percent (25%) of each over-produced party's
share of gas produced. If more than one party is entitled to the addi-
tional gas produced, they shall divide such additional gas in accordance
with their relative percentages of participation as set forth on Exhibit

IIA" .

4. In the event production of gas shall permanently cease prior
to the time the accounts of the parties have been balanced, a complete
balancing shall be accomplished by a money settlement. Such settlement
shall be based upon the actual price or prices received by each over-
produced party for its share of gas produced or sold and shall be ap-
plied to reduce prior deficits in the order of accrual of such deficits,

5. At all times while gas 1is produced from the Contract Area each
party shall make appropriate settlement of all royalties, overriding
royalties, and other payments out of or in lieu of production for which
it is responsible, in accordance with the provisions of Article VII. E.
of the Operating Agreement to which this Exhibit is attached, as if each
party were taking or delivering to a purchaser its share, and its share

only, of such gas production.

6. The Operator, at the request of any party, may produce the
entire well stream, if necessary, for a deliverability test not to
exceed seventy-two (72) hours duration under such requesting party's gas

sales contract.

7. Each party producing and/or delivering gas to its purchaser
shall pay or cause to be paid any and all production taxes due on such

gas,

8. The provisions of this Agreement shall be separately appli-
cable and shall constitute a separate Agreement as to each well (or
proration unit) and each reservoir to the end that production from one
reservoir may not be utilized for the purpose of balancing underproduc-
tion from any other reservoirs.
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ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure 10 the benefit of the paniies hereto and 10 their sespective heirs, devisecs,

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

15th _ day of Julvy 19_ 85

-

IN WITNESS WHEREOF, this agreement shall be effective as of _

o2 BN I SV I N SV N

—
—

OPERATOR

[ R . S~ B
[« IRV RN N YR &Y

18 Doyle Hartman

22 NON-OPERATORS

24 Ashland Explcration, Inc.: HCW Income Properties, Inc.

26 Z;1C;/
Igor Effimoff-Vice President-Exploration /¥~

Barton Brothers Land & Royalty Company

29 Rufus Gordon '"Pete" Clay Trust
30 dared 9~1-79

S

32
By:

33 oY
34 Co—-Trustee

ARCO 0il & Gas Company

Y
~

o By:
Co-Trustee b

W W WY
O oo

Cities Service 0il & Gas Corporation

Fa
)

Margaret Clay Couch Trust
cated 9-1-79

S N SRR N
3 1Y

g
N

By:

A e

4

46 Co—-Trustee

49 o Lewis Burleson
Co~Trustee

52 Evelyn Clay O'Hara Trust
53 dated 9-1-79

56 Byt

37 Co-Trustee

39 By:

Co-Trustee

*Executed subject to that certain Conditional Letter of Acceptance
dated April 25, 1985. -
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MADIFICATI ON OF OPERATING AGILEMENT

-

WIEREAS, Howard logan and the uidersigned Charles T. Scott,

Harold S, Russell, lerbert J. Schmitz and F. D. Lortscher are each the

owner of an undivided one-fifth (1/5) lntgreut in the presently valid and

[—

subsisting o0il amd gas leaschold covering the

vorthuest fuarter (/L) of Secti on
3, Township 2y South, Range 37 Last,
. Lea County, New chico;
And,

WHEREAS, such parties have herctofore entered into an onerating
agreement.for the developnent and operation of said leasehold, which oper-
ating agreement is dated the 16th day of Jamuary, 1951, reference to which
operating agreement is hereby made as if set forth in full herein; And,

WHEREAS, Howard Hogan, who in said agreenent, is named as
Operator, has this day entered into an agf;ement with R. Olsen for the sale
of his interest in said leasehold to i, Clsen; And,

WHERZAS, the parties dcsire in the event such sale is consum-

mated to constitute and apHOLnt Re Cl en as the Opecrator of said leascliold

. o e -

under the terms of saiu operating agreement, except as modified herein.

NOW, THERFFORE, IT I5 AGREID between R. Clsen, as Operator, and

the undcrsigned, as Non-Operatorc, as follows:

I.

R. Olsen is hcreby substituted for loward Hcgan as the COperator

i said Operating Agreement.

I1,
The provision in the accounting procedure relatingto ovcrhead»
~— .. XA
charges is hereby modified to the sum of “25 00 per month per wcll, which

shall include wells being drilled from the date of the spudding thereof and
shall ex~lude uny well abandoned or complcted as a dry hole from the date of

suca abandomment or suwch dry hole completion, o -~



LTS

111, .

The sum of $75.00 per month is agreed upon as a falr charge

for the allo,ation of district expense and the nonlral cost of pumplng,

but all other direct laboyrchgrggs to tho leaschold shall be billed as

provided in said accnuntlnb pxovedurg, and such £75 00 per month to the

lease as a flat clarpe uhall exclude ony charpes under Farzgrarh 11 of

the accounting procedure.

IV.

The Oporator shall conduct a continuous drilling program of

-

one well to each LO acres until the lease has been fully developed-

unless, however, any one of such wells so drilled is campleted as a dry
hole or a non-commercial well, in which event no further drilling shall
be conducted on sald leasehold without thé concent of parties as provided
in said operating agreement.

The wells shall be drilled under the terms of a drilling
contract which each of the parties shall enter into with the R & H Olsen

Drilling Company, each contracting for his interest.

V.
Paragraph 1, of the operating agreerient is modified in tha.l
hercafter non-oporators may give operator sixyty (60) days notice of any
ity . wr cr Zrve;mlar operations and, if operator within the following
1 t- {L0) dayd has pot corrected such operating pratticcs to the catic-
f:ction of non-operctors, the leasehold owners may by majority vote selcct
a ncw coerator for £0id leasehold, and R. Olsen shall surrender tho oper-

ations of szid leaschold to the party so designated as the new operator

an - suca party shall become operator under the terms of the operating

azrecment #s herain riodifled,
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Vi,

R. Olsen, as Operator, shall not havc the right to represent

the leasehold and the owners of the leasehold in matters before the New

Mexico 0il Conservation Commission rclating to the rights of offset

cge:ators . )

4‘ / .
EYECUTED this the 15th day of Decenber, 155L.

‘

c)

.

] N
sV,

/i

A

lend,

R. Olsen

Charles T. Scott

Harold S, Russell

Herbert Jo. Schmitz

-

F. D, Lortscher

NON-OPERATGILS

OPLRATOR %@&/“4\/‘/



